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STRATEGY VS. POLICY PORTFOLIO WEIGHTS 

Policy Strategy Actual vs. Policy

Equities 40.00 43.09 3.09

US Large Cap 15.00 18.29 3.29

  US Small Cap 5.00 5.26 0.26

Int'l Equities 13.00 12.92 (0.08)

EM Equity 7.00 6.62 (0.38)

Fixed Income 30.00 29.38 (0.62)

Core Plus 23.00 23.38 0.38

EM Debt 5.00 3.71 (1.29)

TIPS 2.00 2.29 0.29

Real Assets 7.50 4.66 (2.84)

Core Real Estate 5.00 3.29 (1.71)

Private Natural Resources 2.50 0.30 (2.20)

Cash Equivalents 0.00 1.07 1.07

Alternative Investments 22.50 22.87 0.37

Private Equity 10.00 10.90 0.90

Hedge Funds 12.50 11.97 (0.53)
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STRATEGY VS. POLICY WEIGHTS BROKEN DOWN 
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IMPLEMENTATION VS. STRATEGY 

* Every manager shown except real estate and  private asset managers. 
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Tracking Error vs. Benchmark

Manager Benchmark

Brown Russell 2000 Growth

William Blair Russell 2500 Growth

DFA MSCI Emerging Markets (Net)

Mondrian MSCI EAFE (Net)

Magnitude HFRI FOF: Conservative

Colchester JPM GBI EM Global Diversified

Westfield Russell 1000 Growth

Pyramis MSCI EAFE (Net)

LSV Russell 1000 Value

Investment Counselors of MD Russell 2000 Value

Dodge & Cox Barclays Aggregate

Invesco S&P 500

Blackstone HFRI FOF: Conservative

PIMCO Barclays Aggregate

SSgA TIPS Barclays TIPS
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Portfolio Returns are Not Normal

Portfolio Normal Distribution

TAIL RISK 

Tail Risk Events 

In a normal distribution, 99.97% of 
portfolio returns are assumed to be within 

+/-3 standard deviations of the mean. 

Realized portfolio return distributions may be 
far from “normal,” however. 

Tail risk measures the potential losses (and gains) that result from non-normal return distributions. 

Expected Tail Loss (ETL) is the average expected loss at a given level of confidence.  
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60.40 Policy Strategy Implementation

Losses Gains 

Normal distribution plot is based 
on realized risk and return 

Policy: 23% Bloomberg Barclays 
Aggregate, 15% S&P 500, 13% MSCI 
EAFE, 12.5% HFRI FOF Conservative, 

10.0% Private Equity, 7.0% MSCI 
Emerging Markets, 5.0% NCRIEF Property 
Index, 5.0% Russell 2500, 5.0% JPM GBI-

EM  Global Diversified, 2.5% Private 
Energy 2.0% Bloomberg Barclays TIPS 

Strategy:  Portfolio Benchmarks 

Implementation:  Actual Portfolio 
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Risk Factor Contributions to Tail Loss

Specific Risk

Credit Risk

Interest Rates

Currency Risk

Commodity Risk

Emerging Markets
Equity

International Equity

Domestic Equity

FACTOR ANALYSIS 

Total 
Equity 

Risk 

Strategic asset allocation and implementation have a higher expected tail loss due to increased exposure to equity risk. 

Factor Analysis identifies the factors that are contributing to tail losses. 

 
Equity Risk:  Measures the portfolio’s exposure to changes in equity market values.  Equity risk can take the form of US equity risk, International equity risk, and Emerging 
Market equity risk. 
 
Commodity Risk:  Measures the portfolio’s exposure to changes in the price of commodities (agriculture, energy, precious metals, industrial metals, etc.).  
 
Currency Risk:  Measures the portfolio’s exposure to changes in exchange rates.  When international currencies depreciate relative to the dollar, international asset 
returns will be lower (all else equal). 
 
Credit Risk:  Measures the portfolio’s exposure to changes in credit spreads. 
 
Specific Risk:  Measures the portfolio’s exposure to risks that are “specific” to an asset, and can be diversified away. 
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60.40 Policy Strategy

SCENARIO ANALYSIS/STRESS TESTING 

Strategy Stress Test 

Allocations as of 03/31/2017, manager returns backfilled with strategy composites, simulations calculated based on 120-month lookback utilizing exponentially weighted 
moving average correlations.  
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TOTAL PORTFOLIO TRACKING ERROR VERSUS POLICY 

Equity 

Fixed Income 

Total Tracking Error 
Versus Policy 

0.24% 

0.14% 

0.54% 

47% 

53% 

Overweight/Underweight, 
Off-Benchmark Assets 

Active Management 

● Expected tracking error between the total portfolio performance and Policy can be decomposed at various levels. 

— The equity assets primarily drive the tracking error. 

o The asset allocation decisions (overweight/underweight and off-benchmark assets) compared to the policy is 47% of the 
portfolio’s tracking error. 

o Managers provide 53%. 

Alternatives 

0.10% Real Assets 

0.05% 

Allocations as of 03/31/2017. Investment manager returns are backfilled with strategy composites. Tracking error is calculated based on 36-month lookback utilizing classical 
factor correlations. 
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Manager 
Buckets 

Tracking 
Error (%) 

DFA 30% 

LSV 27% 

Mondrian 18% 

Pyramis 14% 

Other 11% 

TRACKING ERROR PORTFOLIO VS. POLICY BROKEN DOWN 

% of Total 

25% 

75% 

% of Total 

0% 

100% 

% of Total 

100% 

0% 

Manager 
Tracking 
Error (%) 

D&C 60% 

PIMCO 30% 

Total Tracking Error 

Equity Fixed Income Real Assets 

0.88% 1.01% 4.96% 

Allocations 

Active Management 

Allocations as of 03/31/2017. Investment manager returns are backfilled with strategy composites. Tracking error is calculated based on 36-month lookback utilizing classical 
factor correlations. 

% of Total 

0% 

100% 

Manager 
Tracking 
Error (%) 

Magnitude 78% 

Blackstone 22% 

0.93% 

Alternatives 

vs.  Equity Policy vs. Fixed Income Policy vs.  Real Asset Policy vs. Alternatives Policy 
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GLOSSARY 

● Currency Risk 

— Measures the portfolio’s exposure to changes in exchange rates.  When international currencies depreciate relative to the dollar, 
international asset returns will be lower (all else equal).  Currency risk increases as the allocation to (unhedged) international 
assets increases. 

● Equity Risk 

— Measures the portfolio’s exposure to changes in equity market values.  Equity risk can take the form of US equity risk, International 
equity risk, and Emerging Market equity risk. 

● Interest Rate Risk 

— Measures the portfolio’s exposure to unexpected changes in the term structure of interest rates.  Interest rate risk is highest for 
long duration fixed income assets. 

● Commodity Risk 

— Measures the portfolio’s exposure to changes in the price of commodities (agriculture, energy, precious metals, industrial metals, 
etc.).  

● Inflation Risk 

— Measures the portfolio’s exposure to changes to inflation expectations.  Inflation risk exposure is highest for nominal fixed income 
assets. 

● Credit Risk 

— Measures the portfolio’s exposure to downgrades and defaults in fixed income assets.  Credit risk exposure increases as corporate 
fixed income quality declines. 

● Specific Risk 

— Measures the portfolio’s exposure to risks that are “specific” to an asset, and can be diversified away. 
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DISCLOSURE 

Summit has prepared this presentation for the exclusive use of its intended audience. Any information contained in this report is for information purposes only and should not be construed to be an offer to buy or 
sell any securities, investment consulting, or investment management. The information herein was obtained from various sources, which Summit believes to be reliable. Summit cannot assure the accuracy of any 
third-party-generated numbers. Past performance is no guarantee of future results, and no graph, chart, or formula can, in and of itself, be used to determine which managers or investments to buy or sell. Any 
forward-looking projection contained herein is based on assumptions that Summit believes is reasonable, but which are subject to a wide range of risks, uncertainties, and the possibility of loss. Actual results and 
performance will differ from those expressed or implied by such forward-looking projections. 

This report may contain opinions developed by Summit. Summit does not guarantee the accuracy or completeness of the information contained in this report. The opinions, market commentary, portfolio holdings, 
and characteristics are as of the date(s) shown and subject to change.  

Private investments and hedge funds are subject to less regulation than other types of pooled vehicles. Alternative investments may involve a substantial degree of additional risk, including the risk of total loss of 
an investor’s capital and lack of liquidity, and therefore may not be appropriate for all investors. Clients should review the Offering Memorandum, the Subscription Agreement, and any other applicable documents 
prior to investing. Summit does not provide legal or accounting advice. Clients should consult with their own legal advisor and/or accountant on these opportunities, including the review of any Subscription 
Document, Offering Memorandum, or Partnership Agreement. 

Summary statistical data such as standard deviation (risk), Sharpe ratio, and tracking error is calculated using industry-standard methodology. Details regarding these calculations are available upon request. 


