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Subject: *Consideration of Proposed Private Market Capital Plans for Fiscal Year 2026 —
(Action)

Background:

The Investment Policy Statement (IPS) requires that Staff annually present to the Board a long-term
capital plan and a forecasted 12-month tactical plan for each private market asset class. This agenda
item fulfills that requirement by proposing a five-year capital plan for the Private Equity, Private Real
Estate, Private Infrastructure, and Private Credit programs including a tactical plan for Fiscal Year 2026.

STRATEGIC PURPOSE

The IPS establishes a target allocation and role within the Trust for each private market program as
outlined in the table below.

Asset Class Strategic Target Tactical Range Role Within The Trust

Growth, Enhanced Returns,

. . 0, 0, 0,
Private Equity 16% 11% to 21% lliquidity Premium

Diversification, Yield, Inflation
Private Real Estate 9% 4% to 14% Hedge, Enhanced Returns,
llliquidity Premium

Diversification, Income-
Private Infrastructure 5% 0% to 10% Orientation, Inflation Hedging,
llliquidity Premium

Yield, Diversification, llliquidity
Premium

Private Credit 3% 0% to 8%

IMPLEMENTATION OBJECTIVE

The establishment of suitable risk parameters for private market asset classes relies on these capital
plans along with asset class guidelines maintained by Staff that include parameters specific to each
program such as strategy weights, geographic diversification requirements, manager and concentration
limits, and other metrics as appropriate. The asset class guidelines are incorporated into the Investment
Implementation Plan (lIP), which is maintained by the Risk Committee pursuant to the IPS.

Capital plans provide Staff the guidance needed to manage the level of future commitment activity for the
Trust into private markets. Forecasts of future investment activity also guides the upcoming year’s Asset
Class Investment Committee (ACIC) meetings, which total 40-45 each fiscal year and involve more than a
dozen participants. It also informs the risk management activities of the Trust, particularly with regard to
Trust positioning and liquidity risk.

OVERVIEW OF STAFF RECOMMENDATION

Staff proposes the adoption of a capital plan that targets total commitments for Fiscal Year 2026 of $1.95
billion with a range of $1.53 billion to $2.33 billion. It is important to note that at the Trust level the
minimum is higher and the maximum is lower than the sum of the individual asset classes since not all
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asset classes would be expected to tilt toward the outer ranges of these bands at the same time. This
parameter is monitored by investment staff on an ongoing basis.

Asset Class Minimum Commitment | Target Commitment | Maximum Commitment
Private Equity $600 million $800 million $1000 million
Private Real Estate $350 million $450 million $550 million
Private Infrastructure $225 million $300 million $375 million
Private Credit $300 million $400 million $500 million
ERS TRUST $1.55 billion $1.95 billion $2.35 billion

Such flexibility ensures that ERS can (1) remain selective regarding investment terms, (2) allocate capital
as appropriate for prevailing market conditions, and (3) manage the pacing of commitments for the level
of capital calls and distributions that occur during the course of FY26. As with any long-term strategic
planning process, these projections include a number of assumptions about asset class returns, portfolio
cash flows, and other key variables about which there is significant uncertainty.

As shown in the chart below, this capital plan would represent a modest increase from the recent
slowdown in the pace of private market capital commitments. Over time, the pacing of commitments is
expected to increase steadily to match the continued growth of the Trust’s assets. The combination of
Trust growth, moderate capital commitments, and steady net cash flows (i.e. capital calls and
distributions) has the private markets program trending toward a steady state while achieving its long-
term target allocations.
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At present, the Trust has a significant level of uncalled capital commitments that totaled more than $5.7
billion at the end of fiscal year 2024. This figure amounts to about 14% of the current value of the Trust,
which is below recent peak levels of 16-20%, but above the long-term expected value of 10-11%. The
capital plans assume that these commitments are drawn down at a stable and consistent rate over time,
while the fast and slow cases vary that assumption to allow for uncertainty in the pacing of capital calls.
Like many other institutional peers, capital calls continue while distributions have slowed somewhat due
to market conditions that have constrained the ability of fund managers to exit their investments.
Expectations are for this to reverse over time as future realizations will lead to higher distributions.
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As shown in the chart below, the implementation of the base case pacing plan allows for all of the private
market allocations of the Trust to gradually reach their target allocation in the later years. Private Real
Estate declines gradually below its target before slowly increasing back to target in the later years. This is
primarily due to legacy assets that will be realized in future years. For capital planning purposes, all of the
asset classes end slightly above their long-term strategic target at the five-year horizon but remain well
within their tactical ranges.

ERS Private Markets: Pacing Plan Base Case
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STAFF RECOMMENDATION — (ACTION)

Staff recommends the adoption of the capital plan for Fiscal Year 2026 targeting total commitments of
$1.95 billion with a range of $1.53 billion to $2.33 billion. This capital plan, including the pacing analysis,
contemplates commitments by each private asset class as described below:

e Private Equity: commitment target for FY26 of $800 million with a range of $600 million to $1.0
billion, as detailed in Exhibit A. The team expects to commit to between twelve and fifteen new




primary fund commitments and to between eight to twelve new co-investments for the year.
These investments will be diversified across the risk spectrum including by geography. Staff
expects to increase its pacing for the program gradually in FY29.

e Private Real Estate: commitment target for FY26 of $450 million with a range of $350 million to
$550 million, as detailed in Exhibit B. Staff expects to make seven to thirteen commitments with
the bulk of these commitments toward primary fund commitments. Staff will also review new co-
investment opportunities as they become available. These investments will be diversified across
the risk spectrum including by geography. Overall, Staff plans to maintain stable pacing over the
plan years, but may seek to allocate towards the upper range of the commitment target in the
early years of the plan based on market conditions and favorable vintages.

e Private Infrastructure: commitment target for FY26 of $300 million with a range of $225 million to
$375 million, as detailed in Exhibit C. Staff expects to make four to nine new primary fund
commitments and budgets around 40%-50% of each year's commitments toward co-investments.
These investments will be diversified across the risk spectrum including by geography. Staff
expects to maintain the pacing schedule for the program through FY28 where the target
commitment will gradually increase.

e Private Credit: commitment target of $400 million for FY26 with a range of $300 to $500 million,
as detailed in Exhibit D. The focus of FY26 investments will be in both Direct Origination and
Asset Based Lending. This will be a mix of existing investment strategies including new
managers. These investments will be diversified across the risk spectrum including by geography.

*ERS is accredited by the State Pension Review Board (PRB) as a Minimum Educational Training (MET) sponsor for
Texas public retirement systems. This accreditation does not constitute an endorsement by the PRB as to the quality
of our MET program. This agenda item may be considered in-house training provided by ERS to board trustees and
the system administrator for purposes of fulfilling the MET program requirements. ERS is an accredited sponsor of
MET for its system administrator and trustees for continuing education.

ATTACHMENTS:

Exhibit A - ERS FY2026 Private Equity Capital Plan

Exhibit B - ERS FY2026 Private Real Estate Capital Plan

Exhibit C - ERS FY2026 Private Infrastructure Capital Plan

Exhibit D - ERS FY2026 Private Credit Capital Plan
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