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Appendix 2



Annual State Retirement and Pension System’s 

Investment Overview 
  

 

At the request of the Joint Committee on Pensions, the Department of Legislative Services 

(DLS) annually reviews the investment performance of the State Retirement and Pension System 

(SRPS) for the preceding fiscal year.  This report is intended to provide an overview of the SRPS 

performance, a comparison of this performance to its peers, and an identification of issues meriting 

further comment by the State Retirement Agency (SRA). 

 

 

State Retirement and Pension System Investment Performance 
 

Asset Allocation  
 

The SRPS Board of Trustees sets the allocation of assets to each investment class, and 

continuously monitors the appropriateness of the allocation in light of its investment objectives.  

The SRPS Investment Policy Manual sets forth the investment objectives: 

 

“C. Objectives 

 

The Board desires to balance the goal of higher long-term returns 

with the goal of minimizing contribution volatility, recognizing that 

they are often competing goals.  This requires taking both assets and 

liabilities into account when setting investment strategy, as well as 

an awareness of external factors such as inflation.  Therefore, the 

investment objectives over extended periods of time (generally, ten 

to twenty years) are to achieve an annualized investment return that: 

 

1. In nominal terms, equals or exceeds the actuarial investment 

return assumption of the system adopted by the board.  The 

actuarial investment return assumption is a measure of the long-

term rate of growth of the System’s assets.  In adopting the 

actuarial return assumption, the board anticipates that the 

investment portfolio may achieve higher returns in some years 

and lower returns in other years. 

 

2. In real terms, exceeds the U.S. inflation rate by at least 3.0%.  

The inflation-related objective compares the investment 

performance against the rate of inflation as measured by the 

Consumer Price Index (CPI) plus 3.0%.  The inflation measure 

provides a link to the System’s liabilities. 
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3. Meets or exceeds the System’s Investment Policy Benchmark.  

The Investment Policy Benchmark is calculated by using a 

weighted average of the board-established benchmarks for each 

asset class.  The Policy Benchmark enables comparison of the 

system’s actual performance to a passively managed proxy and 

measures the contribution of active investment management and 

policy implementation.” 

 

In its annual review of the system’s asset allocation in 2015, the board decided to make 

several changes to the overall strategic asset class targets.  The board voted to consolidate its 

current asset class structure into five categories. The Growth Equity class includes public equity 

(domestic, global, international, and emerging markets) and private equity investments.  The Rate 

Sensitive class includes fixed income, treasury inflation protected securities, and cash.  The Credit 

class includes high yield bonds and bank loans and emerging market debt.  The Real Assets class 

includes real estate, commodities, and natural resources and infrastructure investments.  Absolute 

Return is the final asset class category and consists of investments that are expected to exceed U.S. 

treasuries with low correlation to public stocks.  Included within these asset classes are sub-asset 

classes.  The board approved adjustments to the asset allocations, and set transitional targets.  The 

board also approved target ranges for sub-asset classes as well as constraints on hedge fund 

exposure, with total hedge funds capped across all asset classes.  Exhibit 1 shows system asset 

allocations in relation to the strategic targets. 

 

Exhibit 1 also shows a continuation of a trend that began with significant restructuring of 

the portfolio in fiscal 2008 and 2009.  Most notably, public equity has dropped from 62.8% in 

fiscal 2008 to 37.4% in fiscal 2016.  The overall strategy of diminishing allocations to public equity 

is part of an approach by the board to decrease risk through diversification in the wake of the 

2008 financial crisis.  A shift from public equity to alternatives strategies like hedge funds can 

benefit the fund in turbulent markets.  Additionally, increased investment in private equity has 

resulted in positive returns for the system, with less experienced volatility than public equity.  It 

should be noted that the overall strategy of reducing public equity investments is expected to result 

in lower returns when public equities are in multi-year growth patterns.  However, as public equity 

has been the most volatile asset class over the past 10 years, a more diverse investment allocation 

will provide protection when equity markets decline.  As of September 30, 2016, the public equity 

allocation has grown slightly to 38.6%, with domestic public equity increasing from 14.8% to 

15.9%.  The long-term policy allocation for private equity − one of the system’s strongest 

performing asset classes − increased to 11.0%, with the actual allocation reaching 9.3% as of 

September 30, 2016. 
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Exhibit 1 

State Retirement and Pension System Asset Allocation  

 
 Target Actual Actual 

Asset Class Allocation 6/30/2016 9/30/2016 

    

Growth/Equity 47.0%  46.6%  47.9%  

U.S. Equity 16.0%  14.8%  15.9%  

International Equity 12.0%  13.4%  12.8%  

Emerging Market Equity 8.0%  9.2%  9.9%  

Private Equity 11.0%  9.2%  9.3%  

       

Rate Sensitive 21.0%  22.7%  22.0%  

Long-term Government 

Bonds 10.0%  10.5%  10.5%  

Securitized and Corporate 

Bonds 6.0%  7.0%  7.0%  

Inflation-linked Bonds 5.0%  4.1%  4.1%  

Cash 0.0%  1.1%  0.5%  

       

Credit 9.0%  9.4%  9.5%  

High Yield Bonds & Bank 

Loans 6.0%  6.6%  6.6%  

Emerging Market Debt 3.0%  2.9%  2.9%  

       

Real Assets 15.0%  12.7%  12.6%  

Real Estate 10.0%  8.2%  8.3%  

Commodities 3.0%  2.8%  2.6%  

Natural Resources and 

Infrastructure 2.0%  1.7%  1.7%  

       

Absolute Return 8.0%  8.6%  8.0%  

       

Total Fund 100.0%  100.0%  100.0%  

 

 
Source:  State Retirement Agency 
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 Investment Performance 
 

The system’s investment return for fiscal 2016 was 1.16%, net of management fees, failing 

to exceed its investment return target for the second consecutive year.  The performance was driven 

primarily by low public equity returns, which made up 37.4% of the portfolio and returned -4.31% 

for the fiscal year.  As shown in Exhibit 2, the system’s assets totaled $45.465 billion as of 

June 30, 2016, a decrease of $368 million over fiscal 2015 after accounting for benefit payouts 

and other expenses.  This is the third year in a row that the market value of the fund has exceeded 

$45.0 billion but is also the first year since 2012 that the market value of the fund decreased when 

compared to the prior June 30 value.  As noted below, the strongest performing asset classes were 

private equity, real estate, and fixed income. 

 

As shown in Exhibit 3, all but two asset classes underperformed their policy benchmarks.  

Public equity holding returns were 46 basis points under the benchmark.  Within public equity, 

domestic equity returned 0.56%, with international and global equity sustaining losses of -11.11% 

and -3.96%, respectively.  The system’s real estate and private equity holdings contributed strong 

performance, returning 11.16% and 9.94%, respectively, though real estate underperformed its 

return benchmark.   
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Exhibit 2 

State Retirement and Pension System of Maryland 
Fund Investment Performance for Periods Ending June 30, 2016 

($ in Millions) 

 

      Time Weighted Total Returns 

       

  Assets  % Total  1 Year  5 Years  10 Years 

           
Growth Equity           

Public Equity  $17,006  37.4%  -4.31%  6.11%  4.56% 

Private Equity  4,169  9.2%  9.94%  12.30%  10.87% 

Subtotal  21,175  46.6%  -1.82%  7.05%  5.04% 

           

Rate Sensitive           

Nominal Fixed Income  7,933  17.4%  10.71%  5.70%  6.13% 

Inflation-linked Bonds  1,866  4.1%  5.16%  3.41%  n/a 

Cash  521  1.1%  2.39%  2.41%  n/a 

Subtotal  10,320  22.7%  9.34%  5.00%  6.00% 

           

Credit  4,294  9.4%  2.23%  5.75%  n/a 

           

Real Assets           

Real Estate  3,740  8.2%  11.16%  11.73%  5.90% 

Commodities  1,273  2.8%  -13.60%  -8/81%  n/a 

Natural Resources and 

Infrastructure  772  1.7%  -12.61%  5.57%  n/a 

Subtotal   5,785  12.7%  -1.66%  0.55%  4.14% 

           

Absolute Return  3,892  8.6%  -3.01%  2.42%  n/a 

           
Total Fund  $45,465  100.0%  1.16%  5.68%  4.85% 

 

 

Note:  Data presented here includes $242.1 million invested by the system on behalf of the Maryland Transit 

Administration.  Returns beyond one year are annualized.  Returns are net of fees, except for 10-year returns, which 

are gross of fees.  Columns may not add to total due to rounding. 

 

Source:  State Street Investment Analytics 
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Exhibit 3 

State Retirement and Pension System of Maryland 
Benchmark Performance for Periods Ending June 30, 2016 

 
 

  Return  Benchmark  Excess 

       

Public Equity  -4.31%  -3.85%  -0.46% 

Private Equity  9.94%  4.59%  5.35% 

Nominal Fixed Income  10.71%  11.65%  -0.94% 

Inflation-linked Bonds  5.16%  5.23%  -0.08% 

Cash  2.39%  0.14%  2.25% 

Credit  2.23%  2.69%  -0.46% 

Real Estate  11.16%  13.23%  -2.06% 

Commodities  -13.60%  -13.32%  -0.28% 

Natural Resources and Infrastructure  -12.61%  6.05%  -18.66 

Absolute Return  -3.01%  -2.56%  -0.45 

       

Total Fund  1.16%  1.69%  -0.54% 
  

Source:  State Street Investment Analytics 

 

 

Appendix 1 presents the fiscal year-end performance by each investment manager for 

fiscal 2016 and prior periods by asset class and asset sub-class.  While overall plan performance 

and performance in aggregate among the asset classes yielded returns below benchmarks, some 

asset sub-classes did produce value above benchmarks.   

  

DLS requests SRA to comment on the 2016 return performance in relation to the 

policy benchmarks and for any asset classes and asset sub-classes that underperformed the 

benchmark, comment on the factors that led to the underperformance, whether those factors 

are expected to negatively affect performance in fiscal 2017, and what actions are being taken 

to mitigate those factors impacting the fiscal 2017 returns. 
 

 Performance Relative to Other Systems 
 

 One method of evaluating the system’s investment performance is to compare the system’s 

investment performance with the performance of other systems.  The Trust Universe Comparison 

Service (TUCS), rankings are useful for providing a big-picture, snapshot assessment of the 

system’s performance relative to other large public pension plans.  In the TUCS analysis, the 

one-hundredth percentile represents the lowest investment return, and the first percentile is the 
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highest investment return.  According to TUCS, the system’s fiscal 2016 investment performance 

was rated in the fifty-seventh percentile among the public pension funds with at least $25 billion 

in assets, as shown in Exhibit 4.  However, the system’s plan policy ranking for the period ending 

June 30, 2016, was the thirty-second percentile, highlighting the system’s underperformance of its 

benchmarks.  As the system has a low allocation to equity investments compared to its peers, the 

system’s investment policy will have a low TUCS ranking when equity markets are experiencing 

strong performance.  Up until this year, the system has consistently experienced returns in excess 

of its benchmarks, resulting in higher actual TUCS rankings.  With the exception of the one-year 

return for fiscal 2016, long-term performance rankings place SRPS in the bottom quartile for every 

timeframe examined.  The TUCS rankings are based on returns gross of fees. 

 

 

Exhibit 4 

TUCS Percentile Rankings for Periods Ending June 30 
Fiscal 2013-2016 

 
 

  2013 2014 2015 2016 

         1 Year  93  94  81  57  

3 Years  87  94  88  95  

5 Years  68  84  88  95  

10 Years  99  99  91  95  
 

TUCS:  Trust Universe Comparison Service 

 

Source:  Trust Universe Comparison Service 

 

 

 TUCS rankings on their own offer limited insight into the manner in which a system’s asset 

allocation drives performance.  The rankings by themselves offer little by way of explaining why 

Maryland’s performance differs from that of other funds and do not reflect a clear picture of the 

increased investment volatility risks borne by a system with heavier investment in equity, 

particularly public equity.  A more in-depth examination of asset allocation and returns in 

comparable state pension plans further illustrates the relationship between allocations to equity 

and fund performance.  Over the last few years, high allocations to public equity resulted in higher 

returns due to the run-up in those markets.  Based on data compiled by SRA, DLS identified 

four other state pension funds with asset allocations to equity at levels similar to Maryland, and 

four other funds with a higher share of equity allocations; these are shown in Exhibit 5.  With the 

exception of Virginia, the plans shown in Exhibit 5 all decreased allocations of public equity 

allocations from their fiscal 2015 levels.  This is consistent with trends to reduce risk and volatility 

by lowering allocations to public equity, but could also be related investment performance.    
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Exhibit 5 

Performance and Equity Allocation of Public Pension Fund Peers 
As of June 30, 2016 

 

    Asset Allocation 

     

 
Total Equity 

Exposure 

Public 

Equity 

Private 

Equity 

Real 

Estate 

Fiscal 2016 

Performance 

         

Washington  73.3%  36.5% 21.0% 15.8%  2.65%  

Virginia  61.6%  40.8% 7.9% 12.9%  1.90%  

California Teachers  77.5%  54.9% 8.7% 13.9%  1.40%  

Pennsylvania   49.3%  21.9% 16.0% 11.4%  1.29%  

Oregon  70.7%  38.0% 20.1% 12.6%  1.21%  

Maryland  54.8%  37.4% 9.2% 8.2%  1.16%  

North Carolina  57.0%  42.5% 5.0% 9.5%  0.80%  

California Employees  70.1%  51.9% 8.9% 9.3%  0.61%  

South Carolina  48.2%  31.7% 9.4% 7.1%  -0.39%  

 
California Employees:  California Public Employees’ Retirement System 

California Teachers:  California State Teachers’ Retirement System 

Maryland:  Maryland State Retirement and Pension System 

North Carolina:  North Carolina Retirement System 

Oregon:  Oregon Public Employees’ Retirement System 

Pennsylvania:  Pennsylvania Public School Employees’ Retirement System  

North Carolina:  North Carolina Retirement System 

South Carolina:  South Carolina Retirement System 

Virginia:  Virginia Retirement System 

Washington:  Washington State Investment Board 

 

Source:  State Retirement Agency 

 

 

While SRPS returns in public equity were well below the assumed rate of return, private 

equity and real estate generated significant returns in fiscal 2016.  Other systems shown in exhibit 5 

highlight the strength of private equity and real estate in fiscal 2016.  While Washington had a 

similar public equity allocation to SRPS, it had significantly more assets in private equity and real 

estate.  The Pennsylvania Public School Employees’ Retirement System had a lower overall 

allocation to equity but higher allocations to private equity and real estate.  Both systems returns 

exceeded SRPS.   
 

Regarding public equity, SRPS does not have a bias to domestic equity.  While total public 

equity returns for SRPS were -4.31%, domestic public equity returned 0.56% on the year, with a 

benchmark of 2.14%.  All things being equal, a system with allocations similar to SRPS but a 

higher allocation in public equity in domestic equity would be expected to have performed better 
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than SPRS in fiscal 2016.  Since the end of the fiscal year, system asset allocations to domestic 

equity have increased to 15.9% as of September 30, 2016.   
 

TUCS data for fiscal 2016 quarterly performance provide some insight when examining 

the effect of heavier allocations to public equity.  As shown in Exhibit 6, Maryland’s TUCS 

rankings are significantly higher when domestic equity has the lowest performance ranking.  For 

the first quarter ending September 30, 2015, the Standard and Poor’s (S&P) 500 had the lowest 

TUCS performance ranking.  Conversely, Maryland ranking is in or near the top quartile during 

that same period.  As expected, due to Maryland’s comparatively low allocation to public equity, 

when the S&P 500 has the highest TUCS performance ranking in the second quarter of fiscal 2016, 

Maryland’s ranking falls back into the bottom quartile.  These results are reflective of SRPS’ 

cautious approach to avoid losses in market downturns.   
 

The diversification of the system’s asset allocation appears to be providing protection 

against more severe losses in a market downturn.  This protection is, as the rankings indicate, at 

the expense of additional gains when the markets are performing well.  However, while additional 

gains are always welcome, there is prudence in structuring the investment allocation in a manner 

that limits the severity of a negative return.  Less volatility in investment returns will also result in 

more stable employer contribution rates.  
 

TUCS also provides data on the risk-return profile of its members.  The data show that the 

system’s level of risk over the three-year period ending June 30, 2016, was below the median for 

other public funds with assets greater than $25 billion.  This is consistent with the system’s 

comparatively low allocation to public equity, which is a highly volatile asset class.  The system’s 

asset allocation sets the system up to protect against more extreme losses in down markets, which 

is reflected in the rankings shown in Exhibit 6.  For the quarter ending September 30, 2015, the 

system return is -3.61%.  However, for that same period, the S&P 500 return is -6.44%.  As 

expected, with the TUCS ranking for the S&P at 100, Maryland’s ranking is considerably higher 

at 25. 
 

 

Exhibit 6 

SRPS TUCS Performance Rankings – Fiscal 2016 Quarterly Performance 
 
 

  September 

2015 

December 

2015 

March 

2016 

June 

 2016 

         
SRPS Performance  25  91  28  42  

 

S&P 500  

 

100  1  42  5  

 
S & P:  Standard and Poor’s 

SRPS:  State Retirement and Pension System 

TUCS:  Trust Universe Comparison Service 
 

Source:  Trust Universe Comparison Service 
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 Investment Management Fees  
 

 As shown in Exhibit 7, SRPS incurred $329.7 million in investment management fees 

during fiscal 2016, a decrease of $17.4 million over fiscal 2015 fees.  Management fees for the 

plan as a whole have grown substantially since the system adjusted its asset allocation to invest 

more heavily in alternative asset classes with higher fee structures.  The shift of public equity 

assets to global and emerging market equity managers, which are almost all active managers, 

contributed significantly to the growth in fees over the past few years.   

 

 

Exhibit 7 

Asset Management Fees Paid by Asset Class 
Fiscal 2014-2016 

($ in Millions) 

 

 2014 2015 2016 

 

    

Public Equity $99.3  $95.6  $83.6  

Fixed Income 11.8  10.7  10.0  

Real Estate 26.4  26.2  32.6  

Private Equity 59.1  62.3  81.5  

Real Return 26.3  33.8  29.6  

Credit and Debt Related 62.9  52.3  36.9  

Absolute Return 33.1  58.2  49.2  

Currency 6.9  5.0  3.1  

Service Providers/Other 3.7  2.8  3.1  

       

Total $329.6  $347.1  $329.7  

 
Note:  Columns may not sum to total due to rounding. 

 

Source:  State Retirement Agency 

 

 

 While active management of assets results in higher overall fees, the system has benefited 

from active management by achieving excess returns over performance benchmarks.  Private 

equity returned 535 basis points in excess of its fiscal 2016 benchmark.  While active management 

of emerging market public equity returned -6.46%, the return was 559 basis points above its 

benchmark of -12.05%.  Similarly, actively managed international developed equity’s return 

of -9.29% was 106 basis points above its benchmark of -10.35%.  Commodity hedge fund 

investments returned 1044 basis points above its benchmark, though for a return of -2.88%.  While 

negative returns are concerning, the system has at least demonstrated an ability to receive value 

when paying for active management by mitigating the extent of negative returns.   
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 A report presented to the SRPS board of trustees at the August 16, 2016 meeting of the 

board by CEM Benchmarking, Inc. found that SRPS investments were lower cost compared to its 

peer group.  The report noted that the system had lower costs than would be expected, and also 

noted that the system paid less than peer systems for similar services.       

 

 Private Equity Fees 
 

 Private equity investments comprise 9.2% of total system assets as of June 30, 2016.  The 

total private equity investment has increased from 8.0% as of June 30, 2015.  The system’s private 

equity program is relatively young, beginning in 2005.  As shown in Exhibit 7, management fees 

for private equity comprise nearly 25.0% of total management fees, despite only constituting 9.2% 

of system assets in fiscal 2016.  The reason for the high amount of fees in private equity involves 

a substantial degree of active management.  Fee structures are similar to those used in hedge funds, 

with a set management fee, plus a portion of earnings referred to as “carried interest.”  The 

management fees in Exhibit 7 only reflect the management fees, not carried interest.  Because of 

the nature of private equity fee arrangements, carried interest fees are tied to performance.  When 

the system pays higher carried interest fees, a higher return on investment is the result.  SRA 

indicates that private equity returns are reported net of management fees and carried interest.  

Management fees for private equity shown in Exhibit 7 reflect increased investment commitments 

in fiscal 2016.   

 

 While private equity does involve substantial management fees, the system’s private equity 

portfolio was one of the strongest performing asset class in 2016, with a return of 9.94%.  This 

return was 535 basis points above its benchmark, the second consecutive year in which private 

equity returns exceeded the benchmark by more than 500 basis points.  Returns for the 

one -three- and five-year periods were 9.94%, 14.16%, and 12.30%, respectively.  Returns for 

those same periods also provided significant excess returns over the asset class benchmarks.    

 

 Over the past few years, there has been increasing interest and scrutiny over the 

transparency of fees for private equity investments.  Concerns have been raised over lack of 

transparency over fees and expenses related to private equity investments not being fully disclosed.  

This increased scrutiny is expected to result in more transparent disclosures in the private equity 

industry.  A fee reporting template designed by the Institutional Limited Partners Association has 

been receiving increasing support from public systems as well as general partner entities.  SPRS 

has signed on in support of the fee disclosure template.  The template is intended to unify and 

codify the presentation of fees, expenses, and carried interest disclosures by fund managers to 

limited partners. 

 

 Internal Asset Management 
 

 A number of large public defined benefit pension funds report using internal management 

for at least a portion of their portfolio.  The board has been discussing the exploration of internal 

management of SRPS assets.  The SRPS Investment Policy Manual was amended to clarify the 

ability of the Chief Investment Officer to develop and implement internal management strategies.  
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DLS notes that moving to internal management could require substantial increase in staffing and 

flexibility to provide market rate compensation to investment staff but also has the potential to 

generate substantial net savings in management costs. 

 

 As a shift to internal management would be a significant change in the operation of the 

SRA Investment Division, DLS notes that a shift to internal management could require significant 

operational changes.  Performance measures would need to be adopted to monitor and evaluate the 

effectiveness of internal management of system assets compared to external management.  

Additionally, guidelines and reporting requirements would need to be implemented to track the 

internal management of system funds, as well as any expansion or reduction of internal 

management once implemented. 

 

 As part of its requests for legislation in 2017, the board of trustees included a request for 

legislation that would give independent salary setting authority for SRA Investment Division 

personnel.  Independent salary authority would likely be a necessary component of implementing 

internal management of assets.  The board cites “insufficient resources to develop an internal 

management function” as one of the reasons for the requested legislation.  A move to internal 

management would require SRA to compete with the private sector to recruit and retain asset 

managers with the experience needed to directly manage assets.   

 

 One of the arguments for internal management is that it can reduce fees paid for asset 

management.  However, internal management does introduce additional risk factors.  SRA has 

been effective at negotiating favorable fee arrangements with external managers, and external 

management provides SRPS with options to select asset managers and to diversify the management 

of assets among multiple managers.  When particular managers do not perform well, SRPS is able 

to terminate the management arrangement and place the funds under management elsewhere.  If 

assets under internal management fail to adequately perform, the investment performance would 

be an SRA personnel issue, rather than a manager selection issue.  Flexibility and diversification 

in managements of assets will need to be balanced with potential cost savings from reduced fees.  

Additionally, turnover of internal management personnel could affect investment performance 

continuity.  

 

 DLS requests SRA to comment on its plans for internal asset management, including 

the asset classes and sub-asset classes in which SRA plans to directly manage system assets, 

the amount of assets that would be internally managed, changes to investment division 

staffing that would be needed to implement internal management of assets, any additional 

legal or regulatory compliance required as a result of internal asset management, and 

potential timelines for implementation. 

 

 

Terra Maria Program 
 

The Terra Maria program, the system’s emerging manager program, continued to add value 

to the portfolio, but its performance has weakened compared with its early years.  Now in its 

tenth year, the program performed below its benchmark by 265 basis points in fiscal 2016, though 
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since inception the program has performed 77 basis points above its benchmark.  Domestic public 

equity under Terra Maria managers had a cumulative return of -5.32%, which was 590 basis points 

below its benchmark.  By comparison, the system returned 1.54% in actively managed domestic 

public equity, which was 160 basis points below the benchmark.   
 

The program has also continued to experience some retrenchment in size.  Total assets 

devoted to the program decreased slightly, from almost $2.9 billion in fiscal 2015 to $2.6 billion 

in fiscal 2016.  As a proportion of total assets, Terra Maria dropped from 6.3% of total assets in 

fiscal 2015 to 5.7% in fiscal 2016.  Exhibit 8 provides an overview of the Terra Maria program 

by program manager and asset class. 
 

 

Exhibit 8 

Terra Maria Program Performance 
Investment Performance for Periods Ending June 30, 2016 

($ in Millions) 
 

    Performance 

     

Program Manager  Total Assets 

Fiscal 2016 

Actual 

Fiscal 2016 

Benchmark  

Inception 

Actual 

Inception 

Benchmark 

           

Attucks  $421.5  -2.46%  -1.23%  12.63%  11.95% 

Bivium  279.2  -7.46%  -3.64%  10.97%  11.46% 

Capital Prospects  446.1  -2.54%  -0.30%  14.88%  14.75% 

FIS Group  346.1  -4.63%  -7.20%  11.32%  10.21% 

Leading Edge  351.6  -6.78%  -5.17%  11.21%  11.21% 

Northern Trust  440.8  -4.47%  -0.06%  4.47%  4.33% 

Progress  325.9  4.39%  4.36%  8.01%  7.85% 

           

Asset Class           

           

U.S. Equity  $992.2  -5.32%  0.58%  7.13%  7.03% 

International 

Developed  Equity 
 712.9  -8.39%  -10.48%  0.82%  -1.00% 

Emerging Market 

Equity 
 146.1  7.07%  6.41%  -0.37%  -0.02% 

Global Equity  23.1  2.49%  -3.73%  10.12%  10.02% 

Rate Sensitive  636.0  4.21%  4.15%  3.56%  3.60% 

Credit/Debt  100.9  -4.34%  -0.63%  6.19%  7.23% 

           

Total  $2,611.2  -4.03%  -1.68%  4.76%  3.99% 
 

Note:  Actual returns are net of fees; returns beyond one year are annualized.  Total assets may not sum to total due to 

rounding. 
 

Source:  State Retirement Agency 

78



For fiscal 2016, only two of the seven program managers met or exceeded their 

performance benchmarks, and on the whole, program performance underperformed its benchmark 

by 235 basis points.  Only international and global equity exceeded their benchmarks, and only 

two asset managers exceeded their individual benchmarks.  Despite the underperformance in 

fiscal 2016, the program as a whole has outperformed its overall composite benchmark by 77 basis 

points since inception.  However, that is down from returns of 118 basis points over the benchmark 

since inception through fiscal 2015.  Among asset classes, domestic equity, international equity, 

and global equity have exceeded benchmarks since inception.  All but one of the seven program 

managers are beating or meeting their benchmarks since inception. 

 

Despite the overall underperformance, the program did demonstrate its ability to generate 

value.  While international developed equity had a return of -8.39%, this return was 209 basis 

points above the benchmark.  Non-Terra Maria international developed equity that was actively 

managed had a fiscal year return of -9.62%, exceeding its benchmark by 65 basis points.  While 

US equity underperformed by 590 basis points, global equity Terra Maria returned 2.49%, which 

exceeded its benchmark by 622 basis points.   

 

One of the Terra Maria program’s stated goals is to achieve returns in excess of 

benchmarks.  The program has demonstrated the ability to achieve excess returns over 

benchmarks, with instances of significant returns over benchmarks at times.  Over the past year, 

there has been discussion at SRPS board meetings of refocusing the program asset management to 

better utilize the asset diversification the program can bring to SRPS, including exploring 

expansion into additional asset classes.   

 

DLS requests SRA to comment on its plans regarding the structure and utilization of 

the Terra Maria program moving forward, including how the amount of funds under 

management and the distribution of funds among asset classes affects program performance. 
 

 

Currency Program  
 

 Adopted in fiscal 2009, the program is designed to protect against losing value when the 

dollar appreciates relative to some foreign currencies in countries in which the system holds assets.  

During periods when the dollar is weak, the currency management program’s cost manifests as a 

slight drag on international equity holdings.  However, when the dollar appreciates, the program 

provides gains that help offset the currency losses generated by the strengthening dollar.  During 

fiscal 2016 the program reduced returns by $47.7 million.  However, as of June 30, 2016, the 

currency program added value of $267.1 million since inception.  Gains when the dollar is strong 

should outweigh losses when the dollar is weak, and the system has taken steps to lock in program 

gains.  The primary objective of the program is to lower volatility related to currency fluctuations. 

  

79



The currency hedging program is only applied to a relatively small portion of the system’s 

total assets.  In addition, not all foreign currencies are included in the hedging program.  Due to 

liquidity constraints and higher transaction costs in some currencies, the program is currently 

limited to the Euro, Japanese Yen, Swedish Krona, Swiss Franc, Canadian Dollar, Australian 

Dollar, and British Pound. 

 

DLS requests SRA to comment on its process for evaluating utilization of the currency 

program, and plans for the program moving forward. 
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