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Trustees, Board of Retirement
Other Interested Parties

Subject: Meeting of the Kern County Employees' Retirement Association Investment
Committee

Ladies and Gentlemen:

A meeting of the Kern County Employees' Retirement Association Investment Committee
will be held on Monday, February 2, 2026, at 8:30 a.m. in the KCERA Boardroom, 11125
River Run Boulevard, Bakersfield, California, 93311.

How to Participate: Listen to or View the Board Meeting
To listen to the live audio of the Board meeting, please dial one of the following numbers and
enter |ID# 894 8803 3409:

e (669)900-9128; U.S. Toll-free: (888) 788-0099 or (877) 853-5247

To access live audio and video of the Board meeting, please use the following:
o hitps://us02web.zoom.us/j/894880334097pwd=XmaKUV7HTgdAMMfXb8avb4gNCjbuCL.1
e Passcode: 105110

Items of business will be limited to the matters shown on the attached agenda. If you have
any questions or require additional service, please contact KCERA at (661) 381-7700 or
send an email to Administration@kcera.org.

Sincerely,

i f .

Dominic D. Brown
Chief Executive Officer

Attachments
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AGENDA:

All agenda item supporting documentation is available for public review on KCERA’s
website at www.kcera.org following the posting of the agenda. Any supporting
documentation that relates to an agenda item for an open session of any regular meeting
that is distributed after the agenda is posted and prior to the meeting will also be
available for review at the same location.

AMERICANS WITH DISABILITIES ACT
(Government Code §54953.2)

Disabled individuals who need special assistance to listen to and/or participate in the
meeting of the Board of Retirement may request assistance by calling (661) 381-7700 or
sending an email to Administration@kcera.org. Every effort will be made to reasonably
accommodate individuals with disabilities by making meeting materials and access
available in alternative formats. Requests for assistance should be made at least two (2)
days in advance of a meeting whenever possible.

CALL TO ORDER
ROLL CALL (IN PERSON)

SB 707 REMOTE APPEARANCE(S)
Item 1 withdrawn from agenda if no trustee(s) request to appear remotely:

1. JUST CAUSE CIRCUMSTANCE(S):
a) The following Trustee(s) have notified the Committee of a “Just Cause” to
attend this meeting via teleconference. (See Government Code § 54953.8.3).

e NONE

b) Call for Trustee(s) who wish to notify the Committee of a “Just Cause” to attend
this meeting via teleconference. (See Government Code § 54953.8.3) —
RECEIVE/HEAR REQUEST(S); NO COMMITTEE ACTION REQUIRED

PUBLIC COMMENTS

2. The public is provided the opportunity to comment on agenda items at the time
those agenda items are discussed by the Committee. This portion of the meeting
is reserved for persons to address the Committee on any matter not on this agenda
but under the jurisdiction of the Committee. Committee members may respond
briefly to statements made or questions posed. They may ask a question for
clarification and, through the Chair, make a referral to staff for factual information
or request staff to report back to the Committee at a later meeting. Speakers are
limited to two minutes. Please state your name for the record prior to making a
presentation.
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MATTERS FOR CONSIDERATION
Staff recommendations are shown in caps after each item.

3. Discussion and appropriate action on U.S. Small Cap Value Recommendation
presented by Chief Investment Officer Daryn Miller, Investment Officer Rafael
Jimenez, and Investment Consultants Scott Whalen and Brian Kwan, Verus —
RECOMMEND THE BOARD OF RETIREMENT APPROVE CONGRESS ASSET
MANAGEMENT AS INVESTMENT MANAGER OF THE CONGRESS SMALL
CAP VALUE STRATEGY; AUTHORIZE CHIEF EXECUTIVE OFFICER TO SIGN,
SUBJECT TO LEGAL ADVICE AND REVIEW

REFERRALS TO STAFF, ANNOUNCEMENTS, OR REPORTS

4. On their own initiative, Committee members may make a brief announcement,
refer matters to staff, subject to KCERA'’s rules and procedures, or make a brief
report on their own activities.

5. Adjournment
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Memorandum from the Office of
The Chief Investment Officer
Daryn Miller

KERN COUNTY EMPLOYEES'RETIREMENT ASSOCIATION

Date: February 2, 2026

To: Trustees, Investment Committee

From: Daryn Miller, CFA, Chief Investment Officer .~~~
Rafael A. Jimenez, CFA, Investment Officer ¢ /// 7 * ’///

Subject: U.S. Small Cap Value Recommendation

RECOMMENDATION

Staff recommends an investment of $85M in the Congress Small Cap Value Strategy (“Congress”,
“‘Manager”, or “Strategy”) subject to negotiating acceptable terms and conditions. The Strategy will
pursue an investment mandate that seeks to outperform the Russell 2000 Value Index (“Benchmark” or
“Index”) and provide domestic small cap equity exposure that is complementary to the Plan’s existing
small cap growth manager, Geneva Capital Small Cap Growth (“Geneva”). The funding source for the
recommended addition to the Domestic Equity allocation will be a full redemption from the Russell 2000
ETF (IWM) and cash.

Staff invested in IWM in August 2025 following the termination and subsequent liquidation of the Alliance
Bernstein US Small Cap Value Strategy (“AB”). AB was terminated due to underperformance since
inception and in different, distinct market environments. The KCERA Internal Investment Committee
approved the investment in IWM until a replacement search was finalized. Staff believes that Congress
can generate consistent excess return in an asset class expected to be conducive to active
management.

DOMESTIC EQUITY ALLOCATION

The Plan’s Strategic Asset Allocation (SAA) includes a 34% allocation to Global Public Equity and the
allocation is benchmarked to the MSCI ACWI IMI Index. The Plan maintains regional exposure to U.S.
equities within Global Public Equity and dedicated exposure to domestic small cap equity to reflect the
market capitalization composition of the strategic benchmark.

Compared to domestic large cap equity, small cap equity is a more attractive asset class for the pursuit
of active management in the Domestic Equity allocation. This can be attributed to a higher degree of
information asymmetry, a higher dispersion of returns between companies, and significant differences
in index composition. The ability to generate alpha is further promoted by significantly lower institutional
ownership compared to large cap counterparts and a larger presence of retail investors. Staff believes
that small cap equity is an inefficient asset class where skilled investment managers can generate alpha
and be compensated for taking active risk. Furthermore, Staff can achieve a more balanced exposure
to the asset class through an active manager that is complementary to the characteristics of the Plan’s
existing small cap growth manager.
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Mellon Stock Index Fund $727,080,091 $727,080,091 56.07%
PIMCO StocksPLUS $187,143,827 $187,143,827 14.43%
Chilton High Conviction Equity $211,258,859 $211,258,859 16.29%
Geneva Small Cap Growth $86,349,257 $86,349,257 6.66%
Russell 2000 ETF (IWM) $42,536,250 - Full Redemption

Congress Small Cap Value - $85,000,000 +85M 6.55%
Total Domestic Equity $1,254,368,284  $1,296,832,034

As of November 301", 2025, the Global Public Equity Portfolio had a market value of $2.29B with $1.25B
(18.4% of Plan Assets) in Domestic Equity.

QUALITATIVE CONSIDERATIONS

In order to construct balanced Plan exposure to small cap equity, it is important for Staff to understand
and consider Geneva’'s qualitative characteristics. Geneva invests in high quality, low-leverage
companies with strong balance sheets and is considerate of the price paid for growth. Geneva has also
maintained a modest Beta profile relative to domestic small cap indices which suggests that in
aggregate, the strategy exhibits less price sensitivity to the volatility of the market as a whole. Geneva
has maintained a 10-year Beta of 0.83 to both the Russell 2000 and Russell 2000 Growth as of
December 315t, 2025. Given the strategy’s characteristics, markets that are speculative or driven by the
outperformance of companies without strong fundamentals can be expected to be a headwind for
Geneva.

Staff was mindful of these characteristics and incorporated these considerations in the recommendation
of Congress to construct a balanced small cap portfolio that can be expected to perform well in different
market environments.

CONGRESS ASSET MANAGEMENT

Congress Asset Management (“Congress” or “Firm”) is a privately-owned investment manager founded
in 1985. The Firm is headquartered in Boston, Massachusetts and manages approximately $23.1B in
assets as of December 318, 2025. Congress provides investment management services to financial
institutions, such as corporate retirement plans, endowments and foundations, insurance companies,
and high-net-worth individuals. As of December 31st, 2025, 80% of the Firm’s assets under management
(AUM) is institutional.

The Firm manages two institutional domestic small cap equity composites and a total of $5.4B in AUM
in the asset class. The Small Cap Value Strategy has an inception date of November 2010. The
Strategy represents $604M in AUM as of December 31st, 2025.
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INVESTMENT PHILOSOPHY & PROCESS

Congress has developed a differentiated investment philosophy centered around sector segmentation
in the Russell 2000 Value Index. The strategy acknowledges that within the Benchmark, there is a
distinction between less innovative sectors and more innovative sectors. The less innovative sectors
comprise approximately 60% of the Index and encompass the traditional value sectors of the market,
such as financials, utilities, materials, energy, consumer staples and telecommunications. The more
innovative sectors represent approximately 40% of the Index and encompass the growth-oriented
sectors, such as technology, health care, industrials, and consumer discretionary. Each sub-sector of
the Benchmark presents a unique opportunity for the Manager to generate alpha. In the less innovative
sectors , the Manager seeks to capitalize on the misestimation of a company’s intrinsic value through
traditional valuation-driven analysis. In the more innovative sectors, the Manager seeks to profit from
the misestimation of a company’s future earnings power relative to the estimates of Wall Street analysts.
It is important to note that earnings power is determined relative to valuation and Congress is focused
on identifying mispriced growth opportunities at a reasonable price. The Strategy achieves a balanced
portfolio relative to the Russell 2000 Value Benchmark through close attention to maintaining sector
neutrality.

The investment process results in a portfolio of 70 — 120 stocks; the Strategy can be expected to have
a less concentrated portfolio when volatility is elevated and a more concentrated portfolio in periods of
lower volatility. The strategy’s objective is for stock selection to be the primary driver of excess return
and as such, active sector exposures are within +/- 5% relative to the Russell 2000 Value.

PORTFOLIO MANAGEMENT TEAM

Congress relies on an Investment Policy Committee (IPC) structure for the management of the Strategy.
The Chair of the IPC and Lead Portfolio Manager is Jeffery Kerrigan, CFA. Mr. Kerrigan counts on 30
years of investment experience and has been the key decision-maker for the Strategy since inception
in 2010. Martine Elie, CFA and John Beaver, CFA, are Portfolio Managers and comprise the remaining
members of the IPC. Ms. Elie counts on 28 years of investment experience and has been a Portfolio
Manager for the Strategy since 2017. Ms. Elie is responsible for input on the more innovative, growth-
oriented sectors. Mr. Beaver counts on 27 years of investment experience and has been a Portfolio
Manager for the Strategy since 2017. Mr. Beaver is responsible for input on the less innovation,
traditional value sectors.

The Small Cap Value Strategy counts on an equity research team of 8 research analysts. Research
analysts are responsible for maintaining coverage of the companies in their respective universe and are
sector specialists.

RISK MANAGEMENT

The Strategy has integrated a thoughtful risk management framework that has helped ensure the
consistency of investment results. The objective of the frameworks is to neutralize style and sector tilt
so that idiosyncratic risk is the primary driver of excess return. Congress has developed a risk
management process that includes established maximum sector and single-name deviations from the
Benchmark, regular monitoring of factor risk, and an emphasis on valuation.

The Manager adheres to a maximum deviation from the Benchmark of +/- 5% on a single-name basis.
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Although the Strategy has the capacity to be overweight or underweight a GIC sector by up to 5%, the
deviation on a sector basis is typically well within the maximum deviation and close to sector-neutral.
The Strategy’s risk management framework targets a tracking error between 4% - 5% relative to the
Russell 2000 Value. The Manager has established a tracking error target between 5% - 6% relative to
the Russell 2000 Core and incremental tolerance for active risk relative to the Russell 2000 Growth at
7-9%. Adherence to the Strategy’s risk protocols has been central to achieving consistent
outperformance and attractive risk-adjusted returns.

VEHICLE & TERMS

Staff recommends an investment in Congress in a Separately Managed Account (SMA) format subject
to an Investment Management Agreement & Guidelines. The manager has proposed a competitive
management fee and Staff has assessed historical performance on a net-of-fees basis.

DUE DILIGENCE PROCESS

Staff utilized eVestment to screen the universe of prospective managers for a US Small Cap Value
mandate. The screen was structured to identify a cohort of candidates that have demonstrated the
ability to generate alpha and strong risk-adjusted returns in a consistent manner. Staff arrived at an
initial list of 10 candidates after screening for excess return and information ratio over different rolling
time periods. Given the qualitative characteristics of the incumbent small cap growth manager, Staff
also incorporated a minimum Beta threshold to the screen. Staff conducted introductory conversations
with these investment managers in order to form an understanding of the team, investment philosophy,
and process. Following the introductions, Staff identified the strategies that warranted further
consideration through a combination of qualitative and quantitative factors. Staff conducted further
diligence on 6 managers to better understand historical performance, risk considerations, active factor
exposures, and environments where the strategy can be expected to under or overperform. Staff
identified 2 finalists and Congress was selected after thoughtful consideration of net-of-fees
performance, investment methodology, risk management, and conviction in the ability to replicate
historical investment results.

VERUS

Verus is familiar with the Firm and has undertook an assessment of Staff's underwriting process to
determine the Manager’s institutional quality. Verus has provided a complementary memorandum that
is supportive of Staff's recommendation. The Verus memorandum is appended to this document.

SUMMARY

The recommended investment represents an attractive opportunity for the Plan to gain access to a high
conviction manager that has demonstrated the ability to generate excess return in a consistent and
repeatable manner with prudent consideration for risk. Furthermore, the investment in Congress can
be expected to pair well with the Plan’s existing investment in Geneva and provide holistic exposure to
domestic small cap equity and perform well in different market environments. Staff's recommendation
is consistent with the view that domestic small cap equity is an inefficient asset class where a skilled
manager can be expected to be rewarded for taking active risk relative to the passive benchmark. The
investment in Congress allows the Plan to earn a return that is consistent with the objective of the Public
Equity allocation.
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Memorandum

To: Investment Committee, Kern County Employees’ Retirement Association
From: Brian J. Kwan, CFA, CAIA, Managing Director and Senior Consultant

Scott J. Whalen, CFA, CAIA, Managing Director and Senior Consultant
Date: February 2, 2026

RE: Small Cap Value Due Diligence — Congress Small Cap Value

Background

In August 2025, KCERA Investment Staff recommended, and the Board approved, terminating Alliance
Bernstein US Small Cap Value (“A|B”) and reallocating the assets to the iShares Russell 2000 ETF (ticker:
IWM) to maintain asset class exposure while a suitable replacement could be found. A|B was terminated
due to a combination of persistent underperformance and the belief that better alternatives exist.

The search process for that replacement has led to a recommendation to hire the Congress Asset
Management Small Cap Value (“Congress SCV”) strategy. This memo provides a review of the
comprehensive due diligence process that led to the recommendation, a description of the recommended
strategy, and a statement affirming our favorable view of Staff’s conclusion.

Evaluation and Due Diligence Process

Manager evaluations to fulfill the small cap value mandate began with an eVestment screening process
focused on identifying strategies that are a complement to Geneva US Small Cap Growth (“Geneva SCG”)
with a consistent ability to generate strong risk-adjusted excess returns. Screening criteria included:

— Excess returns above 1% over various 3-year rolling periods;
— Information Ratio above 0.3 over various 3-year rolling periods;
— A minimum beta threshold relative to the benchmark (given the low beta profile of Geneva SCG)

This process yielded 10 strategies. Introductory conversations were held with all managers passing the
first set of screens to assess firm structure, investment platform, and drivers of excess return.

Staff and Verus discussed additional idea generation and how best to complement Geneva SCG. From
there, the universe was narrowed down to strategies that demonstrated consistent alpha generation,
attractive risk-adjusted returns, and a higher minimum beta. Additional conversations and a deeper dive
into investment process, risk framework, and an understanding of drivers of performance led to two
finalists. A final due diligence call was held with both finalists. And while both strategies were a strong
complement to Geneva SCG, Congress SCV was ultimately favored for their more attractive relative and
risk-adjusted returns.

Strategy Description
Congress SCV follows 4 key principles:
1) Small capitalization markets are inefficient, allowing fundamental research to identify companies
trading below intrinsic value.
2) Value investing requires distinguishing between less innovative and more innovative sectors.
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3) The strategy targets opportunities with the highest potential, considering both valuation and
earnings power.

4) Benchmark risk is neutralized to focus on stock selection as the main source of alpha, rather than
attempting to predict broader market or sector trends.

Sector segmentation highlights differences in innovation. Less innovative sectors (financials, utilities,
materials, energy, telecommunication services, and consumer staple) comprise about 50-60% of the
benchmark (Russell 2000 Value). These sectors typically have limited growth catalysts and rely on
scalability, reinvestment, or acquisitions. Investment opportunities here are usually driven by price or
relative value. The strategy seeks companies where anticipated earnings power may lead to upward
revisions and stock outperformance.

About 90% of research is conducted internally, with the remaining 10% sourced externally. The portfolio
manager and investment team review industry and company news daily, evaluate new ideas, and gather
information through management interviews, industry contacts, competitor analysis, conferences, sell-
side professionals, and publications. External sources include FactSet, Reuters, Bloomberg, Market Trend
Investors, industry publications, and company websites. Sell-side models are not used; research is
customized internally.

The portfolio consists of 70 to 110 companies. Larger holdings, typically 2-4% of the portfolio, are
expected to deliver higher returns and contribute more to risk; the top 20 positions represent about 35—
45% of assets. Smaller holdings, ranging from 0.3—2.0%, make up 55-65% of the portfolio and may offer
moderate returns or higher risk, depending on sector dynamics. Cash reserves are usually under 5%. The
portfolio aims to balance, maximizing expected returns and minimizing risk relative to the benchmark.
Sector and industry weights are managed within +5% of the benchmark, and the majority of alpha is
targeted to come from stock selection. Portfolio turnover typically ranges from 15-60%.

Risk management is integrated throughout the investment process. The Portfolio Manager assesses
relative risk using a comprehensive framework and monitors key factors like volatility, diversification, and
overall portfolio risk in real time. Portfolio biases and the impact of security changes are actively
evaluated. Active risks are measured relative to the benchmark, and purchase or sale decisions consider
whether expected returns justify associated volatility and risk contribution. A one-year trailing volatility
measure is used to analyze variance. Investments in higher-volatility stocks are considered if potential
returns are adequate. Risk metrics assessed include Beta, weighted market capitalization, standard
deviation, debt-to-assets, gross margins, return on equity, forward P/E, price-to-book, yield, and
forecasted earnings growth at both the portfolio and sector levels.

Verus Position

Based on our review of the evaluation and due diligence work of Staff and the independent work
conducted by Verus, we are supportive of Staff’s recommendation to invest $85 million in the Congress
Asset Management Small Cap Value strategy.

Past performance is no guarantee of future results. This document is provided for informational purposes only and is directed to institutional
clients and eligible institutional counterparties only and is not intended for retail investors. Nothing herein constitutes investment, legal,
accounting or tax investment vehicle or any trading strategy. This document may include or imply estimates, outlooks, projections and other
“forward-looking statements.” No assurance can be given that future results described or implied by any forward-looking information will be
achieved. Investing entails risks, including possible loss of principal.

Verus — also known as Verus Advisory™.
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