
 
TUCSON SUPPLEMENTAL RETIREMENT SYSTEM 

BOARD OF TRUSTEES 
Notice of Regular Meeting / Agenda 

 
DATE:  Thursday, January 26, 2017  
TIME:  8:30 a.m.       
PLACE: Finance Department Conference Room, 5th floor  

      City Hall, 255 West Alameda 
    Tucson, Arizona 85701 

 
A. Consent Agenda  

1. Approval of December 22, 2016 TSRS Board Meeting Minutes  
2. Retirement Ratifications for January 2017  
3. December 2017 TSRS Budget Vs Actual Expenses 
4. TSRS Portfolio Composition, Transactions and Performance Review December 2016 

 
B. Disability Applications *  

1. Jose Ruiz 
2. Rigo Almader 
3. Kenneth Hampton 

 
C. Investment Activity Report 

1. Real Estate Manager Review and Education – J.P. Morgan Asset Management 
 
D. Plan Administrator’s Report 

1. Report Office Operations and Key Facts & Figures for the Past Month 
 

E. Administrative Discussions 
1. Changing the Interest Rate Allocated to Member Account Balances 
2. Board Member Term Expiration and Formation of Election Committee 
3. Fiscal Year 2018 TSRS Budget 
4. Report from Board Member – OPAL Conference 

 
F. Articles for Board Member Education / Discussion 

1. Fidelity – Fidelity’s Perspective on Rising Interest Rates 
2. Governing – This Week in Finance 
 

G. Call to Audience 
 

H. Future Agenda Items    
1. TSRS Board Annual Evaluation of Staff and Consultant 
2. RFQ for Actuarial Services 
3. Investment Manager Fees 
4. Support Orders  

 
I. Adjournment  

  
 
Please Note: Legal Action may be taken on any agenda item       
 
*Pursuant to ARS 38-431.03(A)(3) and (4): the board may hold an executive session for the purposes of obtaining legal advice from an attorney or 
attorneys for the Board or to consider its position and instruct its attorney(s) in pending or contemplated litigation. The board may also hold an executive 
session pursuant to A.R.S. 38-431.03(A)(2) for purposes of discussion or consideration of records, information or testimony exempt by law from public 
inspection. 
 

 



 
TUCSON SUPPLEMENTAL RETIREMENT SYSTEM 

BOARD OF TRUSTEES 
MEETING MINUTES 

 
DATE:  Thursday, December 22nd, 2016  
TIME:  8:30 a.m.       
PLACE: Finance Department Conference Room, 5th floor  

      City Hall, 255 West Alameda 
    Tucson, Arizona 85701 

 
Members Present:  Robert Fleming, Chairman 

Rebecca Hill, Interim HR Director  
Karen Tenace, Deputy Director of Finance 
Michael Coffey, Elected Representative  
Jorge Hernández, Elected Representative 
John O’Hare, Elected Retiree Representative 

  
Staff Present  Neil Galassi, Pension Administrator 

Ginny Rath Pepper, Administrative Assistant 
Bob Szelewski, Lead Pension Analyst (Departed 9:10 AM) 

     
Guests Present Claire Beaubien, CTRA Representative (Arrived 9:10 AM) 

Catherine Langford, TSRS Legal Counsel 
* Gordon Weightman, Callan Associates (*via telephone) 

     
      Absent/Excused:   Kevin Larson, City Manager Appointee 
 

 
Chairman Fleming called the meeting to order at 8:30AM. 

 
A. Consent Agenda  

1. Approval of November 17th  Board Meeting Minutes  
2. Retirement ratifications for December 2016  
3. November 2016 TSRS expenses and revenue compared to budget  
4. TSRS Portfolio Composition, Transactions and Performance Review November 2016 

A motion to approve the Consent Agenda was made by Karen Tenace, 2nd by Rebecca Hill, and passed 
by a vote of 6-0 (Kevin Larson was not present). 
 

B. Legal Updates – Catherine Langford* 
1. Support Orders 

A motion to enter executive session was made by Karen Tenace, 2nd by Jorge Hernandez, and passed 
by a vote of 5 to 1 (John O’Hare dissented and Kevin Larson was not present). 
 
A motion to return to regular session was made by John O’Hare, 2nd by Jorge Hernandez, and passed 
by a vote of 6 to 0 (Kevin Larson was not present). 
 

2. Public Safety Personnel Retirement System Legal Update 
 
Catherine Langford stated that there was discussion at the Board retreat about the pending Arizona cases 
impacting potential contribution changes and whether or not a change to an employee’s contribution is 
constitutional.  Since the retreat, a decision has been made in the Hall case which was pending at the time.  It 
was an elected official retirement case that was challenging the recent legislation; the contribution rate change 
and cost of living increases.  The court held that contribution increases are unconstitutional and the 
assessments to the cost of living are also unconstitutional.  The court did say that you can change the 



contribution unilaterally; if a system needs to change contribution rates, they should negotiate with the 
employees.  The court also said that the retirement system will always be actuarially sound if the City employer 
pays what it needs to pay.  Therefore the idea of adjusting contributions to protect the system for actuarial 
soundness is not something that ratifies the employees.  
 
Chairman Fleming stated to the Board that the language from the court about actuarial soundness is powerful.  
 
Catherine Langford stated she also found it interesting when investment returns are favorable, the employer 
benefits and the employee remains constant, and when investment returns are poor, the employer pays the 
price not the employee.  We are not going to have additional flexibility on these types of plans unless there is a 
Constitutional change.  TSRS however is fine where it has provisions for a variable rate however its legacy 5% 
group has to always stay 5%.   
 
John O’Hare stated that the legacy group is getting smaller as people are getting older. 
 
Catherine Langford answered in the affirmative.   Even though the case was about elected officials, it affects 
Public Safety because public safety had the same contingents and was waiting for the decision in the Hall 
case.  Public Safety is expecting massive refunds of employee pensions and is expecting to pay the City 
directly as opposed to each individual member and let the City process them.  The big picture is that Public 
Safety is going to go from 47% funded to 42% funded after it pays the refunds.  It’s a massive hit that will 
increase the City’s contribution rates. 

 
C. Plan Administrator’s Report 

1. Report on Office Operations and Key Facts & Figures for the Past Month 
 
Neil Galassi presented his administrator’s report.  Over the period of 11/11/16 to 12/10/16 the Office reported 9 
retirements on the ratification report.  Eight were normal retirements, one represented a deferred retiree, and 
the estimated benefit payment from the month of November was finalized for one retiree.   There were a total 
of 2,957 pension payments across all categories during the month.  By Category, 154 represented disability 
pensions and 349 represented survivor pensions with the remainder representing normal pensions.  There 
were 2,934 pension payments paid via direct deposit and only 23 were live checks.   Seven refunds/rollovers 
were processed during the month of November totaling approximately $104,125.76.  The Retirement Office 
has been working diligently to have all of the retirements and refund/rollovers for the past period finalized in the 
GRS system.  This is primarily in anticipation of ensuring the member records are updated for retirements and 
distributions so that we do not allocate any interest to members who have retired or requested refund for the 6 
month period 7/1/2016 to 12/31/2016.  Once this is completed, we will initiate the procedures to apply the 
current interest rate to member accounts.  As stated in November, we currently allocate 6% per annum to each 
member by crediting 3% biannually to their Member Account Balance.  The TSRS CAFR has been reviewed 
by the external auditors CliftonLarsonAllen, and all of their suggested modifications to the CAFR document 
have been made.  We will be providing the representation signed letter today to the auditors.  This letter is 
signed by Chairman Fleming, Karen Tenace as the current Finance Director’s Office representative for TSRS, 
and himself.   After Neil provides them the signed letter, we are expecting to receive the unmodified opinion 
this Friday.  There was an error in the financial statements that was caught by the auditors in the application of 
their final review procedures.   Unfortunately Financial statement review controls as applied concurrently by the 
Retirement Office and Accounting Operations did not function in the most optimal manner.   Given time 
constraints and learning curve issues, the Retirement Office staff very much focused on the investment 
accounting and reporting while placing reliance on Accounting Operations to ensure receivables for employer 
and member contributions were accurately reflected as of fiscal year end.  Upon Neil’s review, the receivables 
looked comparable and reasonable in relation to the plan and the prior year, he did not identify any issues on 
the surface.  The auditors discovered that the final contributions for fiscal year 2016 were actually paid to 
TSRS on June 29, 2016 meaning there was no contribution receivable for FY 2016.  This unfortunately led to 
contribution revenue for the final pay period being double counted in the accounting records leading to an initial 
overstatement of $1,451,361 in contribution revenue.  The error was not considered material by the auditors.  
Therefore, there will be no modification of the opinion and they do not consider the instance to be a material 
weakness in our internal control.   In response, Neil has implemented improvements to the bi-pay period 
contribution reconciliation controls to adequately communicate the timing of the final contribution to Accounting 
Operations.  The error has been corrected in the CAFR, however, as the actuary (GRS) performs their 
valuation based on unaudited numbers in order to have the valuation ready for timely rate adoption, the error is 



included in the valuation. Neil has provided the communication to the Board from GRS (TSRS’s actuary) to the 
External Auditors.  They are indicating there was no significant impact to the rates as adopted and 
recommended by the Board for FY 2018 and the funded status was not materially impacted.   Therefore, this 
can be considered in the valuation for the fiscal year ended June 30, 2017.  GRS has indicated they do 
recommend a memo to them and TSRS’s files regarding this subsequent event.  This will give the actuary the 
clear basis to consider the error in the beginning balances for the next valuation.  Neil will bring that memo 
before the board in a future meeting and it can be discussed further when it is on the agenda.  At this time, 
Neil’s intent is only to communicate this instance to the Board.  Neil stated it is his practice and intent to give 
the Board some prospective on what has occurred in the portfolio from the end of November to today.   The 
two main factors that are in effect for this time frame seem to be the Federal Reserve raising interest rates 
during their December meeting, and the current Bull Run in domestic equity markets causing the Dow Jones 
industrial average to approach 20,000, which has never happened in its history.  The run to 20,000 is primarily 
driven by investor speculation on the expected policies of the incoming administration. The financial sector 
continues to perform well, based on the potential for reduced regulation and easing of cash reserve 
requirements under the new administration. The domestic small to mid-cap markets have also performed 
exceptionally well based on speculation that the incoming administration will institute tax reform and create a 
climate favoring domestic businesses.  Finally, the materials and industrial sectors in large cap domestic 
equities continue to perform well based on promises of increases in domestic infrastructure spending.  As you 
can see all of these factors currently driving the run are speculative in nature with not so much focus on 
fundamentals.  This historically leads to an eventual market correction in the future as investor speculations 
turn out to be either true or false.  In regards to interest rates increasing, we have seen the effect in the Bond 
portion of the portfolio as both the active and passive managers we currently employ have seen declines.  This 
is expected in this environment as bond prices will move down in correlation to higher interest rates based on 
the duration of the underlying bonds.   Both of these factors lead into the discussion we will have later on the 
nature and risk profile of our fixed income portfolio allocations.   
 
Karen Tenace referred to the actual asset allocation on page 1 of Callan’s Investment Measurement Service 
Monthly Review as referenced below.  Karen asked Neil Galassi if he can give an update on the asset 
allocations where there are percentage and dollar differences in red at the bottom of the page.  
 



 
 



Neil Galassi answered that overall, we are within range on our allocations. The portfolio balances are reviewed 
on a daily basis for reasonableness but also for potential for rebalancing when we go to pay benefits.   Right 
now, we have real estate that is illiquid and is currently doing really well.  When you have an illiquid part of the 
portfolio doing really well, it can throw off a target in the liquid strategies of the portfolio.  One of the efforts to 
mitigate this is the strategy we brought before the Board in the last meeting of having the real estate income 
distributed to the System as opposed to being reinvested.  
 
Karen Tenace thanked Neil Galassi for the explanation. 
 

2. TSRS Operation Highlight – Domestic Relations Orders 
 
Neil Galassi stated his intent with operational highlights is to educate the Board of TSRS’s internal control and 
procedures.  Mr. Galassi described the processes, controls, and procedures to the Board relating to evaluation, 
acceptance, and enforcement of Qualified Domestic Relations Orders by the System. 
 
Chairman Fleming asked Neil Galassi how many Domestic Relations Orders the retirement office receives. 
 
Neil Galassi answered about one a month on average. 
 
Catherine Langford stated that she worked through a backlog of Domestic Relation Orders with Mr. Galassi.  
They are both working towards a model order to provide to attorneys for when people come to TSRS with 
orders that will get rejected for them to be able to go back to court with.   
 
Neil Galassi stated he and Cassie have been in contact with an attorney in Tucson, Erwin Kratz, who 
specializes in and writes a great majority if these types of orders for the greater Tucson Area.  He has been 
versed in what is an acceptable order for the plan. 
 

3.    Training Opportunities   
* This item was taken out of order and considered after item D1. 
 
Neil Galassi stated that he provided the Board with some learning opportunities and wanted to give Gordon 
Weightman the chance to talk to the Board about the upcoming Callan Conference included in the Board 
materials. 
 
Gordon Weightman stated Callan Associate’s national conference is coming up at the end of January and is 
part of what is called a Callan Institute.  As a Callan client, the TSRS Board members are all members which 
allow them to attend Callan’s national conference at no charge.  All that Board members would have to pay for 
is their flight there and hotel.  Mr. Weightman reviewed the agenda and moderators briefly. He also indicated 
that this is a great networking opportunity as it is best practice to talk to other people that are in the same 
shoes as you are. 
 
Neil Galassi thanked Mr. Weightman.  Mr. Galassi asked the Board members to let him know if anyone wants 
to attend Callan’s conference. 
 
Neil Galassi asked Board members if they had any questions for Mr. Weightman. 
 
None heard. 
 
Gordon Weightman left the conference call. 
 
Neil Galassi stated the handout he gave to the Board at the beginning of the meeting is for the Causeway 
Convergence 2017 conference coming up in March and asked Board members to let him know if they are 
interested in attending. 
 
John O’Hare asked Neil Galassi what Causeway is going to cover as far as fees. 
 
 
 



Neil Galassi answered that he only has the information available that is on the agenda that was handed out as 
referenced below.  Neil looks at the agendas to evaluate who’s attending and topics that will be presented as 
to determine conferences that may interest the Board for education purposes.  Neil thought that this 
conference would have been of interest to the Board as portfolio review. 
 
Neil Galassi discussed the upcoming Opal Group Public Funds Summit 2017 conference that is coming up on 
January 9, 2017.  John O’Hare will be attending. 
 
John O’Hare stated that he will give Doug at Opal Group the Board’s information if the Board is interested in 
attending. First day is a half day, second day is a full day, and the third day is a half day.  If you can’t spend the 
time for the full three days, you can drive for the day and come back. 
 
Neil Galassi stated that John O’Hare will provide him with the contact information for anyone on the Board who 
wants to attend and the AD’s allow for reimbursement of travel costs.  Neil Galassi asked John O’Hare for 
confirmation of the cost of the Opal conference being free.  
 
John O’Hare answered that every trustee or staff gets in for free. 
 
Neil Galassi stated those are three educational opportunities for the Board in the short term.  Mr. Galassi 
asked the Board to let staff know if they would like to attend and take advantage of any of these upcoming 
events. 
 
John O’Hare reminded the Board that Gordon Weightman said its best practice to talk to other people that are 
in the same shoes as you.  
 
Catherine Langford stated that it’s part of TSRS’s governance policies.  It’s part of being a good member and 
keeping your education up to date. 
 
D. Administrative Discussions  

1. Fixed Income Portfolio Composition Discussion 
 
Gordon Weightman entered the Board meeting via conference call to continue the discussion about fixed 
income allocation that was brought before the Board at the last meeting.  Mr. Weightman referred to the key 
questions when determining fixed income structure on page 2 of the Callan Fixed Income Structure Study as 
referenced below.  Depending on how the Board answers the questions will lead the Board to its end result as 
to how the fixed income part of the portfolio should be structured.  The first questions is; does the Board feel 
the fixed income portfolio should act as an anchor to windward meaning TSRS would be looking to reduce 
equity and equity like risk in its fixed income portfolio.   
 

 
 
 



Right now the fixed income portfolio, has 63% in PIMCO Core ++ products, and the remaining is in a Barclays 
Aggregate index fund as represented below on page 5 of the Callan Fixed Income Structure Study.  If the 
Board feels the fixed income portfolio should be more of an anchor to windward in times when equity performs 
poorly, then TSRS would reduce PIMCO within the total allocation.  The next question is, should it seek higher 
yield in this low return environment.  If that’s the goal, then the anchor to windward isn’t as important and you 
want greater yield in the expected return.  Therefore, TSRS may not want to change the allocation at all and 
may even want to increase it.  The final question is, is there a way to obtain both objectives.  There is by 
allocating 50% to PIMCO and 50% to the index fund creating a 50/50 portfolio.   
 

 
 
Michael Coffey asked Gordon Weightman what the time horizons are or are these infinite implications. 
 
Gordon Weightman answered that it is a very high probability if the PIMCO allocation is not reduced within 
fixed income that it will be higher returning with higher risk over a long period of time.  If TSRS had all of its 
assets with PIMCO, it has a higher correlation to equity so, when equity does poorly, it will decline..  
Historically, Treasuries for example, have no correlation to equities and is slightly negative, so in down trends, 
they to do well.  If we have another 2008 environment, the PIMCO strategy will decline more than the custim 
index for this strategy. Additionally, Returns aren’t symmetrical, if PIMCO declines by 5%, it’s going to take 
20% to get up to where they were.  If PIMCO is scaled back little bit, TSRS will still acknowledge that yield is 
important, but over the long run, the portfolio will return less but wouldn’t have as much correlation to equities 
in really down environments.  It comes back to diversification.  PIMCO diversifies the portfolio, but not as much 
as the Barclay’s Aggregate does because the Barclays Aggregate has bonds that have no correlation or are 
slightly negatively related to equity.   
 
Chairman Fleming asked Gordon Weightman if the TSRS Board decided to reduce some percentage from 
PIMCO to BlackRock, would he suggest doing it over time or in a short horizon.  
 
Gordon Weightman answered that TSRS is currently 63% PIMCO and 37% BlackRock.  If TSRS went to 
50/50, it would be a movement of about $26 million out of PIMCO to BlackRock that could be done at the 
beginning of next year. 
 



Neil Galassi stated that after talking with Gordon Weightman and deciding how much risk is TSRS willing to 
take.  If we are a little more correlated to the equity markets in our current allocation, and as Neil previously 
mentioned, there is future potential for an equity market correction.  He asks the question himself, do we want 
to dial back a little bit to align our risk based on where the market environment is now.   
 
Chairman Fleming asked if it is decided to do a shift from PIMCO to BlackRock, if a motion needs to be done, 
or does anything else have to be done.  
 
Neil Galassi indicated he just wants to ensure that proper discussion has happened before a motion to change 
the allocation.   
 
Chairman Fleming stated he isn’t trying to rush the decision.  Chairman Fleming asked Neil Galassi, he wants 
to know the purpose of what the Board is deciding to do today.  For example, if the Board decides on a certain 
percentage today, would it be appropriate to make a motion to do so. 
 
Neil Galassi answered in the affirmative 
 
Chairman Fleming asked the Board what they would like to do.  
 
John O’Hare asked Gordon Weightman if the Board will be making these types of changes every year, keep it 
for five years, or are we just going to see what happens.  
 
Gordon Weightman answered it’s something to be revisited from time to time; it doesn’t necessarily have to be 
every year.  The fixed income environment has changed since its original portfolio structure.  Yields are 
starting to increase, but they have been very low for a long time.  Part of this exercise is to say, we are in this 
low yield environment with interest rates starting to increase, and could it be something we see for a long 
period of time.  We are also overdue for an equity correction.  It makes sense to take some fixed income risk 
that is correlated to equities off of the table knowing it’s the type of environment we are currently in.  TSRS’s 
bond portfolio has been a tremendous performer versus the Barclay’s Aggregate Index.  TSRS has captured 
some of the gains and can now take a slightly less risky profile.  In addition, it looks like interest rates are going 
to be going up for bonds. 
 
Neil Galassi asked Gordon Weightman, with interest rates going up, how would it affect additional allocation to 
BlackRock.  
 
Gordon Weightman answered that TSRS has a duration of 5 ½, and would be trading the ability to manage 
duration which PIMCO does for flight to quality asset.  TSRS will be trading yield for a flight to quality asset.  
 
Neil Galassi stated that it sounds like BlackRock is more sensitive to the interest rate going up or down.  
 
Gordon Weightman answered not necessarily because their duration is shorter than the aggregate index 
because there is primarily a high yield for market debt exposure which tends to have shorter durations.  
 
Neil Galassi asked Gordon Weightman if BlackRock is able to manage the effect of interest rate changes. 
 
Gordon Weightman answered in the affirmative.  They have the ability to.   
 
Karen Tenace stated that she likes the third suggestion to accomplish both objectives.  It’s a tweak in her 
opinion to protect on the downside.  
 
Chairman Fleming asked Karen Tenace if she is favoring the 50/50 split of BlackRock and PIMCO.  
 
Karen Tenace answered in the affirmative or something close like that.  
 
Neil Galassi stated in his personal view, he is in the same position as Karen Tenace is. 
 
Rebecca Hill stated that she would agree as well. 
 



Chairman Fleming stated that a motion is needed.  
 
Michael Coffey stated that it’s a strange time to be doing this as the incoming administration is creeping into 
fiscal policy. 
 
Neil Galassi stated that is why he wants the Board to understand everything and have appropriate discussion 
before going forward. 
 
Gordon Weightman  stated TSRS has approximately $121 million with PIMCO and they tend to be expensive.  
They have a fee schedule that is 50 basis points on the first $100 million.  TSRS pays PIMCO close to 
$600,000 a year to manage TSRS’s fixed income portfolio.  Whereas TSRS pays 5.5 basis points to 
BlackRock for the index funds.  If TSRS went to a 50/50 split position between PIMCO and BlackRock, its 
weighted fee would go from 33 basis points to around 28 basis points resulting in a potential savings of 5 basis 
points.  Another piece of this is to think about is; do we look at this Core manager for the entire aggregate 
allocation to the portfolio or maybe a piece of it.   
 
Michael Coffey asked Gordon Weightman to expand on the Core manager concept.  
 
Gordon Weightman stated there are a variety of bond managers.  A Core manager invests entirely within 
investment grade securities.  They try to outperform the Barclay’s Aggregate by holding slightly more within 
their portfolios but it’s all investment grade, so no high yields, no emerging market debts.  Conversely, a 
manager like PIMCO has the ability to drastically outperform or underperform the index.  They have tools in 
place to manage a conservative portfolio with the goal of adding balanced fees but incremental.  
 
Chairman Fleming stated to Gordon Weightman, not to make a final decision, but it sounds like where Mr. 
Weightman is sort of headed is that TSRS might want to consider being at 50% with BlackRock and 50% in 
somethng other than PIMCO active management.  
 
Gordon Weightman stated that is incorrect.  Mr. Weightman stated that he suggested for TSRS to keep PIMCO 
and instead of the BlackRock fund, to get a CORE manager to replace them entirely or a piece of them.  TSRS 
could have a structure for example; 25% BlackRock, 25% Core manager, and 50% PIMCO, or 50% a new 
Core Manager and 50% PIMCO. 
 
Chairman Fleming stated okay. 
 
Neil Galassi stated to keep in mind that bringing on a third manager will increase investment manager fees 
 
Gordon Weightman agreed with Mr. Galassi.   
 
Chairman Fleming asked the Board if anyone wants to make a motion. 
 
Neil Galassi asked Gordon Weightman what he thinks would be the timing of reallocation should the Board 
make a decision today. 
 
Gordon Weightman stated that he would suggest doing it in the New Year and certainly wouldn’t suggest doing 
it in 2016, as trading picks up in the New Year.  Mr. Weightman suggested that TSRS contact PIMCO to ask 
how to best execute it. 
 
Chairman Fleming asked Gordon Weightman if TSRS should have that conversation with PIMCO before 
making the decision.  
 
Gordon Weightman answered that he doesn’t believe so because it’s a separate account.  What PIMCO will do 
is liquidate some of the individual securities and in turn provide the proceeds to BlackRock.    
 
Neil Galassi asked Gordon Weighman for confirmation if he’s suggesting to make the move in 2017.  
 
Gordon Weightman answered in the affirmative.  He doesn’t think it’s urgent but would do it before the end of 
calendar year 2017. 



 
Neil Galassi answered in the affirmative.  He cautions a little bit because new administration doesn’t go in 
office until January 20, 2017 and doesn’t know if investors will be in a holding pattern the first part of January 
or are going to let loose, thus the reason he is wondering if January is the right time.  
 
Chairman Fleming suggested to the Board to put the topic on the January agenda if they don’t know what they 
want to do or want to wait.  
 
Michael Coffey asked if what we are saying is we have riden this PIMCO strategy as long as we can and we 
are looking to ratchet back PIMCO.  
 
Karen Tenace answered in the affirmative.  What we are saying is that we want more diversification, more 
protection on the downside, perhaps lowering management fees, and thinks a tool for a bond portfolio to 
manage risk.  
 
Michael Coffey asked if we are saying to disregard the active Core concept that Gordon Weightman was 
discussing.  
 
Karen Tenace stated that she isn’t ready to vote on a new allocation to active management at this time.  
 
Michael Coffey stated okay.  
 
John O’Hare asked Gordon Weightman if we are basically etching back.  
 
Gordon Weightman answered that you can think of it that way.  You are making a move to take risk off of the 
table.  
 
John O’Hare stated okay.  
 
Michael Coffey asked for a little more discussion possibly.  Given TSRS’s infinite horizon, why is short term risk 
worrisome.   
 
Chairman Fleming stated that Gordon Weightman makes the point that short term losses require gains in the 
excess of the loss to recover. 
 
Gordon Weightman stated there is a term called return sequencing.  If a plan can take a lot of losses early in 
the period, it will have as much money as the plan that has seen losses in the middle or towards the end of a 
perios.  It’s the effect of compounding.  By taking some risk off of the table within fixed income, you are 
basically saying that you are managing towards a long term objective; however, realize that the short term also 
matters.  
 
Michael Coffey stated that is true.  
 
A motion to move PIMCO to BlackRock as a 50/50 split after the 1st of the upcoming CY was made by 
John O’Hare, 2nd by Karen Tenace, and passed by a vote of 6-0 (Kevin Larson was not present). 
 
Neil Galassi told Gordon Weightman that he will contact him and PIMCO soon to work on the time horizon to 
execute this plan.   
 
Gordon Weightman answered in the affirmative.  
 

2. Report From Board Member – NAREIT 
 
John O’Hare gave a brief overview of The National Association of Real Estate Investment Turusts’ 
presentation that was given to CFA Society Tucson on November 16, 2016 that he had attended. 
 
 



John O’Hare asked Mr. Galassi to have J.P. Morgan consider this presentation whe they present to the Board 
in January, to also provide them a copy.  
 
Neil Galassi answered in the affirmative.   
 

3. Trustee to Trustee Transfers 
 
Neil Galassi stated initially before bringing this before the Board, he spoke with Mr. O’Hare about a valid 
question regarding the actuaries process over Trustee to Trustee Transfers, and understands that the Board 
may want to speak about this more.  Provided the code provision allows a straight trustee to trustee transfer for 
those who were formally ASRS members and then joined the City of Tucson as TSRS members.   
 
Neil Galassi asked Catherine Langford if this is the only system that specifically addresses ASRS. Does the 
code similarly also address PSPRS. 
 
Catherine Langford stated that she thinks it addressed, but doesn’t think it has been used very much.  
 
Neil Galassi thanked Catherine Langford.  
 
Neil Galassi provided the Board with the following framework.  TSRS has provisions in place in the code to 
allow for purchase of government service.  If someone came to the City of Tucson from the government in 
California for example, there are rules and regulations to purchase that service in TSRS based on their profile 
in TSRS.   TSRS calculates how much that service would be in TSRS in the system.  The member transfers 
their funds to a tax free account like ICMA, and then it comes to TSRS.  However, the only system that TSRS 
has a relationship with is ASRS which is different.  When the TSRS member wants to bring time over from 
ASRS, the actuary GRS has to get involved to determine how much service and money is ASRS represents in 
TSRS.  There is an actuary calculation that needs to determine that through GRS.  Since Neil Galassi has 
been with TSRS, he has had one occur where a TSRS member requested to have service transferred from 
ASRS.  The actuary had to be contacted to perform the calculation.  As referenced below is a copy of the 
invoice for the amount of $916.25 charged to TSRS from GRS to calculate the ASRS transfer calculation.  
TSRS paid for the cost and when the member saw the calculation, they decided not to do the transfer.  It 
ended up being a sunk cost to the plan.  Mr. Galassi has the administrative authority to manage this and 
doesn’t impose anything on the members before going to the Board.  Mr. Galassi provided two options. Explain 
to the member; the code, how the two systems are actuarially different, and the charge that will be charged to 
the member if they want to do the transfer.  The Board can also take a different approach and make them do a 
deposit and if they don’t go forward with it, we will keep their deposit.  If the member wants to go forward with 
the transfer, then we will do it.  
 
 
 
 
 



 
 
 
Chairman Fleming asked if the member had gone forward with the transfer would TSRS still have to pay the 
$916.25 transfer calculation. 
 
Neil Galassi answered that the money would have come to the plan and the member would have got the 
service.  It’s the member buying the service.  Right now TSRS is paying it. 
 
Chairman Fleming asked Neil Galassi if the member opted in, under the current way, who would pay. 
 
Neil Galassi answered currently we would pay it either way.  Catherine Langford mentioned to Mr. Galassi 
previously that TSRS can explain to members how the code works, the difference of the systems, and try to 
talk the member out of it.  Board permission isn’t needed to implement this; however, Mr. Galassi doesn’t want 
to impose a fee on the member without notifying the Board. 
 
Chairman Fleming asked what the other Board members think. 
 
John O’Hare asked if some transferring could use the purchase of other government service provisions the 
City code regarding buying the service. 
 
Neil Galassi answered in the affirmative.  That would be the cleanest way for it to happen and then the actuary 
doesn’t get involved. 
 
John O’Hare stated that if people want to move their service, that TSRS should encourage them. 
 



Neil Galassi stated the design of ASRS and TSRS as far as benefits is not apples to oranges.  Therefore, the 
system must engage the actuary to determine how much service from ASRS would come over to TSRS.  Mr. 
Galassi stated that he previously asked Catherine Langford if this is even relevant in TSRS’s code anymore. 
 
Catherine Langford stated that she believes originally, the intent was to streamline the process as you were 
moving among the Arizona systems.  As the plans have evolved, and tiers have been added, the cost is 
prohibitive to consider doing this.  It’s not used as much as it might have been 15-20 years ago. 
 
Chairman Fleming asked if someone came to the City of Tucson 15 to 20 years ago and wants to buy their 
service and has x amount of dollars in their old system, do they also still have the service and benefits from the 
California plan until they actually retire and they also have it with TSRS.  Do they get double counted?  
 
Neil Galassi answered that they will not be able to draw a benefit from their California pension. 
 
Catherine Langford stated that it cancels out.  When they transfer their service, they lose the California benefit.  
 
Chairman Fleming asked what do these individuals pay for it. 
 
Catherine Langford answered that they typically have to come up with cash or enter in a payroll installment 
agreement.  If they could take a refund out of California, they could use that as a rollover in and fund the 
purchase that way.  
 
Neil Galassi stated that the way we do it, is we are leveraging our relationship with ICMA.  It can go from the 
other system tax free, to ICMA where it will remain tax free, then to TSRS tax free. 
 
Chairman Fleming asked if they are moving their money and maybe getting a better or worse benefit 
depending on whether our system is more beneficial. 
 
Neil Galassi answered in the affirmative.  
 
Catherine Langford stated that it’s not better or worse.  It’s getting all of your service together. 
 
Chairman Fleming asked if the reason to do this is that the actuarial calculation will give you exact same 
points. 
 
Neil Galassi answered that it is different.  
 
Catherine Langford stated it’s a difference in the funding mechanism as far as provisions in the code.  Here if 
the member agreed to pay $20k for however many years, it’s a transfer without going through ICMA 
processing distributions.  She is unsure why one uses a calculator and one runs through an actuary and isn’t 
sure if GRS can tell us why.  
 
Chairman Fleming stated that he thinks Catherine Langford is pointing out that it’s an anomaly of where the 
two systems are at.   
 
Neil Galassi agreed with Chairman Fleming.  
 
Catherine Langford agreed with Chairman Fleming.  
 
Neil Galassi stated the majority of people who are ASRS and come to the City of Tucson don’t want to give up 
the ASRS benefit.  ASRS offers a health benefit when their member reaches retirement age so withdrawing 
their money from ASRS will cause them to lose that benefit.  ASRS members that come to TSRS, see when 
calculating their years with ASRS when they have 10 or so years of service with ASRS, will lose too much if 
they transfer their service over to TSRS thus don’t do the transfer of service.  
 
Chairman Fleming stated rather than changing the code to remove this provision, if you just say to the member 
who wants to transfer service years from ASRS to TSRS, that they have to front the money for the calculation, 
they may never want to do it. 



 
Neil Galassi answered in the affirmative.  
 
Catherine Langford answered in the affirmative.  
 
John O’Hare asked Neil Galassi if he contacted the actuary to determine if a model spreadsheet could be 
provided to TSRS to estimate trustee to trustee transfer amount for the member. 
 
Neil Galassi stated that he sent an email requesting that information, but hasn’t received a response as of yet.  
 
John O’Hare said great.     
 
Chairman Fleming asked if this is a typical kind of approach.  
 
Neil Galassi answered that he is trying to find out of it is something that Leslie at GRS can provide to give a 
ballpark idea.  He is curious if the answer that these plans are so actuarially different that there is nothing that 
can easily be done but he did send the question out to GRS.  
 
John O’Hare asked was there a time when the plans were almost actuarially equal.  
 
Claire Beaubien stated they used to able to just transfer their time.  Money wasn’t involved at all.  You didn’t 
have all of the stipulations that you have now.  
 
John O’Hare stated that things have changed.  TSRS covers every single non-safety employee.  ASRS covers 
school teachers, counties, etc.  
 
Neil Galassi stated with all of the resources ASRS has, they can have enough staff that can do these actuarial 
calculation, whereas, TSRS needs to rely on an actuary to do it. 
 
Chairman Fleming stated to Neil Galassi that he isn’t hearing any of the Board members telling him not to do it. 
 
Neil Galassi stated that he feels it’s fair to the Board to discuss with them if he is going to impose a fee to a 
member and doesn’t want the Board to be blindsided by it if a member were to ask a Board member about it. 

 
E. Articles for Board Member Education / Discussion 

1. Callan Institute Research Paper – Risky Business 
2. Wall Street Journal – Stocks Rise, Bonds Sell Off After Fed Move 

 
F. Call to Audience – none heard. 

 
G. Future Agenda Items    
 

1. TSRS Board Annual Evaluation of Staff and Consultants 
2. RFQ for Actuarial Services 
3. Changing the Interest Rate Allocated to Member Account Balances 
4. Investment Manager Fees 
5. Support Orders 
6. JP Morgan Presentation  
7. FY18 Budget Process  

 
John O’Hare asked that the Board to be involved early in the budget process for the 2018 FY based on the 
calendar.   

 
Karen Tenace answered that February 3 Finance will be seeing all of the budgets and first requests for the 
system.  She can provide the calendar to the Board for the January meeting. 
 
John O’Hare asked Karen Tenace if she is going to provide worksheets.  
 
Karen Tenace answered in the affirmative.  



 
 

H. Adjournment – 10:27 AM 
 
 
 

 
Approved: 
 
 
__________________________      _______                    _________________________   ________  
Robert Fleming                Date                Neil S. Galassi   Date 
Chairman of the Board                                  Plan Administrator  

 
 



**David A Barraza II Environmental Services Normal Retirement 12/10/2016 7/16/1955 61.40 22.6625 536,487.87 164,546.28 8,152.07 J&S 100                   3,720.47 
Mary J Dillard Transportation Normal Retirement 12/17/2016 6/6/1955 61.53 21.2838 401,348.61 118,983.38 6,331.87 J&S 100                   2,820.24 
**Nicole E Gavin Planning & Development Services Normal Retirement 12/10/2016 8/21/1969 47.30 32.9387 1,007,957.38 443,643.76 8,783.98 Single Life                   6,509.99 
**Clay A Hutchinson General Services Normal Retirement 12/10/2016 12/6/1958 58.01 32.3019 315,807.59 119,237.91 3,213.60 J&S 50                   2,203.28 
Jeanne Kozuch Planning & Development Services Deferred Retirement 12/27/2016 12/27/1954 62.00 7.0361 44,262.51 17,463.63 2,112.34 Single Life                      334.41 
**Leslie W McMullin Parks & Recreation Normal Retirement 12/9/2016 7/16/1950 66.40 24.121 309,527.59 98,896.84 4,863.73 J&S 100                   2,414.13 
**Judith Mulcahy-Martinez Transportation Normal Retirement 12/6/2016 3/13/1965 51.73 28.2959 438,402.54 161,854.96 4,616.18 2938.93                   2,938.93 
Peter C Scalzo Information Technology Deferred Retirement 12/30/2016 12/30/1954 62.00 11.2559 144,300.59 63,439.70 4,491.64  J&S 100                      888.09 
Mark A Schlieder General Services Deferred Retirement 12/27/2016 12/27/1954 62.00 7.0416 99,137.04 39,517.44 4,932.66  J&S 100                      661.21 
James C Solomon Fire Department Deferred Retirement 12/30/2016 5/13/1952 64.63 11.0354 76,908.26                          52,297.40 2,586.00  J&S 100                      542.68 
**Karen A Toca Parks & Recreation Normal Retirement 12/9/2016 11/25/1957 59.04 29.1448 336,299.99                        112,663.12 3,709.33  Single Life                   2,432.43 
**William E Bruce General Services Normal Retirement 12/28/2016 1/17/1954 62.95 9.27 ** 51,789.59 4,187.73  J&S 100                      782.45 
**Gordon A Grimsey General Services Normal Retirement 1/7/2017 5/13/1956 60.65 20.34 ** 79,623.74 4,397.47  J&S 100                   1,781.96 
**Charles M Hicks Transportation Normal Retirement 1/4/2017 10/27/1958 58.19 22.9 ** 127,797.17 6,853.60  J&S 100                   3,086.44 
**Edward M McMahon General Services Normal Retirement 1/4/2017 9/21/1951 65.29 32.5 198,213.93 4,617.60  J&S 50                   3,104.83 
**Jessie N Ronquillo Police Department Normal Retirement 1/5/2017 12/29/1950 66.02 18.8 ** 51,377.11 3,055.87  J&S 75                   1,104.11 
**Jesus G Scaff Parks & Recreation Normal Retirement 1/7/2017 2/22/1958 58.88 31.87 ** 153,304.29 4,227.60  J&S 50                   2,879.07 
**Carolyn D Spickard Parks & Recreation Early Retirement 1/7/2017 9/6/1958 58.34 20.55 ** 82,819.26 4,773.60  J&S 75                   1,908.51 
**Verlyn R Wilson Water Normal Retirement 1/7/2017 10/22/1958 58.21 21.82 ** 217,585.22 8,680.53  J&S 100                   3,872.88 

94,587.40                43,986.11                
Averages 45.78 337,312.72$            123,950.25              4,978.28                  2,315.06                  

 Plan Year beginning 07/01/2015 (*from 
GRS annual valuation) Monthly Annual Annualized  Annual change since 

July 1, 2015  % change  

Service Pensions 2,305                                                       5,007,097.17              60,085,166              2,460                       5,408,029                64,896,351.12         4,811,185.12$         8.01%
Disability Pensions 160                                                          174,259                      2,091,109                153                          170,925                   2,051,094.48           (40,014.52)$             -1.91%
Survivor Pensions 344                                                          298,979                      3,587,750                350                          345,890                   4,150,681.44           562,931.44$            15.69%

2,809                                                       5,480,335                   65,764,025              2,963                       5,924,844                71,098,127              5,334,102.04$         8.11%
52                               146,911$                     

S:\treasdiv\tsrs\retirement\facts&figures\F&F 15-16.xls prior month 2,911                                       5,777,933.08$                          

Service & Disability Retirements, End of Service Entrants for TSRS Board of Trustees Ratification 
12/11/16 - 1/10/17 - January 2017

 Name of Applicant  Department  Type  Effective Date  Date of Birth  Age  Credited Service  Present Value 
 Member's 

Accumulated 
Contributions 

 AFC  Option  Pension 

** Due to the timing of employee leave payout processing, the Retirement Office did not have 
the related final amounts in time to finalize the benefit payment for the first month of 
retirement for these employees.  In the interest of providing these benefits timely to 
members, the pension payment presented for ratification is an estimated payment based on 
all available information.  In the next month's meeting the final amounts will be reported on 
this report to the Board for the effected members.

Comparison of Monthly Pension Payments - Beginning of FY 2016 to Current Monthly Pension Payments  

 December 2016 Pension Payroll 

 (net) change from previous month 
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9001 - Normal Retiree Benefit

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

105 - PAYROLL PENSION 0.00 5,401,934.39 5,401,934.39 0.00 32,218,375.48 32,218,375.48 68,300,000 36,081,624.52 52.83 %

Total for 100 - PAYROLL CHGS 0.00 5,401,934.39 5,401,934.39 0.00 32,218,375.48 32,218,375.48 68,300,000 36,081,624.52 52.83 %

Total for Unit 9001 - Normal Retiree Benefit 0.00 5,401,934.39 5,401,934.39 0.00 32,218,375.48 32,218,375.48 68,300,000 36,081,624.52 52.83 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses



City of Tucson

Through: December, 2017
For Fiscal Year 2017

Report ID : FIN-COT-BA-0001

Run Date
:
: 01/13/2017

10:27 AMRun Time

Page 2 of 10

Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9003 - Normal Retiree Beneficiary Benefit

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

105 - PAYROLL PENSION 0.00 317,237.61 317,237.61 0.00 1,879,814.02 1,879,814.02 3,100,000 1,220,185.98 39.36 %

Total for 100 - PAYROLL CHGS 0.00 317,237.61 317,237.61 0.00 1,879,814.02 1,879,814.02 3,100,000 1,220,185.98 39.36 %

Total for Unit 9003 - Normal Retiree Beneficiary Benefit 0.00 317,237.61 317,237.61 0.00 1,879,814.02 1,879,814.02 3,100,000 1,220,185.98 39.36 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9020 - Disability Retiree Benefit

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

105 - PAYROLL PENSION 0.00 170,924.54 170,924.54 0.00 1,026,587.02 1,026,587.02 1,975,000 948,412.98 48.02 %

Total for 100 - PAYROLL CHGS 0.00 170,924.54 170,924.54 0.00 1,026,587.02 1,026,587.02 1,975,000 948,412.98 48.02 %

Total for Unit 9020 - Disability Retiree Benefit 0.00 170,924.54 170,924.54 0.00 1,026,587.02 1,026,587.02 1,975,000 948,412.98 48.02 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9021 - Pension Fund Administration

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

101 - SALARIES & WAGES FOR PERMANENT
EMPLOYEES 0.00 18,289.60 18,289.60 0.00 112,992.61 112,992.61 230,100 117,107.39 50.89 %

103 - OVERTIME WAGES 0.00 4.59 4.59 0.00 605.06 605.06 0 (605.06) 0.00%

108 - DOWNTOWN ALLOWANCE & DISCOUNTED
TRANSIT PASSES 0.00 92.32 92.32 0.00 560.52 560.52 1,200 639.48 53.29 %

113 - TSRS PENSION CONTRIBUTION 0.00 5,029.64 5,029.64 0.00 30,605.84 30,605.84 63,280 32,674.16 51.63 %

114 - FICA (SOCIAL SECURITY) 0.00 1,414.42 1,414.42 0.00 8,754.09 8,754.09 17,600 8,845.91 50.26 %

115 - WORKERS COMPENSATION INSURANCE 0.00 259.07 259.07 0.00 1,523.99 1,523.99 6,440 4,916.01 76.34 %

116 - GROUP PLAN INSURANCE 0.00 1,081.36 1,081.36 0.00 7,310.98 7,310.98 32,760 25,449.02 77.68 %

117 - STATE UNEMPLOYMENT 0.00 23.12 23.12 0.00 141.41 141.41 300 158.59 52.86 %

196 - INTERDEPARTMENTAL LABOR 0.00 0.00 0.00 0.00 0.00 0.00 156,000 156,000.00 100.00 %

Total for 100 - PAYROLL CHGS 0.00 26,194.12 26,194.12 0.00 162,494.50 162,494.50 507,680 345,185.50 67.99 %

202 - TRAVEL 0.00 0.00 0.00 0.00 0.00 0.00 4,000 4,000.00 100.00 %

204 - TRAINING 0.00 0.00 0.00 0.00 315.00 315.00 14,000 13,685.00 97.75 %

205 - PARKING SERVICE 0.00 0.00 0.00 0.00 0.00 0.00 220 220.00 100.00 %

212 - CONSULTANTS AND SURVEYS 0.00 0.00 0.00 0.00 2,050.00 2,050.00 50,000 47,950.00 95.90 %

213 - LEGAL 0.00 0.00 0.00 0.00 5,413.50 5,413.50 50,000 44,586.50 89.17 %

215 - AUDITING AND BANK SERVICES (3,500.00) 3,500.00 0.00 3,800.00 20,500.00 24,300.00 25,000 700.00 2.80 %

219 - MISCELLANEOUS PROFESSIONAL
SERVICES 0.00 41,750.76 41,750.76 0.00 1,018,673.90 1,018,673.90 4,126,850 3,108,176.10 75.32 %

221 - INSUR-PUBLIC LIABILITY 0.00 301.37 301.37 0.00 1,796.58 1,796.58 32,100 30,303.42 94.40 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9021 - Pension Fund Administration

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

228 - HAZARDOUS WASTE INSURANCE 0.00 58.50 58.50 0.00 350.73 350.73 0 (350.73) 0.00%

232 - R&M MACHINERY & EQUIPMENT 0.00 0.00 0.00 0.00 0.00 0.00 1,200 1,200.00 100.00 %

235 - MINOR REHAB, REMODEL & ALTER 0.00 0.00 0.00 0.00 407.00 407.00 1,550 1,143.00 73.74 %

245 - TELEPHONE 0.00 0.00 0.00 0.00 420.00 420.00 1,200 780.00 65.00 %

260 - COMPUTER SOFTWARE MAINTENANCE
AGREEMENTS 0.00 0.00 0.00 0.00 0.00 0.00 41,000 41,000.00 100.00 %

263 - PUBLIC RELATIONS 0.00 0.00 0.00 0.00 2,432.25 2,432.25 2,560 127.75 4.99 %

284 - MEMBERSHIPS AND SUBSCRIPTIONS 0.00 0.00 0.00 0.00 458.94 458.94 1,500 1,041.06 69.40 %

298 - PLANNED BUILDING MAINTENANCE 0.00 0.00 0.00 0.00 0.00 0.00 0 0.00 0.00%

Total for 200 - PROF CHARGES (3,500.00) 45,610.63 42,110.63 3,800.00 1,052,817.90 1,056,617.90 4,351,180 3,294,562.10 75.72 %

311 - OFFICE SUPPLIES 0.00 27.28 27.28 0.00 1,452.98 1,452.98 9,000 7,547.02 83.86 %

312 - PRINTING,PHOTOGRAPHY,REPRODUCTION 0.00 316.48 316.48 0.00 994.98 994.98 9,000 8,005.02 88.94 %

314 - POSTAGE 0.00 0.00 0.00 0.00 6,709.23 6,709.23 12,000 5,290.77 44.09 %

317 - COMPUTER SOFTWARE < $100,000 0.00 0.00 0.00 0.00 314.06 314.06 550 235.94 42.90 %

341 - BOOK, PERIODICALS AND RECORDS 0.00 0.00 0.00 0.00 0.00 0.00 250 250.00 100.00 %

345 - FURNISHINGS, EQUIPMENT AND TOOLS <
$5,000 0.00 0.00 0.00 0.00 0.00 0.00 4,700 4,700.00 100.00 %

346 - COMPUTER EQUIPMENT < $5,000 0.00 0.00 0.00 0.00 0.00 0.00 650 650.00 100.00 %

Total for 300 - SUPPLIES 0.00 343.76 343.76 0.00 9,471.25 9,471.25 36,150 26,678.75 73.80 %

455 - COMPUTER EQ >= $5,000 0.00 0.00 0.00 0.00 0.00 0.00 2,700 2,700.00 100.00 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9021 - Pension Fund Administration

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted
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Unobligated
Budget

Balance
Percent

Total for 400 - CAPITAL OUT 0.00 0.00 0.00 0.00 0.00 0.00 2,700 2,700.00 100.00 %

Total for Unit 9021 - Pension Fund Administration (3,500.00) 72,148.51 68,648.51 3,800.00 1,224,783.65 1,228,583.65 4,897,710 3,669,126.35 74.92 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9022 - Disability Retiree Beneficiary Benefit

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted
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Unobligated
Budget

Balance
Percent

105 - PAYROLL PENSION 0.00 30,418.52 30,418.52 0.00 182,511.12 182,511.12 350,000 167,488.88 47.85 %

Total for 100 - PAYROLL CHGS 0.00 30,418.52 30,418.52 0.00 182,511.12 182,511.12 350,000 167,488.88 47.85 %

Total for Unit 9022 - Disability Retiree Beneficiary Benefit 0.00 30,418.52 30,418.52 0.00 182,511.12 182,511.12 350,000 167,488.88 47.85 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9023 - ACTIVE MEMBER REFUNDS-CONTRBS

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

186 - TSRS REFUNDS 0.00 63,983.79 63,983.79 0.00 902,156.00 902,156.00 2,400,000 1,497,844.00 62.41 %

Total for 100 - PAYROLL CHGS 0.00 63,983.79 63,983.79 0.00 902,156.00 902,156.00 2,400,000 1,497,844.00 62.41 %

Total for Unit 9023 - ACTIVE MEMBER REFUNDS-CONTRBS 0.00 63,983.79 63,983.79 0.00 902,156.00 902,156.00 2,400,000 1,497,844.00 62.41 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9025 - INTEREST ON REFUNDS

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

186 - TSRS REFUNDS 0.00 1,564.37 1,564.37 0.00 10,431.40 10,431.40 50,000 39,568.60 79.14 %

Total for 100 - PAYROLL CHGS 0.00 1,564.37 1,564.37 0.00 10,431.40 10,431.40 50,000 39,568.60 79.14 %

Total for Unit 9025 - INTEREST ON REFUNDS 0.00 1,564.37 1,564.37 0.00 10,431.40 10,431.40 50,000 39,568.60 79.14 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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Department 900 - TUCSON SUPPL RETIREMENT SYSTEM

Unit 9026 - DWE SYSTEM BENEFIT PAYMENT

Object
Current
Period

Encumbrance

Current
Period

Expenditure

Current Total
Obligations

YTD
Encumbrance

YTD
Expenditure

YTD Total
Obligations

Current
Budgeted

Amount

Unobligated
Budget

Balance
Percent

186 - TSRS REFUNDS 0.00 0.00 0.00 0.00 0.00 0.00 200,000 200,000.00 100.00 %

Total for 100 - PAYROLL CHGS 0.00 0.00 0.00 0.00 0.00 0.00 200,000 200,000.00 100.00 %

Total for Unit 9026 - DWE SYSTEM BENEFIT PAYMENT 0.00 0.00 0.00 0.00 0.00 0.00 200,000 200,000.00 100.00 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Total for Fund 072 - TUCSON SUPP RETIREMENT SYSTEM (3,500.00) 6,058,211.73 6,054,711.73 3,800.00 37,444,658.69 37,448,458.69 81,272,710 43,824,251.31 53.92 %

Total for Department 900 - TUCSON SUPPL RETIREMENT SYSTEM(3,500.00) 6,058,211.73 6,054,711.73 3,800.00 37,444,658.69 37,448,458.69 81,272,710 43,824,251.31 53.92 %

Grand Totals (3,500.00) 6,058,211.73 6,054,711.73 3,800.00 37,444,658.69 37,448,458.69 81,272,710 43,824,251.31 53.92 %

Budget vs Actual Expenses



 
 

 
 
DATE:  January 18, 2016 
 
TO:  The Board of Trustees  
  Tucson Supplemental Retirement System 
 
FROM:  Neil S. Galassi, CPA       
  Pension Administrator 
 
SUBJECT: December 2016 Summary Performance Report 
 
SUMMARY: 
 
This report presents the Tucson Supplemental Retirement System’s investment portfolio as of December, 
2016.  Attached to this summary is the Callan prepared Investment Measurement Service Monthly 
Review Report which serves as the basis for this summary. 
 
As of November 30, 2016 and December 31, 2016, the Total Fund balance of was $730.6 million and 
$735.8 million respectively. This represents an approximate $5.2 million decrease from the prior month. 
There were withdrawals totaling $4.0 million from the Total Fund to support pension payments during the 
recent month, and $18.0 million has been withdrawn during fiscal year 2017. 
 
For the month of November, the Total Fund performance, net of fees, was a positive 1.25% which was 
below the custom benchmark return of 1.41%. Total Fund performance was primarily impacted by 
positive returns during the month in domestic equity of 1.83% while international equity returned a 
positive 1.75%.  Fixed Income allocations saw positive returns of .70%. Real Estate investment 
allocations saw modest returns during the month of 0.50%, while Infrastructure returns were a negative 
.25%; the S&P 500 Index returned 1.98% during the month. 
 
For the last twelve months the Total Fund performance was a positive 7.84% which was slightly above of 
the custom benchmark return of 7.44% by 40 basis points. The Total Fund performance was primarily 
impacted by Large Cap Domestic equity market returns of positive 10.74% which underperformed relative 
to the benchmark by 1.22%. Small/Mid Cap Domestic Equity allocations returned a positive 16.55% 
which were below the benchmark by 1.04%. The Fund experienced 12 month positive returns on Fixed 
Income of 6.97% which outperformed relative the Barclays Aggregate benchmark by 4.32%. Returns on 
Real Estate and Infrastructure were 6.44% and 10.92% respectively.   
 
In regards to equity funds over the past 12 month period, the Small/Mid Cap Equity funds for Champlain 
Mid-Cap performed well above their benchmark by 5.37% while Fidelity (formerly Pyramis) Small Cap 
underperformed relative to the benchmark by 7.73%.  Large Cap Equity fund managers were relatively 
consistent with their benchmark except for T-Rowe Price which underperformed relative to the 
benchmark by 4.36%.  The international equity fund managed by Causeway trailed the benchmark by 
3.17% while the Aberdeen international equity fund outperformed the benchmark by 2.28%.  The quarter 
to date return for the American Century international equity fund was a negative 8.56% which was 5.04% 
below the benchmark for the same period. Twelve month period returns are not yet available for this 
investment manager given the strategy was funded in May of 2016.  For fixed income allocations, the 
PIMCO Fixed Income Fund outperformed relative to benchmark by 2.13%, while the BlackRock U.S. 
Debt Fund was consistent with the benchmark of 2.65% at a return of 2.72%. For Real Estate fund 
managers, both the JPM Strategic Property Fund and JPM Income and Growth Fund trailed the 
benchmark by 1.40% and 4.13% respectively. The Macquarie European Infrastructure Fund was 3.17% 
above the benchmark, and the SteelRiver Infrastructure fund also outperformed the benchmark by 3.68% 
 
 
 
 

TSRS Portfolio Performance Review 



 
The Total Fund total as of today, January 18, 2016 was $744.4 million.  This represents an increase of 
$8.6 million (117 basis points), over the balance as of December 31, 2016.  The increase was primarily a 
result of an increase of 1.3% in Domestic Equity allocations in conjunction with a 70 basis point increase 
in fixed income allocations.   
 
Summary graphs are as follows: 
 
Calendar Year Metrics: 

 
 
Fiscal Year Metrics: 

 
 
One Year to Date Performance Metrics: 

 



December 31, 2016

Tucson Supplemental

Retirement System

Investment Measurement Service
Monthly Review

The following report was prepared by Callan Associates Inc. ("CAI") using information from sources that include the following: fund trustee(s); fund
custodian(s); investment manager(s); CAI computer software; CAI investment manager and fund sponsor database; third party data vendors; and other outside
sources as directed by the client. CAI assumes no responsibility for the accuracy or completeness of the information provided, or methodologies employed, by
any information providers external to CAI. Reasonable care has been taken to assure the accuracy of the CAI database and computer software. Callan does
not provide advice regarding, nor shall Callan be responsible for, the purchase, sale, hedge or holding of individual securities, including, without limitation
securities of the client (i.e., company stock) or derivatives in the client’s accounts. In preparing the following report, CAI has not reviewed the risks of individual
security holdings or the conformity of individual security holdings with the client’s investment policies and guidelines, nor has it assumed any responsibility to do
so. Advice pertaining to the merits of individual securities and derivatives should be discussed with a third party securities expert. Copyright 2017 by Callan
Associates Inc.
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Actual vs Target Asset Allocation

The first chart below shows the Fund’s asset allocation as of December 31, 2016. The second chart shows the Fund’s target
asset allocation as outlined in the investment policy statement.

Actual Asset Allocation

Large Cap Equity
26%

Small/Mid Cap Equity
8%

Fixed Income
26%

International Equity
24%

Real Estate
10%

Infrastructure
6%

Cash
0%

Target Asset Allocation

Large Cap Equity
26%

Small/Mid Cap Equity
8%

Fixed Income
27%

International Equity
25%

Real Estate
9%

Infrastructure
5%

$000s Percent Percent Percent $000s
Asset Class Actual Actual Target Difference Difference
Large Cap Equity         189,810   25.8%   26.0% (0.2%) (1,493)
Small/Mid Cap Equity          58,525    8.0%    8.0%    0.0% (338)
Fixed Income         192,891   26.2%   27.0% (0.8%) (5,771)
International Equity         175,352   23.8%   25.0% (1.2%) (8,594)
Real Estate          72,362    9.8%    9.0%    0.8%           6,142
Infrastructure          44,613    6.1%    5.0%    1.1%           7,824
Cash           2,230    0.3%    0.0%    0.3%           2,230
Total         735,784  100.0%  100.0%

*Current Month Target Performance is calculated using monthly rebalancing.
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Investment Manager Asset Allocation

The table below contrasts the distribution of assets across the Fund’s investment managers as of December 31, 2016, with
the distribution as of November 30, 2016. The change in asset distribution is broken down into the dollar change due to Net
New Investment and the dollar change due to Investment Return.

Asset Distribution Across Investment Managers

December 31, 2016 November 30, 2016

Market Value Weight Net New Inv. Inv. Return Market Value Weight

Domestic Equity $248,335,326 33.75% $(4,001,896) $4,571,178 $247,766,044 33.91%

Large Cap Equity $189,810,420 25.80% $(1,004,170) $3,263,105 $187,551,485 25.67%
Transition Account (1) 10,615 0.00% 0 3 10,612 0.00%
Alliance S&P Index 56,730,558 7.71% (999,784) 1,116,975 56,613,367 7.75%
PIMCO StocksPLUS 30,156,403 4.10% 0 666,338 29,490,065 4.04%
BlackRock Russell 1000 Value 52,087,744 7.08% (5,114) 1,262,926 50,829,931 6.96%
T. Rowe Price Large Cap Growth 50,825,099 6.91% 728 216,862 50,607,509 6.93%

Small/Mid Cap Equity $58,524,906 7.95% $(2,997,726) $1,308,073 $60,214,559 8.24%
Champlain Mid Cap 28,933,434 3.93% (1,999,143) 613,423 30,319,154 4.15%
Pyramis Small Cap 29,591,472 4.02% (998,583) 694,650 29,895,405 4.09%

International Equity $175,352,219 23.83% $(140,707) $3,155,972 $172,336,954 23.59%
Causeway International Opps (2) 72,985,926 9.92% 0 1,903,076 71,082,849 9.73%
Aberdeen EAFE Plus 70,307,388 9.56% (140,707) 1,362,031 69,086,064 9.46%
American Century Non-US SC (1) 32,058,905 4.36% 0 (109,136) 32,168,041 4.40%

Fixed Income $192,890,852 26.22% $(9,953) $1,344,246 $191,556,558 26.22%
BlackRock U.S. Debt Fund 70,173,029 9.54% (9,953) 97,474 70,085,509 9.59%
PIMCO Fixed Income 122,717,823 16.68% 0 1,246,773 121,471,050 16.63%

Real Estate $72,362,327 9.83% $0 $358,885 $72,003,441 9.86%
JPM Strategic Property Fund 48,256,867 6.56% 0 358,885 47,897,982 6.56%
JPM Income and Growth Fund 24,105,460 3.28% 0 0 24,105,460 3.30%

Infrastructure $44,613,422 6.06% $(286,722) $(111,020) $45,011,165 6.16%
Macquarie European 19,355,145 2.63% 0 (111,020) 19,466,165 2.66%
SteelRiver Infrastructure 25,258,277 3.43% (286,722) () 25,544,999 3.50%

Total Cash $2,229,814 0.30% $286,722 $612 $1,942,479 0.27%
Cash 2,229,814 0.30% 286,722 612 1,942,479 0.27%

Total Fund $735,783,959 100.0% $(4,152,556) $9,319,873 $730,616,642 100.0%

(1) The Domestic Equity transition account was implemented for the May 2016 plan rebalancing.  As part of the
rebalancing, the American Century Non-US Small Cap strategy was funded on May 27, 2016.

(2) Client transitioned from Causeway International Value to International Opportunities in May 2016.
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Investment Manager Returns

The table below details the rates of return for the fund’s investment managers over various time periods ended December
31, 2016. Negative returns are shown in red, positive returns in black. Returns for one year or greater are annualized. The
first set of returns for each asset class represents the composite returns for all the fund’s accounts for that asset class.

Returns for Periods Ended December 31, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months
Gross of Fees

Domestic Equity 1.83% 4.33% 12.40% 8.72% 15.91%
  Total Domestic Equity Target (1) 1.97% 4.40% 13.33% 8.52% 14.69%

Large Cap Equity 1.74% 4.08% 10.92% 8.54% 15.58%
   S&P 500 Index 1.98% 3.82% 11.96% 8.87% 14.66%

Alliance S&P Index 1.95% 3.76% 11.74% 8.82% 14.61%
  S&P 500 Index 1.98% 3.82% 11.96% 8.87% 14.66%

PIMCO StocksPLUS 2.26% 4.11% 12.99% 9.24% 16.57%
  S&P 500 Index 1.98% 3.82% 11.96% 8.87% 14.66%

BlackRock Russell 1000 Value 2.48% 6.63% 17.06% 8.61% 14.84%
  Russell 1000 Value Index 2.50% 6.68% 17.34% 8.59% 14.80%

T. Rowe Price Large Cap Growth 0.43% 1.91% 3.27% 7.70% 16.61%
  Russell 1000 Growth Index 1.24% 1.01% 7.08% 8.55% 14.50%

Small/Mid Cap Equity 2.12% 5.12% 17.52% 9.30% 16.89%
  Russell 2500 Index 1.94% 6.12% 17.59% 6.93% 14.54%

Champlain Mid Cap 1.95% 4.41% 20.24% 10.41% 16.24%
  Russell MidCap Index 1.14% 3.21% 13.80% 7.92% 14.72%

Pyramis Small Cap 2.29% 5.77% 14.47% 8.00% 17.39%
  Russell 2000 Index 2.80% 8.83% 21.31% 6.74% 14.46%

International Equity 1.83% (2.79%) 3.12% (2.66%) 6.07%
  Total International Equity Target (2) 2.50% (1.57%) 4.23% (1.86%) 4.95%

Causeway International Opps (5) 2.68% 0.70% 1.88% (1.67%) 8.50%
  MSCI ACWI ex US 2.56% (1.25%) 4.50% (1.78%) 5.00%

Aberdeen EAFE Plus 1.97% (3.48%) 7.37% (3.31%) 2.85%
  MSCI ACWI x US (Net) 2.56% (1.25%) 4.50% (1.78%) 5.00%

American Century Non-US SC (3) (0.34%) (8.56%) - - -
  MSCI ACWI ex US Small Cap 2.12% (3.52%) 3.91% 0.76% 7.74%

Fixed Income 0.70% (2.16%) 7.31% 4.31% 4.40%
  Blmbg Aggregate Index 0.14% (2.98%) 2.65% 3.03% 2.23%

BlackRock U.S. Debt Fund 0.14% (2.98%) 2.75% 3.18% 2.37%
  Blmbg Aggregate Index 0.14% (2.98%) 2.65% 3.03% 2.23%

PIMCO Fixed Income 1.03% (1.69%) 10.09% 4.97% 5.55%
  Custom Index (4) 0.78% (2.46%) 7.44% 4.67% 4.61%

(1) The Total Domestic Equity target is currently composed of 76% S&P 500 and 24% Russell 2500 Index.

(2) The Total International Equity Target reflects the MSCI ACWI ex-US (Net Div) through May 2016 and the MSCI
ACWI ex-US IMI (Net Div) thereafter.

(3)  The American Century Non-US Small Cap strategy was funded May 2016.

(4) The PIMCO custom index is composed of 25% Barclays Mortgage, 25% Barclays Credit, 25% Barclays High Yield,
and 25% JP Morgan EMBI Global. Previously the index was composed of 70% Barclays Mortgage, 15% Barclays Credit, and 15%
Barclays High Yield.

(5) Client transitioned from Causeway International Value to International Opportunities in May 2016.
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Investment Manager Returns

The table below details the rates of return for the fund’s investment managers over various time periods ended December
31, 2016. Negative returns are shown in red, positive returns in black. Returns for one year or greater are annualized. The
first set of returns for each asset class represents the composite returns for all the fund’s accounts for that asset class.

Returns for Periods Ended December 31, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months

Gross of Fees

Real Estate 0.50% 1.43% 7.46% 11.16% 12.51%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 8.72% 12.05% 12.20%

JPM Strategic Property Fund 0.75% 2.16% 8.38% 11.55% 12.46%
JPM Income and Growth Fund 0.00% (0.00%) 5.57% 10.67% 14.11%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 8.72% 12.05% 12.20%

Infrastructure (0.25%) 0.31% 11.69% 7.19% 7.91%
  CPI + 4% 0.40% 0.94% 5.99% 4.90% 5.17%

Macquarie European Infrastructure Fund (0.57%) 0.48% 10.07% 0.86% 7.30%
SteelRiver Infrastructure North Amer.** 0.00% 0.00% 10.31% 13.81% 7.73%
  CPI + 4% 0.40% 0.94% 5.99% 4.90% 5.17%

Total Fund 1.27% 0.33% 8.30% 5.82% 10.70%
  Total Fund Target 1.41% 0.54% 7.44% 5.39% 9.19%

* Current Month Target = 27.0% Blmbg Aggregate Idx, 26.0% S&P 500 Index, 25.0% MSCI ACWI ex US IMI, 9.0% NFI-ODCE
Value Weight Gr, 8.0% Russell 2500 Index and 5.0% Dummy - Haichi+4.0%.

*The NFI-ODCE Value Weight benchmark current quarter return is preliminary.

**SteelRiver Infrastructure’s performance reflects prior month’s market value adjusted for flows.
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Investment Manager Returns

The table below details the rates of return for the fund’s investment managers over various time periods ended December
31, 2016. Negative returns are shown in red, positive returns in black. Returns for one year or greater are annualized. The
first set of returns for each asset class represents the composite returns for all the fund’s accounts for that asset class.

Returns for Periods Ended December 31, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months
Net of Fees

Domestic Equity 1.83% 4.25% 12.04% 8.40% 15.54%
  Total Domestic Equity Target (1) 1.97% 4.40% 13.33% 8.52% 14.69%

Large Cap Equity 1.73% 4.04% 10.74% 8.38% 15.40%
  S&P 500 Index 1.98% 3.82% 11.96% 8.87% 14.66%

Alliance S&P Index 1.95% 3.75% 11.70% 8.78% 14.56%
  S&P 500 Index 1.98% 3.82% 11.96% 8.87% 14.66%

PIMCO StocksPLUS 2.26% 4.11% 12.99% 9.24% 16.39%
  S&P 500 Index 1.98% 3.82% 11.96% 8.87% 14.66%

BlackRock Russell 1000 Value 2.47% 6.62% 17.02% 8.57% 14.81%
  Russell 1000 Value Index 2.50% 6.68% 17.34% 8.59% 14.80%

T. Rowe Price Large Cap Growth 0.43% 1.78% 2.72% 7.20% 16.06%
  Russell 1000 Growth Index 1.24% 1.01% 7.08% 8.55% 14.50%

Small/Mid Cap Equity 2.12% 4.91% 16.55% 8.43% 15.97%
  Russell 2500 Index 1.94% 6.12% 17.59% 6.93% 14.54%

Champlain Mid Cap 1.95% 4.19% 19.17% 9.47% 15.26%
  Russell MidCap Index 1.14% 3.21% 13.80% 7.92% 14.72%

Pyramis Small Cap 2.29% 5.56% 13.58% 7.20% 16.53%
  Russell 2000 Index 2.80% 8.83% 21.31% 6.74% 14.46%

International Equity 1.75% (2.91%) 2.60% (3.29%) 5.36%
  Total International Equity Target (2) 2.50% (1.57%) 4.23% (1.86%) 4.95%

Causeway International Opps (5) 2.68% 0.60% 1.33% (2.27%) 7.83%
  MSCI ACWI ex US 2.56% (1.25%) 4.50% (1.78%) 5.00%

Aberdeen EAFE Plus 1.77% (3.68%) 6.78% (4.02%) 2.07%
  MSCI ACWI x US (Net) 2.56% (1.25%) 4.50% (1.78%) 5.00%

American Century Non-US SC (3) (0.34%) (8.56%) - - -
  MSCI ACWI ex US Small Cap 2.12% (3.52%) 3.91% 0.76% 7.74%

Fixed Income 0.70% (2.23%) 6.97% 3.98% 4.07%
  Blmbg Aggregate Index 0.14% (2.98%) 2.65% 3.03% 2.23%

BlackRock U.S. Debt Fund 0.14% (2.98%) 2.72% 3.15% 2.34%
  Blmbg Aggregate Index 0.14% (2.98%) 2.65% 3.03% 2.23%

PIMCO Fixed Income 1.03% (1.80%) 9.57% 4.47% 5.05%
  Custom Index (4) 0.78% (2.46%) 7.44% 4.67% 4.61%

(1) The Total Domestic Equity target is currently composed of 76% S&P 500 and 24% Russell 2500 Index.

(2) The Total International Equity Target reflects the MSCI ACWI ex-US (Net Div) through May 2016 and the MSCI
ACWI ex-US IMI (Net Div) thereafter.

(3)  The American Century Non-US Small Cap strategy was funded May 2016.

(4) The PIMCO custom index is currently composed of 25% Barclays Mortgage, 25% Barclays Credit, 25%
Barclays High Yield, and 25% JP Morgan EMBI Global. Prior to 2/1/2012, the custom index was
composed of 70% Barclays Mortgage, 15% Barclays Credit, and 15% Barclays High Yield.

(5) Client transitioned from Causeway International Value to International Opportunities in May 2016.
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Investment Manager Returns

The table below details the rates of return for the fund’s investment managers over various time periods ended December
31, 2016. Negative returns are shown in red, positive returns in black. Returns for one year or greater are annualized. The
first set of returns for each asset class represents the composite returns for all the fund’s accounts for that asset class.

Returns for Periods Ended December 31, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months

Net of Fees

Real Estate 0.50% 1.27% 6.44% 10.01% 11.32%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 8.72% 12.05% 12.20%

JPM Strategic Property Fund 0.75% 1.91% 7.32% 10.47% 11.37%
JPM Income and Growth Fund 0.00% (0.00%) 4.59% 9.29% 12.63%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 8.72% 12.05% 12.20%

Infrastructure (0.25%) 0.21% 10.92% 6.23% 6.71%
  CPI + 4% 0.40% 0.94% 5.99% 4.90% 5.17%

Macquarie European Infrastructure Fund (0.57%) 0.44% 9.16% 0.05% 6.28%
SteelRiver Infrastructure North Amer.** 0.00% (0.14%) 9.67% 12.65% 6.29%
  CPI + 4% 0.40% 0.94% 5.99% 4.90% 5.17%

Total Fund 1.25% 0.24% 7.84% 5.35% 10.18%
  Total Fund Target 1.41% 0.54% 7.44% 5.39% 9.19%

* Current Month Target = 27.0% Blmbg Aggregate Idx, 26.0% S&P 500 Index, 25.0% MSCI ACWI ex US IMI, 9.0% NFI-ODCE
Value Weight Gr, 8.0% Russell 2500 Index and 5.0% Dummy - Haichi+4.0%.

*The NFI-ODCE Value Weight benchmark current quarter return is preliminary.

**SteelRiver Infrastructure’s performance reflects prior month’s market value adjusted for flows.
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Today’s presenters 
   

0903c02a8155706e 

Michael Winiarski, vice president, is a Client Portfolio Manager within J.P. Morgan Asset Management - Global Real Assets, where 
he is responsible for capital raising and client advisory across the firm’s Real Estate Americas investment platform.  Michael joined 
J.P. Morgan from CIM Group, where he held positions within the firm’s Investments and Investor Relations teams.  His responsibilities 
included the sourcing of opportunistic and stabilized acquisition opportunities across the firm’s real assets platform, managing the 
underwriting process, and overseeing asset management throughout an asset’s entire life cycle.  He further participated in the 
sourcing and structuring of equity and debt capital for the firm’s fund and co-investment platforms.  Prior to CIM Group, Michael was an 
Investment Banking Analyst for the Real Estate, Gaming & Leisure Group at Bank of America Merrill Lynch.  Michael graduated 
summa cum laude with a degree in Management with a Finance concentration from Rensselaer Polytechnic Institute. Michael is a CFA 
Charterholder. 

 
1Commingled Pension Trust Fund Strategic Property of JPMorgan Chase Bank, N.A. (“Strategic Property Fund” or “SPF”) 
2J. P. Morgan U.S. Real Estate Income and Growth Fund or “U.S. Real Estate Income and Growth Fund”, the “Fund” or “I&G” 

Alexia Gottschalch, managing director, is Head of Business Development and Client Strategy, Real Estate Americas, at J.P. Morgan 
Asset Management – Global Real Assets.  Alexia leads the team responsible for raising capital and advising clients for the firm's Real 
Estate Americas investment platform with $60 billion in gross assets under management and 250 professionals. Prior to joining J.P. 
Morgan, Alexia was Global Head of Capital Markets of Grosvenor Fund Management, leading a central capital raising team. Earlier in her 
career, she was a member of senior management at Independence Capital Partners, Cheswold Real Estate Investment Management, 
Prudential Real Estate Investors, Tishman Speyer, ING and Deutsche Bank. She earned her A.B. from the University of Pennsylvania 
and holds Series 3, 7, 24 and 63 licenses 

Lauren Brants, associate,  is a Relationship Manager in the North America Institutional sales division of J.P. Morgan Asset 
Management. Lauren is responsible for delivering the full value of the firm and a cohesive client experience, developing a thorough 
understanding of the clients’ objectives, and anticipating their investing needs. An employee since 2011, she previously held roles as 
an institutional sales associate working with endowment, foundation, and healthcare clients and as an investment specialist for the 
firm’s mid-size institutional clients. Prior to joining J.P Morgan, she was a Michael C. Rockefeller Memorial Fellow. Lauren graduated 
magna cum laude from Harvard University with an A.B. in History and Literature. She holds 3, 7 and 63 licenses and has passed the 
CFA Level III exam. 
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Investment review 
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J.P. Morgan Asset Management – Global Real Assets Overview 

0903c02a8155706e 
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Electricity Northwest, UK 

These examples represent some of the investments in Real Assets funds . However, you should not assume that these types of investments will be available to or, if available, will be selected for investment by any fund in the future. There can be no 
guarantee of future success.  

Cairns and Mackay Airports, Australia 

Timber/Farmland 

Global Maritime/Transport 

 Developed Market Real Estate 
 Emerging Market Real Estate 
 Developed Market 

Infrastructure  
 Emerging Market Infrastructure  
 Global Maritime / Transport 
 Farmland / Timberland 
 Other “Hard” Assets 

Seven Hills Hospital, Mumbai 

Zephyr Wind, UK  

Shanghai 65, China  Place d’Alleray, Paris 

GSW Tower, Berlin 

Cairns and Mackay Airports, Australia 

1345 Avenue of the 
Americas, New York, NY 

Amrapali Zodiac, 
Noida, India 

What are real assets? The building blocks of productive societies  
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Diversification 

Income and Total Return Potential 

Lower Volatility 

Inflation Sensitivity 

Exposure to Emerging Growth Markets 

Real estate and infrastructure investing may be subject to a higher degree of market risk because of concentration in a specific industry, sector or geographical sector. Real estate and infrastructure investing may be subject to risks including, but not 
limited to, declines in the value of real estate, risks related to general and economic conditions, changes in the value of the underlying property owned by the trust and defaults by borrower. 

The benefits of real assets investing 
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Shown for illustrative purposes only.   Returns are assumed to be net of fees, which will vary by strategy. 

RISK / DISPERSION OF RETURNS 
 

 T
O
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L 
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CORE 
7 – 8% 

OPPORTUNISTIC 
15 – 20%+ 

VALUE ADDED 
9 – 11%+ 

CORE PLUS 
8 – 10%+ 

Income potential: 5-7%  

Income potential: 2-4% 

  Income potential: Typically little-to 
none, but can vary by investment 

Illustrative ranges 

Real assets offer a range of opportunities across the risk/return spectrum 
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JPMCB Strategic Property Fund 
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12   |   FOR INSTITUTIONAL USE ONLY  |  NOT FOR PUBLIC DISTRIBUTION  

STRICTLY PRIVATE & CONFIDENTIAL 

Tucson Supplemental Retirement System 
Investment summary as of December 31, 2016 

1 Non-annualized returns 
2 NFI-ODCE preliminary as of 4Q16 
Past performance is not a guarantee of comparable future results. Total return assumes the reinvestment of income. Performance results are gross of investment management fees. The deduction of an 
advisory fee reduces an investor’s return. Actual account performance will vary depending on individual portfolio security selection and the applicable fee schedule. Fees are described in Part II of the 
Advisor’s ADV which is available upon request. See Appendix for additional information 
The following is an example of the effect of compounded advisory fees over a period of time on the value of a client’s portfolio: A portfolio with a beginning value of $100mm, gaining an annual return of 10% 
per annum would grow to $259mm after 10 years, assuming no fees have been paid out. Conversely, a portfolio with a beginning value of $100mm, gaining an annual return of 10% per annum, but paying a 
fee of 1% per annum, would only grow to $235mm after 10 years. The annualized returns over the 10 year time period are 10.00% (gross of fees) and 8.91% (net of fees). If the fee in the above example 
was 0.25% per annum, the portfolio would grow to $253mm after 10 years and return 9.73% net of fees. The fees were calculated on a monthly basis, which shows the maximum effect of compounding 

Account Performance (%) Income Appreciation Total ODCE Values2 

Three months1 1.0 1.1 2.2 2.1 

One year 4.4 3.8 8.4 8.7 

Three years 4.8 6.4 11.5 12.0 

Five years 5.0 7.2 12.5 12.2 

Ten years 5.4 1.1 6.5 5.8 

Fifteen years 5.9 2.8 8.9 8.2 

Since inception (10/1/00) 6.1 2.6 8.9 8.1 

 Invested capital Market value 

 Strategic Property Fund $48,256,857 
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JPMCB Strategic Property Fund is core real estate 

These examples represent some of the investments of the Fund. However, you should not assume that these types of investments will be available to or, if available, will be selected for investment by the 
Fund in the future 

Residential Retail 

Industrial Office 

Trilogy (The Residences at Fenway), Boston, MA Valley Fair Mall, San Jose, CA 

China Basin, San Francisco, CA Alliance Texas – Industrial, Fort Worth, Texas 

0903c02a8155706e 
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JPMCB SPF: Core real estate investment strategy 

 Focus on attractive, stabilized investments with high quality physical improvements 

 Invest only in the four main property types: office, retail, residential and industrial 

 Excellent location factors, with dominant competitive market positions 

 Assets located in primary markets with stronger growth demographics 

Large,  

well-diversified  

portfolio 

Low beta strategy 

High quality 

 stabilized assets 

 Focus on larger assets, which have consistently outperformed 

 Meaningful sector, geographic and in-market diversification 

 Fund size provides unique deal access  

 Research-based portfolio construction 

 Focus on long-term outperformance with lower risk profile 

 Conservative approach to leverage 

 High producing regional malls provide stability 

 Minimal development 

0903c02a8155706e 

It should not be assumed that Fund positioning in the future will be profitable or will equal past performance. 
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Fund profile as of December 31, 2016 

JPMCB SPF: Fund overview 

Total investments (gross of debt)  $41.2bn 

Net asset value $30.5bn 

Fund leverage 26.0% 

Cash position 5.3% 

Contribution queue (as of January 13, 2017) $199.0mm 

Redemption queue2 $0 

1 Net of debt; values may not total 100% due to rounding. The MSA Diversification and ODCE data is as of 09/30/2016. 
2 All outstanding redemption balances have been satisfied as of 1/5/17 
3 Includes direct real estate and land 
Past performance is not a guarantee of comparable future returns. Returns assume the reinvestment of income. 
Diversification does not guarantee investment returns and does not eliminate the risk of loss. 

SPF: 5.0% 
ODCE: 9.6% 

SPF: 23.7% 
ODCE: 19.5% 

New York 12.7% 

Los Angeles 
10.8% 

San 
Francisco 

7.1% 

Diversification1 

■ 95 office buildings 

■ 132 industrial buildings 

■ 24,904 apartment units in 78 complexes 

■ 11 super regional and regional malls 

■ 200+ neighborhood and community retail centers 

■ 5 lifestyle and urban centers 

Investments as of September 30, 2016 

Office 
41.7% 

Industrial 
10.2% 

Residential 
21.6% 

Retail 
26.3% 

Land 
0.2% 

Boston 8.0% 

Dallas 9.2% 

SPF: 41.9% 
ODCE: 40.5% 

% of NAV3 Target range (%) ODCE (%) 

Office 41.7 38 to 45 37.6 
Industrial 10.2 10 to 15 14.5 
Residential 21.6 18 to 25 24.1 
Retail 26.3 20 to 25 19.9 
Other 0.2 3.9 

0903c02a8155706e 
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JPMCB SPF: Performance overview 
   Supplemental to annual performance report 

Yearly 
returns since 
inception 
1998 (%) 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 
Income  9.4 9.2 8.7 8.6 8.1 7.4 7.1 6.6 5.7 5.4 5.0 6.1 6.6 5.5 5.3 5.2 5.2 4.9 4.4 

Appreciation  6.3 5.0 5.1 -0.9 -2.8 3.0 4.9 17.4 10.3 10.7 -12.5 -30.9 7.1 10.0 6.5 10.2 5.7 9.9 3.8 

Total 16.4 14.7 14.1 7.6 5.1 10.6 12.3 25.1 16.6 16.7 -8.1 -26.6 14.2 16.0 12.1 15.9 11.1 15.2 8.4 

NFI-ODCE2 16.4 13.2 14.3 5.6 5.5 9.3 13.1 21.4 16.3 16.0 -10.0 -29.8 16.4 16.0 10.9 13.9 12.5 15.0 8.7 

Annualized returns  
as of December 31, 2016 (%) 

Three 
months1 

One 
year 

Three 
years 

Five 
years 

Ten 
years 

Since incep. 
1/1/98 

Income  1.0 4.4 4.8 5.0 5.4 6.6 

Appreciation  1.1 3.8 6.4 7.2 1.1 3.0 

SPF Total Gross 2.2 8.4 11.5 12.5 6.5 9.8 

NFI-ODCE Total – Value2 2.1 8.7 12.0 12.2 5.8 9.0 

SPF Total Net 1.9 7.3 10.4 11.4 5.5 8.7 

1 non-annualized returns 
2 NFI-ODCE preliminary as of 4Q16 

Past performance is not a guarantee of comparable future results. Total return assumes the reinvestment of income. Performance results are gross of investment management fees. The deduction of an 
advisory fee reduces an investor’s return. Actual account performance will vary depending on individual portfolio security selection and the applicable fee schedule. 

0903c02a8155706e 
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Managing JPMCB SPF to a bottom quartile risk profile 

 No recourse 
 No fund level or unsecured debt 
 84% fixed vs. 16% floating rate debt 
 Weighted average interest rate is 4.1% 
 LTV: 26.0% 

 5.3% cash position 
 $940.7mm of net operating cash flow2 

 $199.0mm total contribution queue (1.6% of NAV)3 

 $0 total redemption queue4 

 
 

Leverage profile Investment profile 

Liquidity profile 

1 IPD as of 9/30/16; Non-core property types are Self-Storage and Hotel (gross of debt as reported by IPD) 
2 Rolling four quarters as of 12/31/2016 
3 As of 1/13/2017 
4 All outstanding redemption requests have been satisfied as of 01/05/17 
5 As of 09/30/2016 
This example is a representative investment. However, you should not assume that this type of investment will be available to or, if available, will be selected for investment in the future. There can be no 
guarantee of future success. 

SPF5 Peers1 

Non-core property types 0% 3.6% 

Development (% GAV) 3.9% 4.5% 

Village of Merrick Park, Coral Gables, FL 

Beta 
 Volatility (Beta) of the Fund is 0.91x the peer set 

0903c02a8155706e 
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ODCE ODCE CBD Office

CBD office outperforms late-cycle 

Rolling 1-Year Total Return Rolling 1-Year Total Return 

Source: NCREIF ODCE (unlevered), as of September 2016 
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CBD Apartment Retail Industrial

 CBD office returns have historically gapped out relative to the other property sectors late cycle.  The reason is that as vacancy falls 
and tenants get both more confident about their business and more worried about securing space, rents spike 

 We do not expect the same magnitude of rent spikes this cycle as office faces issues in banking and law firm demand and the 
headwind of densification 

 However, near-term factors, including the prospect of banking deregulation and rising corporate profits, make us optimistic about 
some outperformance to come as rebounding absorption meets low construction 
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But most recent history has been softer due to identifiable industry stories 

As of 2014Q3 

 Through the end of 2014, SPF’s office portfolio had outperformed 
ODCE office and ODCE overall in all trailing time periods. SPF 
office has underperformed over the last two years for identifiable 
reasons 

 SPF’s Houston overweight, which had been a large contributor to 
outperformance, is now a source of underperformance.  That 
said, Houston has historically been a strong performer and a 
good portfolio diversifier 

 New York has also been an unusually weak performer, 
concentrated in the traditional Midtown assets of 1285 and 1345 
Sixth Ave. and 425 Lexington Ave. (this overwhelmed the 
outperformance in Hudson Yards, 195 Broadway and 200 Fifth 
Avenue, all of which are in the portions of Manhattan where 
leasing has been healthier.  These submarkets are the ones 
most poised to benefit from any rebound in financial services.  

As of 2016Q3 

As of 2015Q3 

Total Return CAGR 

Source: NCREIF ODCE (unlevered) and JPMAM, as of September 2016 

  ODCE SPF Office ODCE Office 
ODCE CBD 

Office 

1-Year 9.0% 6.7% 7.9% 7.3% 

3-Year 11.1% 10.4% 11.1% 10.6% 

5-Year 11.1% 10.7% 10.7% 10.4% 

7-Year 11.6% 11.6% 11.1% 11.5% 

10-Year 7.1% 7.9% 6.8% 7.5% 

15-Year 8.7% 8.5% 7.7% 8.4% 

20-Year 9.8% NA  9.7% 10.7% 

  ODCE SPF Office ODCE Office 
ODCE CBD 

Office 
1-Year 13.1% 13.1% 13.8% 13.9% 
3-Year 11.8% 12.8% 11.9% 11.4% 
5-Year 12.6% 13.2% 12.4% 12.2% 
7-Year 6.0% 5.5% 4.8% 5.1% 
10-Year 7.8% 8.7% 7.6% 8.6% 
15-Year 8.7% 8.7% 7.7% 8.4% 
20-Year 9.9% NA  9.9% 10.8% 

  ODCE SPF Office ODCE Office 
ODCE CBD 

Office 

1-Year 11.2% 11.7% 11.6% 10.7% 

3-Year 11.1% 11.4% 10.7% 10.3% 

5-Year 11.8% 12.4% 11.2% 11.8% 

7-Year 4.6% 4.9% 3.4% 3.6% 

10-Year 8.3% 9.2% 8.1% 9.0% 

15-Year 8.6% 8.8% 7.7% 8.6% 

20-Year 9.6% NA  9.7% 10.4% 
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Intramarket diversification in Boston office portfolio 
Six Boston CBD assets across multiple submarkets accounting for 4.7mm square feet and 4% of NAV 

As of December 31, 2016; Square feet as of September 30, 2016 
These examples are representative investments. However, you should not assume that these types of investments will be available to or, if available, will be selected for investment in the future. There 
can be no guarantee of future success. 

60 State Street 
897,152 SF, $156.3mm 

225 Franklin Street 
943,551 SF, $165.1mm 

One Memorial Drive 
373,039 SF, $118.4mm 

Landmark Center 
955,715 SF, $351.8mm 

Van Ness 
267,146 SF, $198.7mm 

500 Boylston and 222 Berkeley 
1,282,494 SF, $455.6mm 

0903c02a8159d69a 



21   |   FOR INSTITUTIONAL USE ONLY  |  NOT FOR PUBLIC DISTRIBUTION  

STRICTLY PRIVATE & CONFIDENTIAL 

Retail: Diversified portfolio of 11 fortress malls 
SPF owns a diversified portfolio of regional and super-regional malls that drive performance and portfolio stability 

 SPF’s 11 fortress malls 

Mall Sales PSF 

SPF $894 

Industry Average $573 

General Growth Properties $583 

Simon Property Group $607 

Macerich $626 

Taubman $789 

Malls moderated impact of GFC 
Property-level unlevered total return, rolling four quarters 
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ODCE SPF malls

These examples represent some of the investments of the Fund. However, you should not assume that these types of investments will be available to or, if available, will be selected for investment by 
the Fund in the future. 
Source: Green Street Advisors, J.P. Morgan and as reported by respective companies, as of June 30, 2016. Source: NCREIF. As of 2016Q1. 

0903c02a816df295 
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ASSET FACTS 

The IRR shown above is calculated based upon internal JPMIM data and is gross of fees. There can be no guarantee the IRR will be achieved. This example is a representative investment. However, you 
should not assume that this type of investment will be available to or, if available, will be selected for investment in the future. There can be no guarantee of future success. 

Key 2016 Acquisition: River Oaks District, Houston, TX 

ECONOMICS 

SPF Equity  $536.0 million 

Purchase Price $550.0 million 

Stabilized NOI Yield 5.2% 

Projected IRR to JPM (unlevered) 6.4% 

 Consists of nine individual luxury, mixed-use buildings 

 Offers an outdoor, luxury shopping and entertainment experience not 
available in Houston 

 Retail tenants include ultra-luxury brand names such as Hermes, Tom 
Ford, Cartier and Dior 

 Residential units will feature some of the best finishes and amenities 
available in the market 

INVESTMENT OVERVIEW 

Rendering 

0903c02a8159d69a 

Closing Date June 2016 

Property Type Retail, Residential and Office 

Location River Oaks 

Size 369,073 SF, 279 units 

JPM Equity Interest 97.5% 
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ASSET FACTS 

The IRR shown above is calculated based upon internal JPMIM data and is gross of fees. There can be no guarantee the IRR will be achieved. This example is a representative investment. However, you 
should not assume that this type of investment will be available to or, if available, will be selected for investment in the future. There can be no guarantee of future success. 

ECONOMICS 
SPF Equity  $199.7 million 

Projected NOI Yield 4.1% 

Projected IRR to JPM (unlevered) 5.5% 

 Phase I consists of five recently developed buildings which are 100% 
leased 

 Features best‐in‐class finishes, with 30’‐32’ clear heights, precast tilt 
walls with structural steel columns, ESFR fire protection, cross and 
rear dock loading, and T‐5 lighting. 

 Located at the northwest corner of Miami International Airport, with 
immediate access to FECR intermodal yard and direct rail access to 
both of Miami’s ports 

INVESTMENT OVERVIEW 

0903c02a8155706e 

Closing Date September 2016 

Property Type Industrial 

Location Miami 

Size 938,464 SF 

JPM Equity Interest 100.0% 

Key 2016 Acquisition: South Florida Logistics Center, Miami, FL 
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Looking ahead 

This example is a representative investment. However, you should not assume that this type of investment will be available to or, if available, will be selected for investment in the future. There can be no 
guarantee of future success. 
* The target returns are for illustrative purposes only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the target returns shown above. Because of 
the inherent limitations of the target returns, potential investors should not rely on them when making a decision on whether or not to invest in the strategy. Please see the complete Target Return disclosure 
at the conclusion of the presentation for more information on the risks and limitation of target returns. 

 Low beta strategy key to late cycle success 

 Reinvest in existing assets 

 Continue with mall redevelopment strategies 

 New acquisition focus in multifamily and 
industrial 

 Projected 2017 total return of 7-8%* 

 China Basin, San Francisco, CA 

0903c02a8159d69a 
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J.P. Morgan U.S. Real Estate Income and Growth Fund 
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Tucson Supplemental Retirement System 
Investment Summary as of September 30, 2016 

Investment 
Performance 

time-weighted 
 rates of return (%) 

Quarter YTD 1 Year 3 Years 5 Years Since 
Inception1 

Gross Income 1.4 4.1 5.3 5.9 6.1 7.2 

Appreciation 0.8 2.1 2.9 5.8 7.8 (1.9) 

Gross Total Return 2.2 6.2 8.3 11.8 14.2 5.0 

Net Income 1.1 3.2 4.0 4.5 4.7 5.5 

Net Total Return 1.9 5.3 6.9 10.5 12.8 3.5 

J.P. Morgan U.S. Real Estate Income and Growth Fund, Domestic, L.P.  3Q 2016  
Net Asset Value 

Tucson Supplemental Retirement System $  18,104,463     

Note: Past performance not indicative of future performance *Q4 2016 Net Asset Value is preliminary as of December 31, 2016 and is subject to change. 
1Inception Date: November 2005 
Source: J.P. Morgan  

J.P. Morgan U.S. Real Estate Income and Growth Fund, Domestic, L.P.  PRELIMINARY 4Q 2016 
Net Asset Value* 

Tucson Supplemental Retirement System $ 24,844,477*    
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J.P. Morgan U.S. Real Estate Income and Growth Fund 

Lenox Marketplace, Atlanta, GA 
Retail 

Sherry Lane, Dallas, TX - Office 

Kearney Plaza, Portland, OR - Residential 

Union Wharf, Baltimore, MD - Residential 

Washington Crossing, Boston, MA - Residential 

Cascades Marketplace, Sterling, VA 
- Retail 

Paseo Nuevo, Santa Barbara, CA - Retail Airways Distribution Center, Memphis MSA – Ind. 711 Atlantic, Boston, MA - Office 

101 Constitution, Washington, DC 

Towson Town Center, Towson, MD 
100 at Capitol Yards, 
Washington, D.C. 
North County Corporate Center, San Diego, 
CA, Industrial 

Cascade 

These examples of specific investments are included solely to illustrate the investment process and strategies which have been utilized by the Fund. Please note that these investments are not 
representative of future investments that the Fund will make. There can be no guarantee of future success. J. P. Morgan U.S. Real Estate Income and Growth Fund or “U.S. Real Estate Income and 
Growth Fund”, the “Fund” or “I&G” 

Clemson Corner, Frederick, MD - Retail Quarters at Towson Town Center, 
Towson, MD - Residential 

Stanford Research Park, Palo Alto, CA  
Office 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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A core-plus fund 

 Competitively positioned, high quality, stabilized properties  

 Primary markets with economic depth and institutional liquidity 

 Focus on 4 primary sectors: office, retail, multifamily, industrial 

 Avoid historically volatile and/or specialized property types1 

1 The four primary sectors tend to be less volatile in performance relative to specialized property types such as hotels 
2 IRR stands for the internal rate of return. There can be no assurance that the Fund will achieve this target return. All targeted returns are gross of any applicable taxes (including VAT). Analysis represents Fund-level projections and is not meant to 
represent an individual client’s experience. Portfolio Target Return assuming full reinvestment of dividends and a medium-term holding period. Please see full Target return disclosures at the end of the presentation. 
It should not be assumed that Fund positioning in the future will be profitable or will equal past performance. 

The “Plus” 

component 

Return profile 

Pure core,  

lower-risk  

asset base 

 Income focus: strong, durable income yields 
– No development. No value-add 

 Ability to invest up to 15% of NAV in mezzanine loans to augment income 
– Alternative access point into fully priced markets 

 Targets 50% portfolio leverage 
– Levered core strategy profiting from low-cost credit markets 

 

 8% to 10% net of fee target IRR2  

 5% to 7% coming from income 

 Holding period 5-10 years 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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Fund profile as of December 31, 2016 (preliminary) 

■ High quality, stabilized assets 

■ No development or value-add 

■ Broadly diversified, well leased portfolio 

■ 4 primary sectors: office, industrial, retail and apartment 

■ Major markets with economic depth  and institutional liquidity 

Core-plus strategy with a portfolio of stabilized, diversified assets 

Gross Asset Value (GAV) $4,240 mm 

Net Asset Value (NAV) $2,738 mm 

Cash Position (as a % of NAV) 2.5% 

Direct Real Estate / Mezzanine Investments 93% / 7% 

Contribution Queue (estimated) 3-6 months 

Current Leverage1 36% 

Number of Assets 86 

1 Represents current leverage as a percentage of the total Fund gross asset value.  
Allocations are subject to change at the discretion of the portfolio manager without notice. Diversification does not guarantee investment returns and does not eliminate the risk of loss. 
Source: J.P. Morgan. Preliminary as of December 31, 2016. Information subject to change. 

Core real estate properties 

Diversification by property type and location – preliminary as of December 31, 2016 

Top MSAs % of NAV 

Washington, DC  14.9 

Greater New York 12.4 

Silicon Valley  8.5 

Seattle 6.6 

Dallas 6.2 

Los Angeles 5.7 

Boston 5.2 

San Francisco 4.4 

Baltimore 4.2 

Houston 4.0 

West 
34% 

Midwest 
4% 

 

South 
18% 

Office 
44% 

Industrial 
17% 

Retail 
16% 

Residential 
23% 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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Diversification: 2016 shifts 

These examples are representative.You should not assume that these types of investments will be available to or, if available, will be selected for investment in the future. There can be no guarantee of 
future success. Diversification does not guarantee investment returns and does not eliminate the risk of loss. 12/31/16 data is preliminary and may be subject to change. 

Geography 

0903c02a817dd727 

Diversification as of 1/1/16 

Diversification as of 12/31/16 

West 
29% 

Midwest 
9% 

 

South 
17% 

Property Type 

Diversification as of 12/31/16  

Office 
43% 

Industrial 
18% 

Retail 
19% 

Residential 
20% 

Office 
44% 

Industrial 
17% 

Retail 
16% 

Residential 
23% 

Diversification as of 1/1/16 

West 
34% 

Midwest 
4% 

 

South 
18% 

East 
44% 
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Consistently meeting or exceeding absolute-return target 
Preliminary as of December 31, 2016 (Supplemental to Annual Performance) 

Preliminary as of December 31, 2016. 
1 Performance results are U.S. dollar time-weighted rates of return net of all asset and fund level expenses and have been presented gross of investment management fees and including the effect of 
leverage. Portfolio returns are calculated gross of Fund Investor Vehicle taxes which may reduce returns. Three years, Five years, Ten years and Since inception returns are reported on an annualized 
basis. Inception date is February 20, 2002 .Preliminary performance as of December 31, 2016. 
2 Income and Appreciation returns may not sum to Total Return due to rounding and/or compounding.  
Note: Please also note that the returns illustrated in the table above represent the Fund-level returns, and not necessarily the returns achieved by any particular Fund Investor Vehicle. The return achieved 
by any particular investor may be more or less. Investors should be aware that differences in the returns between the Delaware, Cayman and German KG entities exist and are primarily attributable to the 
additional taxes payable by the Fund’s Cayman/German vehicles. Generally, the net asset value of the Cayman Corporations and German KG will be reduced by an estimate for U.S. tax liability. Such tax 
liability, as well as actual taxes payable from operations, will effectively lower these Fund Investor Vehicles’ returns in comparison to returns achieved by the other Fund Investor Vehicles (e.g., Domestic LP 
and Direct LP). Past performance is not indicative of future results.  Source: J.P. Morgan  

Investment Performance (%) 
Time-Weighted Rates of Return Quarter 1 Year 3 Year 5 Year 10 Year Since  

Inception1 

Gross Income 1.2 5.3 5.6 5.8 6.6 7.1 

Appreciation 2.3 4.5 5.9 7.7 (3.4) 0.7 

Total Return2 3.6 9.9 11.7 13.8 3.1 7.9 

Gross Return (%) 1 Year 

Income +5.3 

Investment appreciation +4.0 

Debt mark-to-market +0.5 

Total     9.9% 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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Long-term income premium over US Core Funds 

Information as of As of September 30, 2016. Based on NFI-ODCE and IPD’s US Core Fund indexes. NFI-ODCE data is used from inception through 2007; IPD data is used from 2008 to present. NFI-ODCE 
or “ODCE” refers to the National Council of Real Estate Investment Fiduciaries’ Fund Index Open-End Diversified Core Equity benchmark. ODCE is a capitalization-weighted, gross of fee, time-weighted 
return index with an inception date of December 31, 1977.  Both NFI-ODCE  and IPD’s US Core Fund set are comprised of funds similar to I&G that invest in U.S. core direct real estate properties. Most of 
these funds use leverage, but to a much lesser extent than I&G. I&G, in addition to investing in core direct real estate, can also invest in mezzanine debt. I&G is not benchmark driven.  
 

1 Performance results are U.S. dollar time-weighted rates of return and have been presented gross of investment management fees and expenses. Returns are calculated by geometrically linking individual 
quarterly returns. Multiyear return premiums are reported on an annualized basis. Please also note that the allocation of performance illustrated in the table above represent a composite of all investments 
made by I&G, and not the performance achieved by any particular Fund Investor Vehicle. Neither ODCE nor IPD’s US Core Fund index are the Fund’s benchmark, but are included to illustrate returns 
between the Fund and peers. Past performance is not indicative of future results.   Source: J.P. Morgan, NCREIF, IPD 
2 Based on performance since March 31, 2003 for Total Fund. 

194 bps income premium over core funds (five year)1 
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5% 

 

 Portfolio construction (asset, sector & market selection) 

 Leverage 

 Mezzanine debt 

 

 

 

 13 out of 13 calendar years, I&G’s income yield has 
exceeded that of US Core Funds 

 162 bps income premium since inception over open-end 
core funds has averaged2 

Ability to drive income through multiple tools 

Results 

3a7c13a0-9239-11e6-84fc-005056960c8a 

 



33   |   FOR INSTITUTIONAL USE ONLY  |  NOT FOR PUBLIC DISTRIBUTION  

STRICTLY PRIVATE & CONFIDENTIAL 

■ Pure core asset base 

■ No development, no value-add 

■ No forward commitments 

Low operational risk  

Investment profile 

 
1As of September 30, 2016 (latest available data for US Core Fund universe) 
2 As of September 30, 2016 
Data is based on IPD’s US All Core Open End Index which is comprised of funds similar to I&G that invest in U.S. core direct real estate properties. Most of these funds use leverage, but to a much 
lesser extent than I&G. I&G, in addition to investing in core direct real estate, can also invest in mezzanine debt. I&G is not benchmark driven. Performance results  have been compared in U.S. dollars,  
gross of investment management fees and including the effect of leverage. Past performance is not indicative of future results. Source: J.P. Morgan, IPD 

Leasing profile2 as of Q4 2016 

■ Durable cash flows 

– Occupancy: 93%  

– Steady and high occupancy 

– Avg. remaining lease term: 4.5 years 

■ Upside in lease rollovers 

Occup-
ancy (%) 

Lease Rollover (%) 

2017 2018 2019 2020 

Office 95 7.0 17.0 8.2 5.5 
Industrial 90 8.5 16.1 15.4 10.6 
Retail 93 8.2 11.0 16.9 10.9 
Residential 94 n/a n/a n/a n/a 
Total 93% 8.1% 15.6% 13.8% 9.4% 

Development 
11% 

Non-Development 
89% 

Total number of assets under development1  
(among US Core Fund universe) 

Many US Core Funds are not pure core 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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Conservative approach to financing 

Locked-in, accretive, long-term debt 

Attractive debt profile 

■ Asset-level debt 

■ Balance sheet lenders 

■ No recourse 

■ Terms consistent with holding periods 

■ Staggered debt maturities 

■ Leverage guideline of 50% 

Information is preliminary as of 12/31/2016 unless stated otherwise.  
Performance results  have been compared in U.S. dollars,  gross of investment management fees and including the effect of leverage. Past performance is not indicative of future results. Source: J.P. 
Morgan, IPD 

We believe the 

industry has it 

backwards… 

I&G:  Moderate leverage on stabilized, core assets 

 

 

 Minimal leverage on stabilized, core assets 

 High leverage on higher risk, development investments Others: 

■ W.A. coupon: 3.8% 

■ 88% of debt is fixed rate 

■ W.A. time to maturity: 5.7 years 

■ LTV: 36% 

■ DSC: 2.6x 

 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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Investing in the current market 

Acquisitions 

 Acquire non-commodity assets in primary markets 
– Themes 
 Urban over suburban 

 Major markets with strong demand drivers 

 Barriers to entry and/or limited supply pipelines 

 Attractive demographic profiles 

 Proximate to transportation nodes 

 Broadly based and “walkable” amenities 

 Stay on strategy 
– Don’t chase yield by lowering quality standards or increasing risk profile 
 

Dispositions 

 Upgrade the portfolio through the sale of non-strategic assets 
 

The Fund follows an absolute return strategy and seeks to achieve a net IRR of 8-10% over a medium-term hold. Refer to the PPM for further details on the Fund’s Investment Objective and Portfolio Return Target.  
These examples of specific investments are included solely to illustrate the investment process and strategies which have been utilized by the Fund. Please note that this investment is not necessarily representative of future investments that the Fund 
will make. There can be no guarantee of future success. 

Bought: 
580 California Street,  

San Francisco, CA 

Sold:  
Creve Coeur,  
St. Louis, MO 

Continuously upgrade portfolio through 
targeted acquisitions and dispositions 

3a7c13a0-9239-11e6-84fc-005056960c8a 



36   |   FOR INSTITUTIONAL USE ONLY  |  NOT FOR PUBLIC DISTRIBUTION  

STRICTLY PRIVATE & CONFIDENTIAL 

Target Returns (Gross) 

   Target Total Return Range  7 – 8%   8 – 10%  7.5 – 8.5% 

   Target Income Range  5 – 6%   5 – 7%   5.5 – 6.5%  

GRA Strategy Diversification 

   Number of Assets 167 88 250+ 

   Leverage Profile ~26% ~39% ~30% 

Historical Asset Class Characteristics (1996-2015) 

   Historical Returns   9.5%  10.4%  9.8% 

   Historical Volatility   11.4%   15.7%  12.7% 

   Estimated Sharpe ~0.5 ~0.4 ~0.5 

100% Core Real Estate 100% Core+ Real Estate 

Notes: (1) The target returns for the portfolios above are derived from JPMAM-GRA internal estimates, are gross of fees, gross of taxes, and inclusive of the strategy-level alpha targets. (2) The diversification details are derived from internal strategy-level 
diversification, as of December 31, 2016 (for core RE) and September 30, 2016 (for core+ RE). (3) Historical asset class characteristics are assumed to be asset class metrics, not actual JPMAM-GRA strategy metrics. (4) Sharpe ratio assumes a risk free 
rate of 2.00% and is estimated based on asset class target return assumptions and historical (annual) modeled 20 year (1996-2015) volatility (standard deviation of historical annual returns). (5) The risk-return characteristics are calculated in USD terms. (6) 
The portfolio attributes stated in the above table are for illustration purpose only. (7) The portfolios assume annual rebalancing. Source: NCREIF, NCREIF levered (core+ RE) and JPMAM-GRA research modeled. Past performance is not indicative of future 
results. Diversification does not guarantee investment returns and does not eliminate the risk of loss.  J.P. Morgan seeks to achieve the stated objectives, but there can be no guarantee the objectives will be met. For discussion purpose only.  

Illustrative portfolio modeling example 

U.S. Core-plus Real Estate 

U.S. Core Real Estate 

While core-plus RE is not a significant diversifier vs. core RE, adding core-plus RE can 
deliver enhanced income and total return without a significant increase in portfolio risk… 

Diversified U.S.  
Real Estate Portfolio 

Office 

Industrial 

Residential 

Retail 

Other 

Vs. Core Real Estate Only 

Office 

Industrial 

Residential 

Retail 

30% 

70% 



37   |   FOR INSTITUTIONAL USE ONLY  |  NOT FOR PUBLIC DISTRIBUTION  

STRICTLY PRIVATE & CONFIDENTIAL 

…since I&G generally takes significantly less operational risk and has higher occupancy 
than traditional core funds, while having modestly higher leverage 

Risk exposure ODCE Group I&G (actual) 

Non-stabilized assets (new development + leasing)* 7.6% 0.0% 

New development* 5.2% 0.0% 

Non-core property types + land as % of GAV* 3.7% 0.0% 

Non-income producing assets 20% maximum limit 0.0% 

 

 

ODCE = index of Open-End Diversified Core Equity Real Estate Funds (e.g., Strategic Property Fund and peers) 

Data as of As of December 31, 2016 (for I&G) and as of September 30, 2016 (for ODCE).  *IPD ACOE benchmark data as of 9/30/16. NFI-ODCE or “ODCE” refers to the National Council of Real Estate Investment Fiduciaries’ Fund Index Open-End 
Diversified Core Equity benchmark. ODCE is a capitalization-weighted, gross of fee, time-weighted return index with an inception date of December 31, 1977.  NFI-ODCE is comprised of funds very similar to I&G that invest in U.S. core direct real 
estate properties. Most of these funds use leverage, but to a much lesser extent than I&G. I&G, in addition to investing in core direct real estate, can also invest in mezzanine debt. I&G is not benchmark driven. Performance results  have been 
compared in U.S. dollars,  gross of investment management fees and including the effect of leverage. Past performance is not indicative of future results. Source: J.P. Morgan , NCREIF, J.P. Morgan Competitor Exchange .             

Leverage Overview 

 I&G: leverage guideline of 50%; current leverage of 39% 

 ODCE: maximum leverage of 40%; current leverage of 22% 

Leasing Overview 

 I&G: 93.4% occupancy 

 ODCE: 92.6% occupancy 

 

I&G vs. ODCE Occupancy: Year-over-year comparison 

I&G’s steady and high occupancy provides for durable income 

90%

92%

94%

96%

2013 2014 2015 2016
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This example of a specific investment made by the Fund and is included solely to illustrate the investment process and strategies that have been utilized by JPMIM. The Fund will include a much larger 
number of investments than the example set forth. The example is not intended to indicate overall performance that may be expected to be achieved by the Fund. There can be no guarantee or assurance 
that the Fund will be able to make this investment or similar investments on similar terms in the future. The IRR shown above is calculated based upon internal JPMIM data. There can be no guarantee the 
IRR will be achieved. The projected IRRs are for illustrative purposes only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the IRR projections 
shown above. Because of the inherent limitations of the projected IRRs, potential investors should not rely on them when making a decision on whether or not to invest in the strategy. Please see the Target 
Return disclosure at the conclusion of the presentation for more information on the risks and limitation. Source: JPMIM  

Acquisition: 580 California Street, San Francisco, CA 

Closing Date January 2016 

Asset Type Office  

Location San Francisco, CA 

Year Built 1986 

Size 322,000 sf 

Occupancy 98% 

ECONOMICS 
Purchase Price 
 

$218.0 million gross 

$109.3 million equity 

Price per sf $676/sf 

Going-in Yield 3.8% 

Stabilized Yield 5.4% 

Projected IRR (unlevered) 6.8% 

LTV 50% 

Stabilized Yield (levered) 7.0% 

Projected IRR (levered) 9.2% 

 This 23-story Class-A office tower is located in the North Financial 
District of San Francisco. The California Street corridor has a highly 
diversified tenant base of blue chip tenants across sectors, including 
FIRE, law, consulting, and professional services 

 This property is well positioned to attract boutique financial and 
professional services tenants by providing a full-floor presence with 
14,500 sf floorplates. Tenants also benefit from a wide-array of local 
dining, shopping, and public transportation options 

 Upside potential with in-place rents approximately 27% below market 
and 42% of the leases expiring through 2017 

INVESTMENT OVERVIEW ASSET OVERVIEW 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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ASSET OVERVIEW INVESTMENT OVERVIEW 

ECONOMICS 

Closing Date September 2016 

Asset Type Multifamily 

Location Dallas, TX 

Year Built 2008 

Size 252 units 

Occupancy 97% 

Purchase Price $74.9 million gross 

Price per unit $297,000/unit 

Going-in Yield 4.1% 

Stabilized Yield 5.2% 

Projected IRR (unlevered) 6.1% 

                           
 

This example of a specific investment made by the Fund  and is included solely to illustrate the investment process and strategies that have been utilized by JPMIM. The Fund will include a much larger 
number of investments than the example set forth. The  example is not intended to indicate overall performance that may be expected to be achieved by the Fund. There can be no guarantee or assurance 
that the Fund will be able to make this investment or  similar investments on similar terms in the future. The IRR shown above is calculated based upon internal JPMIM data. There can be no guarantee the 
IRR will be achieved. The projected IRRs are for illustrative purposes only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the IRR projections 
shown above. Because of the inherent limitations of the projected IRRs, potential investors should not rely on them when making a decision on whether or not to invest in the strategy. Please see the Target 
Return disclosure at the conclusion of the presentation for more information on the risks and limitation. Source: JPMIM  

 A Class A, 28 story, 252 unit apartment complex in Victory Park, just 
south of Uptown Dallas and adjacent to the American Airlines arena. 

 The Victory submarket has recently experienced development of new 
office space, numerous multifamily projects and a repositioning and 
focus on the retail amenities.  Residents maintain proximity to the 
central Uptown and downtown Dallas employment centers as well as 
the Dallas Arts District. 

 Asset pricing is 20% below replacement cost. 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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 A $65 mm mezzanine loan on an apartment complex located in 
the Back Bay submarket of Boston. The 508 unit project also 
includes 74,000 sf of necessity retail anchored by Whole Foods. 

 The asset is 98% leased and has averaged 99% occupancy for 
the last 10 years. 

 Church Park has a Walk Score of 98 and a Transit Score of 100. 
The property is across the street from the Christian Science 
Plaza, which offers 10 acres of open space immediately in front 
of the asset.  

INVESTMENT OVERVIEW 

This example of a specific investment  made by the Fund  and is included solely to illustrate the investment process and strategies that have been utilized by JPMIM. The Fund will include a much larger 
number of investments than the example set forth. The  example is not intended to indicate overall performance that may be expected to be achieved by the Fund. There can be no guarantee or assurance 
that the Fund will be able to make this investment or  similar investments on similar terms in the future. The IRR shown above is calculated based upon internal JPMIM data. There can be no guarantee the 
IRR will be achieved. The projected IRRs are for illustrative purposes only and are subject to significant limitations.  
 
An investor should not expect to achieve actual returns similar to the IRR projections shown above. Because of the inherent limitations of the projected IRRs, potential investors should not rely on them 
when making a decision on whether or not to invest in the strategy. Please see the Target Return disclosure at the conclusion of the presentation for more information on the risks and limitation. Source: 
JPMIM  

ASSET OVERVIEW 
Asset Type Residential/Retail 

Location Boston, MA 

Year Built 1973 

Size 508 units with 74,000 sf of retail 

Occupancy 98.0% 

Closing Date August 2016 

Objective Refinancing  

Loan Amount $ 65.0 million ($522,000/unit) 

LTV 75.9% 

Interest Rate 6.75% 

Term 10 year 

CAPITAL STRUCTURE  
Senior Loan $ 200.0 million (57.3% LTV) 

Mezzanine Loan $ 65.0 million (75.9% LTV) 

Sponsor Equity $ 84.0 million 

Total Capitalization $ 349.0 million 

LOAN TERMS 

Acquisition: Church Park Apartments Mezzanine Loan, Boston, MA 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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Looking ahead 

 Stay on strategy with no style drift 

 Continue to refine the portfolio through selective 
acquisitions and sales 

 Maintain an attractive and defensive debt profile 

 2017 projected total gross return of 8-10%* 

 
* The target returns are for illustrative purposes only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the target returns shown above. Because of the inherent 
limitations of the target returns, potential investors should not rely on them when making a decision on whether or not to invest in the strategy. Please see the complete Target Return disclosure at the conclusion of the 
presentation for more information on the risks and limitation of target returns.Past performance is not indicative of future results. Refer to the Track Record section for the Fund’s historical income and total returns. 
NOTE: The Fund follows an absolute return strategy and seeks to achieve a net IRR of 8-10% over a medium-term hold. Refer to the PPM for further details on the Fund’s Investment Objective and Portfolio Return Target.  
This example of a specific investment is included solely to illustrate the investment process and strategies which have been utilized by the Fund. Please note that this investment is not necessarily representative of future 
investments that the Fund will make. There can be no guarantee of future success. 

675 N Randolph Street, Ballston, VA 

3a7c13a0-9239-11e6-84fc-005056960c8a 
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GRA Omni – REITs vs Private Real Estate 
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Private Real Estate Publicly Traded REITs 

Opinions, estimates, forecasts, projections and statements of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice. 
There can be no guarantee they will be met. 

 Tax-advantaged, publicly traded companies that 
own/operate income producing commercial real 
estate 

 REITs capture the performance characteristics of 
direct real estate over the long term 

 …But are more highly correlated with equity over the 
short term 

 Yields typically lower than private real estate yields 

 Levered at about 45% 

 Volatility is as high or higher than equities 

 Liquid 

 Not fully predictive but can provide a forward look on 
real estate valuations at inflection points 

 Direct investment in real estate properties  

 Range of investment strategies – from “core” and 
“core plus” strategies that focus on income, with 
capital appreciation potential, to “value-added” and 
“opportunistic” that assume more deal or property 
level risk in search of higher total return potential 

 Stable yield typically underpins consistent returns 

 Valuations are appraisal-based 

 Depending on strategy, leverage can vary from      
0-60% 

 Volatility is closer to that of bonds 

 Illiquid – though “open end” structures provide more 
flexibility for contributions and withdrawals over time 
than “closed-end” strategies that have a fixed 
investment period 

Public REITs and private real estate are similar…and different 
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Source:  NAREIT All-Equity REITs, NCREIF, S&P 500, and J.P. Morgan Global Real Assets. Analysis from 1978 – 3Q 2016.  

U.S. private real estate and U.S. public REITs: Correlations of total returns rolling quarterly over increasing hold periods 
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U.S. REITs vs. U.S. Real Estate U.S. REITs vs. U.S. Equities

In the short-term, 
REITs are highly 
correlated with 

equities… 
…but over the long-term, 
the correlation between 

REITs and equities 
significantly decreases, 

while the correlation  
between REITs and private 

real estate increases… 

The following charts shown within this presentation are shown for illustrative purposes only. Past performance is no guarantee of future results. 

Public REITs tend to act like private real estate over the long term 



46   |   FOR INSTITUTIONAL USE ONLY  |  NOT FOR PUBLIC DISTRIBUTION  

STRICTLY PRIVATE & CONFIDENTIAL 

Source: Bloomberg, NAREIT, NCREIF, and JPMAM GRA Research estimates. Quarterly data as of September 30, 2016. Past performance is not indicative of future results. Diversification does not 
guarantee investment returns and does not eliminate the risk of loss. The above table is for illustrative and discussion purposes only. 

Quarterly total returns over a 20-year time period from 4Q96 to 3Q16 
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Private core real estate returns exhibit 1/3 of the volatility of public REITs 
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Private real estate has exhibited low correlations with financial assets, and to public 
real estate securities 

Long-term, 20-year annual correlation matrix 

High (+1.0) Low (Negative) 

Source: Bloomberg, S&P, Barclays Capital, NAREIT, FTSE/EPRA NAREIT, NCREIF, IPD, CBRE, INREV, Wilshire, Wells Fargo, Jones Lang LaSalle,  and JPMAM GRA Research estimates. Europe 
and Asia data is in local currency.  Annual data as of December 2015. Note: Unlevered series were levered to reflect how institutional investors typically access the representative asset classes. Past 
performance is not indicative of future results. Diversification does not guarantee investment returns and does not eliminate the risk of loss. The above table is for illustrative and discussion purposes 
only. 

1996 - 2015 U.S.  
Equities 

U.S. Fixed 
Income 

U.S.  
REITs 

International 
REITs 

Global  
REITs 

U.S.  
All-Tranche 
Core REITs 

U.S. Core  
Real Estate 

Europe Core 
Real Estate 

APAC Core 
Real Estate 

U.S. Equities 1.0 

U.S. Fixed Income -0.3 1.0 

U.S. REITs 0.4 0.1 1.0 

International REITs 0.5 -0.3 0.7 1.0 

Global REITs 0.5 -0.2 0.9 1.0 1.0 

U.S. All-Tranche Core REITs 0.4 0.1 0.9 0.7 0.8 1.0 

U.S. Core Real Estate 0.2 -0.1 0.1 0.0 0.0 -0.1 1.0 

Europe Core Real Estate 0.4 -0.2 0.4 0.4 0.4 0.3 0.7 1.0 

APAC Core Real Estate 0.1 -0.3 0.2 0.4 0.4 0.1 0.6 0.6 1.0 
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appreciation 
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Year over year % 

Source: Moody's/RCA, NCREIF, MSCI, JPMorgan 
Data as of September 30, 2016 

 
Private real estate appraisal pricing closely tracks the transaction market; REITs are 
influenced by factors other than the real estate cycle 
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Private real estate’s low correlation with public real estate provides downside 
diversification when it matters 

Source: Bloomberg, NCREIF, NAREIT, and J.P. Morgan Global Real Assets. National Council of Real Estate Investment Fiduciaries (NCREIF) index of total return of open-ended U.S. core funds. Dates 
represent the ending date of the 20 weakest quarters since 1Q1978 in the U.S. REITs markets through September 2016. 
Past performance is not indicative of future results. Diversification does not guarantee investment returns and does not eliminate the risk of loss. 

Twenty worst quarters for U.S. REITs since 1978; ending 3Q20161 

U.S. REITs Index NCREIF ODCE Index 
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Target Return Characteristics

Target Total Return (Gross)*

Target Income Return*

Historical Return Characteristics

Historical Return

Historical Volatility

Return per unit of Risk

Max Drawdown

Equity Beta

Liquidity of Real Estate Allocation

Quarterly

Daily (T+3) N/A 0% 100% 50%

100% 0% 50%

-24.7% -22.2%

0.59 0.55 0.57 0.49

9.6%

0.64 0.72 0.68 0.82

+ All-Tranche REITs
(from Equities)

5 - 7%

2.5 - 3.5%

7.9%

Existing TSRS Portfolio 
(w/o Private RE)

Existing TSRS Portfolio 
(w/ Private RE)

+ All-Tranche REITs
(from Private RE)

5 - 7%

2 - 3%

7.2% 7.6% 7.6%

5 - 7%

2 - 3%

5 - 7%

2.5 - 3.5%

-23.9% -22.8%

11.3% 10.5% 11.1%

N/A

29%

9%

26%

29%

7%
26%

8%

24%

26%

6%
7%3%

26%

8%

24%

26%

6%

10%
19%

8%

21%26%

6%
7%

3%

10%

Illustrative 20-year analysis using asset class data. Notes: (1) The target returns are derived from J.P. Morgan internal estimates of respective asset class returns. (2) Return per unit of risk is calculated by dividing the 20-year CAGR by the 20-year 
standard deviation. (3) Volatility is calculated using historical annual 1996-2015 standard deviation of historical returns. (4) The risk-return characteristics are calculated in USD except for infrastructure, which is calculated in local currency terms. (5) The 
portfolio attributes stated in the above table are for illustrative purposes only. (6) The portfolios assume annual rebalancing. (7) The max drawdown denotes the maximum historical peak to trough decline in asset values. (8) Equity beta is calculated to 
the S&P 500. Sources: Bloomberg, MSCI, Barclays, NCREIF, Wilshire, Wells Fargo and JPMAM Global Real Assets Research. DISCLAIMER: Past performance is not indicative of future results. Diversification does not guarantee investment returns 
and does not eliminate the risk of loss. J.P. Morgan seeks to achieve the stated objectives, but there can be no guarantee the objectives will be met. For discussion purposes only.  

*The target returns are gross returns for illustrative purposes only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the target returns shown above. Because of the inherent limitations of the target 
returns, potential investors should not rely on them when making a decision on whether or not to invest in the strategy. Please see the complete Target Return disclosure at the conclusion of the presentation for more information on the risks and 
limitation of target returns. 

Adding a complementary allocation of “All-Tranche” REITs (from equities) can 
increase income return potential, while reducing volatility and preserving liquidity 

0% RE ~10% RE ~10% RE ~20% RE Vs. Current 

Illustrative asset class analysis 

Vs. Current 

U.S. Large Cap Equities
U.S. Small Cap Equities
International Equities

U.S. Bonds

Infrastructure
  

   
   

  

Equities

Fixed Income

Other Assets

 

   
   

 

 

  

Private U.S. Core RE
Private U.S. Core+ RE
U.S. All-Tranche REITs

 

 

Real Estate
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Illustrative 20-year analysis using asset class data. Notes: (1) Volatility is calculated using historical consistent time-weighted 20-year (1996-2015) data in order to capture long-term multi-cycle “asset class” behavior and is computed in annual terms to 
mitigate/minimize the impact of serial correlations inherent in private market returns. (2) Max Drawdown denotes to maximum historical peak to trough decline in asset values. (3) Volatility reduction and drawdown reduction tables have the figures 
rounded for simplicity purposes with the goal of illustrating directional and not absolute inferences. (4) The portfolios assume annual rebalancing. Sources: Bloomberg, S&P, NCREIF, Wilshire, Wells Fargo, and JPMAM Global Real Assets Research. 
DISCLAIMER: Past performance is not indicative of future results. Diversification does not guarantee investment returns and does not eliminate the risk of loss. J.P. Morgan seeks to achieve the stated objectives, but there can be no guarantee the 
objectives will be met. For discussion purposes only.  

A diversified execution across public and private real estate can mitigate drawdown 
and reduce volatility, relative to standalone investments in public or private real estate 
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Equity premium widened during 2016 as transaction volumes fell 

Core unlevered IRR’s and 60% LTV mortgage rates 

Source: J.P. Morgan Asset Management & Moody’s (left), as of November 14, 2016; Real Capital Analytics (right), as of September 2016 
The IRR (internal rate of return) shown above is calculated based upon internal JPMAM data. There can be no guarantee the IRR will be achieved. The charts and/or graphs shown above and 
throughout the presentation are for illustration and discussion purposes only. 

Unlevered IRRs 

Mortgage rates 

0903c02a8169c95b 

Rolling 3-month transaction volumes, yoy %chg 
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NOI versus corporate profit trends support some real estate outperformance… 
NCREIF ODCE same-store NOI versus S&P 500 EBITDA per share (index: 2005Q1 = 100) 
 

Source: Four-quarter moving average for all. NCREIF as of 2016Q3; S&P Q3 estimates as of November 16, 2016.  
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… and construction starts are falling despite continued expansion 

Annual apt permits (ex. NYC due to subsidy law change) 

0903c02a8159d69a 
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Source: Dodge Construction (left), as of September 2016; Bureau of Census (right), as of August 2016 
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Industrial: Booming tenant demand driven by direct-to-consumer distribution model 

US warehouse vacancy rate 

0903c02a8159d69a 

Inventory-to-sales ratio, 
US retail industry excluding autos 
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Source: CBRE (left), as of 2016Q3; U.S. Census Bureau/Moody’s (right); as of August 2016. 
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Retail: Physical store counts reflect changing consumer needs… 
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Retail: …but overall demand driven by services, not goods 

Change in number of establishments over three years 
ending March 2016, thousands 

Source: BLS; as of March 2016 
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Apartment: Supply is widely discussed, but affordability is an increasing headwind 

0903c02a8159d69a 
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Apartment: Rent growth will slow further, but defensive nature attractive later cycle 

ODCE Appreciation Return: Peak to Trough 
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Source: Axiometrics & J.P. Morgan Asset Management (left), as of 2016Q3; NCREIF ODCE (right) 
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Office: Construction falling well before cycle end 
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Source: CoStar (left), CBRE (right); both as of 2016Q3 

Class A office vacancy rate 
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Office: Suburban office tenant demand is stronger than in CBDs, but so is supply. 
Nonetheless, CBD outperformance is 20 years old. 

Source: CBRE; as of September 2016 
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Appendix – Supplemental exhibits 
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 The fee will only be 0.15% with respect to the market value of cash and cash equivalents in SPF in excess of a 
5.0% reserve position for cash and cash equivalents 

 No acquisition, disposition or incentive fees  

 Fees shall be computed and billed on a calendar quarter basis, in arrears 

 

 

JPMCB Strategic Property Fund: Fee schedule 

Tiered Fee Structure Based on NAV of Investor's Shares Percentage (per annum) 

Clients < $100 million 1.00% 
Clients > $100 million First $100 million 0.92% 

Next $150 million 0.85% 
Next $250 million 0.80% 

Amounts thereafter 0.75% 

Fee on Cash Cash > 5% 0.15% 

0903c02a815d021a 
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100% Third Party Valuation 

External appraisals: 
Third party appraisal firm 

Annually 

Interim valuations: 
Altus or GRA Asset Management 

Quarterly 

JPMorgan GRA  
Director of Valuations 

Altus Group 

 Accuracy of inputs 

 Valuation methods employed 

 Asset’s highest and best use 

Review of models and conclusions 

 Operating assumptions 

 Capital markets environment 

 Sales and leasing comparables 

Altus Group 

Final approval 

Altus Group                  
Continuous review of consistency of valuations across portfolios and versus peers and recent transaction activity 

Final property value 

PricewaterhouseCoopers ex-post quarterly review 

0903c02a8155706e 
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Valuation Process 
Independent third-party valuation review and approval – Every asset – Every quarter 

■ Quarterly:  Valuation of every asset   
– Office, Industrial and Retail Assets 

 Each quarter that a property is not valued by a third-party appraiser, the Altus Group completes an interim 
quarterly valuation 

 The Altus valuations are reviewed by a member of the valuations group for reasonableness and by the 
responsible Asset Manager for accuracy of property information and reasonableness of assumptions 

– Multifamily Assets 
 Each quarter, the Altus Group monitors the multifamily assets for changes in rent, occupancy and 

appropriateness   of previous capital market assumptions 
 The Altus Group will recommend which assets should be reviewed further for a potential interim quarterly 

valuation.  If JPM and the Altus Group agree that a change in value from the current carrying value is 
supported, JPM will produce an interim quarterly valuation which will be reviewed and approved by the Altus 
Group 

– Internal Valuations 
 In certain circumstances, for example development assets and land, JPM completes an internal 

valuation.  The   Altus Group will also review all JPM internal valuations in a manner similar to that of the 
external review process 

– Director of Valuations reviews and signs off on each value 
■ Quarterly:  Independent third-party valuation review and approval for every asset 

– All valuations reviewed and approved by the Altus Group every quarter 
■ Quarterly:  Audit review by PricewaterhouseCoopers 
■ Annual:  Third-party valuation  

– External valuation once per year for all assets occurring throughout the year  
– Asset managers review external appraisals 
 Accuracy of factual information 
 Accuracy of leasing conditions and market data 
 Summarizes appraisal assumptions and valuation conclusion 

– Director of Valuations reviews reasonableness of assumptions and final value, as well as  
consistency of pricing parameters within geographic region and property type 

 

Third-party appraisal firms: 

■ Cushman & Wakefield 

■ CB Richard Ellis 

■ Integra Realty Resources 

■ National Valuation Consultants 

■ National Property Valuation  
Advisors  

■ Welsh Chester Galiney Matone 

■ New Market Real Estate Group  

■ KTR Real Estate Advisors 

■ Real Estate Research 
Corporation 

0903c02a8155706e 
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Real Estate Investment Management Services 
JPMCB Strategic Property Fund Annual Performance Report 

 J.P. Morgan Investment Management Inc. claims compliance with the Global Investment Performance Standards 
(GIPS®) and has prepared and presented this report in compliance with the GIPS standards. J.P. Morgan 
Investment Management, Inc has been independently verified for the period from 2001-2013. The verification report 
is available upon request.  
Verification assesses whether (1) the firm has complied with all the composite construction requirements of the 
GIPS standards on a firm-wide basis and (2) the firm’s policies and procedures are designed to calculate and 
present performance in compliance with the GIPS standards. Verification does not ensure the accuracy of any 
specific composite presentation.  
J.P. Morgan Investment Management Inc. (JPMIM or the Firm) consists of the assets of institutional clients invested 
in US managed products including 1) the fixed income and cash assets formerly part of Chase Asset Management 
and MDSass&Chase Partners, 2) the New York institutional investment division of JPMorgan Chase Bank, N.A., 
formerly Morgan Guaranty Trust Company of New York, and 3) the institutional investment assets of JPMorgan 
Investment Advisors, Inc. (JPMIA), formerly known as Banc One Investment Advisors Corporation (BOIA), the 
advisor to institutional assets directly managed by JPMIA or sub-advised by an affiliate institution, and 4) the 
institutional assets of Bear Stearns Asset Management Inc. The Firm also includes Separately Managed Accounts 
over which JPMIM has full and sole discretion. JPMIM is marketed under JPMorgan Asset Management.  
The composite contains a single account which is the commingled fund that is directly invested according to 
JPMIM’s Strategic Property Fund strategy. The strategy is an actively managed diversified, core, open-end 
commingled pension trust fund. It seeks to generate an income-driven rate of return and outperform the NCREIF 
Fund Index – Open End Diversified Core Equity (NFI-ODCE) over a full market cycle (three-to-five-year horizon) 
through asset, geographic and sector selection and active asset management. The Fund invests in high-quality 
stabilized assets with dominant competitive characteristics in markets with attractive demographics throughout the 
United States. The composite was created in December 2000.  
Equity futures are occasionally used in accordance with client-authorized account objectives and guidelines in order 
to equitize large cash contributions and to minimize market impact while purchasing individual equity securities.  

Both gross and net returns reflect the reinvestment of income, deduction of transaction costs, and are net of withholding taxes 
where applicable and include the effect of leverage, which averaged 26.30% of asset value in the year 2015. All returns are 
expressed in U.S. dollars. Gross returns do not reflect the deduction of investment advisory fees or any other expenses that may be 
incurred in the management of the account. The sum of the income and appreciation returns will not equal the total gross return 
due to the effect of compounding. Net returns have been calculated monthly using the actual fees charged to shareholders of the 
fund. As of December 31, 2015, the standard annual fee schedule is as follows: For investors with Fund NAV below $100 million: 
1.00% of the participant's pro-rata share of the net asset value of JPMCB Strategic Property Fund, except that the fee will only be 
0.15% with respect to the market value of cash and cash equivalents in SPF in excess of a 7.5% reserve position for cash and cash 
equivalents. For investors that maintain Fund NAV of $100 million or more: 1.00% of the participant's pro-rata share of the net asset 
value of JPMCB Strategic Property Fund on the first $40 million of NAV, 0.90% per annum on the next $25 million of NAV, and 
0.85% per annum on the balance of the NAV; except that the fee will only be 0.15% with respect to the market value of cash and 
cash equivalents in SPF in excess of a 7.5% reserve position for cash and cash equivalents.  
The firm’s list of composite descriptions and the policies for valuing portfolios, calculating performance and preparing compliant 
presentations are available upon request.  
Effective July 1, 2013, the Fund will change its benchmark from the NCREIF Property Index (NPI) to the NCREIF Fund Index – 
Open End Diversified Core Equity (NFI-ODCE). As a capitalization-weighted index of U.S. open-end core direct real estate funds 
with returns based on changes in the published market value of net assets of its constituents, the NFI-ODCE provides a more 
meaningful peer-to-peer comparison than the NPI, a market-value weighted index of unleveraged property returns for the 
investment-grade U.S. real estate market. Released in 2005, the NFI-ODCE was not available for use as a benchmark at the 
Fund’s inception January 1, 1998. We have made the decision to switch the Fund’s benchmark to the NFI-ODCE as the index is 
now more widely used in the industry as a gauge of performance of the overall institutional-quality U.S. real estate marketplace.  
The three-year annualized standard deviation measures the variability of the composite and the benchmark returns over the 
preceding 36-month period.  
The internal dispersion of annual returns is measured by the asset-weighted standard deviation of gross account returns included in 
the composite for the full year. For periods with 5 or fewer accounts included for the entire year, internal dispersion is not presented 
(n/a) as it is not considered meaningful.  
Past performance is no guarantee of future results. As with any investment vehicle, there is always the potential for gains as well as 
the possibility of losses. 

Annual returns, U.S. $ 
Composite As of December 31 

Income Appreciation 

Total 
Gross 

Return 

Total 
Net 

Return 

NCREIF 
Property 

Index 
Return 

 
      

NCREIF  
ODCE 
Index    

Return 
Composite 
3yr St Dev 

NCREIF 
Property 

Index 3yr 
St Dev 

NCREIF 
ODCE 

Index 3yr 
St Dev 

Internal 
Dispersion 

Number of 
Accounts 

Composite 
Assets 

% of  Real 
Estate 
Assets 

Total Firm 
Assets 

Year (%) (%) (%) (%) (%) (%) (%) (%) (%) (%) ($millions) (%) ($billions) 
2015 4.87 9.93 15.24 14.10 13.33 15.01 1.36 0.33 0.46 n/a < 5 39,655 44.20 849 
2014 5.18 7.70 11.14 10.04 11.81 12.49 1.35 0.21 0.49 n/a < 5 34,441 41.83 845 
2013 5.25 10.16 15.90 14.76 10.99 13.94 1.44 0.51 0.74 n/a < 5 27,665 38.28 775 
2012 5.26 6.54 12.12 11.02 10.54 10.94 2.05 1.08 1.45 n/a < 5 24,450 37.79 701 
2011 5.47 9.98 15.96 14.82 14.26 15.99 9.18 4.63 7.47 n/a < 5 21,322 35.60 657 
2010 6.61 7.11 14.15 13.03 13.11 16.36 9.35 4.89 7.49 n/a < 5 17,868 36.24 621 
2009 6.13 (30.92) (26.55) (27.30) (16.86) (29.76) 9.46 5.05 7.39 n/a < 5 14,821 33.54 617 
2008 4.97 (12.49) (8.09) (9.01) (6.46) (10.01) 5.24 4.07 4.98 n/a < 5 18,741 37.12 575 
2007 5.42 10.73 16.68 15.54 15.84 15.97 3.33 0.81 0.96 n/a < 5 20,357 36.00 442 
2006 5.72 10.34 16.60 15.45 16.59 16.32 3.36 0.96 0.95 n/a < 5 16,322 38.00 374 

Fees (as of 12/31/15) 
1.00%  per annum on the market 
value of the assets, except for 
cash holdings in excess of 7.5% 
of the fund’s total assets, which 
are charged a standard cash 
management fee of 15 basis 
points. 
 
Minimum investment: $10 million 
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J.P. Morgan U.S. Real Estate Income and Growth Fund 
Summary of terms* 
Please refer to the Confidential Private Placement Memorandum dated January 2013 and the Charter Documents for 
a more detailed discussion of the terms of the Fund. 

*This summary is qualified in its entirety by the terms of the Charter Documents. 
** The target returns are for illustrative purposes only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the target returns shown above. Because of the inherent limitations of the target returns, 
potential investors should not rely on them when making a decision on whether or not to invest in the strategy. Please see the complete Target Return disclosure at the conclusion of the presentation for more information on the risks and limitation of 
target returns. 

LEGAL STRUCTURE 
The Fund is currently comprised of two Delaware limited partnerships (the “Partnerships”), a German limited partnership and three Cayman corporations (the “Cayman 
Corporations” and together with the Partnerships, the “Fund Investor Vehicles”). The Fund may also include, or co-invest with, other entities established from time to time, which are 
designed to accommodate the needs of particular groups of investors. The U.S. Partnerships are currently managed by a General Partner which is managed by individuals who are 
employees of the Investment Adviser, and the Cayman Corporations’ Boards of Directors are currently comprised of individuals who are employees of the Investment Adviser. The 
German Limited Partnership is managed by individuals who are affiliated with the Investment Adviser. 

INVESTMENT ADVISER 
Investment advisory 
services are provided by 
J.P. Morgan Investment 
Management Inc. (the 
“Investment Adviser”). 

FUND MANAGEMENT 
While the General Partner and the Board of Directors have 
management authority for their respective Fund Investor 
Vehicles, they have delegated investment and asset 
management authority to the Investment Adviser pursuant to 
Investment Advisory Agreements. 

TARGET RETURN** 
Target net annualized IRR of 8-10% (5-7% from 
income and 2-3% from capital appreciation) is net 
of management fees and expenses, but gross of all 
applicable taxes (including VAT). There can be no 
assurance that the Target Return will be achieved.  

TERM 
Each Fund Investor 
Vehicle has an indefinite 
term, subject to the 
conditions set forth in its 
charter documents. 

FUND LIQUIDITY 
Investors have the right, following the date on which their capital commitment is fully drawn, to submit a Request for Repurchase of all or part of their interest. 
Repurchases may be made quarterly at the discretion of the relevant General Partner or Board of Directors. 
  - For the March 31 repurchase date, notice must be given in the period between the preceding December 15 and January 31.  
  - For the June 30 repurchase date, notice must be given in the period between the preceding March 15 and April 30. 
  - For the September 30 repurchase date, notice must be given in the period between the preceding June 15 and July 31. 
  - For the December 31 repurchase date, notice must be given in the period between the preceding September 15 and October 31. 
Each Fund Investor Vehicle will determine whether to accept any offers for Repurchase Requests and will decide the final terms and conditions of any Repurchase Request, after considering the  
availability of proceeds to fund Repurchases and the effect on the Fund of consummating such Repurchases.  
If a Fund Investor Vehicle accepts some, but not all, of the Repurchase Requests submitted during a Repurchase Notice Period, it will accept such offers on a pro rata basis unless it determines in its  
sole discretion to accept such offers on a non-pro rata basis (i) to facilitate compliance with any tax or regulatory requirements or (ii) for any other reason determined in its sole discretion to be in the best  
interest of the Fund. 
Any portion (which may be 100%) of a Repurchase Request submitted during a Repurchase Notice Period that is not accepted on the Repurchase Date to which such Repurchase Notice Period relates  
will expire and will not continue or carry over to any subsequent Repurchase Notice Period. 
The Investment Adviser may establish a queue on a fund-wide basis to pay Repurchase Requests out over more than one Repurchase Date.  
Available Cash from the Fund will be re-invested quarterly to purchase new Interests, or at the investor's election, will be distributed. 
The Fund may hold cash and certain cash-like instruments to manage Fund liquidity. 
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J.P. Morgan U.S. Real Estate Income and Growth Fund 
Summary of terms* (cont.) 

1 Investors will be charged a management fee based on the Net Asset Value of capital they have contributed to the Fund. No management fee shall be assessed on committed capital before it is called. The Investment Adviser reserves the right to vary 
the management fee with respect to certain Investors 
2 In the event the aggregate market value of the Fund’s assets consisting of cash and cash-like investments exceeds 10% of the aggregate market value of the Fund’s assets on any three successive valuation dates, the management fee attributable to 
such excess cash shall be reduced to 0.15% per annum for the period between such second and third occurring valuation dates 
* This summary is qualified in its entirety by the terms of the Charter Documents. 

REPURCHASE HISTORY 
Since inception through March 31, 2016, 100% of repurchase requests made were accepted and funded, with the exception of four repurchase periods as follows: (i) March 31, 
2008, 0% of the $193.8 mm in repurchase requests made were accepted and funded; (ii) September 30, 2008, 32% of the $223 mm in repurchase requests made were accepted 
and funded; (iii) March 31, 2009, 0% of the $154.9 mm in repurchase requests were accepted and funded and (iv) September 30, 2009, 0% of the $125.8 mm in repurchase 
requests were accepted and funded.  
 
 

COMMITMENT CANCELATION RIGHT 
After giving 90 days notice, each non-defaulting investor shall have the one-time 
right at any time following the third anniversary of the quarter date as of which such 
investor’s subscription was accepted to cancel its remaining capital commitments 
subject to the Investment Adviser’s right to draw capital during such 90-day period. 
 
 

MINIMUM SUBSCRIPTION AMOUNT 
USD 10,000,000 (although the Investment Adviser 
retains the right to accept lesser investment amounts). 
Committed capital shall be payable in one or more 
installments when called by the Investment Adviser.  
 
 

PAYMENT OF SUBSCRIPTION AMOUNT; DETERMINATION OF NAV 
Investors will be required to pay their subscription amounts in one or more installments when called by the Investment Adviser. A net asset value (“NAV”) is established for each 
Fund Investor Vehicle on a quarterly basis. When an Investor pays a portion of its subscription amount to a Fund Investor Vehicle, the Investor receives interests in the Fund 
Investor Vehicle at a price based on the most recently established quarterly NAV for that Fund Investor Vehicle. The Fund intends to generally call capital, on a pro rata basis, fully 
from those Investors whose subscriptions were accepted as of a given closing before calling capital from Investors whose subscriptions were accepted at any subsequent closing. 
 
 

MANAGEMENT FEE1,2,:  
Net Asset Value of Investor’s Interests   USD 10,000,000 or greater 
Management fee(%)    1.25  
Note: For NAV’s less than USD 10,000,000, Management Fee is 1.75%.  
 
 

INCENTIVE FEE 
None 
 
 

PLACEMENT FEE 
None 
 
 

PLACEMENT AGENT 
J.P. Morgan Securities LLC, J.P. Morgan Securities Ltd, J.P. Morgan Institutional 
Investments Inc., and other affiliates and subsidiaries of JPMorgan Chase & Co. and 
other entities not affiliated with J.P. Morgan, as may be designated from time to time. 
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J.P. Morgan Asset Management – Global Real Assets 
The Commingled Pension Trust Fund (Strategic Property) of JPMorgan Chase Bank N.A. is a collective trust fund established and maintained by JPMorgan Chase Bank, N.A. under a declaration of trust.  The fund is not required to file a prospectus or 
registration statement with the SEC, and accordingly, neither is available.  The fund is available only to certain qualified retirement plans and governmental plans and are not offered to the general public.  Units of the fund are not bank deposits and are 
not insured or guaranteed by any bank, government entity, the FDIC or any other type of deposit insurance.  You should carefully consider the investment objectives, risk, charges, and expenses of the funds before investing.   

Opinions, estimates, forecasts, and statements of financial market trends that are based on current market conditions constitute our judgment and are subject to change without notice. We believe the information provided here is reliable. These views 
and strategies described may not be suitable for all investors. References to specific securities, asset classes and financial markets are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations. Past 
performance is no guarantee of future results.  
 
Real estate investing may be subject to a higher degree of market risk because of concentration in a specific industry, sector or geographical sector. Real estate investing may be subject to risks including, but not limited to, declines in the value of real 
estate, risks related to general and economic conditions, changes in the value of the underlying property owned by the trust and defaults by borrower. 

Leverage.  Certain of the Fund’s investments may be leveraged, which may adversely affect income earned by the Fund or may result in a loss of principal. The use of leverage creates an opportunity for increased net income, but at the same time 
involves a high degree of financial risk and may increase the exposure of the Fund or its investments to factors such as rising interest rates, downturns in the economy or deterioration in the condition of the investment collateral. The Fund may be unable 
to secure attractive financing as market fluctuations may significantly decrease the availability and increase the cost of leverage. Principal and interest payments on any leverage will be payable regardless of whether the Fund has sufficient cash 
available. Senior lenders would be entitled to a preferred cash flow prior to the Fund’s entitlement to payment on its Investment. 

The Target Return has been established by J.P. Morgan Investment Management Inc. “J.P. Morgan” based on its assumptions and calculations using data available to it and in light of current market conditions and available investment opportunities and 
is subject to the risks set forth herein and to be set forth more fully in the Memorandum. The target returns are for illustrative purposes only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the 
target returns shown above. Because of the inherent limitations of the target returns, potential investors should not rely on them when making a decision on whether or not to invest in the strategy. The target returns cannot account for the impact that 
economic, market, and other factors may have on the implementation of an actual investment program. Unlike actual performance, the target returns do not reflect actual trading, liquidity constraints, fees, expenses, and other factors that could impact 
the future returns of the strategy. The manager’s ability to achieve the target returns is subject to risk factors over which the manager may have no or limited control. There can be no assurance that the Fund will achieve its investment objective, the 
Target Return or any other objectives. The return achieved may be more or less than the Target Return. The data supporting the Target Return is on file with J.P. Morgan and is available for inspection upon request. 

The value of investments and the income from them may fluctuate and your investment is not guaranteed. Past performance is no guarantee of future results. Please note current performance may be higher or lower than the performance data shown. 
Please note that investments in foreign markets are subject to special currency, political, and economic risks. Exchange rates may cause the value of underlying overseas investments to go down or up. Investments in emerging markets may be more 
volatile than other markets and the risk to your capital is therefore greater. Also, the economic and political situations may be more volatile than in established economies and these may adversely influence the value of investments made. 

The deduction of an advisory fee reduces an investor’s return. Actual account performance will vary depending on individual portfolio security selection and the applicable fee schedule. Fees are available upon request. 

The following is an example of the effect of compounded advisory fees over a period of time on the value of a client’s portfolio: A portfolio with a beginning value of $100mm, gaining an annual return of 10% per annum would grow to $259mm after 10 
years, assuming no fees have been paid out. Conversely, a portfolio with a beginning value of $100mm, gaining an annual return of 10% per annum, but paying a fee of 1% per annum, would only grow to $235mm after 10 years. The annualized returns 
over the 10 year time period are 10.00% (gross of fees) and 8.91% (net of fees). If the fee in the above example was 0.25% per annum, the portfolio would grow to $253mm after 10 years and return 9.73% net of fees. The fees were calculated on a 
monthly basis, which shows the maximum effect of compounding. 

All case studies are shown for illustrative purposes only and should not be relied upon as advice or interpreted as a recommendation. They are based on current market conditions that constitute our judgment and are subject to change. Results shown 
are not meant to be representative of actual investment results. Past performance is not necessarily indicative of the likely future performance of an investment. 

Any securities mentioned throughout the presentation are shown for illustrative purposes only and should not be interpreted as recommendations to buy or sell. A full list of firm recommendations for the past year is available upon request.  

The Fund is established and maintained by JPMorgan Chase Bank, N.A. under a Declaration of Trust.  The Fund is a bank-sponsored collective investment fund established as a group trust within the meaning of Internal Revenue Service Revenue 
Ruling 81-100, as amended.  The Fund is available exclusively to certain tax-qualified retirement and governmental plans that have appointed JPMorgan Chase Bank, N.A. as fiduciary for the plan. 

JPMorgan Chase & Co. and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, 
marketing or commendation by anyone unaffiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.  

J.P. Morgan Asset Management is the marketing name for the asset management businesses of JPMorgan Chase & Co. Those businesses include, but are not limited to, JPMorgan Chase Bank N.A., J.P. Morgan Investment Management Inc., Security 
Capital Research & Management Incorporated, J.P. Morgan Alternative Asset Management, Inc., and J.P. Morgan Asset Management (Canada), Inc.  
 
Copyright © 2017 JPMorgan Chase & Co. All rights reserved. 

0903c02a8155706e 
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The following summarizes certain key risk factors. Please see the Fund's Confidential Private Placement Memorandum for a more detailed discussion of these and other risks.  

General. An investment in the Fund involves significant risk. There can be no assurance that the Fund’s return objectives will be realized or that there will be any return of capital. An investor could 
lose all of its investment.  

Illiquidity and restrictions on transfer and withdrawal. Interests in a Fund Investor Vehicle are generally not transferable except with the consent of the relevant General Partner, Board of Directors or 
other body managing the applicable Fund Investor Vehicle, which consent may be withheld in their sole discretion. Investors may not withdraw capital from the Fund Investor Vehicle in which they 
have invested. Although Investors will have the ability on a quarterly basis to request the repurchase of some or all of their Interests, any such repurchases will only be made in the discretion of the 
relevant General Partner, Board of Directors or other body managing the applicable Fund Investor Vehicle in consultation with J.P. Morgan Investment Management, Inc., and there can be no 
assurance that either will exercise their discretion to repurchase Interests at any time. The Interests may not be resold, transferred or otherwise disposed of by Investors except in compliance with 
applicable securities laws and the transfer restrictions contained in the respective Charter Documents.  

Risks associated with real estate investments. An investment in the Fund is subject to certain risks associated with the ownership of real estate and the real estate industry in general. These risks 
include, among others, possible declines in the value of real estate; risks related to general and local economic conditions; possible lack of availability of mortgage funds; overbuilding; extended 
vacancies of properties; increases in competition; property taxes and transaction, operating and foreclosure expenses; legal fees and expenses incurred to protect the Fund’s investments; changes in 
zoning laws; costs resulting from the clean up of, and liability to third parties for damages resulting from, environmental problems; casualty or condemnation losses; uninsured damages from floods, 
earthquakes or other natural disasters; limitations on and variations in rents; and changes in interest rates. To the extent that assets underlying the investments are concentrated geographically, by 
property type or in certain other respects, the Fund may be subject to certain of the foregoing risks to a greater extent. 

Dependence on Investment Adviser. Most of the investment decisions with respect to the Fund will be made by the Investment Adviser. The success of the Fund depends significantly on the 
Investment Adviser’s ability to identify, select, manage and dispose of appropriate investments. There is no guarantee that suitable investments will be available or that investments will be successful.  

Leverage. Certain of the Fund’s investments may be leveraged, which may adversely affect income earned by the Fund or may result in a loss of principal. The use of leverage creates an opportunity 
for increased net income, but at the same time involves a high degree of financial risk and may increase the exposure of the Fund or its investments to factors such as rising interest rates, downturns 
in the economy or deterioration in the condition of the investment collateral. The Fund may be unable to secure attractive financing as market fluctuations may significantly decrease the availability and 
increase the cost of leverage. Principal and interest payments on any leverage will be payable regardless of whether the Fund has sufficient cash available. Senior lenders would be entitled to a 
preferred cash flow prior to the Fund’s entitlement to payment on its Investment. 

Valuation. Since the Fund’s investments have limited or no liquidity, the actual value received upon liquidation may significantly differ from the interim valuations arrived at by the Fund.  

Taxation. Returns in the Fund will be subject to U.S. federal, state and local tax regardless of the Fund Investor Vehicle. Non-U.S. Investors may also be subject to taxation in their home countries. The 
rate and amount of tax will vary depending on the mix and type of real estate investments and other investments made by the Fund. An Investor in one of the U.S. Partnerships will generally be subject 
to U.S. tax on income earned through such U.S. Partnership, even if distributions are not made by (or if such distributions are automatically reinvested in) that U.S. Partnership. Non-U.S. investors 
should be aware that the German KG and the Cayman Corporations intend to invest in U.S. real estate through U.S. subsidiary corporations. Such U.S. subsidiary corporations will pay U.S. federal 
and state tax on all income they derive, including upon their disposition of such real estate, thus reducing the return to such Non-U.S. Investors when compared with U.S. investors in the U.S. 
Partnerships. Tax-exempt U.S. investors investing in a U.S. Partnership should be aware of the potential for a U.S. Partnership to generate "unrelated business taxable income" (although the General 
Partner of Domestic LP has agreed, subject to the discussion in the Confidential Private Placement Memorandum, to use best efforts to minimize, to the extent reasonably possible and to the extent 
not inconsistent with Domestic LP’s investment objectives, the realization of such income by Domestic LP). For a more detailed discussion of the tax consequences of an Investment in the Fund, 
Investors should review the Confidential Private Placement Memorandum. Investors should consult their tax advisers regarding such tax consequences as well as any taxes to which they may be 
subject in their own jurisdiction. 

Risks 
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Other Tax Considerations. In addition to the U.S. federal tax considerations of investing in the Fund, Investors in the U.S. Partnerships should note that there may be tax filing requirements in the 
states and other jurisdictions where the Fund acquires real estate or otherwise earns income or gains, conducts activities or is deemed to be engaged in a trade or business. While Domestic LP 
generally makes its real estate investments through REIT Subsidiaries that are expected to eliminate the need for such tax return filings by Investors and the imposition of direct state and local taxes 
on Investors in Domestic LP, there can be no assurance that Investors in Domestic LP will not have to file any state and local tax returns or pay any state and local taxes. Conversely, Direct LP does 
not expect to make any investments through REIT Subsidiaries and Investors in Direct LP will generally be subject to direct state and local taxes as well as tax return filings with respect to U.S. real 
estate investments. As discussed in further detail in the Confidential Private Placement Memorandum, the Investment Adviser, with respect to Direct LP, will coordinate tax filings for certain Investors 
that are individuals and certain grantor trusts in the states and other jurisdictions where consolidated or composite tax filings are available. Corporate and other non-individual investors will be required 
to file their own tax returns in applicable states or other jurisdictions. 

Target Return. The target return discussed herein has been established as of the date of this Booklet. The Target Return has been established by J.P. Morgan Investment Management Inc. (“JPMIM”) 
based on its assumptions and calculations using data available to it and available investment opportunities and is subject to the risks set forth herein and set forth more fully in the Memorandum. A 
more detailed explanation along with the data supporting the target returns is on file with JPMIM and is available for inspection upon request. The target returns are for illustration/discussion purposes 
only and are subject to significant limitations. An investor should not expect to achieve actual returns similar to the target returns shown above. The target returns are JPMIM’s estimate based on 
JPMIM’s assumptions, as well as past and current market conditions, which are subject to change. JPMIM has the discretion to change the target returns for the Fund at any time. Because of the 
inherent limitations of the target returns, potential investors should not rely on them when making a decision on whether or not to invest in the Fund. The target returns cannot account for the impact 
that economic and market factors have on the implementation of an actual investment program. Unlike actual performance, the target returns do not reflect actual trading, liquidity constraints, fees, 
expenses, and other factors that could impact the future returns of the Fund. JPMIM’s ability to achieve the target returns is subject to risk factors over which JPMIM may have no or limited control. 
Investors should review carefully the selected risk factors below as well as in the Memorandum. No representation is made that the Fund will achieve the target return or its investment objective. Actual 
returns could be higher or lower than the target returns. A more detailed explanation of how JPMIM calculated the target returns is available upon request. 
 

Risks (cont.) 
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J.P. Morgan Asset Management – Global Real Assets 

The Commingled Pension Trust Fund (Strategic Property) of JPMorgan Chase Bank N.A. is a collective trust fund established and maintained by JPMorgan Chase Bank, N.A. under a declaration of trust.  The fund is not required to file a prospectus or 
registration statement with the SEC, and accordingly, neither is available.  The fund is available only to certain qualified retirement plans and governmental plans and are not offered to the general public.  Units of the fund are not bank deposits and are 
not insured or guaranteed by any bank, government entity, the FDIC or any other type of deposit insurance.  You should carefully consider the investment objectives, risk, charges, and expenses of the funds before investing.   

This document is intended solely to report on various investment views held by J.P. Morgan Asset Management. Opinions, estimates, forecasts, and statements of financial market trends that are based on current market conditions constitute our 
judgment and are subject to change without notice. We believe the information provided here is reliable but should not be assumed to be accurate or complete. The views and strategies described may not be suitable for all investors. References to 
specific securities, asset classes and financial markets are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations. Indices do not include fees or operating expenses and are not available for actual 
investment. The information contained herein employs proprietary projections of expected returns as well as estimates of their future volatility. The relative relationships and forecasts contained herein are based upon proprietary research and are 
developed through analysis of historical data and capital markets theory. These estimates have certain inherent limitations, and unlike an actual performance record, they do not reflect actual trading, liquidity constraints, fees or other costs. References 
to future net returns are not promises or even estimates of actual returns a client portfolio may achieve. The forecasts contained herein are for illustrative purposes only and are not to be relied upon as advice or interpreted as a recommendation.  

Real estate investing may be subject to a higher degree of market risk because of concentration in a specific industry, sector or geographical sector. Real estate investing may be subject to risks including, but not limited to, declines in the value of real 
estate, risks related to general and economic conditions, changes in the value of the underlying property owned by the trust and defaults by borrower. 

Leverage.  Certain of the Fund’s investments may be leveraged, which may adversely affect income earned by the Fund or may result in a loss of principal. The use of leverage creates an opportunity for increased net income, but at the same time 
involves a high degree of financial risk and may increase the exposure of the Fund or its investments to factors such as rising interest rates, downturns in the economy or deterioration in the condition of the investment collateral. The Fund may be unable 
to secure attractive financing as market fluctuations may significantly decrease the availability and increase the cost of leverage. Principal and interest payments on any leverage will be payable regardless of whether the Fund has sufficient cash 
available. Senior lenders would be entitled to a preferred cash flow prior to the Fund’s entitlement to payment on its Investment. 

The value of investments and the income from them may fluctuate and your investment is not guaranteed. Past performance is no guarantee of future results. Please note current performance may be higher or lower than the performance data shown. 
Please note that investments in foreign markets are subject to special currency, political, and economic risks. Exchange rates may cause the value of underlying overseas investments to go down or up. Investments in emerging markets may be more 
volatile than other markets and the risk to your capital is therefore greater. Also, the economic and political situations may be more volatile than in established economies and these may adversely influence the value of investments made. 

The deduction of an advisory fee reduces an investor’s return. Actual account performance will vary depending on individual portfolio security selection and the applicable fee schedule. Fees are available upon request. 

The following is an example of the effect of compounded advisory fees over a period of time on the value of a client’s portfolio: A portfolio with a beginning value of $100mm, gaining an annual return of 10% per annum would grow to $259mm after 10 
years, assuming no fees have been paid out. Conversely, a portfolio with a beginning value of $100mm, gaining an annual return of 10% per annum, but paying a fee of 1% per annum, would only grow to $235mm after 10 years. The annualized returns 
over the 10 year time period are 10.00% (gross of fees) and 8.91% (net of fees). If the fee in the above example was 0.25% per annum, the portfolio would grow to $253mm after 10 years and return 9.73% net of fees. The fees were calculated on a 
monthly basis, which shows the maximum effect of compounding. 

All case studies are shown for illustrative purposes only and should not be relied upon as advice or interpreted as a recommendation. They are based on current market conditions that constitute our judgment and are subject to change. Results shown 
are not meant to be representative of actual investment results. Past performance is not necessarily indicative of the likely future performance of an investment. 

Any securities mentioned throughout the presentation are shown for illustrative purposes only and should not be interpreted as recommendations to buy or sell. A full list of firm recommendations for the past year is available upon request.  

The Fund is established and maintained by JPMorgan Chase Bank, N.A. under a Declaration of Trust.  The Fund is a bank-sponsored collective investment fund established as a group trust within the meaning of Internal Revenue Service Revenue 
Ruling 81-100, as amended.  The Fund is available exclusively to certain tax-qualified retirement and governmental plans that have appointed JPMorgan Chase Bank, N.A. as fiduciary for the plan. 

JPMorgan Chase & Co. and its affiliates do not provide tax advice. Accordingly, any discussion of U.S. tax matters contained herein (including any attachments) is not intended or written to be used, and cannot be used, in connection with the promotion, 
marketing or commendation by anyone unaffiliated with JPMorgan Chase & Co. of any of the matters addressed herein or for the purpose of avoiding U.S. tax-related penalties.  

J.P. Morgan Asset Management is the marketing name for the asset management businesses of JPMorgan Chase & Co. and its affiliates worldwide. Those businesses include, but are not limited to, JPMorgan Chase Bank, N.A., J.P. Morgan 
Investment Management Inc., Security Capital Research & Management Incorporated, and J.P. Morgan Alternative Asset Management, Inc. 

Copyright © 2016 JPMorgan Chase & Co. All rights reserved. 
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Date: January 17, 2017 

 

To: Neil Galassi, Pension Administrator 

From: Leslie L. Thompson, FSA, FCA, MAAA, EA and Senior Consultant 

Re: Tucson Supplemental Retirement System-Policy supporting interest rate crediting 

on employee contributions 

 

 

Dear Neil: 

You have asked for the policy considerations in the establishment of the interest rate crediting on 

employee contributions.  Previous presentations have shown the survey results related to the 

interest rate crediting and are included as an attachment to this memo for your convenience. 

Background 

Public sector defined benefit plans (unlike private sector defined benefit plans) generally require 

employee contributions as a condition of employment.  Although not required by law (as has been 

communicated by your legal counsel), the plans will usually credit a rate of return to those 

employee contributions.  In the plans surveyed previously it was noted that the rates of return were 

flat rates, as opposed to any given indexed rate such as a Treasury bill or a Bond rate.  Further, the 

survey has shown that these interest crediting rates have decreasing over the years. 

Current practice and policy 

From the period 2007 through 2008 the interest rate crediting on employee contributions was 

7.50% and then was decreased in 2009 to 6.00%.  The interest rate crediting amount has not been 

changed since 2009.  

In general, plans that require and hold employee money pay a guaranteed rate of return.  The 

employee is guaranteed that he will always receive his contributions back, with some stated 

amount of interest.  The risk structure of this investment is markedly different from that of a more 

standard defined contribution plan in that the defined benefit plan guarantees the protection of the 

member’s account balance. 

The interest rate guarantee becomes a benefit only for those who terminate employment prior to 

retirement and who opt to take a lump sum distribution.  Those former employees may receive 

their contributions plus the interest that has been credited on their account.  Employees who stay 

until retirement will receive an annuity based on the formula benefit, and the City Code ensures 

that the member and/or beneficiary will always receive at least the value of the contributions plus 

interest. 
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The following is a chart which illustrates the history of the interest rate crediting and includes a 

comparison to the economic assumptions: 

 

History of Economic Assumptions 

Tucson Supplemental Retirement System 

Valuation 
as of June 

30,  

Real 
Rate of 
Return 

Inflation 
Nominal 
Rate of 
Return 

Interest rate 
credited on 
employee 

contributions 

2006 4.25% 3.50% 7.75% 7.50% 

2007 4.25% 3.50% 7.75% 7.50% 

2008 4.25% 3.50% 7.75% 7.50% 

2009 4.25% 3.50% 7.75% 6.00% 

2010 4.25% 3.50% 7.75% 6.00% 

2011 4.25% 3.50% 7.75% 6.00% 

2012 4.25% 3.50% 7.75% 6.00% 

2013 4.25% 3.50% 7.75% 6.00% 

2014 4.25% 3.00% 7.25% 6.00% 

2015 4.25% 3.00% 7.25% 6.00% 

2016 4.25% 3.00% 7.25% 6.00% 

 

Risk alignment of the employee contribution account 

What should be the basis for the interest rate crediting amount?  Should it be considered a 

“benefit” and part of the compensation package?  Should it be a recruiting tool, something to help 

with the hiring process?  Or should the employee contributions be considered an investment in the 

retirement plan?  These decisions are well beyond the purview of this actuary; however, based on 

experience with other entities we would recommend that the Board consider the employee 

contributions as an investment in the employee’s financial future.  The Board may wish to 

consider crediting interest on the basis of the underlying risk to the investor (the member).  These 

member contributions are mandatory, and are invested on their behalf by a group of investment 

consultants.  Members earn a stated rate of return, they do not, for example, earn negative rates of 

return even when the market does so.  The principal is preserved in their investment, and a rate of 

interest is guaranteed. 

Employees are investing their contributions into a vehicle that guarantees a return of principal as 

well as the guaranteed interest.  The employee is virtually investing in a risk-free asset.  There is 
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no risk-free asset out in the markets that credit a 6% rate of return (the current interest crediting 

rate).  Risk-free rates of return, which may be found at banks, are currently crediting 1% or less. 

Consideration for the mandatory nature of the employee contributions 

To purchase an investment that guarantees both principal and interest would require the purchase 

from an insurance type entity or bank, with the interest rates crediting close to that of a risk free 

asset (which would be around 1%).  However, while the market may guarantee interest and 

principal at these very low rates (bank savings accounts are still less than 1%), the member 

actually does not have a choice about this investment since the contribution is a requirement of his 

employment at the City of Tucson. 

The Board may wish to recognize that there is a “liquidity” premium that ought to be added to the 

rate of return being crediting since the member is required to make contributions and there is no 

surrendering of the account until there has been a change in employment status. 

Items to consider when setting the interest rate  

Crediting interest at rates close to the actuarial assumed rate could, over time, create a loss to the 

plan.  This loss occurs because the average interest rate assumed for funding is 7.25% -which 

could include some negative years as well as positive years. To credit a member’s account at a rate 

close to 7.25% has periods of time where the member earns, on average, more than the plan.  The 

loss occurs when the interest credited is greater than the interest earned. 

 

Generally the interest rate crediting on any asset in a free market is dependent upon the risk 

undertaken.  The plan is taking significant risk and is expected to be able to capture over time the 

7.25% return.  The member is not taking a similar amount of risk, so it could be argued that their 

interest crediting ought to be lower. 

Recommendation-benchmark to the long term rate of inflation 

But what should the interest rate crediting be?  Long term inflation is at 2.60% (as estimated by 

the Social Security Administration).  This however is a very long term estimate.  More immediate 

estimates from investment consultants puts inflation closer to 2%-which would be a better match 

for the current duration of the employee contribution account (employees who are hired, then 

terminate and withdraw their funds).  However, in recognizing the long term nature of this plan, 

the fact that these employee contribution accounts are not 401k accounts to be valued daily, we 

would recommend the board consider using the long term inflation rate of 3% as a benchmark for 

the interest rate crediting on the employee contribution accounts. 
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Creating a win-win 

 

Using this assumption could be perceived as creating a “win-win” for the plan and its members.  

The interest rate crediting of 3% will be less than the total rate of return, better protecting the plan 

from losses due to “over-crediting” and the members will be earning a rate that is higher than that 

which is currently offered by local banks for a comparable level of risk.  

 

The Board could review this annually at the retreat, along with its annual review of the interest 

rate and inflation rate experience and assumptions.  Further, with each experience study this 

interest rate crediting would be reviewed in detail and recommendations would be made 

concerning its future level.  The use of a long term inflation assumption rate provides a margin 

above current crediting rates that could also be referred to as the “consideration” for the 

mandatory nature of the required employee contribution. 

 

 

 

 

 

 
 

 



Purpose: To present the counts and account balances of all active, vested and terminated not vest memebrs with estimate of interest effect.  

Account Balances Est. Per Annum Est. Per Annum Difference  Average per Average per
Type Count As of 06/30/2016 Interest at 6% Interest at 2% between 2% and 6% Member at 6% Member at 2%
Active 2,493         119,316,146$         7,158,969$          2,386,323$          4,772,646$                    2,872$                957$                   
Terminated Vested 307            15,072,821              904,369                301,456                602,913                          2,946                   982                     
Terminated Not Vested 82              746,174                    44,770                  14,923                  29,847                            546                      182                     

Totals: 2,882         135,135,141$         8,108,108$          2,702,703$          5,405,405$                    6,364$                2,121$               

*The above data is as of 6/30/2016 in order to be repesentative of the next interest allocation that will be based off 
   the account balances as of that date.

POPULATION DATA AND INTEREST RATE EFFECT



Purpose: To present actual amounts of interest allocated to member accumulated contribution account balances for the past
                    four fiscal years.

Date Active Deferred Total
12/31/14 3,631,843.16 364,607.59 3,996,450.75
06/30/15 3,677,020.12 383,564.68 4,060,584.80
12/31/15 3,683,647.73 407,109.10 4,090,756.83
6/30/16 3,379,951.80 437,296.82 3,817,248.62

TOTAL 15,965,041.00

ACTUAL INTEREST ALLOCATED

Active Deferred Total
12/31/14 3,631,843.16 364,607.59 3,996,450.75
06/30/15 3,677,020.12 383,564.68 4,060,584.80
12/31/15 3,683,647.73 407,109.10 4,090,756.83
6/30/16 3,379,951.80 437,296.82 3,817,248.62

0.00

500,000.00

1,000,000.00

1,500,000.00

2,000,000.00

2,500,000.00

3,000,000.00

3,500,000.00

4,000,000.00

4,500,000.00

6 % TSRS Interest

12/31/14 06/30/15 12/31/15 6/30/16

Total Interest credited to members account from 
12/31/2014 through 06/30/2016 = $ 15,965,041.00.

Note 1:  Active employee interest for 2016 offset by 
retirement incentive (FY 2016 ‐ 3rd and 4th quarter).  
All other data did not have any such offsets,  and 
differences in population  counts between fiscal years 
is not significant (<1%) 



Purpose:  To present actual refunds and rollover amounts paid over the past 4 fiscal years

FY TYPE TSRS TSRS II
FY 2013 REFUND  $1,158,975.84 $249,194.40
FY 2013 ROLLOVER  $426,577.07 $108,515.01
FY 2014 REFUND  $946,235.10 $233,027.59
FY 2014 ROLLOVER  $367,185.30 $167,112.81
FY 2015 REFUND  $950,729.42 $313,760.08
FY 2015 ROLLOVER  $265,524.30 $202,324.47
FY 2016 REFUND  $626,791.96 $228,740.70
FY 2016 ROLLOVER  $255,668.11 $355,405.41

$4,997,687.10 $1,858,080.47

Row Labels Sum of TSRS Sum of TSRS II
FY 2013 $1,585,552.91 $357,709.41
REFUND 13 $1,158,975.84 $249,194.40
ROLLOVER 13 $426,577.07 $108,515.01

FY 2014 $1,313,420.40 $400,140.40
REFUND 14 $946,235.10 $233,027.59
ROLLOVER 14 $367,185.30 $167,112.81

FY 2015 $1,216,253.72 $516,084.55
REFUND 15 $950,729.42 $313,760.08
ROLLOVER 15 $265,524.30 $202,324.47

FY 2016 $882,460.07 $584,146.11
REFUND 16 $626,791.96 $228,740.70
ROLLOVER 16 $255,668.11 $355,405.41

Grand Total $4,997,687.10 $1,858,080.47

TSRS REFUNDS AND ROLLOVERS FOR THE PAST 4 FISCAL YEARS
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City Budget Calendar 
 

Dec. 5, 2016 – Jan. 13, 2017 Capital budget development by departments  
Dec. 23, 2016 – Jan. 30, 
2017 

PB forms and infoAdvantage reports available to 
departments to develop budget request 

Jan. 30, 2017 – Feb. 15, 
2017 

FY 2016/17 Second Quarter Financial Monitoring Team 
meetings ‐ Tentative 

Feb. 3, 2017 Due – FY 2017/18 Revenue Projections 
Feb. 3, 2017 Due – FY 2017/18 Expenditure Requests 
April 19, 2017 Recommended Budget submitted to Mayor and 

Council 
June 6, 2017 Final FY 2017/18 Budget adoption by Mayor and 

Council 
 



Staff Memo Regarding TSRS FY 2018 Budget 

 

This memo is designed to communicate the proposed changes to the Fiscal Year 2018 TSRS Budget 
versus Fiscal Year 2017.  Please note there are not many proposed changes from FY 2017 at this time, 
and most of the line items remained the same.  Changes are as follows: 

 Budgeted deductions for pension benefits were increased by 5% based on the projected 
increase in benefit payments in the most recent Actuarial Valuation 

 Budgeted expenses for personnel services were increased by $16,535 over the prior fiscal year.  
This was due to the planned increase in wages for the Management Analyst upon passage of the 
probationary period.  Also, an additional $6,000 is being requested for a potential intern for the 
TSRS Office for 500 hours at $12.00 per hour. 

 As the services performed by TSRS from Treasury have been completely transitioned to TSRS 
Staff, the $60,000 in FY 2017 budgeted expenses for Treasury Services has been eliminated. 

 The $60,000 previously budgeted for Treasury Services have been allocated to external audit 
services of $25,000, and a $35,000 request to perform a search for and hire of an independent 
actuary to perform an audit of the TSRS Actuary.  Based on my research this should cost 
anywhere from $30,000 to $40,000 for a plan of our size. The external audit services were 
previously budgeted with object 219, other services.  Staff elected an allocation of the previous 
budget for Treasury Services in lieu of decreasing the budget for professional services, where 
the investment managers and consultant are paid from.  Staff is not requesting any budget 
decreases or increases for the professional services line item based on our analysis. 

 There is a requested increase of $10,000 to the Computer Software/Maintenance line for 
potential IT services (Internal or External) related to re‐vamping the TSRS website and any other 
needed system/software change needs that may arise. 

 There was an increase to Insurance of $1,200 for hazardous waste insurance.  This is a required 
personnel item that comes from risk management.  It is an internal charge that is assessed to all 
personnel potions in the City to fund the hazardous waste program.  The program is a city‐wide 
initiative assessed to all Departments and Divisions.  TSRS actuary began incurring this expense 
during FY 2016; we are simply requesting to add it to the budget moving forward.  

 

 

 

 



Requested 
FY 2016 FY17 Year to Date Budget Budget
Actuals thru 12/31/16 FY2016-2017 FY2017-2018

ADDITIONS
Contributions:
  Member Contributions $ 6,300,714          $ 3,664,329.23 $ 6,772,700           $ 6,798,000           Prj Pyrl of $132M x ee blended rate of 5.15%, per actuarial report 6/30/16
  City Contributions 33,175,307        15,890,469.89 40,203,900         36,300,000         Prj prl of $132M x total contr rate of 27.50%
  Purchase of Service 755,299             43,163                       
  Contributions from Other Sources 27,372               - 50,000                50,000                
    Total Contributions 40,258,692        19,597,962                47,026,600         43,148,000         
Investment Income:
  Net Increase(Decrease) in Fair Value of Investment 8,758,641          25,079,062.55

Interest 6,649,353          1,262,967.28 6,000,000           6,000,000           
Dividends 6,408,886          1,233,459.59 6,000,000           6,000,000           
Securitiy Lending Earnings 148,059             33,475.37 135,000              135,000              
Miscellaneous Earnings 105,713             
    Total Investment Income 22,070,652        27,608,965                12,135,000         12,135,000         

Less Investment Expense:
Custodial Bank 291,919             No data as of yet 300,000              300,000              

  Investment Consulting Services 204,435             105,284.00 250,000              250,000              
  Investment Management Fees 3,441,000          880,526.00 3,500,000           3,500,000           
  Security Lending Fees 59,201               34,392.00 70,000                70,000                
    Total Investment Expense 3,996,555          1,020,202                  4,120,000           4,120,000           
         Net Investment Income 18,074,097        26,588,763                8,015,000           8,015,000           
         Total Additions $ 58,332,789        $ 46,186,725                $ 55,041,600         $ 51,163,000         

TUCSON SUPPLEMENTAL RETIREMENT SYSTEM
STATEMENT OF CHANGES IN PLAN NET ASSETS

FISCAL YEAR 2018 BUDGET



TUCSON SUPPLEMENTAL RETIREMENT SYSTEM
STATEMENT OF CHANGES IN PLAN NET ASSETS

FISCAL YEAR 2018 BUDGET

Requested FY 17 Detail FY18 Detail
FY 2016 FY17 Year to Date Budget Budget object
Actuals thru 12/31/16 FY2016-2017 FY2017-2018 68,300,000   71,715,000    Service Retirements (Increased by approx 5% for FY 18, based on most recent actuarial results)

DEDUCTIONS 3,100,000     3,100,000      Service Retirement Survivors
Benefits: 350,000        350,000         Disability Survivors
  Payments to Participants $ 67,910,496        $ 35,307,288              $ 73,725,000       $ 77,140,000          105's 1,975,000     1,975,000      Disability Retirements FY 17 FY 18
    Total Benefits 67,910,496        35,307,288              73,725,000       77,140,000          73,725,000   77,140,000    1,200         1,200         Downtown Allow ($300 X 4 Employees)
Refunds: 66,275       69,294       Supp Pension Contrib (Per Budget Div)
  Refunds 2,499,342          912,587                   2,650,000         2,650,000            186                 2,400,000     2,400,000      Active member refunds 18,437       17,549       FICA (Per Budget Div)
  ASRS Transfers 35,912               50,000          50,000           Interim interest on refunds 32,598       12,864       Group Plan Insurance (Per Budget Division)
    Total Transfers 2,535,254          912,587                   2,650,000         2,650,000            200,000        200,000         DWE benefit payment 300            300            AZ unemployment (Per Budget Div)
Administrative Expense: 16,535            2,650,000     2,650,000      6,748         4,572         Work Comp (Per Budget Div)
  Personnel Services 233,171             122,137                   230,100            246,635               101                 See Detail 3,374         3,120         Public Liability (Per Budget Div)
  Fringe Benefits 125,278             53,424                     124,800            124,800               108-117 128,932     108,899     
  Accounting Services 96,000               -                              96,000              96,000                 196                 Quarterly financial statements and accounting services related to TSRS
  Treasury Services 108,200             -                              60,000              -                          196                 Removed as Treasury Staff currently does not significantly assit TSRS
  Other Services (includes actuary & physician) 62,882               51,400                     90,000              90,000                 219                 57,408       60,000       Actuary
  Legal (outside counsel for consulting) 34,403               5,414                       50,000              50,000                 212                 12,280       30,000       Physician
  Audit 23,845               24,300                     -                        60,000                 213                 
  Travel/Training 3,055                 315                          18,000              18,000                 203-204 4,000            4,000             Travel 69,688       90,000       
  Printing and Supplies 10,611               2,448                       18,000              18,000                 311-312 14,000          14,000           Training
  Postage 9,557                 6,709                       12,000              12,000                 314 18,000          18,000           25,000       External Audit
  Computer Software/Maintenance 36,510               39,000                     41,000              51,000                 260                 4,880            4,880             Fiduciary Liability 35,000       Potential Actuarial Audit
  Insurance 29,160               1,929                       28,900              30,080                 221 & 228 24,000          24,000           Public Liability
  Other 125,035             4,409                       8,900                8,900                   28,880          1,200             Hazardous Waste Insurance 60,000       
    Total Administrative Expense 897,707             311,485                   777,700            805,415               30,080           
      Total Deductions 71,343,457        36,531,360              77,152,700       80,595,415          
NET INCREASE (DECREASE) $ (13,010,668)       9,655,365                $ (22,111,100)      $ (29,432,415)        232        1,200            1,200             R&M Machinery & Equip

245        1,200            1,200             Telephone
36,531,360              263        2,560            2,560             Public Relations
37,517,170              284        1,500            1,500             Memberships & Subscriptions

(985,810)                 341        250               250                Books, Periodicals & Records
345        1,000            1,000             Furnishings
346        1,000            1,000             Computer Equipment
205        200               200                Parking

8,910            8,910             



Personnel Services
FY18 hourly Annualized

Pension Admin. 42.17 87,713.60      Prvided by Budget Div
Lead Analyst 34.56 71,884.80      Prvided by Budget Div
Analyst 20.68 43,014.40      Prvided by Budget Div
Admin. Assistant 18.28 38,022.40      Prvided by Budget Div

Potential Intern 12.00 6,000.00        
246,635.20$  

Based on hourly rate for interns in Finance 
Systems and potential for 500 hours.
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Projection Run Date: 12/13/16
Unit 9021-Pension Fund Administration

Position
No Classification Employee Grade Count FTE Salary Suppl. PENSION MEDICAL DENTAL Other Unemploy WComp O.A.S.D.I. Medicare Total
0005644 0231 - Administrative Assistant 915 1 1.00 38,022 1,260 10,456 16 259 56 75 722 2,435 393 53,694

0004644 0844 - Pension Administrator 818 1 1.00 87,714 300 24,121 5,853 106 52 75 1,667 5,457 880 126,225

0004899 0866 - Management Analyst 812 1 1.00 43,014 300 11,829 6,125 230 54 75 817 2,685 433 65,562

0003617 0884 - Lead Pension Analyst 816 1 1.00 71,885 1,260 19,768 16 259 59 75 1,366 4,535 731 99,954

Total 9021-Pension Fund Administration 4 4.00 240,635 3,120 66,174 12,010 854 221 300 4,572 15,112 2,437 345,435

Grand Total 4 4.00 240,635 3,120 66,174 12,010 854 221 300 4,572 15,112 2,437 345,435

Tucson Suppl Retirement System















A roundup of money (and other) news governments can use.

BY: Liz Farmer | January 13, 2017

To read this regularly, subscribe to "The Week in Public Finance" newsletter for free.

How Will Trump's Infrastructure Plan Affect the Economy?

Economic impact estimates are all over the map when it comes to how much of an affect President-elect Donald Trump’s 10-year $1
trillion infrastructure proposal will have on the economy. To that end, two reports came out this week that come to completely different
conclusions.

The first, by Georgetown University, says that Trump's plan could create as many as 11 million jobs. However, it cautions, the additional
spending in combination with proposed tax cuts and other economic policy shifts could “overheat the economy” by increasing inflation and
setting the stage for further interest rate hikes.

The Tax Foundation had a much more modest take. This is partly because the report assessed the varying degrees of economic impact
the proposal would have depending on what other policy measures are implemented. The foundation looked at the impact of a theoretical
$500 billion investment by the federal government through five funding mechanisms: borrowing, cutting government spending, raising
excise taxes, raising the top tax rate on individual income and raising the corporate income tax.

The foundation concluded that either borrowing money or reducing government spending to pay for the increased investment would
slightly boost GDP and increase employment by 21,400 full-time jobs. The other methods of funding would have a more reduced
economic impact.

The Takeaway: A lot depends on how much the federal government will invest and how it will pay for it. Lawmakers in Washington will
have to walk the fine line of putting up enough capital to get things going, but not so much that paying for it threatens to depress
economic growth.

Meanwhile, many believe that most of the infrastructure investment would flow to toll roads and other projects that generate revenue.The
Court Street Group’s George Friedlander and Joseph Krist recently predicted that the toll-free status of highways could be threatened.
“We expect a significant portion of any new funding to target transportation,” they wrote, “and would not be surprised to see Congress
permit tolls on Interstate highways as a way to support desperately needed maintenance and repair of these arteries.”

Surprise (Or Not)! It Turns Out High-Risk Pension Investments Are Risky

A new analysis by the Rockefeller Institute of Government has found that the common pension practice of choosing more high-risk,
high-reward investments to increase returns significantly increases the chance that taxpayers will be left paying for a pension shortfall.

As interest rates have fallen over the last 25 years, pension plan investments have shifted from stable bonds to stocks and alternative
investments like hedge funds. This shift was done as a way for plans to still hit their target rates of return, which is typically between 7 and
8 percent.

The institute's analysis took this practice and projected it onto the finances of a prototypical pension fund over 30 years. The result was
that the pension had a 17 percent chance of falling below 40 percent funding after three decades. Such a low level of funding means the
government would face a risk of sharp contribution increases.

The Rockefeller analysis also looked at what happens if pension plans lower their target investment rate of return to 3.5 percent, which is
roughly what long-term bond interest rates are now. In this case, the pension fund “had almost no risk of severe underfunding over the
30-year period,” but government contributions would likely triple.

The Takeaway: Some of the country’s worst-funded pension systems are already an example of this high-risk simulation at work. Dallas,
for instance, was downgraded this week by S&P Global Ratings, largely because of its pension crisis caused by extremely risky pension
investments that failed.

All of this has led to a few pension plans seeing the writing on the wall and lowering their investment rate of return. One of San Jose,
Calif’s pension funds voted to lower its target rate of return to 6.875 percent. The city’s other fund is considering doing so too. CalPERS,
the state-run pension fund, also recently voted to step down its target rate to 7 percent by 2020. Such moves “make public pension
funding safer,” the institute’s report said, “but unfortunately will increase stresses on already-strained state and local governments.”

Sneaky Debt

New York City has been ranked as the nation's second-worst in terms of its fiscal health in a newly released analysis of 116 U.S. cities

http://www.governing.com/templates/gov_print_article?id=410535765
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with populations greater than 200,000. That's obviously surprising because the Big Apple’s economy has been soaring -- total revenue
has gone from $60 billion in 2009 to $81 billion in 2015. “But,” notes Public Sector Credit Solutions’ Marc Joffe, who worked on the
rankings, “the city has been spending the money almost as quickly as it has been coming in.”

New York’s per capita bond debt also greatly exceeds that of all other large U.S. cities, and is even 50 percent higher than that of
Chicago, which was ranked first in the analysis. It’s retiree health-care liabilities ($85 billion) double its long-term debt total.

On the other end, California cities dominate the top of the cities with the best fiscal health -- another surprise as the state is home to the
most municipal bankruptcies in the modern era. Southern California’s Irvine ranks No. 1 thanks to relatively low debt levels and high
reserves.

The Takeaway: A key factor here is that, while the analysis considers annual pension costs, it doesn’t include pension liabilities in its
long-term debt tally. Pension debt has been a big factor in California’s bankrupt cities, for example. Looking to New York City, it’s pensions
are by no means well-funded but they are in far better shape than Chicago’s.

Still the city’s outsized retiree health-care liabilities signal a major vulnerability that should be managed. “High-debt burdens and
insufficient general fund reserves are associated with episodes of fiscal distress, which are marked by employee furloughs, layoffs, and,
in extreme cases, bond defaults and bankruptcy filings,” warns Joffe. “Still, if New York City continues to record strong revenue growth, it
can shoulder its sizable obligations.”

To read this regularly, subscribe to "The Week in Public Finance" newsletter for free.

This article was printed from: http://www.governing.com/week-in-finance/gov-finance-roundup-trump-infrastructure-
plan-pensions-nyc-fiscal-health.html
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