AGENDA
RETIREMENT BOARD MEETING
SPECIAL BOARD MEETING
March 24, 2016
9:00 a.m.

Retirement Board Conference Room
The Willows Office Park
1355 Willow Way, Suite 221
Concord, California

THE RETIREMENT BOARD MAY DISCUSS AND TAKE ACTION ON THE FOLLOWING:
1.

Pledge of Allegiance.

2.

Accept comments from the public.

CLOSED SESSION
3.

The Board will continue in closed session pursuant to Govt. Code Section 54956.81 to
consider the sale of a particular pension fund investment.

OPEN SESSION

.

4.

Presentation and recommendation from Verus on proposed structure and guidelines of
Transition Management Program.

5.

Consider and take possible action to adopt Verus recommendations regarding
Transition Management Program.

6.

Presentation and recommendation from Verus on proposed structure and vendor for
Cash Overlay Program.

7.

Consider and take possible action to approve guidelines for Cash Overlay Program

8.

Consider and take possible action to select Cash Overlay manager.

9.

Presentation and recommendation from Verus on proposed vendor for Transaction
Cost Analysis services.

10.

Consider and take possible action to retain Zeno Consulting for Transaction Cost
Analysis services.

11.

Miscellaneous
a. Staff Report
b. Outside Professionals’ Report
c. Trustees’ comments

The Retirement Board will provide reasonable accommodations for
persons with disabilities planning to attend Board meetings who
contact the Retirement Office at least 24 hours before a meeting.

Contra Costa County Employees’ Retirement Association

Transition Management Presentation to

MARCH 24, 2016
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SEATTLE 206‐622‐3700
LOS ANGELES 310‐297‐1777
SAN FRANCISCO 415‐362‐3484

VERUSINVESTMENTS.COM

Past performance is no guarantee of future results. This document is provided for informational purposes only and is directed to institutional clients and eligible
institutional counterparties only and is not intended for retail investors. Nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation to
buy, sell or hold a security or pursue a particular investment vehicle or any trading strategy. This document may include or imply estimates, outlooks, projections and
other “forward‐looking statements.” No assurance can be given that future results described or implied by any forward looking information will be achieved. Investing
entails risks, including possible loss of principal. Verus Advisory Inc. and Verus Investors, LLC (“Verus”) file a single form ADV under the United States Investment
Advisors Act of 1940, as amended.
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Post‐Trade
Evaluation

Target Portfolio

— Using a transition manager can add accountability and transparency to the transition process.

Transition management is a systematic, controlled process that uses all available
sources of liquidity to minimize the total cost and risk of transitioning plan assets from
one investment strategy to another.

What is transition management?
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Trading costs

TRANSITION OF ASSETS IN, OUT AND/OR WITHIN A PORTFOLIO

Fiduciary
liability

Project
management &
risk control

Financial risk to CCCERA
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Every time money is moving in/out/within a client’s portfolio, there are risks involved
and someone is acting as transition manager.

 Implementation shortfall (implicit)

 Commission costs (explicit)

—Trading costs

• Minimize market impact

• Maximize in‐kind transfers

 Best execution of trade in a risk controlled
environment

—Project management & risk control

 Transition event requires fiduciary
responsibility & oversight

—Fiduciary liability

Money moving in/out/within a portfolio = risk

The transition management decision
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Portfolio management
Security selection & research
Often limited experience in high
volume, big ticket trades
Minimal

Portfolio management
Security selection & research

Often limited experience in high
volume, big ticket trades

Minimal

Expertise

Execution

Limited – often just trade files;
focus on performance reporting

Limited – often just trade files;
focus on performance reporting

Typically higher

Analysis & reporting

Commission Rates*

Typically lower

Detailed pre‐trade analysis
Extensive post trade analysis

Significant ‐ Manages and co‐ordinates whole
transition
Client can choose level of involvement

Experts in high volume, big ticket trades
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Transition management
Risk management, project management, trade
development & execution

Large – performance explicitly linked to
transition

Manages the transition

Transition Manager

*Commission rates for asset managers are typically higher since asset managers include soft dollar arrangements for research into the commission rates they charge. Transition management providers do not
have the same arrangements and are able to offer lower commission rates on average.

Typically higher

Client tends to be more heavily
involved

Client tends to be more heavily
involved

Project
Management

Little – generally request
performance holiday

Little – has just been
terminated/reduced

Alignment of
Interest

Assists the transition

Assists the transition

Target Manager

Accountability

Legacy Manager

Why transition management?

— Historical transition activity (i.e., client type, asset class, performance, etc.)

— Potential conflicts of interest

— Transparency

— Access to liquidity

— Tenure, depth of experience, and structure of transition management team

— Transition costs

— Business model

— Areas of expertise

Key considerations when evaluating a transition manager:
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Transition manager considerations
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— Independence

— May specialize in particular asset classes or capabilities

— Exclusive focus to transition management

Boutique Transition Managers
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— In certain circumstances, the custodian may offer unique capabilities and efficiencies to manage transitions

Custodial Banks

— Independence

— High number of team members dedicated exclusively to transition management

— Large trading operations and experienced teams

 Client type (defined benefit, defined contribution, endowment/foundation)

 Absolute value of transitioned assets

— Managers experienced with a high market value of assets transitioned

Diversified Transition Managers

Project management
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 State Street
 Vertas

 Citigroup

 Penserra

 Access to liquidity
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 Historical transition activity (i.e., client type, asset class,
performance, etc.)

 Transition costs

 Prior regulatory events

 Potential conflicts of interest

 Business model

 Tenure, depth of experience, and structure of transition
management team

 Transparency

 Areas of expertise

— Each manager was evaluated on quantitative and qualitative factors, including but not limited to:

— The evaluation of providers took into consideration recent developments in this space, prior experiences with providers,
due diligence on‐site visits and conference calls, and review of RFI and other due diligence materials.

 Russell

 BlackRock

—To help CCCERA select transition managers, the following managers have been evaluated:

Executive summary
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1993

TM service inception

Footnote:

Fees

Personnel dedicated exclusively to TM

US Equity: 1‐2 c/shr
Non‐US Developed Equity: 4‐5 bps
EM Equity: 8‐10 bps
US Fixed Income: 3‐10 bps
Non‐US Fixed Income: 5‐10 bps

56

Lachlan French (30/7)
Paul Francis (24/7)
Zlatko Martinic (24/18)
Jim Amorella (18/15)
Richard Metzgen (18/17)
Laura Peres (24/10)
Jon Platt (16/1)

Agency only

Agency and/or principal?

Key personnel (years experience/years with TM unit)

Yes

DB ‐ $136,595
DC ‐ $3,743
E&F – $1,500

$222,047

Willing to act as fiduciary?

MV of assets transitioned 2014 (millions) by client type

MV of assets transitioned 2014 (millions)

Fully owned subsidiary of
BlackRock, Inc.

1988

Firm inception

Ownership

New York, NY

Headquarters

BlackRock

TM provider overview

No commission schedule, but
rather establishes agreed upon
commission rate based on size and
difficulty
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Will Cobbett (14/9)
Sarah Kirschbaum (15/8)
James Ngai (6/5)
James Darch (20/1)

Both (almost always agency)

Yes

DB ‐ $129,009
DC ‐ $79,517
E&F ‐ $107,188

$505,125

Fully owned subsidiary of
Citigroup, Inc.

1996

1812

New York, NY

Citigroup Global Markets
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US Equity: 1 c/shr
Non‐US Developed Equity: 4 bps
EM Equity: 8‐12 bps

5

Keith Wilson (30/1)
Sam Patel (20/2)
Calvin Lee (18/2)
Steve Lowden (19/4)

Agency Only

Yes

DB ‐ $1,542
E&F ‐ $1,028

$2,570

Majority employee owned

2010

2007

New York, NY

Penserra
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1992

TM service inception

Footnote:

Fees

Personnel dedicated exclusively to TM

US Equity: 1‐1.25 c/shr
Non‐US Equity: 4‐6 c/shr
EM Equity: 6‐9 bps
US Fixed Income: 1.5‐6 bps
Non‐US Fixed Income: 2.5‐8 bps

28

Steve Kirschner (22/10)
Travis Bagley (21/15)
Josh Houchin (10/5)
Wayne Hollister (13/13)
Scott Spinharney (16/16)
Danny Sobba (21/19)

Agency Only

Agency and/or principal?

Key personnel (years experience/years with TM unit)

Yes

DB ‐ $540,036
DC ‐ $10,934
E&F ‐ $20,187

$799,437

Willing to act as fiduciary?

MV of assets transitioned 2014 (millions) by client type

MV of assets transitioned 2014 (millions)

Russell Investment Group will be
owned by TA Associates and
Reverence Capital Partners

1936

Firm inception

Ownership

Seattle, WA

Headquarters

Russell

No set commission schedule; may
on occasion agree to work on a
fixed fee basis
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Nicholas Bonn (36/24)
Peter Weiner (28/15)
Tom Bryant (28/19)

Agency Only

Yes

DB ‐ $235,343
DC ‐ $66,826
E&F – 36,334

$338,503

Fully owned subsidiary of State
Street Corporation

1979

1792

Boston, MA

State Street

TM provider overview (cont.)
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US Equity 1 c/shr
Other Asset Classes: 3 c/shr
Fee structure is negotiable

8

Steve Malinowski
Peter Romanelli
David Bergman
Kenneth Taylor

Both (all trading outsourced to
ATM Cowen)

Yes

Predominantly DB

$23,430

Fully owned subsidiary of Percival
Financial Partners

2006

2006 (Global Transition Solutions)

Baltimore, MD

Vertas

12

Implementation
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— Example: US Large Cap Growth to Short‐Term Government/Credit

— Across asset classes

 Complex multi‐asset class

— Example: US Large Cap Growth to US Small Cap Value

— Within same major asset class

 Indirect within asset class

— Example: US Large Cap Growth to US Large Cap Growth

— Within same sub‐asset class

 Direct

2. Determine transition type

 What are the legacy and target strategies?

1. Identify transition event

Selecting a transition manager
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 Implicit (indirect) costs: reflects the transition managers ability to effectively transition
a portfolio (liquidity pools, broker access, trading capabilities, etc.)

 Explicit (direct) costs: reflects the fees charged by the transition manager for providing
service

4. Compare pre‐trade analyses

 With an “Evergreen” contract in place, pre‐trade analysis can be turned around in a matter of
days

 Transition managers are provided with the holdings of the legacy portfolio and the benchmarks
of the target managers

 Pre‐trade analysis details the estimated transition cost of the transition event

3. Conduct pre‐trade analysis with transition manager candidates

Selecting a transition manager (cont.)
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Coordinate details of transition event (timing, special requirements, etc.)

In a successful transition event, the pre‐trade analysis and post‐trade analysis are
similar
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After the transition event, the transition manager provides a detailed report of the
transition which includes commission (explicit) costs and implementation shortfall
(implicit) costs, showing the true total cost of the transition event.



7. Review post‐trade analysis

6. Transition event occurs



5. Select transition management provider

Selecting a transition manager (cont.)
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US equities are, for the most part, highly liquid. Most liquidity pools and trading networks of
transition managers should be able to minimize implicit costs. Penserra, Russell, and Vertas provide
the most competitive commission schedule.

These asset classes can be less liquid, therefore, larger providers with more robust liquidity pools
and trading networks should be able to provide lower implicit costs
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Cross asset class transitions require experienced personnel as well as robust liquidity pools and
trading networks.

 Citigroup, Russell

— Complex multi‐asset class



 BlackRock, Citigroup, Russell

— Direct non‐US equity, indirect non‐US equity, and US fixed income



 Penserra, Russell, Vertas

— Direct and indirect US equity

Pre-trade analysis recommendations
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— Board approval is needed to add or remove providers
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— If implementation or communication is significantly or consistently below
expectations, provider be removed or replaced

— Areas of shortfall or missed expectations

— Attribution of results

— Pre‐trade expectations vs. post‐trade results

— Review results

Post-trade analysis
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— Board directs Staff to proceed with evergreen contracts where practicable and
to evaluate alternatives where necessary

— Recommendation provided on slide 17

— Board approves which transition managers to use for which events

Next steps
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Source: Northern Trust, Russell

 The existing portfolio that the client seeks to exit. Also known as the incumbent portfolio.

― Legacy Portfolio
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 The most visible costs during the transition period. Costs include commissions, market taxes, exchange fees and custody fees. While the most
apparent, explicit costs are the least significant component of trade expenses.

― Explicit Costs

 A private alternative trading system or platform where the details of trade orders are not made available to the public. A transition manager may
utilize dark pools in an attempt to mitigate market impact when trading large orders (as compared to the security’s daily trading volume).

― Dark Liquidity Pool

 Similar in concept to internal crossing; however, the transition manager uses external liquidity to “cross” its client’s transition flow. In contrast to the
internal variety, external crossing exposes the transition flow to the potential of information leakage.

― Crossing (External)

 Refers to the ability of a transition manager to offset (“cross”) the transition flow of its client’s legacy and target portfolios against its index funds or
other internal trading flows. If natural internal crosses exit, such transactions are free of commissions with virtually no market impact.

― Crossing (Internal)

 A trade where the transition manager interfaces with the market on behalf of the asset owner and does not act as a counterparty.

― Agency Trade

Key transition management terms

Source: Northern Trust, Russell

 An analysis of the actual costs associated with a transition event compared to the pre‐trade estimates.

— Post‐trade Analysis

 Costs associated with the time required to complete the full transition from the legacy to the target portfolio.

― Opportunity Costs

 The movement of a security’s price after placing a trade order.

― Market Impact
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 The release of material information about a pending trade before the actual order is placed. Information leakage increases the total cost of a
transition event since it allows arbitragers to “front run” the transition.

― Information Leakage

 The least visible costs during the transition period. Costs include market impact, bid/ask spread and opportunity costs. Implicit costs represent the
most significant expense of a trade.

― Implicit Costs

 Assumes that the legacy portfolio is converted instantaneously to the target at the outset of the transition period and at zero cost. Essentially,
implementation shortfall is the measure of the total cost of the transition event.

― Implementation Shortfall

Key transition management terms (cont.)

Source: Northern Trust, Russell
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 Securities that are instantaneously transferred from the legacy to the target portfolio with no liquidity impact. Since transfer‐in‐kind securities are not
traded in the market, they incur no explicit or implicit costs.

— Transfer‐In‐Kind

 The portfolio that a client seeks to purchase (with the proceeds from the legacy portfolio). Also known as the destination portfolio.

— Target Portfolio

 A standardized performance metric designed to calculate implementation shortfall during a transition event.

— T‐Standard

 A trade where the transition manager becomes the counterparty to the transaction, either by supplying liquidity from its own inventory or assuming
the risk of the position.

— Principal Trade

 An analysis of the estimated trading costs (both explicit and implicit) associated with a transition event compared against an unmanaged transition
benchmark providing characteristics of the legacy and target portfolios.

— Pre‐trade Analysis

 Trading on a bank’s account ahead of a transition event with the potential economic gain accruing to the transition manager.

— Pre‐hedging

Key transition management terms (cont.)
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The material may include estimates, outlooks, projections and other “forward‐looking statements.” Such statements can be identified by the use of terminology such as
“believes,” “expects,” “may,” “will,” “should,” “anticipates,” or the negative of any of the foregoing or comparable terminology, or by discussion of strategy, or
assumptions such as economic conditions underlying other statements. No assurance can be given that future results described or implied by any forward‐looking
information will be achieved. Actual events may differ significantly from those presented. Investing entails risks, including possible loss of principal. Risk controls and
models do not promise any level of performance or guarantee against loss of principal.

The information presented does not purport to be all‐inclusive nor does it contain all information that the Client may desire for its purposes. The information presented
should be read in conjunction with any other material furnished by the Company. The Company will be available, upon request, to discuss the information presented in
the report that Client may consider necessary, as well as any information needed to verify the accuracy of the information set forth therein, to the extent Company
possesses the same or can acquire it without unreasonable effort or expense. Nothing contained therein is, or should be relied on as, a promise, representation, or
guarantee as to future performance or a particular outcome. Even with portfolio diversification, asset allocation, and a long‐term approach, investing involves risk of
loss that the client should be prepared to bear.

The information presented has been prepared by the Company from sources that it believes to be reliable and the Company has exercised all reasonable professional
care in preparing the information presented. However, the Company cannot guarantee the accuracy of the information contained therein. The Company shall not be
liable to Client or any third party for inaccuracy or in‐authenticity of information obtained or received from third parties in the analysis or for any errors or omissions in
content.

Past performance is no guarantee of future results. The information presented in this report is provided pursuant to the contractual agreement (the “Contract”) by
and between Contra Costa County Employees’ Retirement Association (“Client”) and Verus Advisory, Inc. (“Company”). In the event of conflict between the terms of this
disclosure and the Contract, the Contract shall take precedence. Client is an institutional counter‐party and in no event should the information presented be relied upon
by a retail investor.

Notices & disclosures
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Memorandum
To:

Contra Costa County Employee Retirement Association

From:

Ed Hoffman, CFA, FRM

Subject:

Recommendation of Transition Cost Analysis Provider

Date:

March 24, 2016

Executive Summary
Having completed the education session on Transaction Cost Analysis (TCA) at the January
2016 meeting, we are now recommending to proceed with engaging Zeno on a trial basis.
The purpose of this memo is to seek Board approval to share the necessary custodian
data with Zeno. If the trial proves to add value to the overall management of the
portfolio, we would recommend entering into an agreement with Zeno for ongoing TCA
monitoring. If the trial does not appear to add value, no further action is necessary with
regard to Zeno.

Background
An education session covering both Transition Management (TM) and Transaction Cost
Analysis (TCA) was presented to the Board at the meeting on January 27th. The session
identified several ways that TCA can be beneficial to a plan including: managing and
controlling excessive trading costs; ensuring trading strategies are consistent with
investment styles; deterring soft dollar and trading abuses; providing additional insight
into performance attribution; and improving transparency of delay costs. At the
conclusion of the session, Verus requested that the Board direct Verus and Staff to work
with leading provider(s) to develop an initial review of the portfolio and then once that
review is complete, to determine whether to proceed with a relationship.

The leading provider identified for this opportunity is Zeno Consulting Group based in
Bethesda, MD. The firm was founded in 1986 as "“Plexus Group”, then acquired by
JPMorgan Chase in 2002, later acquired by ITG in 2006 before finally being re-established

SEATTLE

|

LOS ANGELES

|

SAN FRANCISCO

|

VERUSINVESTMENTS.COM

as an independent employee-owned firm in 2010. Steven Glass, J.D. serves as the firm’s
President and CEO. He joined the firm in 1996 having previously served as the General
Counsel to the District of Columbia Retirement Board. Zeno is a registered investment
advisor (RIA) providing consulting services—not asset management or brokerage
services—to their clients. The firm has satellite offices in Culver City, CA and Manalapan,
NJ.

Trial Period
The trial period offered by Zeno for this engagement is based on four quarters of historical
data. If entered into today, the analysis would cover the calendar year 2015. Their work
will cover one equity strategy, a fixed income strategy, and another strategy that involves
currency exposures (either global equity or fixed income). Zeno will then provide three
separate reports covering these three areas. Once Zeno receives the data from the
custodian access will be discontinued.

Zeno offers the trial period for free. It is estimated that their analysis will require
approximately one month to complete. Once the reports have been received and
reviewed by Verus and Staff, we will provide the Board with insights into the efficacy of
the service and any issues identified during the trial period.

While the trial is being conducted, a preliminary review of an agreement with Zeno will
be undertaken. The standard agreement will be shared with legal counsel while the
pricing arrangement for the services is also determined. We recommend the Board
authorize Staff to negotiate an agreement not to exceed $100,000 annually.
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