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Call to Order: 9:30 a.m.    
 
                                  
Action Items: Matters for discussion and possible motion by the Committee 
 
1. Discussion of and Possible Motion to Recommend to the Board: 

 
i) To approve a total investment of up to $400 million (from ii and iii below) into the following three 

(3) State Street Global Advisors (SSgA) funds, as follows: (1)  State Street Bloomberg Roll Select 
Commodity Index Non-Lending Fund (up to $60 Million or 15%); (2) State Street S&P Global 
Infrastructure Index Non-Lending Common Trust Fund (up to $140 Million or 35%); and (3) State 
Street S&P Global LargeMidCap Natural Resources Index Non-Lending Fund (up to $200 Million 
or 50%) as part of ACERA’s  Real Assets Portfolio’s – Liquid Pool (Liquid Pool); 
 

ii) To fully redeem ACERA’s investments in  AQR Customized Real Return Offshore, Gresham 
eTAP, and Gresham TAP Funds for a combined redemption of (up to $300 million) and infuse the 
entire redemption proceeds into the Real Assets Portfolio’s Liquid Pool; 

 
iii) To increase the Real Assets Portfolio to its approved 5% allocation of the Total Fund by rebalancing 

monies, as needed, from the Equities and Fixed Income asset classes (up to $100 million) and 
infusing the entire amount into the Liquid Pool.; 

 
9:30 – 10:45  Rob Guiliano, SSGA 

Sonya Park, SSGA 
    John Nicolini, Verus Advisory, Inc. 

Faraz Shooshani, Verus Advisory, Inc. 
Philip Wogsberg, ACERA 
Betty Tse, ACERA 
 
 

2. Discussion of and Possible Motion to Recommend to the Board to Approve an up to $40 Million Investment 
in  EQT Infrastructure IV in ACERA’s Real Assets Portfolio – Infrastructure 
 
10:45 – 11:15  Darlene de la Rosa Sammon, EQT Partners 

Erwin Thompson, EQT Partners 
John Nicolini, Verus Advisory, Inc. 
Faraz Shooshani, Verus Advisory, Inc. 
Philip Wogsberg, ACERA 

    Betty Tse, ACERA 
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Information Items:  These items are not presented for Committee action but consist of status updates and 
cyclical reports  

 
 
1. Discussion of Proposed Revisions To ACERA’s  Real Estate Investment Guidelines, Policies and 

Procedures 
 
11:15 – 12:00  Jonathan Gould, Callan Associates 

Avery Robinson, Callan Associates 
    Thomas Taylor, ACERA 
    Betty Tse, ACERA  

 
 
Trustee Remarks 
 
Public Input (Time Limit: 4 minutes per speaker) 
 
Future Discussion Items 
None 

Establishment of Next Meeting Date 
December 12, 2018 at 9:30 a.m.  
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2ACERA Real Estate Policy ReviewKnowledge. Experience. Integrity.

Agenda

● Portfolio Objectives Overview

● Real Estate Policy Review

● Observations

● Real Estate Debt Investing Overview

● International Investing Overview

● Appendix
– ACERA Portfolio Overview
– Additional Real Estate Debt Terminology
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Portfolio Objectives Overview

● The ACERA Real Estate portfolio dates back to 1988. The program has evolved from a heavily 
concentrated, predominately separately-managed account based portfolio, to a well-diversified, 
fund-based program. 

● The ACERA Real Estate portfolio is anticipated to provide the following benefits over the long term: 
– Lower the overall portfolio risk due to real estate’s low correlation with other portfolio asset classes
– Generate a stable income stream to assist in meeting cash flow needs
– Provide growth through appreciation
– Serve as a hedge against inflation
– Provide an opportunity to enhance portfolio return through higher total return investments

● The real estate program has a target allocation of 8%. As of August 30, 2018, the real estate 
exposure was 6.6%; 8.1% when including unfunded commitments.

Real Estate Investment Program
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ACERA Policy Overview

ACERA COMPLIANCE MATRIX (as of August 31, 2018)
Return Targets
(5 Year Measurement; Net/Net)

Strategic Constraint / Guideline Compliance

Core NCREIF Fund Index - Open End Diversified Core Equity 
(“ODCE”)

In Compliance

Value-Added NCREIF Fund Index - Open End Equity (“OE”) In Compliance

Opportunistic NCREIF Fund Index - Open End Equity (“OE”) In Compliance

Total Portfolio NCREIF Fund Index - Open End Diversified Core Equity 
(“ODCE)

In Compliance

Investment Style Allocations Strategic Constraint / Guideline Compliance
Core 70% to 100% In Compliance

(82% Funded, 
70% Funded and Committed)

Value-Added 0% to 30% In Compliance
(18% Funded, 

25% Funded and Committed)
Opportunistic 0% to 15% In Compliance

(0% Funded, 
5% Funded and Committed)
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ACERA Policy Overview

ACERA COMPLIANCE MATRIX (as of August 31, 2018)
Risk Policies Strategic Constraint / Guideline Compliance
Manager/Fund Diversification No manager may represent more than 35% of ACERA's 

total real estate target allocation.
In Compliance

Property/Location Diversification No property type or geographic location should 
represent more than 40% of program.

In Compliance

Leverage A maximum of 40% leverage for the total portfolio In Compliance 
(23% LTV)
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ACERA Policy Overview
Observations

● Currently no explicit guidance or limitation on international or debt investment positions.

● Of ACERA’s eleven active real estate funds, eight have the ability to invest in international real 
estate, debt positions in real estate, or both.

● Establishing policy language regarding international and debt investing will:
– Serve as an additional risk management tool
– Ensure compliance with possible interpretations of the current policy language 
– Provide additional flexibility for ACERA to selectively purse debt and international strategies

● Potential recommendation is to establish an international real estate policy range of 0-15% and a 
debt investment policy range of 0-15%.
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Why Managers Invest in Real Estate Debt?

● Provides additional ways to access real estate investments

● Increased downside protection relative to equity real estate interests

● Income-oriented return profile, primarily derived from property cash flows

● Additional diversification benefits by participating in varying capital market cycles

● Lower historical volatility relative to equity real estate investments; narrower dispersion of 
outcomes at the investment-level

● Debt investments can provide a differentiated risk/return profile which can compliment the equity 
capital stack

● Enhance inflation protection as floating-rate loans may track rising interest rates for well-
positioned, well-located investments

Investment in real estate debt may offer key benefits

A well-constructed debt investment could offer equity-like real estate returns with significant 
downside protection
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Real Estate Debt Overview
The four quadrants of real estate investment

Private Public

D
eb

t
Eq

ui
ty

Senior mortgages, B-notes, 
mezzanine loans, preferred equity

Individual property ownership, 
unlisted funds and syndicates

Real Estate Investment Trusts 
(“REITs”) and Real Estate 

Operating Companies (“REOCs”)

Commercial Mortgage-Backed 
Securities (“CMBS”), 

Collateralized Debt Obligations 
(“CDOs”) and Mortgage REITs
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Illustrative Real Estate Capital Stack Alternatives
Each position in the capital stack has distinct characteristics and rights

Equity:
25%

Whole Loan:
75%

Equity:
25%

B-Note:
55% to 75%

A-Note:
0% to 55%

Equity:
15%

Mezz. Loan:
65% to 85%

Senior Loan:
0% to 65%

1 2 3

Whole Loan B-Note Mezzanine Loan

Effective selection of the position in the capital stack is based on a variety of factors
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● A Whole Loan is a debt instrument collateralized by a first mortgage or deed of trust that 
encumbers an income producing property

● The whole loan is typically the senior-most position in the capital stack

● Investments receive a priority claim for interest income and repayment proceeds

● The primary source of income is rent paid by tenants that occupy the income producing property, 
enhanced by fee and servicing income

Characteristics of Investment Types – Whole Loan

Typical Characteristics

Capital Stack Position From 0% to ~65%-75% LTV

Priority of Claim Highest

Capital Requirement High

Pay Structure Interest income, fees

Interest Rate Floating- or fixed-rate

Investment Term Typically up to 10 years

1

Borrower 
Equity:

25%

Whole 
Loan:
75%

C
on

tr
ol

Lo
ss

es

In
co

m
e

Sa
le

/R
ef

i. 
Pr

oc
ee

ds



11ACERA Real Estate Policy ReviewKnowledge. Experience. Integrity.

● A B-Note is created by originating a whole loan and selling a senior interest in that loan

● The B-Note holds a relatively senior position in the capital stack

● Investments receive an enhanced return by selling an A-Note at a lower yield

● The primary source of income is rent paid by tenants that occupy the income producing property; 
however, the A-Note holder receives income first

Characteristics of Investment Types – B-Note

Typical Characteristics

Capital Stack Position From ~55% to ~75% LTV

Priority of Claim Moderate

Capital Requirement Moderate

Pay Structure Interest income, fees

Interest Rate Floating- or fixed-rate

Investment Term Typically up to 10 years
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B-Note:
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A-Note:
0% to 55%
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● A Mezzanine Loan is a debt instrument collateralized by a pledge of ownership interests in a 
property

● The mezzanine loan holds a relatively junior position in the capital stack and typically finances a 
transitional property that needs to be repositioned

● Higher return from income from rent paid by tenants and proceeds from a sale/refinancing

● Performance driven by market environment and success of repositioning

Characteristics of Investment Types – Mezzanine Loan

Typical Characteristics

Capital Stack Position From ~65% to ~85% LTV

Priority of Claim Moderate to low

Capital Requirement Moderate to low

Pay Structure Interest income, PIK, fees

Interest Rate Transaction specific

Investment Term Typically 2 to 5 years
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Open End Funds Closed End Funds

Strategy Core Plus
Value Add

Core Plus
Value Add

Opportunistic

Investor Control Limited Limited

Liquidity Moderate
Quarterly Liquidity

Low
Fund Terms of 10+ Years

Diversification by Property Type 
and Geography Moderate Varies based on size of fund and strategy

Diversification by Number of Loans
Moderate - High

Varies based on tenure of 
investment vehicle

Varies based on size of fund and strategy

Monitoring by the Investor Moderate Moderate

Fees
Moderate

0.65% -1% of NAV
No incentive fee

Moderate - High
1.0%-1.5% on committed or invested equity 

plus an incentive fee
(typically 15-20% over a hurdle rate)

Core Plus may not have an incentive fee

Diversification Benefit to Overall 
Portfolio Moderate Moderate

Direct Debt Investing Structures
Similar vehicle types as equity real estate; different underlying assets
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Why Managers Invest in International Real Estate?

● Diversification from domestic real estate investments by participating in asynchronous economic, 
capital market and real estate cycles

● Ability to pursue most compelling investment strategies, regardless of geography

● Exposure to global, gateway cities (i.e. London, Paris, Tokyo, Hong Kong, Sydney, etc.)

● Exposure to non-dollar currencies provides a further hedge against inflation as well as declines in 
the U.S. dollar

● Competitive risk-adjusted returns

Investment in international real estate may offer key benefits

The flexibility to invest in international commercial real estate could offer further 
diversification, enhanced return opportunities, or both
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International Real Estate Performance
Competitive risk-adjusted returns that perform differently than U.S. real estate

7.1% 7.7%

9.4%
8.2% 8.3%

11.5%

13.6% 13.7%

12.0%
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6.0%

8.0%

10.0%
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14.0%

16.0%

1 Year 3 Years 5 Years
North America Europe Asia-Pacific

Office

12.9% 12.4% 13.0%

19.1%

13.1%
14.9%

11.3% 11.6% 12.1%
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10.0%

15.0%

20.0%

25.0%

1 Year 3 Years 5 Years
North America Europe Asia-Pacific
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6.0%
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10.0%
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8.6%8.4%
9.3% 9.6%
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4.0%

6.0%

8.0%

10.0%

12.0%

1 Year 3 Years 5 Years
North America Europe

Residential

Source: MSCI IPD Global Property Fund Index Digest
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Open-End Funds Closed-End Funds

Strategy Core, Core Plus
Core Plus
Value Add

Opportunistic

Investor Control Limited Limited

Liquidity Moderate -
Quarterly Liquidity

Low
Fund Terms of 7+ Years

Diversification by Property Type 
and Geography High Varying depending on strategy

and market-focus

Diversification by Number of 
Properties

Moderate - High
Varies based on age of product

Varies based on size of
fund and strategy

Monitoring by the Investor Low – Moderate Moderate - High

Fees
Moderate - High

0.75% – 1.25% of NAV
Incentive fees more prevalent than 

ODCE

Moderate - High
1.0%-1.5% on committed or 

invested equity plus an incentive fee
(typically 15-20% over a hurdle rate)

Diversification Benefit to Overall 
Portfolio Moderate Moderate

Direct International Real Estate Universe
Similar vehicle types as U.S. equity real estate
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Institutional Int’l Real Estate Markets – Asia & Europe
Asia & Europe are the most viable international real estate markets for institutional investors

Asia Europe

Smaller (4-6 viable funds) Open-End Fund 
Universe Emerging (13 funds and growing)

15 – 20 Closed-End Fund 
Universe 30 – 40

Mix of Developed (Australia, Japan) & Emerging 
(China, Southeast Asia)

Markets & Market 
Quality

Mostly Developed (UK, France, Germany, Benelux, 
Nordics), with some distressed/recovering/ 

developing (Southern Europe, Ireland, CEE)

Mostly 4 main property types + hotels Property Types

Office, Retail & Logistics Focus. Residential is less 
institutional but changing. Maturing market for 
alternative property types such as student & 

seniors housing, and Hotels

High Growth Markets;
Rapid urbanization and population growth Key Drivers

Low stock of new supply;
High barriers to entry;

Continued Urbanization;

Currency fluctuations;
Low barriers to entry in some markets;

Potentially Emerging Market risks

Key Risk 
Considerations

Political instability;
Currency fluctuations & stability;

Variations in legal, tax, language, culture, etc.

● Expanding universe of managers and funds, including new product offerings and familiar managers who 
operate global platforms

● Newer open-end products have offered attractive fee discounts and have established vehicle structures 
more friendly to U.S.-based investors



Appendix A.
ACERA Portfolio Overview
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Portfolio Net Returns (as of August 31, 2018)
Total Net Real Estate Portfolio Returns

● The ACERA Portfolio seeks to outperform the ODCE, net of fees, over rolling five-year periods. 
● Inclusive and exclusive of the Oakland Building, the annualized portfolio returns have outperformed over all time 

periods.  
● The rolling five-year returns have exceeded the index over all recent time periods.

10.7%
11.6%

13.1% 14.3%

11.3%
12.0%

12.6%
13.4%
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2.0%
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8.0%

10.0%

12.0%

14.0%

16.0%

June 2018 June 2017 June 2016 June 2015

Rolling 5 Year Returns

Portfolio w/o Oakland Building Portfolio with Oakland Building NFI-ODCE

1.94%

8.63% 8.89%

10.69%

4.70%

2.18%

8.43%

9.78%

11.30%

4.83%

1.81%

7.47%

8.38%

10.03%

4.33%

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

Last Quarter 1 Year 3 Years 5 Years 10 Years

Annualized Returns

ACERA Portfolio w/o Oakland Building ACERA Portfolio with Oakland Building NFI-ODCE
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Core
81%

Non-Core
19%

Strategic Diversification (as of August 30, 2018)

● ACERA has a predominantly core portfolio with some value-added exposure.

● All styles are within their strategic ranges. 

Portfolio Overview

81%

19%
0%

72%

23%
6%

0%

10%

20%
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40%

50%

60%

70%

80%

90%

100%

Core Value-Add Opportunistic

Invested Capital Committed Capital Policy Range



Appendix B.
Additional Real Estate Debt 
Investing Terminology
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Commercial Mortgage-Backed Securities (CMBS) Overview
CMBS offers investors a relatively liquid alternative to real estate debt investment

Loans
1-100

1 2 3 4

Loans 
Originated

B-Piece Buyer
Picks Pool

Selected Loans
Pooled

Bonds Rated & 
Issued

Loans
1-75 Commercial 

Mortgage Loan 
Portfolio

AAA
70%

AA/A/BBB
22%

B-Piece
BB/B/NR

8%

Mezz. Debt / 
Equity

Mezz. Debt / 
Equity

Loans
1-100Loans

1-100Loans
1-100

Loans
1-75Loans

1-75

CMBS investing requires careful analysis 
of the composition of the underlying loan 

pools
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Loan Terminology
Speaking the language of debt

• Short-term loan with a three to five-year term
• Rates may be fixed or floatingBridge Loan

• A loan to fund up to 100% of construction costs of a property
• May be made in conjunction with a commitment by the lender for a permanent loan upon 

completion
Construction Loan

• Commercial real estate loan made to ultimately be securitized via CMBSConduit Loan

• Makes conduit loans and holds the loans until they can be securitized as CMBS
• Can be insurance companies, banks, pension funds, financial services firms, investment banks, 

and other types of lenders
Conduit Lender

• Senior loan, whole loan, conduit loan, participating mortgage, or otherwise long-term financing of 
a propertyPermanent Loan

• Repo loan
• A short-term loan, often made overnight, in which the lender lends cash to a borrower in 

exchange for bonds with the borrower agreeing to repurchase the bonds later at a higher price
Repurchase Loans

• Debt instrument collateralized by a first mortgage or deed or trust that encumbers an income 
producing property

• Whole loans are not securitized

Whole Loan 
Commercial 

Mortgage



24ACERA Real Estate Policy ReviewKnowledge. Experience. Integrity.

Loan Terminology
Speaking the language of debt

• Interest rate is fixed and remains the same for the entire term of the loanFixed Rate Loan

• Interest rate fluctuates over the term of the loan and is based on a spread over a benchmark
• E.g. LIBOR plus 200 basis pointsFloating Rate Loan

• A loan where the borrower’s periodic payments are only interest payments
• Principal is paid when the loan is paid off or amortization with interest and principal payments 

may begin during the loan term after the I/O period

Interest Only 
Mortgage (I/O)

• London Interbank Offered Rate
• Rate banks charge each other for short-term loans
• Interest rates on real estate loans can be based on a spread over LIBOR

LIBOR

• Loan amount divided by the property value
• Used by lenders to judge the safety of the loan
• Property value may be measured by appraised value, as determined by a rating agency or the 

lender
• A LTV of more than 100 can reduce the borrower’s motivation to continue making mortgage 

payments

Loan to Value
(LTV)

• Measures the ability of a property to pay for all mortgage related payments
• Calculated as Net Operating Income divided by Total Debt Service
• A key metric used by lenders, along with LTV, to judge the safety of a loan
• Breaching a minimum DSCR is a condition of default in many loan documents

Debt Service 
Coverage Ratio 

(DSCR)
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Loan Terminology
Speaking the language of debt

• Represents interest that may be deferred at the option of the borrower 
• For example: a loan with an interest rate of 8% comprised of 5% current pay and 3% deferred 

interest (the PIK)

Payment in Kind 
(PIK)

• A property undergoing a value-add program, such as leasing, renovation, or repositioning, or a 
property in a location where fundamentals are weaker than prime marketsTransitional Asset

• Security pledged for the payment of a loanCollateral

• Federal National Mortgage Association 
• A public government sponsored enterprise that provides financing in the housing sector 
• Securitizes mortgage loans
• Referred to as an Agency Lender

Fannie Mae

• Federal Home Loan Mortgage Corporation
• A public government sponsored enterprise that provides financing in the housing sector
• Securitizes mortgage loans
• Referred to as an Agency Lender

Freddie Mac

• The process of taking possession of a mortgage property as a result of the mortgagor’s failure 
to make mortgage paymentsForeclose



26Knowledge. Experience. Integrity.

Disclaimers

This report is for informational purposes only and should not be construed as legal or tax advice on any matter. Any decision you make on the basis of this content 
is your sole responsibility. You should consult with legal and tax advisers before applying any of this information to your particular situation. 

This report may consist of statements of opinion, which are made as of the date they are expressed and are not statements of fact. 

Reference to or inclusion in this report of any product, service or entity should not be construed as a recommendation, approval, affiliation or endorsement of such 
product, service or entity by Callan.

Past performance is no guarantee of future results. 

The statements made herein may include forward-looking statements regarding future results. The forward-looking statements herein: (i) are best estimations 
consistent with the information available as of the date hereof and (ii) involve known and unknown risks and uncertainties such that actual results may differ 
materially from these statements. There is no obligation to update or alter any forward-looking statement, whether as a result of new information, future events or 
otherwise. Undue reliance should not be placed on forward-looking statements.
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Style Groups

The Style Groups consist of returns from commingled funds with similar risk/return investment strategies.  Investor portfolios/investments are compared to 
comparable style groupings.

Core: Direct investments in operating, fully leased, office, retail, industrial, or multifamily  properties using little or no leverage (normally less than 30%).

Value‐Added: Core returning  investments that take on moderate additional risk from one or more of the following  sources: leasing, re‐development, exposure to 
non‐traditional property types, the use of leverage.

Opportunistic: Investments that take on additional risk in order to achieve a higher return. Typical sources of risks are: development, land investing, operating 
company investing, international exposure, high leverage, distressed properties.

Definitions
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Indices

Stylized Index: Weights the various style group participants so as to be comparable to the investor portfolio holdings for each period.

Open‐End Diversified Core Equity Index (“ODCE”): A core index that includes only open‐end diversified core strategy funds with at least 95% of their investments 
in U.S. markets. The ODCE is the first of the NCREIF Fund Database products, created in May 2005, and is an index of investment returns  reporting on both a 
historical and current basis  (23 active vehicles). The ODCE  Index is capitalization‐weighted  and is reported  gross and net of fees. Measurement is 
time‐weighted  and includes leverage.

NCREIF Fund Index Open‐End Index (“OE”): NFI-OE is an aggregate of open-end, commingled equity real estate funds with diverse investment strategies. Funds 
comprising NFI-OE have varied concentrations of sector and region, core and non-core, leverage and life cycle. 

NAREIT Equity Index: This is an index of Equity Real Estate Investment  Trust returns reflecting the stock value changes of REIT issues as determined through 
public market transactions.

Definitions
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