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Introduction: A Tale of Shale
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From the oil price crash in mid-2014 up through mid-2017, more than $100 billion was raised
by private equity firms eager to acquire energy assets on the cheap.”
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Introduction: A Tale of Shale

BAIN & COMPANY (3

Global Private Equity Report 2019

Figure 1.6: Dry powder continues to pile up globally, setting a new record in 2018

Global PE dry powder CAGR
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M Infrastructure 8%

B Growth 28%
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M Real estate 5%

B Buyout 15%

2003 04 05 06 O7 08 09 10 11 12 13 14 15 16 17 18

As of year-end

Buyout ($B) 184 176 256 374 438 478 479 424 392 357 424 441 475 516 602 695

Note: Discrepancies in bar heights displaying the same value are due to rounding
Source: Pregin
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Private Equity's Push
The last crude collapse brought a wave of private investment in US. shale

MW Private Equity ® Public
$100B

2012 2013 2014 2015 2016 2017 2018 2019

Source: Enverus



Introduction: A Tale of Shale

Question 4:

Where are producers planning to source capital from in 20197?*
P PN g haynesboone

Equity from Debt from
Other Capital Markets Capital Markets

Joint Ventures with

Private Equity Firms

(farmouts, Drillcos,
etc.)

Debt from Banks

K= 22 40% 7t2kS PEOIA &

Cash Flow from
Operations

I Equity from Private Equity Firms I

I Debt from Private Equity FirmsI

Haynes and Boone
Borrowing Base Redeterminations
Survey: Spring 2019

*Respondents could select more than one option. We collected 364 responses.
The figures in the chart above indicate the percent of total responses for each option.
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Deals

Private Equity Can’t Escape the Pain of
Shale Country’s Collapse
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“-- drilling new wells doesn’t make money at $20 oil.”
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Introduction: A Tale of Shale

Fundraising Slump
Private equity firms have struggled to raise new energy funds

W Aggregate capital raised

2011 12 13 14 15 16 17 18 19 2020

Source: Preqgin
Mote: 2020 data is as of mid-March
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“In the sober light of day, maybe about 15% or 20% was economic. Three—quarters—plus was
completely uneconomic.” (Dane Gregoris, Director at the RS Energy Group)
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Mark—to—Market Has Its Limitations
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INVESTMENT STRATEGY

The strategic objectives of the Real Estate portfolio are as follows:
A. To provide improved diversification to the overall CalSTRS Investment Portfolio.
B. To generate an enhanced yield to the actuarial earnings rate assumption.
C. To provide stable cash flows; and

D. To provide a hedge against inflation.
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Portfolio Segment Pi?tlilsﬂn Allocation Ranges Permitted Deviation
Core 60% 50% - 75% + 5%
Value Add 20% 10% - 30% +5%
Opportunistic 20% 10% - 30% +5%
Public 0% 0% - 15% +5%
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C. Value Add Portfolio
1. Characteristics

Investments within the value add portfolio will generally have expected returns and levels
of risk greater than those of a typical core investment. The investments represent those
properties and/or investment strategies that require specialized acquisition and management
expertise or skill to mitigate business and leasing risks associated with the investment
strategy. Risks have historically included leasing, repositioning, redevelopment, and/or
certain business operating expertise. The strategy includes the curing of identified
deficiencies through intensive management, increased cash flow, and disposition of stabilized
assets to capture value creation.

2. Target Return

The value add portfolio is expected to enhance performance of the Real Estate portfolio.

It mav offer limited current income. and returns are often lareely dependent on future
‘appmciatinn. Value add strategies have a long-term expected return of 7.5 percent aﬁcr\
fees.
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Approved Ranges | Interim Targets Approved Long-
Term Targets
Buyout 60 — 85% 71% 74%
Private Equity ]

Venture Capital 0-15% 10% 7%
Debt-Related 5-20% 10% 9%
Longcr_—Term 0- 5% 204 4%

Traditional Non-Traditional Strategies
[ T Multi-Strategy 0-5% 1% 2%

Buyout Venture Capital R]-::IEI::-L'I L?:f;:__;:tm Multi-Strategy Priva‘tc qullt}’

Special 0 - 8% 6% 4%

Mandates
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Allocation Ranges

Allocation and target ranges for the Inflation Sensitive Portfolio are established:

Strategy Lower Limit Upper Limit
o U.S TIPS 0% 40%
e Commodities 0% 30%
e Private — Inflation 40% 100%
Sensitive
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Table 2
Recent performance and systematic risk-taking

This table presents OLS regression results of equity beta or bond duration on the previous-period relative return and other controls. Relative return
is the difference between a fund's return and the same-period median of its peer group as defined by KG Zeroin (i.e., either equity- or bond-oriented).
In columns (1) and (2) of both panels, we examine the full sample, while we examine the equity- and bond-oriented balanced fund sub-samples
separately in columns (3)-(6). Equity- and bond-oriented balanced funds follow KG Zeroin's definition, with the former having the policy weight on
equities between 40% and 66.67%, and the latter between 10% and 39%. In Panel A, we use the beta and duration at the equity and bond portfolio
level as the dependent variable, while we use the weighted beta and duration measured at the overall holdings level in Panel B. Controls include log
fund TNA, log management firm TNA, fund age, expense ratio, and the shares of front and load fee classes, respectively, whose coefficient estimates
we omit for brevity. All controls are lagged by one month. In all specifications, we include fund and month fixed effects. t-statistics computed from
standard errors that are two-way clustered by fund and month are reported in parentheses. * denotes significance at the 10% level, ** at the 5%
level, and *** at the 1% level, respectively.

Full sample Equity-oriented Bond-oriented
(1) (2) (3) (4) (5) (6)
Equity beta [t + 1] Bond duration [t + 1] Equity beta [t + 1] Bond duration [t + 1] Equity beta [t + 1] Bond duration [t + 1]
Panel A. Beta and duration at the asset category level
Relative return [t] —1.438%** —0.461 —0.985** —3.741%** —1.737%** 1.557
(in decimal) (—2.91) (—-0.41) (—2.20) (—3.01) (—3.13) (1.11)
Controls Yes Yes Yes Yes Yes
Fund Fixed Effect Yes Yes Yes Yes Yes Yes
Month Fixed Effect Yes Yes Yes Yes Yes Yes
No. of Obs. 24,289 24,289 6350 6350 17,939 17,939

Adjusted R-squared 0.650 0.831 0.678 0.813 0.646 0.840



AHA 2|A3T 2| S8 A7

= H|XEt —'1% M, 2d &7t HIX|0IEZ HAIg 82 GAl, 28X U= 2|ATE Foldte
QIME|E 2HI0f| BIOtEY &~ G2

= 0|2 S0, Y™™ 1129 3= 2] sustainable investmentE &A|ot= PEX| EX}ol7 |2 &t AR
ofd PEQ| 7[HE2 YAl PE CHH| Mg 7t15d0| &

= =0T, O|2et M8 XS sLor HIX|OF3 Stol|AM HEIFetCH, 0= sustainable investment
HOAZ Sl E =2 7|HUSS MAlol = = U= st EIHHI P ElSolet= 2t CEX| 43

= EXHIES HIE 022 MESHK| (= ¢f, O|df¢ot 2HHN A5 &2 +=50f §H, O|2fet 2|A3
=11 0|2 MAESH HIX|0t3 MM E5H sHZSH0F EHCalSTRS2| GilA|)



AFER 2| A3 S|t =5

B.1 Traditional sub-asset group: The benchmark for this group shall be a weighted blend

of these underlying sub-asset benchmarks:

¢ Buyout: The Buyout portion of the State Street GXPEI customized to reflect the
pacing of CalSTRS’ Buyout commitments.

e Venture Capital: The Venture Capital portion of the State Street GXPEI customized
to reflect the pacing of CalSTRS” Venture Capital commitments.

e Debt Related: The Debt Related portion of the State Street GXPEI customized to
reflect the pacing of the CalSTRS” Debt-Related commitments.

B.2 Non-Traditional sub-asset group: The benchmark for this group shall be a weighted
blend of these underlying sub-asset benchmarks:

e Longer-Term Strategies: The Buyout portion of the State Street GXPEI multiplied by
90%.

e Multi-Strategy: CalSTRS Custom Tactical Index: —A 60%/40% blend of the Debt
Related and Buyout portions respectively of the State Street GXPEL

e Private Equity Special Mandates Portfolio: The Buyout portion of the State Street
GXPEI minus 200 basis points.
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