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State Funds Ranked from Highest to Lowest Allocation to Alternatives

% Alternatives

Source: Cliffwater LLC, CAFRs

Over the past 10 years, state pensions have shifted 
into alternatives

– Alternatives have more than doubled from 10% 
to 26%

– Exposure to public equities has been reduced
Endowments have an average alternatives allocation 
of 53% versus 26% for state pensions

– Hedge funds represent a larger allocation within 
the endowments’ alternatives allocation

As a percentage of alternatives, state pensions have a 
heavier exposure to private equity & real estate while 
endowments have a heavier exposure to hedge funds

– Hedge funds are the newest alternative asset 
class for most state pensions, representing a 4% 
allocation; allocation has been stable

Asset Allocation Trends

Source: Cliffwater 2017 Report on State Pension Asset Allocation and Performance. The 2016 state pension asset allocation data is based upon
93 state pension systems, including those whose fiscal 2016 end is not June 30. The source for endowment data is the 2016 NACUBO-
Commonfund Study of Endowments. The endowment asset allocation data is based upon all 805 participating endowments.

Changes to Overall State Pension Asset Allocation (asset-weighted) 

 

2006 2011 2012 2013 2014 2015 2016

Public Equities 61% 51% 49% 50% 51% 50% 48% -2%
Fixed Income 26% 25% 25% 22% 23% 23% 24% 1%
Alternatives 10% 21% 24% 25% 24% 24% 26% 2%
Cash 2% 3% 2% 3% 2% 3% 2% -1%

Total 100% 100% 100% 100% 100% 100% 100%

YoY 

Change
Private 
Equity
34%

Real Estate
11%

Hedge Funds
38%

Real Assets
13%

Other
4%

Endowment Alternatives Mix

Source: Cliffwater LLC, NACUBO

Private 
Equity
36%

Real Estate
30%

Hedge
Funds
18%

Real Assets
13%

Other
4%

State Pension Alternatives Mix

Distribution of 2016 Alternative Allocations among State Pensions 

Composition of Alternative Investments for Fiscal 2016 
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Private Equity Performance Among State Pensions

Over 15 fiscal years ended June 30, 2016, the 20 state pensions systems that had private 
equity portfolios for the entire period had an excess return of 4.4% vs. a public equity 
benchmark

– 10.2% annualized return vs. 5.8% for a 70% Russell 3000/30% MSCI ACWI ex US index
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Fiscal Years ending June 30

State10  13.8%

State17  12.8%

State11  11.8%

State12  11.0%

State3  10.9%

State8  10.7%

State18  10.3%

State7  10.2%

State5  10.1%

State15  10.1%

State14  9.7%

State9  9.5%

State16  9.3%

State19  9.3%

State1  9.04%

State13  8.8%

State6  8.4%

State 2  8.3%

State20  8.3%

State 4  7.9%

20 State Composite*
10.2%
Public Equity Benchmark**
5.8%

*   A composite comprised of the private equity portfolios of 20 state pensions  for June 30 fiscal years 2002‐2016.
** A public equity benchmark weighted 70% to the Russell 3000 Index (6.1% annualized  return) and 30% to the MSCI ACWI ex US Index (5.0% annualized  return), 
with assigned weights reflecting Cliffwater's  judgment of the U.S. and non‐U.S. content of a diversified private equity portfolio.   

20 State Private Equity Composite

Public Equity Benchmark

Private Equity Performance Among State Pensions
15 Years ending June 30, 2016 (Growth of $)

Source: Cliffwater Research Report, “An Examination of Private Equity Performance among State Pensions: Evidence for a Systemic Asset
Allocation Underweight.” Annualized returns for the entire 15-year period are reported in the legend.
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Dispersion of State Fund Returns – as of June 30, 2016

10 year returns for private equity, real estate and hedge funds are widely distributed
– Suggests that implementation matters

Source: Cliffwater 2017 Report on State Pension Asset Allocation and Performance. Not all 67 state pensions that reported 10-year total fund
returns ended June 30, 2016 also reported all asset class returns. We display the number of state pensions represented in each asset class
distribution below the asset class labels along the horizontal axis. The benchmarks used are as follows: Total Fund, 65%/35% mix of MSCI ACWI
and Bloomberg Barclays Aggregate Bond; Fixed Income, Bloomberg Barclays Aggregate Bond; US Stocks, Russell 3000; Non-US Stocks, MSCI
ACWI ex US; Hedge Funds, HFRI Fund-of-Funds; Real Estate, NCREIF Property; and Private Equity, Cambridge Private Equity.

Note: The arrows display the range of individual state pension returns from low (the 90th percentile return) to high
(the 10th percentile return) along with their values. Median returns are shown in gold on the right and commonly used
benchmark returns are shown in gray to the left.
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Private Equity Performance Takeaways

Private equity indices have outperformed public market indices
– Post crisis, the spread generally has ranged between 3-8% annualized over rolling 10 yr

periods1

Public pension plan private equity portfolios have likewise outperformed public markets, 
and standard deviation has been lower

– Excess over the 15 year period (FY 2002-16) was 4.4% 
– Outperformance during both bull and bear markets
– Wide variation in individual state returns and risk levels

• Indicative of importance of implementation
US buyout performance is affected by the amount of capital raised per vintage year and 
is also affected by the cost/availability of debt and public market valuations at time of exit

– Implies the importance of vintage year diversification
The median US buyout fund has outperformed the Russell 3000 consistently over various 
time periods but the third quartile manager performs similarly to the index2

– Indicative of the importance of manager selection

1 Based on the excess return of the pooled IRR of the Cambridge Associates Global Private Equity and Venture Capital Index over
the Russell 3000 Index for rolling 10-year periods from June 30, 2009 through June 30, 2016.

2 Source for US buyout performance: Cambridge Associates LLC.
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Fund of funds
– Commingled or separate account

– Broad private equity exposure or narrow focus (e.g., Asia, venture, secondaries)

Direct with use of a consultant
– Generalist vs. specialty consultant

Staff directed

Some combination of the above

Private Equity Implementation Options
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Internal staffing levels

Governance structure

Desired amount of control
– Portfolio structure (e.g., strategy exposures, number of GP relationships)
– Vintage year timing
– Legal/side letter negotiations

Transparency

Fees

Key Implementation Considerations



Firm Overview
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1 Includes discretionary and non-discretionary assets under advisement of current clients. Private assets as of June 30, 2017; all
other assets as of September 30, 2017. (Private asset valuations generally lag by a quarter.)

Founded in 2004 

100% employee owned

SEC registered, accept fiduciary responsibility

Offices in Los Angeles and New York

Experienced professional staff
– 46 employees

Focused on institutional clients
– 46 total clients

• 32 private assets clients

Assets under advisement1
– $22 billion in private assets

• $48 billion in alternative assets

Cliffwater LLC
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Cliffwater Private Assets Senior Leadership Team 

Stephen Nesbitt
CEO / CIO

40 years of investment 
experience 

Thomas Lynch, CFA
Senior Managing 
Director 

37 years of investment 
experience

Kathleen Barchick, 
CFA
Senior Managing 
Director

24 years of investment 
experience 

Gabrielle Zadra
Senior Managing 
Director, Head of 
Private Assets 
Research 

17 years of investment 
experience 

Philip Godfrey
Senior Managing 
Director

36 years of investment 
experience 

Jonathan Rogal
General Counsel, 
Chief Compliance 
Officer 

18 years of investment 
experience 

Lance Johnson 
Chief Operations 
Officer 

22 years of investment 
experience

James Feidler
Senior Managing 
Director 

26 years of investment 
experience

Pete Keliuotis, CFA
Senior Managing 
Director 

29 years of investment 
experience

Mark Johnson
Senior Managing 
Director 

19 years of investment 
experience

David Wippel
Managing Director, 
Head of Risk  
Reporting

19 years of investment 
experience 

Thomas Brown
Chief Technology
Officer 

19 years of investment 
experience
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Senior Investment Due Diligence Team 
Gabrielle Zadra, Senior Managing Director, Head of Private Assets Research
Gabrielle is a Senior Managing Director of Cliffwater LLC and leads our private assets research team. Prior to
joining Cliffwater in 2004, Gabrielle was with Pathway Capital Management, LLC where she led due diligence on
private equity investments. Previous experience includes working in investment banking with the Banc of America
Securities Technology Group. She also worked for the Service Employees International Union / AFL-CIO. She
earned a BA in History and Women’s Studies with high honors from Oberlin College, and an MBA from The
Anderson School at the University of California, Los Angeles.

Eric Abelson, Managing Director, Venture / Non U.S.
Eric is a Managing Director of Cliffwater LLC and a member of our private assets research team. Prior to joining
Cliffwater in 2007, Eric was a Senior Associate with WestLB Mellon Asset Management where he performed due
diligence on private equity investments. Previous experience includes working in equity management for Sit
Investment Associates. He earned a BS in Environmental Economics from the University of California at
Berkeley. Eric holds the Chartered Financial Analyst® designation and is a member of the CFA Institute and the
Los Angeles Society of Financial Analysts.

Christopher Rice-Shepherd, Managing Director, Real Estate
Chris is a Managing Director of Cliffwater LLC where he oversees the firm’s real asset and real estate research.
Prior to joining Cliffwater in 2012, Chris was a Director at Wilson Meany Sullivan where he performed investment due
diligence and asset management of existing portfolio investments. Previous experience includes investment analysis
and portfolio management at both Stockbridge Real Estate Funds and CIM Group, Inc. Chris earned his AB in
Economics from Stanford University and his MBA from The Anderson School at the University of California, Los
Angeles, where he was a Robert Toigo Foundation fellow.

Mark Williams, Managing Director, Energy / Real Assets
Mark is a Managing Director of Cliffwater LLC and a member of our private assets research team. Prior to joining
Cliffwater in 2008, Mark was a Managing Director and principal of Wilshire Associates where he performed real estate
research and consulting services and managed the development of the Compass institutional investment software and
the RetirePath discretionary managed accounts system. Previous experience includes real estate research with The
Meyers Group, and CJ Bonner Corporation. He earned a BS in Finance from the University of Utah.

Bernard Gehlmann, Managing Director, Buyouts
Bernie is a Managing Director of Cliffwater LLC and a member of our private assets research team. Prior to joining
Cliffwater in 2016, Bernie was a Director of Investments at The Ohio State University & an Investment Officer at
Ohio School Employees Retirement System. His primary responsibilities included managing diversified Endowment
and Pension portfolios across private equity and real assets. He earned a BSBA in Finance and Economics from
The Ohio State University, and holds the Chartered Alternative Investment Analyst® designation.

Our senior team 
averages 19 
years of 
investment 
experience

Senior investment 
team supported 
by 22 research 
and operations 
professionals
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Cliffwater Operations and Legal Due Diligence Teams

Name Responsibility Title

Lance Johnson Head of Operations COO

Jonathan Tabak Operations Due Diligence Managing Director

Kevin McCann Operations Due Diligence Director

Nelson McNeil Operations Due Diligence Vice President

Jonathan Rogal Head of Legal General Counsel

Linda Baker Legal Due Diligence Director

Stanley Liu Legal Due Diligence Director

Jeffrey Loeb Legal Due Diligence Vice President

Provide comprehensive operations due diligence reports for recommended funds
Issue regulatory and industry memos on emerging private asset topics
Fund documents reviewed and evaluated by Cliffwater legal professionals

– Cliffwater legal staff seeks to improve terms; will work jointly with client counsel when desired
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Portfolio Reporting and Risk Analysis Team

Name Responsibility Title

David Wippel Head of Risk Reporting Managing Director

Joshua Belvedere Monitoring & Reporting Vice President

Paulo Jeronymo Monitoring & Reporting Vice President

Steve Thomas Monitoring & Reporting Vice President

Thidar Maw Monitoring & Reporting Senior Associate

Nico Chavez Monitoring & Reporting Associate 

Christina Nolan Monitoring & Reporting Associate 

Jordan Kelly Monitoring & Reporting Analyst

D'Ann Patterson Monitoring & Reporting Analyst

Quarterly performance reporting cycle 
Portfolio characteristics
Market Commentary
All reports available on Cliffwater client website



Private Assets Investment Strategy 
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Cliffwater Private Assets Investment Philosophy

Our broad asset allocation perspective enables us to better 
execute private asset investment programs

Consistent Process
Disciplined and standardized due 
diligence and investment process 

Collective Decision-Making 
Research specialization supported by 
cross-team resources and firm wide 
investment committee process

Documentation
Meetings, analyses, recommendations 
in writing to track decision process

Transparency
Offer clients direct access to Cliffwater 
research and monitoring

Client Driven
Customized and collaborative approach 
with each client

Asset Allocation (Beta)
Understand the role of private assets 
within the client’s asset allocation 

Manager Selection (Alpha)
Invest with a limited number of our top-
tier managers; selection skill is critical

Inefficient Markets
Thoughtful implementation is key to 
successful programs

Risk Management
Diversification and thorough manager 
monitoring best ways to control risk

Terms & Costs
Alignment of interest and fee 
management matter

How We Think… How We Execute…
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Cliffwater Private Assets Investment Strategy 

Identify & 
Access to
Our Top 
Tier GPs

Formulate
Market
Outlook

Client
Objectives

Portfolio
Construction
• Strategy
• Industry sector
• Region
• Vintage

Co-
investment

Direct

Primary

Secondary

Implementation
Alternatives

Via Cliffwater 
experience, network, 
and creativity

Through Cliffwater relationships 
and sourcing

Cliffwater valuation 
models start at the top

Diversification targets 
are developed during 
the strategic planning 
process…

…targets guide the 
deployment of capital by 
sector, strategy, and 
geography
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Cliffwater’s Comprehensive, Customized Advisory Services

Objective Tasks Frequency Deliverables / Tasks

Strategic Review Review strategic objectives
Assessment of current program
Capital markets assumptions
Recommend investment plan

Annual Annual strategic plan
Investment Policy revisions

Manager 
Sourcing and 
Due Diligence

Sourcing qualified managers/funds
Investment due diligence
Operations & Legal due diligence

Ongoing Profile report
Investment due diligence report
Operations due diligence report
Legal review of fund documents

Investment 
Program 
Monitoring

Capital markets updates
Asset class commentary
Private assets strategy outlook
Portfolio assessments and outlook

Quarterly /
Ongoing

Performance report
Fund and portfolio analytics
Research activity reports and webinars

Manager 
Monitoring

Focus List manager calls
Review of financials
AGMs & LPAC meetings

Quarterly /
Ongoing

Partnership development reports
Watch List reports
Meeting notes
Partnership amendment reports

Operations 
Support

Review transactions
Review account statements
Assistance with annual audit if needed

Monthly or 
Quarterly / 
Ongoing

Record and reconcile cash flow activity
Record and reconcile fund valuations
Audit documentation as requested by client

Staff and Board 
calls / meetings

Calls to update on activity and issues
Review new investments in process

Ongoing Regularly scheduled and ad hoc calls
Client web access to fund reports
Board / IC / Staff meetings

Education Board education
Staff training

Ongoing Educational presentations
Special board/staff session attendance
Cliffwater client conference
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Private Assets Research and Education

Research Papers Webinars
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Cliffwater Private Assets Forward Calendars

Cliffwater produces quarterly private asset “pipeline” reports for clients…
…used as the basis for investment planning over the next several quarters



Investment Process
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The charts shown above are provided for illustrative purposes only. The charts are intended to show examples of the capital budget 
models Cliffwater generates for its clients. Actual allocations will vary depending on the specific client circumstances and will differ.
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Sample Projected Private Equity Allocations

Private Equity Fair Value as % of Total Plan Assets

Unfunded Commitments + FV as % of Assets

Annual Capital Budget – Projected Allocations and Pacing

Cliffwater models clients’ existing 
portfolios to determine future 
annual commitment pacing
– Includes cash flow and strategy 

composition
– Stress testing capabilities
– Incorporated into client’s strategic 

annual plan
– Strive for meaningful commitment 

sizes per fund while maintaining 
time, strategy, and geographic 
diversification

– Opportunistically scale cyclical 
strategies such as distressed debt
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Cliffwater Private Assets Selection Process 

Research Group
Preliminary 

Due Diligence & 
Rating 

(A, B, or C)

Investment
Due Diligence

Operations and 
Legal

Due Diligence

Research 
Group
Vote

Investment
Committee
Approval

A-rated
Funds

“Focus List”
comprised of A- and B-rated 

Funds.  We archive C-rated Funds.

Investment Committee MinutesFull Investment & Operations Due DiligencePreliminary Rating

Our approval process is transparent and documented

Client
Recommendation

Manager, 
Partnership

Sourcing

All
Funds
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Fund Selection Process – Transparent and Forward Looking

~180 Managers on
Our Private Assets

Top Tier List

Sector Research

Analytic tool 
organizes sourcing 

pipeline by sub-
strategy & 

expected vintage 
year

3-4 year forward 
plan to build 

relationships and 
improve access

Quarterly private 
assets activity report

Regular webinar  
with market review & 

sector outlook

Focus List of 
managers available 

to clients 

Approximate annual 
activity:

– 1,200 manager 
meetings / calls

– 500 fund reviews 
– 200 annual 

meetings

Portfolio Construction Ongoing  Analysis

Manager list by 
sector:

– Buyouts
– Venture/Growth
– Private Debt
– Energy
– Nat Resources
– Infrastructure
– Real Estate

Fund selection 
driven by manager 
quality and client 
portfolio fit
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Investment Due Diligence

Investment due diligence is led 
by senior research team 
members
– Research responsibilities 

organized by strategy
– In-depth diligence typically 

completed over several months
– Onsite meetings and reference 

calls conducted
– Multiple senior Cliffwater 

professionals involved in the due 
diligence process

Cliffwater utilizes a consistent 
and thorough diligence process 
for private asset fund 
recommendations

Organizational 
Growth

Succession

Team Depth

Origination

Portfolio Strategy

FinancingTransparency

GP $ Commitment

Fees & Expenses

Public and Private 
Benchmarks

Distributions

Length and Depth of 
Track Record

Performance
Team & 

Organization

Investment 
ProcessGovernance 
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Legal & Regulatory 

Compliance

Business Risk 
Management 

Personnel & 
Infrastructure 

Segregation of 
Duties & Internal 

Controls 

Service Providers

Technology & 
Systems 

Portfolio Financing 

Transparency & 
Disclosures 

Ongoing Information 
to Investors

Valuation Policy & 
Procedures

Valuation Sources 

Advisory Board 
Review Process

Accounting 

Governance 

InfrastructureProcesses

Valuation 

Dedicated, experienced 
operations due diligence team
– Independent review
– Evaluate primary areas of 

business risk
– Compare to industry best 

practices
– Monitor operational capabilities 

of recommended funds, re-
underwrite operations with 
successive fundraise diligence

– Background checks as needed

Full operations due diligence 
conducted on private asset 
fund recommendations

Operations Due Diligence
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Legal team reviews fund 
documents and negotiates 
business terms across multiple 
dimensions
– Investor protections
– Fees
– Alignment of interests

Cliffwater seeks to improve 
terms in fund documents and 
through side letters on behalf 
of all clients

When desired, Cliffwater’s team 
will work together with client’s 
internal and/or outside counsel

Legal Due Diligence 

Management Fees

Carried Interest

GP Commitment

Offsets

Distributions

Preferred Return

Fund Expenses

ClawbackConflicts of Interest

Key Person

No Fault

Investment
Limitations

Transparency

Valuation 
Methodology

Amendments & 
Consents

Advisory Boards

Alignment of 
Interests

Other FinancialGovernance

Monitoring & 
Reporting
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Manager Meetings / 
Notes 

Weekly Analyst 
Meeting

Partnership 
Development Report

Industry 
Development 

Report 
Watch List

Report 

Monitoring Calls

Performance Analysis

Fund / Portfolio 
Characteristics 

Due Diligence Re-
Underwriting 

Annual Meeting 
Attendance 

Ongoing 

Quarterly 

Annual

Monitoring – What we do after an investment is made

Activity
(outer circle)

Frequency
(inner) circle

Process oriented approach to 
private asset fund 
monitoring/risk management
– Market commentary
– Performance reporting
– Portfolio characteristics & 

partnership highlights
– Watch List reports
– Annual meeting reports
– Advisory boards, where applicable
– Partnership development reports
– Partnership amendments & 

consent recommendations
Cliffwater promotes transparency 
across the industry
– AltExchange member
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Client Private Asset Program Reporting

Client private assets portfolio data maintained by Cliffwater
Clients can access and export portfolio data via Cliffwater’s secure website
Cliffwater provides quarterly client reports that include:  

– Performance by portfolio, strategy, vintage year, and partnership 
– Significant partnership events
– Portfolio characteristics from company level data for funds and for the total portfolio

Provided to illustrate client reporting only.
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General Disclosures 
This presentation has been provided to you for the purpose of discussing an investment advisory relationship. The material contained herein is confidential and
is intended for one-on-one or small group meetings with qualified and sophisticated investors. It may not be copied, transmitted, given, or disclosed to any
person other than your authorized representatives. This presentation is not an advertisement and is not intended for public use or distribution. This material is
not meant to be, nor shall it be construed as, an offer or solicitation of an offer for the purchase or sale of any security.

This presentation was prepared exclusively for information and discussion purposes, and is not meant to be, nor shall it be construed as, an attempt to define
all information that may be material to you. All information including opinions or facts expressed herein are current as of the date appearing in this presentation
and is subject to change without notice. All information has been obtained from sources believed to be reliable. No representation, warranty, or undertaking,
express or implied, is given as to the accuracy or completeness of the information or opinions contained in this presentation. The information and opinions in
this presentation do not constitute investment advice.

All third party information has been obtained from sources believed to be reliable but its accuracy is not guaranteed. The information herein may include
inaccuracies or typographical errors. Due to various factors, including the inherent possibility of human or mechanical error, the accuracy, completeness,
timeliness and correct sequencing of such information and the results obtained from its use are not guaranteed by Cliffwater. No representation, warranty, or
undertaking, express or implied, is given as to the accuracy or completeness of the information or opinions contained in this presentation. Cliffwater shall not be
responsible for investment decisions, damages, or other losses resulting from the use of the information herein.

This presentation may include sample or pro forma performance. Such information is presented for illustrative purposes only and is based on various
assumptions, not all of which are described herein. Such assumptions, data, or projections may have a material impact on the returns shown. Nothing
contained in this presentation is, or shall be relied upon as, a representation as to past or future performance, and no assurance, promise, or representation
can be made as to actual returns. Past performance does not guarantee future performance.

There can be no assurance that any expected rate of return, risk, or yield will be achieved. Rate of return, risk, and yield expectations are subjective
determinations by Cliffwater based on a variety of factors, including, among other things, investment strategy, prior performance of similar strategies, and
market conditions. Expected rate of return, risk, and yield may be based upon assumptions regarding future events and conditions that prove to be inaccurate.
Expected rate of return, risk, and yield should not be relied upon as an indication of future performance and should not form the primary basis for an investment
decision. No representation or assurance is made that the expected rate of return, risk, or yield will be achieved.

• Hedge Fund Research, Inc. (“HFR”) is the source and owner of the HFR data contained or reflected in this report and all trademarks related thereto.
• Frank Russell Company (“FRC”) is the source and owner of the Russell Index data contained or reflected in this material and all trademarks and copyrights

related thereto. The Russell Index data may contain confidential information and unauthorized use, disclosure, copying, dissemination or redistribution is
strictly prohibited.

• Thomson Financial Inc. is the owner and/or licensor of the Cambridge Associates LLC data contained or reflected in this material.
• The MSCI information is the exclusive property of MSCI Inc. (“MSCI”) and may not be reproduced or re-disseminated in any form or used to create any

financial products or indices without MSCI’s express prior written permission. This information is provided “as is” without any express or implied warranties.
In no event shall MSCI or any of its affiliates or information providers have any liability of any kind to any person or entity arising from or related to this
information.

Cliffwater is a service mark of Cliffwater LLC.




