CLIENT CASE STUDY

REDUCING COST OF

CUSTOM-BETA PORTFOLIO AND
ADDRESSING CASH DRAG

EXTENDING THE TEAM OF A UNIVERSITY ENDOWMENT, WHILE REDUCING COSTS

Organization

A private research university with a $15+ billion investment program, serving over 30,000
students. The university’s investment program consists of three distinct investment pools.
Seeking to enhance returns while managing costs, the investment team looked to expand their
toolkit and improve efficiency in portfolio construction.

Challenge

Reducing the cost of custom-beta portfolio
and addressing cash drag

The client identified cash drag as a primary challenge, which
was impacting overall portfolio performance. Their portfolio
consistently held higher-than-desired uninvested cash due to
two main factors:

1. The need for operational cash reserves to ensure
sufficient liquidity.

2. Receivables from manager redemptions, which left
excess cash sitting idle for lengthy periods of time
before cash was available and it could be reinvested.

While these cash reserves were necessary for day-to-day
operations and portfolio rebalances and a feature of
alternative investments, respectively, they introduced a drag
on performance relative to the pool’s long-term objectives.

Additionally, the university had developed a custom-beta
portfolio utilizing equity and fixed income ETFs. This
structure was designed to maintain desired public market
exposure while giving active managers flexibility to take off-
benchmark positions. However, the investment team sought
a more cost-efficient way to implement this approach.
Specifically, they questioned whether a combination of
synthetic and physical instruments might offer cost savings
compared to an ETF-only strategy—without sacrificing the
desired exposures. The challenge, therefore, was twofold:

1. Minimizing the impact of cash drag while ensuring
liquidity.

2. Optimizing the custom-beta portfolio to achieve cost
savings without compromising portfolio objectives.

Solution

Cash drag

To address the cash drag issue, we implemented a cash
equitization strategy using highly liquid global equity futures.
By aligning the overlay with the client’s public equity
benchmark, we sought to keep the portfolio fully invested
while preserving liquidity for operational needs. Given that
cash drag in a typical multi-asset portfolio can reduce annual
returns by approximately 16 basis points’, this solution was
expected to generate a meaningful long-term benefit.

Custom-beta portfolio

For the custom-beta portfolio, we conducted a
comprehensive cost-benefit analysis comparing different
implementation methods:

e ETFs - Readily available and easy to trade but subject to
management fees and tracking error.

* Derivatives (Futures & Total Return Swaps) —
Generally cheaper to trade but carry financing costs that
can accumulate over time.

® Physical Separate Accounts — More expensive to set up
but often the lowest-cost option for long-term exposure.

By evaluating the client’s specific exposures, investment time
horizon, and market conditions, we were able to determine
the optimal combination of instruments to achieve their
goals.




Results

Expanded toolkit, lower costs, and a broader conversation

« Cash Overlay Implementation: The overlay has performed in line with the benchmark,
maintaining beta exposure while ensuring liquidity for operational needs. This approach
has minimized the negative impact of cash drag on the portfolio.

e Instrument Optimization: Our analysis revealed that while derivatives are the cheapest to
trade, current financing costs are historically high, making them less attractive for longer-
term holdings when liquidity is not an issue. In contrast, physical separate accounts,
though costly upfront, proved to be the most cost-effective solution for flexible and custom
broad market exposures. For highly liquid benchmarks, ETFs remained the preferred
choice when tracking error and management fees were low.

« Ongoing Risk & Portfolio Review: Beyond addressing these immediate challenges, the
project catalyzed broader discussions about total risk management across the university’s
entire investment plan. With a more cost-effective, flexible and efficient structure in place,
the client is now re-evaluating other aspects of their portfolio and process, including
transition management, private markets distributions, and using part of their fixed income
portfolio for the dual purpose of pledging collateral.

By engaging in this process, the university’s investment team has expanded its resources,

reduced costs, and positioned itself for more agile decision-making in response to evolving
market conditions. Partnering with an organization like Russell Investments, which offers a
broad range of tailored solutions, can provide meaningful support in achieving investment
goals.

" Source: Russell Investments. Impact from 12/31/78 to 12/31/24. Based on a equity and 2.0% International equity) vs. a pro-rated target of 40% Russell
typical U.S. multi-asset portfolio consisting of 2.5% total cash (1.5% 3000, 20% MSCI ACWI ex-U.S., 40% Bloomberg Barclays U.S. Aggregate.
operational cash plus idle cash held by active equity managers: 1.5% U.S.
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QUESTIONS?

Call Russell Investments at

or visit russellinvestments.com/nonprofit

ABOUT RUSSELL INVESTMENTS

Russell Investments is a leading global investment solutions partner providing a wide range of
investment capabilities to institutional investors, financial intermediaries, and individual investors
around the world. Since 1936, Russell Investments has been building a legacy of continuous
innovation to deliver exceptional value to clients, working every day to improve people’s financial
security. Headquartered in Seattle, Washington, Russell Investments has offices worldwide,

including: Dubai, London, New York, Paris, Shanghai, Sydney, Tokyo, and Toronto.

IMPORTANT INFORMATION

Nothing contained in this material is intended to constitute legal, tax,
securities, or investment advice, nor an opinion regarding the
appropriateness of any investment, nor a solicitation of any type. The
general information contained in this publication should not be acted
upon without obtaining specific legal, tax, and investment advice from a
licensed professional. Case study provided for discussion purposes only.
Individual client results will vary based on individual circumstances and
market events. There is no guarantee that all clients will experience the
same positive results.

This case study represents a unique situation faced by a large university
endowment looking for help to reduce the cost of custom-beta portfolio
and addressing cash drag. Case studies are problem-solving stories. We
select a situation that is indicative of problems clients in this category are
facing. The recommendations described do not represent a standard
strategy or set of recommendations made for all advisory clients with
similar issues. Each client has unique requirements, challenges, and
constraints, and our advisory solutions are tailored to each client’s
specific needs. Every client’s situation, experience and needs are
different, and Russell Investments does not imply that the solution herein
is appropriate for any other client.

The case study provided is for illustrative purposes only and is meant to
provide an example of a type of financial issue a client may have and our
process and a methodology to address it. Individual client results will
vary based on individual circumstances and market conditions. The
results presented were based on a period of fluctuating marketing
conditions and the underlying asset allocation, market criteria and
assumptions, or the investment advice/strategy followed may have
changed materially. There is no guarantee that all clients will experience
the same results.

The information expressed herein represents the current, good faith
views of the author(s) at the time of original publication and has not been
updated. Any predictions, opinions, and other information contained in
this material are subject to change continually, without notice.

Please remember that all investments carry some level of risk, including
the potential loss of principal invested. They do not typically grow at an
even rate of return and may experience negative growth. As with any
type of portfolio structuring, attempting to reduce risk and increase
return could, at certain times, unintentionally reduce returns.

Diversification and strategic asset allocation do not assure profit or
protect against loss in declining markets.

Securities products and services offered through Russell Investments
Implementation Services, LLC, part of Russell Investments, a SEC
Registered investment adviser and broker-dealer, member FINRA, SIPC.

Russell Investments Implementation Services, LLC is a wholly owned
subsidiary of Russell Investments US Institutional HoldCo.

Russell Investments' ownership is composed of a majority stake held by
funds managed by TA Associates Management, L.P., with a significant
minority stake held by funds managed by Reverence Capital Partners,
L.P. Certain of Russell Investments' employees and Hamilton Lane
Advisors, LLC also hold minority, non-controlling, ownership stakes.

Frank Russell Company is the owner of the Russell trademarks contained
in this material and all trademark rights related to the Russell
trademarks, which the members of the Russell Investments group of
companies are permitted to use under license from Frank Russell
Company. The members of the Russell Investments group of companies
are not affiliated in any manner with Frank Russell Company or any
entity operating under the “FTSE RUSSELL" brand.

Copyright © 2025. Russell Investments Group, LLC. All rights reserved.
This material is proprietary and may not be reproduced, transferred, or
distributed in any form without prior written permission from Russell
Investments. It is delivered on an "as is" basis without warranty.
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