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Regular Meeting of the Board of Trustees
Wednesday, December 12, 2018
STATE OF WISCONSIN INVESTMENT BOARD
Offices of the Wisconsin Investment Board
121 East Wilson Street
Madison, Wisconsin
Board Room – 2nd Floor
8:30 a.m.
OPEN SESSION
1.

Open Session Minutes of August 28-29, 2018, October 1, 2018, and
October 9-10, 2018

2.

Investment Performance and Market Updates
A.
Board Investment Performance Report, Q3 2018
B.
Callan Quarterly Report

3.

Annual Presentation on Cost Benchmarking
A.
2017 Cost Effectiveness

4.

Asset Allocation Update and Recommendations for 2019

5.

Quarterly Investment Update, Q3 2018

CLOSED SESSION**
RECONVENE IN OPEN SESSION
6.

Announcements of Board Actions Relating to Items Taken up in Closed
Session

** The motion to go into closed session at this meeting is made (i) pursuant to sections 19.36(5) and 19.85(1)(e) of the
Wisconsin Statutes to (a) consider confidential and proprietary strategies for the investment of public funds relating
to the active risk and specific proprietary investment strategies of internal WRS portfolios; (b) discuss and consider
any specific strategies related to asset allocation; and (c) approve and discuss prior closed session minutes that discuss
the same, the investment of public funds related to SWIB’s facility and the negotiation of contracts with consultants
for the investment of public funds; and (ii) pursuant to sections 19.85(1)(c), (f) and 19.36(7) of the Wisconsin Statutes
to (a) discuss the performance evaluation and compensation data of SWIB’s Internal Audit Director; (b) consider and
discuss employment applicants for SWIB’s Chief Technology & Operations Officer position and discuss specific
search considerations for such applicants; and (c) approve and discuss prior closed session minutes that discuss the
financial data of specific persons and the preliminary consideration of possible personnel problems and the
employment, promotion, compensation and performance evaluation data of specific public employees, including with
respect to SWIB’s Executive Director search. The Board may convene in additional closed sessions or announce
additional closed session items at the meeting in accordance with the procedure outlined in the Attorney General’s
Opinion reported at 66 OAG 106 (1977). Whenever a closed session is held, the Board will subsequently reconvene in
open session to cover remaining agenda items.

Page 2 of 245

7.

Committee Reports and Recommended Actions from Committee
Agendas - Open Session Items
A.
Audit and Finance Committee
B.
Strategic Planning and Corporate Governance Committee
(1)
Strategic Planning and Corporate Governance Committee
Charter
(2)
Executive Director/Chief Investment Officer Position
Description
C.
Benchmark and Performance Committee
(1)
Benchmark and Performance Committee Charter and Policies
(2)
Approval of 2019 Benchmarks
D.
Compensation Committee
(1)
2018 Strategic Results Scorecard
(2)
Compensation Philosophy – Recommended Amendments
(3)
Compensation Plan for Unclassified Employees –
Recommended Amendments
(4)
Executive Staff Incentive Compensation Plan
(5)
Investment Services Staff Incentive Compensation Plan –
Recommended Amendments
(6)
Investment Management Staff Incentive Compensation Plan –
Recommended Amendments
(7)
Investment Management Staff Incentive Compensation
Maximums – 2019 Recommendations
(8)
Salary Bands

8.

Investment Committee Open Session Business
A.
Approved Open Session Committee Meeting Minutes of July 24,
2018, September 6, 2018, September 25, 2018 and October 23, 2018
Meetings
B.
Changes to Board of Trustees WRS Investment Policy
C.
Changes to Board of Trustees SIF & Separately Managed Funds
Investment Policy and Guidelines
D.
Final Open Session Committee Agenda for November 27, 2018
Meeting and Draft Open Session Agendas for December 20, 2018
and January 29, 2019 Meetings

9.

In the Absence of Questions, the Following Reports will be Filed
Without Comment:
A.
Enterprise Risk Management Quarterly Report, Q3, and Draft ERCC
Open Session Committee Minutes of October 3, 2018
B.
Chief Financial Officer’s Report – New Contracts, Q3 2018
C.
Quarterly Report of Charges to Funds, Q3 2018
D.
Private Markets and Funds Alpha Commitments, Q2 & Q3 2018

10.

Future Items for Discussion

11.

Motion to Adjourn
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NOTES:

Items may be taken in order other than listed.
The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.
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STATE OF WISCONSIN INVESTMENT BOARD
Board Meeting-Open Session
Tuesday-Wednesday, August 28-29, 2018
Offices of the Investment Board
121 East Wilson Street, Madison, Wisconsin
Board Members Present:

Dave Stein, Chair
Norm Cummings, Vice-Chair
Bob Conlin, Secretary
Sandra Claflin-Chalton, Trustee
Mark Doll, Trustee
Barb Nick, Trustee
Tim Sheehy, Trustee

Staff and Others Present:

Rochelle Klaskin, Interim Executive Director
David Villa, Chief Investment Officer
Chuck Carpenter, Managing Director-Private Mkts & Funds Alpha
Todd Ludgate, Managing Director-Public Fixed Income
Brian Hellmer, Managing Director-Public Equities
Edwin Denson, Managing Director-Asset & Risk Allocation
Nick Stanton, Head of Multi-Asset Strategy
Shirley Eckes, Chief Operating Officer
Brandon Brickner, Internal Audit Director
Mike Jacobs, Investment Business Director
Phil Richards, Performance Director
Brad Gentert, Performance Analyst
Kate Burkart-Paulson, Assistant Legal Counsel
Vicki Hearing, Communications Manager
Larry Wolfinger, Help Desk Specialist
Janet Klosterman, Legal Assistant
Michael Kennedy, Korn Ferry
(This list of attendees pertains to the Wednesday meeting. Some attendees may
have attended only portions of the meeting.)

Tuesday, August 28, 2018
Open Session
1. Speaker Presentation
After a reception and dinner, the Board of Trustees welcomed guest speaker Kevin Warsh, a
prominent monetary policy and financial market expert who served the United States in both the
White House National Economic Council and the Federal Reserve System. Mr. Warsh is also an
Independent Advisor to Heitman. Mr. Warsh presented on global trade, the economy, and central
bank policies.
Five SWIB Trustees and invited members of SWIB’s executive and investment staff were present
for the speaker’s presentation. After Mr. Warsh’s presentation, the Board meeting was recessed
until the following morning. Other than the speaker’s presentation, no business was conducted.
Wednesday, August 29, 2018
1
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Open Session
With a quorum present, Trustee Stein, the Board Chair, called the Board of Trustees meeting back
into session at 8:34 a.m. on Wednesday, August 29, 2018.
2. Approval of Open Session Minutes of June 13, 2018
Motion: A motion was made by Trustee Sheehy and seconded by Trustee Nick to approve the
open session minutes of the June 13, 2018 meeting, as presented. The motion passed
unanimously.
3. Investment Performance and Market Updates
A. Investment Performance Report, Q2 2018
Phil Richards, Performance Director, presented the Investment Performance Report as of June 30,
2018, which was included in the meeting materials (pages 16-32). Mr. Richards reported that
(a) SWIB’s total assets under management (AUM) as of June 30, 2018 was $116 billion, of which
the Wisconsin Retirement System (WRS) constituted $107 billion; (b) the Core Trust Fund (CTF)
returned 0.83% gross of fees in Q2 2018, bringing the year-to-date return to 0.56% and resulting
in a year-to-date excess return of 29 basis points (bps); (c) the CTF five-year gross-of-fee return
of 7.98% outperformed the Policy Benchmark by 33 bps on an annualized basis; and (d) Private
Equity had a significant excess return in Q2, due to both solid quarterly returns and the currency
adjustment to the benchmark.
Mr. Richards then reviewed the rest of the report with the Board and answered questions.
Referring to page 30 in the meeting materials, Mr. Richards noted that SWIB began managing the
UW System Trust Funds beginning in Q2 2018, and Mike Jacobs, Investment Business Director,
commented on the cross-functional agency efforts to onboard the portfolio, and answered
questions.
B. Callan Quarterly Peer Report, Q2 2018
Brad Gentert, Performance Analyst, presented the Callan Quarterly Report Summary-Q2 2018,
included in the meeting materials (pages 33-37). He reviewed CTF asset class weights versus
peers and performance versus peers (both unadjusted and asset class-adjusted) and answered
questions.
4. Quarterly Investment Update, Q2 2018
David Villa, Chief Investment Officer, kicked off the Quarterly Investment Update with a
decomposition of the 2017 CTF five-year annual return and commentary about preliminary
forecasts for the 2018 CTF five-year return (pages 41-42). Mr. Villa then discussed the
components of the asset class return, local equity price appreciation, real growth and inflation
(pages 44-47), compared the 22-year annualized performances of U.S. Large Cap, Ex U.S.
Developed and Emerging Markets (pages 48-49), and answered questions.
Mr. Villa then discussed the illustrations of long run bond returns and historical global divergence
2
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and outlook (pages 50-51), noting that these would be explored at an upcoming presentation and
discussion at the October Workshop.
Edwin Denson, Managing Director-Asset & Risk Allocation, reviewed the market outlook
(pages 54-57), and commented on (a) the slowing of the aggressive issuance of CCC bonds;
(b) the regional divergence in riskier equities, including U.S. small caps, versus emerging markets
stocks; and (c) the widening of the Investment Grade and narrowing of the High Yield credit
spreads.
Brian Hellmer, Managing Director-Public Equities, Todd Ludgate, Managing Director-Public
Fixed Income, Nick Stanton, Head of Multi-Asset Strategy, Chuck Carpenter, Managing DirectorPrivate Markets & Funds Alpha, and Mr. Denson then reviewed the outlook for each manager’s
respective asset class as they walked the Board through the materials on page 58-96, and answered
questions while facilitating Board discussion.
5. Motion to Convene in Closed Session
Motion: A motion was made by Trustee Stein and seconded by Trustee Sheehy to go into closed
session (a) pursuant to Section 19.85(1)(e) of the Wisconsin Statutes to consider confidential and
proprietary strategies for the investment of public funds relating to the active risk and specific
proprietary investment strategies of internal WRS portfolios and to approve prior closed session
minutes that discuss the same and to consider confidential information relating to the negotiation
of contracts with consultants for the investment of public funds; (b) pursuant to Sections
19.85(1)(c) and 19.36(7) of the Wisconsin Statutes to conduct due diligence on, consider, and
discuss potential applicants for SWIB’s Executive Director position and discuss specific search
considerations for the position; and (c) pursuant to Sections 19.85(1)(c) and (f) of the Wisconsin
Statutes to consider the financial data of specific persons and the preliminary consideration of
possible personnel problems and the employment, promotion, compensation and performance
evaluation data of specific public employees and to approve and discuss any comments of prior
closed minutes that discuss the same.
The Chair called for a roll call vote:
Claflin-Chalton-Aye
Nick-Aye

Conlin-Aye
Sheehy-Aye

Cummings-Aye
Stein-Aye

Doll-Aye

There being seven ayes and no nays, the Chair declared the motion passed. The Board convened
in closed session at 9:59 a.m. and reconvened in open session at 12:11 p.m.
6. Announcement of Board Actions Relating to Items Taken up in Closed Session
Trustee Stein reported that during its regular closed session, the Board (a) approved closed session
minutes; (b) approved a recommendation from the Strategic Planning and Corporate Governance
Committee (SPCG) regarding finalists selected for Board Consultants; and (c) heard a staff update
on confidential investment and active risk strategies relating to Investment Committee closed
session business. He further reported that during executive closed session the Board heard reports
from the Audit and Finance Committee and the Compensation Committee on executive closed
session business and received an update from Korn Ferry on the executive director search and
process and discussed the same.
3
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Note: At the conclusion of the executive closed session, Trustee Cummings left the meeting.

7. Committee Reports and Recommended Actions from Committee Agendas-Open Session
A. Strategic Planning and Corporate Governance Committee
Trustee Nick reported that in the SPCG open session meeting, the Committee (a) met with Aksia,
the new hedge fund staff consultant for their first report to the Committee on their work with
SWIB and the market outlook; (b) heard a preview from Mr. Villa regarding the October Board
Workshop agenda; and (c) received an update on staff’s efforts to assess and rewrite the corporate
governance policy and custom proxy voting guidelines to focus on SWIB’s core principles.
Ms. Nick further reported that the Committee considered a proposal that would have SWIB vote
in accordance with Institutional Shareholder Services (ISS) benchmark guidelines with the
exception of seven custom SWIB guidelines or in the case of proxy fight or activist situations or
SWIB’s conflict of interest guideline. The Committee also discussed the creation of an override
process and proxy task force to handle override requests. The Committee recommended this new
policy and guidelines to the Board for approval.
Motion: A motion was made by Trustee Nick and seconded by Trustee Claflin-Chalton to
approve the revised corporate governance policy and adopt the custom guideline
recommendations and override process presented in the Committee materials and as
recommended by the SPCG. The motion passed unanimously.
Trustee Nick then reported that the Committee also had an in-depth review and discussion about
the Comprehensive Solution, a series of small, medium and large infrastructure projects that
SWIB is embarking on to meet the investment strategy needs of the organization. The
presentation clarified and described the accomplishments of the ARIES program in implementing
numerous state of the art technology solutions and moving SWIB towards its target infrastructure
environment. Then the team discussed the next steps for addressing people, process, governance
and controls as the additional steps to reach SWIB’s desired target environment to best support
SWIB’s investment strategy. The Committee also had the opportunity to speak more specifically
on near-term action items.
Finally, the Committee reviewed the current recruiting effort, including open positions, recent
hires and ongoing improvements to the sourcing of candidates and maintenance of SWIB’s online
brand.
B. Audit and Finance Committee
Trustee Stein presented the Audit and Finance Committee’s report in the absence of Trustee
Cummings, Chair of the Committee. Trustee Stein noted that the Committee took no actions that
require Board approval. He reported that the Committee approved the Wisconsin Retirement
System Audited Financial Statements for Calendar Year 2017, and highlighted that SWIB
received an unqualified opinion on the financial statements from the Legislative Audit Bureau.
He reported that the Internal Audit Director updated the Committee on open audit issues and on
the status of the 2018 Audit Plan. The Committee also approved the drafts of (1) the Derivatives
Oversight Audit Report; (2) the System and Organization Controls Report Review Audit Report;
(3) the Private Equity Portfolios Audit Report; and (4) the IT General Controls Audit Report.
4
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Lastly, staff presented a quarterly Cost of Management update and the Committee received other
routine reports.
C. Compensation Committee
Trustee Stein reported that the Compensation Committee had a conversation with Adam Barnett
of McLagan Partners about considerations for potential changes to SWIB’s Compensation
Philosophy and with Mr. Barnett, Mr. Villa, Chief Investment Officer, and Rochelle Klaskin,
Interim Executive Director, about proposed amendments to SWIB’s Compensation Plan.
(1) Amendments to Compensation Plan
Trustee Stein reported that the Compensation Committee recommended approval by the Board of
two amendments to SWIB’s Compensation Plan for Unclassified Employees proposed by staff
and outlined in the Committee’s meeting materials. He noted that most Trustees were present
during the Committee’s discussion about the proposed language that (a) changes the default
position for offering a health insurance supplement to newly hired employees, such that the
supplement is offered unless determined to be unnecessary to attract the most qualified candidate
and (b) eliminates the section applicable to the Tactical Portfolio as SWIB no longer manages
assets in this portfolio.
Motion: A motion was made by Trustee Stein and seconded by Trustee Doll to approve
amendments to the Compensation Plan, as presented in the Committee materials and as
recommended by the Compensation Committee. The motion passed unanimously.
8. Investment Committee Open Session Business
A. Approved Open Session Committee Minutes
Mr. Villa noted that the approved open session minutes of the May 29, 2018 and June 26, 2018
Investment Committee meetings were included in the meeting materials (pages 123-131) for the
Board’s review. Mr. Villa noted that he previously reviewed the agenda for each meeting with
the Board.
B. Changes to Investment Committee WRS Investment Guidelines
Ms. Klaskin noted that staff will report to the Board when the Investment Committee makes any
changes to the Investment Committee WRS Investment Guidelines.
Ms. Klaskin highlighted two guideline amendments approved by the Investment Committee on
July 24, 2018 and answered questions. She walked the Committee through her memo on
pages 132-133 in the meeting materials as she reviewed (1) the amendment to the Derivatives
Guidelines Applicable to all WRS Internal Portfolios, which modified the requirement that
exchange-traded derivatives be traded on a recognized exchange approved by the Investment
Committee to add an exception for Exchange for Related Position (EFRP) transactions, which are
traded off-exchange; and (2) the addition of guidelines for Private Markets and Funds Alpha
Overage Portfolios, which allow for creation of portfolios intended to provide for excess exposure
to certain investment ideas or for hedging transactions using public or private securities. She
explained that this addition is intended to be similar to the exposure management portfolios for
5
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the public markets.
C. Agendas for Upcoming Meetings
Mr. Villa noted that the final open session agenda for the July 24, 2018 Investment Committee
meeting (pages 134-135) and the draft open session agendas for the September 6, 2018 and
September 25, 2018 Investment Committee meetings (pages 136-139) were in the meeting
materials for the Board’s review.
9. Reports Filed Without Comment
Hearing no questions on the (a) Q2 2018 Enterprise Management Quarterly Report (pages 141145) and Draft ERCC Open Session Committee Minutes of March 6, 2018 (pages 146-148);
(b) Chief Financial Officer’s Report-New Contracts, Q2 2018 (pages 149-150); (c) Quarterly
Report of Direct Charges to the Funds, Q2 2018 (pages 151-160); and (d) Private Markets and
Funds Alpha Commitments, Q2 2018 (pages 161-164), the Chair stated the reports would be filed
without comment.
10. Future Items for Discussion
Trustee Stein called for future items for Board discussion. There were none noted.
11. Adjournment
Motion: A motion to adjourn was made by Trustee Sheehy and seconded by Trustee Nick. The
motion passed unanimously, and the meeting adjourned at 12:26 p.m.
Date of Board Approval:
Signed:

Robert J. Conlin, Board Secretary
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STATE OF WISCONSIN INVESTMENT BOARD
Special Meeting of the Board of Trustees-Open Session
Monday, October 1, 2018
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Board Members Present:

Dave Stein, Chair
Norm Cummings, Vice-Chair (by telephone)
Bob Conlin, Secretary
Sandra Claflin-Chalton, Trustee (by telephone)
Mark Doll, Trustee (by telephone)
Ellen Nowak, Trustee
Tim Sheehy, Trustee (by telephone)

Staff and Others Present:

Rochelle Klaskin, Interim Executive Director
David Villa, Chief Investment Officer
Michael Kennedy, Korn Ferry (by telephone)

(Some of those listed may have attended only portions of the meeting.)

With a quorum present, Trustee Stein, the Board Chair, called the Board of Trustees Special
meeting to order at 7:30 a.m.
1. Approval of Open Session Minutes
Motion: A motion was made by Trustee Stein and seconded by Trustee Conlin to approve
the open session minutes of the August 14, 2018 Special Board meeting, as presented. The
motion passed unanimously.
2. General Search Considerations
The Board reviewed its discussions over the last three board meetings regarding what
qualifications it wanted in an Executive Director candidate, the potential pool of candidates
in the market place, whether it should be a private or public sector candidate, and some
governance options regarding the next Executive Director. The Board noted that it has
reviewed a number of potential governance changes and structures and has been advised by
its board governance consultant, its compensation consultant and its search consultant. The
Board then reviewed the criteria it used to evaluate particular governance structures, including
whether any particular governance structure would: (a) provide appropriate checks and
balances and oversight to the agency; (b) provide succession opportunities and planning; (c)
be at least as effective or better for monitoring risk as the current structure; (d) be generally
cost neutral; and (e) be consistent with SWIB’s statutory framework and other models for
public pension plan governance. The Board also considered where it should make investments
in personnel.
Given these factors, the Board determined that it needed to review certain performance
evaluation data of several specific SWIB employees to decide what, if any, changes it may
1
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want to affect.
3. Motion to Convene in Executive Closed Session
Motion: A motion was made by Trustee Stein and seconded by Trustee Conlin to go into
executive closed session pursuant to s. 19.85(1)(c) and s. 19.36(7) of the Wisconsin Statutes
to conduct due diligence on, consider, and discuss recruitment for SWIB’s Executive Director
position, to discuss the employment, promotion, compensation and performance evaluation
data of specific SWIB employees and to discuss closed session minutes that discuss the same.
The Chair called for a roll call vote.
Conlin-Aye
Sheehy-Aye

Claflin-Chalton-Aye
Stein-Aye

Cummings-Aye

Doll-Aye

There being six ayes and no nays, the Chair declared the motion passed. The Board convened
in executive closed session at 7:40 a.m. and reconvened in open session at 8:20 a.m.
Trustee Nowak and Michael Kennedy, Korn Ferry, joined the meeting shortly after the Board
convened in executive closed session.
4. Announcement of Board Actions Relating to Items Taken up in Closed Session
Trustee Stein reported that during its executive closed session, the Board approved the
executive closed session minutes of the August 14, 2018 Special Board meeting and reviewed
a potential organization chart for SWIB that would combine the roles of Executive Director
and Chief Investment Officer.
Mr. Stein further reported that in reviewing the combined role, the Board determined that it
had substantial leadership at SWIB and that the Trustees’ evaluation of current employees’
performance gave it confidence that it can fill most of the positions in the reorganization with
existing SWIB staff. The Board also reviewed that this model (a) was the one used for other
peer pension plans such as the Florida State Board of Administration, Mass PRIM and New
York State Teachers Retirement System, (b) could use the majority of the funds reserved for
an Executive Director to fund the positions in the reorganization to make it generally cost
neutral, and (c) would not require the addition of any positions at this time as the current
position authority from existing vacancies or one of the positions approved at the June 2018
Board meeting can be used. In the proposed structure, the Board has also determined to invest
in the area that SWIB and its consultant, C&A, have identified as needing ongoing investment:
its infrastructure. Finally, the Board reviewed the statutory framework for the reorganization.
After its discussion and review, in executive closed session, the Board formally approved the
combination of the Executive Director and Chief Investment Officer (“ED/CIO”), and
appointed David Villa to be ED/CIO. The Board also created a position, the Deputy Executive
Director/Chief Administrative Officer (“Deputy ED/CAO”) and promoted Rochelle Klaskin
to that role.
The Board discussed that the Chair of the Compensation Committee should confirm with the
Board’s compensation consultant whether any of the salaries or composition of the incentive
2
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compensation for any of the positions should be modified, keeping in mind the Board’s view
that any reorganization should be generally cost neutral, except for any positions that may
need to be filled because of any individual employee reassignment. The Board will consider
any such adjustments at its October Board meeting next week.
5. Governance Matters
The Board reviewed and discussed the proposed full organization chart. Based on the
proposed chart, the Board discussed (a) additional positions that must be approved, (b) the
delegation of certain statutory CIO duties within the statutory framework, and (c) some other
administrative matters, such as the reappointment of officers and clarification of delegated
authorities.
Motion: A motion was made by Trustee Stein and seconded by Trustee Conlin to:
(a) approve the reorganization of SWIB as shown on the proposed organization chart
reviewed by the Board;
(b) approve the following actions and delegations:
1. creation of a management council and delegation to the ED/CIO and Deputy
ED/CAO to draft any necessary governance for such council as outlined on the
organization chart for the Board’s review in a subsequent board meeting;
2. creation of a Chief Technology and Operations Officer that shall report to the
ED/CIO and delegation to the ED/CIO to use Korn Ferry and SWIB’s
recruiting director to recruit a candidate for this position that shall be chosen
by the ED/CIO. The Chair of the Compensation Committee shall work with
McLagan to set the compensation for the position, which shall be confirmed
by the Board;
3. creation of an Agency Business Director to consolidate the transformation
efforts of the agency that shall report to and be selected by the ED/CIO. The
Chair of the Compensation Committee shall work with McLagan to set the
compensation for the position, which shall be confirmed by the Board;
4. delegation to the Deputy ED/CAO to finalize the positions descriptions for
both the ED/CIO for the Board’s review and approval in a subsequent Board
meeting;
5. delegation to the ED/CIO to appoint an investment management professional
to serve as the Section 25.167 CIO to fulfil the duties laid out in Section 25.167
of the Wisconsin Statutes, which shall be supervised by the ED/CIO. The
duties and responsibilities shall be added to such employee’s position
description. This appointment may be changed from time to time by the
ED/CIO;
6. delegation to the Deputy ED/CAO to review any policies, procedures or
governance, including the roles and responsibilities section of the WRS
Investment Policy, to determine what, if any, necessary changes should be
reviewed and adopted by the Board in connection with the reorganization. The
Board will review such modifications at a subsequent meeting. Further, prior
to any such modifications, any policy, procedure, or governance that references
the Executive Director shall mean the ED/CIO;
3
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7. pursuant to Section 25.16(6) of the Wisconsin Statutes, the ED/CIO shall
assign and delegate certain signing authority to the Deputy ED/CAO, as he
deems necessary and appropriate;
8. pursuant to Section 25.156(3) of the Wisconsin Statutes, the appointment of
Rochelle Klaskin to also serve as Assistant Director; and
(c) approve that, notwithstanding the Board’s approval of the high-level organization
chart, the ED/CIO shall have the authority to assign duties and responsibilities
throughout SWIB and to reassign employees from time to time. Any reassignments
of duties and responsibilities of the management council or the members of the
management council shall be reported to the Board.
The motion passed unanimously.
6. Motion to Adjourn
Motion: A motion to adjourn was made by Trustee Stein and seconded by Trustee Nowak.
The motion passed unanimously.
The meeting was adjourned at 8:35 a.m.
Date of Board Approval:
Signed:

Robert J. Conlin, Board Secretary
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STATE OF WISCONSIN INVESTMENT BOARD
Board of Trustees Meeting-Open Session
Tuesday/Wednesday, October 9/10, 2018
The Osthoff Resort
Elkhart Lake, Wisconsin
Board Members Present: Dave Stein, Chair
Norm Cummings, Vice-Chair
Bob Conlin, Secretary
Mark Doll, Trustee
Barbara Nick, Trustee
Ellen Nowak, Trustee
Tim Sheehy, Trustee
Paul Stewart, Trustee
Staff/Others Present:

David Villa, Executive Director/Chief Investment Officer
Rochelle Klaskin, Deputy Executive Director/Chief Administrative
Officer
Bob Beggs, Portfolio Manager-Public Equities
Mike Bress, Chief Financial Officer
Brandon Brickner, Internal Audit Director
Chuck Carpenter, Managing Director-Private Markets & Funds Alpha
Edwin Denson, Managing Director-Asset & Risk Allocation
Derek Drummond, Funds Alpha Manager
Shirley Eckes, Chief Operating Officer
Chirag Gandhi, Portfolio Manager-Global Bonds
Vicki Hearing, Communications Manager
Brian Heimsoth, Quantitative Manager
Brian Hellmer, Managing Director-Public Equities
Mike Jacobs, Agency Business Director
Steve Johnson, Technology Director
Todd Ludgate, Managing Director-Public Fixed Income
Chris Preisler, Communications Specialist
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital
Nick Stanton, Head of Multi-Asset Strategy
Annette Wiemann, Executive Administrative Assistant
Frank Kelly, Global Coordinator of Public Affairs, Deutsche Bank
Kevin Sheehan, Director of Institutional Business Development, DWS
Chris Levell, Partner, NEPC
Ajay Agrawal, Professor, Rotman School of Management, University of
Toronto
Jordan Ellenberg, Professor, University of Wisconsin – Madison
Eileen Neill, Managing Director, Verus Advisory
Kevin Fetzer, Partner, William Blair
John Simmons, Senior Investment Strategist, William Blair
Brian Singer, Head of Dynamic Allocation Strategies, William Blair
Michael McGuire, Northwest Passage Capital Advisors LLC
(Some individuals listed above may have attended only portions of the meeting.)
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TUESDAY, OCTOBER 9, 2018
The meeting of the State of Wisconsin Investment Board convened after lunch in the Crystal
Lake Room at the Osthoff Resort in Elkhart Lake, at 1:00 p.m. A quorum was present.
1. Workshop Welcome
Chairman Stein welcomed staff, Trustees and guests to the workshop and called the meeting to
order. He congratulated David Villa on his new appointment as Executive Director/Chief
Investment Officer of SWIB.
2. Workshop Kickoff
David Villa opened SWIB’s 20th annual off-site workshop. He shared that this is his thirteenth
workshop and topics discussed at past workshops, including leverage, shorting and alpha generation,
continue to have relevance and prominence for SWIB’s current investment strategy.
3. How Not To Be Wrong
Mike Jacobs, Agency Business Director, introduced Jordan Ellenberg, Vilas Distinguished
Achievement Professor of Mathematics, from the University of Wisconsin – Madison. Professor
Ellenberg detailed concepts from his recent book, How Not To Be Wrong. Drawing from history to
the latest theoretical developments, Mr. Ellenberg described how math touches everything we do.
He provided examples of how to apply mathematics and logic to analyze and predict. Mr. Ellenberg
described how intuition and biases can lead us astray, but armed with the tools of mathematics, we
can incrementally improve prediction. In his remarks, he cautioned that we should not see data as
magic, but as electricity. The more data we have the better we can predict.
4. Politics, Markets, Social Disruption: What Will Impact the Markets for the Remainder of
2018 and into 2019
Rochelle Klaskin, Deputy Executive Director/Chief Administrative Officer, introduced Frank Kelly,
Global Coordinator of Public Affairs, from Deutsche Bank. Mr. Kelly highlighted numerous issues
he believes are going to move the market, both positively and negatively, in 2018 and early 2019.
Highlights from his presentation included discussion of: (a) North Korea; (b) the Middle East,
including Saudi Arabia, Iran and Turkey; (c) the Federal Reserve; (d) U.S. Mid-Term Elections; (e)
Venezuela; (f) the Growth of Populism Globally; (g) Russia; (h) Trade Wars; and (i) China.
The materials for this session are included behind Tab 4 of the meeting materials.
Motion to Convene in Closed Session
Motion: A motion was made by Trustee Stein and seconded by Trustee Conlin to convene in closed
session pursuant to Sections 19.85(1)(e) and 19.36(5) of the Wisconsin Statutes to consider
confidential strategies for the investment of public funds relating to SWIB’s facilities, and pursuant
to Section 19.85(1)(c) of the Wisconsin Statutes to consider compensation and performance
evaluation data of specific SWIB employees.
2

Page 16 of 245

The Chair called for a roll call vote.
Conlin-Aye
Nowak-Aye

Cummings-Aye
Sheehy-Aye

Doll-Aye
Stewart-Aye

Nick-Aye
Stein-Aye

There being eight ayes and no nays, the Chair declared the motion passed. The Trustees then
convened in closed session in the Crystal Lake Room at 4:15 p.m. and reconvened in open session
at 5:55 p.m.
6. Announcement of Board Actions Relating to Items Taken up in Closed Session
Chairman Stein announced that in closed session the Trustees heard an update on the work
completed by staff regarding SWIB’s long-term space strategy and discussed and approved next
steps. The Trustees also discussed compensation frameworks for each of the new positions created
at the October 1, 2018 Special Board meeting, including details relating to salary and incentive
compensation.
RECESS at 6:00 p.m.
WEDNESDAY, OCTOBER 10, 2018
Open session re-convened with a Board Breakfast Working Session in the Turtle Bay Room
at 8:30 a.m.
7. Recruitment Update
Mike Bress, Chief Financial Officer, presented his Recruitment Update for the Board’s review. Mr.
Bress detailed the progress made in recruiting since the August Board meeting, noting an additional
6 hires and 20 positions in active recruitment. He went on to review the details of new hires since
May 1, 2018 and remaining vacancies. Then he and Ms. Klaskin answered questions.
Brandon Brickner, Internal Audit Director, then presented the June Position Request Review Report
– September 2018. He described the background for the position request made in June 2018
including information on SWIB’s use of contractors. The review confirmed the potential cost
savings estimates previously offered in connection with converting contractors to full time
employees by staff were reasonable. Mr. Brickner provided an update on the progress made by staff
in filling the approved positions and made a few recommendations, on which management was in
agreement, and answered questions.
Motion to Convene in Closed Session
Motion: A motion was made by Trustee Stein and seconded by Trustee Conlin to convene in closed
session pursuant to Section 19.85(1)(c) of the Wisconsin Statutes to consider compensation and
performance evaluation data of specific SWIB employees.
The Chair called for a roll call vote.
Conlin-Aye

Cummings-Aye

Doll-Aye

Nick-Aye

3
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Nowak-Aye

Sheehy-Aye

Stewart-Aye

Stein-Aye

There being eight ayes and no nays, the Chair declared the motion passed. The Trustees then
convened in closed session at 9:20 a.m. and reconvened in open session at 10:00 a.m.
8. Announcement of Board Actions Relating to Items Taken up in Closed Session
Chairman Stein announced that in closed session the Trustees finalized and approved compensation
frameworks for each of the new positions created at the October 1, 2018 Special Board meeting.
9. What AI Means for Your Business
Mike Jacobs introduced Ajay Agrawal, Professor from the Rotman School of Management at the
University of Toronto. Professor Agrawal recast the rise of artificial intelligence, or machine
intelligence, as prediction technology, which centers around a drop in the cost of prediction. His
explanation highlighted how basic tools from economics provide clarity and a basis for action by
investors. Mr. Agrawal explained how many tasks can be reframed as predication problems. He
provided examples from autonomous vehicles to how Google, Target and Amazon are utilizing AI
technology. Using the language of economics, he described the logic to navigate the changes on the
horizon, emphasizing that human judgment is a complement to prediction, and therefore, when the
cost of prediction falls, demand for judgment rises. Professor Agrawal concluded by noting that the
impact of AI will be profound, but the economic framework for understanding it is surprisingly
simple.
10. Asset Allocation Review

Chris Levell, NEPC, presented the Asset Allocation Review. Mr. Levell walked the Board through the
differences between the higher return environment in 2006 and today’s market. Leverage and active
management alpha are more important in today’s environment to get to the expected level of return.
Mr. Levell reviewed 30 years of historical data and NEPC’s projected returns and risks of the plan
for the next five- to seven-year time horizon. NEPC’s presentation included background and
assumption slides for the Trustees’ review.

NEPC recommended minor adjustments to improve the current asset allocation and asset class
structure, which include (a) increasing Private Equity/Debt exposure by 1% (from 8% to 9%) from
Public Equity, (b) increasing Small Cap from 2% to 3%, (c) decreasing Emerging Markets from 5%
to 3%, (d) moving Global Bonds to U.S. investment grade and high yield bonds, and (e) shifting
emerging market debt from majority external to a 50/50 blend of external and local currency. NEPC
also recommended that SWIB increase the ability of the Core Trust Fund (CTF) to be dynamic by
effectively expanding the ranges for public asset classes from +/- 3% relative to policy to +/- 6%
relative to policy at the CTF level. The purpose of this expansion is to allow exposure management
to have a larger role within the existing active risk budget for the CTF. The adjusted policy portfolio
is expected to achieve an approximate 6% return with a total risk of 12%, and alpha generation is
expected to add .3%-.8% in addition.
Mr. Levell explained that SWIB and NEPC will bring the 2019 asset allocation recommendation
back to the Board for approval at the December meeting.
4
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The materials for this session are included behind Tab 8.
11. Board Governance and Compensation Policies Review and Amendment
Rochelle Klaskin passed out a draft amended SWIB Investment Committee Charter for the Board’s
review, described the proposed changes, and reviewed it with the Board.
Motion: A motion was made by Trustee Stein and seconded by Trustee Stewart to approve the
amended SWIB Investment Committee Charter as presented. The motion passed unanimously.
Ms. Klaskin passed out a draft amended SWIB Compensation Philosophy for the Board’s review,
described the proposed changes, and reviewed it with the Board.
Motion: A motion was made by Trustee Stein and seconded by Trustee Cummings to approve the
amended SWIB Compensation Philosophy as presented and to make corresponding amendments to
the SWIB Compensation Plan for Unclassified Employees. The motion passed unanimously.
Ms. Klaskin passed out a draft SWIB Recruitment Philosophy for the Board’s review, described the
purpose behind the new policy, and reviewed it with the Board.
Motion: A motion was made by Trustee Stein and seconded by Trustee Sheehy to approve the
SWIB Recruitment Philosophy as presented. The motion passed unanimously.
Ms. Klaskin passed out a draft amended SWIB Staff Titles Policy for the Board’s review, described
the proposed changes, and reviewed it with the Board.
Motion: A motion was made by Trustee Stein and seconded by Trustee Nick to approve the
amended SWIB Staff Titles Policy as presented. The motion passed unanimously.
12. Here Comes the Next Crisis – What You Can Do About It
Edwin Denson, Managing Director-Asset & Risk Allocation, introduced Brian Singer, Portfolio
Manager and Head of Dynamic Allocation Strategies, from William Blair. Mr. Singer walked the
Board through primary considerations regarding real cash returns, monetary policy and illiquidity.
There are sizable opportunities in the marketplace, and Mr. Singer advised investors to stick to the
fundamentals: take risk that is compensated; ride the tide, navigate the waves and ignore the ripples;
buy low, sell high; seek uncorrelated returns; and manage risks. He highlighted the importance of
monetary policy, and how it was influencing the market. In his concluding remarks, Mr. Singer
emphasized that risk budgeting is probably the most valuable thing SWIB can do. He stressed to
only take risk when and where compensated.
The materials for this session are included behind Tab 10.
13. Workshop Wrap-up Session
The wrap-up session was led by Messrs. Denson and Levell. Mr. Denson briefly reviewed takeaways from a subset of slides from the Asset Allocation presentation and Mr. Singer’s presentation.
5
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•
•
•
•
•
•

Leverage continues to be important in the current environment.
Return expectations for the next five to seven years will be more moderate.
SWIB will remain focused on harnessing more value-added alpha.
Adjusting the rebalance ranges will allow staff the flexibility to respond to investment
opportunities.
The adjusted policy portfolio is expected to achieve an approximate 6% return with a total risk
of 12%.
SWIB needs to position itself to respond in case of a downturn; this is where infrastructure and
complexity come in.

12. Adjournment
Chairman Stein thanked the attendees for their participation and recognized the staff for their efforts
in coordinating the workshop.
Motion: A motion to adjourn the meeting was made by Trustee Stein and seconded by Trustee
Doll. The motion passed unanimously, and the meeting adjourned at 3:17 p.m.
Date of Board Approval:
Signed:

Robert J. Conlin, Secretary
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Investment Performance Report
As of
September 30, 2018
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Executive Summary
September 30, 2018
• Core Trust Fund returned +2.91% gross of fees in Q3, which
brings the YTD return to +3.49%, resulting in an excess
return of +55 bps.
• Private Equity had strong absolute and relative returns in Q3
driven by the Venture Capital portfolio.

• Core Trust Fund five year gross of fee return of 7.51%
outperforms the Policy Benchmark by 37 bps on an annualized
basis.
• Core Trust Fund Return outperforms the 60/40 Reference
Portfolio Return by 32% (cumulative) over a 20 year time
period.

2
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Economic and Market Indicators
September 30, 2018
YTD

1 Year

5 Year

10 Year

GDP

4.31

5.61

4.19

3.38

GDP Deflator

1.94

2.63

1.71

1.60

CPI

2.99

2.87

1.63

1.50

National Wage Rate Growth

2.17

2.65

2.73

2.22

US Equity

10.57

17.58

13.46

12.01

Global Equity

4.26

10.35

9.25

8.77

International Developed Equity

-1.50

2.67

4.24

5.18

US Government Credit

-1.85

-1.37

2.23

3.95

Global Sovereign Debt

-2.55

-1.54

0.20

2.20

Real Estate

6.45

8.44

11.04

7.14

Economic Indicators

Market Indicators

Sources: US Equity, Russell 3000; Global Equity, MSCI ACWI Gross; International Developed Equity, MSCI World ex US Equities;
US Government Credit, Barclays Capital Govt/Credit; Global Sovereign Debt, Citigroup World Govt Bonds; Real Estate, ODCE

All returns are represented in percent
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Total Assets Under Management (AUM)
September 30, 2018 (in millions)

Fund
Total WRS
CTF
VTF

9/30/17
AUM1
$105,210
$97,444
$7,766

9/30/18
AUM1
$109,385
$101,106
$8,279

1 Year AUM
Change
$4,174
$3,662
$512

SIF2
Sep. Managed Funds
Total AUM

$6,303
$1,493
$113,006

$7,191
$1,926
$118,501

$888
$433
$5,495

•

CTF investment earnings of $7.3b offset by $3.6b of outflows for a one year change of +$3.7b.

•

VTF investment earnings of $1.0b offset by $0.5b of outflows for a one year change of +$0.5b.
1AUM

is the total market value of assets that an investment company or financial institution manages on behalf of investors.
cash held in CTF, VTF, and Separately Managed Funds.

2Excluding

4
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WRS Assets as of September 30, 2018
Breakdown of Internal vs. External and Active vs. Passive
Change from 2017 to 2018
Due to TIPS/Treasuries
leverage repositioning in
Q2, and re-allocating funds
from internal global equity
sectors to external global
managers.

Change from 2017 to 2018
Increased AUM in Hedge
Funds, Multi-Asset and
Real Estate compared to
2017.

5
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Core Trust Fund Assets Under Management (AUM)
Breakdown by Asset Class as of September 30, 2018 (in millions)
Asset Class
Public Equities
Public Fixed Income
Inflation Sensitive
Real Estate Equity
Private Equity/Debt
Multi-Asset
Cash & Overlays
Total AUM

•

9/30/17
AUM1
$50,189
$24,107
$6,770
$6,139
$8,104
$1,832
$303
$97,444

9/30/18
AUM1
$50,238
$25,220
$6,397
$7,189
$8,863
$2,633
$564
$101,106

1 Yr. AUM
Change
$49
$1,113
($373)
$1,051
$759
$801
$262
$3,662

Total AUM change of $3.7b driven by investment earnings.

1AUM

is the total market value of assets that an investment company or financial institution manages on behalf of investors.
6
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Core Trust Fund Allocation
All Values as of September 30, 2018
Total
Exposure
($ Mil.)

Qtrly
Exposure
Change (%)

Total
Exposure
(%)

Adjusted
Policy
Target4

$50,476
43,353
5,109
2,014

1.5%
1.3%
2.6%
2.0%

49.9%
42.9%
5.1%
2.0%

50.6%
43.5%
5.1%
2.0%

47.5 - 53.6%

•

Asset class exposures
are within the Target
Range.

1

$25,848

1.9%

25.6%

25.8%

22.7 - 28.9%

2

20,159
1,294
2,489
1,399
507

2.4%
2.5%
-1.5%
2.2%

19.9%
1.3%
2.5%
1.4%
0.5%

20.0%
1.3%
2.6%
1.4%
0.5%

•

Core Trust Fund
financial leverage
remains at 10% for Q3.

$15,594

0.6%

15.4%

15.5%

10.5 - 20.5%

$7,189

6.4%

7.1%

7.1%

5.0 - 11.0%

$8,863

2.3%

8.8%

8.8%

5.0 - 11.0%

$2,633

2.8%

2.6%

2.6%

1.0 -7.0%

$564

15.7%

0.6%

0.0%

1

Public Equities
Global Developed
Emerging Market
US Small Cap
Public Fixed Income

Investment Grade
High Yield
Global Developed
Emerging Debt
Emerging Debt (local)
Inflation Sensitive

1

Real Estate Equity

1

Private Equity/Debt
Multi-Asset

1

Cash & Overlays
Total Fund

3

1

$111,169

Target Range

110.0%

7
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Core Trust Fund Relative Return Attribution
Gross of Fees as of September 30, 2018
YTD

One
Year

Five
Years

3.49%

7.48%

7.51%

2.94%

6.88%

7.14%

Portfolio Implementation

-0.07%

-0.09%

-0.06%

Public Equity Management

-0.02%

-0.01%

-0.01%

Public Fixed Management

0.03%

0.08%

0.06%

0.16%

Inflation Protection Management

0.05%

0.05%

0.01%

0.02%

Real Estate Management

0.02%

0.05%

0.09%

-0.03%

Private Equity/Debt Mgmt

0.39%

0.36%

0.20%

0.15%

Multi-Asset Management

-0.03%

-0.05%

0.01%

0.04%

Cash/Leverage & Overlays (Alpha
Pool)

0.17%

0.21%

0.08%

0.04%

Total Excess Return

0.55%

0.60%

0.37%

0.52%

SWIB Total Fund Returns
Core Trust Fund
Core Trust Fund Benchmark

Ten
• 37 bps of
Years
annualized
7.98%
excess return
7.46%
over five years
due to selection
-0.01%
effect.
0.14%
Portfolio Implementation: a
combination of intentional style
drift, allocation drift, and timing
effects.

NOTES

• Performance attribution is not an exact science - small differences between attributes are not meaningful.
• CTF returns reflect a one-time performance only adjustment to correct a timing issue related to the booking of ETF cash flows. The
adjustment covers the time period from July 1, 2017 to March 31, 2018, which results in a 3.1 basis point increase to the CTF return.

8
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Core Trust Fund Asset Class Excess Return
Gross of Fees Performance Above Benchmark as of September 30, 2018

•

Five year asset class relative returns remain strong with Private Markets (Real Estate and Private Equity) as the main
drivers of excess return.
9
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Core Trust Fund Performance
Gross of Fees as of September 30, 2018

10
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Core Trust Fund Performance Cont.
Gross of Fees as of September 30, 2018
Inception
Date
12/31/03

Market Value
(Millions)
$15,594

12/31/03

$15,594

Real Estate Equity
Real Estate Benchmark

3/31/04

$7,189

Private Equity/Debt 2
Private Equity Benchmark

12/31/02

$8,863

Multi-Asset
Multi-Asset Benchmark

3/31/03

$2,633

Alpha Pool Overlay 2, 3
Alpha Pool Overlay Benchmark

1/31/11

$6,864

Inflation Sensitive 1
Inflation Sensitive Benchmark
TIPS
Bloomberg Barclays Capital TIPS Index

1

Market value inlcudes the Notional Exposure for Synthetic and/or Policy Overlay Accounts

2

Net of external manager fees

3

Includes Hedge Fund Portfolio

4

10 years annualized or since inception annualized

Calendar YTD
-0.18
-0.40
0.22
-0.63
-0.84
0.22
6.74
6.45
0.28
13.42
8.17
5.25
1.83
2.80
-0.97
0.77
1.87
-1.10

1 Year
1.63
1.37
0.26
0.66
0.41
0.26
9.20
8.44
0.76
16.90
11.87
5.03
4.90
6.77
-1.87
0.94
2.27
-1.33

5 Years
0.47
0.41
0.06
1.46
1.37
0.09
12.50
11.04
1.46
13.50
10.88
2.62
6.10
6.58
-0.48
1.85
1.61
0.24

10 Years / ITD 4
3.35
2.83
0.52
3.86
3.32
0.54
6.35
7.14
-0.80
10.61
8.82
1.78
7.82
6.85
0.97
2.08
1.79
0.29

All returns are represented in percent
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CTF Performance vs. 60/40 Reference Portfolio
September 1998 to September 2018

•

CTF Adjusted Policy Benchmark outperforms Reference Portfolio by 22% over 20 years, equivalent to
approximately +$28.7b of excess value added.

•

CTF outperforms Reference Portfolio by 32% over 20 years, with $12.4b of excess value added due to active
management.
(Based on CTF market value as of September 2018 assuming no contributions or withdrawals)
12
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Variable Trust Fund Allocation vs. Policy Target
All Values as of September 30, 2018

Public Equities
Domestic
International
Cash
TOTAL FUND

Market Value
($ Mil.)

Qtrly
Exposure
Change (%)

Total Exposure
(%)

Target

Target Range

$8,262
5,769
2,493

4.3%
4.1%
4.6%

99.8%
69.7%
30.1%

100.0%
70.0%
30.0%

65.0 - 75.0%
25.0 - 35.0%

$17

-39.4%

0.2%

0.0%

100%

100%

$8,279

• Ended the quarter slightly underweight domestic equities but within Target Range.

13
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Variable Trust Fund Relative Return Attribution
Gross of Fees as of September 30, 2018

SWIB Total Fund Returns

YTD

One
Year

Five
Years

Ten
Years

Variable Trust Fund

6.55%

12.94%

10.84%

10.47%

Variable Trust Fund Benchmark

6.46%

12.80%

10.74%

10.12%

Portfolio Implementation

0.01%

-0.01%

0.00%

0.01%

Public Equity Management

0.08%

0.15%

0.09%

0.33%

Total Excess Return

0.09%

0.14%

0.10%

0.35%

• 10 bps of annualized
excess return over
five years primarily
due to selection
effect.

Portfolio Implementation: a
combination of intentional style
drift, allocation drift, and timing
effects.

NOTES
• Performance attribution is not an exact science - small differences between attributes are not meaningful.
• VTF returns reflect a one-time performance only adjustment to correct a timing issue related to the booking of ETF cash flows. The
adjustment covers the time period from July 1, 2017 to March 31, 2018, which results in a 2.3 basis point increase to the VTF return.
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Separately Managed Funds Performance
Gross of Fees as of September 30, 2018
Market Value
(Millions)
State Investment Fund (SIF)
SIF Benchmark

$9,268.9

State Life Insurance Fund
State Life Insurance Benchmark

$111.6

Historical Society Endowment Fund
Historical Society Endowment Benchmark

$17.8

Injured Patients & Families Compensation Fund
Injured Patients & Families Compensation Benchmark
UW System Long Term Fund1
UW System Benchmark
1

$1,351.7

$440.9

Calendar YTD
1.32
1.36
-0.04
-3.40
-3.40
0.01
7.81
7.48
0.34
0.12
-0.22
0.34

1 Year

5 Years

10 Years / ITD 2

1.60
1.66
-0.06
-1.52
-1.87
0.34
13.18
12.69
0.49
1.55
1.08
0.47

0.57
0.56
0.01
4.07
3.73
0.34
10.83
10.62
0.21
4.39
3.69
0.70

0.44
0.36
0.07
6.38
5.80
0.57
10.37
10.11
0.26
5.94
5.06
0.87

3.14
2.98
0.17

N/A
N/A
N/A

N/A
N/A
N/A

3.14
2.98
0.17

Performance start date of April 1, 2018

*Local Gov't Property Insurance Fund and Edvest Fund not shown. Funds are invested 100% in SIF

All returns are represented in percent
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Glossary
Term

Definitions

Active Management

A process for managing a portfolio in which investment staff makes the day-to-day decisions on what to buy and sell
with the goal of generating a return on investment that is greater than the market would otherwise provide.

Alpha Pool Overlay

ACTIVE MANAGEMENT strategies that focus on alpha (Hedge Funds, Tactical Alpha) with very little beta exposure.

AUM

(Assets Under Management) - The total market value of assets that an investment company or financial institution
manages on behalf of investors.

Benchmark

A standard or reference point – often an index fund – used to measure or judge the performance of investments.

BPS

(Basis Point) - A unit of measure used in the investment industry. One basis point equals 1/100th of 1% (0.01%) or 1
cent for each $100.

CPI

(Consumer Price Index) – A measure that examines the weighted average of prices of a basket of consumer goods
and services, such as transportation, food and medical care. It is calculated by taking price changes for each item in
the predetermined basket of goods and averaging them. Changes in the CPI are used to assess price changes
associated with the cost of living.

CTF

(Core Trust Fund) - The trust fund which holds the largest part of the WRS assets. It is a fully diversified, balanced
fund that includes a mixture of holdings such as stocks, bonds and real estate.

Excess Return

Investment returns from a security or a portfolio that exceeds a BENCHMARK or index with a similar level of risk. It is
widely used as a measure of the value added by the portfolio or investment manger or the manager's ability to beat
the market.

Exposure

Exposure is the dollar value of physical assets plus the NOTIONAL VALUE of derivatives.

16

Page 36 of 245

Glossary
Term
GDP

Interaction
Market Value
Notional Value
Passive Management
Policy Benchmark
Policy Target
Portfolio
Implementation

Definitions
(Gross Domestic Product) - As an aggregate measure of total economic production for a country, GDP represents the
market value of all goods and services produced by the economy during the period measured, including personal
consumption, government purchases, private inventories, paid-in construction costs and foreign trade balances
(exports are added, imports are subtracted).
Attribution effect resulting from the combination of (or interaction between) allocation and selection effects.
The price an asset would fetch in the marketplace.
The total value of a leverage position’s assets. This term is commonly used in the options, futures and currency
markets which employ the use of leverage, wherein a small amount of invested money can control a large portion of
the market.
Investing in a fund that replicates a market index, such as the S&P 500, that will allow an investment performance
that is no worse, or better, than the market as a whole.
Fund level BENCHMARK approved by the Benchmark Committee. (Also referred to as “Policy Target” or “SWIB’s
Asset Allocation).
Fund level BENCHMARK approved by the Benchmark Committee. (Also referred to as “Policy Benchmark”).
A combination of intentional style drift, allocation drift and timing effects.

Relative Return
Attribution

Hypothetical global portfolio comprised of 60% MSCI World Net (custom starting 2010) and 40% Citi WGBI after tax.
Assumes no contributions or withdrawals.
A measure of the return of an investment portfolio relative to a theoretical passive REFERENCE PORTFOLIO or
BENCHMARK.

SIF

(State Investment Fund) - A pool of cash balances of the WRS various state and local government units.

Total Exposure

The dollar value of MARKET VALUE plus the NOTIONAL VALUE of the Policy Overlays.
(Variable Trust Fund) - The smaller of the two WRS funds. It is primarily a stock fund that has a relatively greater
degree of risk than the Core Trust Fund due to the volatility of the stock market.
(Wisconsin Retirement System) – The total aggregate of the Core and Variable Trust Funds.

Reference Portfolio

VTF
WRS
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December 12, 2018

State Of Wisconsin Investment
Board
Callan Associates Performance
Reporting

Ivan “Butch” Cliff, CFA
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Director of Research
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What Callan is doing for SWIB
Purpose of the project and the resulting service relationship
● SWIB contacted Callan mid-2011 and expressed the desire for performance and risk analysis
relative to “true” peers
● Purpose was to better understand and evaluate results compared to relevant peer funds
– Public funds only
– Very large in asset size to reflect both the advantages of scale as well as burdens of huge assets
– Reasonably large sample size for robust and meaningful analysis

● Callan constructed and is maintaining a custom peer group for SWIB using our proprietary fund
sponsor database that aggregates data from Callan clients, surveyed funds, and outside vendors
● SWIB custom peer group results:
– ~42 public funds with assets in excess of $10 BB
– Callan continues to maintain peer group by adding new members where appropriate

● Callan supplies SWIB with a detailed quarterly report using this custom peer group
– Asset allocation analysis (actual and policy) versus peers
– Total fund performance and risk analysis versus target and peers
– Asset class performance versus targets and peers
– Presents summary results to the Board annually

Knowledge. Experience. Integrity.

State of Wisconsin Investment Board
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Relevant Background Information on SWIB Investment Program
Important differentiating factors when evaluating strategy/performance vs. peers
● SWIB is one of the only 100% fully-funded public funds in the US (assets >= liabilities).
– Results from strong governance, prudent and disciplined benefit/contribution policies, appropriate investment
policies, and effective investment practices.
– 100% funded status along with some benefit flexibility gives SWIB more strategic investment policy options
– Many public funds are less than 70% funded (many much less) and feel forced to take on increasing levels of
equity-like risks in an attempt to close the gap.
– Underfunded peers need to exceed actuarial returns to close their gaps (absent large contribution increases).
– To “tread water” a 70% funded plan with a 7% return hurdle needs to generate a 10% return on assets (7% / .70).

● SWIB can afford to utilize a more risk-averse, more diversified strategic investment policy than
most large public funds. Policy can be less reliant/exposed to equity-like risks and still meet goals.
– Only have to meet actuarial return hurdle (7.2%) on assets to maintain fully-funded status.
– Able to use moderate financial leverage to prudently diversify fund’s risk exposures and lower equity-like risks.
– SWIB uses tenets of a well-known investment strategy, Risk Parity, to construct a more risk-balanced portfolio
that is more robust against equity drawdowns than traditional peer portfolios.
– SWIB’s strategy uses moderate financial leverage (~10%) to raise exposure to a conservative fixed income
portfolio as a “flight to quality” hedge against volatile equity/credit market scenarios. Most peers have more
aggressive, higher risk fixed income programs to pursue higher return.

● SWIB has created a very cost-effective mix of internal and external investment management that
provides a material total fund cost advantage vs. peers (~17+ bps over 5 years – CEM reports).
– This cost advantage is not reflected in peer rankings which are gross of fees/cost.

Knowledge. Experience. Integrity.

State of Wisconsin Investment Board
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SWIB Performance Reporting
Gross of Fees as of 9/30/18
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Cumulative Returns vs. Target (Gross, 9/30/18)
Cumulative Returns Actual vs Target
50%

T otal Fund
T otal Fund T arget

45%

Cumulative Returns

40%
35%
30%
25%
20%
15%
10%
5%
0%

2013

•
•
•

2014

2015

2016

2017

2018

Over last five years SWIB generated healthy absolute returns of 7.51% annualized, exceeding its
actuarially required return of 7.2% to maintain fully funded status.
SWIB has added value above it’s target policy return with excess returns of +37 bps annualized.
These results have been generated with high levels of diversification and very low tracking error due to
robust risk management.

Knowledge. Experience. Integrity.
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5 Year Return Consistency vs. Target (Gross, 9/30/18)
Relative Return vs Target
0.60%

•

•

•
•

Highly controlled tracking error
relative to target.
Consistent positive excess
returns over the last 5 years with
a 70% batting average (14/20
quarters).
Consistency and risk control
resulted in a relatively smooth
ride to an excess return of +37
bps over last 5 years.
Excess return of +50 bps over
last 3 years.

0.50%
0.40%

Relative Returns

•

The last 4 quarters have been
strong. The trailing year’s
outperformance has been +60
bps.

0.30%
0.20%
0.10%
0.00%
(0.10%)
(0.20%)
(0.30%)

13

2014

2015

2016

2017

2018

SWIB T F
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10 Year Return Consistency vs. Target (Gross, 9/30/18)
Cumulative and Quarterly Relative Return vs Target
6%
5%

Relative Returns

4%
3%
2%
1%
0%
(1%)
(2%)
(3%)

08

2009

2010

2011

2012
SWIB TF

•
•
•
•

2013

2014

2015

2016

2017

2018

Very Lg Pub Fds (>10B)

Longer 10 year time frame shows similar consistency and risk control.
Smooth accumulation of excess return over long time periods.
Annualized 10 year excess return of +52 bps which results in a cumulative excess return of +5.32%.
Absolute return of 7.98% well above actuarially required return of 7.2%.

Knowledge. Experience. Integrity.
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Asset Allocation Comparison to Custom Peer Group (9/30/18)
Asset Class Weights vs Very Large Public Funds (>10B)
50%
40%

Weights

30%

(11)

(12)
(42)

(49)
(37)

(37)

20%
10%

(70)

(44)

(54)

(20%)

(100)

(100)

(10%)

(16)

(17)

0%

(71)

Domestic
Equity

Domestic
Fixed

Cash
Equiv alent

Real
Estate

International
Equity

International
Fixed

Alternativ es

41.56
34.38
28.21
21.91
19.05

39.11
25.60
20.75
17.02
12.35

6.96
2.73
1.41
0.27
0.00

11.75
9.95
7.60
3.54
0.00

27.43
23.73
19.74
17.82
11.03

4.42
0.86
0.00
0.00
0.00

30.21
24.50
18.21
8.01
3.90

Fund

28.30

37.41

(9.39)

7.11

21.62

3.58

11.37

T arget

28.70

36.69

(10.00)

8.00

21.30

3.31

12.00

10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile

● SWIB’s asset allocation exposures are somewhat similar to peers but with some notable differences (including financial leverage).
● SWIB’s unique strategy results in a more diversified and risk-controlled portfolio than peers (less concentrated in equity-like risks).
● By design more total fixed income exposure in both US and Int’l as hedge against equity-like risks (using less risky fixed income).
● Less illiquid “Alternatives” (Private Equity, Private Credit, Hedge Funds, etc.)
● More globally-oriented equity and fixed income weighting (less home country bias than many peers).

Knowledge. Experience. Integrity.
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Cumulative Performance vs. Peers (Gross, 9/30/18)
Very Large Public Funds (>10B)
14%
12%

Returns

10%

(60)

(75)

8%

(55)

(81)

(80)

(91)

(49)

(82)

6%
4%
2%
0%

(30)

(39)

Last
Quarter

Last
Year

Last
3 Years

Last
5 Years

Last
10 Years

10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile

3.30
3.03
2.44
2.10
1.75

9.25
8.70
7.69
7.21
6.47

11.35
10.73
10.27
9.55
8.83

8.86
8.37
8.09
7.57
7.25

8.83
8.33
7.96
7.72
7.26

Total Fund

2.91

7.48

10.06

7.51

7.98

Policy T arget

2.62

6.88

9.56

7.14

7.46

● Actual total SWIB returns well above both policy target returns and actuarially required return (7.2%) for all periods shown.
● Long term 10 year return ranking vs. very large (>$10B) public fund peers is just above median due to value-add above policy target.
● Total fund slightly below median over shorter periods (1-3yrs). SWIB’s ~17 bps cost advantage gets rank close to median on net basis.
● Low 5 year ranking due to SWIB’s more diversified, risk-controlled program relative to many peers who added equity-like risks in
pursuit of return. During the last 5-10 years equity-like risks (embedded in many asset classes) have been rewarded handsomely.
Knowledge. Experience. Integrity.
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Callan Proprietary Allocation Adjusted Ranking vs. Peers (Gross, 9/30/18)
Asset Allocation Adjusted Ranking
12%
(27)

10%

Returns

8%

(34)

(38)

(29)

6%

4%
(11)
2%

0%

Last
Quarter

Last
Year

Last
3 Years

Last
5 Years

Last
10 Years

10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile

2.93
2.65
2.43
2.17
1.83

8.05
7.57
7.17
6.59
5.94

10.36
10.11
9.67
9.32
8.79

7.97
7.81
7.36
7.21
6.67

8.52
8.07
7.93
7.53
7.32

Total Fund

2.91

7.48

10.06

7.51

7.98

● Asset allocation adjusted ranking adjusts peers to match SWIB’s more risk-balanced asset allocation (including leverage and
conservative fixed income). This gives a fairer, more relevant risk-adjusted peer ranking reflecting quality of program implementation.
● Asset allocation adjusted peer rankings are well above median over all periods shown. Program very well implemented.
● Would probably look even slightly better on a net of fee/cost basis.

Knowledge. Experience. Integrity.
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Absolute Risk / Reward Tradeoff vs. Peers (Gross, 9/30/18)
Sharpe Ratio Ranking (Gross)
Against Very Large Public Funds (>10B)
Five Years Ended September 30, 2018

Very Large Public Funds (>10B) (Gross)
Annualized Five Year Risk vs Return
10.0%
9.5%
9.0%

(75)

Returns

8.5%
8.0%

SWIB TF

7.5%

Target

7.0%

Sharpe
Ratio

6.5%
6.0%
5.5%

3.0

3.5

4.0

4.5

5.0

5.5

Standard Dev iation

6.0

6.5

10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile

2.06
1.84
1.68
1.54
1.36

SWIB TF

1.54

● Target had similar risk and a lower return (-95 bps) than peer median (crosshairs).
● Actual implementation (SWIB TF) added a little risk and extra return over target (+37 bps).
● Absolute risk/reward tradeoff (Sharpe Ratio) below median due to the recent multi-year, US-centric bull equity market
that did not reward diversification. US equities exhibited historically low risk over the last 5+ years.
● Peer Sharpe Ratios benefited from their higher private markets exposures (artificially low experienced risk, high return).
Knowledge. Experience. Integrity.
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Tracking Error (active risk) vs. Target and Peers (Gross, 9/30/18)
Rolling 12 Quarter Tracking Error vs Targets Compared to Callan Public Fund Sponsor - Large (>1B)
3.50

Tracking Error

3.00

SWIB TF
Group Median

2.50
2.00
1.50
1.00
0.50
0.00

2014

2015

2016

2017

2018

● Strong risk control practices result in consistently much lower tracking error than peers have versus their policy targets.
● SWIB’s tracking error has been consistently in bottom decile vs. peers, and less than half of median peer tracking error.
● Less chance of materially underperforming policy target. Focused on consistency of results (singles/batting average
vs. home runs/strikeouts).
Knowledge. Experience. Integrity.
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Relative Risk/Reward Tradeoff vs. Target and Peers (Gross, 9/30/18)
Risk Statistics Rankings (Gross) vs Large Public Funds

Risk Statistics Rankings (Gross) vs Large Public Funds

Five Years Ended September 30, 2018

Five Years Ended September 30, 2018

2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
(0.5%)
(1.0%)
(1.5%)
10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile
SWIB TF

(62)

(96)

(65)

Excess
Return

Alpha

Tracking
Error

1.66
0.97
0.49
0.27
(0.85)

1.56
1.07
0.63
(0.14)
(1.13)

1.75
1.40
1.09
0.70
0.54

0.37

0.23

0.33

2.5
2.0
1.5
1.0
0.5
0.0
(0.5)
(1.0)
(1.5)
10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile
SWIB TF

(50)

(15)

(49)

(50)

Rel. Std.
Dev iation

Beta

Excess
Rtn. Ratio

Info.
Ratio

1.27
1.14
1.02
0.95
0.89

1.15
1.10
1.01
0.92
0.85

1.79
0.88
0.48
0.22
(0.51)

1.49
1.16
0.69
(0.19)
(0.95)

1.02

1.02

1.11

0.69

● Positive Excess Returns, competitive with peers, without taking as much active risk away from policy target as peers.
● Consistently very low Tracking Error versus policy target in absolute terms and relative to peers.
● Combination results in very good Excess Return Ratio results and rankings (top quartile).

Knowledge. Experience. Integrity.
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Asset Class Comparisons vs. Targets and Peers (Gross, 9/30/18)
Total Asset Class Performance
Five Years Ended September 30, 2018
20%

Returns

15%

(20)

(31)

(9)

10%

(66)

5%

(79)

(82)
(91)

(92)

(5%)
10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile
Asset Class Composite
Composite Benchmark

(45)

(48)

0%

Lg Public
Funds DE

Lg Public Fd Dom Fixed

Lg Public Fd Int Equity

Lg Public Fd Intl Fixed

Lg Public Fd
- Real Est

13.73
13.39
13.01
12.27
11.35

4.79
4.09
3.07
2.61
2.33

6.33
5.95
5.46
4.76
3.52

3.29
2.86
1.14
(1.53)
(2.16)

12.44
11.52
10.62
9.34
8.67

13.33

2.28

4.51

1.39

12.48

13.46

2.20

4.12

1.25

9.71

● 4/5 asset classes outperformed their targets over last 5 years. US Equity slightly trailed its target but did well vs. peers.
● 3/5 asset classes rank above median vs. peers. Int’l Equity return lagged behind peers even while beating it’s target.
● US Fixed Income ranking due to prudently low-risk nature of SWIB’s fixed income relative to peers, designed to be slightly
leveraged as hedge against equity-like risks. Peers have pursued increasingly higher risk/return fixed income programs.
Knowledge. Experience. Integrity.
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Biographical Information
Ivan “Butch” Cliff, CFA, is an Executive Vice President and Director of Research. He is responsible for
the following groups: Global Manager Research, Capital Markets & Alternatives Research and Published
Research. Butch is a member of Callan's Management, Client Policy Review, Institute Advisory and
Alternatives Review Committees. He is also a Portfolio Manager and member of the Investment
Committee that oversees all of Callan’s discretionary multi-manager solutions. Butch is a shareholder of
the firm.
Butch joined the Programming Group of Callan in 1989 and was instrumental in developing sophisticated
performance analytics as well as solutions to data processing and management problems. In 1993 he
became the Manager of the Database Group with responsibility for coordinating the design and
implementation of performance measurement operations as well as overseeing the development and
maintenance of Callan’s databases. Butch was made Director of Operations in 2000 and has
responsibility for the management and development of all Callan's performance monitoring systems and
personnel. In 2007, Butch became the Director of Investment Research & Operations with responsibilities
expanded to include oversight of Callan’s Global Manager Research activities.
Prior to joining Callan, Butch worked for two years at Gifford Fong Associates developing analytical
software for fixed income money managers.
Butch earned a BA in Economics from the University of California at Berkeley and earned the right to use
the Chartered Financial Analyst designation.
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Sandy Halim, CFA, CPA
Sandy Halim is a Principal at CEM Benchmarking Inc, a unique global benchmarking company
headquartered in Toronto, Canada. We currently serve over 350 blue-chip corporate and
government clients worldwide.
Sandy joined CEM in 1993 and was its second employee. For 16 years, she was involved in the
day to day operations including client service, product development and management. After a
somewhat lengthy sabbatical, where she continued to stay involved with CEM as a Board
Member, Sandy recently returned to CEM’s operations. Sandy graduated from the University of
Toronto, is a chartered public accountant and CFA charter holder.
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State of Wisconsin Investment Board
CY 2017 CEM Investment Benchmarking Report
CEM Benchmarking
372 Bay Street, Suite 1000
Toronto, Ontario, Canada
M5H2W9
Sandra Halim, CFA, CPA
Principal
Tel# 1 416 640 1761
2018 copyright CEM Benchmarking Inc.

sandy@cembenchmarking.com
www.cembenchmarking.com
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Our Company
Expert Team

Deep expertise and insight with
over 25 years of experience
benchmarking value for money.

Unique Global Database
We work with over 350 world
class pension clients.

Excellence

A relentless focus on quality
resulting in highly effective
analysis, reporting and research.

Confidential

The information that CEM collects
is sensitive. We are very careful
about how we handle it.

Unbiased

Benchmarking and research is all
that we do.
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Key Takeaways from CEM Benchmarking report for State of
Wisconsin Investment Board (SWIB) for CY 2017:

1. Costs

SWIB’s 2017 total cost was $436.8 M or 45.9 basis points.
This was lower than your benchmark cost of 48.6 basis
points for a cost savings of $ 26M. Primary reason: your
lesser use of external active management.

2. Net value added

SWIB’s 5-year net value added was 0.2%. This was equal
to the U.S. public and peer median.

3. Costeffectiveness

SWIB’s 5-year performance was in the positive value added,
low cost quadrant of the cost effectiveness chart.

2018 copyright CEM Benchmarking Inc.
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This benchmarking report compares SWIB cost to CEM's extensive
pension database. 298 Global funds participated in 2017.
In 2017
• 166 U.S. pension funds
participate.
• 60 U.S. public pension
funds, average size $48
billion.
• Your return performance is
compared to this group of
60 U.S. public pension
funds.

10
9
8

Asia-Pacific
Europe
Canada
United States

7
6
5
4
3
2
1
0

93 95 97 99 01 03 05 07 09 11 13 15 17

2018 copyright CEM Benchmarking Inc.
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Size impacts costs. Your custom peer group, of similar sized funds, is
used for evaluating your cost performance.
Peer group for State of Wisconsin Investment Board
• 15 U.S. Public public sponsors from $48.3 billion to $350.0 billion
• Median size of $95.0 billion versus SWIB's $95.1 billion
400
350
300

$ millions

250
200
150
100
50
0

2018 copyright CEM Benchmarking Inc.
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SWIB 2017 investment costs (excl. private asset performance and
transaction costs) were $436.8 million or 45.9 basis points.
Asset management costs by
style ($000s)
Public Equity

Internal Management
External Management
Passive Active Overseeing Passive
Active
Perform.
of external
fees base fees
fees ³
1,706 15,846

Fixed Income

330

6,909

Cash & Overlay

513

3

Private Markets & Fund Alpha

11,287

Total

744

1,590

17,642

12,773

50,301

747

1,146

8,843

6,656

24,631

1333
12,461

1,849
256,263

39,610

Total asset management excluding private asset performance fees
Infrastructure, custodial and other costs
Infrastructure & oversight of the fund
Trustee & custodial
Consulting and performance measurement
Audit
Other

Total Infrastructure, custodial & other costs
Total investment costs (excl. transaction costs & private asset performance

319,621

396,402 41.7bp
21,966
1,696
16,021
615
126

40,424 4.2bp
436,826 45.9bp

2018 copyright CEM Benchmarking Inc.
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Your costs have increased primarily because your holdings of ‘higher
costs assets’ have increased.
Trend in your cost
Since 2013 your holdings
of hedge funds, private
real assets and private
equity increased from
16% to 19%.
Infrastructure costs have
also increased, which
includes the impact of
technology investments.

2018 copyright CEM Benchmarking Inc.
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SWIB total investment costs of 45.9 bps was below the peer median
of 55.4 bps.
Total investment cost

Differences in total costs relative to
peers often reflect asset mix differences.

excluding transaction costs and
private asset performance fees
120 bp

100 bp

80 bp

60 bp

40 bp

20 bp

0 bp

2018 copyright CEM Benchmarking Inc.

Peer

U.S. Public universe
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Your lower total costs compared to your peers is partially explained by
their higher holdings of ‘high cost assets’.
Comparison of net asset value of high cost assets
% of Holdings 2017
SWIB

Peer Avg.

wtd peer median cost
Real Estate ex-REITs

76.2 bps

6.5%

9.5%

Hedge Funds

119.7 bps

4.8%

4.7%

Diversified Private Equity

148.6 bps

0.8%

7.3%

Venture Capital

185.4 bps

1.0%

0.6%

LBO

151.2 bps
Other high costs (infrastructure, natural resources, etc.)

6.0%

2.6%

High cost asset classes

0.0%
19.0%

2.2%
26.8%

2018 copyright CEM Benchmarking Inc.
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Benchmark cost analysis suggests that, after adjusting for fund size
and asset mix, SWIB was low cost by 2.7 bps in 2017.

Benchmark cost
is an estimate of
what SWIB cost
would be given
your actual asset
mix and the
median costs
your peers pay
for similar
services.

Your cost versus benchmark

SWIB's total investment cost
SWIB's benchmark cost
SWIB's cost savings

2018 copyright CEM Benchmarking Inc.

$000s
basis points
436,825
45.9 bp
462,819
48.6 bp
-25,994
(2.7) bp

10
Page 63 of 245

Differences in cost performance are often caused by differences in
implementation style. SWIB has a lower cost implementation style.
Implementation style¹

Implementation style: internal
vs. external, passive vs. active,
fund of fund vs. direct, etc.

100%
90%
80%

SWIB used less external active
management than your peers
(29% vs. 58% for peers).

70%
60%
50%
40%
30%
20%
10%
0%
Internal passive
Internal active
External passive
External active

2018 copyright CEM Benchmarking Inc.

Your Fund

Peers

U.S. Public
Funds

33%
26%
12%
29%

12%
19%
11%
58%

5%
8%
21%
66%
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Your fund was low cost by $26M because of savings from your lower
cost implementation style, offset partially by paying more than peers
for some services.
Reasons for SWIB's low cost status

Excess Cost/
(Savings)
$000s
bps

1. Lower cost implementation style
• Less external active management
(more lower cost passive and internal)
• Other style differences (less FofF, overlays, etc.)

(74,375)

(7.8)

(1,384)
(75,759)

(0.1)
(8.0)

2. Paying more than peers for some asset management services
• External investment management costs*
5,590
• Internal investment management costs
12,000

0.6
1.3

3. Higher infrastructure and other costs

32,174

3.4

Total cost savings

(25,994)

(2.7)

*detailed analysis indicated higher costs were a result of performance fees paid. In total $59M in
performance fees were paid in 2017 2018 copyright CEM Benchmarking Inc.
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Detailed cost review indicated:
- Higher asset management fees were primarily due to performance
fees driven by better performance
- Higher infrastructure costs were due to investment in IT.
Why are you high/(low) cost by asset class?
Due to
paying
Due to impl. more/(less)
$000s
style$000s
(62,554)
7,097

Asset class/category
Public Equity
Fixed Income

(7,273)

Cash & Overlay

6,304

(787)

Total
$000s
(55,457)
(969)
(787)

Private assets & fund alpha
Total asset management impact in $
Total asset management impact in bps

(5,145)
(75,759)
(8.0)

4,189
17,591
1.9

(956)

Infrastructure, oversight, custodial & other
Total

n/a
(75,759)

32,174
49,765

32,174
(25,994)

2018 copyright CEM Benchmarking Inc.

Total
bps

(6.1)
3.4
-2.7
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Starting in 2007, SWIB has transitioned to a lower than benchmark cost
performance consistently.

2018 copyright CEM Benchmarking Inc.

14
Page 67 of 245

Your NVA was not impacted by your lesser use of external active
management. Your 5-yr NVA of 0.2% was equal to the U.S. public and
peer median.
U.S. public net value added – quartile rankings
Value added for
State of Wisconsin
Investment Board
Net value
Year
Added
0.1%
2017
2016
0.5%
2015
-0.5%
2014
0.0%
2013
0.7%
5-Year
0.2%

2018 copyright CEM Benchmarking Inc.
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SWIB’s 5-year performance placed in the positive value added (17 bp),
low cost (-7 bp) quadrant of the cost effectiveness chart.
5-year net value added versus excess cost
(Your 5: net value added 17 bps, cost savings 7 bps ¹)

400bp
300bp

Net Value Added

200bp
100bp
0bp
-100bp

Global
U.S. Public
Peers
Your Results

-200bp
-300bp
-60bp

-40bp

-20bp

0bp

20bp

40bp

Excess Cost
2018 copyright CEM Benchmarking Inc.
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Sandy Halim, Principal
Sandy@cembenchmarking.com
CEM Benchmarking Inc.
www.cembenchmarking.com

Copyright © 2018 by CEM Benchmarking Inc. ('CEM').
Although the information in this document has been based upon and obtained from sources we believe to be reliable, CEM does not
guarantee its accuracy or completeness. The information contained herein is proprietary and confidential and may not be disclosed to third
parties without the express written mutual consent of CEM.
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SWIB’s Cost Effectiveness
Annual Evaluation
December 12, 2018
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Total Cost Comparison
SWIB’s costs are 9.5 bps lower than its peers. On average, SWIB’s savings are
approximately $90M over its peers.
60.0
6.8 bps

50.0
40.0
30.0

55.4 bps

2.7 bps

$65M
Asset class
differences fewer higher
cost assets

20.0

48.6 bps

$26M
More internal &
passive mgmt and
lower external
mgmt fees

45.9 bps

10.0
0.0

Peer Median
Cost

Data source: CEM Benchmarking, Inc. 2017 Report

CEM
Benchmark
Cost

2

SWIB Cost

2
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Internal Effectiveness - Lower Cost
SWIB’s cost for internal active management is multiples lower than the cost for
external management.

2017
Internal Mgmt Cost
(bps)

External Mgmt Cost
(bps)*

Global Large Cap Equity

10.7

42.4

Small Cap Equity

17.0

65.5

Gov’t/Credit Domestic Fixed
Income

7.5

13.9

Global Fixed Income

8.6

39.9

Public Market Asset Type
(active strategies)

* External costs represent the median cost for SWIB’s CEM public fund peers
Data source: CEM Benchmarking, Inc. 2017 Report
3
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Asset Allocation: Less Higher Cost Assets
SWIB’s has fewer higher cost assets such as private markets and hedge funds than its
peers.

Percentage Allocation

100%
90%
80%
70%
60%

24%

26%

27%

25%

25%

27%

51%

45%

46%

SWIB

Peer Funds

U.S. Public Funds

50%
40%
30%
20%
10%
0%

Stock

Fixed Income

- Leverage is included in the Fixed Income asset class
- SWIB does not include Hedge Funds in its Asset Allocation
- Data source: CEM Benchmarking, Inc. 2017 Report

Private Markets + Hedge Funds
4
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Administrative & Governance Costs
Despite overall costs savings, SWIB's governance costs were 3.3 bps higher than its
peers largely to due to the ARIES project.
4.5

4.2

ARIES

4.0
3.5

1.2

3.0

0.2
0.1
0.4

2.5

Custodial
Other

2.0
1.5
1.0

2.3

0.5
0.0
•
•

SWIB

0.9

Consulting

0.2
0.1
0.5

Oversight

Peer Median

1.2 bps ($11.1M) of the cost variance to peers are due to ARIES
More internal management increases governance and oversight costs

Data source: CEM Benchmarking, Inc. 2017 Report
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Cost Trends – Relative to CEM Peers
SWIB’s total costs have increased since 2013, but have remained materially
lower than peers due to more internal management.
70

Cost in Basis Points

60
50
40
30
20
10
0
SWIB
Peer Average

2013
37.6
54.3

2014
40.1
58.5

Data source: CEM Benchmarking, Inc. 2017 Report

2015
39.3
56.1

6

2016
43.1
58.2

2017
45.9
56.9
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ASSET ALLOCATION REVIEW

November 27, 2018

Christopher Levell, ASA, CFA, CAIA, Partner
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RECOMMENDATIONS
• Asset Allocation
– Increase Private Equity/Debt by 1% (from 8% to 9%) from Public Equity

• Asset Class Structure
– Public Equity
•
•

Increase Small Cap from 2% to 3%
Decrease Emerging Markets from 5% to 3%

– Public Fixed Income
•
•

Move Global Bonds to US invest grade and high yield
Shift Emerging Market Debt from majority external to 50/50 external/local currency

• Increase Ability of Core Trust Fund to be Dynamic
– Increase exposure management within existing risk budget
– Expand ranges of public asset classes

2
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NEPC
ASSUMPTIONS

NEPC, LLC

Page 79 of 245

2018 ASSET CLASS ASSUMPTIONS
NEPC asset class assumptions offer both an intermediate (5-7 years)
and long term (30 years) forecast horizon

The 5-7 year return expectations for US credit and equity asset classes
are broadly lower due to continued increases in valuation levels
Credit-based asset class expectations have declined considerably from prior year, with
credit spreads moving below long-term medians across most sectors

The outlook for non-US equities remains attractive over 5-7 years
supported by improvement in corporate earnings and economic growth
We anticipate US inflation will gradually move higher and average 2.5%
We continue to refine and enhance our process where appropriate
The asset class assumption for Real Estate has been split into Core and Non-Core to offer
a distinction between the volatility and return profile
Core has a greater income orientation with broad exposure to commercial real estate beta
and Non-Core is oriented to capital appreciation with increased use of leverage

4
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BUILDING BLOCKS METHODOLOGY
Illiquidity Premium

Forward-looking asset class models
incorporate current and forecasted
market and economic data to inform
expected returns

Valuation

Quantitative inputs combined with
qualitative factors and investor
sentiment (capital flows, etc.) drive
the 5 to 7 year return outlook

Inflation

Components are combined to capture
core drivers of return across asset
classes – forming the foundation of
our building blocks framework

Real Growth

Building blocks will vary across
equity, credit, and real assets

Yield

5
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NEPC 2018 FORECASTS

Long Term
Expected Return

5-7 Year
Expected Return

Standard
Deviation

Public Equity

8.1%

6.9%

18.0%

Public Fixed Income

4.0%

2.8%

5.8%

Inflation Sensitive Assets

3.8%

3.3%

6.5%

Private Equity/Debt

9.4%

8.0%

22.1%

Real Estate

6.5%

5.7%

13.0%

Multi Asset

6.7%

5.3%

10.3%

Asset Class

6
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RECOMMENDED
ALLOCATION AND
STRUCTURE

NEPC, LLC
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ASSET ALLOCATION
Current
Current
Policy
Rebalance
Portfolio
Ranges
Public Equity
50.0% 47.0% - 53.0%
Public Fixed Income
24.5% 21.5% - 27.5%
Inflation Sensitive Assets 15.5% 10.5% - 20.5%
5.0% - 11.0%
Private Equity/Debt
8.0%
5.0% - 11.0%
Real Estate
8.0%
1.0% - 7.0%
Multi Asset
4.0%

Adjusted
Policy
Portfolio
49.0%
24.5%
15.5%
9.0%
8.0%
4.0%

5-7 Yr Expected Return
30 Yr Expected Return
Standard Deviation
Sharpe Ratio 5-7 Yr

6.0%
7.3%
11.8%
0.34

6.0%
7.3%
11.8%
0.34

Target Active Risk

1.2%

1.2%
8

Adjusted
Rebalance
Ranges
43.0% - 55.0%
18.5% - 30.5%
10.5% - 20.5%
6.0% - 12.0%
5.0% - 11.0%
1.0% - 7.0%
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PUBLIC EQUITY SUB-ASSET STRUCTURE
Current
% of
Equity
Total
Allocation Portfolio
Global Equities
Small Cap Equities
Emerging Market Equities

86.0%
4.0%
10.0%

5-7 Yr Expected Return
30 Yr Expected Return
Standard Deviation
Sharpe Ratio 5-7 Yr

6.9%
8.1%
18.0%
0.27

43.0%
2.0%
5.0%

Adjusted
% of Total
Equity
Portfolio
Allocation
87.8%
6.1%
6.1%

43.0%
3.0%
3.0%

6.7%
8.1%
17.9%
0.26

9
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PUBLIC FIXED INCOME SUB-ASSET STRUCTURE
Current % of Total
Allocation Portfolio

Adjusted % of Total
Allocation Portfolio

US Investment Grade
Gov’t/Credit
Excess Treasuries
Long Treasuries

77.6%
67.0%
8.6%
2.0%

19.0%
16.40%
2.10%
0.49%

85.0%
67.0%
16.1%
2.0%

20.8%
16.40%
3.94%
0.49%

Global Bonds

10.0%

2.45%

-

-

High Yield Bonds

5.0%

1.23%

7.5%

1.84%

Emerging Market Debt
EMD (External)
EMD (Local Currency)

7.5%
5.4%
2.1%

1.84%
1.32%
0.51%

7.5%
3.7%
3.7%

1.84%
0.92%
0.92%

Asset Duration
5-7 Yr Expected Return
30 Yr Expected Return
Standard Deviation
Sharpe Ratio 5-7 Yr

6.8
2.8%
4.0%
5.8%
0.14

6.7
3.1%
4.2%
5.8%
0.18
10
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VARIABLE RETIREMENT TRUST ALLOCATION
Current &
Proposed
Policy
Portfolio

Rebalancing
Range

US Equities
International Equities incl. Emerging Markets

70.0%
30.0%

65.0% - 75.0%
25.0% - 35.0%

5-7 Yr Expected Return
30 Yr Expected Return
Standard Deviation
Sharpe Ratio 5-7 Yr

6.3%
8.0%
17.6%
0.25

Target Active Risk

0.6%

11
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REFERENCE PORTFOLIO ATTRIBUTION
• Based on NEPC 5-7 year assumptions, below is an attribution of SWIB
portfolio decisions relative to the reference portfolio

Reference Portfolio
Private Markets
Portfolio Structure
Leverage
Adjusted Portfolio

5-7 Year
Expected
Return

Standard
Deviation

30 Year
Expected
Return

4.9%

11.7%

6.4%

+0.5%
+0.3%
+0.3%
6.0%

-0.1%
-0.8%
+1.0%
11.8%

+0.4%
+0.2%
+0.3%
7.3%

12
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ACTIVE RETURN ENHANCES TOTAL RETURN

Current Policy Portfolio

Return
Contribution
6.0%

11.8%

Active Return

0.3% to 0.8%

0.6% to 1.8%

Total

6.3% to 6.8%

12.0% to 12.4%

5-7 Years

Risk

Current Policy Portfolio

Return
Contribution
7.3%

11.8%

Active Return

0.3% to 0.8%

0.6% to 1.8%

Total

7.6% to 8.1%

12.0% to 12.4%

30 Years

13
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CONCLUSIONS

NEPC, LLC
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CONCLUSIONS
• Decade-long market cycle can continue
• Dividend growth managed in “Goldilocks Zone“ of moderate
expected return and risk
• Asset allocation and structuring recommendations reflect small but
meaningful improvements

• Expanded rebalancing ranges can allow more dynamic investing
within existing active risk target
• Active risk alpha is important
– In a low market return environment
– When markets experience dislocation

15
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APPENDIX

NEPC, LLC
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2018 5-7 YEAR RETURN FORECASTS
Geometric Expected Return
Asset Class
Cash
Treasuries
IG Corp Credit
MBS
Core Bonds*
TIPS
High-Yield Bonds
Bank Loans
Non-US Bonds (Unhedged)
Non-US Bonds (Hedged)
EMD External
EMD Local Currency
Large Cap Equities
Small/Mid Cap Equities
Int'l Equities (Unhedged)
Int'l Equities (Hedged)
Emerging Int'l Equities
Private Equity
Private Debt
Core Real Estate
Commodities
Hedge Funds**

2018
2.00%
2.25%
3.50%
2.50%
2.75%
3.25%
3.75%
4.50%
0.50%
0.73%
4.25%
6.00%
5.25%
5.75%
7.50%
7.82%
9.00%
8.00%
6.50%
5.75%
4.75%
5.83%

2017
1.75%
2.00%
3.75%
2.25%
2.65%
3.00%
4.75%
5.25%
1.00%
1.09%
4.75%
6.75%
5.75%
6.00%
7.25%
7.57%
9.50%
8.25%
7.25%
6.00%
4.75%
5.95%

2018-2017
+0.25%
+0.25%
-0.25%
+0.25%
+0.10%
+0.25%
-1.00%
-0.75%
-0.50%
-0.36%
-0.50%
-0.75%
-0.50%
-0.25%
+0.25%
+0.25%
-0.50%
-0.25%
-0.75%
-0.25%
-0.12%

* Core Bonds assumption based on market weighted blend of components of Aggregate Index (Treasuries, IG Corp Credit, and MBS).
** Hedge Funds is a calculated blend of 40% Equity, 40% Credit, 20% Macro-related strategies.
17
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2018 5-7 YEAR RETURN FORECASTS
Geometric Expected Return
Asset Class
Short Treasuries
US 10 Yr. Treasury
Long Treasuries
20+ Year STRIPS
Short Credit
Long Credit
Long Government/Credit*
Non-US Cash**
Non-US Inflation-Linked Bonds
Short High Yield
Municipal Bonds (1-10 Year)
High Yield Municipal Bonds
Global Equity*
MLPs
REITs
Real Assets (Liquid)**
Non-Core Real Estate
Private Real: Energy/Metals
Private Real: Infrastructure/Land
Hedge Funds - Long/Short
Hedge Funds – Credit
Hedge Funds – Macro

2018
2.25%
2.25%
2.00%
1.75%
2.75%
4.00%
3.26%
0.50%
1.75%
4.25%
2.50%
3.75%
6.88%
7.25%
6.50%
5.87%
7.00%
8.00%
6.00%
6.25%
5.00%
6.25%

2017
2.00%
2.00%
1.75%
1.50%
2.75%
4.25%
3.33%
0.25%
1.00%
5.00%
4.25%
7.21%
7.00%
6.50%
5.92%
N/A
8.25%
6.00%
6.25%
5.25%
6.25%

2018-2017
+0.25%
+0.25%
+0.25%
+0.25%
-0.25%
-0.07%
+0.25%
+0.75%
-0.75%
-0.50%
-0.33%
+0.25%
-0.05%
N/A
-0.25%
-0.25%
-

* Assumption based on market weighted blend of index components
** Custom weighted blend of underlying asset classes
18
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2018 VOLATILITY FORECASTS
Volatility
Asset Class
Cash
Treasuries
IG Corp Credit
MBS
Core Bonds*
TIPS
High-Yield Bonds
Bank Loans
Non-US Bonds (Unhedged)
Non-US Bonds (Hedged)
EMD External
EMD Local Currency
Large Cap Equities
Small/Mid Cap Equities
Int'l Equities (Unhedged)
Int'l Equities (Hedged)
Emerging Int'l Equities
Private Equity
Private Debt
Core Real Estate
Commodities
Hedge Funds**

2018
1.00%
5.50%
7.50%
7.00%
5.99%
6.50%
13.00%
9.00%
10.00%
4.50%
13.00%
13.00%
17.50%
21.00%
21.00%
18.00%
28.00%
23.00%
13.00%
13.00%
19.00%
9.07%

2017
1.00%
5.50%
7.50%
7.00%
6.03%
6.50%
13.00%
9.00%
8.50%
5.00%
13.00%
15.00%
17.50%
21.00%
21.00%
18.00%
28.00%
23.00%
14.00%
15.00%
19.00%
8.74%

2018-2017
-0.04%
+1.50%
-0.50%
-2.00%
-1.00%
-2.00%
-0.33%

* Core Bonds assumption based on market weighted blend of components of Aggregate Index (Treasuries, IG Corp Credit, and MBS).
** Hedge Funds is a calculated blend of 40% Equity, 40% Credit, 20% Macro-related strategies.
19
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2018 VOLATILITY FORECASTS
Volatility
Asset Class
Short Treasuries
US 10 Yr. Treasury
Long Treasuries
20+ Yr. STRIPS
Short Credit
Long Credit
Long Government/Credit*
Non-US Cash**
Non-US 10 Yr. Sovereigns**
Non-US Inflation-Linked Bonds (H)
Short High Yield
Municipal Bonds (1-10 Year)
Global Equity***
MLPs
REITs
Real Assets (Liquid)****
Non-Core Real Estate
Private Real: Energy/Metals
Private Real: Infrastructure/Land
Hedge Funds - Long/Short
Hedge Funds – Credit
Hedge Funds – Macro

2018
2.50%
7.50%
12.00%
19.00%
3.50%
12.00%
11.26%
1.00%
6.50%
5.50%
8.50%
5.50%
18.22%
19.00%
21.00%
13.06%
17.00%
21.00%
12.00%
11.00%
9.50%
9.50%

2017
2.50%
7.50%
12.00%
19.00%
3.50%
13.00%
12.01%
1.00%
6.50%
6.00%
9.00%
18.26%
20.00%
21.00%
12.83%
N/A
21.00%
14.00%
11.00%
9.50%
9.50%

2018-2017
-1.00%
-0.75%
-0.50%
-0.50%
-0.04%
-1.00%
+0.23%
N/A
-2.00%
-

* Assumption based on market weighted blend of index components
** Custom weighted blend of underlying asset classes
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2018 30 YEAR RETURN FORECASTS
Geometric Expected Return
Asset Class
Cash
Treasuries
IG Corp Credit
MBS
Core Bonds*
TIPS
High-Yield Bonds
Bank Loans
Non-US Bonds (Unhedged)
Non-US Bonds (Hedged)
EMD External
EMD Local Currency
Large Cap Equities
Small/Mid Cap Equities
Int'l Equities (Unhedged)
Int'l Equities (Hedged)
Emerging Int'l Equities
Private Equity
Private Debt
Core Real Estate
Commodities
Hedge Funds**

2018
2.75%
3.25%
4.75%
3.25%
3.75%
3.75%
5.50%
5.50%
2.50%
2.77%
5.00%
6.50%
7.50%
7.75%
7.75%
8.14%
9.25%
9.50%
7.50%
6.50%
5.50%
6.34%

2017
3.00%
3.50%
5.00%
3.50%
4.00%
3.75%
5.75%
6.00%
2.75%
2.87%
5.75%
6.50%
7.50%
7.75%
7.75%
8.14%
9.50%
9.50%
8.00%
6.50%
5.50%
6.47%

2018-2017
-0.25%
-0.25%
-0.25%
-0.25%
-0.25%
-0.25%
-0.50%
-0.25%
-0.10%
-0.75%
-0.25%
-0.50%
-0.13%

* Core Bonds assumption based on market weighted blend of components of Aggregate Index (Treasuries, IG Corp Credit, and MBS).
** Hedge Funds is a calculated blend of 40% Equity, 40% Credit, 20% Macro-related strategies.
21
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2018 30 YEAR RETURN FORECASTS
Geometric Expected Return
Asset Class
Short Treasuries
US 10 Yr. Treasury
Long Treasuries
20+ Yr. STRIPS
Short Credit
Long Credit
Long Government/Credit*
Non-US Cash**
Non-US 10 Yr. Sovereigns**
Non-US Inflation-Linked Bonds
Short High Yield
Municipal Bonds (1-10 Year)
Global Equity***
MLPs
REITs
Real Assets (Liquid)****
Non-Core Real Estate
Private Real: Energy/Metals
Private Real: Infrastructure/Land
Hedge Funds - Long/Short
Hedge Funds – Credit
Hedge Funds – Macro

2018
3.00%
3.50%
3.50%
3.50%
3.75%
5.25%
4.62%
2.00%
2.50%
3.00%
5.25%
3.25%
8.24%
7.50%
6.75%
6.75%
7.50%
7.75%
6.25%
7.25%
5.25%
6.25%

2017
3.00%
3.50%
3.75%
3.75%
3.75%
5.75%
5.04%
2.00%
2.50%
2.75%
5.75%
8.35%
7.50%
6.75%
6.79%
N/A
7.75%
6.00%
7.25%
5.50%
6.25%

2018-2017
-0.25%
-0.25%
-0.50%
-0.42%
+0.25%
-0.50%
-0.11%
-0.04%
N/A
+0.25%
-0.25%
-

* Assumption based on market weighted blend of index components
** Custom weighted blend of underlying asset classes
22
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ASSET ALLOCATION
Overview and Recommendations for 2019
December 12, 2018

David Villa
Executive Director/Chief Investment Officer
Edwin Denson
Managing Director, Asset & Risk Allocation
In Consultation with NEPC and the Investment Committee
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2019 RECOMMENDATIONS SUMMARY
Strategic Asset Allocation Targets and Ranges
2019 Core Trust Fund recommendation and expectations:

Public Equity
Public Fixed Income
Inflation Sensitive Assets
Private Equity/Debt
Real Estate
Multi-Asset
Total (Including Leverage)

Policy
Targets*
49.0%
24.5%
15.5%
9.0%
8.0%
4.0%
110.0%

5-7 Yr. Expected Return
30 Yr. Expected Return
Expected Standard Deviation
5-7 Yr. Expected Sharpe Ratio
Target Active Risk

Ranges*
43.0 - 55.0%
18.5 - 30.5%
10.5 - 20.5%
6.0 - 12.0%
5.0 - 11.0%
1.0 - 7.0%

6.0%
7.3%
11.8%
0.34
120bps +/-60bps

The Board of Trustees’ external asset allocation consultant, NEPC, provided the following
capital market assumptions used to develop the asset allocation recommendation and
expectations:
Asset Class
Public Equity
Public Fixed Income
Inflation Sensitive Assets
Private Equity/Debt
Real Estate
Multi-Asset

Long Term
Expected Return
8.1%
4.0%
3.8%
9.4%
6.5%
6.7%

5-7 Year
Expected Return
6.9%
2.8%
3.3%
8.0%
5.7%
5.3%

Standard
Deviation
18.0%
5.8%
6.5%
22.1%
13.0%
10.3%

*

Policy Targets and Ranges will vary from the above table. This is due to the Asset Allocation
Corridor Treatment which requires that Multi-Asset, Private Equity, and Real Estate asset class
Policy Targets be derived from actual AUM, and then corresponding Policy Targets and Ranges
for Public Equities and Public Fixed Income are adjusted. Mandatory rebalancing for Public
Equities and Public Fixed Income as set forth in the Board of Trustees WRS Investment Policy is
not triggered by the ranges in the above table, but by these adjusted ranges.
Page 2
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•

The recommended 2019 Policy Target of 49% for Public Equity is 1% lower than the 2018
target, and the recommended 2019 Policy Target of 9% for Private Equity/Debt is 1%
higher than the 2018 target.

•

The recommended 2019 Ranges for Public Equity and Public Fixed Income of +/-6%
relative to Policy Target are wider than the 2018 ranges of approximately +/-3% relative
to target.

•

The Target Active Risk of 120 basis points +/- 60 basis points will be maintained for the
Core Trust Fund for 2019.

•

The recommended 2019 Targets may be implemented at any time after approval by the
Board of Trustees as determined and approved by the ED/CIO, subject to market factors
and operational readiness.

2019 Variable Trust Fund recommendation and expectations:

U.S. Equities
International Equities
5-7 Yr. Expected Return
30 Yr. Expected Return
Expected Standard Deviation
5-7 Yr. Expected Sharpe Ratio
Target Active Risk

Policy
Targets
70.0%
30.0%
100.0%

Ranges
65.0-75.0%
25.0-35.0%

6.3%
8.0%
17.6%
0.25
60bps +/-30bps

•

The recommended 2019 Policy Targets and Ranges are unchanged from 2018.

•

The Target Active Risk of 60 basis points +/- 30 basis points will be maintained for the
Variable Trust Fund for 2019.
2019 ASSET ALLOCATION OVERVIEW

Since the late 1980s, SWIB has conducted an asset allocation exercise annually, leading to policy
and funding recommendations at the beginning of each calendar year. In the late 1990s, the process
was expanded to include several planning sessions with investment staff, senior staff, consultants,
and Trustees. SWIB’s process includes a full asset/liability modeling process and discussion
sessions with the Board every other year, opening the schedule to consideration of other strategic
issues or structural asset allocation adjustments in the “off years.” SWIB launched the “off-year”
process for the 2019 asset allocation during the October Workshop attended by Trustees, staff, and
guest experts.
The key theme from the review and discussion was that the next ten years will be challenging for
the fund from a total return perspective, as returns on assets are generally expected to be low
relative to longer-term expectations and compared with the years since the financial crisis. The
challenges in setting policy are two-fold. First, the fund needs to take levels of total risk over time
Page 3
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such that returns are expected to be high enough to avoid slowly depleting the dividend surplus.
Second, the fund needs to shy away, to the extent possible, from the type of risk that can lead to
negative short-term returns that are large enough to exhaust the dividend surplus in a short period
of time, which could also put upward pressure on contribution rates.
For example, if the fund were allocated 100% to U.S. Treasury bills, the risk of a sudden decline
in fund value that would exhaust any existing dividend surplus would be negligible. However, the
long-run return would be so low that a surplus would be unlikely to exist without significant
increases in contributions. Similarly, if the fund were allocated 100% to a highly risky asset like
equity, the long run return would likely support healthy average dividend surpluses, but would be
subject to high variability, including episodes of exhaustion.
The 2019 asset allocation recommendations at the asset class level address this challenge through
the three strategies: (1) maintain leverage of 10%. (2) increase the potential for active return or
alpha, and (3) changes to the asset allocation.
1. Leverage, though prospectively less attractive in the current environment than it was when
first introduced in 2006, remains an attractive way to help achieve total return objectives
in a more diversified manner than simply taking more equity exposure in the asset
allocation. The recommendation is to maintain fund-level leverage at 10%.
2. Alpha (return in excess of the policy benchmark) is an important contributor to overall fund
return and diversifies risk. In an environment of prospectively lower asset class returns,
alpha takes on a relatively more important role in achieving return objectives. To this end,
the recommendation is to increase the ranges for Public Equity and Public Fixed Income
to +/-6% relative to Policy Target from approximately +/-3% relative to target. This will
allow for the Asset and Risk Allocation Team to execute exposure management trades and
play a larger role to contribute additional alpha within the existing 120 basis points +/- 60
basis points active risk objective of the Core Trust Fund. The asset allocation consultant,
NEPC, has identified that Core Trust Fund tracking error has been below peer levels.
Callan has also made similar observations. The active risk budgeting process has identified
ways to potentially increase Excess Value Added with a corresponding increase in tracking
error.
3. The recommended asset allocation at the asset class level shifts 1% to Private Equity/Debt
from Public Equity. This is motivated by both a desire to reduce the Emerging Market
equity sub-asset class allocation (described below) for market dynamic reasons and to
increase the allocation to an asset class with relatively high expected returns that is
managed internally by an investment division that has consistently produced alpha over a
long timeframe.
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Strategic Sub-Asset Class Allocation Targets
2019 Core Trust Fund recommendation and expectations:
Public Equity
Global
Emerging Market
Small Cap

Policy Target
43.0%
3.0%
3.0%
49.0%

Public Fixed Income
Government/Credit
Global Bonds
Excess Treasuries
Long Treasuries
High Yield Bonds
EMD (External)
EMD (Local Currency)

Policy Target
16.4%
0.0%
3.9%
0.5%
1.8%
0.9%
0.9%
24.5%†

Recommended changes in the sub-asset class allocation are also driven by alpha and asset
allocation considerations.
Emerging Market equities provide an attractive return proposition over the long term; however,
they tend to exhibit more heightened correlation to the overall equity market in a market downturn
as compared to an upturn/recovery. In addition, both the internal Private Equity/Debt and Small
Cap investment teams have consistently produced alpha over a long timeframe. Taking both the
asymmetric negative asset class dynamic at a late stage in the business cycle, and the alpha
proposition of the alternatives into account, the recommendation is to decrease the Emerging
Markets equities target to 3% from 5% and reallocate 1% to the Private Equity/Debt target (as
described previously) and 1% to Small Cap, bringing its target to 3% from 2%.
With yields in many developed countries well below US levels and in some large bond markets
well below 1.00%, the prospective returns for non-US bonds are very low. The recommendation
is to eliminate the Global Bond sub-asset allocation and to reallocate within Public Fixed Income
to Excess Treasuries, increasing its target to 3.9% from 2.1%, and High Yield, increasing its target
to 1.8% from 1.2%. Though Treasuries and high yield credit are by no means attractive relative to
longer-term expectations, they are more attractive than Global Bonds. In addition to the
elimination of Global Bonds, within the overall EMD allocation it is recommended to reduce EMD
(External) and increase EMD (Local Currency) such that the allocations are equal. The shift to a
more balanced allocation between dollar-denominated and local currency debt reflects both a
closer alignment to the relative size of each market and to the relative attractiveness of local
currency debt.

†

Sub-asset class targets do not add to Public Fixed Income total in table due to rounding.
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Appendix
This appendix describes the Asset Allocation Corridor Treatment, which provides a set of rules
for adjusting the Policy Target and Ranges for Public Equity and Public Fixed Income in the likely
event that the actual AUM in any of Multi-Asset, Real Estate or Private Equity/Debt deviates from
their respective Board of Trustee approved Policy Targets.
A table follows that illustrates the asset allocation corridor treatment in practice, as well as
providing granularity regarding the current split between Equity and Debt in the Private
Equity/Debt asset class and providing ranges for sub-asset classes. The CIO sets the allocation to
Private Debt within Private Equity/Debt. All of the sub-asset class ranges are monitored as soft
risk parameters by the Investment Committee. They are shown here for informational purposes for
the Board of Trustees.
•

Asset Allocation Corridor Treatment:
o The Multi-Asset Policy Target will be actual AUM when actual AUM is between
1% and 7%. When actual AUM is less than 4%, the difference will be allocated
50% to the Public Equity Policy Target and 50% to the Public Fixed Income Policy
Target. When actual AUM is greater than 4%, the difference will be deallocated
50% from the Public Equity Policy Target and 50% from the Public Fixed Income
Policy Target.
o The Real Estate Policy Target will be actual AUM when actual AUM is between
5% and 11%. When actual AUM is less 8%, the difference will be allocated 50%
to the Public Equity Policy Target and 50% to the Public Fixed Income Policy
Target. When actual AUM is greater than 8%, the difference will be deallocated
50% from the Public Equity Policy Target and 50% from the Public Fixed Income
Policy Target.
o The Private Equity/Debt Policy Target will be actual AUM when actual AUM is
between 6% and 12%. When actual AUM is less than 9%, the difference will be
allocated 100% to the Public Equity Policy Target. When actual AUM is greater
than 9%, the difference will be deallocated 100% from the Public Equity Policy
Target.
o Adjustments to Policy Targets for Public Equity and Public Fixed Income will flow
proportionally to their sub-asset class targets.
o The Ranges for Public Equity and Public Fixed Income will adjust such that their
respective Policy Targets remain at the mid-point of their respective ranges.

The table below illustrates an example of the adjustments caused by the Asset Allocation
Corridor Treatment using the actual AUM in Private Equity/Debt, Real Estate and Multi-Asset as
of October 31, 2018 and the 2019 recommended Policy Targets and Ranges.
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Illustrative Example of Corridor Treatment using recommended 2019 Policy Target and Ranges,
and October 31, 2018 AUM for Private Equity/Debt, Real Estate and Multi-Asset allocations.
Asset Classes
Public Equities
Public Fixed Income
Inflation Sensitive Assets
Private Equity/Debt
Private Equity
Private Debt
Real Estate
Multi-Asset
Total (Including Leverage)

Pre-Corridor Treatment

Target
49.0%
24.5%
15.5%
9.0%

Range
43.0 - 55.0%
18.5 - 30.5%
10.5 - 20.5%
6.0 - 12.0%

8.0%
4.0%
110.0%

5.0 - 11.0%
1.0 - 7.0%

Sub-Asset Classes
Public Equity
Global
Emerging Market
Small Cap
Public Fixed Income
U.S. Investment Grade
Government/Credit
Excess Treasuries
Long Treasuries
High Yield Bonds
EMD
EMD (External)
EMD (Local Currency)

43.0%
3.0%
3.0%
49.0%
20.8%
16.4%
3.9%
0.5%
1.8%
1.8%
0.9%
0.9%
24.5%

Soft Risk
Parameter Ranges
monitored by
Investment
Committee
39.0% - 47.0%
0.0% - 7.5%
0.0% - 6.0%

15.8% - 25.8%

0.0% - 5.5%
0.0% - 6.5%

Post-Corridor Treatment

Target
49.9%
25.5%
15.5%
9.1%
7.7%
1.4%
7.5%
2.6%
110.0%

43.8%
3.0%
3.0%
49.9%
21.6%
17.0%
4.1%
0.5%
1.9%
1.9%
0.9%
0.9%
25.5%

Range
43.9 - 55.9%
19.5 - 31.5%
10.5 - 20.5%
6.0 - 12.0%
5.0 - 11.0%
1.0 - 7.0%
Soft Risk
Parameter Ranges
monitored by
Investment
Committee
39.8% - 47.8%
0.0% - 7.5%
0.0% - 6.0%

16.6% - 26.6%

0.0% - 5.6%
0.0% - 6.6%

Note some sub-totals do not add to totals due to rounding.
In this example the AUM for Private Equity/Debt is slightly higher than the Policy Target, and the
AUM for Real Estate and Multi-Asset are lower than Policy Target. These differences result in
adjustments to Public Equity and Public Fixed Income targets and ranges, and proportional
adjustments to sub-asset allocation targets and soft risk parameter ranges (governed by the
Investment Committee). Following the rules for the Asset Allocation Corridor Treatment, the
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“extra” 0.1% in Private Equity/Debt relative to Policy Target is deallocated from the Public Equity
target. The 0.5% shortfall in Real Estate relative to Policy Target is reallocated 0.25% to the Public
Equity target and 0.25% to the Public Fixed Income target. The 1.4% shortfall in Multi-Asset
relative to Policy Target is reallocated 0.7% to the Public Equity target and 0.7% to the Public
Fixed Income target. The net of these reallocations is to increase the Public Equity target 0.9%,
with a commensurate shift upward in its range, and a 1.0% increase in the Public Fixed Income
target, with a commensurate shift upward in its range. These adjustments to the Public Equity and
Public Fixed Income targets flow through proportionally to sub-asset class targets and ranges.
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Quarterly Investment Update
Board Meeting
December 12, 2018
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CIO Outlook
David Villa, CIO
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Pension Funding Breakdown
Pension contributions are modest if funding
levels are maintained.
Fully Funded Plan

Under Funded Plan

Investment
Returns
49%

Investment
Returns
75%

Contributions
25%

Pension
Cost

Funding
Deficit
35%
Contributions
16%

3
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Loan to Net Asset Value (NAV)
Fully Funded Plan
with 10% Leverage

10
100

Under Funded Plan
with no Leverage

35
65

= 10%

= 54%

4
Page 110 of 245

Peer Group Comparisons
Peer group comparisons should incorporate
funding levels.

Funding Level

Effective Rate of
Return on Liability

Investment Return

100%

X

7%

=

7%

65%

X

7%

=

4.6%

5
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Peer Group Comparisons

SWIB Effective Rate is 43 bps Higher than Target (Average Peer has 113 bps Shortfall)
Pension Plan

Funded
Ratio

5-Year
Return

Effective
Rate

Target
Rate

Wisconsin (WRS Core Fund)

100%

7.6%

7.6%

7.2%

Minnesota Teachers

77%

9.5%

7.3%

8.5%

Florida SBA

84%

8.7%

7.3%

7.5%

Ohio PERS

81%

8.4%

6.8%

7.5%

Texas Teachers

81%

8.7%

7.0%

8.0%

Virginia (VRS)

75%

8.3%

6.2%

7.0%

New Jersey PERS

60%

8.2%

4.9%

7.0%

CALPERS

68%

8.1%

5.5%

7.5%

Pennsylvania (PSERS)

56%

7.6%

4.3%

7.3%

Washington State IB

86%

9.5%

8.2%

7.7%

Peer Average

75%

8.5%

6.4%

7.6%

Source: Most recent CAFR for each Wisconsin Legislative Audit Bureau Peer Group plan (if available; actuarial
report otherwise). Peer Average weighted by plan AUM.
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Market Review
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Where are we in the cycle?
Please Indicate Your View
 “Fisher Says Prices of Stocks are Low”
New York Times headline October 22, 1929
(in reference to economist Irving Fisher)
 “The sky is falling!”
C. Little, 1840
(John Greene Chandler, “The Remarkable Story of…”)
 “Market and economic indicators, unsurprisingly, offer no easy prescription.”

8
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Global Equities - Performance

Source: FactSet
9
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Global Equities – Fundamental Drivers
Revenue and Profitability

Source: FactSet, MSCI
10
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Global Equities - Valuation

Price to Forward Earnings Ratio – 15 Year History

Source: FactSet
11
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Global Bonds
Sovereign Yield History

Source: FactSet
12
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U.S. Bonds
Yield Curve

Source: FactSet, New York Fed ACM Term Premium
13
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Credit Sectors
Spread History

Source: FactSet
14
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Credit Issuance

Aggressive issuance declined in 2018.
10/31/2018

CCC Issuance Indicator
100%

Oct
Sep
Aug

90%

19.9%
20.2%
20.6%

80%
70%
60%
50%
40%
30%

20%
10%
0%
1987 1989 1991 1993 1995 1997 1999 2001 2003 2005 2007 2009 2011 2013 2015 2017

% of CCC issuers tapping primary mkt (3Mo)

12mo

Source: Bank of America Merrill Lynch New Issue Roundup
15
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Currency Performance

Exchange Rate Index Level

140

170

130

160

120

150

110

140

100

130

90

120

80

110

70
2012

100
2013

2014

2015

USD versus Developed Majors (lhs)

2016

2017

Exchange Rate Index Level

Updated: 11/27/2018

Foreign Exchange Rates

2018

USD versus Emerging Currencies (rhs)

Source: Bloomberg, DXY Index, JPM Emerging Markets Currency Index (Inverted)
16
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Volatility

Source: FactSet, Merrill Lynch MOVE, CBOE VIX, Euro Stoxx 50 VSTOXX
17
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Private Equity

Portfolio Investment Activity
2,250

$8,000

2,000

$6,670

1,750
1,500

$6,308

$6,250

$6,230

$7,150
$1,617

$5,688

$6,000

1,250

750

$1,603

$2,016

$1,907

$1,790

$1,837
$4,000

500
250
0

$2,000

-250

Market Value ($USD)

Cash Flow ($USD)

1,000

-500
-750
$0

-1,000
-1,250

-$1,055
-$1,173

-1,500
-1,750

-$1,404
2013

2014

-$1,551
2015

2016

Capital Calls

Includes 304, 321, 345 and 503 Portfolios

-$1,217

-$1,274

Distributions

2017

2018 YTD

-$2,000

Market Vaule
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Private Real Estate
Portfolio Investment Activity

Note: Net Asset Value does not include the Portfolio level cash holdings.

19
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Co-Investment
Performance Summary
•
•
•
•
•
•

$421 million
invested in 28
companies
$207 million of
Realized Value
$484 million of
remaining Market
Value
$691 million of
Total Value
TVPI: 1.64x
DPI: 0.49x

Above cost: TVPI ≥ 1.20x; At or near cost: 0.9x ≤ TVPI < 1.20x; Below cost: TVPI < 0.9x
Note: Data as of 11/30/18 based on internal figures; Amounts in thousands USD; Data is gross of any expenses
TVPI = (Market Value + Distributions)/Invested Capital
20
DPI = Distributions/Invested Capital
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Economic Outlook
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Global Growth
Broad moderation expected in 2019.
Global Real GDP Forecast (%)
0

1

2

3

4
3.3

World

1.6

2.2

U.S.

2.6
1.9
Europe
1.6
1.0
Japan

1.0
1.0

2.0

5

6

7

8

3.7
3.8
3.6

2.9

2016

2.4

2017
2018

2019

1.7

China
6.2
5.2
BRICS

6.7
6.9
6.6

5.7
5.7
5.6

Source: Bloomberg Consensus

22
Page 128 of 245

Global Inflation

Emerging World inflation to rise as real growth falls in 2019.
Global Inflation Forecast (%)
-0.5

0

0.5
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3.2
3.3
3.3
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0.2
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-0.1
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4

2.5
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1.8
1.7
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0.5
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1.0
1.1
1.6

2.0
2.2

2.4

2.3

BRICS

3.6
2.7

3.0

Source: Bloomberg Consensus
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U.S. Growth

Robust, thanks to the fiscal stimulus...

24
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U.S. Growth

…which fed through to stronger consumption and fiscal spending.

25
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Business Investment: Losing Momentum
Despite the profit windfall from the tax cut.

26
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Residential Investment: Weak
Paused in 2018

27
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Housing Supply

Inventory of new single-family houses is up considerably.
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Survey Data: Positive
Modest growth is likely to continue.
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Labor Market: Tight
More job openings than unemployed.

30
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Wage Pressure: Up
But only modestly.
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Inflation

In the vicinity of FOMC target.

32
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U.S. Government Deficit
Bigger in recent years.

33
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U.S. Government Debt
At 70-year maximum.

34
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Appendix

35
Page 141 of 245

Benchmark Index Performance
Broad decline in returns across asset classes in 2018.
Summary of Returns
October 31, 2018
Benchmark Indices
(% change, annualized)
CTF Benchmark (GOF)
S&P 500
Russell 2000
MSCI ACWI Gross
MSCI ACWI Gross (Local)
MSCI World ex US Equities
MSCI World ex US Equities (Local)
MSCI Emerging Markets
Barclays Capital Govt/Credit
BOFA ML High Yield
Citigroup World Govt Bonds
Citigroup World Govt Bonds (Hedged)

Source: FactSet, SWIB

YTD
-1.7%
3.0%
-0.6%
-3.5%
-1.3%
-9.3%
-5.3%
-15.7%
-2.7%
0.8%
-3.6%
0.2%

1 Yr
0.9%
7.3%
1.9%
0.0%
1.3%
-6.8%
-4.6%
-12.5%
-2.3%
0.9%
-2.1%
0.5%

5 Yr
5.6%
11.3%
8.0%
6.7%
8.6%
1.9%
5.6%
0.8%
1.9%
4.7%
-0.2%
3.0%

10 Yr
8.4%
13.2%
12.4%
10.3%
10.8%
6.8%
7.6%
7.8%
4.1%
11.2%
2.3%
3.5%

10 Yr
Volatility
8.4%
13.5%
18.5%
14.6%
12.2%
16.2%
12.2%
19.5%
3.7%
8.3%
6.4%
3.0%
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Valuation Indicators
Credit spreads and public equity multiples are now closer to long term averages.
Valuation Metric

Valuation
Current
Date

1 Yr

5Yr

10 Yr

All Data

Earliest
Data

10 Year Treasury Yield (%)

Nov-18

3.0

2.9

2.3

2.5

6.2

Jan-62

S&P 500 Forward P/E (NTM)

Nov-18

16.2

16.9

16.9

15.2

16.0

Jan-90

MSCI xUS Forward P/E (NTM)

Nov-18

13.0

14.1

14.9

13.8

13.7

Feb-05

Private Equity Multiple (EBITDA, Large LBO)

Sep-18

10.9

10.9

10.2

9.6

8.7

Jan-94

Real Estate Equity Multiple (1/Yield, Appraisals)

Sep-18

23.2

22.7

21.6

19.3

15.8

Mar-90

Barclays Corp Investment Grade OAS (bps)

Nov-18

135

109

125

165

132

Jun-89

Barclays Corp High Yield OAS (bps)

Nov-18

418

350

437

555

508

Jan-94

US Inflation (%)

Nov-18

2.5

2.5

1.5

1.5

3.8

Jan-62

US Real GDP Growth (%)

Nov-18

3.0

2.8

2.4

1.6

3.1

Dec-61

US Volatility

Nov-18

18.1

15.7

14.9

18.9

19.3

Jan-90

Europe Volatility

Nov-18

18.5

16.2

19.4

23.3

24.0

Jan-99

UK Volatility

Nov-18

17.9

13.3

14.4

17.9

19.2

Jan-00

Japan Volatility

Nov-18

20.6

18.8

21.3

24.0

24.9

Jan-98

US 2018 GDP Growth Forecast: 2.9%
US 2018 CPI Forecast: 2.5%
Source: FactSet, Bloomberg
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Risk Premiums

Premia for equities and high grade bonds are closer to long-term expectations.
Asset Class Yields - Now vs. Neutral
Sources: Barclays, S&P, Federal Reserve, FactSet

16%

13.8%

14%

11.5%

12%

3.4%

1.4%
10%

8.6%

8.4%
8%

7.2%

7.1%
3.0%

5.3%

6%

4.3%
4%

4.2%

1.1%
0.2%
0.9%

1.2%
0.2%
1.1%

2.0%

7.0%

7.0%

4.1%
2.1%
1.3%

2.1%
0.6%

0.9%

0.9%

0.5%
0.9%

2%
2.2%

2.9%

2.9%

2.2%

2.2%

2.9%

2.2%

2.9%

0%
IG
11/15/18

IG
Neutral

Cash

Equity
11/15/18

Term Premium

Equity
Neutral

HY
11/15/18

HY
Neutral

Expected Loss (Avg. Annual Default Rate * 60%)

Caa-C
11/15/18

Caa-C
Neutral

Excess Spread
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STATE OF WISCONSIN INVESTMENT BOARD
Investment Committee Meeting-Open Session
Tuesday, July 24, 2018
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Committee Members Present: David Villa, Chief Investment Officer (Chair)
Scott Anderson, Managing Director-Asset & Risk Allocation (Secretary)
Brian Hellmer, Managing Director-Public Equities
Todd Ludgate, Managing Director-Public Fixed Income
Nick Stanton, Head of Multi-Asset Strategy
Chirag Gandhi, Portfolio Manager-Global Bonds
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital
Brian Heimsoth, Quantitative Manager
Derek Drummond, Funds Alpha Manager
Rochelle Klaskin, Acting Executive Director
Also in Attendance: Shirley Eckes, Chief Operating Officer
Russell Snow, Investment Operations & Fund Accounting Director
Brandon Brickner, Internal Audit Director
Steve Johnson, Technology Director
Phil Tomajko, Private Markets & Hedge Funds Investment
Operations Director
Phil Richards, Performance Director
Edwin Denson, Incoming Managing Director-Asset & Risk Allocation
Teresa Lau, Transaction Legal Services Director
Kate Burkart-Paulson, Assistant Legal Counsel
Brad Gentert, Performance Analyst
Vicki Hearing, Communications Manager
Andrea Ruiz, Portfolio Manager-Liquidity, Inflation & Rates Mgmt.
Mike Shearer, Managing Analyst-Multi-Asset Strategy
Janet Klosterman, Legal Assistant
Chris Levell, NEPC (by telephone)
Eileen Neill, Verus Advisory, Inc. (by telephone)
(Some individuals may have attended only portions of the meeting.)

OPEN SESSION
With a quorum present, David Villa, Chief Investment Officer and Committee Chair, called the
meeting to order at 1:30 p.m. Mr. Villa then introduced Edwin Denson, incoming Managing
Director-Asset & Risk Allocation.
1. Approval of the Minutes
Mr. Villa asked if there were any comments on either the open or closed session minutes of the
June 26, 2018 Investment Committee (IC) meeting. Hearing no comments, Mr. Villa stated that
the Committee could approve both the open and closed session minutes in open session.
1
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Motion: A motion was made by Mr. Ludgate and seconded by Mr. Prestigiacomo to approve both
the open session and the closed session minutes of the June 26, 2018 IC meeting, as presented.
The motion passed unanimously.
2. October Board Workshop Preview
Scott Anderson, Managing Director-Asset & Risk Allocation, reviewed the draft agenda for the
October 9-10, 2018 Board Workshop that was included on pages 8-9 in the meeting materials for
the Committee’s review.
3. Quarterly Performance Review (Q2 2018)
Phil Richards, Performance Director, and Brad Gentert, Performance Analyst, presented the
Performance and Attribution Update – Q2 2018 (best available data as of July 17). A copy of
the report was included on pages 10-17 in the meeting materials. Mr. Gentert reported that
preliminary returns as of June 30, 2018 show (a) the Core Trust Fund (CTF) returned 0.84%
gross of fees in Q2 2018, bringing the year-to-date return to 0.57% and resulting in a year-to-date
excess return of 30 basis points (bps); (b) Private Equity had a significant relative return in Q2,
due to both solid quarterly returns and the currency adjustment to the benchmark; and (c) the
CTF five-year gross of fee return of 7.98% outperformed the Policy Benchmark by 33 bps on an
annualized basis. He provided additional detail and answered questions as he reviewed the
report with the Committee.
4. Asset Allocation Factor Framework
Mr. Villa walked the Committee through the Alternative Allocation Model materials. He discussed
the four drivers of performance and the larger sources of alpha, referencing pages 18 and 19,
respectively, and updated the Committee on the additional research underway regarding the
existing asset allocation and how it compares to investment returns from the past 30 years. He
noted that the results of the research would be discussed with the Board at the October Workshop
or early in 2019.
5. New Instrument Discussion
Nick Stanton, Head of Multi-Asset Strategy, and Mike Shearer, Managing Analyst-Multi-Asset
Strategy, presented the recommendation of the Multi-Asset Team and the New Instrument Strategy
Use Team that SWIB set up the ability to transact Futures contracts using Exchange for Related
Positions (EFRPs). Referring to the proposal on pages 22-24, Mr. Shearer discussed the two
strategy implementations on which the EFRP transactions would initially be concentrated and
noted that the multi-asset team could also use EFRP transactions to obtain more efficient (lower
cost) transactions in several additional strategies, all as described in the proposal. Mr. Shearer
answered questions regarding the strategy, and the Committee discussed SWIB’s operational
readiness and potential risks, as well as how the strategy might be implemented by other asset
classes.
Motion: A motion was made by Ms. Klaskin and seconded by Mr. Hellmer (1) to approve the use
of Exchange for Related Positions (EFRPs) for all asset classes, subject to operational readiness
and legal and compliance review, and (2) to amend the general derivative guidelines of the
Investment Committee WRS Investment Guidelines as necessary to allow the use of EFRPs off2
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exchange as found in the general derivatives guidelines of the Guidelines. The motion passed
unanimously.
6. WRS Investment Guidelines Amendments
Private Markets & Funds Alpha Overage Portfolios
Rochelle Klaskin, Acting Executive Director and Chief Legal Counsel, distributed draft
investment guidelines for new portfolios to be established at the asset class level for private equity,
co-invest, real estate, venture capital, hedge fund, and private debt asset classes to provide for (a)
excess exposure to certain investment ideas where the sizing of the investment requires it to be
held, in part, outside of an individual internal portfolio or (b) hedging transactions using public or
private securities. The portfolios could also be used to express investment strategies and ideas that
would not fit clearly in any of the private markets or funds alpha current portfolios but are attractive
from a risk/return perspective. Ms. Klaskin reviewed the proposal for oversight, benchmarking
and monitoring of the investments, and provided additional details regarding the use of the
portfolios and the investments allowed for each portfolio and answered questions.
Motion: A motion was made by Ms. Klaskin and seconded by Mr. Stanton to approve for
inclusion in the Investment Committee WRS Investment Guidelines the proposed guidelines for
the Private Markets & Funds Alpha Overage Portfolios. The motion passed unanimously.
7. Fixed Income Q2 2018 Update
Todd Ludgate, Managing Director-Fixed Income, presented the Public Fixed Income Q2 2018
Update. A copy of the report was included on pages 26-47 in the meeting materials.
Mr. Ludgate discussed the performance of the Fixed Income Division that includes the Global
Bond Portfolio, Government/Credit Portfolio, and Liquidity, Inflation & Rates Management
portfolios.
Mr. Ludgate highlighted the compliance reports for each portfolio, noting full compliance with
one exception in the Short-Term Credit Portfolio. He explained that the credit quality of
commercial paper (CP) is required to be at least A-2/P-2 per issuer, excluding the unrated
Wisconsin CP program. Mr. Ludgate stated that a piece of CP from a company that had been
downgraded to A-3 by S&P two days prior was purchased on April 25, 2018. The security was
sold immediately upon the Compliance Team’s detection of the purchase the following day. The
LIRM team was also going to determine additional procedures it could put in place to avoid such
future violations. He also noted that there had been a de minimis impact on the portfolio.
8. Public Equities Q2 2018 Update
Brian Hellmer, Managing Director-Public Equities, presented the Public Equities Internal
Management Quarterly Update, included on pages 47-64 in the meeting materials.
Mr. Hellmer reviewed the performance for the Global Sector portfolios and the Small Cap
Diversified portfolio. Mr. Hellmer then reviewed the equity markets outlook on page 53 and
answered questions.

3
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9. Multi-Asset Q2 2018 Update
Mr. Stanton presented the Multi-Asset Internal Management Quarterly Update. A copy of the
report was included on pages 65-70 in the meeting materials.
Mr. Stanton reported that (a) the Global Securities Portfolio (GSP) outperformed the benchmark
by about 20 bps over the second quarter, bringing year-to-date performance to -134 bps, and (b)
the Alpha Portfolio outperformed the benchmark by about 48 bps in the second quarter, bringing
year-to-date performance to -269 bps, and answered questions. He also noted that both
portfolios were in compliance with their guidelines.
Motion: A motion to go into closed session pursuant to § 19.85(1)(e) and § 19.36(5) of the
Wisconsin Statutes to consider confidential strategies for the investment of public funds, including
(1) the active risk profiles of portfolio investments and the Core Trust Fund, (2) specific investment
trades, active risk and proprietary investment strategies in internal portfolios, including in
Exposure Management, Fixed Income, Public Equities, and Multi-Asset Portfolios, and (3) to
review the instruments with specific credit counterparties, was made by Mr. Heimsoth and
seconded by Mr. Ludgate.
The Chair called for a roll call vote.
Anderson-Aye
Hellmer-Aye
Stanton-Aye

Drummond-Aye
Klaskin-Aye
Villa-Aye

Gandhi-Aye
Ludgate-Aye

Heimsoth-Aye
Prestigiacomo-Aye

There being ten ayes and no nays, the Chair declared the motion passed. The Committee then
convened in closed session at 2:37 p.m. and reconvened in open session at 4:13 p.m.
10. Announcement of Committee Actions Relating to Items Taken up in Closed Session
Mr. Villa announced that, while in closed session, the Committee (a) approved a new instrument
for the multi-asset portfolios, (b) reviewed proprietary investment information regarding fixed
income, public equities, multi-asset, and exposure management investments, and (c) reviewed the
total and active risk for the Core and Variable Trust Funds.
11. Soft Risk Parameters
Mr. Villa stated that the report, Soft Risk Parameters-Asset Class and Portfolio, as of June 30,
2018, was included on pages 182-185 in the meeting materials for the Committee’s review. Mr.
Heimsoth noted a new discussion trigger relating to counterparty exposure to a single counterparty
exceeding 5 bps at the Asset Class and Fund Level was actually a diversified pool of counterparties
and as such the Investment Committee determine that no additional action was necessary.
12. Future Meeting Topics
Mr. Villa noted that a summary of standard Investment Committee agenda items and draft agendas
for the September 6, 2018 and September 25, 2018 meetings were included on pages 186-191 of
the meeting materials for the Committee’s review.
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13. Adjournment
Motion: A motion to adjourn the meeting was made by Mr. Heimsoth and seconded by
Mr. Ludgate. The motion passed unanimously, and the meeting adjourned at 4:15 p.m.
Date of Committee Approval: 9/6/2018
Signed:

/ s / Edwin Denson
Edwin Denson
Investment Committee Secretary
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STATE OF WISCONSIN INVESTMENT BOARD
Investment Committee Meeting-Open Session
Thursday, September 6, 2018
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Committee Members Present: David Villa, Chief Investment Officer (Chair)
Chuck Carpenter, Managing Director-Private Markets & Funds
Alpha (Vice-Chair)
Edwin Denson, Managing Director-Asset & Risk Allocation (Secretary)
Brian Hellmer, Managing Director-Public Equities
Todd Ludgate, Managing Director-Public Fixed Income
Nick Stanton, Head of Multi-Asset Strategy
Chirag Gandhi, Portfolio Manager-Global Bonds
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital
Brian Heimsoth, Quantitative Manager
Derek Drummond, Funds Alpha Manager
Rochelle Klaskin, Interim Executive Director
Also in Attendance: Bob Conlin, Trustee
Shirley Eckes, Chief Operating Officer
Russell Snow, Investment Operations & Fund Accounting Director
Steve Johnson, Technology Director
Mike Bress, Chief Financial Officer
Mike Jacobs, Investment Business Director
Lisa Lange, Compliance Counsel
Kate Burkart-Paulson, Assistant Legal Counsel
Sara Chandler, Assistant Legal Counsel
Brad Gentert, Performance Analyst
Trish Reopelle, Managing Analyst-Investment Management
Jon Simon, Managing Analyst-Fixed Income
Kurt Petrie, Internal Auditor
Chris Preisler, Communications Specialist
Janet Klosterman, Legal Assistant
Chris Levell, NEPC (by telephone)
Eileen Neill, Verus Advisory, Inc. (by telephone)
Ali Kazemi, Wilshire Associates, Inc. (by telephone)
Jennifer Wildeman, Aksia (by telephone)
(Some individuals may have attended only portions of the meeting.)

OPEN SESSION
With a quorum present, David Villa, Chief Investment Officer and Committee Chair, called the
meeting to order at 1:33 p.m. Mr. Villa welcomed Edwin Denson, Managing Director-Asset &
Risk Allocation, to the Investment Committee and noted that he has appointed Mr. Denson as the
Committee’s Secretary.
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1. Approval of the Minutes
Mr. Villa asked if there were any comments on either the open or closed session minutes of the
July 24, 2018 Investment Committee (IC) meeting. Hearing no comments, Mr. Villa stated that
the Committee could approve both the open and closed session minutes in open session.
Motion: A motion was made by Mr. Prestigiacomo and seconded by Mr. Heimsoth to approve
both the open session and the closed session minutes of the July 24, 2018 IC meeting, as presented.
The motion passed unanimously.
2. October Board Workshop Preview
Mr. Villa reviewed the draft agenda for the October 9-10, 2018 Board Workshop that was included
on pages 9-10 in the meeting materials for the Committee’s review.
3. Currency Task Force Report
Chirag Gandhi, Portfolio Manager-Global Bonds, referring to the agenda of the August 20, 2018
Currency Task Force meeting included on page 11 in the meeting materials, reported on the
group’s discussion of the year-to-date FX markets, and answered questions.
4. Research Task Force Report
Todd Ludgate, Managing Director-Public Fixed Income, referred to the Research Task Force
Report to Investment Committee, on page 12 in the meeting materials, as he discussed projects
completed over the last twelve months and highlighted the projects in progress and ideas under
consideration. Mr. Ludgate noted that Edwin Denson had joined the Research Task Force.
5. UW System Trust Funds Provisional Benchmarks
Rochelle Klaskin, Interim Executive Director and Chief Legal Counsel, referred to her memo on
page 13 in the meeting materials and noted that on March 27, 2018, the Investment Committee
had approved an asset allocation, investment guidelines and benchmarks for the University of
Wisconsin System Trust Funds (“UW”) Separately Managed Fund.
Eileen Neill, from the Board’s Benchmark Consultant, Verus Advisory, walked the Committee
through the provisional benchmark recommendations for the UW portfolio included in Verus’
memo on pages 14-15 in the meeting materials. The approved benchmark for the legacy private
equity portfolio that UW transferred to SWIB’s management was a Custom Burgiss Universe
weighted by vintage year. Since taking over management of UW’s assets, SWIB staff has
encountered difficulties in applying the previously approved benchmark due to the time lag in
receiving valuations for the private equity funds in the portfolio. This lag resulted in a large
benchmark mismatch that was not attributable to performance.
SWIB staff consulted with StepStone and Verus, and Verus recommended that the benchmark for
the legacy private equity portfolio be revised to the actual portfolio return, effective as of April 1,
2018.
Referring to the second portion of Verus’ memo, Ms. Neill then explained that Verus’ initial
benchmark recommendations for three of the non-U.S. public equities assets classes in the UW
portfolio did not specify whether to use the gross of dividend or net of dividend version of the
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relevant benchmarks. Given that the BlackRock funds in which the UW assets are invested use
benchmarks calculated net of dividends, Verus recommended that SWIB do the same.
Ms. Klaskin also noted that under the Board of Trustees’ benchmark policies, the IC can approve
provisional benchmarks if the benchmark is the only aspect of a new portfolio or a change in
portfolio strategy that requires approval by the Board. All provisional benchmarks must then be
confirmed by the Board prior to the end of the calendar year. In this case, the benchmarks are the
only changes sought with respect to the UW portfolio.
Motion: A motion was made by Ms. Klaskin and seconded by Mr. Carpenter to approve the
recommended (a) private equity portfolio provisional benchmark of the actual portfolio return, and
(b) non-U.S. public equities asset class provisional benchmarks that are calculated net of
dividends, each effective as of April 1, 2018, for the University of Wisconsin System Trust Funds
Separately Managed Fund, as presented and recommended by SWIB’s Benchmark consultant,
Verus Advisory, in its memo dated September 6, 2018 included in the Committee’s materials, and
to modify the State Investment Fund & Separately Managed Funds Investment Policy and
Guidelines accordingly. The motion passed unanimously.
6. Provisional Benchmark for Select Global Equities Sector Portfolios
Ms. Neill presented Verus’ recommendation for provisional benchmarks for the
Telecommunications Services, Information Technology and Consumer Discretionary Global
Equities Sector portfolios to align with upcoming changes to the Global Industry Classification
Standard (GICS) structure. A copy of her memo was included on pages 17-18 in the meeting
materials. The recommendation was to adopt MSCI provisional indices during October and
November before transitioning to MSCI GICS Net Return indices at the beginning of December.
The Committee discussed the benefit to SWIB of implementing these new benchmarks.
Referring to her memo on page 16 in the meeting materials, Ms. Klaskin noted that, as with the
UW benchmark changes, the benchmarks are the only changes sought with respect to the
applicable Global Equities Sector portfolios and therefore the IC can approve these provisional
benchmarks with confirmation by the Board prior to the end of the calendar year.
Motion: A motion was made by Mr. Hellmer and seconded by Mr. Gandhi to approve the
recommended provisional benchmarks for the Telecommunications Services, Information
Technology and Consumer Discretionary Global Equities Sector portfolios of (a) the MSCI
Provisional Indexes – Net Return, effective from October 1, 2018 to November 30, 2018, and
(b) the MSCI GICS Net Return indices, effective December 3, 2018, each as presented and
recommended by SWIB’s benchmark consultant, Verus Advisory, in its memo dated September 6,
2018 included in the Committee’s materials. The motion passed unanimously
7. WRS Investment Committee Investment Guidelines Changes
A. Approved Exchanges for Derivatives Trading
Lisa Lange, Compliance Counsel, reported that the Compliance team determined that the
Approved Exchange list for Derivatives Trading as set forth in the WRS Investment Committee
Investment Guidelines needed to be updated to reflect mergers, acquisitions, name changes and
other reorganizations of approved exchanges since their original approval date. Ms. Lange then
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walked the Committee through her memo and supporting attachments on pages 19-21 in the
meeting materials and facilitated discussion about the proposed procedures for reporting updates
to the list to the IC. The Committee discussed the proposal, and requested that Compliance staff
(1) review and update the list of exchanges quarterly, (2) verify that any future changes to the
approved exchange list as a result of subsequent mergers, acquisitions, name changes and other
reorganizations only be permitted if such exchanges continue to be cleared through a Qualifying
Central Counterparty (QCCP) as verified by Compliance, and (3) on a quarterly basis, provide
notice to the IC if there have been any such changes to the list.
Motion: A motion was made by Mr. Carpenter and seconded by Mr. Heimsoth to approve the
revised “Approved Exchanges for Derivatives Trading” list as set forth in the materials, which is
included as Appendix 1 to the Investment Committee WRS Investment Guidelines (the
“Guidelines”). Further, the Approved Exchanges list may be updated from time-to-time, without
further Investment Committee action or approval, as provided therein and any such updates shall
be deemed “Approved Exchanges” for purposes of the Guidelines, provided that such updated
exchanges continue to clear through a Qualifying Central Counterparty (QCCP) and the
Committee is notified of the change. Further, that Compliance shall report annually to the
Investment Committee on QCCPs approved for Multi-Asset division trading. The motion passed
unanimously.
B. Global Equity/Soft Risk Parameters
Ms. Lange presented proposed revisions to the Soft Risk Parameters for the Global Equity
Portfolios in the WRS Investment Committee Investment Guidelines and facilitated the
Committee’s discussion of the same. She walked the Committee through the proposed changes
and Brian Hellmer, Managing Director-Public Equities, noted that the changes contemplate the
scaled portfolios and will facilitate SWIB’s efforts to roll up the Sector portfolio risk and returns
to an aggregate level while retaining appropriate oversight from the Investment Committee.
Motion: A motion was made by Mr. Heimsoth and seconded by Mr. Ludgate to approve the
proposed changes as provided to the Investment Committee to the equity Soft Risk Parameters
attached as Appendix 2 to the Investment Guidelines. The motion passed unanimously.
C. Asset Risk & Allocation
Ms. Lange presented for the Committee’s consideration revised Rebalancing Procedures proposed
for inclusion in the WRS Investment Committee Investment Guidelines. She facilitated discussion
about the proposed language, intended to document and clarify the Asset Risk & Allocation
division’s procedures for approval of intra-month allocation adjustments.
Motion: A motion was made by Mr. Stanton and seconded by Mr. Gandhi to approve the proposed
addition to the Rebalancing Procedure Investment Guidelines as provided to the Committee to
allow for intra-month allocation adjustments of unallocated fund-level cash and to manage asset
class mis-alignments. The motion passed unanimously.
8. Funds Alpha Q2 2018 Update
Derek Drummond, Funds Alpha Manager, presented the Funds Alpha Q2 2018 Update. A copy
of his report was included in the meeting materials on pages 31-44.
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Mr. Drummond stated that both the Hedge Fund and Beta One portfolios are in compliance with
all strategy weights and ranges. He reviewed the current Economic Value Added (EVA) for each
business line (Hedge Funds, Beta One Equities and Beta One Fixed Income), noting that the three
lines of business totaled almost $20 billion in assets. He then reviewed Q2 performance attribution
for each portfolio, including comparisons to key indices, and discussed the 2018 goals on page 42
in the meeting materials.
9. Private Debt Q2 2018 Update
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital, presented the Private
Debt Portfolio Q2 2018 Update included in the meeting materials on pages 45-51.
Mr. Prestigiacomo reported that, at June 30, 2018, the Private Debt Portfolio characteristics were
similar to Q1 2018. He then reviewed portfolio returns and the loan pipeline and answered
questions. Mr. Prestigiacomo also reported that there are no active watchlist or workout loans and
that the Private Debt portfolio is in compliance with all portfolio guidelines.
10. Credit Task Force Report
Jon Simon, Managing Analyst-Fixed Income, noted that a copy of the agenda for the August 15,
2018 Credit Task Force Meeting was included on page 52 in the meeting materials for the
Committee’s information.
11. Convene in Closed Session
Motion: A motion to go into closed session pursuant to Sections 19.85(1)(e) and 19.36(5) of the
Wisconsin Statutes to consider confidential strategies for the investment of public funds, including
(1) the review of active risk profiles of portfolio investments and the Core Trust Fund, (2) the
review of specific proprietary investment strategies related to venture capital, funds alpha, private
debt, exposure management and the Core Trust Fund, and (3) the review of credit counterparty
exposure, was made by Mr. Carpenter and seconded by Mr. Ludgate.
The Chair called for a roll call vote.
Carpenter-Aye
Heimsoth-Aye
Prestigiacomo-Aye

Denson-Aye
Hellmer-Aye
Stanton-Aye

Drummond-Aye
Klaskin-Aye
Villa-Aye

Gandhi-Aye
Ludgate-Aye

There being eleven ayes and no nays, the Chair declared the motion passed. The Committee then
convened in closed session at 2:45 p.m. and reconvened in open session at 3:43 p.m.
12. Announcement of Committee Actions Relating to Items Taken up in Closed Session
Mr. Villa announced that, while in closed session, the Committee (a) was updated by the Credit
Task Force on counterparty credit risk, (b) reviewed proprietary investment information regarding
venture capital, funds alpha, private debt, and exposure management investments, and (c) reviewed
the total and active risk for the Core and Variable Trust Funds.

5
Page 154 of 245

13. Soft Risk Parameters
Mr. Villa stated that the report, Soft Risk Parameters-Asset Class and Portfolio, as of July 31,
2018, was included on pages 148-151 in the meeting materials for the Committee’s review.
Mr. Heimsoth noted a new discussion trigger relating to the ex-ante tracking error for the MultiAsset Global Securities portfolio. The Committee discussed that the report did not reflect the
expected ex-ante tracking error and determined that no additional action was necessary.
14. Future Meeting Topics
Mr. Villa noted that a summary of standard Investment Committee agenda items and draft agendas
for the September 25, 2018 and October 23, 2018 IC meetings were included on pages 152-157 of
the meeting materials for the Committee’s review.
15. Adjournment
Motion: A motion to adjourn the meeting was made by Mr. Carpenter and seconded by
Mr. Ludgate. The motion passed unanimously, and the meeting adjourned at 3:44 p.m.
Date of Committee Approval: 9/25/2018
Signed:

/s/ Edwin Denson
Edwin Denson
Investment Committee Secretary
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STATE OF WISCONSIN INVESTMENT BOARD
Investment Committee Meeting-Open Session
Tuesday, September 25, 2018
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Committee Members Present: David Villa, Chief Investment Officer (Chair)
Chuck Carpenter, Managing Director-Private Markets & Funds
Alpha (Vice-Chair)
Edwin Denson, Managing Director-Asset & Risk Allocation (Secretary)
Brian Hellmer, Managing Director-Public Equities
Todd Ludgate, Managing Director-Public Fixed Income
Nick Stanton, Head of Multi-Asset Strategy
Chirag Gandhi, Portfolio Manager-Global Bonds
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital
Brian Heimsoth, Quantitative Manager
Derek Drummond, Funds Alpha Manager
Rochelle Klaskin, Interim Executive Director
Also in Attendance: Bob Conlin, Trustee
Shirley Eckes, Chief Operating Officer
Russell Snow, Investment Operations & Fund Accounting Director
Steve Johnson, Technology Director
Mike Jacobs, Investment Business Director
Lisa Lange, Compliance Counsel
Brandon Brickner, Internal Audit Director
Sara Chandler, Assistant Legal Counsel
Bill Luetzow, Assistant Compliance Counsel
Steve Spiekerman, Portfolio Manager-Real Estate
Scott Parrish, Portfolio Manager-Private Equity
Trish Reopelle, Managing Analyst-Investment Management
Jon Simon, Managing Analyst-Fixed Income
Chris Eckerman, Managing Analyst-Private Equity
Phil Richards, Performance Director
Brad Gentert, Performance Analyst
Phil Tomajko, Private Markets & Hedge Funds Investment
Operations Director
Cindy Griffin, Fund Accounting & Private Markets Manager
Heather Dobson, Financial Accountant
Nick Johnson, Financial Accountant
Chris Preisler, Communications Specialist
Janet Klosterman, Legal Assistant
Chris Levell, NEPC
Eileen Neill, Verus Advisory, Inc. (by telephone)
Rose Dean, Wilshire Associates, Inc. (by telephone)
(Some individuals may have attended only portions of the meeting.)
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OPEN SESSION
With a quorum present, David Villa, Chief Investment Officer and Committee Chair, called the
meeting to order at 1:30 p.m.
1. Approval of the Minutes
Mr. Villa asked if there were any comments on either the open or closed session minutes of the
September 6, 2018 Investment Committee (IC) meeting. Hearing no comments, Mr. Villa stated
that the Committee could approve both the open and closed session minutes in open session.
Motion: A motion was made by Mr. Carpenter and seconded by Mr. Prestigiacomo to approve
both the open session and the closed session minutes of the September 6, 2018 IC meeting, as
presented. The motion passed unanimously.
2. October Board Workshop Preview
Mr. Villa noted that a draft agenda for the October 9-10, 2018 Board Workshop was included on
pages 10-12 in the meeting materials for the Committee’s review.
3. Internal Audit Recommendations
Brandon Brickner, Internal Audit Director, reviewed the Open Audit Issues Report as of September
25, 2018 on page 13 in the meeting materials. Mr. Brickner noted that this report was a subset of
the larger Open Audit Issues Report and contained the items most relevant to the Committee. He
noted that (a) the recommendations pertaining to the annual QIR process and notification to
BNYM of WRS guidelines changes have been marked as complete by management, (b) two
private equity recommendations shown as “in progress” will be resolved once the new eFront
system is implemented, and (c) work on the recommendations pertaining to enhanced counterparty
credit risk reporting is subject to resource availability but is on staff’s radar. He added that Asset
& Risk Allocation will in the meantime ensure that soft risk parameters related to credit
counterparty exposure are reported on a monthly basis to the Investment Committee.
4. Fair Value Measurement Review of WRS Investments
Cindy Griffin, Fund Accounting & Private Markets Manager, and Heather Dobson, Financial
Accountant, presented a report entitled Fair Value Measurement Review of WRS Investments. A
copy of the report was included on pages 14-24 in the meeting materials.
Ms. Griffin reminded the Committee that she and Ms. Dobson first reported on this topic last year
in response to the Committee’s desire to better understand valuation risk. She reviewed the
Governmental Accounting Standards Board (GASB) disclosure requirements and discussed how
SWIB’s investments fit into the three levels of fair value hierarchy, as illustrated on page 17. She
reported that at December 31, 2017 (a) level 3 assets in the CTF totaled $2.1 billion, representing
approximately 2% of the CTF (unchanged from 2016), and (b) 64% of level 3 assets in the CTF
are real estate properties. She also discussed other assets that fall under level 3.
Ms. Dobson explained that commingled investments are disclosed separately as investments
measured at net asset value (NAV) and not categorized under the fair value hierarchy. She further
explained that there is no “look through” to investments held in commingled funds.
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Ms. Dobson then walked the Committee through several illustrations of investments measured at
NAV on pages 20-23, noting that SWIB’s investments measured at NAV at December 31, 2017
remain unchanged from 2016 at approximately $33 billion. She explained that many NAV-based
funds hold underlying investments that are classified as level 1 or level 2 and that underlying
pricing information for such funds is timely and easily observed in the marketplace. Other NAVbased funds hold underlying assets that likely fall into level 3, such as real estate and private equity
limited partnerships. Prices for these funds are not as timely and may lag major market
movements. Based on information from SWIB’s hedge fund consultant, an estimated 3.7% of
hedge fund assets would fall into level 3.
Lastly, Ms. Dobson referred to the illustration on page 24 summarizing SWIB’s level 3 and illiquid
NAV investments (which includes private equity and real estate funds), which were estimated at
14.5% of CTF net assets as of December 2017. Ms. Dobson noted that these are investments to
watch during a market downturn, as the prices will likely take a longer time to reflect dramatic
valuation changes.
Mr. Villa concurred with Ms. Dobson’s assessment and commented on the importance of the
Committee’s understanding of the level 1, 2 and 3 assets.
5. Separately Managed Funds Update
Trish Reopelle, Managing Analyst-Investment Management, and Jon Simon, Managing AnalystFixed Income, presented the Separately Managed Funds Q2 2018 Update. A copy of their report
was included on pages 25-36 in the meeting materials.
Ms. Reopelle briefly reviewed the overview of the six funds managed by SWIB other than the
Wisconsin Retirement System (WRS) and the State Investment Fund (SIF), as shown on page 26,
which together comprise approximately $2 billion in assets. These funds include the (a) Injured
Patients & Family Compensation Fund (IPFCF), (b) UW System Long Term Fund, (c) State Life
Insurance Fund (SLIF), (c) Historical Society Endowment Fund; (d) EdVest (Legacy Tuition Unit
Trust Fund); and (e) Local Government Property Insurance Fund (LGIP). She noted that the
Edvest Fund and the LGIP Fund are currently in run-off mode.
Ms. Reopelle provided a brief update on the transition of oversight of the Separately Managed
Funds to the Investment Business Division, noting that Fixed Income staff still perform portfolio
management duties for SLIF and monitor the few remaining bonds in the Edvest Fund. She
highlighted that (a) the UW System Long Term fund was onboarded effective April 1, 2018, (b)
asset allocation discussions are ongoing between NEPC, SWIB, and each of the IPFCF and the
SLIF; and (c) an initiative to develop improved client reporting is underway with account
structures already having been updated and new accounts established to streamline funding flows
and fee payments.
Ms. Reopelle commented on the performance summary as of June 30, 2018 for each fund on page
28 that all funds had outperformed their individual benchmarks for all reported periods over the
last ten years. Ms. Reopelle and Mr. Simon (for the SLIF) then reviewed the investment objective,
current asset allocation and performance attribution for each of the funds as summarized on pages
29-36, and answered questions.
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6. Asset Allocation Update
Chris Levell, NEPC, and Edwin Denson, Managing Director-Asset & Risk Allocation, presented
an Asset Allocation Update, which Mr. Denson explained was in draft format and will be presented
to the Trustees at the October Workshop. A copy of the draft report was included on pages 37-80
in the meeting materials. Mr. Denson explained that he and Mr. Levell would bring a final asset
allocation recommendation back to the IC at the November meeting for the Committee’s review,
approval and recommendation to the Board.
Mr. Levell started by reviewing the leverage update, noting that there is still a benefit to utilizing
leverage though it is less than in 2006. He went on to detail NEPC’s asset allocation
recommendations, as described on page 45 of the meeting materials, to (a) increase Private
Equity/Debt by 1% (from 8% to 9%) from Public Equity, (b) within Public Equity, increase Small
Cap from 2% to 3% and decrease Emerging Markets from 5% to 3%, (c) within Fixed Income,
move Global Bonds to U.S. investment grade and high yield and shift Emerging Market Debt from
majority external to 50/50 external/local currency; (d) increase the ability of the CTF to be more
dynamic by increasing the ability of exposure management to contribute to the existing risk budget
via expansion of the ranges for public asset classes.
Mr. Levell then discussed the asset class risk premia based on NEPC’s 5-7 year return assumptions,
illustrated on page 51 in the meeting materials. He noted that the number of asset classes below
the target return line was indicative of the growing importance of alpha.
Messrs. Levell and Denson then walked the Committee through the Asset Allocation
recommendation on page 68 in the meeting materials, noting the wider ranges for Global Equity
and Fixed Income, which are intended to increase the probability of achieving the CTF’s target
active risk. They also discussed the active return targets and answered questions. Finally, Rochelle
Klaskin, Interim Executive Director, reviewed the governance regarding the asset allocation
approval process described in the WRS Investment Policy, and answered questions.
7. Private Equity Q2 Update
Scott Parrish, Portfolio Manager-Private Equity, presented the Private Equity Quarterly Activity
Report-September 25, 2018. A copy of his report was included in the meeting materials on pages
81-95. Mr. Parrish reported that, as of August 31, 2018, the Private Equity portfolio had a market
value of $7.428 billion (7.3% of the Core Trust Fund (CTF)) and total exposure was $12.4 billion.
He commented that the portfolio was cash flow positive in 2018, with $927 million in contributions
offset by $1.2 billion in distributions.
Mr. Parrish reviewed the portfolio’s diversification by sub-asset class and as compared to the
benchmark. In discussing diversification by industry, he noted an overweight to Information
Technology and an underweight to Energy & Utilities. Finally, Mr. Parrish reviewed the annual
commitment pacing on page 94 in the materials and answered questions.
8. Real Estate Q2 2018 Update
Steve Spiekerman, Portfolio Manager-Real Estate, presented the Real Estate Quarterly Activity
Report-September 25, 2018. A copy of his report was included in the meeting materials on pages
96-108.
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Mr. Spiekerman walked the Committee through the current market illustrations (pages 97-99) that
(a) highlighted the current low return environment with slight advantages for Industrial and
Apartment, (b) compared the Commercial Real Estate (CRE) cap rate spread to borrowing cost
spreads; and (c) provided a historical summary of SWIB’s Real Estate portfolio, including market
value, policy allocation and annual commitments.
Mr. Spiekerman then discussed portfolio returns on page 105, noting that estimated returns through
Q3 2018 are anticipated to be approximately 6.25%, 50 bps higher than the benchmark. He also
noted the particularly strong 5-year net returns for Industrial and Apartment as well as the 5-year
net returns across Core, Value and Opportunistic holdings.
9. Convene in Closed Session
Motion: A motion to go into closed session pursuant to Sections 19.85(1)(e) and 19.36(5) of the
Wisconsin Statutes to (a) consider confidential strategies for the investment of public funds,
including (1) the review of active risk profiles of portfolio investments and the Core Trust Fund,
and (2) the review of specific proprietary investment strategies related to private equity, real estate
and exposure management, and (b) to approve and discuss prior closed sessions minutes that
discuss the same, was made by Mr. Carpenter and seconded by Mr. Ludgate.
The Chair called for a roll call vote.
Carpenter-Aye
Heimsoth-Aye
Stanton-Aye

Denson-Aye
Hellmer-Aye
Villa-Aye

Drummond-Aye
Ludgate-Aye

Gandhi-Aye
Prestigiacomo-Aye

There being ten ayes and no nays, the Chair declared the motion passed. The Committee then
convened in closed session at 3:00 p.m. and reconvened in open session at 3:16 p.m.
Note: Ms. Klaskin returned to the meeting room after the roll call vote.

10. Announcement of Committee Actions Relating to Items Taken up in Closed Session
Mr. Villa announced that, while in closed session, the Committee (a) reviewed proprietary
investment information regarding the Private Equity co-investment strategy and (b) reviewed the
total and active risk for the Core and Variable Trust Funds.
11. Soft Risk Parameters
Mr. Villa stated that the report, Soft Risk Parameters-Asset Class and Portfolio, as of August 31,
2018, was included on pages 157-158 in the meeting materials for the Committee’s review.
Mr. Heimsoth highlighted that (a) changes to the WRS Investment Committee Investment
Guidelines approved at the last meeting to roll the individual sector portfolios up to the Internal
Public Equity Global Sector Aggregate are reflected in this report, and (b) SWIB is now sourcing
tracking error data from MSCI.
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12. Future Meeting Topics
Mr. Villa noted that a summary of standard Investment Committee agenda items and draft agendas
for the October 23, 2018 and November 27, 2018 IC meetings were included on pages 159-164 of
the meeting materials for the Committee’s review.
13. Adjournment
Motion: A motion to adjourn the meeting was made by Mr. Carpenter and seconded by
Mr. Gandhi. The motion passed unanimously, and the meeting adjourned at 3:20 p.m.
Date of Committee Approval: 10/23/2018
Signed:

/ s / Edwin Denson
Edwin Denson
Investment Committee Secretary
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STATE OF WISCONSIN INVESTMENT BOARD
Investment Committee Meeting-Open Session
Tuesday, October 23, 2018
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Committee Members Present: David Villa, Executive Director/Chief Investment Officer (Chair)
Chuck Carpenter, Managing Director-Private Markets & Funds
Alpha (Vice-Chair)
Edwin Denson, Managing Director-Asset & Risk Allocation (Secretary)
Brian Hellmer, Managing Director-Public Equities
Todd Ludgate, Managing Director-Public Fixed Income
Chirag Gandhi, Portfolio Manager-Global Bonds
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital
Brian Heimsoth, Quantitative Manager
Derek Drummond, Funds Alpha Manager
Also in Attendance: Rochelle Klaskin, Deputy Executive Director/Chief Administrative Officer
Shirley Eckes, Chief Operating Officer
Mike Jacobs, Investment Business Director
Lisa Lange, Compliance Counsel
Amanda Murkley, Internal Auditor
Kate Burkart-Paulson, Assistant Legal Counsel
Bill Luetzow, Assistant Compliance Counsel
Trish Reopelle, Managing Analyst-Investment Management
Phil Richards, Performance Director
Brad Gentert, Performance Analyst
Janet Klosterman, Legal Assistant
Chris Levell, NEPC (by telephone)
Eileen Neill, Verus Advisory, Inc. (by telephone)
Rose Dean, Wilshire Associates, Inc. (by telephone)
(Some individuals may have attended only portions of the meeting.)

OPEN SESSION
With a quorum present, David Villa, Executive Director/Chief Investment Officer and
Committee Chair, called the meeting to order at 1:30 p.m.
1. Approval of the Minutes
Mr. Villa asked if there were any comments on either the open or closed session minutes of the
September 25, 2018 Investment Committee (IC) meeting. Hearing no comments, Mr. Villa stated
that the Committee could approve both the open and closed session minutes in open session.
Motion: A motion was made by Mr. Hellmer and seconded by Mr. Prestigiacomo to approve both
the open session and the closed session minutes of the September 25, 2018 IC meeting, as
presented. The motion passed unanimously.
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2. October Board Workshop Debrief
Mr. Villa commented that he was pleased with the October Board Workshop. The Committee
members shared their thoughts about the speakers and began discussing ideas for the 2019 Board
Workshop.
3. Annual Benchmark Presentation
Phil Richards, Performance Director, and Eileen Neill, Verus Advisory, presented a preview of the
results of the process for the Annual Benchmark Review, as outlined in Mr. Richards’ memo on
pages 10-13 in the meeting materials. Mr. Richards walked the Committee through the preliminary
recommendations for adopting or changing the benchmarks for (a) the Alpha overlay strategy,
(b) the Current Return Co-Investment portfolio, (c) the Global Developed Fixed Income portfolio,
and (d) the State Investment Fund.
Mr. Richards then reviewed the provisional benchmarks already approved by the Investment
Committee that will need formal approval by the Benchmark and Performance Committee for
(x) the UW System Trust Funds separate account (private equity and non-US equities) and (y) the
Global Equity Sector portfolio.
Lastly, Mr. Richards discussed a proposed change to the calculation methodology used for the
Private Equity portfolio benchmark to switch the classification methodology from “geographic
location” to “currency denomination” for the purposes of applying the Euro/Dollar return
adjustment.
Ms. Neill stated that a more formal description of the proposals would be outlined in a forthcoming
Verus memorandum and presented again for the Committee’s further review and approval at the
November meeting. Mr. Richards and Ms. Neill then facilitated the discussion by responding to
questions and asking for feedback.
4. Fixed Income Q3 2018 Update
Todd Ludgate, Managing Director-Public Fixed Income, presented the Public Fixed Income
Q3 2018 Update. A copy of the report was included on pages 14-34 in the meeting materials.
Mr. Ludgate discussed the performance of the Public Fixed Income Division including the Global
Bond, Government/Credit, and Liquidity, Inflation & Rates Management portfolios. He also
highlighted the compliance reports for each portfolio, noting full compliance during Q3 for all
portfolios.
Mr. Ludgate walked the Committee through the market outlook illustrations on pages 20-24 and
answered questions.
5. Public Equities Q3 2018 Update
Brian Hellmer, Managing Director-Public Equities, presented the Q3 2018 Public Equities Internal
Management Quarterly Update, included on pages 35-52 in the meeting materials.
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Mr. Hellmer reviewed the performance for the Global Sector and the Small Cap Diversified
portfolios. He noted that the portfolios were in compliance with their guidelines, but that active
risk levels for both portfolios were below the soft risk parameter discussion triggers. Mr. Hellmer
then highlighted the equity markets outlook and illustrations pertaining to valuation levels and
international stock performance on pages 41, 47 and 50, respectively, and answered questions.
6. Convene in Closed Session
Motion: A motion to go into closed session pursuant to Sections 19.85(1)(e) and 19.36(5) of the
Wisconsin Statutes to (a) consider confidential strategies for the investment of public funds,
including (1) the review of active risk profiles of portfolio investments and the Core Trust Fund,
(2) specific investment trades, active risk and proprietary investment strategies in internal
portfolios, including in Exposure Management, Fixed Income and Public Equities, and (3) the
review of credit counterparty information; and (b) to approve and discuss prior closed sessions
minutes that discuss the same, was made by Mr. Carpenter and seconded by Mr. Gandhi.
The Chair called for a roll call vote.
Carpenter-Aye
Gandhi-Aye
Ludgate-Aye

Denson-Aye
Heimsoth-Aye
Prestigiacomo-Aye

Drummond-Aye
Hellmer-Aye
Villa-Aye

There being nine ayes and no nays, the Chair declared the motion passed. The Committee then
convened in closed session at 2:08 p.m. and reconvened in open session at 3:31 p.m.
7. Announcement of Committee Actions Relating to Items Taken up in Closed Session
Mr. Villa announced that, while in closed session, the Committee (a) reviewed proprietary
investment information regarding the exposure management, fixed income and public equities
strategies, (b) reviewed the total and active risk for the Core and Variable Trust Funds,
(c) discussed active risk budget considerations for calendar year 2019, and (d) approved an
amendment to an external manager’s investment guidelines.
8. Soft Risk Parameters
Mr. Villa stated that the report, Soft Risk Parameters-Asset Class and Portfolio, as of
September 30, 2018, was included on pages 163-165 in the meeting materials for the Committee’s
review. Mr. Heimsoth commented that there were no new discussion triggers.
9. Transition Report-Q1 and Q2 2018
Mr. Villa stated that the Transition Report-Q1 and Q2 2018 was included on page 166 in the
meeting materials for the Committee’s review without formal presentation. He noted that
Ms. Reopelle was available to answer questions. There were no questions.
10. Future Meeting Topics
Mr. Villa noted that a summary of standard Investment Committee agenda items and draft agendas
for the November 27, 2018 and December 20, 2018 IC meetings were included on pages 167-172
of the meeting materials for the Committee’s review.
3
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11. Adjournment
Motion: A motion to adjourn the meeting was made by Mr. Carpenter and seconded by
Mr. Ludgate. The motion passed unanimously, and the meeting adjourned at 3:33 p.m.
Date of Committee Approval: 11/27/2018
Signed:

/ s / Edwin Denson
Edwin Denson
Investment Committee Secretary
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I.

INTRODUCTION

The State of Wisconsin Investment Board (“SWIB”) is an independent state agency
responsible for the management and investment of all funds entrusted to it, including
assets of the Wisconsin Retirement System (“WRS”), the State Investment Fund, and
the assets of various other state agencies and programs. In its role as investment
manager for these funds, SWIB is held to a high standard of fiduciary duty by the
Wisconsin Statutes.
SWIB was created by the Wisconsin Legislature for the sole purpose of providing
professional investment management of trusts and public funds under its control
pursuant to the prudent expert standard of fiduciary duty found in Section 25.15(2)
of the Wisconsin Statutes. The Board of Trustees (the “Board” or “Trustees”) has
established the investment policy set forth herein for the WRS, pursuant to a
comprehensive and ongoing evaluation of the appropriate risk and return standards
for the WRS.

This Board of Trustees WRS Investment Policy (“WRS Investment Policy”) is intended
to assist in development of a diversified portfolio of investments, tailored to
accomplish the purpose of the WRS within acceptable risk parameters. This WRS
Investment Policy represents a delegation of standing authority to SWIB staff within
the organization to promote efficient and cost effective operations of the two WRS
trust funds. In addition to the WRS funds managed by SWIB staff, external managers
are used for certain active and passive investment strategies. This document will be
reviewed periodically and updated as necessary by the Board to reflect changes in
SWIB’s investment strategy and to reflect best industry practices for prudent
investors.
Accordingly, the Trustees hereby delegate to the Executive Director/Chief
Investment Officer (“ED/CIO”) and the investment staff of SWIB standing authority
to make prudent investments pursuant to this WRS Investment Policy and to sections
15.02(4) and 25.15(2) of the Wisconsin Statutes and section IB 2.02 of the Wisconsin
Administrative Code. The Executive DirectorED/CIO shall identify and delegate in
writing the individual professional investment staff members who have authority to
manage each of the specific asset classes and internal portfolios and who have
authority to direct, hire, and terminate external managers.

In addition to this WRS Investment Policy, the Trustees have also adopted the State
Investment Fund and Various Funds Investment Policy and Guidelines (“SIF & VF
Investment Policy”) to govern the administration of the other funds that the Board
manages pursuant to the Wisconsin Statutes. Further, the Trustees have delegated to
SWIB’s Investment Committee the establishment and maintenance of guidelines for
the management of internal WRS portfolios and for external managers of WRS assets
pursuant to the Investment Committee Investment Guidelines (“IC Guidelines”). Such
IC Guidelines are hereby delegated to the Investment Committee or investment staff,
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as applicable, as part of the standing authority delegated pursuant to this WRS
Investment Policy and the Investment Committee’s charter approved by the Trustees.
II.

WISCONSIN RETIREMENT SYSTEM

The assets of the WRS constitute a large majority of the total funds invested by SWIB.
The retirement funds are invested globally in both long-term and short-term
investments, across a wide range of asset types and classes. Pursuant to the
Wisconsin Statutes, WRS assets are divided into two funds---a Core Retirement
Investment Trust and a Variable Retirement Investment Trust. The Core Fund is a
broadly diversified, portfolio of stocks, bonds, non-public securities, real estate and
other holdings. The Variable Fund is an equity-focused portfolio primarily invested
in global stocks.
A. Core Retirement Investment Trust (“Core Fund”)

The Core Fund is a pooled fund consisting of the retirement contributions
made by and on behalf of participants in the WRS. Participants include state,
school, and local government employees (with the exception of the City and
County of Milwaukee). All participant contributions are invested in the Core
Fund unless the participant has elected to contribute to the Variable Fund.
(Wis. Stat. § 40.04(7))

B. Variable Retirement Investment Trust (“Variable Fund”)

III.

The Variable Fund, like the Core Fund, is a pooled fund consisting of
retirement contributions made by or on behalf of the participants of the WRS.
An active participant can elect to credit 50% of the total future monthly
retirement contributions made by or on behalf of the participant to the
Variable Fund, with the balance going to the Core Fund. The purpose of the
Variable Fund is to permit participants to increase their exposure to the public
equity stock marketmarkets beyond the allocation to public equities in the
Core Fund. However, unlike the Core Fund, the Variable Fund does not
enjoypursue diversification across a variety of different asset classes and
could be subject to greater volatility of earnings. (Wis. Stat. § 25.17(5))
STATEMENT OF PURPOSE AND INVESTMENT PHILOSOPHY

This WRS Investment Policy is intended to summarize the fundamental investment
objectives, philosophies, and directives relative to the implementation and oversight
of the investment of the WRS assets managed by SWIB. Key areas are elaborated upon
and general investment guidelines are articulated. The WRS Investment Policy is
intended to provide an outline of the common and critical components of successful
administration of a large pool of public assets. Supplemental policies and guidelines
pertaining to derivatives use, rebalancing assets, and portfolio-specific guidelines are
2
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set forth within the IC Guidelines maintained and approved by SWIB’s Investment
Committee.
A. Broad Investment Objectives

SWIB’s overall objectives in managing WRS assets are:
1.

To maximize long-term investment returns with a prudent level of risk to
ensure that sufficient funds are available to meet pension fund obligations;

3.

To comply with all applicable fiduciary and legal standards.

2.

To seek aggregate returns in excess of the Core Fund’s and Variable Fund’s
benchmarks over all cumulative time periods constructed with a prudent
level of risk; and

B. Key Investment Philosophies
1.
2.
3.

4.

5.
6.

Investment returns are a function of risk; thus, losses are inevitable. The
optimal SWIB strategic asset allocation policy should reflect a probability of
losses that areis consistent with SWIB’s investment return expectations.
Asset classes and sub-asset classes are broadly defined to gain exposure to
the entire investable opportunity set and capture the greatest depth of
available investment opportunities to the extent they offer a risk-return
trade-off commensurate with the SWIB’s return objectives and risk tolerance.

Through quantitative asset/liability modeling and qualitative evaluation, an
appropriate strategic asset allocation mix can be selected. Application of a
rebalancing regimen after allowing a predetermined amount of “drift” around
targets effectively contains allocation risk and can add value by enforcing an
efficient allocation at the asset class level.
A well-diversified asset mix in the Core Fund historically has been a favorable
position for meeting long-term objectives, recognizing that strategies will not
always appear to add value over shorter time frames. It is essential to hold to
the investment program during difficult times, and the diversified asset mix
should mitigate the impact of negative market environments.

Including an allocation to passive investments within major asset classes is a
relatively efficient way to provide benchmark returns, adjust risk within the
overall fund, provide a liquid and low cost pool of assets, and facilitate timely
fund rebalancing.
Positive returns can be gained from active management and supplement the
returns earned from the allocation to passive investments. Over the long
term, active management can add value beyond market-neutral benchmarks
at the asset class, sector, and security levels by exploiting market
inefficiencies and their resulting valuation opportunities.
3
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7.

Risk management and performance benchmarking are integral to the entire
investment process. SWIB manages and monitors risk at multiple levels. The
primary risk resulting from WRS drawdowns is lower dividend annuities and
higher employee and employer contributions. Fund-level absolute and
relative return volatility are other key risks that affect the WRS.

8.

Ex-ante (forecasted) and ex-post (actual) total fund risk, and component
contributions to risk, are assessed and considered in the structuring of the
investment program and monitored by SWIB staff.
Performance
benchmarking compares actual investment results to expected results.

9.

10.

IV.

Fund and portfolio results are most appropriately measured against
investable market indices, representing neutral, or passive, market positions.
Peer comparisons are fraught with difficulties due to differences in liability
structure, investment style, risk preferences, and inconsistencies over time
and are generally used as secondary comparisons. Results are evaluated on
the basis of investment return as well as return for the level of assumed risk.
Cost optimization is a component of investment results, and costs are
optimized through lower-cost internal management, external fee
negotiations, and a focus on net performance. Maintenance of an internal
team of investment professionals is an appropriate strategy to optimize costs
and retain better control of the assets compared to outsourcing asset
management. When SWIB does use external managers, it negotiates
competitive fee arrangements that are driven by pay for performance
metrics.

RESPONSIBILITIES

SWIB’s investment responsibilities break down into these primary areas:
A. Setting the Asset Allocation and Investment Strategy
B. Asset Allocation Rebalancing

C. Establishing the Active Risk Target

D. Risk Monitoring and Compliance; Waivers

E. Investment Performance Monitoring and Benchmarking
F. Cost Management and Optimization

The roles for each of SWIB’s fiduciaries with respect to these responsibilities are
outlined in Section V.
A. Setting the Asset Allocation and Investment Strategy

The SWIB Trustees undertake an in-depth review of the strategic asset allocation plan
for the WRS every other year, including asset/liability modeling, to determine a
4
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suitable target allocation for each asset class included in the Core Fund and the
Variable Fund (subject to the statutory restrictions of the Variable Fund). These
reviews contemplate a long-term time horizon over which potential results are
evaluated. This exercise is not an attempt to predict short-term market movements,
but to better understand the long-term impacts of poor, normal, and above average
market results. In the “off year” of the two-year cycle, structural asset allocation
adjustments and other funding initiatives are considered. In addition to the potential
future market impact, SWIB Trustees also contemplate the impact of actuarial
analysis, the soundness of investment return and risk expectations, and the asset
allocation policies of its peers.

The recommended asset allocation targets are approved on an annual basis in the
asset allocation memorandum attached to this WRS Investment Policy as Appendix 1.
Each year upon approval by the Board, Appendix 1 shall be updated without
amendment to this WRS Investment Policy. The recommended asset allocation
targets and Trustee-approved financial leverage (for the Core Fund) constitute the
policy portfolio for each of the Core Fund and Variable Fund (each the “Policy
Portfolio”).

Portfolios within each of the approved asset classes will be structured in a manner
that attempts to effectively cover the universe represented by appropriate
benchmarks and provide adequate flexibility to deviate from the benchmarks to
generate active returns by taking active risk. This is accomplished through the active
risk budgeting process approved by the Investment Committee for each asset class.
Index funds and actively managed portfolios will be combined in a manner that
attempts to accomplish desired performance objectives within acceptable risk
parameters.
B. Asset Allocation Rebalancing

When a major liquid asset class (i.e., Total Public Equities, Total Public Fixed Income)
exceeds its target allocation by +/-4% of public market assets as of, or Inflation
Sensitive Assets) falls outside of a rebalance range approved annually by the Board,
as reflected in Appendix 1, as of a month end, a mandatory rebalancing will be
initiated. A rebalancing task force, consisting of the Chief Investment Officer
(CIO)ED/CIO, Managing Director of Asset and Risk Allocation (ARA), and the
managing directors (or heads of) of each major asset class, will review and approve
the mandatory rebalancing. In a mandatory rebalancing, an asset class in excess of
its target will be adjusted to a level recommended by the ED/CIO and Managing
Director of ARA so that the asset class is returned to a level within its target allocation
range.
The ED/CIO and Managing Director of ARA may also from time to time initiate
discretionary rebalancing pursuant to procedures described in the IC Guidelines to
use or reduce active risk or to minimize asset allocation drift from the Policy Portfolio.
Whenever a rebalancing is triggered (mandatory or discretionary), a plan will be
5
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developed whereby specific dollar amounts will be considered for movement based
on the degree of the over/underweight, liquidity characteristics, and current market
conditions.

WRS asset allocations will be reviewed at least monthly for potential rebalancing.
When feasible, index funds may also be used to facilitate rebalancing to minimize
opportunity and trading costs. Derivative securities may be used to implement
adjustments. When active portfolios are used in a rebalance, portfolio managers will
be consulted and included in the process.
C. Establishing the Active Risk Target

As part of the strategic asset allocation, the Trustees approve a fund level active risk
target for the WRS. Active risk represents a measurement of the added risk of actively
investing the assets rather than replicating the benchmark to achieve returns beyond
market returns. The active risk target for the Core Fund is 120 bps +/- 60 bps. The
active risk target for the Variable Fund is 60 bps +/- 30 bps. Guidelines for individual
portfolios will be constructed so that the aggregate risk of the portfolios is within the
range established for the fund level risk objective. The Investment Committee
approves an active risk budget that allocates the active risk target to the Core Trust
Fund’s portfolios and monitors the allocation of active risk.
D. Risk Monitoring and Compliance; Waivers

Risk is a consideration and factor in the management of the WRS assets, and risk is
considered throughout the investment process from asset allocation to performance
evaluation. SWIB’s risk management policy is detailed in Section VI.

The ARA Division will also measure soft risk parameters established by the IC
Guidelines for asset classes and portfolios. Soft risk parameters refer to desired
characteristics and/or risk exposures. Investment staff are permitted to deviate from
soft risk parameters in pursuit of excess return. However, anything outside of the soft
risk parameters will be discussed with the Investment Committee to determine
whether the exposure should be maintained. All such Investment Committee
discussions will be documented in the Investment Committee’s meeting minutes.

Portfolio managers are responsible for the compliance of their portfolios with this
WRS Investment Policy, IC Guidelines, as well as the Wisconsin Statutes and
Administrative Code. SWIB’s Compliance Officerdivision will review portfolios and
asset classes monthly for compliance with investment guidelines. Portfolios out of
compliance with guidelines will be brought into compliance immediately, or a plan
for doing so or a waiver will be discussed and approved by the ED/CIO and Executive
Director pursuant to the IC Guidelines. Violations and the status of any remediation
plans or waivers will be discussed at the next scheduled Enterprise Risk and
Compliance Committee meeting and reported to the Investment Committee, and
documented in the minutes for such meetings.
6
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E. Investment Performance Monitoring and Benchmarking

The Trustees will review investment performance at least quarterly. Performance
reviews will be conducted compared to the benchmarks approved by the Trustees.
Quarterly results will be evaluated to review progress toward longer term objectives.
It is understood that there are likely to be intermittent periods when portfolio
performance deviates from market indexes. During such times, comparisons with
specific peer groups also will be considered.
A third-party performance
benchmarking consultant analyzes SWIB’s performance in comparison to its peers,
and the Trustees shall review such analysis quarterly.
F. Cost Management and Optimization

Costs reduce investment returns. SWIB is committed to managing the WRS in a
prudent and cost-efficient manner. Retaining internal investment management of a
significant amount of SWIB assets is key to managing costs efficiently. External
management fees are negotiated to ensure that manager interests are aligned with
SWIB and that SWIB’s net performance is optimized. Fees for all individual vendors
and external managers are reported to Trustees for their review by SWIB
management on a quarterly basis. A third-party cost benchmarking consultant is
retained by SWIB management to analyze SWIB’s costs in comparison to peers and
the net of cost value-added given the level of risk taken.
V.

ROLES AND RESPONSIBILITIES OF SWIB FIDUCIARIES

The following section provides the delineation of roles and responsibilities among
SWIB’s fiduciaries. Each employee of SWIB also has a definitive job description which
describes all of the employee’s specific job responsibilities, and the Trustees have a
governance manual that outlines all responsibilities for the Trustees. This section
supplements both. Below, the primary investment management responsibilities as
they relate to each person’s fiduciary obligations are highlighted for purposes of
defining those fiduciary obligations and where the roles are distinctive and where
they overlap.
Trustees

SWIB Trustees are fiduciaries of the WRS. Trustees are responsible for the overall
professional investment management of the assets entrusted to them under
Wisconsin state law. Trustees must manage the investment of trust assets pursuant
to the prudent expert standard as set forth in Section 25.15(2) of the Wisconsin
Statutes. The Trustees have the following investment responsibilities:
•
•

Establish and approve this WRS Investment Policy
Review and approve:

7
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o asset allocation for the Policy Portfolio as recommended by the Board’s
Asset Allocation Consultant, Investment Committee, Executive
Director, ED/CIO, and Managing Director, ARA

o sub-asset class allocation policy for public equities and public fixed
income asset classes
o the mandatory rebalancing trigger for major asset classes

o the total fund absolute risk exposure through approving the asset
allocation policy and active risk target
o total fund policy-level financial leverage (as established by the asset
allocation)
o

total fund active risk target and range

o total fund, asset class and portfolio performance benchmarks, as
recommended by the Board’s Benchmark Committee and Benchmark
Consultant
o incentive compensation payments based on investment performance,
as recommended by the Board’s Compensation Committee
•
•

o SWIB’s total cost of management budget, as recommended by the
Board’s Audit and Finance Committee

Delegate the establishment and approval of portfolio-specific investment
guidelines to the Investment Committee through the IC Guidelines

Through updates and reports provided at board meetings, monitor and be
informed of:
o investment performance and risk metrics of the WRS

o investment performance against a simplified reference portfolio used
to evaluate the efficacy of the Policy Portfolio’s complexity and
diversification
o significant investment strategy and processes and infrastructure
implemented to enable them
o spending on investment activities

•

o approved actions and recommendations arising out of Board
Committees and the Investment Committee

Approve the Investment Committee Charter

Executive Director/Chief Investment Officer

The Executive DirectorED/CIO assists the Trustees in meeting their fiduciary and
statutory duties by monitoring issues and trends and making recommendations to
8
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the Trustees. The ED/CIO is also responsible for establishing investment strategy,
investment priorities, achieving investment performance targets and managing the
associated investment risks. In addition to the overall management of the agency and
duties prescribed by statute, the Executive DirectorED/CIO has the following
investment responsibilities:
•
•
•
•
•
•
•
•
•

With the CIO, implementsImplements the investment strategy approved by
the Board Trustees
Develops, identifies and leads strategic investment initiatives to enable SWIB’s
investment strategy
With the CIO, identifies for the BoardIdentifies and reports issues or risks
related to the investment policy or strategy to the Board

Leads the organization and evaluates its performance against its annual
objectives
Leads the SWIB executive management team and organization,Management
Council and evaluates their performance
Leads the investment staff and evaluates their performance

Serves as Chairperson of the Investment Committee and sets the Investment
Committee agenda
Reports the business of the Investment Committee to the BoardTrustees and
presents quarterly market trends and other macroeconomic conditions
Recommends, with the CIO and Managing Director, ARA, the WRS Policy
Portfolio to the Trustees and Investment Committee and the Board

Chief Investment Officer (CIO)

The CIO is responsible for establishing investment strategy, investment priorities,
achieving investment performance targets and managing the associated investment
risks. The CIO has the following investment responsibilities:
•

•

•

Designs and approves the implementation of the Policy Portfolio approved by
the TrusteesBoard and by doing so sets overall investment direction,
strategies and priorities for each asset class
Determines the implementation of the Policy Portfolio set by the Board by
approving the allocation between:
o active versus passive management, and
o internal versus external management

Approves the portfolios established or eliminated in each internal asset class
9
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•
•
•
•
•

•
•
•
•
•
•
•
•

•

•

Reviews each investment division’s strategy prior to its presentation to, and
approval by, the Investment Committee
Approves the monthly asset allocation memo which details the movement of
assets across all portfolios
Approves the implementation of mandatory and discretionary rebalancing

Approves investment portfolio commitments at varying thresholds for private
markets and funds alpha (PMFA) investments

Develops, with the Managing Director, ARA and Managing Director (or head)
of each asset class, the appropriate active risk target for each asset class and
the active risk budget prior to its presentation to, and approval by, the
Investment Committee
Manages and monitors risk at both the total fund and asset class level

Develops, recommends, and approves exposure management implementation
strategies pursuant to the IC Guidelines
Approves all internal strategies for achieving fund level financial leverage

Monitors and manages liquidity risk and approves the implementation of
internal leverage strategies
Approves all new derivatives counterparties

Collaborates with the Deputy Executive Director and Chief Human Resources
Officerdivision regarding talent acquisition, development and retention

Ensures the appropriate implementation of the incentive compensation
program approved by the TrusteesBoard
Ensures that Implements prudent investment processes are implemented and
works with the Section 25.167 CIO to monitor investment staff compliance
with investment policies and guidelines
Ensures, with the Section 25.167 CIO, that adequate internal controls and risk
management measures areoperating procedures have been developed and
implemented that are intended to ensure that investment policies and
guidelines are followed

Ensures financial reporting is accurate and transparent, with the Section
25.167 CIO, that investments are completely and accurately reported on all
management and financial reports and that any information requested by the
Board is provided on a timely basis

10
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Management Council

The Management Council was established by the Board as an advisory council to
assist the ED/CIO in leading the organization. It consists of the ED/CIO, the Deputy
Executive Director/Chief Administrative Officer, the Agency Business Director, the
Chief Technology & Operations Officer and a representative of the investment
management staff appointed by the ED/CIO for a six-month term.
•
•
•

Assists the ED/CIO in implementing SWIB’s investment strategy

Assists the ED/CIO in developing, identifying and leading key initiatives to
enable SWIB’s investment strategy
Assists the ED/CIO in identifying and reporting issues or risks related to the
investment policy or strategy to the Board

Section 25.167 CIO

The Section 25.167 CIO is an investment management staff member designated by
the ED/CIO to assist with the fulfillment of certain statutory duties. The ED/CIO
retains oversight of those responsibilities delegated to the Section 25.167 CIO, which
include the following:
•
•
•

Monitors activities of the investment staff for compliance with investment
policies and guidelines
Develops and implements operating procedures that are intended to ensure
that investment policies and guidelines are followed

Ensures that investments are completely and accurately reported on all
management and financial reports and that any information requested by the
Board is provided on a timely basis

Investment Committee

The Investment Committee provides oversight of SWIB’s investments within the
parameters established by the Board. The Investment Committee is comprised of the
Executive Director, ED/CIO, Managing Director of ARA, the Managing Director or head
of each major asset class in which SWIB invests, a Private Markets Portfolio Manager
appointed by the ED/CIO, and three investment staff members appointed by the
ED/CIO. The Investment Committee has the following investment responsibilities
which are also outlined in its charter approved by the Board:
•

•

Establishes and approves the IC Guidelines, which includes portfolio-level
guidelines for all internally managed portfolios
Fulfills the duties and purposes set forth in its charter approved by the
Trustees
11
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•

Reviews and Approves:

o the active risk budget, and the Net Economic Value Added, for the Core
Fund and Variable Fund
o the investment strategy for each division

o passive external manager guidelines and waivers therefrom
•

o the use of new investment instruments or initiatives, including
derivatives and leverage, in all SWIB portfolios

Reviews and Monitors:

o implementation of active risk budget

o soft risk parameters for all internal portfolios

o strategies and trades in the exposure management portfolios and the
over and underweights to asset and sub-asset classes
•

o sources of absolute and active risk through regular review of monthly
risk reports

Reviews and Recommends to the Trustees:

o any proposed changes to this WRS Investment Policy

o the annual asset allocation plan and strategies and any proposed
changes during the year

•
•

o annual benchmark recommendations from Board’s Benchmark
Consultant

Sets the procedures for rebalancing included in the IC Guidelines

Delegates approval for active external managers’ guidelines to the PMFA
Division

Managing Director, Asset and Risk Allocation (ARA)

The Managing Director, ARA maintains the quantitative analysis and research that
supports the policy allocation of capital and risk. The Managing Director, ARA has
the following investment responsibilities:
•

•

Recommends with the ED/CIO, Executive Director, and the Board’s Asset
Allocation Consultant the WRS Policy Portfolio to the Trustees and Investment
Committee
Heads the rebalancing task force to consider and approve the implementation
of mandatory and discretionary rebalancing and coordinates rebalancing and
monthly cash flow activities
12
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•

•
•
•
•

•

Directs, in consultation with the ED/CIO, the internally managed portfolios to
modify their risk profile based on changes in the capital markets and total
policy risk

Develops, recommends, and approves exposure management implementation
strategies pursuant to the IC Guidelines
Manages the passive external manager relationships

Oversees risk monitoring for the WRS and ensures risk management measures
are implemented
Determines appropriate contingency plans and risk mitigation actions for
stressed market environments or when Core Fund or Variable Fund risk levels
exceed expectations

In conjunction with the ED/CIO, monitors and manages liquidity risk and
implements internal leverage strategies

Managing Directors and Division Heads

The primary responsibility of each managing director and division head is to develop
an overall divisional strategy and assure that the portfolios within the division are
successfully managed. The managing directors and division heads have the following
responsibilities:
•
•
•
•
•
•
•
•
•

Report quarterly to the Board regarding performance and market trends

In collaboration with the ED/CIO, determine an efficient and achievable
division strategy
Review and approve the implementation of mandatory and discretionary
rebalancing

Implement and monitor the division’s strategy, and, as applicable, approve
investment recommendations for the PMFA division
Report annually to the Investment Committee and Board regarding the
division’s strategy (may be delegated to Investment Managers as applicable)

Monitor risk and performance of the division

Assure compliance with all investment policies, guidelines and risk controls
Manage, and evaluate performance of, employees within the division

Manage and implement improvements to the investment analysis process for
and asset management within each portfolio within each division

13
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Investment Portfolio Managers and Managing Analysts (“Investment Managers”)

The primary responsibility of each Investment Manager is to invest assets in
accordance with written guidelines established by the Investment Committee and in
accordance with the policies and guidelines established by the Trustees. The
Investment Managers have the following responsibilities:
•
•
•

•
•

Manage the portfolios in accordance with the guidelines and objectives
contained within IC Guidelines
Develop and present asset class strategy for Investment Committee approval

Exercise full investment discretion with respect to the purchase, sale and
ongoing management of assets within their respective guidelines to achieve
established objectives subject to direction from the ED/CIO and Managing
Director, ARA regarding appropriate risk levels
Implement active risk budgets

Manage and monitor drawdown levels and implement risk drawdown
controls

Board Consultants with Investment Responsibilities
Asset Allocation Consultant
•
•

Annually, conduct analysis and evaluation of SWIB’s asset allocation plan and
provide SWIB staff and Trustees with any recommendations for adjustments

Every two years, present full review of asset-liability modeling process, results
and recommendations for strategic asset allocation targets for the Core and
Variable Trust Funds to SWIB staff and Trustees and coordinate with
Wisconsin Department of Employee Trust Funds’ actuaries to ascertain the
liabilities of the WRS

Benchmark Consultants
•

•

Annually, and throughout the year as necessary, review any staffrecommended or necessary changes to existing benchmarks and
makebenchmark changes or benchmark changes resulting from updates to the
asset allocation or investment strategy changes. Make a recommendation
regarding any modifications or updates to any benchmarks or new provisional
benchmarks to the Investment Committee, and Benchmark Committee and
Board of Trustees to continue existing benchmarks or to make changes .
Every three to five years, conduct a comprehensive benchmark review of all.
Align benchmarks employed by SWIB and recommend to the Benchmark
Committee and Trustees appropriate benchmarks for use in performance
measurement of the total fund, respective asset classes and portfoliosto the
investment strategies and asset allocation. Consider staff-recommended
14
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benchmark changes. Make a recommendation regarding any modifications or
updates to any benchmarks to the Investment Committee and Benchmark
Committee.

External Manager Oversight ConsultantStaff Consultants
•

•

•

VI.

Provide written quarterly performance and risk analysis, of SWIB’s external
managers and report the results of such analysis annually to the
TrusteesPursuant to the Board Consultant Services Policy, SWIB staff hire
consultants for the Private Equity, Real Estate, Hedge Fund and Beta One
Portfolios. These consultants may be terminated by the Board. These
consultants make recommendations in accordance with the SWIB Investment
Committee WRS Investment Guidelines.

ProvideStaff consultants provide updates to SWIB investment staff regarding
developments involving any of SWIB’s public market external
managersinvestments and provide commentary regarding impacts of such
changes, including advice and recommendations to SWIB investment staff
concerning public market external manager heightened review status and
terminationthe impacts of such developments.
Staff consultants meet once a year with the Board’s Strategic Planning and
Corporate Governance Committee to report on their view of the applicable
WRS portfolio and present relevant market commentary.
TOTAL FUND INVESTMENT RISK MANAGEMENT POLICY

A. Introduction

Risk is a consideration and factor in the management of the WRS assets, and risk is
considered throughout the investment process from asset allocation to performance
evaluation. Risk management is integral to SWIB’s investment processes and is
guided by this Policy. However, risk evolves through time as markets and investment
strategies change. SWIB also strives to evolve its risk monitoring to better analyze,
measure, quantify, and report risks over time.
B. Risk Management Philosophy

Risk must be taken to achieve sufficient returns to meet financial obligations for the
various funds under the purview of SWIB. Risk is viewed from multiple perspectives.
It is most commonly viewed as the loss of capital or of not meeting objectives within
the designated time frame. It is deconstructed between systematic (i.e., market) and
unsystematic, or specific risk, at the total fund, asset class and portfoliosportfolio
levels. The sources and types of risk inherent in any strategy are evaluated and
acknowledged prior to implementation. However, even with the most sophisticated
risk measurement techniques, extreme events cannot easily be measured in advance.
15
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Accordingly, risk models may only provide limited predictive qualities but should
provide investment professionals opportunities to test and challenge investment
strategies and assumptions prior to implementation. Post implementation,
investment risks are managed, measured, and monitored at all relevant levels.
Benchmarking is employed to determine whether risks taken achieve expected
rewards.
C. Risk Management Objectives

The primary investment risk SWIB seeks to manage is drawdowns to the Core Fund
and Variable Fund that could cause reduction in participant dividends, create
volatility in contributions from both employers and employees, or cause the WRS to
be less then fully funded. SWIB’s investment strategy is designed to take intentional
risk, called active risk, and achieve investment results commensurate with the levels
of risk taken. Expectations for active return earned per unit of active risk taken are
set and monitored for all portfolios. A risk budgeting approach will be employed to
set active risk targets for each asset class structure. Unintended risk due to asset
allocation drift or other factors is to be minimized where feasible from an
implementation and cost perspective. Risk will be managed through implementation
of investment guidelines, multiple approaches to diversification, and investment risk
analyses and measurement. Pursuant to SWIB’s statutory fiduciary standard under
Section 25.15(2)(b) SWIB shall “diversify investments to minimize the risk of large
losses, unless under the circumstances it is clearly prudent not to do so.”
Diversification is a significant tool to manage risk.
Risks that are assessed generally will include (but are not limited to):

1. Market risk: risk of drawdowns or swings in volatility
2. Valuation risk: trending towards or reaching extremes (e.g., historically wide
credit spreads), pricing integrity
3. Event risk: e.g., sovereign downgrade, Lehman bankruptcy, Asian currency
crisis, etc.
4. Liquidity risk: ability to quickly raise funds to support leveraged and synthetic
exposures, asset/liability mismatch
5. Counterparty risk: risk of counterparty defaulting or otherwise not meeting
their obligation to SWIB
6. Operational risk: risk of failure in risk measurement/monitoring processes,
systems or personnel responsible for managing and/or monitoring risk
exposures

D. Risk Measurement

The ARA Division will measure investment risk using multiple metrics on both an
absolute and relative basis at all relevant levels (i.e. total fund, asset class and
portfolio level). In addition, downside risk metrics identified through stress testing
and scenario analyses will be employed. Financial and economic analysis will also be
16

Page 183 of 245

undertaken to better understand the current and potential risks of non-public
markets.
E. Risk Monitoring and Reporting

The Investment Committee will monitor investment risk to evaluate sources of risk,
and changes to sources of risk, on a regular basis. In particular, regular stress testing
and scenario analysis by the ARA Division enables SWIB to identify potential
weaknesses, or ‘tail risks’, in the investment program given extreme market
environments that have occurred in the past. Risk monitoring will be conducted on
both an absolute and relative risk basis. Assets that cannot be readily modeled will
be subject to unique review process to better ascertain the risks. Reports will be
assembled and reviewed by SWIB’s Investment Committee at least quarterly and will
generally include summaries of key risk exposures and risk attribution and
summaries of stress test and scenario analyses results.
F. Risk Mitigation

SWIB’s strategic asset allocation reflects SWIB’s philosophy that market risks must
be taken to ensure sufficient asset growth to meet SWIB’s financial obligations.
However, SWIB is cognizant of the fact that large drawdowns can significantly
negatively impact funded status and future contributions. Thus, SWIB has adopted
drawdown risk controls for internally managed, public markets strategies, which
comprise the majority of SWIB’s assets. The controls call for instituting action to
adjust the risk of a portfolio if the portfolio’s benchmark relative returns fall below a
pre-specified downside trigger. Appropriate mitigating actions would be deployed at
either the portfolio level or the Core Trust Fund Level.
G. Risk Resources

VII.

SWIB is committed to conducting periodic assessments of its analytic and personnel
risk resources to ensure that SWIB maintains adequate tools and skills to sufficiently
support a robust risk management framework.
GENERAL INVESTMENT GUIDELINES

The following compulsory guidelines are applicable to all internally managed
portfolios. Individual portfolio guidelines are included in the IC Guidelines.
1.
2.

All investment decisions are subject to all applicable federal and state
statutes and administrative rules and are subject to the prudent expert
fiduciary standard as set forth in Wis. Stat. § 25.15(2).
SWIB shall attempt to invest in organizations that adhere to prevailing
local and national laws and generally accepted standards of conduct
including the respect of human rights (Wis. Admin. Code s. IB 2.02 (7)).
SWIB will exercise its fiduciary duty to vote all proxies pursuant to its
17
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3.

ownership in publicly held companies in accordance with the Board’s
Corporate Governance Policy.
Portfolios may utilize cash instruments or derivatives in their investment
strategy. All investments used will be subjected to the risk analysis and
monitoring processes at the portfolio, asset class and fund levels.

18
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APPENDIX 1

ASSET ALLOCATION
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I.

INTRODUCTION

The State of Wisconsin Investment Board (“SWIB”) is an independent state agency
responsible for the management and investment of all funds entrusted to it, including assets
of the Wisconsin Retirement System (“WRS”), the State Investment Fund (“SIF”), and the
assets of additional state agencies and programs (“Separately Managed Funds”). In its role
as investment manager for these funds, SWIB is held to a high standard of fiduciary duty by
the Wisconsin Statutes.

SWIB was created by the Wisconsin Legislature for the sole purpose of providing
professional investment management of trusts and public funds under its control pursuant
to the prudent expert standard of fiduciary duty found in Section 25.15(2) of the Wisconsin
Statutes. The Board of Trustees (the “Board” or “Trustees”) has adopted this Investment
Policy and Investment Guidelines for the State Investment Fund and Separately Managed
Funds (“SIF & SMF Investment Policy”).

This SIF & SMF Investment Policy represents a delegation of standing authority to SWIB
investment staff to promote efficient and cost effective operations of the SIF and Separately
Managed Funds. In addition to this delegated authority to SWIB staff, external managers may
also be used for certain active and passive investment strategies for the SIF or Separately
Managed Funds.
Accordingly, the Trustees hereby delegate to the Executive Director/Chief Investment
Officer (“ED/CIO”) and the investment staff of SWIB standing authority to make prudent
investments pursuant to this SIF & SMF Investment Policy and to sections 15.02(4) and
25.15(2) of the Wisconsin Statutes and section IB 2.02 of the Wisconsin Administrative Code.
The Executive DirectorED/CIO shall identify and delegate in writing the SWIB staff members
who have authority to manage the SIF and Separately Managed Funds and who have
authority to direct, hire, and terminate external managers.

SWIB investment staff assigned to the Separately Managed Funds also have the authority to
set investment guidelines for external managers of Separately Managed Funds assets.
II.

FUNDS UNDER MANAGEMENT

The State Investment Fund

The SIF is a short-term investment pool of the cash balances of various state agencies and
trusts, certain WRS fund cash balances, and numerous local governmental bodies that elect
to participate in the SIF through the Local Government Investment Pool. The SIF functions
as the state's cash management fund. By pooling idle cash balances of the WRS, all state funds
and a large number of municipalities, the SIF provides all participants in the fund with
competitive rates of return and enhanced liquidity. The stated objectives of the SIF in order
of priority are to provide safety of principal, liquidity, and competitive rates of return. The
SIF is invested primarily in obligations of the U.S. Government and its agencies, and high
quality commercial bank and corporate debt obligations. (Wis. Stat. § § 25.14(5),
25.17(3)(b), (ba), (bd) and (dg))
1
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Separately Managed Funds

SWIB also manages Separately Managed Funds as authorized by statute: the Injured Patients
and Families Compensation Fund, the UW System Trust Funds, the State Life Insurance Fund,
the State Historical Society Trust Fund, the Tuition Trust Fund, and the Local Government
Property Insurance Fund. Separate objectives, policies, and guidelines apply to investment
of the assets in each fund. They are managed in accordance with risk and investment
parameters determined to be appropriate for achieving the purpose of each fund and subject
to the specific statutory authority provided for the fund. (Wis. Stat. §§ 24.61(2)(c), 25.15(1),
and 25.17)
III.

STATEMENT OF PURPOSE AND INVESTMENT PHILOSOPHY

This SIF & SMF Investment Policy is intended to summarize the fundamental investment
objectives, philosophies, and directives relative to the investment and oversight of the assets
managed by SWIB on behalf of the SIF and Separately Managed Funds.
A. Broad Investment Objectives

1.
SWIB’s overall objective in managing the SIF and Separately Managed Funds
is to achieve investment returns that meet or exceed each fund’s respective
benchmark over all cumulative time periods constructed with a prudent level of risk;
and
2.

To comply with all applicable fiduciary and legal standards.

1.

Investment returns are a function of risk; thus, losses are inevitable.

B. Key Investment Philosophies

2.
Asset classes are broadly defined to gain exposure to the entire investable
opportunity set and capture the greatest depth of available investment opportunities
to the extent they offer a risk-return trade-off commensurate with the respective
fund’s return objectives and risk tolerance.

3.
Including an allocation to passive investments can provide an efficient way to
provide benchmark returns, adjust risk within the overall fund, provide a liquid and
low cost pool of assets, and facilitate timely fund rebalancing.
4.
Risk management and performance benchmarking are integral to the entire
investment process. SWIB manages and monitors risk at multiple levels. Performance
benchmarking compares actual investment results to expected results.
5.
Cost optimization is a component of investment results, and costs are
contained through lower-cost internal management, external fee negotiations, and a
focus on net performance.

2
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IV.

RESPONSIBILITIES

SWIB’s investment responsibilities for the SIF and Separately Managed Funds break down
into these primary areas:
A. Setting the Asset Allocation and Investment Strategy
B. Risk Monitoring and Compliance; Waivers

C. Investment Performance Monitoring and Benchmarking
D. Cost Optimization

The roles for each of SWIB fiduciaries with respect to these responsibilities specific to the
SIF and the Separately Managed Funds are outlined in Section V.
A. Setting the Asset Allocation

The SWIB Trustees approve the Separately Managed Funds asset allocation based on the
specific statutes that govern the investments in the SIF and Separately Managed Funds,
based on the investment objectives for each respective fund, and information provided to
SWIB by the SIF and Separately Managed Funds regarding each fund’s liabilities. The
respective asset allocation for each fund is set forth in the investment guidelines for the SIF
and Separately Managed Funds contained herein. Unless the guidelines contained herein for
the SIF or the Separately Managed Funds indicate otherwise, if a major public asset class
exceeds its target allocation by more than 4%, a rebalancing will be initiated. Discretionary
rebalancing may also occur from time to time as determined by the investment staff assigned
to the Separately Managed Funds. In a rebalancing, an asset class that exceeds its target will
be returned to its target allocation range.
B. Risk Monitoring and Compliance; Waivers

Risk is a consideration and factor in the management of the SIF and Separately Managed
Funds assets, and risk is considered throughout the investment process. Portfolio managers
assigned to the SIF and Separately Managed Funds are responsible for the compliance of
their portfolios with this SIF & SMF Investment Policy as well as the Wisconsin Statutes and
Wisconsin Administrative Code. Portfolios out of compliance with guidelines will be brought
into compliance immediately, or a plan for doing so or waiver will be discussed and approved
by the Chief Investment Officer (CIO) and Executive DirectorED/CIO. Violations and the
status of any remediation plans or waivers will be discussed at the next scheduled Enterprise
Risk and Compliance Committee meeting and reported in the meeting’s minutes.
C. Investment Performance Monitoring and Benchmarking

The Trustees will review the SIF and Separately Managed Funds’ investment performance
quarterly compared to the benchmarks approved by the Trustees.

3

Page 191 of 245

D. Cost Management

Costs reduce investment returns. SWIB is committed to managing the SIF and Separately
Managed Funds in a prudent and cost-efficient manner. Any applicable external
management fees are negotiated to ensure that manager interests are aligned with the SIF
and Separately Managed Funds and that the SIF and Separately Managed Funds net
performance is optimized. Passive index management is employed where feasible to also
contain costs.
V.

ROLES AND RESPONSIBILITIES OF SWIB FIDUCIARIES

The following section provides the delineation of roles and responsibilities among SWIB’s
fiduciaries. Below, the primary investment management responsibilities for each group as
they relate specifically to the SIF and Separately Managed Funds are highlighted 1:
Trustees

SWIB Trustees are fiduciaries of the SIF and Separately Managed Funds. Trustees are
responsible for the overall professional investment management of the assets entrusted to
them under Wisconsin state law. Trustees must manage the investment of the SIF and
Separately Managed Funds’ assets pursuant to the prudent expert standard as set forth in
Section 25.15(2) of the Wisconsin Statutes. The Trustees have the following investment
responsibilities specific to the SIF and Separately Managed Funds:
•

•

Establish and approve this SIF & SMF Investment Policy
Review and approve:

o the investment guidelines for the SIF and the Separately Managed Funds,
which includes the asset allocation for each respective fund.

•

o the benchmarks for the SIF and Separately Managed Funds, as recommended
by the Board’s Benchmark Committee and Benchmark Consultant

Through updates and reports provided at board meetings, monitor and be informed
of:
o investment performance and risk metrics of the SIF and Separately Managed
Funds

o spending on investment activities

Executive Director/Chief Investment Officer

The Executive DirectorED/CIO assists the Trustees in meeting their fiduciary and statutory
duties by monitoring issues and trends and making recommendations to the Trustees. The
ED/CIO is also responsible for establishing investment strategy, investment priorities,
achieving investment performance targets and managing the associated investment risks. In
addition to the overall management of the agency and duties prescribed by statute, the
1 General investment responsibilities are also contained in the SWIB Board of Trustees WRS Investment Policy.
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Executive DirectorED/CIO has the following investment responsibilities specific to the SIF
and Separately Managed Funds:
•
•
•

•

With the CIO, implementsImplements the SIF & SMF Investment Policy approved by
the TrusteesBoard

With the CIO, identifiesIdentifies for the Board issues or risks related to the SIF and
Separately Managed Funds
Ensures, with the Section 25.167 CIO, that adequate internal controls and risk
management measures are implementedoperating procedures have been developed
and implemented that are intended to ensure that investment policies and guidelines
are followed
Works with the CIO to ensureEnsures adherence tothat prudent investment
processes are implemented and works with the Section 25.167 CIO to monitor
investment staff compliance with investment policies and guidelines

Chief Investment Officer (CIO)

The CIO is responsible for establishing investment strategy, investment priorities, achieving
investment performance targets and managing the associated investment risks. The CIO has
the following investment responsibilities specific to the SIF and Separately Managed Funds:
•

•

•
•

Sets overall investment direction, strategies and priorities for the SIF and Separately
Managed Funds
Determines implementation of the respective funds’ investment policies set by the
Board by approving the allocation between:
o active versus passive management, and
o internal versus external management

Identifies and reports to the Executive Director issues or risks related to the SIF or
Separately Managed Funds that should be reported to the Board

Ensures, with the Section 25.167 CIO, that investments are completely and accurately
reported on all management and financial reports and that any information requested
by the Board is provided on a timely basis

Section 25.167 CIO

The Section 25.167 CIO is an investment management staff member designated by the
ED/CIO to assist with the fulfillment of certain statutory duties. The ED/CIO retains
oversight of those responsibilities delegated to the Section 25.167 CIO, which include the
following:
•
•

Monitors activities of the investment staff for compliance with investment policies
and guidelines
Develops and implements operating procedures that are intended to ensure that
investment policies and guidelines are followed
5
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•

Ensures that investments are completely and accurately reported on all management
and financial reports and that any information requested by the Board is provided on
a timely basis

Investment Committee

The Investment Committee provides oversight of SWIB’s investments within the parameters
established by the Board. The Investment Committee has the following investment
responsibilities specific to the SIF and Separately Managed Funds:
•

•

Reviews performance and investment objectives:
o quarterly, for the SIF

o annually, for the Separately Managed Funds

Reviews and recommends to the Trustees

o any proposed changes to this SIF & SMF Investment Policy

o any proposed changes to the SIF’s or Separately Managed Funds’ guidelines

o any annual benchmark recommendations for the SIF and Separately Managed
Funds from the Board’s benchmark consultant

Investment Portfolio Managers and Managing Analysts
•
•

•

•

VI.

Manage the portfolios in accordance with the guidelines and objectives contained
within this SIF & SMF Investment Policy and assure compliance with the same
Report the Separately Managed Funds’ performance to the Investment Committee
and applicable state agencies that are the beneficiaries or administers the respective
fund

Exercise full investment discretion with respect to the purchase, sale and ongoing
management of assets within their respective guidelines to achieve established
investment objectives

Manage and monitor investment risks, drawdown levels and implement risk
drawdown controls

GENERAL INVESTMENT GUIDELINES
The following guidelines are applicable to SIF and Separately Managed Funds’ portfolios
managed internally by SWIB in addition to the other guidelines contained in this SIF & SMF
Investment Policy for each respective portfolio. For portfolios or assets that are externally
managed the guidelines set for that external manager shall apply and control, except that #1
below shall also be applicable to all external managers.
1.

All investment decisions and investment instruments are subject to applicable
federal and state statutes and administrative rules for the SIF and Separately
6
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2.
3.
4.

5.
6.

7.

8.
9.

10.

Managed Funds and to the prudent expert fiduciary standard as set forth in Wis.
Stat. § 25.15(2), unless otherwise provided for by statute.

Exposure limits and credit quality exposure limits are to be applied at the time of
purchase. Unless otherwise indicated, “value” shall mean market value including
un-invested cash.

Credit quality rating requirements refer to an entire rating level, e.g., “A or better”
includes “A-” and better ratings. The lower of split ratings is used. Investment
grade securities are those rated “BBB-” or better (or the equivalent rating agency
rating).
Fixed income securities backed by the full faith and credit of the U.S. government
will be classified as U.S. government securities for purposes of these guidelines.

Any sovereign debt obligation in which SWIB invests must be rated “B3/B-” or
above, unless otherwise approved in advance by the Investment Committee based
on its guidelines for individual business case determinations.
Public equity investments in markets designated as “developed” or “emerging”
are investments in entities that are incorporated or organized in countries
included in the MSCI World Index or the MSCI Emerging Market Index,
respectively. Public fixed income investments in markets designated as
“developed” or “emerging” are investments in the debt of countries (or of
companies incorporated or organized in countries) included in the Citigroup
World Government Bond Index or the JP Morgan Emerging Markets Diversified
Index, respectively

The SIF and Separately Managed Funds are measured against benchmarks
approved by the Board. Current benchmarks are listed in the portfolio guidelines
contained within. When new benchmarks are approved by the Board or modified
by the Board, these benchmarks will be shall be updated without amendment to
thesethis SIF & SMF Investment Policy.

Exposure limits and credit quality exposure limits are to be applied at the time of
purchase. Unless otherwise indicated, “value” shall mean market value including
un-invested cash.

Public equity investments in markets designated as “developed” or “emerging”
are investments in entities that are incorporated or organized in countries
included in the MSCI World Index or the MSCI Emerging Market Index,
respectively. Public fixed income investments in markets designated as
“developed” or “emerging” are investments in the debt of countries (or of
companies incorporated or organized in countries) included in the Citigroup
World Government Bond Index or the JP Morgan Emerging Markets Diversified
Index, respectively.
Portfolios may utilize cash instruments or derivatives in their investment
strategy. All investments used will be subjected to the risk analysis and
monitoring processes.
7
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11.

SWIB shall attempt to invest in organizations that adhere to prevailing local and
national laws and generally accepted standards of conduct including the respect
of human rights (Wis. Admin. Code s. IB 2.02 (7)).

8
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Description:

Investment Objectives:
1.
2.
3.

STATE INVESTMENT FUND
(Wis. Stat. § 25.14)

The State Investment Fund (SIF) is the investment vehicle for
cash and short-term investments of various state and local
government funds, including that portion of the Core Fund and
the Variable Fund.
In order of importance:

Safety of principal
Liquidity
Competitive money market returns as defined by a benchmark of 80% 3-month TBills/20% 1-month CD yield.

Investment Guidelines (maturity, issuer and credit quality exposure limits are to be applied at
the time of purchase):
ASSET ALLOCATION

(Percent of Portfolio at Par Value)

Treasuries, Agencies, Repurchase Agreements
(Gov’t/Agency Collateral), and FDIC Insured
Bank Deposits

50-100%

Commercial Paper and Corporate Notes

0-30%

Yankee/Euro Certificates of Deposit/Time
Deposits (U.S. Dollars)

0-10%

Certificates of Deposit/Time Deposits

0-30%

Benchmark: 80% T-Bill (90-day) + 20% CD (30-day)

9
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MATURITY GUIDELINES
(Maximum)

The portfolio weighted average maturity will not exceed one year, consistent with portfolio
purpose and objectives. Maturity of floating rate securities shall be based on interest rate
reset dates except as specified below.
The following maturity limits shall apply to each instrument.
Repurchase Agreement Gov’t/Agency Collateral

10 years

Commercial Paper

270 days

Treasuries and Agencies
Corporate Notes

5 years
1 year

Certificates of Deposit/Time Deposits

Wisconsin Certificate of Deposit Program

Marketable Certificates of Deposit/Time Deposits

Yankee/Euro Certificates of Deposit/Time Deposits
Reverse Repurchase Agreements

3 years
1 year
1 year
1 day

CREDIT QUALITY / ISSUER EXPOSURE
(Maximum Size at Par Value)

The maximum exposure for each issuer/guarantor shall be in the aggregate (unless specified
as per issue) as follows and the minimum credit ratings for each
issuer/guarantor/counterparty are as specified. The minimum rating shall be the lowest in
the event of a split rating.
Repurchase Agreements (Gov’t/Agency Collateral):

Each Counterparty Up To:

U.S. Treasury Bills and U.S. Agency Discount Notes

No limit

Counterparty is the Core Trust Fund
Counterparty has at least A rating
Counterparty has at least BBB rating
Counterparty is unrated but has parent with at least BBB rating
Counterparty is unrated or below investment grade
U.S. Treasury Notes (per issue)

10

$3 billion
$1 billion
$600 million
$500 million
$0
$500 million
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U.S. Agency Notes (per issue)

$250 million

A1+, P1 Rated Commercial Paper with Long-Term Rating of AA
by S&P or Aa by Moody’s

$75 million

A1+, P1 Rated Commercial Paper with Long-Term Rating of
AAA by S&P or Aaa by Moody’s
Commercial Paper with at least 2 of the following 3 ratings:
A1+, P1 or F1+

Commercial Paper with at least 2 of the following 3 ratings: A1,
P1 or F1
AAA Rated Corporate Notes with maturity of 180 days or less

AAA Rated Corporate Notes with maturity of greater than 180
days
AA Rated Corporate Notes with maturity of 180 days or less

AA Rated Corporate Notes with maturity of greater than 180
days
Bank Instruments Rated aaa by Fitch, AAA by S&P or Aaa by
Moody’s
Bank Instruments Rated aa by Fitch, AA by S&P or Aa by
Moody’s

Bank Instruments Rated a by Fitch, A by S&P or A by Moody’s
Wisconsin Certificate of Deposit Program – individual bank
(unless a higher limit from another category applies)
Bank Deposits

$100 million

$50 million
$25 million

$100 million
$50 million
$50 million
$25 million

$100 million
$50 million
$25 million

$10 million or 3% of
assets, whichever is less
Up to the amount
guaranteed by the FDIC

Reverse Repurchase Agreements

$200 million

Make any other legal investment that is specifically approved by the Trustees.

11
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SIF WISCONSIN CERTIFICATE OF DEPOSIT (CD) PROGRAM

Up to $500 million may be invested in Wisconsin banks subject to the following guidelines:

1.
2.
3.

The bank qualifies for FDIC “pass-through” insurance.
The total dollar amount invested by SWIB in the CD’s of any individual bank shall not
exceed the lesser of $10,000,000 or three (3%) percent of reported assets of the
individual bank.
The maturity limit for a CD in the program shall be not greater than 3 years.

12
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STATE HISTORICAL SOCIETY TRUST FUND
(Wis. Stat. § 25.17(3)(c))

Description: The State Historical Society Trust Fund supports current and anticipated
initiatives and operations of the Society through the generation of current income as well as
longer-term capital growth. The Society is responsible for administering the operations of
the Fund, and the fund’s securities are invested by SWIB. The Historical Society policy
permits annual expenditures of up to 5% of the market value of the fund (calculated using a
three-year rolling average) for purposes determined by the Historical Society Board of
Curators.

Investment Objective:
To maintain a diversified portfolio of high quality publicly
issued equities and fixed income obligations providing long-term growth in capital and
income generation.
Investment Guidelines (exposure limits are to be applied at the time of purchase):
1.

2.

3.
4.
5.

6.

The bond portfolio shall maintain a minimum quality rating of “A-,” using the lower
of split ratings
Non-Investment Grade securities shall not exceed 5% of the fund

No single issuer shall constitute more than 5% of the fund, with the exception of the
US Government and its agencies
Equity issues with market capitalization < $500 million shall not exceed 10% of the
market value of the equity portfolio

Notwithstanding the above requirements, investments may be made in index funds
that are benchmarked against the Russell 3000 Index, the Russell 2000 Index, the
Russell 1000 Index, the Bloomberg Barclays Intermediate Government Index, the
Barclays Intermediate Credit Index, the Bloomberg Barclays Long Government Index
and the Bloomberg Barclays Long Credit Index
Make any other legal investment that is specifically approved by the Board

13
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Asset Allocation, Benchmarks and Rebalancing

The Fund’s target allocation and benchmark shall be:
Target

Range

Asset Class

20.7% to 25.3%

Fixed Income

75%

71.25% to 78.75%

2%

0% to 2%

23%

Equities
Cash

Benchmark

Russell 3000 Index

Bloomberg Barclays Capital
Government/Credit Index

80% T-Bills (90-Day)/20% CD (30 Day)

Upon request by the State Historical Society, a cash balance of approximately $150,000 to
$250,000 shall be maintained and will be replenished if requested by the State Historical
Society when the cash balance falls below $150,000 as of any calendar quarter end.

The asset allocation of fund investments shall be reviewed at the end of each quarter. If the
allocation by asset class is off of the above targets by more than + or – 10% for fixed income
or + or – 5% for equities, assets will be systematically rebalanced back to the target
allocation.

14
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STATE LIFE INSURANCE FUND
(Wis. Stat. § 604.05 and 607)

Description: The State Life Insurance Fund offers low cost life insurance protection to
Wisconsin residents in amounts not exceeding $10,000 per person. The State Office of the
Commissioner of Insurance is responsible for administering the operations of the State Life
Insurance Fund. The fund’s securities are maintained by SWIB.
Investment Objective:
To maintain a diversified portfolio of high quality publicly
issued fixed income obligations that will preserve principal, maximize income while
minimizing costs to policyholders, and approximate the expected life of the Fund’s insurance
contracts. Surplus income from the Fund is used to minimize the cost of insurance to the
Fund’s policyholders.
Investment Guidelines (exposure limits are to be applied at the time of purchase)
1.

2.

3.

4.
5.

6.

7.

8.
9.

Portfolio is to be invested in publicly traded U.S. dollar denominated instruments, including
government, agency, corporate and Yankee securities (private placements purchased prior
to January, 2003 may remain in the portfolio). Issuers outside of the United States and
Canada shall not exceed 2% of the fund
Direct obligations of foreign governments shall not exceed 1% of the fund

The portfolio shall maintain a minimum quality rating from a national rating agency of “A-,”
using the lower of split ratings
Portfolio weighted average maturity, including cash, shall be a minimum of 10 years
Non-investment grade securities shall not exceed 5% of the fund

No single issuer shall constitute more than 5% of the fund, with the exception of the U.S.
government and its agencies

Notwithstanding the above requirements, investments may be made in index funds that are
benchmarked against the Bloomberg Barclays Intermediate Government Index, the
Bloomberg Barclays Intermediate Credit Index, the Bloomberg Barclays Long Government
Index and the Bloomberg Barclays Long Credit Index

May invest up to 5% of the fund in securities not otherwise permitted by these guidelines and
not specifically prohibited by statute
Make any other legal investment that is specifically approved by the Board

Asset Allocation and Benchmarks:
Asset Class

Allocation

Cash

0%

Fixed Income

100%

Permitted
Benchmark
Range
100%-98% Duration neutral using Bloomberg Barclays
Capital Gov’t Credit Intermediate and Long
Term Index
0%-2%
80% T-Bills (90-Day)/20% CD (30 Day)
15
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INJURED PATIENTS AND FAMILIES COMPENSATION FUND
(Wis. Stat. § 655.27)
STATEMENT OF INVESTMENT POLICY

(Injured Patients and Families Compensation Fund)

INTRODUCTION
The following document represents the investment objectives, policies, guidelines and
review procedures for the Injured Patients and Families Compensation Fund.

The Injured Patients and Families Compensation Fund (the “Fund”) was created by Chapter
655 of the Wisconsin Statutes to provide excess medical malpractice coverage for Wisconsin
health care providers and to compensate injured claimants. This statement was developed
recognizing the liability conditions of the Injured Patients and Families Compensation Fund
and the importance of the performance of the capital markets providing investment returns
to assist in securing the solvency and integrity of the Fund.
This Injured Patients and Families Compensation Fund Statement of SIF & SMF Investment
Policy serves the following purposes:
1.

Provides written documentation of the expectations for the investment program of
the Fund.

3.

Outlines criteria and procedures for the ongoing evaluation of the Fund investment.

2.
4.

Establishes objectives and guidelines for the investment of the Fund assets which are
consistent with the Fund’s stated purpose.
Provides a communication vehicle for the investment manager(s).

The descriptions below outline the content of the following five sections.

Section I - Delegation of Responsibilities - The section will list the primary responsibilities of
various parties related to the Fund.

Section II - Investment Objectives - The Fund expects to receive results from the investment

manager(s) that are consistent with the policies included herein. This section outlines the
specific objectives established for each asset category and for the total portfolio, including
portfolio and fund benchmarks. These objectives will provide a basis for evaluating the
effectiveness of the investment program over time.

Section III - Investment Policy - The principal components of policy are asset mix or the

percentage of assets invested in various classes of securities and the fund rebalancing policy.

16
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Section IV - Investment Guidelines - These are the specific parameters within which the

Fund’s investment manager(s) should operate in executing the SIF & SMF Investment Policy
and making specific security selection decisions.

Section V - Review Procedures - Review procedures generally identify the review process
relative to SIF & SMF Investment Policy, investment performance and investment
management.
I. DELEGATION OF RESPONSIBILITIES
(Injured Patients and Families Compensation Fund)

The Wisconsin State Statutes establish responsibilities for the Board of Governors and for
the State of Wisconsin Investment Board (SWIB). The responsibilities of the Board of
Governors relate to the management of the Fund liabilities and setting cash flow
requirements. SWIB’s responsibility is to manage the Fund’s assets to meet the maturity and
liquidity needs established by the Board of Governors.
Responsibilities of the Board of Governors
•
•

•

•
•
•
•
•
•

Handles overall administrative management of the Fund [s. 655.27 (2)];
May contract out for services necessary for operation of the Fund, through the
Office of the Commissioner of Insurance (OCI) [s. 655.27 (2)];
o The contractor may hire legal counsel if approved by the Board of Governors;
o The contractor may subcontract its duties;
OCI has interpreted the Board of Governors’ contracting authority as limited to
claim services [Ins. 17.29, Wis. Admin. Code];
o The contracted claims servicing agent’s duties include reporting on claims,
establishing reserves, subcontracting for annuity payments, investigating
claims, negotiating settlements, preparing reports as requested by OCI or the
Board of Governors, and making recommendations on filing appeals;
Recommends health care provider fees to be set by OCI [s. 655.7 (3)];
Is responsible for overseeing and reporting on Fund accounting [s. 655.27 (4)];
Must submit a report to SWIB and DOA quarterly that projects cash flow needs of
the Fund [s. 655.27 (4) (e)];
With approval of OCI, may arrange reinsurance or pursue other loss funding
management to preserve solvency and integrity of the Fund [s. 655.27 (4) (g)];
Must approve settlements of claims against the Fund [s. 655.27 (5) (c)];
Appoints a council to oversee peer reviews on claims paid by the Fund [s. 655.275
(2)].

Responsibilities of the State of Wisconsin Investment Board
•

Is required to invest moneys in the Fund [s. 655.27 (4) (e)];
17
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•
•
•
•
•
•
•

Has “exclusive control of the investment” of the Fund [s. 25.17 (1) (intro) and
(kp)];
Must determine what investments will meet the needs of the Fund (i.e., establish
asset allocation policies), as reported by the Board of Governors, including
maturity and liquidity needs [s. 655.27 (4) (e)];
Must perform its duties in accordance with the prudent expert fiduciary standards
[s. 25.15(2)];
May retain investment counsel or advisers to assist in matters relating to its
investment authority for the Fund [s. 25.18 (1) (a)];
May contract with outside managers for investment of assets in the Fund [s. 25.18
(2) (e)];
May set standards for and monitor such managers in accordance with its fiduciary
duty [s. 25.18 (2) (e)]; and
Shall comply with the statutory investment authority granted with respect to the
Fund and pursuant to Section 25.17(3) may invest in any loans, securities, and
any investments authorized by Section 620.22 and all investments permitted by
Section 25.17(4)[ss. 25.17(2)(a), 25.17(3), 25.17(4)].

Responsibilities of the External Investment Manager

SWIB may manage the Fund assets with internal staff or may hire external money
managers for certain asset classes. Individual firms with money management
responsibility shall:
1.

Comply with any applicable legislative or regulatory requirements.

3.

Exercise full investment discretion within the policies and standards included herein
as to buy, hold and sell decisions for all assets under management.

2.

Manage Fund assets under their control in accordance with the policy, objectives and
guidelines included in this Statement of SIF & SMF Investment Policy for the Fund,
and in accordance with their specific agreements with SWIB.

Responsibilities of the Finance, Audit, and Investment Committee

The Board of Governors has delegated certain oversight responsibility to its Finance, Audit,
and Investment Committee.
1.
2.
3.

Provide SWIB with maturity and liquidity information on the Fund to assist in the
establishment of asset allocation targets.
Receive reports from SWIB regarding asset performance and asset class levels.

Hire an investment consultant to assist the Committee and Board of Governors as
necessary.
18
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II. INVESTMENT OBJECTIVES
(Injured Patients and Families Compensation Fund)
The primary objective of the investment managers, with respect to the Fund assets, is to
manage the assets of the Fund for the benefit of the Fund participants and claimants as set
forth in Section 655.27(1) and Section 655.27(6) of the Wisconsin Statutes, through prudent
investment management.

A secondary objective is to provide a balance between capital appreciation, preservation of
capital, and current income. An emphasis is placed on preservation of capital and current
income. Risk is viewed principally as the long-term erosion of aggregate capital. To
minimize the probability of substantial loss of principal over the investment horizon, an
emphasis is placed on minimizing portfolio volatility before seeking substantial capital
growth.
Benchmarks are established for the Fund as well as asset classes and subclasses.
Performance of the Fund, asset class or asset subclass is measured with reference to the
applicable benchmark.

Fund

Target
Allocation
83%
12.75%
2.25%
2%

Asset Class
Fixed Income

Index/Benchmark
Bloomberg Barclays Capital
Government/Credit
Russell 3000
MSCI World ex-U.S.
80% T-Bills (90-Day)/20% CD (30 Day)

U.S. Equities
International Equities
Cash 1

Portfolios
Fixed Income
U.S. Equities
International Equity
Cash

Index/Benchmark
Bloomberg Barclays Capital Government/Credit
Russell 3000
MSCI World ex U.S.
80% T-Bill (three month)/20% CD (one month)

III. INVESTMENT POLICY
(Injured Patients and Families Compensation Fund)
The asset mix that follows is a target mix with a maximum standard for the commitment to
each asset category. Maximum and minimum commitments to the various asset classes have
1.

The target allocation for Cash is the greater of 2% or the actual portfolio cash allocation required to meet
the actuarially established cash reserve. The additional Cash target allocation beyond 2% is offset by a
reduction in the Fixed Income target allocation.

1
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been defined to limit the overall risk to the Fund assets. Equity investments are limited to
the level of surplus funds, as determined by the Board of Governors. Should surplus funds
change significantly, the equity target will be reset and guidelines amended.
Asset Class
Equities
Fixed Income
Cash

Minimum
10%
75%
0%

Target
15%
83%
2%

Maximum
20%
90%
5%

A cash reserve is established by the Fund’s actuary and updated periodically. In addition,
amounts equal to unpaid claims that have been authorized but not yet paid shall be held as
cash and excluded from performance. Note that Fund performance will be calculated in
comparison to the asset class target weighted benchmark with the benchmark cash
allocation equal to the greater of 2% or the actual portfolio cash allocation (see footnote 1).
The asset mix shown above is for the Fund as a whole. To the extent multiple managers are
used, individual manager targets will be established by agreement with the manager.
Exposure limits and credit quality exposure limits are to be applied at the time of purchase.
Unless otherwise indicated, “value” shall mean market value.

The minimum and maximum standards were determined as a result of the desired objectives
and risk tolerances of the Fund. Should the percentage investment in any class rise above
the stated maximum standards or fall below the stated minimum as of any month end, an
automatic rebalancing will be triggered to bring the asset class to the midpoint between the
target and the minimum or maximum, whichever has been breached.
Diversification

Fund assets are to be broadly diversified in order to minimize the risk of large losses in
individual investments. Diversification is, in part, accomplished through asset allocation and
portfolio selection.
IV. INVESTMENT GUIDELINES
(Injured Patients and Families Compensation Fund)

Investment guidelines are the specific parameters investment managers should follow in
executing policies and strategies. SWIB’s investment managers shall ensure that Fund’s
assets in the aggregate are invested to comply fully with these guidelines and rules in
addition to any other investment management agreement.
Bonds Portfolio Guidelines
1.

The bond portfolio shall maintain an average quality rating of A or better.
20
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2.
3.
4.
5.
6.

7.

Effective duration of the bond portfolio shall remain within 15% of the assigned
benchmark’s duration.

Non-Investment Grade securities shall not exceed 15% of the aggregate portfolio’s
market
value.
With the exception of U.S. government and agency securities, issuer concentrations
are restricted to 5% (investment grade) and 3% (non-investment grade) of the
market value of the bond portfolio.
Securities sold to SWIB under Rule 144A under the Securities Act of 1933 may not
exceed 20% of the bond portfolio’s market value.

Investments authorized under Section 620.22 of the Wisconsin Statutes shall be to
the limits set forth thereby, including without limitation all derivatives permitted
1
.
thereunder
May invest up to 15% of the Fund in securities and investments not otherwise
permitted by these guidelines and not specifically prohibited by statute, including
without limitation derivatives.

Equities Portfolio Guidelines
1.
2.
3.

4.

U.S. Equity Portfolios may invest in publicly traded equity securities, including
convertible bonds, preferred stocks, Exchange Traded Funds (ETFs), American
Depositary Receipts (ADRs) initial public offerings and when issued securities.
International Equity Portfolios may invest in publicly traded equity securities,
including convertible bonds, ADRs and ETFs primarily in non-U.S. developed
markets.
Equity funds will employ an indexing strategy.

Any other equity securities permitted by statute.

Asset allocation within the equity asset class has been established into the following subasset classes. (Note that the U.S. indices are weighted based upon their market
capitalization.):
Sub-Asset Class
U.S. Equities
International-Developed

Index
Russell 3000
MSCI World ex U.S.

Target
85%
15%

For purposes of Section INS 6.20(8)(o)(5) of the Wisconsin Administrative Code, these Investment Guidelines shall
satisfy the requirement for a plan thereunder; and, when these Investment Guidelines are publicly available the
requirement under Section INS 6.20(8)(o)(6) of the Wisconsin Administrative Code shall be deemed to be satisfied.

1
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On a quarterly basis, SWIB will report the actual market value of equity investments by
category to the target. Through discussion with the Finance, Audit and Investment
Committee, decisions will be made on rebalancing within the sub-asset class.

Cash Equivalents Portfolio Guidelines
As a guideline, cash equivalent investments should be of high quality involving minimal
risk of principal. A diversified money market fund is appropriate as are U.S. Treasury Bills.
Prohibited Investments

Fund assets may not be invested in the following instruments or strategies:
1.
2.
3.

Short Selling
Use of Margin
Hedge Funds

V. REVIEW PROCEDURES
(Injured Patients and Families Compensation Fund)

All investment policies, objectives and guidelines will be reviewed periodically by SWIB in
collaboration with the Board of Governors, whenever circumstances warrant.

Review of Performance
On a monthly basis, SWIB will review the asset mix as of the end of the month for potential
rebalancing. If the rebalancing target is triggered, SWIB will execute the rebalancing in
accordance with the guidelines.
On a quarterly basis, SWIB will perform the following:
1.
2.
3.
4.
5.

Review the Fund for compliance with the Injured Patients and Families Compensation
Fund’s investment guidelines.
Compare the manager's investment reports with the custodian's report to identify
and resolve any discrepancies.
Review the asset valuation basis used by the manager(s) or custodians for all classes
of assets, particularly those with limited marketability.
Review Fund’s rate of return.
Compare each investment manager's results with appropriate indices or benchmarks.
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TUITION TRUST FUND ***
(Wis. Stat. § 25.80)
Description:

Investment Objectives:
1.
2.

This is a State of Wisconsin prepaid college tuition program.
SWIB’s investment responsibility is to maintain sufficient cash
balances to meet current liabilities and to horizon match the
remaining assets in fixed income instruments to the estimated
liabilities.

Market value of assets is to exceed the present value of the estimated liabilities.

Cash balances and estimated annual income should be sufficient to meet current
requirements.

***Note: This is the legacy program under the Wisconsin statutes. Only a few bonds remain,
and all are maturing by 2019 to match liabilities of the program as identified by the
Department of Administration. There is no current investment activity by SWIB.
Investment Guidelines (exposure limits are to be applied at the time of purchase):
1. All issues shall be rated “A-” or better, using the lower of split ratings.

2. Individual corporate bond sector weightings shall not exceed two times the relevant
weighting in the Lehman Corporate Bond Index.
3. No issuer shall represent more than 5% of the fund, with the exception of the U.S.
Government and its agencies.

4. Any other legal investment that is specifically approved by the Board may be made.
Benchmarks:

Asset Class

Benchmark

Fixed Income Duration-neutral Bloomberg Barclays Capital Intermediate
Government Credit Index and the State Investment Fund Benchmark

23

Page 211 of 245

LOCAL GOVERNMENT PROPERTY INSURANCE FUND***
(Wis. Stat. § 604.05 and 605 et. seq.)

Description: The Local Government Property Insurance Fund was created by Chapter 605 of the
Wisconsin Statutes and is administered by the State Office of the Commissioner of Insurance (OCI).
It provides a vehicle through which any local governmental unit in Wisconsin may insure its property
against damage or destruction. OCI and its contract administrator regularly monitor fiscal activity in
the Fund and are responsible for ensuring that an adequate liquidity reserve is maintained to pay
claims. OCI funds targeted for near-term liquidity are invested in the State Investment Fund (SIF).
The remaining assets are invested in a fixed income portfolio, laddered by maturity.
Investment Objective***:
OCI is responsible for advising SWIB at least annually of projected
cash flow needs of the Fund and the size of the liquidity reserve to be invested through the SIF. Funds
not included in the liquidity reserve are invested by laddering assets into fixed income investments.
The investment objective of the Fund is to ensure safety of principal and maximization of return
within liquidity needs established by OCI. This is accomplished using a laddered portfolio of fixed
income securities.
*** Note: Due to the high liquidity needs expressed by the OCI, the Fund consists exclusively of the liquidity

reserve described above, which is invested in the SIF. These guidelines for fixed income investments
(separate from the liquidity reserve) are currently inactive until the Fund’s balance is in excess of the
liquidity reserve identified by the OCI.

Investment Guidelines (exposure limits are to be applied at the time of purchase):
Quality:
Sector:

Issuer:

Issues rated “A-” or better, using the lower of split ratings

U.S. Treasury and government agencies (Including TIPS) – no limit
U. S. Corporates – no limit

AAA rated U.S. Mortgage-backed, asset-backed securities – maximum 3% of the
market value of the fund
3% maximum per corporate issuer of the market value of the fund

Maturity limit: 10 years

Make any other legal investment that is specifically approved by the Board
Benchmarks:

Asset Class

Benchmark

Fixed Income

Duration neutral using Bloomberg Barclays 1-5 Gov’t

Fund Benchmark

“Roll-up” of asset class benchmarks using fund’s market values

Cash

80% T-Bill (three month) / 20% CD (one month)
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UNIVERSITY OF WISCONSIN SYSTEM TRUST FUNDS

(Wis. Stat. § 25.17(9)(m))

Description: The University of Wisconsin System (System) trust funds consist primarily of
monies that have been gifted directly to a UW institution, rather than to one of the separate,
supporting foundations. The Trust Funds Office works externally with donors and other
related parties, and internally with the benefiting campuses and colleges, to facilitate the
receipt and proper use (compliant with donor terms and conditions) of all gifts and bequests.
The majority of the trust funds are invested by SWIB. The System’s spending policy targets
annual expenditures of 4% of the market value of the assets (calculated using a three-year
rolling average) for payment to beneficiaries.

Investment Objective: To achieve, net of administrative and investment expenses,
reasonable, attainable and sustainable returns over and above the rate of inflation. SWIB
seeks to achieve this objective through the use of passive, externally-managed, public
markets funds.
Investment Guidelines:

See VI. General Investment Guidelines above

7.
8.

Make any other legal investment that is specifically approved by the Board

Asset Allocation, Benchmarks and Rebalancing:

The target allocation and benchmarks for the liquid portion of the portfolio shall be:
Target

Rebalance Range

20%

18-22%

US Government /
Credit Fixed Income

5-7%

Hedged Developed
Market Equities

2-4%

REITS

48%
20%
6%
3%
3%

44-52%
18-22%
2-4%

Asset Class

Benchmark

Global Equities

MSCI ACWI IMI Index, Net

US TIPS

BBG/Barclays US TIPS Index, Series L

Emerging Market
Equities

MSCI Emerging Markets Index, Net

BBG/Barclays US
Government/Credit Index

MSCI EAFE Index Net 100% USD
Hedged Index, Net
FTSE EPRA/NAREIT Developed
Index
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In addition, the portfolio has an allocation to private equity through a legacy portfolio that is
expected to roll off over time.
Asset Class

Benchmark

$60M estimated NAV as of Private Equity
December 31, 2017

Custom Burgiss
portfolio return

Rebalancing:

UniverseActual

The asset allocation of fund investments shall be reviewed at the end of each quarter.
Quarterly net capital flows to the System shall be utilized to rebalance to the target
allocation. If the allocation by asset class falls outside the rebalance range following
quarterly cash flows, assets will be systematically rebalanced back to the target allocation as
soon as practicable and in any event prior to the next quarterly net capital flows.

Roles and Responsibilities:

SWIB.

SWIB’s roles and responsibilities are detailed in an investment management
agreement with the System, which provides the definitive terms of SWIB’s engagement.
SWIB’s responsibilities include the following (references to the trust funds in this section
refer solely to the trust funds delegated to SWIB’s management by the System):
-

-

-

Serve as the outsourced investment manager for the trust funds
Determine and set appropriate asset allocation targets and ranges based on the
return and risk objectives of the System
Implement the asset allocation by selecting appropriate external investment
managers or funds
Determine performance benchmarks
Determine or review investment guidelines for managers and/or funds to which trust
funds are allocated
Provide for the third-party custody of all trust funds assigned to SWIB’s direct
management
Rebalance the trust funds to the asset allocation targets on a periodic basis as
described above
Coordinate cash distributions for the System’s liquidity/cash flow requirements
Regularly communicate with, and provide quarterly investment-related reports to,
the System
Consult with the System regarding investment risk and return objectives and longterm asset class expectations to allow the System to set an appropriate endowment
distribution/spending policy as market conditions change
Provide various reports and information reasonably needed for the System to
compile financial statements and complete all audits
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University of Wisconsin System. The System, including its Board of Regents, remains

responsible for the implementation, oversight and monitoring of all aspects of the
management and administration of the trust funds, other than those which have been
specifically delegated to SWIB, including responsibility for monitoring its delegation of
investment management authority to SWIB. Primary responsibilities of the System and its
Board of Regents include:
-

Approve the investment management agreement with SWIB
Consult with SWIB in setting asset allocation targets, ranges and benchmarks
Determine the endowment distribution/spending policy
Communicate to SWIB liquidity/cash flow requirements
Work with donors, estates, and trusts in taking in and properly establishing new trust
funds accounts
Maintain all accounting and recordkeeping systems related to the trust funds, and for
all trust funds accounts
Assist benefiting campuses and departments in their utilization of trust funds
accounts
Monitor and oversee the investment of all trust funds not delegated to SWIB’s
management
Direct and oversee the System’s cash flows in and out of the State Investment Fund
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Staff Investment Committee Meeting
Tuesday, November 27, 2018
STATE OF WISCONSIN INVESTMENT BOARD
121 East Wilson Street
Madison, Wisconsin
Presentation Room
1:00 p.m.
Est. Time
(minutes)

OPEN SESSION
1.

Approval of the Minutes - Open Session
A.
October 23, 2018

5

2.

Quarterly Performance Review (Q3 2018) – Phil Richards and
Brad Gentert (No presentation unless requested)

15

3.

Asset Allocation Recommendation – Chris Levell, NEPC, and
Investment Staff

10

4.

Recommended Amendments to WRS Investment Policy and SIF
& Separately Managed Funds Investment Policy and Guidelines
– Rochelle Klaskin

10

5.

Multi-Asset Q3 2018 Update – Nick Stanton

15

6.

Funds Alpha Q3 2018 Update – Derek Drummond

15

7.

Private Debt Q3 2018 Update – Chris Prestigiacomo

30

8.

Annual Benchmark Presentation – Eileen Neill, Verus, and
Phil Richards

CLOSED SESSION*
RECONVENE IN OPEN SESSION

___________________
* A motion to go into closed session at this meeting is authorized pursuant to sections 19.85(1)(e) and
19.36(5) of the Wisconsin Statutes (a) to consider confidential strategies for the investment of public funds,
including (i) the review of active risk profiles of portfolio investments and the Core Trust Fund, (ii) the
review of specific proprietary investment strategies related to venture capital, funds alpha, private debt,
multi-asset strategy and exposure management, (iii) the review of credit counterparty information, and
(iv) the approval of the Core Trust Fund’s active risk budget and (b) to discuss and approve prior closed
session minutes that discuss the same. The Committee may convene in additional closed sessions or
announce additional closed session items at the meeting in accordance with the procedure outlined in the
Attorney General’s Opinion reported at 66 OAG 106 (1977). Whenever a closed session is held, the
committee will subsequently reconvene in open session to cover remaining agenda items.
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9.

Announcement of Committee Actions Relating to Items Taken
up in Closed Session

5

10.

Currency Task Force Report – Chirag Gandhi

5

11.

Credit Task Force Report – Jon Simon

5

12.

Research Task Force Report – Todd Ludgate, Nick Stanton and
Brian Hellmer

13.

Soft Risk Parameters (No presentation unless requested)

14.

Future Meeting Topics

15.

Motion to Adjourn

NOTES:

Items may be taken in order other than listed.
The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.

FUTURE MEETINGS
12/20/18 – December Committee Mtg.
1/29/19 – January Committee Mtg.
2/28/19 – February Committee Mtg.
3/26/19 – March Committee Mtg.
4/23/19 – April Committee Mtg.
5/30/19 – May Committee Mtg.
6/25/19 – June Committee Mtg.
7/23/19 – July Committee Mtg.
8/27/19 – August Committee Mtg.
9/24/19 – September Committee Mtg.
10/29/19 – October Committee Mtg.
11/26/19 – November Committee Mtg.

Investment Committee Members:
Executive Director/Chief Inv. Officer: David Villa (Chair)
Managing Director-Private Markets & Funds Alpha:
Chuck Carpenter (Vice-Chair)
Managing Director-Asset & Risk Allocation:
Edwin Denson (Secretary)
Managing Director-Public Equities: Brian Hellmer
Managing Director-Public Fixed Income: Todd Ludgate
Head of Multi-Asset Strategy: Nick Stanton
Portfolio Manager: Chris Prestigiacomo
Portfolio Manager: Chirag Gandhi
Quantitative Manager: Brian Heimsoth
Funds Alpha Manager: Derek Drummond
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Staff Investment Committee Meeting
Thursday, December 20, 2018
STATE OF WISCONSIN INVESTMENT BOARD
121 East Wilson Street
Madison, Wisconsin
Presentation Room
1:00 p.m.
Est. Time
(minutes)

OPEN SESSION
1.

Approval of the Minutes – Open Session
A. November 27, 2018

5

2.

June Investment Forum Preview – Sarah Noronha

5

3.

Transition Update (Q3 2018) – Trish Reopelle

10

4.

Private Equity Q3 2018 Update – Scott Parrish and Chris Eckerman

10

5.

Real Estate Q3 2018 Update – Steve Spiekerman

10

6.

WRS Investment Guidelines Amendments – Lisa Lange

CLOSED SESSION*
RECONVENE IN OPEN SESSION
7.

Announcement of Committee Actions Relating to Items Taken up in
Closed Session

8.

Soft Risk Parameters (No presentation unless requested)

9.

Future Meeting Topics

10.

Motion to Adjourn

________________

*A motion to go into closed session at this meeting is authorized pursuant to Sections 19.85(1)(e) and
19.36(5) of the Wisconsin Statutes (a) to consider confidential strategies for the investment of public funds,
including (i) the review of active risk profiles of portfolio investments and the Core Trust Fund, and (ii) the
review of specific proprietary investment strategies related to private equity, real estate and exposure
management, and (b) to approve and discuss prior closed session minutes that discuss the same. The
Committee may convene in additional closed sessions or announce additional closed session items at the
meeting in accordance with the procedure outlined in the Attorney General’s Opinion reported at 66 OAG
106 (1977). Whenever a closed session is held, the committee will subsequently reconvene in open session to
cover remaining agenda items.
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NOTES:

Items may be taken in order other than listed.
The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.

FUTURE MEETINGS
1/29/19 – January Committee Mtg.
2/28/19 – February Committee Mtg.
3/26/19 – March Committee Mtg.
4/23/19 – April Committee Mtg.
5/30/19 – May Committee Mtg.
6/25/19 – June Committee Mtg.
7/23/19 – July Committee Mtg.
8/27/19 – August Committee Mtg.
9/24/19 – September Committee Mtg.
10/29/19 – October Committee Mtg.
11/26/19 – November Committee Mtg.
12/19/19 – December Committee Mtg.

Investment Committee Members:
Executive Director/Chief Inv. Officer: David Villa (Chair)
Managing Director-Private Markets & Funds Alpha: Chuck
Carpenter (Vice-Chair)
Managing Director-Asset & Risk Allocation: Edwin Denson
(Secretary)
Managing Director-Public Equities: Brian Hellmer
Managing Director-Fixed Income: Todd Ludgate
Head of Multi-Asset Strategy: Nick Stanton
Portfolio Manager: Chris Prestigiacomo
Portfolio Manager: Chirag Gandhi
Quantitative Manager: Brian Heimsoth
Funds Alpha Manager: Derek Drummond
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Staff Investment Committee Meeting
Tuesday, January 29, 2019
STATE OF WISCONSIN INVESTMENT BOARD
121 East Wilson Street
Madison, Wisconsin
Presentation Room
1:30 p.m.
Est. Time
(minutes)

OPEN SESSION
1.

Approval of the Minutes – Open Session
A. December 20, 2018

5

2.

Fixed Income Q4 2018 Update – Todd Ludgate

5

3.

Public Equities Q4 2018 Update – Brian Hellmer

5

4.

Multi-Asset Q4 2018 Update – Nick Stanton

CLOSED SESSION*
RECONVENE IN OPEN SESSION
5.

Announcement of Committee Actions Relating to Items Taken up in
Closed Session

6.

Spring Investment Forum Preview (No presentation unless requested)

7.

Soft Risk Parameters (No presentation unless requested)

8.

Future Meeting Topics

9.

Motion to Adjourn

________________

*A motion to go into closed session at this meeting is authorized pursuant to § 19.85(1)(e) and §19.36(5) of

the Wisconsin Statutes (a) to approve prior closed session minutes and (b) to consider confidential strategies
for the investment of public funds, including (i) the active risk profiles of portfolio investments and the Core
Trust Fund, (ii) specific proprietary investment strategies related to Funds Alpha, Private Debt, Private
Equity, Venture Capital, and Real Estate, (iii) the review of specific investment trades, active risk and
proprietary investment strategies in internal portfolios, including in Exposure Management, Fixed Income,
Public Equities, and Multi-Asset Portfolios, and (iv) the review and approval of credit guidelines for an
external manager. The Committee may convene in additional closed sessions or announce additional closed
session items at the meeting in accordance with the procedure outlined in the Attorney General’s Opinion
reported at 66 OAG 106 (1977). Whenever a closed session is held, the committee will subsequently
reconvene in open session to cover remaining agenda items.
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NOTES:

Items may be taken in order other than listed.
The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.

FUTURE MEETINGS
2/28/19 – February Committee Mtg.
3/26/19 – March Committee Mtg.
4/23/19 – April Committee Mtg.
5/30/19 – May Committee Mtg.
6/25/19 – June Committee Mtg.
7/23/19 – July Committee Mtg.
8/27/19 – August Committee Mtg.
9/24/19 – September Committee Mtg.
10/29/19 – October Committee Mtg.
11/26/19 – November Committee Mtg.
12/19/19 – December Committee Mtg.

Investment Committee Members:
Executive Director/Chief Inv. Officer: David Villa (Chair)
Managing Director-Private Markets & Funds Alpha: Chuck
Carpenter (Vice-Chair)
Managing Director-Asset & Risk Allocation: Edwin Denson
(Secretary)
Managing Director-Public Equities: Brian Hellmer
Managing Director-Fixed Income: Todd Ludgate
Head of Multi-Asset Strategy: Nick Stanton
Portfolio Manager: Chris Prestigiacomo
Portfolio Manager: Chirag Gandhi
Quantitative Manager: Brian Heimsoth
Funds Alpha Manager: Derek Drummond
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Enterprise Risk Management:
ERM Update
Enterprise Risk
December 12, 2018
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ERM Summary – December 12, 2018




Key takeaways from the ERCC of 10/03/2018:
•

Compliance update – Slight increase Q2 of personal trade requests, in general requests are lower than prior quarters due to
changes made to SWIB’s Personal Trade Approvals policy. Despite general decrease in personal trade requests from prior years,
SWIB did have a rise in personal trade violations in 2017 and five employees with violations in the first and second quarters of 2018.

•

Risk Framework discussion – Discussion on two key enhancements to the ERM risk framework – velocity and risk appetite. Also
discussion around key enterprise risks at SWIB.

•

Annual Report on Internal Controls (AROIC) – ERM prepared the 2017 AROIC as requested by the Department of
Administration (DOA). This comes after a 3 year suspension from the requirement due to Peoplesoft implementation. For 2017,
SWIB reported no material weaknesses in internal controls.

•

Two key tasks assigned by the ERCC March 3, 2018: (i) Compliance to compile an inventory of SWIB policies and their respective
owners, and (ii) ERM to poll senior managers on current top SWIB risks from their perspective.

Update on key ERM activities for 2018:
1.

Identification and capture of Risk Categories and Risk Areas across the Organization.
•
•

2.

Enhancements to the existing framework.
•

3.

Update existing dashboard to incorporate the categories and risk areas.
Development of a risk and controls database to capture risks, mitigations, controls and analytics.
Key takeaway - 92 risk areas identified across 20 risk categories throughout organization.

Introduction of the concept of risk appetite, and incorporation of risk velocity in the overall ratings calculation.
Key takeaway - Initial classification of risk categories and their corresponding risk appetite on a 1-5 scale. Proposed change
of weights in overall risk score from 60/40/0 to 50/40/10 (impact/likelihood/velocity)

Join Business Process Management in Efforts to Identify Operations key Risks and Controls
•

Work with Business Process team to identify risks and controls associated with Public Markets, Private Markets, Performance
and
Data Management
The Finlay Group is currently doing a deep dive into risk and control identification of processes within Operations group. ERM
is assisting in risk identification and mitigation of risks through the use of sound controls. (Finlay Group wrapping up review
end of November 2018)
2
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Appendix

Enterprise Risk Management Update
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Risk Register
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STATE OF WISCONSIN INVESTMENT BOARD
Enterprise Risk and Compliance Committee-Open Session
Wednesday, October 3, 2018
Offices of the Investment Board
121 East Wilson Street, Madison, Wisconsin
Committee Members Present: Mike Bress, Chief Financial Officer (Vice-Chair)
Rochelle Klaskin, Deputy Executive Director/Chief
Administrative Officer (Secretary)
David Villa, Executive Director/Chief Investment Officer
Shirley Eckes, Chief Operating Officer
Brandon Brickner, Internal Audit Director (non-voting)
Others Present: Lisa Lange, Compliance Counsel
Steve Johnson, Technology Director
Sara Chandler, Assistant Legal Counsel
Bill Luetzow, Assistant Compliance Counsel
Dennis Langley, Business Continuity Manager
Paige Emmrich, Enterprise Risk Analyst
Brian Russell, Business Process Manager
Kurt Petrie, Internal Auditor
Vicki Hearing Communications Manager
Janet Klosterman, Legal Assistant
Open Session
Mike Bress, Chief Financial Officer and Vice-Chair of the Enterprise Risk and Compliance
Committee (ERCC), declared that a quorum was present and called the meeting to order at 2:00
p.m.
1. Approval of Minutes
Motion: A motion was made by Ms. Klaskin and seconded by Ms. Eckes to approve the open
session minutes of the March 6, 2018 ERCC meeting, as distributed. The motion passed
unanimously.
2. Compliance Update
Lisa Lange, Compliance Counsel, noted that the Compliance Reporting & Updates for Q1 2018
and Q2 2018 were included in the meeting materials on pages 6-9 and 10-13, respectively.
A. Personal Trading
Ms. Lange highlighted the summary of personal trading activities for both Q1 and Q2 2018.
(1) Personal Trade Violations
1
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Ms. Lange reported that there were two employees who had personal trading violations during
Q1 2018, and three employees who had personal trading violations that were discovered during
Q2 2018. She referred to summaries on pages 7 and 11, respectively, in which each violation
was described and the resolution and consequences for each violation were discussed.
Ms. Lange noted that updates and clarifications had been made to the personal trading policy in
April 2018 as previewed in the ERCC’s March 6, 2018 meeting, which were intended to bring
clarity to certain provisions that had resulted in prior violations. She further explained that the
number of requests and executions continue to be lower overall compared to prior years.
Rochelle Klaskin, Deputy Executive Director/Chief Administrative Officer, noted that more
recent violations had resulted from new employees transitioning assets after joining SWIB and,
as a result, Compliance is addressing this specific situation more proactively with new hires.
B. Investment Guideline Compliance
Ms. Lange reported that in Q1 2018 there was a waiver granted for a technical violation of the
investment guidelines in the Venture Capital Portfolio that occurred when SWIB’s venture
capital investments were consolidated from two portfolios into a single portfolio. The
consolidation caused the total exposure for one manager to exceed the 20% maximum allowed
under the guidelines. The waiver was reported to the Investment Committee on April 24, 2018.
Details about the technical violation and waiver were included on page 9 in the meeting
materials.
Ms. Lange further reported that there was one Investment Guideline violation during Q2 2018
when, on April 25, 2018, the Short-Term Credit portfolio purchased commercial paper from a
company that had been downgraded to an A-3 rating by S&P two days prior, making it an
ineligible security. Compliance notified the portfolio manager of the mistake on the next day,
and the commercial paper was sold immediately.
C. Compliance Affirmations & Other Compliance Matters
SWIB’s Ethics Policy requires the reporting of aggregate statistics related to late submissions
of compliance affirmations to the ERCC. Ms. Lange noted that the aggregate statistics were
included on pages 9 and 13 in the meeting materials for the Committee’s information.
3. Committee Charter Review
Rochelle Klaskin, Deputy Executive Director/Chief Administrative Officer, noted that a copy
of the SWIB Enterprise Risk and Compliance Committee Charter was included on pages 1416 in the meeting materials for the Committee’s review. The Committee discussed potential
changes to the Charter, including membership, roles and responsibilities, whether to retain the
Enterprise Risk Working Group, and what additional duties may fall within the Committee’s
mandate. After this discussion, Ms. Klaskin stated that staff would do a thorough review of
the charter and bring it back to the Committee for review and approval at a subsequent meeting
once the Enterprise Risk Director had been hired.

2
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4. ERM Update
Mike Bress, Chief Financial Officer, presented the Enterprise Risk Management: ERM Update,
which was included on pages 17-22 in the meeting materials.
Mr. Bress then updated the Committee on key ERM activities for 2018, including (a)
identification of 92 risk areas across 20 risk categories throughout the organization, (b) initial
classification of the 20 risk categories and their corresponding risk appetite on a 1-5 scale and
(c) ongoing risk assessments in various areas of SWIB. Mr. Bress also reminded the Committee
of the ongoing recruitment for the Enterprise Risk Director position.
Mr. Bress then led the Committee in a discussion about the ERM Dashboard and Risk Register
on pages 21-22 in the meeting materials. The Committee offered updates to certain items,
suggestions for improvements and clarified that the Comments column in the Risk Register lists
the potential risks associated with the category, not actual current risks at SWIB.
The Committee moved on to discuss the evaluation of risk at SWIB and the overall direction of
the Committee, including (a) identifying the top SWIB-wide risks as well as the top risks by
department and developing a plan for monitoring them, (b) discussing risk appetite in
connection with individual risk items and (c) focusing in on risk ownership to enhance
accountability.
5. Future Meeting Topics
Mr. Bress noted that future meeting topics will include revisions to the Committee Charter and
further discussion about ERM priorities and the ERCC’s role in monitoring risk mitigation
efforts.
6. Adjournment
Motion: A motion to adjourn was made by Ms. Klaskin and seconded by Mr. Villa. The motion
passed unanimously, and the ERCC meeting was adjourned at 2:35 p.m.
Date of Committee Approval:
Signed:

Rochelle Klaskin, Secretary
Enterprise Risk and Compliance Committee

3
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New and Amended Contracts Approved
July-September 2018
New Contracts
Aksia LLC
Based on the results of SWIB’s request for proposals, Aksia LLC was selected to provide fee
recalculation services for Hedge Funds. The first-year cost for the service is $75,000.
eFront Financial Solutions
Based on the results of SWIB’s request for proposals, eFront Financial Solutions was selected to provide
accounting and reporting services for the Private Equity group. The cost for the implementation and
license for the first year is $813,000.
Keystone Consulting
An additional Keystone Consulting investment-related resource was retained to provide project
management and program administration services. The resource was on-site for 3 months, at a cost of
$40,442.
The Lavin Agency
Mr. Ajay Agrawal of The Lavin Agency was selected from a bid process to provide his expertise in the
field of Business and Investment Applications of Artificial Intelligence and Machine Prediction at the
October Board Workshop, at a cost of $27,500.

Amended Contracts/Extensions
Charles River Systems Inc
The existing Charles River Systems Inc. license was upgraded to provide additional user licenses, custom
databases, and system storage. The cost for the first year of the upgrade is $211,800.
Citisoft
o One consultant extended through 8/3/2018 at a cost of $42,880.
o One consultant extended through 11/2/2018 at a cost of $162,720.
o Six consultants extended through 12/31/2018 at a cost of $1,450,808.
Eagle Investment Systems LLC
o One consultant extended through 9/30/2018 at a cost of $64,000.
Keystone Consulting
o Two consultants extended through 12/31/2018 at a cost of $210,400.
Legislative Audit Bureau
The Legislative Audit Bureau is required by statute to conduct annual financial audits of the investment
activity of the WRS and SIF. Costs for the biennial management audit are also included, bringing the
estimated annual cost to $295,750.
Levr Technology Inc
o One consultant extended through 9/30/2018 at a cost of $95,666.
NuWare Technology
o One consultant extended through 12/31/2018 at a cost of $87,840.
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Systems Accountants
o One consultant extended through 10/31/2018 at a cost of $102,400.
TapFin Process Solutions
o One consultant extended through 9/30/2018 at a cost of $49,980.
o One consultant extended through 1/22/2019 at a cost of $68,000.
The Bachrach Group
o One consultant extended through 9/30/2018 at a cost of $81,900.
The Finlay Group
o One consultant extended through 11/16/2018 at a cost of $119,600.
Note: the dollar amounts listed above for consultants represent the estimated total contract costs and may
not reflect actual costs incurred. For example, estimated and actual costs may differ due to variances in
actual hours worked by consultant, travel expenses, etc.
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Private Equity Commitments*

July 2018 – September 2018
Investment

Commitment (millions)

Hellman & Friedman IX

$150.0

JMI Equity Fund IX, L.P.

$50.0

Ridgemont III L.P.

$75.0

Thoma Bravo XIII

$75.0

TSSP Opportunities Partners IV

$100.0

Vista Equity Partners VII

$50.0

*Includes Current Return Portfolio and Co-Investments
1
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Private Debt Investments/Commitments
July 2018 – September 2018
Investment

Commitment

None

$0

Total

$0

1
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Real Estate Commitments
July 2018 – September 2018
Investment

Commitment (millions)

Wilson 235 East 42nd, LLC

$170.0

Heitman Storage Partners Co-Investment I, LP

$150.0

Security Capital Liquid Core Account

$100.0

Torchlight Debt Opportunity Fund VI, LP

$100.0

Total

$520.0

1
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Funds Alpha Commitments*
July 1 2018 – September 30 2018
Investment

Commitment (millions)

PIMCO

$25M

Exodus Point

$200M

Dorsal

$30M

Davidson Kempner

$45M

Holocene

$150M

Graticule

$250M

Wellington GRE

$2,000

Total

$2,700

*Includes Hedge Funds and Beta One
1
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