
 
TUCSON SUPPLEMENTAL RETIREMENT SYSTEM 

BOARD OF TRUSTEES AGENDA 
 

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 

 
 

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 

 

B. Legal Updates – Catherine Langford* 
1. Support Orders 
2. Public Safety Personnel Retirement System Legal Update 
 

C. Plan Administrator’s Report 
1. Report on Office Operations and Key Facts & Figures for the Past Month 
2. TSRS Operation Highlight – Domestic Relations Orders 
3. Training Opportunities 
 

D. Administrative Discussions  
1. Fixed Income Portfolio Composition Discussion 
2. Report From Board Member – NAREIT 
3. Trustee to Trustee Transfers 

 
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  

 
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 

 
H. 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, November 17th, 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 

Kevin Larson, City Manager Appointee 
Rebecca Hill, Interim HR Director (Departed 9:39 AM) 
Karen Tenace, Deputy Director of Finance 
Michael Coffey, Elected Representative (Arrived 8:37 AM) 
Jorge Hernández, Elected Representative 
John O’Hare, Elected Retiree Representative 

  
Staff Present Dave Deibel, Deputy City Attorney (Departed 9:28 AM) 

Neil Galassi, Pension Administrator 
Bob Szelewski, Lead Pension Analyst (Departed 9:25 AM) 
Ginny Rath Pepper, Administrative Assistant 

     
Guests Present Claire Beaubien, CTRA Representative (Arrived 8:58 AM) 

*Catherine Langford, TSRS Legal Counsel, (* via telephone) (Departed 9:28 AM) 
    Gordon Weightman, Callan Associates (Departed 10:54 AM) 
    Paul Erlendson, Callan Associates     
     

Absent/Excused:   None 
 
 
 
Chairman Fleming called the meeting to order at 8:34 AM 

 
A. Consent Agenda  

1. Approval of October 28th  Board Meeting Minutes  
2. Retirement ratifications for November 2016  
3. October 2016 TSRS expenses and revenue compared to budget  
4. TSRS Portfolio Composition, Transactions and Performance Review October 2016 Note 1 

 
Material distributed. 
 
A motion to approve the Consent Agenda was made by John O’Hare, 2nd by Jorge Hernandez, and 
passed by a vote of 6-0 (Michael Coffey was not present). 
 

 
B. Administrative Discussions  

1. TSRS Funding Policy – Addition of Intent & Summary and Glossary 
 
Neil Galassi stated that the proposed addition of Intent & Summary and Glossary to the TSRS funding policy is 
a combination of efforts by Catherine Langford who is currently on the telephone via speaker phone, Leslie 
with Gabriel Roeder Smith, and of himself.  The document is the result from the comments made at the Board 
retreat when the first draft of the policy was distributed.  The changes were incorporated into the Intent & 
Summary, terminology was rewritten within the funding policy and added examples in the glossary.   



 
Catherine Langford stated that she would have liked to provide the Board with a red line of the policy but was 
unable to as it was not comprehensible when it was completed.  At the Board retreat, two new pages were 
discussed; the Intent and Summary page, and the Glossary page.  The basic funding policy itself wasn’t 
modified at the retreat.  Everything now is integrated into one cohesive document.  Significant modifications 
have been done on Section II Funding Policy Goals and Section IV Policy, page 2 of the TSRS Funding Policy, 
as referenced below.  The methodologies were not changed in the policy.  Instead all of the pieces of the 
documents were integrated in a more understandable fashion.  Section 2, Funding Policy Goals, changed the 
language so that the document will be current year to year as we move forward.  Paragraph A has language 
about a target time frame of extinguishing the unfunded liability between 2025 and 2030.  It relates back to the 
original funding policy date of 2014 and at that time we were looking at a 12-15 year horizon and now we have 
specific years in there so that we aren’t rolling that time frame forward every year.  The language says that it’s 
a target, therefore if it looks like our unfunded isn’t going to be paid off by that time period, which right now it’s 
not based on the current evaluations, it’s a trigger for the Board to take a close look and make sure that 
everything in terms of assumptions look appropriate.  The other primary focus was clearing up the confusion of 
the defined term in the policy due to the use of the terms ARC (Annual Required Contribution) and ADC 
(Actuarially Determined Contribution).  The term ARC, in this policy now, doesn’t appear accept as a reference 
to what it actually is in the Tucson City Code.  The policy is built around the ADC.  In addition, language was 
previously used about a calculated rate (GRS’s hard actuarial numbers for the members’ and City’s calculated 
rate) and a charged rate (represented what the Board was recommending at the end of this process of going 
through the funding policy).  They are now simplified and called the required rate (what the code requires) and 
the recommended rate (after the Board’s adjustments through the funding policy).   
 

 



 
Chairman Fleming pointed out that there is a mistake on page 8 of the TSRS Funding Policy under Legacy 
Members as referenced below. “Who’s” should be spelled “whose”. 
 

 
 
Catherine Langford answered in the affirmative that the spelling is an error and she will have it corrected. 
 
Karen Tenace complimented and thanked Catherine Langford on the document as it cleared up the confusing 
terms that were discussed at the retreat.  Karen asked Catherine Langford about the definition of Open 
Amortization and Closed Amortization on the Glossary, page 7 of the TSRS Funding Policy, as referenced 
below.  The way it’s written, it appears that the Closed Amortization is the option to choose because everything 
goes down to zero at the end.  Over the years, the Board has gone back and forth on whether or not it should 
be on an Open or Closed Amortization.  Leslie at GRS explained that we are in a hybrid situation with our 
rounding policy as an attempt to get the benefit of both worlds in the Open versus Closed Amortization 
methodologies.  Karen asked if there is a way to make the document clear for someone reading it trying to 
understand why we aren’t in a Closed Amortization versus an Open Amortization.   
 

 
 



Chairman Fleming asked Karen Tenace if she would like to add a sentence at the end that states the current 
funding policy for TSRS is … 
 
Karen Tenace answered in the affirmative.  Karen suggested to write a sentence about Open Amortization and 
to define the rounding policy as a type of hybrid.  Karen stated that she is open as to how to go about making it 
clearer. 
 
Catherine Langford referred to making the clarification on both page 3, Section A.3. of the TSRS Funding 
Policy as referenced below and the Amortization section of the Glossary as referenced above.  Catherine said 
when she speaks with Leslie at GRS about it; it’s difficult because the only two concepts recognized in the 
actuarial world are Open and Closed Amortization where the hybrid is Leslie’s definition.  Catherine said that in 
Section A.3., in the Amortization Policy where we have adopted a 20 year open, she could add something 
there that states rounding as described below gets us closer to what looks like a Closed Amortization.   

 
 

 
 
Karen Tenace replied to Catherine Langford that her suggestion would be a good solution.   
 
Chairman Fleming suggested in the Glossary to refer back to that section for someone reading Choices A and 
B, can have an easy reference for which one we have adopted. 
 
Karen Tenace agreed with Chariman Fleming.  
 
Catherine Langford answered in the affirmative and stated that she likes the cross reference idea.    
 
Karen Tenace stated with that small change, she believes it is a great document.   
 
Chairman Fleming asked Catherine Langford if it is appropriate to adopt this document with these changes or 
do we need to see them come back. 
 
Catherine Langford stated that she is comfortable with understanding the changes that are being requested 
and would be okay with the Board adopting it subject to the two changes and she can finish with Neil Galassi.  
 
Kevin Larson stated to Catherine Langford that he really liked the first page of the document as well as the 
Funding Policy, paragraph A, as it’s really helpful for the Board and readers to understand what the Board’s 
intent is for improving the financial position of the plan.  He also liked how the definition has been clarified and 
supports the resolution.   
 
Chairman Fleming told Catherine Langford that the entire Board appreciates the work she put forth into the 
document and the great job she did on it. 
 
Catherine Langford said thank you. 
 



A motion to adopt the addition of Intent & Summary and Glossary to the TSRS Funding Policy was 
made by Karen Tenace, 2nd by Rebecca Hill, and passed by a vote of 7-0.   
 
Chairman Fleming requested to correct the spelling of who’s to whose on page 8, under the Legacy 
Member’s header.  
 
Karen Tenace requested to clarify the definition of amortization in the glossary on page 7 to define the 
rounding policy within. Clarifying definition will be made as a cross reference on section A3, page 3 
and glossary definition on page 7. 
 
Catherine Langford stated that she will make the two changes and get it back to Neil Galassi.  She suggested 
that we have a new signature on the assumption page to make it clear that the entire document has been 
updated.   
 
Chairman Fleming answered in the affirmative. 
 
Chairman Fleming asked if we still needed Catherine Langford on the phone for the rest of the meeting.  
 
Neil Galassi stated that Catherine Langford is going to stay on the phone for the next item on the agenda to be 
discussed to facilitate any questions the Board may have.  
 

2. Changing the Interest Rate Allocated to Member Account Balances 
 
Neil Galassi stated that he worked on the write up for changing the interest rate, and to educate the Board on 
what the code provisions are, and what can and can’t be done legally.  It was a combination of efforts between 
himself, Leslie at Gabriel Roeder Smith, and Bob Szelewski.  It’s a topic that was introduced at the Board 
retreat and it was discussed that we are currently allocating 6% per code to the member accumulated 
contribution account balances.  Catherine Langford has been able to determine that there are no potential legal 
barriers.  ASRS was able to accomplish making a change with no legal challenges.  Neil reviewed the 
comments, summary, and data of the Changing the Interest Rate Allocated to Member Accumulated 
Contribution Account Balances Discussion document on pages 2, 3, and 4 as referenced below.  Interest is 
allocated biannually.  The data is as of June 30, 2016 to give the Board an idea of what we would be allocating 
to those balances.   $135 million of total member account balances at 6%, we are giving about $8.1 million of 
interest and if we go to 2%, we would be giving about $2.7 million.  Neil sent those numbers to Leslie at 
Gabriel Roader Smith and she made some conclusions that are listed in the data and summary.  While the 
savings don’t appear significant, the policy of aligning the risk with return will create a platform for using the 
dollars in a way that’s better aligned with the employees, especially with the strained resources.  This is a small 
cost savings measure and every little bit helps.  Summarizing staff comment; it’s a prudent action given market 
conditions.  We are providing a risk free investment guarantee of the return of principal.  If the plan earns less 
than 6%, we are providing a return to members that is greater than the market return on assets.  So in a risk 
free environment, given the current economy, many savings accounts give less than 1%.  Given the interest 
allocation is guaranteed, the rates should be a little more reflective of the market environment for similar 
profiled investments, so 2% can be reasonable given the current environment and being comparable to other 
plans such as ASRS and those in Colorado that were viewed at the retreat.   
 
Neil Galassi asked Catherine Langford if she has any comments or if we are ready for discussion. 
 
Catherine Langford asked Neil Galassi a question about the final chart of the Changing the Interest Rate 
Allocated to Member Accumulated Contribution Account Balances Discussion document on page 6 that is 
referenced below.  She asked Neil if when if when the refund and rollover information was compiled for the 
past 4 fiscal years, if he able to identify how much of that was interest or if they are all gross payment figures.  
 



 
 
Neil Galassi replied that he didn’t as that data was not able to be ascertained and checked with Bob Szelewski 
for confirmation.  
 
Bob Szelewski answered that it was not able to be ascertained.  
 
Neil Galassi stated that he tried to ascertain that data and all that was able to be seen was the allocation for 
the previous 6 month period. 
 
Karen Tenace asked Neil Galassi what is the difference between TSRS’s one versus two on that particular 
chart. 
 
Neil Galassi answered that one represents tier one legacy and variable members and other are the tier two 
memebrs.  
 
Karen Tenace asked Neil Galassi if this change would be prospective. 
 
Neil Galassi replied that it would be moving forward and continued to state what he’s proposing is to align it 
with the fiscal year of the plan and have it effective July 1, 2017.  That would allow time to communicate to 
members, get everything set up in the system. 
 
John O’Hare asked Neil Galassi how much would the inflation rate be and think’s we would be paying people 
negative interest rates and doesn’t think it’s fair.   Mr. O’Hare asked what the interest rate is. 
 
Gordon Weightman replied that it is right around 2 and is flat real.  
 
John O’Hare asked if we are giving them anything. 
 
Gordon Weightman replied that it would be zero real. Two minus two. 
 
Chairman Fleming asked Neil Galassi of the 6% interest paid out in the 4 years on the chart, if the shorter bars 
represent sums paid to people who are not currently employed but have not retired. 
 



Neil Galassi answered in the affirmative and asked Bob Szelewski for confirmation if those are the deferred 
retirees.  
 
Bob Szelewski answered in the affirmative. 
 
Chairman Fleming asked Neil Galassi if those would be the people affected by change.  
 
Neil Galassi replied that everyone who has not retirered with an account balance would be affected, including 
the active employees because while you’re actively working for the City of Tucson, you get the guarantee 
interest on the account balance that is building up. 
 
Chairman Fleming asked Neil Galassi if most of the active employees would not affected by it because most 
active employees will receive more than their guarantee in the course of their retirement.  
 
Neil Galassi replied that it is assumed most active employees are going to retire.  At that point, the formula to 
figure their benefit doesn’t consider their member accumulated account balance.  Therefore, their account 
balance wouldn’t figure in. 
 
Michael Coffey asked Neil Galassi what is the logic of the interest rate; why do we apply an interest rate to the 
balances, if not for those people who plan to leave without retiring.  
 
Neil Galassi replied by stating that it is rooted in the code and a requirement of the Board.   
 
Michael Coffey asked Neil Galassi what is the economic logic of it. 
 
Neil Galassi answered that we are holding people’s account balances over a period of time, so they lose the 
time value of that money up until they time they retire.  They could separate, take that money when they leave 
the City and go to another plan. 
 
Michael Coffey asked Neil Galassi if it is an incentive of some sort.  
 
Neil Galassi answered it can be construed as such in a sense in a sense.  We are giving them something for 
the fact that we are holding their money for a period of time.  
 
Michael Coffey asked Neil Galassi if this is a reward for staying even if you don’t stay until retirement.  
 
Neil Galassi answered that if you leave and leave your account balance with the City, the City still gives the 
person the 6%.   
 
Michael Coffey asked Neil Galassi if the point of this would be to reduce the incentive for people who may plan 
to stay with the City for shorter periods of time. 
 
Chairman Fleming asked Neil Galassi if it would reduce the incentive for people who plan to leave their money 
with the City for a period of time.  
 
Neil Galassi answered in the affirmative.  
 
Catherine Langford answered Michael Coffey’s question; the private sector plans (a lot of public sector 
retirement plans mirror what is required in private sector plans) under the federal statutes, state if an employer 
collects mandatory contributions from an employee, they are required to pay interest.  The City of Tucson is 
not subject to the federal mandate, but that is where this came from a long time ago; it was mirroring that 
federal requirement.  On the private sector side, where you have that federal mandate, the rates typically float 
with federal rates of return.  Most plans have a rate that is much more variable than what the City of Tucson 
has had historically. 
 
Michael Coffey asked Catherine Langford why we change one fixed rate to another fixed rate, purely because 
of current economic conditions.  Does that mean that we would have to change this policy every couple of 



years to reflect interest rate changes?  If we wanted to do something that was designed to mirror a return on 
contributions, should we ping it? 
 
Neil Galassi answered that is a very good way to look at it.  He had some of those discussions with Leslie at 
GRS and Catherine Langford to try to peg it to a rate but it would be too cumbersome to implement.   
 
Chairman Fleming asked Catherine Langford when others do adjust it, if they peg it to the federal funds rates. 
 
Neil Galassi answered that Lelise at GRS discouraged him from it. 
 
Catherine Langford answered that it will be difficult to project.  The fixed rate makes the allocations easier, 
makes the projections easier, but there are some systems that do have it as an annual agenda item and 
announce a rate for the upcoming year.  It’s conceivable that we do this every year in connection with vetting 
member contribution rates and take a look at the interest rate.  
 
Chairman Fleming asked Catherine Langford if we have the power of changing it or do we have to send it to 
Mayor and Counsel to change it. 
 
Catherine Langford answered that it is a Board decision; the Board sets the rate.  
 
Chairman Fleming asked Catherine Langford if we could add it as an item.  
 
Neil Galassi answered that 22-44(h) gives the Board the authority. 
 
Chairman Fleming asked Catherine Langford if we could have it as a routine, once a year, funds rate that we 
peg it to.  
 
Catherine Langford answered in the affirmative.  
 
Michael Coffey stated that it seems to be administratively complicated but logical. 
 
Neil Galassi stated that it would be his position that the Board discusses it on an annual basis and would like it 
to change with the fiscal year.  
 
Chairman Fleming asked the Board if they would like to do it at 2%, not do it at all, or ask for it to be pegged to 
an index or rate that the Board can agree on and ask Neil to bring it back next month.   
 
Neil Galassi stated that ASRS is at 2% and Leslie at GRS indicated to him that Social Security is currently at 
2.3%. 
 
John O’Hare asked Neil Galassi what he means by Social Security being at 2.3%.  
 
Neil Galassi answered that you get a portion of interest on what you contributed for Social Security and Leslie 
at GRS said that it is currently at 2.3%. 
 
Michael Coffey stated that ASRS is more comparable.  
 
Neil Galassi answered in the affirmative. 
 
John O’Hare asked Neil Galassi if we making money on the fixed income part and that we are not paying these 
people anything in real terms, we are paying them nothing.   We are making money on our fixed income 
portfolio and doesn’t see the fairness of it.  
 
Rebecca Hill stated that employees haven’t had raises in 8 years and thinks this change would not set well on 
a population of employees that are participating in the plan.  There are some people who can’t elect to 
participate in the plan or not.  She thinks it would be a disincentive. 
 
Michael Coffey agreed with Rebecca Hill but asked if it would matter.  



 
Rebecca Hill stated that the City of Tucson is already having trouble recruiting people into positions at the City 
because of the knowledge in the community that there have been no raises for such a long period of time and 
our salaries are not at market.  One of the things that bring people to the City are our benefits and this certainly 
is considered a huge benefit.   
 
Michael Coffey stated that it is an interesting point.  Is the benefit the guarantee of a pension or the possibility 
of withdrawing the pension contributions?  He agrees but not sure if it is a benefit the way Rebecca Hill 
described it.  
 
Paul Erlendson stated that if you look at it purely as a pension fund, there is an amount of money.  Then you 
have members who retire and collect the annuitized benefit.  Then you have another population that doesn’t 
stay long enough or chooses to take a refund and the question is where do you allocate the money that grows 
in the fund.  To the extent you increase benefits for the annuitant; that means there is going to be less money 
available, all things being equal for those short term or cash out.  The flip side is to the extent you raise the 
amount of money available to those that leave, it means you aren’t going to have as much money to pay the 
annuitized benefits.  It becomes a balancing act. 
 
Michael Coffey stated that is an excellent point and it’s basically a tradeoff then.  
 
Neil Galassi answered in the affirmative.   
 
Bob Szelewski stated to support what Rebecca Hill stated, a defined benefit plan is a premier benefit for 
anyone looking for employment.  However, if one comes on board with the intent on retiring with the 
organization, the amount of contributions and interest in their account has no bearing on what their monthly 
benefit is going to be.  The assumption is that they are going to stay the long haul and draw monthly pensions.  
If they decide to leave, we’ve held their money in their account and pay them their 6% up to this point, which is 
far better than what they would get in a regular savings account.  He doesn’t want people to be misled that 
because they haven’t received pay raises, that the 6% is helping them.  If they stay for the long haul, it 
becomes a moot point at the end of the day; it doesn’t change their monthly benefit. 
 
Catherine Langford stated there is one exception to that.  In the event that someone does stay for the long haul 
and does retire, it’s absolutely true that the member contributions and interest rate doesn’t affect their monthly 
calculation.  However, the member accumulated contribution account (MACA) always serves as a floor.  If 
someone puts in the long term career years, retires and dies prematurely, the member contribution account 
serves as a guarantee that you will receive at least “x”.  Therefore, there are several provisions in the code that 
pick up that contribution account balance as a minimum that will go to the retiree and the beneficiaries.  If that 
account balance is accumulating at 6%, it’s larger than at 2%.  
 
Chairman Fleming stated based off of hearing comments from the Board, he hears some people who are 
possibly going to vote not to make a change and a couple of people who might want to have it changed to an 
index of “x” number.  He doesn’t hear comments particularly of favor of the flat 2% change right now for the 
foreseeable future.  Chairman Fleming asked if there is anyone who wants to make a motion to approve the 
policy as submitted and changing it to a flat 2% until a later decision to do something different, reject the idea 
all together, or to ask Neil Galassi to come back with a figure that the Board can adjust on an annual basis. 
 
Chairman Coffey stated based on the discussions it seems premature to make any decision without having a 
more informed discussion. 
 
Neil Galassi concurred with Chairman Coffey’s statement.  Even if we decide to make no action now, he feels 
it’s prudent for the Board to talk about this on an annual basis.   
 
John O’Hare asked if the HR department can bring the Board back information on the turnover ratio.  He thinks 
that 6% is high and thinks it would be easy to index it to the 10 year bond rate.  If we have inflation in the 
future, it would be reflected in the 10 year bond rate.  Mr. O’Hare asked Paul Erlendson for confirmation on 
that. 
 
Paul Erlendson answered in the affirmative.  



 
John O’Hare stated that our biggest competitor for employees is the ASRS and after a 10 year period, thinks it 
is still true that if the person leaves after the 10 year period, they get all of their contributions plus all of the 
ASRS contributions plus the interest.   
 
Neil Galassi stated that the percentage has changed over time but they do get a portion and that is correct. 
 
John O’Hare stated that if you’re looking at people deciding whether it’s better to go with the state, which 
covers every school district, charter school, water district, and so on. 
 
Neil Galassi stated part of the reason why ASRS folks get a portion back is because of the 50/50 split defined 
in statutes.  ASRS members are paying a portion of investment risk on the plan.  TSRS currently requires 
anywhere from 50-100% of normal costs in its funding policy. The contribution TSRS is taking is more 
designed to pay for what your benefit is going to be.   
 
Kevin Larson asked Neil Galassi if a person has 10 years of service, is 40 years old, and leaves the company, 
is it at that point in time that they need to make a decision to take the lump sum or an annuity once you hit age 
65, or can you make that decision sometime between 40 and 60.  
 
Neil Galassi answered once you are vested, you are entitled to the pension when you become eligible.  You 
can contact the System and say you want to leave your money and then call back 6 months later and say you 
changed your mind and want to take the lump sum. 
 
Kevin Larson stated that it seems like the people that are negatively impacting the plan are those that are 
leaving their money in the plan because it’s earning 6% and is a great savings rate. 
 
Neil Galassi answered in the affirmative.    
 
Kevin Larson stated that it seems they have too many options in terms of their choices.  He believes 6% is too 
high, 2% is too low considering the HR issues, and would split it at 4%.  He said it would be nice to evaluate it 
each year and it would be nice to have some indication of what the committee is going to benchmark it off of 
(the basis of why the changes are being made). 
 
Neil Galassi stated that is how ASRS went about it. ASRS went from 8% to 4%, and then from 4% to 2%.  It 
took them 4 years to do that.  Mr. Galassi said when he spoke to Paul Matson at ASRS about the interest rate; 
he commented that he would go from 8% to 2% in today’s market environment.  Mr. Galassi said that it’s also 
an option to go down a few points and evaluate it again at another time. 
 
Chairman Fleming stated that the motion before us is to take no action, however it doesn’t stop us from doing 
something later.  If this motion passes, we may hear back on this question again.  If this motion fails, he will 
expect to entertain a motion to direct a timeline for bringing something back. 
 
Karen Tenace stated that our primary purpose as fiduciaries is to protect plan participants and most plan 
participants are in it for the retirement.  We have a small population that is benefiting in a way that doesn’t help 
that main players in the plan and agrees that 6% may be too high and thinks it needs to be re-evaluated in the 
future.  She likes the idea that there was a proposal for an annual check at the retreat. 
 
Michael Coffey stated that when the term “plan participants” are referenced, he chooses to only favor those 
who plan to stay at the City of Tucson until they retire. 
 
Karen Tenace stated that she is torn because there are a lot of good short term employees that come and go.  
They make a great impact on the organization and they leave.  Putting her fiduciary hat on, she believes most 
participants are in it for the long haul.  
 
Chairman Fleming stated that their fiduciary duty is not to the plan participants but to the plan.  A lot of energy 
is spent trying to get the plan to a funded ratio in a reasonable range and this is a place where we are giving 
away a benefit to people at the expense of the rest of the plan.   
 



Karen Tenace agreed with Chairman Fleming’s statement.  
 
Neil Galassi agreed with Chairman Fleming’s statement. 
 
A motion to reject the change of interest rate allocated to member account balances from 6% to 2% 
was made by Rebecca Hill, 2nd by John O’Hare, and was rejected unanimously by a vote of 7-0. 
 
Chairman Fleming asked if the Board wants to give Neil Galassi direction on what to look for or ask him to 
bring back a different proposal next month. 
 
Michael Coffey stated the former to think this through. 
 
Neil Galassi stated that he can speak with Leslie at GRS and Catherine Langford, and see what other plans 
are doing as far as deciding what rate to tie it to and what’s a good benchmark.  Mr. Galassi likes the 10 year 
Treasury bond that John O’Hare mentioned. 
 
Chairman Fleming asked what does the private industry tie it to and what other ideas are out there. 
 
Paul Erlendson stated that Callan Associates has seen people go different ways.  Some return the contribution 
with no interest credit at all and may be more towards the point Chairman Fleming was mentioning.  Whose 
interests are paramount and is the dilemma.   
 
Karen Tenace stated due to it being a mandatory program that she believes something needs to be given. 
 
Paul Erlendson stated there are people in the situation and return retributions. 
 
Michael Coffey stated you make similar logic and can pay the interest or inflation rate but are kept whole with 
your contribution.   
 
Paul Erlendson stated some cases it may be a Treasury bill rate and then you effectively keep a second set of 
books to credit contributions to an account to whatever the market rate is.  Administratively that can be very 
complex especially on the timing of when the contributions come in.   
 
Chairman Fleming asked if it tied to something that is done every month, and if Neil Galassi wants it to be 
effective at the end of the fiscal year, are we going to state based on what the benchmark is, it’s going to be 
that number as of the first day of the fiscal year for the next year. 
 
Neil Galassi proposed that it will stay the same for the entire year as it will be very administratively 
cumbersome to apply it monthly. 
 
Gordon Weightman stated it is very difficult to assess it annually without having some sort of policy that it is 
based on.  For example, what is the benchmark, is there a standard practice, is there a rate, is there an 
interest rate that can be used.  Looking at it subjectively every year, with the possibility of changing it can face 
scrutiny because a more documented policy will be needed for how it will be changed.  
 
Paul Erlendson stated you have an assumption about growth of assets in order to fund the obligations of 
people who are entitled to benefits.  To the extent, you apply a credit to monies that aren’t going to be funding 
benefits is a tax on your ability to fund those because one of the assumptions in the actuarial model is who 
stays, who goes, and how long people live.  If somebody doesn’t collect the benefit, it’s an actuarial gain to the 
plan to the extent those assets have grown at the assuming rate of return.  For example, if you are assuming 7 
½% but giving everybody 6%, that means their contributions are really only contributing marginally to your 
ability to fund the other benefits.  Therefore, it’s an actuarial cost in the short term.  There is no right answer 
but it is important to figure out what the Board’s priority is and then form a policy that is consistent with the 
policy.  There are arguments to have high crediting rate and great arguments to have no crediting rate.  The 
question is what are we trying to do and if that is defined first, then the answer should present itself as to what 
the appropriate crediting rate is and how administratively cumbersome it is. 
 



Chairman Fleming stated the test should be fairness.  We should pay separated participants something they 
could get if they put the money in rock solid safe investments like CDs and thinks that number today is around 
2% or in that range; something that is a long term safe investment rate like Treasuries, CDs, Federal Funds 
rates, or another option that is fair.  He asked if anyone has any other ideas.  
 
Gordon Weightman stated something that seems logical is a smooth rate.  If you took the 10 year Treasury, 
you could see volatility; you can do a smooth 3 year, 10 year Treasury average. 
 
Chairman Fleming asked if there is somebody that produces a number like that for the Board to look at. 
 
Gordon Weightman answered there is not.  
 
Paul Erlendson stated that he has seen situations where they say the two year, the three year CD rate 
published in the Wall Street Journal on a given date and then that’s the rate.  It’s something that is publically 
available.  It’s unknown how the methodology works but there is no arguing as to what that number is. 
 
Chairman Coffey suggested there are two parts perhaps to impose on Neil Galassi to address. What are the 
logical alternatives for addressing this? What are the practical manifestations of this elsewhere?  What is our 
thinking and our divide up between the retirees and the early leavers?  What do other people do?   
 
Chairman Fleming asked if there is a consensus without locking in, that the end product of that effort should be 
around 2% today.  He asked if that the range where we want the calculation to end up for the current year. 
 
Rebecca Hill asked if the Board has an obligation to get feedback from the participants. 
 
Catherine Langford answered no and continued to state that this is a Board decision.  It is a fiduciary decision 
as everything else is that the Board does.  You are exercising Board judgement as opposed to collecting 
feedback. 
 
Dave Deibel, stated that it is on the agenda, so participants can certainly look at that and weigh in. 
 
Neil Galassi agreed. 
 
Gordon Weightman stated that the Board can even think of a policy like a real yield of 1% with a ceiling and a 
floor.  You can hypothetically say a max of 5%, real yield of 1%, floor 2%. 
 
Chairman Fleming asked Gordon Weightman if that would be using the CPI for calculating the real yield. 
 
Gordon Weightman answered in the affirmative. 
 
Paul Erlendson asked if the Board thinks the participants would understand what that means.  
 
Gordon Weightman answered no. 
 
Chairman Fleming stated but they would understand that at this year it is at 2%. 
 
Gordon Weightman agreed. 
 
John O’Hare stated that would be three if it were to be added on.  
 
Gordon Weightman stated that it would be 3% today. 
 
John O’Hare said he would make a motion to set it at 3% for the next fiscal year. 
 
Chairman Fleming asked if that would be at a hard 3% and revisit this topic next year. 
 
John O’Hare said or we could go for Chairman Fleming’s suggested formula and thinks it’s a fair formula.  
 



Neil Galassi stated not that it’s related but 3% is the inflation assumption for the plan. 
 
Chairman Fleming said there is a motion on the table to adopt this proposal with the 3% figure.  Not part of the 
motion but understanding that we would be talking about a way to regularize it over time. 
 
John O’Hare answered in the affirmative and continued to state until a formula is developed so that we don’t go 
through this every year. 
 
Chairman Fleming asked if there is a second to that motion. 
 
Kevin Larson asked how long would the 3% be effective for.  
 
Chairman Fleming answered until the Board wants to change it. 
 
Kevin Larson asked Neil Galassi if he wants to run it until the end of June, fiscal year.  
 
Neil Galassi stated that if the Board wants to change it to 3% right now, it would be effective until the Board 
makes a motion to change it again. 
 
Kevin Larson stated that he 2nd’s the motion.  
 
Chairman Fleming asked for clarification if that rate change is to be made effective immediately at the 
beginning of the fiscal year.  
 
Neil Galassi stated that he proposes the beginning of the fiscal year starting July 1, 2017. 
 
Chairman Fleming asked John O’Hare if he is okay with that. 
 
John O’Hare answered in the affirmative. 
 
Chairman Fleming stated that the motion is to change the rate to 3% effective July 1, 2017 and asked if there 
is discussion. 
 
Michael Coffey stated that he doesn’t understand the logic of it and that it’s just a random number.  
 
Karen Tenace agreed with Michael Coffey.  She thinks as a Board, she would like to settle in on a policy.  If it’s 
the CD rate on such and such a date and then it’s carried forward but not a random number. 
 
Rebecca Hill agreed with Karen Tenace.  
 
Michael Coffey stated that as one of the few people here, directly elected by the members, you have to be able 
to explain the logic of it.  
 
Gordon Weightman told John O’Hare that his comment was not to lock the Board into a specific rate; it was 
just to suggest a well thought out formula could be a good practice.  
 
Kevin Larson said if it’s set for July 1, 2017, then we will have some time to discuss the issue and over the next 
couple of meetings, be able to nail down the benchmark that the Board is focused on to be able to have some 
support behind the decision and make the decision at that time.  
 
Neil Galassi stated, in his opinion, the City is holding the member’s money in a risk free environment, and there 
is no downside risk to the person. The rate should be closer to what somebody can walk into a bank and get 
for a savings, CD, or any sort of reasonable time deposit of similar risk.  For example, a 10 year CD or 
Treasury as mentioned. 
 
John O’Hare agreed but then stated that we are telling that person that we are forcing them to give us their 
money and that we are only going to pay them a minimal amount on the money that we are forcing them to 
give us.  



 
Neil Galassi agreed and said that is why it’s important for the Board to find an appropriate rate. 
 
A motion to change the interest rate allocated to member account balances from 6% to 3% was made 
by John O’Hare, 2nd by Kevin Larson, and failed by a vote of 1-6 (Chairman Fleming, Kevin Larson, 
Rebecca Hill, Karen Tenace, Michael Coffey, and Jorge Hernandez dissenting). 
 
Chairman Fleming asked the Board if they feel they have given Neil Galassi enough information so that he can 
bring the Board back some more information.  
 
Neil Galassi stated what he’s hearing is that Board wants to know a benchmark to help with the Board’s 
decision as to what’s the most reasonable, similar investment rate, and what do we want to compare to when 
we are evaluating this. 
 
Michael Coffey stated that he asked for more than that in his original recommendation.  First, what is the logic 
by which we favor one group over the other?  Secondly, address the concerns of one group (these would be 
the other) and once that is determined, what are some practices that are out there?  He wants to make a 
decision based on information. 
 
Neil Galassi asked Michael Coffey for confirmation in regards to favor of one group over the other, that he is 
referring to people who stay and take the retirement benefit versus those who take a lump sum. 
 
Michael Coffey answered in the affirmative and stated that there are different ways to interpret our obligations 
and the Chairman has laid out his very clearly as well has Karen Tenace. 
 
Chairman Fleming stated all of those ought to be relfected.  He stated that the Board is asking for a document 
they can see to be able to show people this is why we voted for this. 
 
Michael Coffey agreed with Chairman Fleming.  
 
Karen Tenace stated that she agrees with John O’Hare and is leaning toward a minimum rate around 2% risk 
free investment plus a slight premium because it is a mandatory plan since there is going to be a chunk of 
participants that will fall into that category. 
 
Chairman Fleming asked Neil Galassi if we can put this on for the next month Board meeting or will it take two 
months.  
 
Neil Galassi answered that he will try for next month and will start talking with Leslie at GRS to try to gather 
that information.  He will have a better idea within the next week or so. 
 
Chairman Fleming stated that he believes there are light agenda’s in December with missing people.  
 
Neil Galassi stated that January might be better then.  
 
Bob Szelewski agreed that January would be better as well. 
 
Chairman Fleming asked the Board if there is anything else in regards to this topic that they would like to 
address today. 
 
None heard.  
 
Chairman Fleming thanked Catherine Langford. 
 
Neil Galassi thanked Catherine Langford.  
 
Catherine Langord exited the phone call.  
 



Board requested to revisit changing the interest rate allocated to member account balances again at 
January TSRS Board meeting. 
 

3. 2017 TSRS Board Meeting Calendar 
 
A motion to approve the 2017 TSRS Board meeting calendar was made by Kevin Larson, 2nd by Karen 
Tenace, and passed by a vote of 7-0. 
 
2017 TSRS Board meeting calendar was signed by Chairman Fleming at 9:30 AM. 
 
C. Plan Administrator’s Report 

1. Report on Office Operations and Key Facts & Figures for the Past Month 
2. TSRS Operation Highlight – The Retirement Checklist 

 
Neil Galassi reviewed his operational highlights.  Over the month of October the Office reported 4 retirements 
on the ratification report for the month.  All were normal retirements, and the estimated benefit payment from 
the month of August was finalized for two retirees.  One retiree on the ratification report, Doris Renstschler, 
was the Lead Pension Analyst for the Plan for numerous fiscal years and in that time she provided excellent 
service to the TSRS and its membership.    Doris retired from the City in October and took a position with 
Fresno County’s retirement system. There were a total of 2,956 pension payments across all categories during 
the month, of that amount 2,960 were direct deposit and only 24 were live checks. 10 refunds/rollovers were 
processed totaling approximately $95,472.34.  Mr. Galassi received very good feedback from the Board and 
presenters regarding the Board retreat.  He believes the event went very well and the presentations were very 
well received.  He got a lot of positive feedback on Mr. Goldberg’s presentation specifically.  If any of Board 
members come across speakers that would be relevant to the retreat, Mr. Galassi asked to please forward the 
information to him.  He’s hopeful we can get speakers like Mr. Goldberg in future retreats.  The TSRS CAFR 
has been completed and submitted to the external audit firm, CliftonLarsonAllen for their review.  We anticipate 
being able to issue by the December 31st deadline for the Government Finance Officers’ Association Award.   
In a future meeting, Mr. Galassi will go over the CAFR and the process to generate the document with the 
Board.   
 
John O’Hare asked Neil Galassi when the CAFR will officially be out. 
 
Neil Galassi answered that it is currently in the auditor’s review.  They didn’t give him a set timeline for how 
long it will take.  In his old career, Mr. Galassi used to tell clients within two weeks, therefore, he is hoping 
within a month.  
 
John O’Hare said that would be great.  
 
Neil Galassi thanked Karen Tenace for taking the time to review the document for him as it’s very nice to have 
a second set of eyes. 
 
Neil Galassi reviewed the investment highlights.  The investment executive summary didn’t arrive in time for 
the meeting.  Mr. Galassi focused on the portfolio balances that he handed out to the Board as well as page 2 
of Callan Associates’ Investment Measurement Service Monthly Review report and are referenced below. The 
portfolio balance remained relatively unchanged from the prior month, but there was lots of volatility. The last 
week of October to the first week of November, saw consecutive loss days which constituted the worst streak 
since 1980.  This can primarily be attributable to uncertainty in the days leading up to the presidential election.  
As the race tightened and the outcome became less certain investor sentiment was affected.  After the election 
of President Elect Trump, the portfolio began to see gains as investor sentiment strengthened with President 
Elect Trump appearing to take a conciliatory approach tone in his post-election speeches suggesting to the 
market he may govern in a more moderate manner as opposed to what was suggested during the campaign.  
Sectors that saw positive impacts were Infrastructure, on the campaign promises of increased infrastructure 
spending, and the Banking and Healthcare sectors with the potential for regularity changes under the new 
administration.  The Technology sector and those that depend on a significant amount of manufacturing 
abroad saw decreases on the campaign promises regarding international trade. 
 
 



 
 
 

 
 
 
 



 
 
 
Neil Galassi asked the Board if they have any questions on investment highlights. 
 
Neil Galassi chose the retirement checklist to describe to the Board for his highlight of the month as referenced 
below. The checklist is used to facilitate communication of important actions and information to retirees after 
they have their consultation appointment with the retirement office and move forward with retirement.  The goal 
of this checklist is to help guide the retirement office staff to ensure retirees are adequately informed.  
Members are asked to sign it to ensure that they received the information.  The first section describes what 
actions a retiree should take and what to expect before retirement.  The retirement office communicates the 
importance for the member to keep their home department informed, obtain information regarding their City 
benefits, and obtain any professional advice (Legal or Financial) as they see fit.  The second section describes 
what the retiree can expect on their last day.  The exit interview process is described which involves the retiree 
getting a sign-off from Human Resources, the Retirement Office, and Payroll.  When they visit the retirement 
office, we offer information on their account balance or TSRS benefit, depending on vested status, and we also 
provide information for the employee to contact ICMA-RC if they have a balance in one the of the City’s DC 
plans.  The final section goes over the timing of when the retiree receives their first pension check and 
subsequent checks.  It also directs the retiree to notify the Retirement Office for any changes of personal 
information or legal events (like the execution of a power of attorney).  Having the retiree sign the form is a new 
practice and serves as documentation that the retirement office has communicated the pertinent information 
members need to know as they enter retirement and going forward. 



 



Rebecca Hill stated to Neil Galassi that there has been discussion about the last day for employees and the 
exit process between HR and Payroll, and would like to check with her staff that the retirement checklist 
reflects what has been currently proposed and identified. 
 
Neil Galassi replied the retirement office is meeting with employees on their last day as they are directed to 
and signing the exit interview form after they have already been to HR. 
 
Karen Tenace stated that Neil Galassi has been in attending meetings with HR and Payroll.  
 
Neil Galassi answered in the affirmative. 
 
Rebecca Hill stated that she just wants to double check that what is listed on the “On Your Last Day” section of 
the retirement checklist is what was agreed upon. 
 
Neil Galassi replied in the affirmative to Rebecca Hill.  
 
Rebecca Hill thanked Neil Galassi. 
 
Neil Galassi stated he doesn’t have anything further unless there are any questions or comments.  
 
Chairman Fleming asked if the Board has any questions or comments.  
 
John O’Hare asked if we let employees know that the City has a retiree’s association. 
 
Neil Galassi replied that is in progress.  He has spoken to Claire Beaubien about it and CTRA is going to be 
providing a card or brochure to have available retirees.  He has spoken to the attorney’s office, given that 
CTRA is a separate organization, he cannot direct his staff to advertise it but can hand out information.   
 
John O’Hare thanked Neil Galassi for the information.  
 
Material distributed, report given, discussion held, and no formal action taken. 

 
D. Investment Activity Report 

1. Callan - Quarterly review of TSRS investment manager performance for September 30, 2016 
 
Gordon Weightman with Callan Associates stated that he wants to begin with talking about the market update, 
then discuss the performance of the total fund and managers, and lastly the fixed income structure analysis 
which is perhaps the more important topic for the day and was previously discussed at the Board retreat.  Mr. 
Weightman reviewed page 1 of the Callan 3rd Quarter 2016 Market Update as referenced below.  It covers 
information through 09/30/2016.  It has been a volatile period leading up to the election.  All signs in the market 
are leading to the Federal Reserve increasing rates when they meet December 13 and 14.   



 
 
Gordon Weightman reviewed page 3 of the Callan 3rd Quarter 2016 Market Update as referenced below.  
Investment returns for the period ending 09/30/2016 was a risk on period.  Riskier stocks did well, risker pieces 
of the bond market did well, emerging markets are up 9.2%, Small Cap stocks have beat Large Cap stocks 
over the quarter and over the year, developed international is 6.4% for the quarter, Europe and Japan had 
solid gains due to a weakening dollar, and interest rates increased within the aggregate.  The 10 year Treasury 
has had a lot of volatility. After  Brexit the 10 year Treasury dropped to 1.27% and is now as 2.2%. Since TSRS 
has interest rate exposure of about 5% in its portfolio, it would expect a loss in the fixed income with rising 
rates.  However, it’s been beneficial to have higher yielding assets such as PIMCO but it is on the riskier end of 
the fixed income.  YTD through 11/16/2016, the S&P 500 is up 8.6%, Small Cap (Russell 2000) is up 16.1%, 
and developed international is down 2.7%, merging markets are up 8.9%, and Barclay Aggregate is up 3.1%.  
The TSRS Portfolio is up around 7% YTD.   
 



 
 
 
Gordon Weightman reviewed page 25 of Callan’s Investment Measurement Service Quarterly Review as 
referenced below.  In May, there was a transition to the new policy benchmark that was a result of the asset 
liability study that was done a few years ago.  Some money was moved to international equity as TSRS added 
an additional allocation to international Small Cap with American Century’s Non-US Small Cap Fund.  Overall, 
there is an investment return of almost $30 million in the quarter for the total plan.  There were out flows of 
almost $12 million.  Neil Galassi raises money every month from the plan portfolio to pay benefits.  The plan 
ended at $741.7 million.  Due to the rebalancing, TSRS is overweight in some asset classes that are illiquid, 
mainly infrastructure and private real estate.  What’s not shown is that TSRS has added $6 million to the JP 
Morgan Income & Growth Fund.  When the rebalancing occurred, all of the public assets are now slightly 
underweight their targets due to being overweight on the illiquids.   According to the TSRS investment policy 
statement, Neil Galassi must perform portfolio re-balancing activities that also coincide with needs to raise 
money to pay pension benefits.   
 



 
 
Neil Galassi stated that the TSRS total benefit payments are currently close to about $6 million per month, and 
City and Member contributions to TSRS pay about half of that, so every month he’s removing about $3 million 
out of the portfolio to fund benefits. 
 
Gordon Weightman stated within TSRS’s private real estate, there are 2 primary sources of return; 
appreciation of the properties and the other is the income generated from those properties and passed on to 
investors.  There is an option, instead of reinvesting the income which is currently being done, to instead 
collect that income.  Given the plan is cash flow negative, and TSRS needs to raise money each month, TSRS 
can direct JP Morgan to give that income to the plan in cash so that TSRS doesn’t have to raise as much from 
its other managers.   
 
Chairman Fleming asked if we are overweight in JP Morgan anyway.  
 
Gordon Weighman answered in the affirmative. 
 
Paul Erlendson stated that it kills two birds with one stone and is more urgent given TSRS’s net outflow of 
money.  If there is a decline in the equity market, the allocation is going to get smaller because money is being 
pulled from the plan and nothing that can be done accept continue to take money away from the higher 
returning portion of the portfolio. 



 
Chairman Fleming asked it if it requires a resolution by the Board or something that can be done in the 
rebalancing. 
 
Neil Galassi stated that he believes the investment policy gives him the authority to do it, but prefers to have 
the Board direct him to do so with a resolution to keep things legally in order. 
 
Chairman Fleming asked if a motion should be done to do so. 
 
Michael Coffey asked Callan Associates if there is a downside to making the adjustment.  
 
Gordon Weightman answered that the total return will be the same, however there could be an opportunity cost 
because you’re not taking that capital and keeping it in real estate; you’re taking it out to pay the benefits.   
 
Michael Coffey asked Gordon Weightman what the significance of that would be if we had done this for the last 
three years. 
 
Gordon Weightman answered that it does help to minimize the transaction cost. 
 
Paul Erlendson stated that when you are talking about total return, we are talking about a yield of about 5% on 
9% of the TSRS portfolio; we are talking basis points.  It’s not going to move the needle. 
 
Michael Coffey asked if there is any meaningful downside to it. 
 
Gordon Weightman answered that it won’t affect the performance that’s reported, it would be the same 
because you’re still getting the same level of income; you’re taking it in cash instead. 
 
Paul Erlendson answered that Callan Associates doesn’t see any downside. 
 
Neil Galassi, asked if the TSRS Board is looking at this strategy and it makes sense, and later decide to flip to 
reinvesting; can he can go back to the Board to discuss and go back to the previous way. 
 
Paul Erlendson stated that clients that Callan Associates works with typically have a standing order.  You don’t 
have to renew it every quarter.  You flip the switch on, and when you want to reinvest, you sign the new 
document that indicates you no longer want distributions returned and want distributions reinvested.  It’s a 
straight forward thing to do.  Many clients they work with do harvest their dividends. 
 
Karen Tenace asked Neil Galassi for confirmation; when it’s balanced again, we would not be receiving the 
income and would stop at that point. 
 
Gordon Weightman replied that we would have the option to turn it on and off. 
 
Karen Tenace asked, at what point we would stop, or would we. 
 
Neil Galassi answered that it would be more dependent on the weights of the portfolio.  If we started getting 
underweight in real estate versus the other more liquid assets, then that would indicate it may be prudent to 
stop distribution and reinvest. In addition, if the equity and fixed income markets do really well, then it may not 
be as prudent to have the income distributed, and we would evaluate that. 
 
Karen Tenace asked Neil Galassi if this is another tool for him to help balance the portfolio.  
 
Neil Galassi answered in the affirmative; it would help him to pay benefits on an ongoing basis.  We are 
currently under target in the Large Cap, Domestic Equity and the Fixed Income, where we are over target on 
the real estate.  It’s a strategy for him to help bring things back in line.  When these numbers change, he can 
go back the other way and he would come back to the Board and say that it now seems more prudent to 
reinvest the money.  
 
Karen Tenace replied in the affirmative to Neil Galassi. 



 
A motion to have real estate income distributed as opposed to reinvested was made by John O’Hare, 
2nd by Kevin Larson, and passed by a vote of 6-0 (Rebecca Hill excused). 
 
Neil Galassi thanked the Board, he will move forward and give our real estate manager, J.P. Morgan, the 
direction and he believes that it takes about 2 quarters to come into effect. 
 
Gordon Weightman with Callan Associates reviewed results of the Total Fund before fees vs policy benchmark 
and peer group ranking vs other public funds (Callan and non-Callan clients) the on page 39 of Callan’s 
Investment Measurement Service Quarterly Review as referenced below.  Total fund return has been meeting 
or has been higher than the total fund benchmark.  Over the 28 year time period, the total fund has been 
meeting its expected rate of return overall.  It has gotten 8.34% which is slightly lower than the 8.62% 
benchmark, but the investment objective has been met over the lengthy period of time.  The environment is 
different now.  Over the past 30 years, we have been in a great environment for bonds, but now times are 
different.  However, the proof is there; if you are a long time investor, objectives are achievable.   
 
 



 
 
Paul Erlendson stated over the last 5 years, every one of TSRS’s asset classes has generated higher returns 
against the index of which they are compared.  It’s extraordinary. 
 
Gordon Weightman stated that Callan Associates doesn’t see that often. He continued to state that TSRS does 
have one manager where performance has struggled; Aberdeen.  Gordon Weightman referred to Aberdeen on 
page 60 of Callan’s Investment Measurement Service Quarterly Review as referenced below.  TSRS has been 



invested with Aberdeen for 4.25 years, they are at the bottom as far as active managers go, and are in the 99th 
percentile at 3.2%. When compared to the benchmark, if TSRS was invested passively, TSRS could have 
gotten 5.5%.  Their performance is explainable.  They are concentrated with 50 stocks in the portfolio.  They 
take a 5 year time frame outlook on the stocks, and when they invest they look for very high quality 
businesses, low debt on the balance sheet, and cash flow positive.  A lot of the names that they have held 
haven’t kept up with the overall market.  In the international markets, there have been substantial periods of 
time over the last 4 years where there have been low quality rallies.  Stocks that a lot of investment managers 
don’t like because fundamentals aren’t there for a long term investment, have done really well.  Aberdeen has 
been out of those.  In the quarter, some of their performance was hurt because of their underweight in 
emerging markets.  They didn’t hold Nintendo for example, who has been doing really well due to Pokémon 
Go, and has been up 89% in the last quarter.  They don’t have any direct China exposure and China was up 
14% in the quarter. 
 
 
 



 
 
Gordon Weightman stated that it’s been an area where active managers have added alpha primarily.  You 
have to remember that we have to look at the overall international equity portfolio because Aberdeen is just 
one piece.  They are more on the growth side where TSRS has a compliment in Causeway.  He referred to 



page 56 as reference below for an example.  Looking at the combination of the two managers, over the last 5 
years, is why having managers with 2 styles is beneficial.  7.3% of the international portfolio and the 
benchmark is up 6%; so there is benefit from active management.  
 
Chairman Fleming stated that everyone is beating the benchmark.   
 
Gordon Weightman answered in the affirmative; a large percentage.  The reason is because of having an 
active manager.   
 
Paul Erlendson stated that maybe the situation with Aberdeen is the most challenging because the approach 
that Aberdeen uses is very appealing.  Within this market environment we have been in, why do this.  Usually 
these things shift very quickly and there will be a time when they will be the one who saves the day.  We have 
been in an environment where you just throw money into the wind and it sticks to something that increases in 
value.  Due to Aberdeen’s valuation methodologies, they haven’t been there.  Their failure to beat the 
benchmark is testament that they are doing what they were hired to do.  In absolute terms, they haven’t cost 
TSRS money, they have made money.  Everyone is compared to benchmarks but we need to be sanguine 
sometimes about benchmarks because they are committees of people who get together and come up with 
rules and create a benchmark, much like TSRS’s active managers get together with committees to make up 
rules and build portfolios to do something different than the benchmark.  The attributes of companies that 
drove their prices up are the very thing that this manager avoids.  
 
Michael Coffey asked when the last time we have heard from Aberdeen was.  
 
Neil Galassi replied that he believes they presented to the Board in May of 2016.  
 
Gordon Weightman stated that they have done a thorough round of due diligence on them leading up to the 
transition where TSRS was going to essentially double the assets given to them.  
 
Neil Galassi stated that based on the discussion this past May, it sounds like the Board doesn’t want to make 
any changes with Aberdeen as they are still doing what they said they are going to do.  
 
Chairman Fleming stated that’s what the Board decided when it last spoke with Aberdeen but it would be good 
if that moment they have shown would arrive.  
 
Gordon Weightman stated that it has started to.  They had a difficult quarter but the last year as referenced on 
page 60 below, they are up 12.9% when the benchmark up 9.3%.  They are starting to move in the right 
direction and close the gap.   
 
Paul Erlendson stated for the first 9 months, they are 2nd percentile as referenced on Callan’s Investment 
Measurement Service Quarterly Review on page 61 below of the on the upper left.   
 



 
 
Neil Galassi stated that the metrics on Aberdeen seem indicate the Board would be prudent to stay the course 
with Aberdeen.  
 
Kevin Larson stated that he likes to hear recommendations from Callan Associates on these issues and would 
like to hear what they have to say.  



 
Paul Erlendson suggested keeping Aberdeen. 
 
John O’Hare asked if numbers on page 61 as referenced above are gross.  
 
Gordon Weightman answered in the affirmative.  
 
Paul Erlendson stated that they are net returns that are reported on all of TSRS’s managers on the front of the 
report, but for comparative reasons, it’s impractical to deem that. 
 
John O’Hare asked Paul Erlendson if everybody pays the same fees. 
 
Paul Erlendson and Gordon Weightman both replied no to Mr. O’Hare. 
 
Paul Erlendson stated that it’s a function of how large the account is. 
 
John O’Hare asked Paul Erlendson if there is room for negation on those fees. 
 
Paul Erlendson stated one of the things that Callan Associates was going to propose to do for TSRS next year 
is to perform an explicit review of the fees that TSRS pays to its managers.  There is a net drain of money in 
active management and if they want to keep TSRS’s money, they better get there pencil’s out and Callan 
Associates would like to lead that charge. 
 
Gordon Weightman stated that it doesn’t hurt to ask. 
 
John O’Hare asked Callan Associates why wait until next year instead of starting now. 
 
Gordon Weightman stated that Callan Associates will start. 
 
John O’Hare asked if that is something that we need a motion on.  
 
Chairman Fleming answered that no motion is needed. 
 
Board asked Callan to start to review fees of managers.  
 
Gordon Weightman reviewed PIMCO Fixed Income on page 69 of Callan’s Investment Measurement Service 
Quarterly Review as reference below.  Mr. Weightman stated this will lead us into the next discussion of the 
fixed income portfolio.  PIMCO has a customized mandate which is split into quarters between emerging 
market debt, high yield debt, investment grade credit, and mortgages.  Having high yield exposure has been 
beneficial to returns.  It’s a higher risk investment and PIMCO has been overweight there.  Looking at their 
performance over the last year; they are at 12.6% which is ahead of their Custom Index of 10.4% and they are 
1st percentile versus peers.  That pattern has led to a very strong performance for rankings versus peers over 
time.  In the last 14 years, TSRS has gotten 6.8% for the Bond portfolio which is in the 14th percentile.  It needs 
to be caveated with the amount of risk taken within the portfolio.  Bottom right chart is a risk return exhibit.  The 
cross hair shows the median risk return of a core plus peer group. 
 



 
Paul Erlendson asked what that means.  
 
Gordon Weightman answered that it means that they basically have core exposures to the aggregate; credit, 
mortgages, governments, and asset backed securities.  There is a plus piece as well.  For most it’s around 



20%; 80% is investment grade and 20% that is either below investment grade or sometimes emerging market 
debt.  The plus component is where you’re seeking higher yielding instruments with greater risk.  The cross 
hair on the bottom right is the median, risk return.  TSRS’s portfolio is on the upper far right; received more 
return but have taken more risk. 
 
Kevin Larson asked Gordon Weightman if TSRS has gotten paid for the risk.  
 
Gordon Weightman replied that the sharp ratio takes a look at that.  It’s a measure of risk adjusted return; how 
much return has been received per unit of risk.  Mr. Weightman reviewed Callan’s Investment Measurement 
Service Quarterly Review on page 70 as referenced below which shows the sharp ratio.  It’s a 5 year number.  
TSRS’s sharp ratio is 1.33% on the bottom right chart which is 88th percentile versus other Core Plus 
managers.  Based on the 5 year number only, TSRS has benefited from the additional risk, but hasn’t as much 
as others.   
 



 
 
Kevin Larson asked Gordon Weightman to confirm because it’s above 1% that the TSRS is getting paid for the 
risk but not as much as others on a relative basis.  
 
Gordon Weightman answered in the affirmative.   



 
Paul Erlendson stated that many of the others don’t take as much risk as PIMCO does.  When you’re looking 
at more return, you generally have to take on more degrees of risk to get every incremental gain.  One unit of 
risk doesn’t equal one unit of return; it flattens out.  You have to take two units of risk to get one unit of return.  
With PIMCO, you have to take 3-4 units of risk to get one unit of return and that is why the numbers are lower 
even though the returns are much higher than everyone else.  PIMCO’s portfolio is built to take on a lot more 
risk.  It’s been a risk on market for the exposure and is why PIMCO’s returns are so good.  
 
Kevin Larson asked Callan Associates for this 5 year period, they didn’t get paid as much for the risk they took 
relative to other peers.  Is it because of how they structured their portfolio during the time period and is their 
structure consistently always riskier than others, or is it how the market played out over the last 5 years. 
 
Paul Erlendson answered both.  If you start out looking like the index and you take just a little bit of risk, your 
sharp ratio is going to look really good but your return isn’t going to be nearly as good as what PIMCO did.  As 
long as the numbers are positive, you are being compensated for the risk but because the availability of return 
gets lower and lower as you get higher and higher returns.  You have to take a lot more risk to raise it and that 
is why the number is low.  PIMCO is far out on the fixed income risk return spectrum to do what they bring.   
 
Kevin Larson asked Paul Erlendson if they are far out for 10 plus years; are they always on that edge. 
 
Paul Erlendson answered that they are always there and that is why Callan Associates prepared the fixed 
income portfolio composition presentation for discussion. 
 

2. Callan - Fixed income portfolio composition discussion Note 1 
 
Paul Erlendson stated first he wants to review the basics about fixed income investing, secondly look at how 
TSRS’s portfolio is currently positioned relative to that kind of environment, and lastly lay out some choices that 
ultimately lead to two questions.  Question one is that TSRS has two managers; are the relative weights of the 
two manager’s right or does it need to shifted.  The second question is that one of TSRS’s two managers is 
very aggressive (PIMCO) and the other is an index fund (BlackRock); does TSRS like having an index fund or 
does TSRS want to do something different.  Mr. Erlendson asked if anyone has any questions or objectives 
before he starts with the presentation. 
 
None heard.  
 
Paul Erlendson referred to page 4 of Callan’s Fixed Income Structure Study as referenced below.  An asset 
allocation study was done a while ago looking at asset classes: domestic stocks, foreign stocks, bonds, real 
estate, and infrastructure.  For each one of them, they came up with three assumptions; an expected return, an 
expected level of risk, volatility of those returns, and took a look at the diversification benefit of each individual 
asset class (correlation).  At the asset class level that is very powerful stuff in terms of deciding how much 
stocks and bonds.  When you get into an individual asset class like this, the utility of expected return and risk 
gets reduced somewhat because within an asset class, the range of variations gets a lot smaller than it is 
across multiple asset classes.     
 



 
 
 
Paul Erlendson referred to page 5 of Callan’s Fixed Income Structure Study as referenced below.  TSRS’s 
target in a neutral state is 27% of the assets are invested in fixed income.  The average public pension fund 
ranges from 15%-40%.  TSRS has 2 managers within its fixed income allocation; BlackRock (index fund) and 
PIMCO (very active manager).  Return seeking assets are indicated in red on the chart.  You want to take risk, 
and want to get compensated for it.  The green on the chart is the fixed income segment; it can provide risk 
reduction for risky assets.   
 

 
 
 
Paul Erlendson referred to page 6 of Callan’s Fixed Income Structure Study as referenced below.  If TSRS had 
all of its money invested in the aggregate index fund (green bars) and were looking for maximum diversification 
benefit, the red bars show periods of time where the stock market broadly declined in value.  If TSRS had a 
high yield bond portfolio or an all credit corporate bond portfolio, it could have also lost money.  Due to the 



aggregate index having a lot of government and agency, you can see in the declining equity periods the bond 
market with one exception has provided positive returns.  That’s the diversification for fixed income.  The 
problem is, to get the maximum diversification benefit; you have a portfolio that doesn’t return much.   
 

 
 
 
Paul Erlendson referred to page 8 of Callan’s Fixed Income Structure Study as referenced below.  Fixed 
income is when you take your money, you lend it to someone and two things should happen; you want to 
eventually get all of your money back and you are going to charge them rent for the use of your money 
(interest rate they pay you).  Interest rates are determined by what happens with government bonds.  Looking 
at lines represented below, you could get 12% on government bonds in 1990 in the UK, and in the US you 
could have gotten over 9% with Treasury bonds.  Looking at 1st quarter of 2016, all of them pay less than 2%.  
As of this period, there is over $13 trillion of debt where there are negative yields.  



 
 
John O’Hare asked Paul Erlendson why people would invest great sums of money in negative yielding 
instruments. 
 
Paul Erlendson answered there are two reasons.  One is because they have to buy bonds; central banks have 
to buy bonds, some entities are legally obligated to own fixed income and if that is all that is available that is 
what they have to buy.  Two is, if you don’t have to buy them, you buy negative yielding bonds because you 
think next year, you think they are going to be even lower negative; the ones you have that are only losing half 
a percent and next year they are one percent, you get capital appreciation on the bond you own because bond 
yields have gotten more negative.  It’s a pessimistic outlook on economic activity.   
 
Gordon Weightman stated if you have a view on inflation that there is going to be disinflation, or deflation, it 
may make sense to invest in bonds with negative interest rates because the coupon you get from the bond is 
actually going to be worth more.   
 
Paul Erlendson referred to page 9 of Callan’s Fixed Income Structure Study as referenced below.  It looks at 
how TSRS is currently structured; the diversification benefit, and the yield environment for bonds.  Right now 
within the 27% allocation of the TSRS’s total plan, 2/3’s of it is with PIMCO actively managed and about 1/3 is 
with an index fund with BlackRock.  PIMCO has a strategy where their benchmark is ¼ of the total portfolio in 
emerging market debt, ¼ in high yield, ¼ in mortgages, and ¼ in investment grade credit.  It’s different than the 
composition of the benchmark that they are shown against. 
 



 
 
Paul Erlendson referred to page 12 of Callan’s Fixed Income Structure Study as referenced below.  The chart 
shows TSRS entire bond portfolio which includes PIMCO and BlackRock.  The Chart shows; governments and 
agencies are at about 45% of the index but they are 15% of what is in the TSRS portfolio and it’s because 
PIMCO owns almost none, investment grade credit is about equal, and TSRS is slightly underweight when it 
comes to mortgages.  Where TSRS really differs is in high yield and that is driven by PIMCO because there is 
no high yield below investment grade in TSRS’s benchmark for the asset class.  There are also no emerging 
market bonds in the index.  Those are the two areas where TSRS is unlike its benchmark and are the higher 
risk/returning elements of the portfolio.  The returns have been driven by the exposure PIMCO has primarily to 
these two major sectors.  TSRS has higher returns with a lot of risk; being emerging market debt has currency 
risk, there is credit risk, and there is stock market risk because high yield bonds are sensitive to the equity 
market.   



 
 
Chairman Fleming mentioned to Callan Associates that PIMCO isn’t meeting their custom benchmark. 
 
Gordon Weightman stated that this is not actual exposure.  It’s based upon the combination of the Barclays 
Aggregate and TSRS’s policy benchmark with PIMCO.  The policy benchmark is reflective in the green bars in 
the above chart.   
 
Paul Erlendson referred to page 13 of Callan’s Fixed Income Structure Study as referenced below.  If one of 
the things you want from fixed income is protection when the stock market goes bad, one way that is measured 
is correlation; do they move in the same direction at the same time.  The two lines at the top of the chart mean 
less diversification benefit.  The lines closer to the bottom mean more diversification benefit.  When you look at 
high yield and emerging market debt, 50% of what PIMCO is doing, isn’t much diversification benefit when you 
compare it to mortgages, government bonds or investment grade credit.  When you look at the portfolio, it’s 
generated higher returns because it’s been in an environment where stocks have done well.   
 



 
 
Paul Erlendson referred the individual managers on page 14 of Callan’s Fixed Income Structure Study as 
referenced below.  When looking at correlation to the stock market of the individual managers PIMCO is at 0.6 
meaning 60% of the time, the return in the PIMCO portfolio moves in the same direction of the stock market.  
Blackrock has almost no relation at all and has a great diversification benefit. 1/3 of TSRS’s bond portfolio is 
providing the diversification benefit and 2/3’s is not.  
 



 
 
Kevin Larson asked Callan Associates why the correlation was tighter in the 2005 to 2008 time period.  He 
proceeded to refer to the performance on top of page 70 of Callan’s Investment Measurement Service 
Quarterly Review as referenced below.  When look at happened to this portfolio when the market crashed in 
2008, you can see the triangle that represents TSRS’s fixed income portfolio did pretty well relative to the rest 
of the fixed income markets that it was measured against.  The green dot did poorly on a relative basis but the 
red square helped keep TSRS at a 1% return when the market crashed.   
 
 



 
 
Paul Erlendson replied that one thing that was different back in 2004 to 2006 period; interest rates were at 
about 5%-6%.  There were much higher yields taking place, so the incremental benefit to being high yield 
wasn’t there because investment grade bonds had much higher rates. Referring to sectors of the market on 
page 15 of Callan’s Fixed Income Structure Study as referenced below.  Each colored box is an index that 



represents that sector of the market that is published by Barclays.  The scatter chart is over a 17 year period. 
The Barclays Aggregate in green, in the lower left quadrant, is a little bit higher return with a little bit less risk 
than the government portfolio.  Investment grade credit gives you a higher return but with more volatility.  High 
yield provides higher rates of return with more volatility.  Emerging market debt provides higher returns.  
PIMCO’s mandate isn’t to provide diversification; their mandate is to generate higher returns with fixed income 
assets.  They are 2/3’s of TSRS’s portfolio.   
 

 
Paul Erlendson referred to page 18 of Callan’s Fixed Income Structure Study as referenced below.  Callan 
Associates outlined two questions.  First, what do you want the role of fixed income to be?  Core on the left of 
the page is total diversification which is the main objective.  On the right is Core ++ which is the riskiest bonds 
to purchase that will offer the highest returns. TSRS is currently at 17% with PIMCO which is Core ++ and at 
10% with the index (Core).  TSRS has a modestly more aggressive bond portfolio than someone who just 
owned the index or paid an active manager to do index like returns while attempting to make them little higher. 
The second question has to do with the blend of active and/or passive management?  There are two 
differences.  You choose an index for the asset class; so if you put your money in an index fund, you don’t 
have any value added/lost because of active management decisions.  You get the return that your policy says 
you need to get minus fees.  Fees on an index fund are about 5 basis points.  When you pay an active 
manager you pay between 25 to 50 basis points; much higher cost so they need to generate a return that at 
least recoups the additional fees to break even and to do that they have to look different than the index.  
Therefore, they might do better or they might do worse.  The question is; how much of that does TSRS want to 
have.  TSRS is currently leaning towards 2/3’s of higher fees for additional returns and more variability.   
 



 
 
Paul Erlendson referred to page 19 of Callan’s Fixed Income Structure Study as referenced below.  Callan 
Associates looked at what kind of choices did they evaluate.  The 27% in the green box is Core which is 
essentially the index.  TSRS currently has 17% in Core ++ with PIMCO and 10% in the index fund.  The way 
the 17% is allocated is ¼  of portfolio is in mortgages, ¼ in investment grade credit, ¼ in high yields, and ¼ in 
emerging market debt.   
 



 
 
Paul Erlendson referred to page 20 of Callan’s Fixed Income Structure Study as referenced below to display 
what that means to the Fund.  The green bar represents using our current capital market assumptions and 
thinks using this plan over the next 10 years will generate a median return of 6.57% with a volatility of 13.1% 
per year.  Meaning TSRS can get a return of about 6.57% plus or minus 13%; it could be as high as 19% or as 
low as -6%.   PIMCO isn’t an index fund and will add additional value but they are also moving the needle on 
the volatility on the entire plan because their volatility is tied more to the equity market volatility; so there is less 
diversification benefit.  Currently it has been accepted because it is thought they will generate higher returns 
and they have.  PIMCO has done a great job for TSRS but will it always be the case. 
 



 
 
Paul Erlendson referred to page 22 of Callan’s Fixed Income Structure Study as referenced below.  Callan 
Associates compared PIMCO’s benchmark to TSRS’s total plan benchmark.  The red line shows in September 
and October of 2008, there was a decline in the bond market whereas PIMCO had a much steeper drop off.   
 



 
 
Paul Erlendson discussed another period of rising interest rates on page 23 of Callan’s Fixed Income Structure 
Study as referenced below.  During the “Taper Tantrum” in calendar year 2013, the PIMCO portfolio went 
down significantly and continued to stay low. 



 
 
Michael Coffey asked Callan Associates what the Y-axis represents on the chart. 
 
Paul Erlendson answered that it’s starting each one at a 100 to show how much they lost.  The PIMCO 
portfolio between April and June of 2013 lost 5%; it went from 100 down to 95. 
 
Paul Erlendson stated the aggregate index in that same period lost about 3%.  The question becomes what the 
TSRS Board wants to do.  Gordon Weightman has already touched on the performance.  TSRS has had great 
outcomes because of the performance but Callan brings forth the following questions and alternative listed on 
page 31 of the Callan’s Fixed Income Structure Study as referenced below for the TSRS board.  If TSRS wants 
the protection from bad market environments, Callan suggests reducing the amount of money that PIMCO and 
reallocate that money to BlackRock.  If TSRS wants to continue to be return seeking and willing to except the 
periods that may lose more money in PIMCO’s bond portfolio, then leave everything as it is or give PIMCO 
more.   
 
 
 
 
 



 
 
Gordon Weightman stated that he thinks the issue of time horizon is also important as the plan is managed in 
perpetuity and TSRS has been compensated for its patience over time with PIMCO because they are higher 
risk which is expected to produce higher returns.  What TSRS gives up with that is in periods where there is a 
flight to quality and people are buying Treasuries, TSRS has equity in risk like fixed income.  Part of the 
decision is how much of a flight to quality asset does TSRS want to have in the portfolio to protect TSRS in the 
shorter term periods where the market falls and the one year number matters.  It’s balancing that short term 
view of how much does TSRS want this to be the anchor to windward with how much is it willing to tamper its 
risk longer term to take that concession.   
 
Paul Erlendson asked the TSRS Board if it has any sense about whether to leave it alone or maybe after 7 or 8 
years of positive equity returns to back off a little bit; not change its asset allocation between stocks and bonds 
but get the bond portfolio to be more risk adverse rather than risk abrasive.   
 
Michael Coffey asked Callan Associates about their thinking that TSRS should be more conservative. 
 
Paul Erlendson explained his reasons to Mr. Coffey.  Mr. Erlendson said because the fixed income allocation is 
¼ of TSRS’s portfolio, it has funding issues resulting in TSRS needing to seek additional return.  TSRS has a 
fairly aggressive investment portfolio overall which is why the total fund returns are off the charts with high 
returns.  It’s because TSRS has an aggressive asset allocation and within each of those it has had a lot of 
success with active management however, what if it doesn’t work like it has.  It would be if there was an equity 
market correction.  Some of the money that TSRS has already achieved in the higher returns is going to be 
given back.  With a run that has been this long, maybe instead of the portfolio being at 2/3’s with PIMCO 
change it to ½.  The reason is that TSRS’s reporting cycles aren’t rolling 10 years.  TSRS’s financial results are 
looked at as fiscal years.  TSRS’s actuary looks at 3 and 5 year periods.  With interest rates this low, what is 
the upside that this bond portfolio continuing to do really well and the reason to possibly turn it back a notch.  
On the other hand, PIMCO is a great manager and has done a great job.  TSRS pays PIMCO to be mindful of 
where the risks are and let them keep going.    
 
Chairman Fleming asked Callan Associates what it would look like if the environment is a raising interest rate 
environment. 
 



Paul Erlendson answered that many of PIMCO’s securities are higher yielding and because of that they are 
less sensitive to changes in interest rate because they have more of a buffer to absorb a rising rate.  In a 
government portfolio you get creamed because those rates are so low.  When rates go from 50 basis points to 
1%, which is a 100% increase in rates.  It smashes the market value of a bond portfolio.  PIMCO’s bond 
portfolio is yielding between 5% and 6% which is a lot of margin for PIMCO to absorb 25 or 50 basis points of 
rate increase.  The question is whether or not the TSRS Board has confidence in PIMCO and leave it the way 
it is or reduce the 2/3’s in PIMCO to something lower. 
 
Chairman Fleming asked Callan Associates if they picked 5% increments on the chart on page 20 of Callan’s 
Fixed Income Structure Study as referenced below, but are saying a 40% point effect on the whole plan for a 
shift of 5%. 
 

 
 
Paul Erlendson answered it’s for the purpose of round numbers; it’s to show what the progression would look 
like. 
 
Chairman Fleming replied that he understands what a 40% basis point return change is but doesn’t get the 2% 
change in the risk. 
 
Paul Erlendson answered that he wouldn’t look at magnitude and would only look at direction of the change. 
 
Chairman Fleming replied in the affirmative. 
 
Paul Erlendson stated the extent that TSRS reduces PIMCO, it increases in the diversification benefit.  
Diversification comes with the price of lower expected return on the bond portfolio.  
 
Chairman Fleming asked Callan Associates if TSRS shouldn’t do timing on it.  For example, TSRS shouldn’t 
do it right after the interest rates go up. 
 



Gordon Weightman answered that Callan Associates sees this as a longer term strategic move.  
 
Paul Erlendson agreed with Mr. Weightman.  
 
Neil Galassi asked Callan Associates if this is a strategic move in reaction to equities potentially being over 
valued now and that the needle may start going in the other direction in the future and this would be a strategy 
to set TSRS up for that.  
 
Paul Erlendson answered that Callan Associates is trying to help TSRS with the margin in order to maximize 
the financial health of the plan.  At the margin, you can take some risk off at a price.  If the markets continue to 
go up, you can look back and say that wasn’t a good move.  On the other hand, TSRS has been doing 
incredibly well and if it goes the other way, you say thank goodness; instead of losing 5 cents on every dollar 
you only lost 4.  This is marginal and TSRS doesn’t have to change.  If TSRS likes keeping risk on and 
diversification benefits low, leave it the way it is.  If you want it to provide more diversification then put more of 
the overall bond allocation with BlackRock and less with PIMCO.  
 
Chairman Fleming asked Callan Associates if an appealing number would be to equalize the number and 
make it a 50/50 split.  
 
Paul Erlendson answered that it’s not something he would suggest calling them up tomorrow and tell them to 
sell $50 million in bonds.  It’s something that can be done over 6 months to a year and work down to that target 
and tell PIMCO that you want to reduce the size of the portfolio.  With that time horizon, they will know when 
it’s a good time to harvest and distribute when it’s good for them to reinvest. 
 
John O’Hare asked Callan Associates if going to a 50/50 split will make it more difficult to get to the 7.25% goal 
in the future or not. 
 
Paul Erlendson answered in the affirmative.  
 
John O’Hare replied okay.  Mr. O’Hare asked Callan Associates if TSRS is absolutely set on the 7.25% goal 
and as Callan Associates has said in the past that it’s extremely high.  
 
Paul Erlendson answered that Callan Associates assumptions are predicated in TSRS having its entire 
portfolio in index funds. 
 
John O’Hare answered in the affirmative. 
 
Paul Erlendson stated what Callan Associates has seen is that TSRS has generated between a 100 and 200 
basis points in extra return.  It’s not because of the indexes but because of active managers.  
 
Michael Coffey asked what TSRS’s risk tolerance is.   
 
Neil Galassi stated he believes what’s going through his mind is referred to page 24 on Callan’s Fixed Income 
Structure Study as referenced below.  Does TSRS like the line where it is because for him it looks like TSRS is 
close to the middle of median while capturing some upside while protecting against a little downside; it is able 
to grab some of the upward movement should it occur.  So, the question he is asking himself is if the Board is 
happy with where the line is in relation to the plan. 
 



 
 
Chairman Fleming replied to Mr. Galassi that he wouldn’t put too much stock in that line.  He thinks it’s just 
17/27th’s of the way across the page; it’s a demonstration. 
 
Paul Erlendson agreed with Mr. Fleming and stated that the point Mr. Galassi is making though is valid.  Mr. 
Erlendson referred to the two suggestions on page 31 of Callan’s Fixed Income Structure Study as referenced 
below.  If TSRS decides to dial down on PIMCO “core ++”, he would suggest not putting it all into an index fund 
but select another active manager that you would expect to do better than the index but not someone who is 
running it on jet fuel instead with someone who backs off some of the risk and provides some diversification 
benefit.  So that it’s not all return and all diversification; do something in between by converting the BlackRock 
portfolio into an actively managed “core” or “core +” portfolio where the manager has some latitude but not as 
much as PIMCO has.  If TSRS chooses to reduce PIMCO, it’s a two part question addressing whether to raise 
the expected return of the second bond manager and convert that index fund into an actively managed 
portfolio.  
 
Chairman Fleming stated that it sounds like reducing PIMCO is the first decision. 
 
Gordon Weightman answered in the affirmative.  A decision doesn’t need to be made on active versus passive 
today.  If TSRS wants to hire another manager, that can be done over time.  
 
Michael Coffey asked Callan Associates if their reasoning for bringing this up now due to pessimism.  
 
Gordon Weightman answered no.  Callan Associates wants the TSRS Board to be aware of the risks it’s taking 
in its fixed income portfolio; to take a step back and reassess if that is where TSRS still wants to be. 
 
Chairman Fleming asked Callan Associates as newcomers looking at the plan, if there is anything jumping out 
at them, is it this. 
 
Paul Erlendson answered the biggest lever TSRS has for risk is asset allocation and Callan Associates did that 
for TSRS.  At that time Callan Associates looked at TSRS’s Non-US Equity portfolio and suggested adding 
emerging markets.  They are doing the hierarchy of what is the biggest bang asset allocation.  Now Callan is 
looking at what is the next thing to be looked at within TSRS’s portfolio and it’s the fixed income portfolio and 
suggests that TSRS can improve its risk/reward trade off.  TSRS can get the same risk adjusted return 
allocation without having the same amount of absolute financial risk in the portfolio.  
 



Kevin Larson asked Paul Erlendson if all of them are deemed to be prudent when he looks at those options 
that he is outlining including TSRS’s current position. 
 
Paul Erlendson answered in the affirmative.  It’s why Callan Associates outlined the questions as they did.  If 
TSRS’s goal is to have return production, then what it’s doing is consistent with that.   
 
Kevin Larson stated by nature he’s willing to take more risk and more volatility that these types of higher return 
seeking assets are going to create.  When he looks at the assets in the plan, it is essentially the perpetuity, 
there is a lot of time to make up negative surprises.  He would expect from this component the way it is 
designed currently that TSRS will perform better than the market and it seems to be demonstrated over the last 
22-25 years.  The other aspect is that TSRS has a lot of ground to make up as it has a lot of unfunded liability.  
He thinks it’s also reasonable to split it down the middle at 50/50 and at another meeting decide how to modify 
how much is in index plans versus managed plans. 
 
Karen Tenace stated she is leaning towards protect on the down side and 50/50 is a reasonable is a fine 
tuning to do that.   
 
Michael Coffey agreed.   
 
Chairman Fleming stated at one time the TSRS Board must have decided to put less in PIMCO and asked if 
anyone recalls when that was. 
 
Michael Coffey stated that it doesn’t need to be decided right now. It’s an interesting discussion and he would 
like the time to think about it.  Mr. Coffey asked Neil Galassi if he could discover why TSRS had put less in 
PIMCO at one time. 
 
Neil Galassi replied that he would have to research the minutes to find when the allocation of PIMCO changed 
to get that information. 
 
Michael Coffey asked when TSRS bought PIMCO.  
 
Gordon Weightman answered 14 years ago.  Their mandate has changed over time.  They were given a new 
benchmark in 2012. 
 
Paul Erlendson stated that TSRS should be able to contact their prior consultant as they should be able to 
provide the reason why they made that suggestion.   
 
Chairman Fleming asked the Board if anyone wants to make a motion today.  
 
John O’Hare answered no.  He would like all of the Boards decisions to be made after a presentation another 
future meeting in order for the Board to have time to think it over and make a decision at the following meeting.   
 
Chairman Fleming asked the Board, if there isn’t a motion made today, he will ask Neil Galassi to put the topic 
back on the agenda for the December meeting to be discussed again. 
 
Paul Erlendson asked the TSRS Board if the second question about converting the index fund to actively 
managed versus leaving it alone, if the Board has any interest in exploring that idea. 
 
Chairman Fleming answered that the Board wants to think about it. 
 
Paul Erlendson stated he’s glad to hear that the Board wants to think about it.  It’s not urgent but in the long 
term it would be good to come up with a structure that everyone can support in good times or bad.  
 
Karen Tenace stated to answer Paul Erlendson’s question, her first inclination is no; probably not go active. 
 
Chairman Fleming agreed with Karen Tenace. 
 
Gordon Weightman left the meeting.  



 
Neil Galassi stated to the Board that he will put the topic of fixed income back on the agenda for the December 
Board meeting and asked Paul Erlendson if he and Gordon Weightman will be able to join the meeting on the 
phone at the next meeting. 
 
Paul Erlendson and Gordon Weighman answered in the affirmative. 
 
Board requested to revisit discussion of fixed income structure alternatives again at January TSRS 
Board meeting. 
 
 
E. Articles for Board Member Education / Discussion 

1. T-Rowe Price – 2016 US Election and the Markets 
2. The Bond Buyer – Moody’s: States’ Adjusted Net Pension Liabilities Soaring 
3. Causeway – The 2016 U.S. Election: A Republican Reflation 

 
F. Call to Audience – none heard. 
 
G. Future Agenda Items    

1. January – Discussion of changing the interest rate allocated to member account balances. 
2. December - Discussion of fixed income structure alternatives. 

 
H. Adjournment – 10:55 AM 
 
 

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

 



Elizabeth R Livingston Housing and Community Development Normal Retirement 11/26/2016 11/22/1962 54.01 29.3361 397,098.31 118,561.37 4,108.13 J&S 100                   2,516.25 
Anita M Smith-Etheridge City Manager Deferred Retirement 12/5/2016 12/5/1954 62.00 8.3521 100,798.76 28,973.22 4,052.53 J&S 50                      676.80 
**Midge Irwin Parks and Recreation Normal Retirement 11/2/2016 7/30/1957 59.26 31.9557 614,442.25 191,026.31 6,181.07 Single Life                   4,444.21 
**David A Barraza II Environmental Services Normal Retirement 12/10/2016 7/16/1955 61.40 22.66 ** 163,808.61 8,152.07 J&S 100                   3,720.47 
**Nicole E Gavin Planning & Development Services Normal Retirement 12/10/2016 8/21/1969 47.30 32.94 ** 443,186.99 8,783.98 Single Life                   6,509.99 
**Clay A Hutchinson General Services Normal Retirement 12/10/2016 12/6/1958 58.01 32.3 ** 118,900.02 3,213.60 J&S 50                   2,203.28 
**Leslie W McMullin Parks and Recreation Normal Retirement 12/9/2016 7/16/1950 66.40 24.09 ** 98,380.54 4,863.73 J&S 100                   2,411.17 
**Judith J Mulcahy-
Martinez Transportation Normal Retirement 12/3/2016 3/13/1965 51.72 28.3 ** 161,777.06 4,616.18  Single Life                   2,938.93 

**Karen A Toca Parks and Recreation Normal Retirement 12/9/2016 11/25/1957 59.04 29.15 ** 112,319.90 3,709.33  Single Life                   2,432.75 

47,680.62                27,853.85                
Averages 34.61 370,779.77$            159,659.34              5,297.85                  3,094.87                  

 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              2,454                       5,391,601                64,699,214.64         4,614,048.64$         7.68%
Disability Pensions 160                                                          174,259                      2,091,109                154                          172,173                   2,066,074.20           (25,034.80)$             -1.20%
Survivor Pensions 344                                                          298,979                      3,587,750                349                          344,271                   4,131,248.88           543,498.88$            15.15%

2,809                                                       5,480,335                   65,764,025              2,957                       5,908,045                70,896,538              5,132,512.72$         7.80%
46                               130,112$                     

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 
11/11/16 - 12/10/16 - December 2016

 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  

 November 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 5,389,778.36 5,389,778.36 0.00 26,816,441.09 26,816,441.09 68,300,000 41,483,558.91 60.74 %

Total for 100 - PAYROLL CHGS 0.00 5,389,778.36 5,389,778.36 0.00 26,816,441.09 26,816,441.09 68,300,000 41,483,558.91 60.74 %

Total for Unit 9001 - Normal Retiree Benefit 0.00 5,389,778.36 5,389,778.36 0.00 26,816,441.09 26,816,441.09 68,300,000 41,483,558.91 60.74 %

Fund 072 - TUCSON SUPP RETIREMENT SYSTEM

Budget vs Actual Expenses
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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 0.00 315,618.23 315,618.23 0.00 1,562,576.41 1,562,576.41 3,100,000 1,537,423.59 49.59 %

Total for 100 - PAYROLL CHGS 0.00 315,618.23 315,618.23 0.00 1,562,576.41 1,562,576.41 3,100,000 1,537,423.59 49.59 %

Total for Unit 9003 - Normal Retiree Beneficiary Benefit 0.00 315,618.23 315,618.23 0.00 1,562,576.41 1,562,576.41 3,100,000 1,537,423.59 49.59 %

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 0.00 172,172.85 172,172.85 0.00 855,662.48 855,662.48 1,975,000 1,119,337.52 56.68 %

Total for 100 - PAYROLL CHGS 0.00 172,172.85 172,172.85 0.00 855,662.48 855,662.48 1,975,000 1,119,337.52 56.68 %

Total for Unit 9020 - Disability Retiree Benefit 0.00 172,172.85 172,172.85 0.00 855,662.48 855,662.48 1,975,000 1,119,337.52 56.68 %

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 20,289.60 20,289.60 0.00 94,703.01 94,703.01 230,100 135,396.99 58.84 %

103 - OVERTIME WAGES 0.00 256.25 256.25 0.00 600.47 600.47 0 (600.47) 0.00%

108 - DOWNTOWN ALLOWANCE & DISCOUNTED
TRANSIT PASSES 0.00 92.32 92.32 0.00 468.20 468.20 1,200 731.80 60.98 %

113 - TSRS PENSION CONTRIBUTION 0.00 5,029.64 5,029.64 0.00 25,576.20 25,576.20 63,280 37,703.80 59.58 %

114 - FICA (SOCIAL SECURITY) 0.00 1,579.02 1,579.02 0.00 7,339.67 7,339.67 17,600 10,260.33 58.30 %

115 - WORKERS COMPENSATION INSURANCE 0.00 240.15 240.15 0.00 1,264.92 1,264.92 6,440 5,175.08 80.36 %

116 - GROUP PLAN INSURANCE 0.00 1,081.36 1,081.36 0.00 6,229.62 6,229.62 32,760 26,530.38 80.98 %

117 - STATE UNEMPLOYMENT 0.00 23.12 23.12 0.00 118.29 118.29 300 181.71 60.57 %

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 28,591.46 28,591.46 0.00 136,300.38 136,300.38 507,680 371,379.62 73.15 %

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 0.00 0.00 0.00 7,300.00 17,000.00 24,300.00 25,000 700.00 2.80 %

219 - MISCELLANEOUS PROFESSIONAL
SERVICES 0.00 40,511.25 40,511.25 0.00 976,923.14 976,923.14 4,126,850 3,149,926.86 76.33 %

221 - INSUR-PUBLIC LIABILITY 0.00 283.70 283.70 0.00 1,495.21 1,495.21 32,100 30,604.79 95.34 %

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 55.92 55.92 0.00 292.23 292.23 0 (292.23) 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 0.00 40,850.87 40,850.87 7,300.00 1,007,207.27 1,014,507.27 4,351,180 3,336,672.73 76.68 %

311 - OFFICE SUPPLIES 0.00 350.02 350.02 0.00 1,425.70 1,425.70 9,000 7,574.30 84.16 %

312 - PRINTING,PHOTOGRAPHY,REPRODUCTION 0.00 57.45 57.45 0.00 678.50 678.50 9,000 8,321.50 92.46 %

314 - POSTAGE 0.00 2,212.51 2,212.51 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 2,619.98 2,619.98 0.00 9,127.49 9,127.49 36,150 27,022.51 74.75 %

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

Amount

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 0.00 72,062.31 72,062.31 7,300.00 1,152,635.14 1,159,935.14 4,897,710 3,737,774.86 76.32 %

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

Amount

Unobligated
Budget

Balance
Percent

105 - PAYROLL PENSION 0.00 30,418.52 30,418.52 0.00 152,092.60 152,092.60 350,000 197,907.40 56.54 %

Total for 100 - PAYROLL CHGS 0.00 30,418.52 30,418.52 0.00 152,092.60 152,092.60 350,000 197,907.40 56.54 %

Total for Unit 9022 - Disability Retiree Beneficiary Benefit 0.00 30,418.52 30,418.52 0.00 152,092.60 152,092.60 350,000 197,907.40 56.54 %

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 0.00 101,472.02 101,472.02 0.00 838,172.21 838,172.21 2,400,000 1,561,827.79 65.08 %

Total for 100 - PAYROLL CHGS 0.00 101,472.02 101,472.02 0.00 838,172.21 838,172.21 2,400,000 1,561,827.79 65.08 %

Total for Unit 9023 - ACTIVE MEMBER REFUNDS-CONTRBS 0.00 101,472.02 101,472.02 0.00 838,172.21 838,172.21 2,400,000 1,561,827.79 65.08 %

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 2,653.74 2,653.74 0.00 8,867.03 8,867.03 50,000 41,132.97 82.27 %

Total for 100 - PAYROLL CHGS 0.00 2,653.74 2,653.74 0.00 8,867.03 8,867.03 50,000 41,132.97 82.27 %

Total for Unit 9025 - INTEREST ON REFUNDS 0.00 2,653.74 2,653.74 0.00 8,867.03 8,867.03 50,000 41,132.97 82.27 %

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 0.00 6,084,176.03 6,084,176.03 7,300.00 31,386,446.96 31,393,746.96 81,272,710 49,878,963.04 61.37 %

Total for Department 900 - TUCSON SUPPL RETIREMENT SYSTEM 0.00 6,084,176.03 6,084,176.03 7,300.00 31,386,446.96 31,393,746.96 81,272,710 49,878,963.04 61.37 %

Grand Totals 0.00 6,084,176.03 6,084,176.03 7,300.00 31,386,446.96 31,393,746.96 81,272,710 49,878,963.04 61.37 %

Budget vs Actual Expenses



 
 

 
 
DATE:  December 16, 2016 
 
TO:  The Board of Trustees  
  Tucson Supplemental Retirement System 
 
FROM:  Neil S. Galassi, CPA       
  Pension Administrator 
 
SUBJECT: November 2016 Summary Performance Report 
 
SUMMARY: 
 
This report presents the Tucson Supplemental Retirement System’s investment portfolio as of November, 
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 October 31, 2016 and November 30, 2016, the Total Fund balance of was $733.2 million and 
$730.6 million respectively. This represents an approximate $2.6 million decrease from the prior month. 
There were withdrawals totaling $3.0 million from the Total Fund to support pension payments during the 
recent month, and $14.0 million has been withdrawn during fiscal year 2017. 
 
For the month of November, the Total Fund performance, net of fees, was a positive 0.05% which was 
below custom benchmark return of 0.47%. Total Fund performance was primarily impacted by positive 
returns during the month in domestic equity of 4.34% while international equity returned a negative 
2.70%.  Fixed Income allocations saw negative returns of 2.49%. Real Estate investment allocations saw 
modest returns during the month of 0.53%, while Infrastructure returns were a negative 1.39%; the S&P 
500 Index returned 4.86% during the month. 
 
For the last twelve months the Total Fund performance was a positive 6.50% which was slightly above of 
the custom benchmark return of 5.94% by 56 basis points. The Total Fund performance was primarily 
impacted by Large Cap Domestic equity market returns of positive 10.02% which underperformed relative 
to the benchmark by 1.12%. Small/Mid Cap Domestic Equity allocations returned a positive 14.13% 
which were below the benchmark by 1.22%. The Fund experienced 12 month positive returns on Fixed 
Income of 6.23% which outperformed relative the Barclays Aggregate benchmark by 3.98%. Returns on 
Real Estate and Infrastructure were 5.91% and 11.19% 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 4.37% while Fidelity (formerly Pyramis) Small Cap 
underperformed relative to the benchmark by 6.96%.  Large Cap Equity fund managers were relatively 
consistent with their benchmark except for T-Rowe Price which underperformed relative to the 
benchmark by 3.49%.  The international equity fund managed by Causeway trailed the benchmark by 
3.49% while the Aberdeen international equity fund outperformed the benchmark by 3.03%.  The quarter 
to date return for the American Century international equity fund was a negative 4.68% which was 1.49% 
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 1.84%, while the BlackRock U.S. 
Debt Fund was consistent with the benchmark of 2.50% at 2.58%. For Real Estate fund managers, both 
the JPM Strategic Property Fund and JPM Income and Growth Fund trailed the benchmark by 1.46% and 
3.39% respectively. The Macquarie European Infrastructure Fund was 4.21% above the benchmark, and 
the Steel River Infrastructure fund also outperformed the benchmark by 4.10% 
 
The Total Fund total as of today, December 16, 2016 was $736.2 million.  This represents an increase of 
$5.6 million (77 basis points), over the balance as of November, 2016.  The increase was primarily a 
result of an increase of 1.6% in Domestic Equity allocations.   
 

TSRS Portfolio Performance Review 



 
Summary graphs are as follows: 
 
Calendar Year Metrics: 

 
 
Fiscal Year Metrics: 

 
 
One Year to Date Performance Metrics: 

 



November 30, 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 2016 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 November 30, 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         187,551   25.7%   26.0% (0.3%) (2,409)
Small/Mid Cap Equity          60,215    8.2%    8.0%    0.2%           1,765
Fixed Income         191,557   26.2%   27.0% (0.8%) (5,710)
International Equity         172,337   23.6%   25.0% (1.4%) (10,317)
Real Estate          72,003    9.9%    9.0%    0.9%           6,248
Infrastructure          45,011    6.2%    5.0%    1.2%           8,480
Cash           1,942    0.3%    0.0%    0.3%           1,942
Total         730,617  100.0%  100.0%

*Current Month Target Performance is calculated using monthly rebalancing.

  1
Tucson Supplemental Retirement System



Investment Manager Asset Allocation

The table below contrasts the distribution of assets across the Fund’s investment managers as of November 30, 2016, with
the distribution as of October 31, 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

November 30, 2016 October 31, 2016

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

Domestic Equity $247,766,044 33.91% $(993,695) $10,350,027 $238,409,712 32.52%

Large Cap Equity $187,551,485 25.67% $2,861 $6,873,044 $180,675,580 24.64%
Transition Account (1) 10,612 0.00% 0 2 10,610 0.00%
Alliance S&P Index 56,613,367 7.75% 363 2,007,621 54,605,384 7.45%
PIMCO StocksPLUS 29,490,065 4.04% 0 1,018,951 28,471,114 3.88%
BlackRock Russell 1000 Value 50,829,931 6.96% 0 2,729,355 48,100,576 6.56%
T. Rowe Price Large Cap Growth 50,607,509 6.93% 2,498 1,117,114 49,487,896 6.75%

Small/Mid Cap Equity $60,214,559 8.24% $(996,556) $3,476,983 $57,734,132 7.87%
Champlain Mid Cap 30,319,154 4.15% 972 1,128,501 29,189,681 3.98%
Pyramis Small Cap 29,895,405 4.09% (997,528) 2,348,482 28,544,451 3.89%

International Equity $172,336,954 23.59% $2,887 $(4,785,619) $177,119,686 24.16%
Causeway International Opps (2) 71,082,849 9.73% 2,887 (733,557) 71,813,519 9.79%
Aberdeen EAFE Plus 69,086,064 9.46% 0 (2,440,366) 71,526,430 9.76%
American Century Non-US SC (1) 32,168,041 4.40% 0 (1,611,696) 33,779,737 4.61%

Fixed Income $191,556,558 26.22% $1,363 $(4,900,267) $196,455,462 26.79%
BlackRock U.S. Debt Fund 70,085,509 9.59% 0 (1,700,542) 71,786,050 9.79%
PIMCO Fixed Income 121,471,050 16.63% 1,363 (3,199,725) 124,669,412 17.00%

Real Estate $72,003,441 9.86% $0 $378,274 $71,625,168 9.77%
JPM Strategic Property Fund 47,897,982 6.56% 0 378,274 47,519,708 6.48%
JPM Income and Growth Fund 24,105,460 3.30% 0 0 24,105,460 3.29%

Infrastructure $45,011,165 6.16% $(275,539) $(592,005) $45,878,709 6.26%
Macquarie European 19,466,165 2.66% (238,643) (592,005) 20,296,814 2.77%
SteelRiver Infrastructure 25,544,999 3.50% (36,896) 0 25,581,895 3.49%

Total Cash $1,942,479 0.27% $(1,768,952) $785 $3,710,647 0.51%
Cash 1,942,479 0.27% (1,768,952) 785 3,710,647 0.51%

Total Fund $730,616,642 100.0% $(3,033,936) $451,194 $733,199,384 100.0%

(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 November
30, 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 November 30, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months
Gross of Fees

Domestic Equity 4.34% 2.96% 10.38% 9.10% 15.66%
  Total Domestic Equity Target (1) 4.86% 2.51% 11.14% 8.72% 14.44%

Large Cap Equity 3.80% 2.66% 9.03% 8.90% 15.36%
   S&P 500 Index 3.70% 1.83% 9.79% 9.07% 14.45%

Alliance S&P Index 3.68% 1.79% 9.60% 9.03% 14.39%
  S&P 500 Index 3.70% 1.83% 9.79% 9.07% 14.45%

PIMCO StocksPLUS 3.58% 1.87% 10.49% 9.23% 16.39%
  S&P 500 Index 3.70% 1.83% 9.79% 9.07% 14.45%

BlackRock Russell 1000 Value 5.67% 3.83% 14.22% 8.63% 14.73%
  Russell 1000 Value Index 5.71% 3.86% 14.48% 8.60% 14.69%

T. Rowe Price Large Cap Growth 2.26% 2.95% 2.83% 8.78% 16.19%
  Russell 1000 Growth Index 2.18% 0.14% 5.77% 9.13% 14.14%

Small/Mid Cap Equity 6.00% 3.90% 15.08% 9.76% 16.54%
  Russell 2500 Index 8.51% 4.60% 15.35% 7.13% 14.15%

Champlain Mid Cap 3.87% 3.75% 17.93% 10.94% 15.73%
  Russell MidCap Index 5.39% 2.25% 12.52% 8.57% 14.43%

Pyramis Small Cap 8.18% 3.97% 11.91% 8.40% 17.21%
  Russell 2000 Index 11.15% 7.05% 18.00% 6.45% 13.98%

International Equity (2.70%) (3.22%) 1.27% (2.91%) 5.23%
  Total International Equity Target (2) (2.40%) (2.62%) 1.69% (2.38%) 4.20%

Causeway International Opps (5) (1.02%) (0.98%) (0.77%) (1.95%) 7.88%
  MSCI ACWI ex US (2.31%) (2.53%) 1.89% (2.31%) 4.24%

Aberdeen EAFE Plus (3.41%) (4.75%) 5.30% (3.91%) -
  MSCI ACWI x US (Net) (2.31%) (2.53%) 1.89% (2.31%) 4.24%

American Century Non-US SC (3) (4.77%) (4.68%) - - -
  MSCI ACWI ex US Small Cap (2.97%) (3.19%) 1.75% 0.64% 6.90%

Fixed Income (2.49%) (2.72%) 6.56% 3.97% 4.37%
  BB Barclays Aggregate Index (2.37%) (3.17%) 2.50% 2.79% 2.43%

BlackRock U.S. Debt Fund (2.37%) (3.16%) 2.61% 2.93% 2.55%
  BB Barclays Aggregate Index (2.37%) (3.17%) 2.50% 2.79% 2.43%

PIMCO Fixed Income (2.57%) (2.47%) 8.98% 4.59% 5.52%
  Custom Index (4) (2.51%) (3.02%) 6.61% 4.41% 4.69%

(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 November
30, 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 November 30, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months

Gross of Fees

Real Estate 0.53% 1.90% 6.93% 11.73% 12.63%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 7.98% 12.18% 12.27%

JPM Strategic Property Fund 0.80% 2.05% 7.57% 11.91% 12.63%
JPM Income and Growth Fund 0.00% 1.78% 5.57% 11.80% 14.11%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 7.98% 12.18% 12.27%

Infrastructure (1.30%) 2.34% 11.96% 7.52% 7.67%
  CPI + 4% 0.12% 1.11% 5.57% 4.88% 5.09%

Macquarie European Infrastructure Fund (2.95%) 1.97% 10.70% 1.46% 6.89%
SteelRiver Infrastructure North Amer.** 0.00% 0.14% 10.31% 13.81% 7.73%
  CPI + 4% 0.12% 1.11% 5.57% 4.88% 5.09%

Total Fund 0.06% (0.21%) 6.94% 5.98% 10.46%
  Total Fund Target 0.47% (0.39%) 5.94% 5.33% 9.02%

* 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 November
30, 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 November 30, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months
Net of Fees

Domestic Equity 4.34% 2.88% 10.02% 8.78% 15.28%
  Total Domestic Equity Target (1) 4.86% 2.51% 11.14% 8.72% 14.44%

Large Cap Equity 3.80% 2.62% 8.85% 8.74% 15.17%
  S&P 500 Index 3.70% 1.83% 9.79% 9.07% 14.45%

Alliance S&P Index 3.68% 1.78% 9.56% 8.99% 14.35%
  S&P 500 Index 3.70% 1.83% 9.79% 9.07% 14.45%

PIMCO StocksPLUS 3.58% 1.87% 10.49% 9.23% 16.22%
  S&P 500 Index 3.70% 1.83% 9.79% 9.07% 14.45%

BlackRock Russell 1000 Value 5.67% 3.83% 14.19% 8.59% 14.70%
  Russell 1000 Value Index 5.71% 3.86% 14.48% 8.60% 14.69%

T. Rowe Price Large Cap Growth 2.26% 2.82% 2.28% 8.28% 15.63%
  Russell 1000 Growth Index 2.18% 0.14% 5.77% 9.13% 14.14%

Small/Mid Cap Equity 6.00% 3.69% 14.13% 8.89% 15.61%
  Russell 2500 Index 8.51% 4.60% 15.35% 7.13% 14.15%

Champlain Mid Cap 3.87% 3.53% 16.89% 10.00% 14.74%
  Russell MidCap Index 5.39% 2.25% 12.52% 8.57% 14.43%

Pyramis Small Cap 8.18% 3.76% 11.04% 7.60% 16.34%
  Russell 2000 Index 11.15% 7.05% 18.00% 6.45% 13.98%

International Equity (2.70%) (3.26%) 0.83% (3.54%) 4.52%
  Total International Equity Target (2) (2.40%) (2.62%) 1.69% (2.38%) 4.20%

Causeway International Opps (5) (1.02%) (1.08%) (1.31%) (2.56%) 7.19%
  MSCI ACWI ex US (2.31%) (2.53%) 1.89% (2.31%) 4.24%

Aberdeen EAFE Plus (3.41%) (4.75%) 4.92% (4.61%) -
  MSCI ACWI x US (Net) (2.31%) (2.53%) 1.89% (2.31%) 4.24%

American Century Non-US SC (3) (4.77%) (4.68%) - - -
  MSCI ACWI ex US Small Cap (2.97%) (3.19%) 1.75% 0.64% 6.90%

Fixed Income (2.49%) (2.80%) 6.23% 3.64% 4.04%
  BB Barclays Aggregate Index (2.37%) (3.17%) 2.50% 2.79% 2.43%

BlackRock U.S. Debt Fund (2.37%) (3.16%) 2.58% 2.89% 2.52%
  BB Barclays Aggregate Index (2.37%) (3.17%) 2.50% 2.79% 2.43%

PIMCO Fixed Income (2.57%) (2.59%) 8.45% 4.08% 5.01%
  Custom Index (4) (2.51%) (3.02%) 6.61% 4.41% 4.69%

(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 November
30, 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 November 30, 2016

Last Year Last Last

Last 3 to 36 60

Month Months Date Months Months

Net of Fees

Real Estate 0.53% 1.64% 5.91% 10.54% 11.41%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 7.98% 12.18% 12.27%

JPM Strategic Property Fund 0.80% 1.80% 6.52% 10.83% 11.51%
JPM Income and Growth Fund 0.00% 1.47% 4.59% 10.29% 12.60%
  NFI-ODCE Value Weight Gr* 0.68% 2.07% 7.98% 12.18% 12.27%

Infrastructure (1.39%) 2.16% 11.19% 6.56% 6.44%
  CPI + 4% 0.12% 1.11% 5.57% 4.88% 5.09%

Macquarie European Infrastructure Fund (2.99%) 1.93% 9.78% 0.64% 5.84%
SteelRiver Infrastructure North Amer.** (0.14%) (0.14%) 9.67% 12.65% 6.26%
  CPI + 4% 0.12% 1.11% 5.57% 4.88% 5.09%

Total Fund 0.05% (0.30%) 6.50% 5.51% 9.93%
  Total Fund Target 0.47% (0.39%) 5.94% 5.33% 9.02%

* 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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QDRO PROCEDURES 
 

 
 

1.  Name of Participant:        . 
 
  Date Received:        . 
 

 Send acknowledgment letter to participant, alternate payee and attorneys, 
if any.  

 
 If order is not a domestic relations order, send letter to participant, 

alternate payee and attorneys, if any, stating order submitted is not a 
domestic relations order and will not be reviewed.  

 
 Date sent:         . 

 
2.  If order is a domestic relations order, complete the DRO checklist and    

review of the order to determine whether order is qualified. 
 
  Completed:         . 
 

3.  If DRO is determined to be a qualified DRO, send a letter to the 
participant, alternate payee and attorneys, if any, stating that the DRO is reviewed 
and qualified.  

 
  Date:          . 
 

4.  If deficient, send letter to the participant, alternate payee and attorneys, if 
any, stating deficiency and fact that the order can not be administered by the plan 
as presented.   

 
5.  Repeat these steps until domestic relations order is qualified.  
 
  Date:          . 
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DOMESTIC RELATIONS ORDER CHECKLIST 
 
Instruction.  This checklist is intended to help the Plan Administrator determine 
whether or not a domestic order constitutes a Qualified Domestic Relations Order 
(“QDRO”), in accordance with applicable laws and effective with respect to the 
interest of any participant under the Plan.  If responses to Questions 1-13 are all 
“Yes”, the order is a QDRO and, in general will not require a legal review by the 
Office of the City Attorney.  However, a negative response to certain of the inquiries 
or unfamiliar provisions may require further inquiry or review by the Office of the 
City Attorney, rather than a determination that the order is/is not a QDRO. 
 
Name of Employee:          . 
Address of Employee:         . 
Social Security Number of Employee:       . 
 
 
YES NO 
 
□  □  1. Employee is a Participant in the Plan. 
 
□  □  2. The order certified by the Court (original seal 

    and judge’s signature). 
 
□  □  3. The order is a judgment, decree or order which  
     purports to relate to the provisions of child support,  
     alimony payments or marital property rights to a  
     spouse, former spouse, child or other dependent of  
     a Participant.  The order is certified and signed by       
     Judge. 

 
□  □  4. The order identifies the Alternate Payee by name   
     and social security number. 
 
□  □  5. The order clearly specifies the last known mailing  
     address of each Alternate Payee covered by the  
     order. 
 
□ □ 6. The order clearly indicates the amount, percentage, 

or formula to determine benefit to be paid by the 
Plan to the Alternate Payee, or the manner which 
such percentage is to be determined.   

 
□  □  7. The order clearly indicates the number of payments  
     or period to which such order applies. 
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□  □  8. The order clearly identifies each plan to which it  
     applies: Tucson Supplemental Retirement System. 
 
□  □  9. The form or type of benefits, or options, provided  
     under the order are provided under the Plan. 
 
□  □  10. The order does not require the Plan to pay increased 
     benefits (determined on the basis of actual value). 
 
□  □  11. The order does not require the payment of benefits  
     to an Alternate Payee which are required to be paid  
     to another Alternate Payee under another order  
     previously determined to be a QDRO. 

 
□ □ 12. The order covers survivor benefits for both 

Participant and Alternative Payee.  
 
13. Is there any language that goes beyond items 1 to 

12?  If so discuss with supervisor.  
 
□  □  CONCLUSION:  DRO IS IN COMPLIANCE? 
 
 
Date on which 18-month determination period expires (the 18-month period begins 
with the date on which the first payment would be required to be made under the 
domestic relations order):        . 
 
Date on which Plan fiduciary instructed to establish a separate or escrow account for 
amounts that may be payable to the prospective Alternate Payee:   . 
 
Order finally determined to be    a QDRO    not a QDRO on  
 
           . 
 
Notice of Final Determination sent to Notified Parties on:    . 
 
 
 
TSRS Staff _________________________________  Date ________________ 
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Tucson Supplemental Retirement System  
Plan Procedures for Qualified Domestic Relations Orders 

 
I. PURPOSE 

 
The purpose of the Qualified Domestic Relations Order is to establish specific 
procedures to determine whether the order purporting to divide a participant’s 
benefits under the Tucson supplemental Retirement System complies with applicable 
laws and provisions of the Pension Protection Act and the Internal Revenue Code.  
 
II. GENERAL MATTERS  
 
General Rule. The Plan shall not honor the creation, assignment or recognition of 
any right to any benefit payable with respect to a Participant pursuant to a domestic 
relations order unless that domestic relations order is a qualified domestic relations 
order (QDRO). 
 
Under federal law, a Plan Administrator may comply with the terms of a domestic 
relations order that meets certain specific requirements for a “Qualified Domestic 
Relations Order” (“QDRO”).  If the order is not a QDRO, federal law prohibits the 
Plan Administrator from complying with its terms. 
 
The Tucson Supplement Retirement System (“TSRS”) Plan Administrator has 
adopted the following procedures to be used in determining the qualified status of 
domestic relations orders and to administer distributions under such qualified orders, 
with respect to the Plan. 
 
III. DEFINITION  
 
Terms defined in the Plan shall have the same meanings when used herein.  

 
Alternate Payee. The only persons eligible to be considered alternate payees with 
respect to a Participant shall be that Participant’s spouse, former spouse, child or 
other dependent who is recognized by a domestic relations order as having a right to 
receive all, or a portion of, the benefits payable under the Plan with respect to the 
participant.  

 
Domestic Relations Order. A domestic relations order is any judgment, decree or 
order (including an approval of a property settlement agreement) which relates to the 
provision of child support, alimony payments, or marital property rights to a Spouse, 
former Spouse, child or other dependent of a Participant and which is made pursuant 
to a state domestic relations law (including a community property law). 
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Qualified Domestic Relations Order. A qualified domestic relations order is a 
domestic relations order which creates or recognizes the existence of an alternate 
payee’s right to (or assigns to an alternate payee the right to) receive all or a portion 
of the account of a Participant under the Plan and which satisfies all of the 
requirements as provided by applicable law.  
 
Receipt. A domestic relations order shall be considered to have been received only 
when the Plan Administrator received a copy of a domestic relations order which is 
complete in all respects and is originally signed, certified or otherwise officially 
authenticated. 
 
 
IV. REVIEW PROCEDURES 
 

A. PRESENTMENT OF ORDER .  After a domestic relations order has 
been prepared, the order together with all attachments and documents 
incorporated by reference should be presented to the Plan Administrator.   
If the proposed order is not part of the divorce decree itself or if it 
incorporates the terms of another document by reference, such as a legal 
separation or property settlement agreement, certified copies of the 
divorce decree itself and/or any other document incorporated by reference 
must be provided to the Plan Administrator. 

 
B. NOTICE AND DISCLOSURE.  When the Plan Administrator or his/her 

designee receives a document purporting to be a domestic relations order, 
the Plan Administrator will promptly notify the participant and alternate 
payee(s) and their attorneys, if any, of the receipt of the instrument.    

 
C. The Plan Administrator will also permit the alternate payee(s) to designate 

representatives for notice purposes.   
 

1. Additionally, if the Plan Administrator initially determines that the 
order received appears on its face to be a domestic relations order, the 
Plan Administrator shall notify the participant, alternate payee(s), and 
attorneys, if any, that the Plan Administrator will proceed with a 
review and determination of whether the order is qualified.  

 
2. Alternatively, if the Plan Administrator initially determines that the 

order received does not appear to be a domestic relations order, the 
Plan Administrator shall notify the participant, alternate payee(s), and 
their attorneys, if any, that the instrument received does not appear to 
be a domestic relations order, the basis for the determination, and that 
the Plan Administrator will take no further action pursuant to these 
procedures unless the Plan Administrator should receive advice or 
information verifying that the order is a domestic relations order or 
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that the parties are attempting to rectify the deficiencies in such 
instrument. 

 
D. MAILING ADDRESS.  Required notices are to be sent to the addresses 

specified in the order or, if the order fails to specify an address, to the last 
known address of the participant or alternate payee. 

 
E. DETERMINATION OF QUALIFIED STATUS.  When the Plan 

Administrator receives a document s/he determines to be a domestic 
relations judgment, decree or order, the Plan Administrator will, within a 
reasonable period after receipt of the order, determine, in accordance with 
these written procedures, whether it is a QDRO and notify the participant 
and alternate payee of their determination.  In making the determination, 
the Plan Administrator may request additional information from any 
interested party and may seek the advice of legal counsel as to the status of 
any such judgment, decree or order. 

 
F. “REASONABLE PERIOD”.  If regulations are prescribed defining the 

reasonable period during which the Plan Administrator is to determine 
whether an order is qualified, the Plan Administrator will abide by the 
time period so prescribed.  In no event shall this exceed the time limits 
applicable under the Code.  

 
G. SPECIFIC REQUIREMENTS IN THE DETERMINATION. While 

the Internal Revenue Code and regulations and rulings of the Internal 
Revenue Service will control, the following specifics will guide the Plan 
Administrator in making determinations whether a domestic relations 
order is “qualified”. 

 
  1.  Qualified Domestic Relations Order.  A “domestic relations order” is 

a judgment, decree, or order (including approval of a property settlement 
agreement) that (1) relates to the provision of child support, alimony payments, or 
marital property rights to a spouse, former spouse, child, or other dependent of a 
participant, and (2) is made pursuant to applicable domestic relations law. 

 
  A “domestic relations order” is a “QDRO” if it (1) creates or recognizes 

the existence of an alternate payee’s right to, or assigns to an alternate payee, the 
right to receive all or a portion of the benefits payable to a participant under a 
Plan, (2) specifies all required information (see Item 2 below), and (3) does not 
alter the amount or form of Plan benefits (see Item 3 below). 

 
  An order that is qualified remains qualified with respect to a successor 

plan of the same employer or a plan of a successor employer. 
 
  2.  Informational Requirements.  A “QDRO” must clearly specify the 

following information:  (1) the name and last known mailing address of the 
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participant and the name and mailing address of each alternate payee covered by 
the order, (2) the amount or percentage of the participant’s benefits to be paid by 
the plan to any alternate payee(s), or the manner in which such amount or 
percentage is to be determined, (3) the number of payments or the period to which 
the order applies, and (4) clearly specify the order applies to the City of Tucson 
Supplemental Retirement System Plan. 

 
  An order is not to be treated as failing to be a qualified order merely 

because the order does not specify the current mailing address of the alternate 
payee if the Plan Administrator has reason to know that address independently of 
the order. 
 
 3.  Order May not Alter Amount, Form, Options of Benefits not 
provide under the Plan.  Generally, a domestic relations order qualifies as a 
QDRO only if (1) it does not require a Plan to provide any type or form of benefit, 
or any option, not otherwise provided under the Plan, (2) it does not require the 
Plan to provide increased benefits (determined on the basis of actuarial value), 
and (3) it does not require the payment of benefits to an alternate payee that are 
required to be paid to another alternate payee under another order previously 
determined to be a QDRO.  An order does not require a Plan to provide increased 
benefits if the order does not provide for the payment of benefits in excess of the 
benefits to which the participant would be entitled in the absence of the order. 

 
 4.  Exceptions to Prohibition Against Providing Increased Benefits. 

A QDRO may not require payment to an alternate payee before the participant has 
retired or separated from service even if it requires payment prior to the 
participant’s “earliest retirement age.”  In other words, a QDRO may require an 
immediate distribution to an alternate payee even though the participant is not 
currently entitled to a distribution. 

 
 For purposes of the above paragraph, the “earliest retirement age” is the 
earlier of (1) the date on which the participant attains Rule of 75, or (2) the 
earliest date on which the participant could begin receiving benefits under the 
Plan if the participant separated from service.   
 

6. Timing of Determination of Alternate Payee’s Share.  If the divorce court, at 
the time of divorce, develops a formula for determining the share of the non-
employee spouse at a later time, such an order would qualify, if all other 
requirements are met, because the law contemplates an order setting forth the 
manner in which an amount or percentage is to be determined even though 
deferred.  If the divorce court simply reserves the question for a future 
determination, the order issued at the time of divorce would not qualify, but a 
subsequent order, setting forth the amount or percentage, would.  There is no 
requirement that an order be entered at the time of divorce or at any other 
particular time. 
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7. Joint and Survivor Annuity.  The order requires payment of benefits to be made 
to an alternate payee in any form in which benefits may be paid under the Plan to 
the Participant (other than in the form of a joint and survivor annuity with respect 
to the alternate payee and his or her subsequent Spouse 
 
H. HOLD ON PARTICIPANT BENEFITS DURING 
DETERMINATION PERIOD.  Upon receipt of a domestic relations order 
(including orders in proposed form) and during any period in which the issue of 
whether a domestic relations order is a QDRO is being determined (by the Plan 
Administrator, a court, or otherwise), the Plan Administrator will place a hold on 
the participant’s benefits.  The Plan Administrator reserves the right to place a 
hold for a reasonable period upon notice that an order is being sought, and to 
require the parties to obtain a stay or temporary restraining order prohibiting the 
disposition of the participant’s benefits during the period when an order is being 
sought, in which case the Plan Administrator will place a hold on the participant’s 
benefits, pending receipt of a domestic relations order, for a period of 120 days. 
 
 If a hold is placed on the participant’s benefits due to a stay or a temporary 
restraining order, and by the end of the 120 day period a domestic relations order 
is not received by the Plan Administrator, the Plan Administrator will release the 
hold and pay the segregated amounts (plus interest) to the person who would have 
been entitled to receive them if there had been no temporary restraining order or 
stay.  If the Plan Administrator receives a domestic relations order before the end 
of the 120 day period the hold will be extended due to receipt of the domestic 
relations order. 
 
 If a hold is placed on a participant’s benefits, or extended, due to receipt of 
a domestic relations order, the Plan Administrator may segregate amounts for up 
to 18 months.  The 18-month period does not begin until the first date on which a 
payment would be required to be made under an order following receipt of the 
order by the Plan Administrator.  If the order (or modification thereof) is 
determined to be a QDRO within 18 months after the deferral of benefits, the Plan 
Administrator is to pay the segregated amounts (plus interest) to the persons 
entitled to receive them and release the hold on the participant’s benefits.  If the 
Plan Administrator determines that the order is not a qualified order within the 
18-month period or, after the 18-month period has expired, have not resolved the 
issue of whether the order is qualified, the Plan Administrator will pay the 
segregated amounts (plus interest) to the persons who would have received the 
amounts if there had been no order and release the hold on the participant’s 
benefits; provided, however, that the Plan Administrator will delay the payment 
of the segregated amounts and continue the hold until the expiration of the 18-
month period, if the Plan Administrator receives written notice that the parties are 
attempting to rectify any deficiencies in the order, within 30 days of the date the 
Plan Administrator informs the Notified Parties that the order is not qualified.  For 
this purpose, in addition to written notification from a Notified Party, issuance of 
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a stay or a restraining order shall be considered notification of an attempt to 
rectify deficiencies. 
 
 Any determination that an order is qualified after the expiration of the 18-
month period is to be applied prospectively only.  Neither the Plan Administrator 
nor any other party shall be responsible to any participant, beneficiary or alternate 
payee for amounts previously released from separate accounting and paid to a 
party other than the party to whom such amount would have been paid, had the 
order originally been determined to have been, or not to have been a QDRO as the 
case may be. 
 
I. PLAN ADMINISTRATOR’S OBLIGATIONS.  The Plan shall be 

responsible only for following the QDRO procedures referenced herein, 
and the Plan’s obligation to the participant and each alternate payee shall 
be discharged to the extent of any payment made under these rules 

 
J. DETERMINATIONS BINDING.  All determinations required to be 

made, and actions required to be taken, by the Plan Administrator pursuant 
to these procedures shall be made or taken, in the discretion of the Plan 
Administrator, for the purpose of carrying out the intent of these 
procedures, and after such consultation as the Plan Administrator may 
deem advisable with legal, actuarial, of other expert counsel.  All 
determinations made and action taken by the Plan Administrator pursuant 
to these procedures shall be conclusive and binding upon the Plan, the 
participant, the participant’s spouse and beneficiaries, and any alternate 
payee(s) named in the order received by the Plan. 

 
K. MODIFICATION OF PROCEDURES.  The Plan Administrator shall 

have the right to amend or modify the procedures set forth herein from 
time to time and at any time without notice to any party; provided, 
however, that the Plan Administrator shall make available to each 
amendment or modification shall be effective as of the date of the 
adoption thereof unless either retroactive or prospective effective dates are 
specified (in which case such specification shall control).  No amendment 
or modification, unless required by law or applicable regulation, or unless 
specifically stating its intent otherwise, shall cause or order previously 
determined not to be a QDRO to be recharacterized as a QDRO, and even 
if such recharacterization does occur, neither the Plan Administrator nor 
any party shall be liable to any participant, beneficiary, or alternate payee 
for amounts previously released from separate accounting and paid to a 
party other than the party to which such amount would have been paid, 
had the order originally been determined to have been, or not to have 
been, a QDRO, as the case may be. 
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CALLAN 
INSTITUTE 

Conference 

Essentials 

Knowledge. Experience. Integrity. 

Thirty-Seventh National Conference Agenda 

January 23 – 25, 2017 | The Palace Hotel | San Francisco, CA 

 Monday, January 23  

5:30 pm 

Garden Court 

 

 

 

Welcome Reception & Dinner in the Garden Court 

Attendees are invited to stay for a dinner buffet hosted by 

Mr. & Mrs. Ron Peyton immediately following the Welcome Reception. 

The dinner will be held in the Ralston Room, adjacent to the Garden Court. 

 

 

 Tuesday, January 24  

7:30 am 

Regency Foyer & 

Gold Ballroom 

Registration and Continental Breakfast 

8:30 am 

Grand Ballroom 

Welcome and Introduction 

Ronald D. Peyton, Chairman & CEO, Callan 

Jim Callahan, CFA, Executive Vice President, Callan 

9:30 am 

Grand Ballroom 

Global Economic Landscape 

Lawrence Summers, Former Treasury Secretary, Economist 

Moderator: Jay Kloepfer, Capital Markets and Alternatives Research, Callan 

10:45 am Break 

11:00 am 

Grand Ballroom 

Callan’s EDD Talk on Investment Theory and Design  

Cliff Asness, AQR 

Ben Inker, GMO  

Moderator: Dhaya Lakshminarayanan, Self-employed Strategy Consultant and Performer  

12:00 pm 

Ralston Room 

Luncheon 
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1:15 pm 

Grand Ballroom 

Tuesday, January 24 (continued) 

 

The Future of Energy 

Amy Myers Jaffe, Chair of the World Economic Forum (Davos) Global Agenda Council on The 

Future of Oil and Gas 

Moderator: Janet Becker-Wold, CFA, Denver Fund Sponsor Consulting, Callan 

2:30 pm Break 

2:45 pm 

Sunset Court 

Breakout Rooms 

Workshops 

It’s Private: Real Estate Debt and Middle Market Lending 

Kristin Bradbury, Independent Adviser Group, Callan 

Alex Browning, Denver Fund Sponsor Consulting, Callan  

Jay Nayak, Global Manager Research, Callan  

 

The Future of DC Is Here: The Next Generation of QDIAs  

James Veneruso, CFA, CAIA, DC Consulting Services, Callan  

Brianne R. Weymouth, CAIA, Chicago Fund Sponsor Consulting, Callan  

Ben Taylor, DC Consulting Services, Callan 

 

Insights From Investors: No Shortage of Challenges 

Asset Owner Trends Panel (offered Tuesday only) 

Panelists to be announced 

Moderator: Millie Viqueira, New Jersey Fund Sponsor Consulting, Callan 

 

3:45 pm 

 

Sessions Adjourn 

6:30 pm  

Museum of Modern Art 

MOMA 

 

Cocktail Reception and Dinner 

NAMETAG REQUIRED FOR ENTRY 

Callan-hosted buses going to the dinner site will depart from the Palace Hotel’s Jessie Street 

entrance between 6:30 pm – 7:15 pm. 20-minute bus ride or 5-minute walk. 

 

MOMA is located at 151 Third Street between Howard and Mission. Enter the building from the 

Third Street Entrance. 
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 Wednesday, January 25 

8:00 am 

Gold Ballroom 

Continental Breakfast 

9:00 am 

Grand Ballroom 

Financial Regulation/Economy 

Dr. Pippa Malmgren Former Chief Advisor to President Bush for Economic Policy and Financial 

Markets 

Moderator: Greg DeForrest, CFA, San Francisco Fund Sponsor Consulting, Callan 

10:15 am Break 

10:30 am 

Grand Ballroom 

Behavioral Finance in the 21st Century  

Shlomo Benartzi, Professor and Co-Chair of the Behavioral Decision-Making Group at UCLA’s 

Anderson School of Management 

Moderator: Lori Lucas, CFA, Defined Contribution Consulting, Callan 

11:45 am Luncheon and Speaker 

Dr. Michio Kaku: “Physics of the Future” 

1:15 pm 

Sunset Court 

Breakout Rooms 

Workshops 

It’s Private: Real Estate Debt and Middle Market Lending 

Kristin Bradbury, Independent Adviser Group, Callan 

Alex Browning, Denver Fund Sponsor Consulting, Callan  

Jay Nayak, Global Manager Research, Callan  

 

The Future of DC Is Here: The Next Generation of QDIAs  

James Veneruso, CFA, CAIA, DC Consulting Services, Callan  

Brianne R. Weymouth, CAIA, Chicago Fund Sponsor Consulting, Callan  

Ben Taylor, DC Consulting Services, Callan 

 

Digging Through the Alpha Graveyard: The Insidious Effects of Survivorship Bias  

Greg Allen, President and Director of Research, Callan  

Butch Cliff, CFA, Director of Investment Research, Callan  

Ryan Ball, CFA, Senior Vice President in Chicago Fund Sponsor Consulting, Callan 

 

2:15 pm 

Sunset Court 

Closing Reception 

3:30 pm Conference Adjourns 

 We will be providing a mobile Callan Events App for details to include the agenda, speaker 

biographies, attendee lists, FAQs, and other in December.  Look for an email to download the App! 
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Tucson Supplemental 
Retirement System 

Fixed Income Structure Study 

November 17, 2016 

Gordon Weightman, CFA 
Vice President 

Paul Erlendson 
Senior Vice President 

John Pirone, CFA 
Senior Vice President 
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Agenda and Objectives 

● Agenda 
– Define the role of fixed income in the portfolio 
– Review the current manager structure for the fixed income portfolio 
– Identify a set of broadly appropriate fixed income manager structures 

● Objective 
– Set the long-term strategic composition of the portfolio 
 



Key Points from the 
October 28 Meeting 
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Key Questions when Determining Fixed Income Structure 

● What is the role of fixed income in the TSRS portfolio? 
– Should it act solely as an anchor to windward and a flight to quality asset? 
– Should it seek higher yield in this low return environment? 
– Is there a way to accomplish both objectives? 

● How much risk is the Board willing to take in fixed income? 
– More risk results in higher correlation to growth assets. 

● Is there a place for both active and passive management? Does the Board favor one approach to 
the other? 
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TSRS’s Current Strategic Asset Allocation 

● The target asset allocation is well 
diversified with exposure to both 
public and private asset classes  

● Fixed income represents 27% of the  
portfolio 
– 27% fixed income equates to 

approximately $200 million as of 
September 30, 2016 

– The median allocation to fixed income 
for Public DB plans as of 6/30/16 was 
27% with a range of 14% - 40%. 

● In the 2014 asset allocation study, 
fixed income was benchmarked to 
the Barclays Aggregate 
– TSRS’s actual fixed income composition 

has a greater allocation to higher risk 
bond sectors 

Current Target Asset Allocation 

As of September 30, 2016 

US Stocks, 34% 

International 
Stocks, 25% 

Infrastructure, 5% 

Fixed Income, 
27% 

Real Estate, 9% 
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Fixed Income 

● Within a total return strategy the role of fixed income is to serve as a low-risk, diversifying anchor 
against which an investor takes on riskier investments in assets such as equity. 

 

Role as the “Anchor to Windward” 
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Major Issues Facing Fixed Income Investors Today 
  

Issue Consequence 

Low Yield Environment Difficult for investors to achieve return targets. 

Potential for Rising Rates Investors are grappling with the reality of potentially negative 
returns on their fixed income portfolios. 

Dysfunctional Political System and 
Uncertain Macro Environment 

Global government intervention and uncertain policy make it 
difficult for investors to position their portfolio. 
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Fixed Income 

● Interest rates have reached 
lows not seen in many 
decades 

● US government bond rates 
are moderately higher than 
other developed markets 

Government Interest Rates 
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TSRS’s Target Fixed Income Structure 

● The current target structure 
employs two managers, with 
PIMCO at a 63% target allocation 

● The PIMCO active mandate has a 
custom benchmark (25% each to  
high yield, emerging market debt, 
mortgages and investment grade 
credit).  It can at times be highly 
correlated with the equity markets, 
particularly in periods of market 
stress 

● The BlackRock portfolio is 
passively managed and replicates 
the Barclays Aggregate index 

 

 
 
 

As of September 30, 2016 

Current Target Fixed Income 
Structure 

BlackRock Index, 
37% 

PIMCO Active, 
63% 
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Fixed Income Strategies 

● Passive Core: Replicates the return of the underlying index  
– Pros 

– Virtually no tracking error 
– Low cost 
– Large Treasury allocation expected to perform well when equities perform poorly 
– Provides liquidity for cash flows, rebalancing, and transitions 
– Simple to monitor 

– Cons 
– Lacks the potential to add value over the index 
– Large Treasury allocation likely to be a drag on returns in normal markets due to low yields 

 
 BlackRock’s US Debt  Index is an example of this style in TSRS’s portfolio 
 

● Active Core: Attempts to add modest amounts of value over the return of the Aggregate index 
while experiencing a limited amount of tracking error 
– Pros 

– Expectation of value added by modest interest rate, sector, and security management 
– Low tracking error 

– Cons 
– Outperformance over the index can be difficult to achieve net of fees 
– Active core managers can underperform during times of equity market stress due to low Treasury allocations 

 

Descriptions; Pros and Cons 
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Fixed Income Strategies 

● Core Plus: Attempts to add significant value over the Aggregate with relatively high tracking error 
due in part to the use of non-index securities such as high yield and emerging market bond debt 
– Pros 

– Managers have generally added value over the index net of fees 
– Tactical allocation to non-index securities when their valuations make them attractive 

– Cons 
– Higher tracking error may not be consistent with stabilizing role of fixed income 
– Non-index securities tend to have higher correlations to equities limiting the amount of overall portfolio diversification 
 
PIMCO’s custom strategy (¼ high yield, ¼ emerging market debt, ¼ mortgages, and ¼ investment  grade credit) is a 
relatively aggressive example of this style in TSRS’s portfolio. In this evaluation, we consider PIMCO to be Core ++. 
 

 
   

Descriptions; Pros and Cons 
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Comparison of TSRS’s Structure to the Barclays Aggregate 
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● TSRS has exposure to high yield, and emerging market debt outside of the Barclays Aggregate 

● TSRS is underweight governments relative to the Barclays Aggregate 

● Investment grade credit and mortgage exposure are comparable to the benchmark 
As of 9/30/2016.  TSRS exposures are based on  the  underlying benchmarks for PIMCO and BlackRock combined at policy weights.  
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Correlation of Fixed Income Sectors with Equity 

● High yield, emerging market debt and investment grade credit can be highly correlated with stocks 

● Mortgages and governments have exhibited zero or negative correlations with equity  
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TSRS’s Manager Correlations with Equity 

● PIMCO is significantly more correlated with equity than BlackRock which is benchmarked to the 
Barclays Aggregate 

0102 03 04 05 06 07 08 09 10 11 12 13 14 1516
(0.6)

(0.4)

(0.2)

0.0

0.2

0.4

0.6

0.8

for 15 Years Ended June 30, 2016
Rolling 36 Month Correlation Relative To S&P:500

C
or

re
la

tio
n

0.6 - PIMCO Active Fixed Income

(0.1) - BlackRock Index



15  TSRS Fixed Income Structure Study Knowledge. Experience. Integrity. 
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Mortgages

Barclays Aggregate

Emerging Market Debt

Core ++ (PIMCO Custom Benchmark)

Historical Return and Risk 

● The PIMCO custom benchmark has displayed greater risk and return historically then the median 
core plus fixed income manager (represented by the cross hair). 

Bond portfolios and sectors in which TSRS is invested 
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Active vs. Passive Considerations 

● Active and passive strategies can be 
complementary and can both play important roles 
in a portfolio 

● Passive mandates provide low-cost exposure to 
the market 

● Passive allocations are good liquidity vehicles for 
rebalancing, transition management, and making 
cash contributions/distributions 

● Passive allocations are simple to monitor with less 
manager (and business) risk 

● Passive mandates provide competitive 
performance in efficient markets and lower the 
tracking error for the total portfolio 

● There are active managers who outperform the 
index – the challenge is to identify and hold them 
throughout their full performance cycle 

● Like any style of investing, passive management 
will go in and out of favor over time 

 

Percent of 3-Year periods where the 
median manager beat the benchmark after 
fees, for 20 years ended Sept 30, 2016 
 

48% 

68% 

Core Core Plus

U.S. Fixed Income 

Fee Assumptions: Core = 0.25%, Core Plus = 0.30% 



Fixed Income Structure 
Alternatives 
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Framing the Structure Decision  

1) What do you want the role of fixed income to be? 

 

 

 Anchor to Windward 

Lower Yield 

Lower Risk 

Higher Yield 

Higher Risk 

Correlation with Equity 

Current Policy: 

17% Core ++ (PIMCO) 

10% Core (Aggregate) 

Core ++ Core  

2) Is there a role for active and/or passive management? 

Current Structure: 

17% Active (PIMCO) 

10% Passive (BlackRock) 

Passive  Active 

Potential for Alpha 

Higher Fees 

Tactical Latitude 

Index-Like Returns 

Lower Fees 

No Tactical Latitude 

Core + 
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1) What Do You Want the Role of Fixed Income To Be? 

● Greater allocations to Core ++ increase expected return but expected risk as well since PIMCO 
invests roughly half its portfolio in high yield and emerging market debt. 

● Core ++ tends to underperform Core in periods of market stress as well. 

Higher Yield 

Higher Risk 

Correlation with Equity 

Anchor to Windward 

Lower Yield 

Lower Risk 

Core ++ Core  

 (Policy Mix) (Currrent) 
Core 27% 20% 15% 10% 5% 0% 
Core ++ 0% 7% 12% 17% 22% 27% 

Mort 0.00% 1.75% 3.00% 4.25% 5.50% 6.75% 
IG 0.00% 1.75% 3.00% 4.25% 5.50% 6.75% 

HY 0.00% 1.75% 3.00% 4.25% 5.50% 6.75% 
EMD 0.00% 1.75% 3.00% 4.25% 5.50% 6.75% 

Core + 

Implications of shifting relative weights of Core (Barclays Aggregate) and Core ++ (PIMCO) 
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Core ++ Increases Overall Plan Expected Return and Risk 

● Greater allocations to Core ++ increase expected return but expected risk as well. 

● Current implementation (with 17% Core ++) confers 14 basis points greater expected return and 68 
basis points greater risk at the overall plan level than the policy mix (benchmarked to the Barclays 
Aggregate). 

   (Policy Mix)     (Currrent)     

Core 27% 20% 15% 10% 5% 0% 

Core ++ 0% 7% 12% 17% 22% 27% 

              

Total Plan1 Expected Return 6.57% 6.63% 6.67% 6.71% 6.75% 6.79% 

Total Plan1 Expected Risk 13.09% 13.37% 13.56% 13.77% 13.98% 14.20% 

Sharpe Ratio 0.33 0.33 0.33 0.32 0.32 0.32 

1 The two “Total Plan” lines reflect the impact of the different fixed income structures on the entire Tucson Supplemental Retirement 
Plan’s 10-year expected return and risk levels even though fixed income accounts for only 27% of TSRS’s entire asset base. 

Implications of shifting relative weights of Core (Barclays Aggregate) and Core ++ (PIMCO) 
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Core ++ Increases Correlation with Equity 

Core ++ (PIMCO custom benchmark) correlation averages roughly +0.5. 
– High yield and emerging market debt components provide less diversification that the Aggregate, particularly in 

periods of  market stress. 
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Historical Stress Testing: Credit Crisis 
Evaluation during the Global Financial Crisis (August 2008 to December 2008) 

 

  

● PIMCO custom benchmark lost 13% of value in two months. 
–  The Aggregate’s maximum drawdown was less than 4%. 

● By the end of November, the Barclays Aggregate fully recovered all losses. 
– The PIMCO custom benchmark was still down over 11%. 
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Historical Stress Testing: Rising Interest Rates 
Evaluation during the Taper Tantrum* (April 2013 to August 2013)  

● Both the Barclays Aggregate and the PIMCO custom benchmark have significant interest rate 
exposure (duration) and therefore both lost money during the Taper Tantrum. 
– The Aggregate was down roughly 4%. 
– The custom PIMCO benchmark was down nearly 6% as in market stress, more risky assets tend to 

underperform. 

*In the Taper Tantrum, 2 year rates rose 20bp, 3 year rates rose 40bp, and 5 year through 30 year rates rose roughly 100bp from 4/30/2013 to 8/31/2013. 
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2) Active and/or Passive Management? 

Passive  

Index-Like Returns 

Lower Fees 

No Tactical Latitude 

Potential for Alpha 

Higher Fees 

Tactical Latitude 

Active 

Current Structure: 

17% Active (PIMCO) 

10% Passive (BlackRock) 

Fees: 33 basis points/year 
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TSRS Total Fixed Income Performance Evaluation 

● TSRS’s cumulative fixed income performance results are exceptionally good. 
– Results over the last 4.5 years have been significantly enhanced as a results of PIMCO’s “core ++” strategy. 

Performance as of 9/30/2016 

 

  

Performance vs Pub Pln- Domestic Fixed (Gross)

0%

2%

4%

6%

8%

10%

12%

Last Quarter Last Year Last 3 Years Last 5 Years Last 10 Years

(6)

(70)

(2)

(62) (7)

(53)

(14)

(67)

(19)

(65)

10th Percentile 2.07 7.92 5.07 5.26 6.34
25th Percentile 1.64 6.86 4.57 4.45 5.53

Median 0.94 5.74 4.09 3.73 5.08
75th Percentile 0.41 4.47 3.13 2.69 4.32
90th Percentile 0.19 3.56 2.63 2.28 3.83

Fixed Income 2.38 9.81 5.32 5.04 5.92

BB Barclays
Aggregate Index 0.46 5.19 4.03 3.08 4.79
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PIMCO Performance Evaluation 

● PIMCO has outperformed its custom benchmark on a gross of fees basis by 78 basis points/year 
since TSRS strategy inception in 2002. 

● Annual fees for PIMCO are roughly 49 basis points. 

Performance vs CAI Core Plus Fixed Income (Gross)

0%

5%

10%

15%

Last Quarter Last Last 3 Years Last 5 Years Last 10 Years Last 14 Years
Year

A(3)

B(100)

(6)

A(1)

B(96)

(3)

A(3)

B(95)

(3) A(4)

B(100)

(10)
A(16)

B(97)
(27) A(14)

B(97)
(44)

10th Percentile 2.14 8.08 5.44 5.48 6.98 6.92
25th Percentile 1.68 7.18 4.99 5.09 6.24 6.34

Median 1.36 6.55 4.61 4.55 5.77 5.87
75th Percentile 1.08 6.02 4.42 4.22 5.49 5.42
90th Percentile 0.87 5.65 4.28 3.94 5.16 5.06

PIMCO Fixed Income A 3.50 12.61 6.01 6.20 6.64 6.79
BB Barclays

Aggregate Index B 0.46 5.19 4.03 3.08 4.79 4.53

Custom Index 2.33 10.38 5.91 5.50 6.20 6.01

Performance as of 9/30/2016 
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BlackRock Index Fund Performance Evaluation 

● BlackRock has outperformed its benchmark on a gross of fees basis by 13 basis points/year 
over the last 10 years. 

● Annual fees for BlackRock are 5.5 basis points. 

Performance vs CAI Core Bond Fixed Income (Gross)

0%

1%

2%

3%

4%

5%
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7%

8%

Last Quarter Last Last 3 Years Last 4-3/4 Last 5 Years Last 10 Years
Year Years

(81)(84)

(77)(83)

(76)(84)

(93)(97) (92)(97)

(86)(90)

10th Percentile 1.15 6.72 4.98 4.42 4.57 5.90
25th Percentile 0.94 6.11 4.74 3.98 4.08 5.65

Median 0.70 5.65 4.36 3.61 3.73 5.31
75th Percentile 0.52 5.29 4.22 3.36 3.44 5.08
90th Percentile 0.33 4.96 3.88 3.18 3.24 4.75

BlackRock
U.S. Debt Fund 0.48 5.29 4.17 3.15 3.22 4.92

BB Barclays
Aggregate Idx 0.46 5.19 4.03 3.00 3.08 4.79

Performance as of 9/30/2016 
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Historical Stress Testing: Credit Crisis 
Evaluation during the Global Financial Crisis (August 2008 to December 2008) 

 

  

● Both the PIMCO fund and the custom benchmark lost 12% of value in three months. 
–  The Aggregate’s maximum drawdown was less than 4%. 

● By the end of November, the Barclays Aggregate index fully recovered all losses. 
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Historical Stress Testing: Rising Interest Rates 
Evaluation during the Taper Tantrum* (April 2013 to August 2013)  

● PIMCO fund performance was very similar to the custom benchmark performance. 
– The Aggregate was down roughly 4%. 
– Both the PIMCO fund and the custom PIMCO benchmark were down nearly 6% as in market stress, more risky 

assets tend to underperform. 

*In the Taper Tantrum, 2 year rates rose 20bp, 3 year rates rose 40bp, and 5 year through 30 rates rose roughly 100bp from 4/30/2013 to 8/31/2013. 
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Core Bond Style versus Barclays Aggregate 

Percent of rolling 3-year periods where Manager Beat Benchmark by more than Fee Hurdle – by Percentile 
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Callan Core Bond Style

Median

Bloomberg Barclays Aggregate

Fee Hurdle 0.20% 0.25% 0.30% 0.35% 0.40% 0.45% 0.50% 0.55% 0.60% 0.65%
Median 49% 48% 39% 31% 26% 26% 25% 25% 23% 23%

45th Percentile 54% 50% 45% 40% 35% 29% 28% 28% 26% 24%

40th Percentile 66% 58% 50% 44% 40% 35% 31% 28% 28% 28%

35th Percentile 79% 66% 60% 49% 46% 39% 35% 34% 31% 28%

30th Percentile 89% 78% 69% 60% 51% 46% 43% 38% 35% 33%

25th Percentile 96% 89% 80% 70% 60% 55% 49% 44% 41% 38%

Average Annualized 3-Year Excess Return (gross) – Median Manager: 0.30%
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Fixed Income Structure Alternatives 

1) What do you want the role of fixed income to be? 

● If primary role is anchor to windward 
– consider reducing PIMCO allocation from 17%. 

● If primary role is return seeking 
– consider increasing PIMCO allocation from 17%. 

● If comfortable with current level of additional risk conferred by PIMCO’s “core ++” orientation 
– retain current 17% allocation. 

 
2) How much active fixed income management do you want? 

● If comfortable seeking additional alpha 
– consider moving index allocation into active core, ensuring new active manager is a conservative core 

manager with characteristics similar to the Barclays Aggregate. 

● If not comfortable seeking additional alpha or increasing level of management fees 
– retain index exposure. 

 

 



Appendix:  
PIMCO Strategy 
Characteristics 
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PIMCO Strategy Characteristics 

Source: PIMCO as of 9/30/2016 
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Disclaimers 

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

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

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

Past performance is no guarantee of future results.  

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

• REITs are companies that own and manage income-
producing real estate

• REITs were developed to democratize real estate investment
– Ownership tests ensure ordinary individuals are the main beneficiaries

• At least 100 shareholders with transferable shares
• Largest 5 shareholders cannot collectively own more than 50%

– Asset and income tests ensure returns reflect real estate investment
• At least 75% of assets are real estate
• At least 75% of income comes from ownership of real estate

– Distribution tests ensure real estate returns flow to individuals
• Must distribute at least 90% of taxable income in the form of dividends
• Distributions are deducted from taxable income
• Most REITs distribute at least 100% of taxable income, so have no corporate income 

tax liability

– Ensures that REIT shareholders have the same tax treatment as 
individuals who own property directly
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What is “Public Real Estate”?

• “Private real estate” is not open to the investing public
– Private non-REITs

• direct investment
• co-investment, including joint ventures managed by a REIT
• separate accounts
• many private equity investment funds

– Private REITs, including many other private equity real estate funds

• “Public real estate”
– Companies whose securities are registered with the Securities Exchange 

Commission (SEC) and therefore can be offered to the investing public
– Includes real estate operating companies (REOCs) as well as REITs
– Public REITs may be listed or unlisted

• Listed REITs are traded on major stock exchanges
• Unlisted REITs are sold directly to investors through broker-dealers

• Equity REITs own primarily physical real estate (e.g., buildings)
• Mortgage REITs own primarily real estate debt (e.g., MBS)
• This presentation focuses on exchange-traded Equity REITs
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What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations
– Volatilities
– Returns

• Interlude: REITs, Stocks, and Bonds
• Current Real Estate Market Situation

– Duration of the Real Estate Market Cycle
– Macro Environment
– REIT Valuations

3



Quick Study: REITs and Private Equity Real Estate

Attribute Private Equity
Real Estate

Listed Equity
REITs

Measured Correlations
with other assets Extraordinarily/falsely low

Usually between 0.51 and 0.66 
with stocks

(≈0.30 with bonds)

True Correlations
with other assets

Same as listed REITs,
except for short-term spillover Measured correctly

Measured Volatility
Extraordinarily/falsely low

(roughly equivalent to
7-yr U.S. Treasuries)

Usually between 13.8% and 17.3% 
(slightly lower than
non-REIT stocks)

True Volatility Same as listed REITs
(adjusted for leverage) Measured correctly

Measured/True
Gross Total Returns

Embarrassingly low
(compared to listed equity REITs)

≈12.0% per year for 44+ years
(higher than non-REIT stocks)

Fees and Expenses 100-258 bps/year 7-52 bps/year
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“Just Thinking”: Which Measures Performance Correctly?
Public and Private Measures of Hotel Returns, 2001-2002
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REIT-Stock Correlations Decline Sharply
as Investment Horizon Lengthens

Source: NAREIT® analysis of monthly returns data for January 1990 through October 2016 from Interactive Data Pricing and Reference Data 
accessed through FactSet.  Equity REITs were part of the S&P Financial Sector until October 2016.

• Declining REIT-stock correlation over 
increasing investment horizons indicates 
that asset returns increasingly differ as 
spillover (mispricing) effects are 
corrected

• Declining correlation as errors are 
corrected is a sign that underlying return 
drivers are fundamentally different—that 
is, REITs and non-REIT stocks represent 
different asset classes
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Correlation of REIT Returns with Returns on Private Real 
Estate: Another Upward-Sloping Term Structure

Source: NAREIT® analysis of data from FTSE NAREIT All Equity REITs Index, NCREIF Property Index, and NCREIF Open-End Diversified Core Equity (ODCE) Fund Index, 
1978Q1-2016Q3; and from Cambridge Associates Real Estate Fund Index, 1986Q1-2016Q1.

• Correlations over one-
quarter investment 
horizons reflect spillover 
in REIT returns, and 
appraisal error as well as 
illiquidity in private real 
estate

• Correlations increase as 
the investment horizon 
lengthens as REIT 
mispricing and appraisal 
errors are corrected

• This correlation pattern, 
called “upward-sloping 
term structure of 
correlations,” is 
characteristic of indexes 
in the same asset class 
that are measured with 
“error”

• Contemporaneous 
correlations do not 
correct for 4-5 quarter 
lag in measuring returns 
of private real estate
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What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations ✓ both provide asset class diversification
– Volatilities
– Returns

• Interlude: REITs, Stocks, and Bonds
• Current Real Estate Market Situation

– Duration of the Real Estate Market Cycle
– Macro Environment
– REIT Valuations
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Volatility Comparison, Listed and Private Real Estate
Unlevered Capital Appreciation and Total Returns, 2002q4 – 2016q3

All figures are annualized based on standard deviation of quarterly returns, 2000Q1-2016Q3.  Listed U.S. equity REIT returns 
measured by the FTSE NAREIT PureProperty® index series; unlisted U.S. real estate returns measured by the NCREIF Transaction 
Based Index (NTBI). Quarterly returns for NTBI are measured using all available properties that transacted during each quarter; 
quarterly returns for PureProperty are measured on the basis of only the last stock transaction in each quarter. 
*Includes health care and hotel properties, which are slightly more volatile. Source: NAREIT analysis of data from FTSE and NCREIF. 11

Capital Appreciation Total Return

Listed U.S. Equity 
REITs 

(unlevered)

U.S. Private Equity 
Real Estate
(unlevered)

Listed U.S. Equity 
REITs

(unlevered)

U.S. Private Equity 
Real Estate
(unlevered)

Apartment 10.7% 10.6% 10.8% 10.6%

Industrial 11.2% 10.3% 11.3% 10.3%

Office 11.6% 10.6% 11.6% 10.6%

Retail 11.9% 10.9% 11.9% 11.1%

East Region 12.1% 10.9% 12.1% 11.0%

Midwest Region 10.8% 10.0% 10.8% 10.0%

South Region 10.3% 10.2% 10.3% 10.3%

West Region 11.9% 10.5% 12.0% 10.5%

Aggregate 11.2% 10.5% 11.2% 10.5%



What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations ✓ low correlations for both with other equities

– Volatilities ✓ equity-like volatility for both
– Returns

• Interlude: REITs, Stocks, and Bonds
• Current Real Estate Market Situation

– Duration of the Real Estate Market Cycle
– Macro Environment
– REIT Valuations
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Net Total Returns to Listed Equity REITs and Private Equity 
Real Estate Investments over the Last Full Market Cycle

Form of CRE 
Investment Leverage Fees and 

Expenses

Full Cycle
(Peak to Peak)

Bull Market Only
(Trough to Peak)

Duration Returns Duration Returns

Property Values 0% ≈100 bps 17¾ years
1990q3 – 2008q2

275%
7.7% / yr

15½ years
1992q4 – 2008q2

331%
9.9% / yr

Open-Ended 
Diversified Core 
Equity Funds (ODCE)

≈22% 107 bps 17¾ years
1990q3 – 2008q2

272%
7.7% / yr

15 years
1993q2 – 2008q2

341%
10.4% / yr

Value Added Private 
Equity Real Estate 
Funds

≈51% 170 bps 17½ years
1990q3 – 2007q4

348%
8.9% / yr

14¾ years
1993q2 – 2008q1

464%
12.4% / yr

Opportunistic 
Private Equity Real 
Estate Funds

≈64% 257 bps 17¼ years
1990q3 – 2008q1

716%
12.9% / yr

14 years
1993q4 – 2007q4

1,104%
19.1% / yr

Publicly Traded 
Equity REITs ≈38% ≈50 bps 17½ years

1989q3 – 2007q1

802%
13.4% / yr

16½ years
1990q3 – 2007q1

1,041%
15.9% / yr

Source: NAREIT® analysis of data from NCREIF (NPI, ODCE, Townsend Fund Indices) and FTSE NAREIT All U.S. Equity REITs Index.

Listed equity REIT returns exceed private equity real estate fund returns even 
over bull markets and relative to funds that use much greater leverage



REITs Have Provided Comparable Income With Much 
Higher Capital Appreciation than Core Private Real Estate

Sources: NAREIT® analysis of data from NCREIF Property Index (unlevered core properties, NCREIF ODCE Index (core funds), NCREIF/Townsend Fund 
Indices (value added and opportunistic funds), and FTSE NAREIT All Equity REITs Index (equity REITs).  Expenses for equity REITs are estimated at 50 bps 
per year, distributed equally across all months; expenses for unlevered core properties are assumed to equal 100 bps per year, distributed equally across all 
quarters.  Expenses are attributed to income returns only, in accordance with ODCE.  Assumes no reinvestment of net income.

Income Component

Income Component

3.44 3.38

0.06

2.96
3.26

-0.30

3.44
3.12

0.31

5.73

2.89 2.85

6.35

3.69

2.66

-1.00

0.00

1.00

2.00

3.00

4.00

5.00

6.00

7.00

Total Return (net) Income (net) Capital Appreciation

Income and Capital Appreciation Components of Net Total 
Return

1988q4 – 2013q3

Unlevered Core Properties Core Funds Value-Add Funds Opportunistic Funds Equity REITs
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Do Academic Researchers Agree?

15

Study Key Conclusion
Kiehelӓ & Falkenbach

[2015] “PERE funds constantly and significantly underperformed the public market” ✓

Ling, Naranjo & Scheick
[2015] “public market real estate returns outperform comparable private market returns” ✓

Andonov, Eichholtz & 
Kok [2014]

”REITs delivered a higher gross return as compared to direct real estate 
investments. … Especially smaller pension funds do not seem to recognize that 

REITs represent an investment approach in real estate that is comparable to 
selecting external managers investing in direct real estate (and much better than 

fund-of-funds managers) but with substantially lower investment costs.”

✓

Ling & Naranjo [2014] “unlevered core REITs outperformed their private market benchmark” ✓

Alcock, Baum, Colley & 
Steiner [2013]

“We find evidence for systematic underperformance (by private equity real estate 
investment funds)” ✓

Andonov, Kok & 
Eichholtz [2013]

“Indirect real estate has done better for pension funds in three ways: the gross 
return was higher, the cost wedge between…was lower, and the benchmark-

adjusted return was positive.”
✓

Ang, Cheng, Goetzmann
& Phalippou [2013] “Most specifications show a negative alpha for real estate funds.” ✓

Fisher & Hartzell [2013] “real estate private equity rarely out-performed REITs, and for some vintages the 
underperformance was substantial.” ✓

Pagliari, Scherer & 
Monopoli [2005]

“The data indicate that REITs outperformed private-market real estate by 
approximately 3.0% per annum.” ✓

Riddiough, Moriarty & 
Yeatman [2005]

“Annualized NCREIF index returns over the entire sample period (were) 7.36%, 
compared to an adjusted annualized return of 10.44% for the REIT index.” ✓



CEM Benchmarking Study: REITs Outperformed All 
Other Asset Classes in U.S. Pension Fund Portfolios



CEM Benchmarking Study: REITs Outperformed All 
Other Equity Asset Classes in Risk-Adjusted Returns



What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations ✓ low correlations for both with other equities

– Volatilities ✓ equity-like volatility for both

– Returns ✓ REITs have consistently outperformed private

• Interlude: REITs, Stocks, and Bonds
• Current Real Estate Market Situation

– Duration of the Real Estate Market Cycle
– Macro Environment
– REIT Valuations

18



Why Has Public Real Estate Performed Better than 
Private Real Estate?

• Transparency vs Opacity
– Myth: investment managers must protect their ideas and strategies
– Reality: opacity protects managers when they make poor decisions; 

transparency subjects them to capital market discipline

• Liquidity vs Lock-Up
– Myth: good investments can be made only if investors lock up capital
– Reality: illiquidity protects managers when they make poor decisions; liquidity 

subjects them to capital market discipline

• Access to Capital
– Myth: the distribution requirement prevents REITs from having access to 

capital, so prevents them from making good investments
– Reality: REITs have access to capital from all parts of the market; unrestricted 

capital enables managers to make poor decisions, while the REIT distribution 
requirement subjects them to capital market discipline

• Corporate Governance / Alignment of Interest
– Incentive compensation for REIT executives is almost entirely restricted stock
– Management fees and “promotes” drive a wedge between the interests of 

private equity fund managers and investors

19



Historical Compound Annual Total Returns of REITs and 
Leading U.S. Public-Market Benchmarks (%)

Note: Monthly data as of October 2016
Sources: NAREIT® analysis of data from IDP accessed through FactSet.                                                                                    

FTSE NAREIT
All Equity 

REITs

FTSE 
EPRA/NAREIT 

Developed

Russell 1000
(Large-Cap 

Stocks)

Russell 2000
(Small-Cap 

Stocks)

Barclays Capital
US Aggregate 
Bond Index

1-Year 7.78 3.38 4.26 4.11 4.37

3-Year 10.31 5.51 8.48 4.12 3.48

5-Year 11.74 9.22 13.51 11.51 2.90

10-Year 5.18 2.98 6.83 5.96 4.64

15-Year 11.22 10.32 7.19 8.50 4.60

20-Year 10.36 7.81 7.85 7.88 5.45

25-Year 11.32 8.78 9.35 9.23 5.89

30-Year 10.17 N/A 9.97 9.01 6.48

35-Year 12.00 N/A 11.32 10.09 8.19

40-Year 13.07 N/A N/A N/A 7.53
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Dividends are an Important Component of Total Returns
Dividend and Capital Gains, January 1990 – October 2016
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Correlations Among Major Asset Classes, October 2016
based on DCC-GARCH empirical methodology with monthly data

All figures are based on a DCC-GARCH (Dynamic Conditional Correlation – Generalized Autoregressive Conditional Heteroskedasticity: Engle 2002) model using monthly data through October 2016.  Listed 
U.S. equity REITs (FTSE NAREIT All U.S. Equity REIT), listed U.S. mortgage REITs (FTSE NAREIT Mortgage REIT), and U.S. large-cap stocks (Russell 1000) from January 1972; non-U.S. listed property 
companies (FTSE EPRA/NAREIT Developed x-US) from January 1990; U.S. REIT Preferred Stocks (BofA/ML Preferred Stock REITs) from January 1997; U.S. small-cap value stocks (Russell 2000 Value) 
from January 1979; non-U.S. stocks (MSCI AC World ex-US) from January 1988; U.S. bonds (BC US Aggregate) from January 1976; non-U.S. bonds (BS Global Aggregate x-USD) from January 1990.
Source: NAREIT analysis using Matlab with Kevin Sheppard’s DCC-GARCH routine.

Listed U.S. 
Equity REITs

Listed U.S. 
Mortgage 

REITs

Non-U.S. 
Listed 

Property 
Companies

U.S. REIT 
Preferred 

Stocks

U.S. Large-
Cap Stocks

U.S. Small-
Cap Value 

Stocks

Non-U.S. 
Stocks U.S. Bonds Non-U.S. 

Bonds

Volatilit
y

(%)

Listed U.S. 
Equity REITs 1 0.61 0.67 0.49 0.61 0.62 0.48 0.30 0.29 15.5

Listed U.S. 
Mortgage 

REITs
1 0.55 0.44 0.50 0.56 0.29 0.36 0.20 14.4

Non-U.S. 
Listed Property 

Companies
1 0.37 0.69 0.61 0.87 0.23 0.56 16.5

U.S. REIT 
Preferred 

Stocks
1 0.28 0.32 0.21 0.57 0.29 4.1

U.S. Large-Cap 
Stocks 1 0.85 0.84 0.18 0.18 12.3

U.S. Small-Cap 
Value Stocks 1 0.72 0.15 0.12 15.8

Non-U.S. 
Stocks 1 0.09 0.36 14.3

U.S. Bonds 1 0.53 3.2

Non-U.S. 
Bonds 1 7.9
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Correlation and Volatility: REITs and Small Cap Value Stocks
January 1979 – October 2016, using DCC-GARCH Empirical Methodology

• The correlation between listed U.S. equity REITs and U.S. small-cap value stocks has usually ranged 
between 0.69 and 0.79, but was just 0.62 as of the end of October 2016.

• U.S. small-cap value stocks have been more volatile than listed U.S. equity REITs during about 78% 
of months; as of the end of October 2016 the estimated volatilities were 15.80% and 15.51% 
respectively.

• Beta of listed U.S. equity REITs relative to U.S. small-cap value stocks (not shown) has usually ranged 
between 0.59 and 0.73, and was 0.61 as of the end of October 2016; average REIT alpha has been 
+0.32% per month or +3.96% per year relative to U.S. small-cap value stocks.

Note: Estimates derived from DCC-GARCH model (Dynamic Conditional Correlation with Generalized Autoregressive Conditional Heteroscedasticity, Engle 2002)
Source: NAREIT® analysis of monthly total returns data from FTSE NAREIT All U.S. Equity REITs Index and Russell 2000 Value Index.
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Real Estate is No Longer an Alternative Asset Class

Value Blend Growth
Large ✓✓ ✓✓ ✓✓

Medium ✓✓ ✓✓ ✓✓
Small ✓✓ ✓✓ ✓✓

“Style Box”
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Real Estate is No Longer an Alternative Asset Class

Value Blend Growth
Large ✓✓ ✓✓ ✓✓

Medium ✓✓ ✓✓ ✓✓
Small ✓✓ ✓✓ ✓✓

“Style Box”
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Real Estate is No Longer an Alternative Asset Class

• David Swensen, Yale University’s Chief Investment Officer (Unconventional 
Success, 2005) recommended a “basic formula” for individual investors 
with 20 percent invested specifically in REITs and the rest in equities, 
bonds and cash (TIPS).

Value Blend Growth
Large ✓✓ ✓✓ ✓✓

Medium ✓✓ ✓✓ ✓✓
Small ✓✓ ✓✓ ✓✓

“Style Box”
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Real Estate is No Longer an Alternative Asset Class

• David Swensen, Yale University’s Chief Investment Officer (Unconventional 
Success, 2005) recommended a “basic formula” for individual investors 
with 20 percent invested specifically in REITs and the rest in equities, 
bonds and cash (TIPS).

• “Basically, there are only four types of investment categories that you need 
to consider: Cash, Bonds, Common Stocks and Real Estate.”

– Burton G. Malkiel (Princeton), The Random Walk Guide to Investing

Value Blend Growth
Large ✓✓ ✓✓ ✓✓

Medium ✓✓ ✓✓ ✓✓
Small ✓✓ ✓✓ ✓✓

“Style Box”
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Real Estate is No Longer an Alternative Asset Class

• David Swensen, Yale University’s Chief Investment Officer (Unconventional 
Success, 2005) recommended a “basic formula” for individual investors 
with 20 percent invested specifically in REITs and the rest in equities, 
bonds and cash (TIPS).

• “Basically, there are only four types of investment categories that you need 
to consider: Cash, Bonds, Common Stocks and Real Estate.”

– Burton G. Malkiel (Princeton), The Random Walk Guide to Investing

Value Blend Growth
Large ✓✓ ✓✓ ✓✓

Medium ✓✓ ✓✓ ✓✓
Small ✓✓ ✓✓ ✓✓

“Style Box”
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Stocks
✓

Bonds
✓

Real Estate
✓

Cash
✓

“Diversification Box”



Real Estate is No Longer an Alternative Asset Class

Stocks
✓

Bonds
✓

Real Estate
✓

Cash
✓

• David Swensen, Yale University’s Chief Investment Officer (Unconventional 
Success, 2005) recommended a “basic formula” for individual investors 
with 20 percent invested specifically in REITs and the rest in equities, 
bonds and cash (TIPS).

• “Basically, there are only four types of investment categories that you need 
to consider: Cash, Bonds, Common Stocks and Real Estate.”

– Burton G. Malkiel (Princeton), The Random Walk Guide to Investing

• “Real estate is not an alternative to stocks and bonds—it is a 
fundamental asset class that should be included within every 
diversified portfolio.  Equity, fixed income, cash, and real 
estate…are the basic asset classes that must be held within a 
diversified portfolio.”

– Mark J.P. Anson, Handbook of Alternative Assets

Value Blend Growth
Large ✓✓ ✓✓ ✓✓

Medium ✓✓ ✓✓ ✓✓
Small ✓✓ ✓✓ ✓✓

“Style Box”
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Real Estate is No Longer an Alternative Asset Class

Stocks
✓

Bonds
✓ Alternative

Investments
(optional)Real Estate

✓
Cash

✓

• David Swensen, Yale University’s Chief Investment Officer (Unconventional 
Success, 2005) recommended a “basic formula” for individual investors 
with 20 percent invested specifically in REITs and the rest in equities, 
bonds and cash (TIPS).

• “Basically, there are only four types of investment categories that you need 
to consider: Cash, Bonds, Common Stocks and Real Estate.”

– Burton G. Malkiel (Princeton), The Random Walk Guide to Investing

• “Real estate is not an alternative to stocks and bonds—it is a 
fundamental asset class that should be included within every 
diversified portfolio.  Equity, fixed income, cash, and real 
estate…are the basic asset classes that must be held within a 
diversified portfolio.”

– Mark J.P. Anson, Handbook of Alternative Assets
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What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations ✓ low correlations for both with other equities

– Volatilities ✓ equity-like volatility for both

– Returns ✓ REITs have consistently outperformed private

• Interlude: REITs, Stocks, and Bonds ✓diversification

• Current Real Estate Market Situation
– Duration of the Real Estate Market Cycle
– Macro Environment
– REIT Valuations
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0 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17
Years after start of expansion

mid-cycle 
downturn

12/97 - 11/99

Total return index = 100 at cyclical market peak

liquidity crisis
10/08 - 3/09

Monthly data as of October 2016
Source: NAREIT® analysis of FTSE NAREIT All Equity REIT Index total returns.

U.S. Equity Real Estate Market Cycles

1/07 - ?
9¾ yrs

+4.1% per year

8/89 – 1/07
17½ years

+14.3% per year

9/72 – 8/89 
17 years

+13.9% per year

• The long real estate market cycle may encompass several weak months or quarters.
• To date the duration of the current cycle is far less than previous cycles.
• Average total returns to date have been far lower than over full previous market cycles.
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Monthly data as of October 2016
Source: NAREIT® analysis of FTSE NAREIT All Equity REIT Index total returns.

U.S. Equity Real Estate Cyclical Bull Markets

2/09 - ?
first 7 yrs 8 

mos
+22.3% per 

year

full bull 
market:

16 yrs 3 mos
10/90 – 1/07
+17.3% per yr

full bull market:
14 yrs 8 mos
12/74 – 8/89 
+19.9% per yr

• The long cyclical real estate bull market may include non-cyclical months or quarters of negative 
performance.

• To date the duration of the current cyclical bull market is far less than previous cyclical bull markets.
• Average total returns to date have been only marginally higher than in the equivalent segment of 

previous cyclical bull markets, despite beginning from the trough of a liquidity crisis.
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What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations ✓low correlations for both with other equities

– Volatilities ✓equity-like volatility for both

– Returns ✓REITs have consistently outperformed private

• Interlude: REITs, Stocks, and Bonds ✓diversification

• Current Real Estate Market Situation
– Duration of the Real Estate Market Cycle ✓still young
– Macro Environment
– REIT Valuations
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5

Interest Rates Rises 
Typically Coincide with 

GDP Growth

Source: NAREIT® analysis of 4-quarter changes in real GDP and 10-year Treasury yields, accessed through St. Louis Federal Reserve Economic Data (FRED).
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5

GDP Growth has Coincided 
with Equity REIT Returns

Source: NAREIT® analysis of 4-quarter changes in real GDP, accessed through St. Louis Federal Reserve Economic Data (FRED), and FTSE NAREIT All Equity REIT TR Index.
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5

Rate Changes have 
Coincided with Equity 

REIT Returns

Source: NAREIT® analysis of 4-quarter changes in 10-year Treasury yields, accessed through St. Louis Federal Reserve Economic Data (FRED), and FTSE NAREIT All Equity REIT TR Index.
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What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations ✓low correlations for both with other equities

– Volatilities ✓equity-like volatility for both

– Returns ✓REITs have consistently outperformed private

• Interlude: REITs, Stocks, and Bonds ✓diversification

• Current Real Estate Market Situation
– Duration of the Real Estate Market Cycle ✓still young

– Macro Environment ✓favorable
– REIT Valuations
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Average during 
modern REIT

era: 1.54%

-12%

U.S. REIT Stock Prices Seem to be Fairly Valued
Green Street Advisors Average P/NAV through October 2016

Data as of November 1, 2016
Source: Green Street Advisors, Inc., based on NAV estimates for U.S. REITs under coverage (excluding hotels)

• “Unlevered real estate has historically offered a return that is somewhere between the yield on investment-
grade corporate bonds and the yield on high-yield bonds.  In order to bring current premium in line with its 
long-term average relative to these two assets, real estate values need to change by -0%.”

• “On average, REITs have traded roughly at parity relative to asset value/NAV over the last twenty+ years.  
Based on prevailing share prices and the resultant observed premium/discount, public-market investors are 
effectively assuming that real estate values will change by -8%.”

• “Assuming that unlevered property values revert to their long-term relationship relative to fixed-income 
alternatives, REIT share prices should change by +14%.”

41



U.S. REIT Stock Prices Seem to be Fairly Valued
Green Street Advisors Fair Value Range through October 2016

Graph depicts an indexed version of RMZ, a measure of REIT fair value relative to stock and fixed-income alternatives developed and 
published by Green Street Advisors.  Index values between -1 and +1 represent RMZ values within the “Fair” range defined by Green Street 
Advisors; index values less than -1 represent RMZ values within the “Cheap” range, while index values greater than +1 represent RMZ values 
within the “Overpriced” range.  Index values between -0.5 and -1 represent RMZ values near the “Inexpensive” end of the Fair Value Range, 
index values between +0.5 and +1 represent RMZ values near the “Pricey” end of the Fair Value Range, and index values between -0.5 and 
+0.5 represent RMZ values near the middle of the Fair Value Range.  Green Street Advisors includes the following statement of “limitations” 
of its RMZ analysis: “(1) Predictive power is best over long (about 2 years out) time frames; (2) the value of external growth prospects is 
ignored; (3) it addresses values relative to stocks/bonds, but not absolute valuations; (4) high leverage necessitates a wide range for fair 
value; and (5) it’s right only a little more often than it’s wrong.”
Source: NAREIT analysis of data from Green Street Advisors.
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Equity REIT Stock Price Discounts to NAV have Generally 
Signaled Outperformance Relative to Illiquid Real Estate

• REIT data since 1990 
suggests large 
positive excess 
returns to a strategy 
of buying stocks that 
trade at a discount to 
NAV, and shorting 
stocks trading at a 
premium to NAV. 
(Gentry, Jones, & 
Mayer 2004)

• Over the last thirteen 
years, investors who 
increased REIT 
allocations when NAV 
discounts were the 
norm and decreased 
REIT allocations 
when REITs were 
trading at sizable 
premiums have 
reaped excess returns. 
(Green Street Advisors 
2006)

Source: NAREIT® analysis of data from NCREIF Property Index and Green Street Advisors, Inc.
Note: based on NAV estimates for U.S. REITs under coverage in “major” sectors; fees and expenses 
are assumed to be 52 bps per year for REITs and 100 bps per year for unlevered core properties (NPI). 43
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Annualized average net total returns of
stock exchange-traded Equity REITs minus

annualized average net total returns
of institutional core property investments
over the next five years, as a function of

the estimated average stock price premium/
discount to net asset value of exchange-listed

Equity REITs in “major” property sectors.

10/31/16:
P/NAV
= 12%
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Source: NAREIT® analysis of monthly total returns from FTSE NAREIT All Equity REITs Index and 
Russell 3000 stock index, October 1991 - September 2016 (25 years); yield spread is month-end 
average equity REIT yield minus month-end market yield on 10-year constant-maturity Treasuries 
from Federal Reserve Board H.15.

The Equity REIT Yield-to-Treasury Spread Has Provided 
a Strong Signal of Subsequent REIT Outperformance

• The spread between equity REIT 
yields and Treasury yields has 
historically provided a good 
signal that market investors have 
under-appreciated the future 
total return prospects of 
exchange-traded equity REITs.

• When yield spreads were 
relatively high, subsequent 
equity REIT total returns have 
also been relatively strong—both 
absolutely and relative to non-
REIT stocks.

• The qualitative results hold for 
subsequent one-, two-, four-, and 
five-year periods as well as 
subsequent three-year periods, 
and for median annualized 
returns as well as for average 
annualized returns.

• The qualitative results also hold 
relative to unlisted core real 
estate investments (NCREIF 
Property Index and NCREIF 
ODCE Index) as well as relative 
to the broad stock market.
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What Should We Talk About Today?

• Long-Term Investment Attributes of Public and 
Private Real Estate
– Correlations ✓low correlations for both with other equities

– Volatilities ✓equity-like volatility for both

– Returns ✓REITs have consistently outperformed private

• Interlude: REITs, Stocks, and Bonds ✓diversification

• Current Real Estate Market Situation
– Duration of the Real Estate Market Cycle ✓still young

– Macro Environment ✓favorable

– REIT Valuations ✓no cause for pessimism
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Disclaimer

NAREIT is the worldwide representative voice for REITs and listed real estate companies with an interest in U.S. real estate and
capital markets.  Members are REITs and other businesses that own, operate and manage income-producing real estate, as well as 
those firms and individuals who advise, study and service those businesses.  NAREIT is the exclusive registered trademark of the
National Association of Real Estate Investment Trusts, Inc.®, 1875 I St., NW, Suite 600, Washington, DC 20006-5413.  Follow us 
on REIT.com.

Copyright© 2016 by the National Association of Real Estate Investment Trusts, Inc.® All rights reserved.

This information is solely educational in nature and is not intended by NAREIT to serve as the primary basis for any investment 
decision.  NAREIT is not acting as an investment adviser, investment fiduciary, broker, dealer or other market participant, and no 
offer or solicitation to buy or sell any security or real estate investment is being made.  Investments and solicitations for investment 
must be made directly through an agent, employee or representative of a particular investment or fund and cannot be made 
through NAREIT.  NAREIT does not allow any agent, employee or representative to personally solicit any investment or accept any 
monies to be invested in a particular security or real estate investment.

All REIT data are derived from, and apply only to, publicly traded securities.  While such data are believed to be reliable when
prepared or provided, such data are subject to change or restatement.  NAREIT does not warrant or guarantee such data for 
accuracy or completeness, and shall not be liable under any legal theory for such data or any errors or omissions therein.  See 
http://reit.com/TermsofUse.aspx for important information regarding this data, the underlying assumptions and the limitations of 
NAREIT’s liability therefore, all of which are incorporated by reference herein.

Performance results are provided only as a barometer or measure of past performance, and future values will fluctuate from those
used in the underlying data.  Any investment returns or performance data (past, hypothetical or otherwise) shown herein or in such 
data are not necessarily indicative of future returns or performance.

Before an investment is made in any security, fund or investment, investors are strongly advised to request a copy of the prospectus 
or other disclosure or investment documentation and read it carefully.  Such prospectus or other information contains important 
information about a security’s, fund’s or other investment’s objectives and strategies, risks and expenses.  Investors should read all 
such information carefully before making an investment decision or investing any funds.  Investors should consult with their 
investment fiduciary or other market professional before making any investment in any security, fund or other investment.

For more information please visit: www.reit.com





Sec. 22-36(c). Transfers from other Arizona Systems. 

   (1)   ASRS. A contributing member who has service credits in the Arizona State Retirement 
System may have such retirement service credits transferred to the system in accordance with 
Arizona Revised Statute Sections 38-730, as amended. In no event shall any transfer of service 
credit processed in accordance with this section create a significant detriment to the funded 
status of the system. Any service credit transferred pursuant to this section shall be accrued 
service hereunder. 

   (2)   Other systems. A contributing member who has service credits in a public retirement 
system maintained by the State of Arizona (other than ASRS) or any municipality of the State of 
Arizona may have such retirement service credits transferred to the system in accordance with 
Arizona Revised Statute Sections 38-923 and 38-924, as amended. In no event shall any 
transfer of service credit processed in accordance with this section cause the system to incur 
any unfunded accrued liabilities as a result of the transfer. Any service credit transferred 
pursuant to this section shall be additional service hereunder.  
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Risky Business 

 Interest rates are historically low in the U.S. and abroad. Couple this with modest growth, and fund spon-

sors reluctant to lower return expectations face one of the most difficult investing environments in history. 

 To find out how difficult, Callan experts wondered, “What would an investor need to do to achieve a 

7.5% return with the least amount of risk possible?” Using Callan’s proprietary forward-looking capital 

market projections, we found that investors in 2015 needed to take on three times as much risk as 

they did only 20 years ago. 

 Return-seeking portfolios are now more complex and expensive than ever. Whereas in 1995 a port-

folio made up entirely of fixed income was projected to return 7.5%, by 2015 to achieve comparable 

returns that fixed income portion was down to just 12%, with private equity and stocks making up 

around three-quarters of the portfolio. 

 The results of our research sent a current through the institutional investing community when they 

were first released in The Wall Street Journal. To get the story behind the story, Callan’s Published 

Research Group spoke to Jay Kloepfer, head of Capital Market and Alternatives Research at Callan, 

and Julia Moriarty, a consultant in our Capital Markets Research group who conducted the analysis, 

about the implications of these findings.

Jay Kloepfer
Executive Vice President and Director 
Capital Market and Alternatives Research

Julia Moriarty, CFA
Senior Vice President
Capital Markets Research
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How did this start?

 Julia Jim Callahan, Callan’s Head of Fund Sponsor Consulting, was presenting to a group of public funds. His 

purpose was simple: he wanted to show what investors had to do to get a 7.5% return 20 years ago, with 

the least amount of risk, versus what they have to do to achieve that same return today. Our hypothesis 

was that achieving 7.5% now would require greater risk, complexity, and expense. That turned out to 

very much be the case. 

How did you prepare the analysis?

 Julia We conduct asset allocation studies for clients in order to determine the risk associated with portfolios that 

are designed to generate an expected return. Callan has an optimizing tool that helps us find the “efficient 

frontier,” meaning the right combination of assets that provides the highest return for the lowest risk. 

In 1995, our expectation for broad U.S. fixed income was exactly 7.5%. We found a 100% fixed income 

portfolio was an efficient way to achieve that return, with a standard deviation of just 6% (Exhibit 1).

Ten years later, an investor seeking a 7.5% return would have needed a portfolio containing 48% relatively 

risky, return-seeking assets, with just 52% in fixed income. And between 2005 and 2015, an investor had 

to risk up the portfolio even more and include 88% in return-seeking assets, with just 12% in fixed income. 

Meanwhile, the standard deviation almost doubled from “only” 8.9% in 2005 to 17.2% in 2015. 

Standard deviation is a broad measure of risk, so the headline is that in just two decades, the risk required 

to achieve a 7.5% return nearly tripled from 6% to 17.2%. 

 

Do these pie charts represent how our clients were actually invested?

 Jay  No, they do not. These asset mixes for 1995, 2005, and 2015 are based on the forward-looking capital 

market projections that we created in each of those years. Those projections are our expectations for 

risk and return in each asset class, as well as their correlation to one another. 

Private 
Equity 
12%

Non-U.S. 
Equity
22%

U.S. Large 
Cap
33%

Fixed 
Income
12%

Real 
Estate
13%

U.S. 
Small 
Cap
8%

Private Equity 4%

Non-U.S. 
Equity
14%

U.S. Large 
Cap
20%

Fixed 
Income
52%

Real Estate 5%

U.S. Small Cap
5%

Broad U.S. 
Fixed Income
100%

Increasing Complexity

Increasing Risk

1995
 Expected Return:  7.5%
 Standard Deviation:  6.0%

2005
 Expected Return:  7.5%
 Standard Deviation:  8.9%

2015
 Expected Return:  7.5%
 Standard Deviation:  17.2%

Exhibit 1

Same Return,  
Increasing Risk

Projected portfolio 

returns over past  

20 years

Source: Callan Capital Market Projections
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Our projections for virtually all asset classes have come down gradually over the years. The unnerving 

consequence of lowering capital market projections is that if an institutional investor does not lower its total 

fund return requirement, that investor will have to keep taking on more and more risk. Driving fixed income 

allocations down to 12% means investors do not have a lot of protection in a deflationary environment. The 

“safe asset” or bedrock against which they take risk gets smaller. 

It also means they face a great deal of volatility, as a 17.2% standard deviation represents equity-like 

volatility for the total portfolio. 

Would you say that investors are taking on more risk, complexity, and expense for lower returns?

 Jay A better way of saying it is that many investors are reaching for risk in order to achieve return expecta-

tions that they are unwilling to lower.

Were you surprised at what you found?

 Julia  Yes and no. We were fairly certain that plans had to increase risk when they were reluctant to lower their 

expected return. With the decline in interest rates, and bond yields correspondingly falling, plans have to 

take on more risk in the form of equities and illiquid investments to achieve the same expected return.

I think we were surprised at the size of the shift in the model portfolio’s assets. To see the decline from 

100% fixed income to 52% to 12%—the magnitude was surprising. The fact that an investor had to take on 

three times the risk to achieve the same return was surprising as well. 

 Jay  In 2015 fund sponsors would have loved to hold nothing but bonds—if only they returned something. 

Now sponsors have to invest in more asset classes, and these asset classes are more complicated and 

time-consuming, which results in greater expense.

Are standard deviation and risk synonymous?

 Jay Standard deviation represents a variability of results, which is more or less the broadest definition of 

investment risk. It is a measure of how far returns can range. A bigger standard deviation means a 

greater range of potential outcomes. It represents how much returns could be over or under expected 

results. The typical statistical reading is that one standard deviation around 

the expected case captures about 68% of potential results, and two standard 

deviations about 96%. 

To illustrate this point, assume that in 1995 an investor had a 7.5% return 

expectation with a standard deviation of 6.0%. One standard deviation down 

would be a +1.5% return and one up would be +13.5%. Two standard devia-

tions would be -4.5% to as high as +19.5%. That is a fairly narrow range.

For a standard deviation of 17.2%, which is what we projected for the 2015 

portfolio, the risk is much, much higher: Two standard deviations would yield 

a range of -26.9% to +41.9%.

1 SD
34%

2 SD
14%

1 SD
34%

2 SD
14%

96%

Standard Deviation (SD) Bell Curve
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What would happen to expected returns if standard deviation was held constant?

 Julia We conducted that analysis, holding standard deviation at 6.0%. Based on our capital market projections 

in each of those years, expected returns fell from 7.5% in 1995 to 4.8% in 2015 (Exhibit 2). 
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Source: Callan Capital Market Projections
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Same Risk,  
Decreasing Returns

When target risk is 

held at 6.0% expected 

returns fall from 7.5% in 

1995 to 4.8% in 2015

Exhibit 3

Public Funds

Historical changes 

to long-term return 

assumptions

Source: Compiled by NASRA based on Public Fund Survey

When did 7.5% become the “Holy Grail” for institutional investors?

 Julia It has evolved. It begins with expected return, which is also known as the “discount rate.” A discount rate 

of “X” means the money in the corpus of a pension fund is expected to grow by that amount. Given that 

expectation, a fund sponsor needs to figure out how the money should be invested in order to achieve 

that rate of return. 

The discount rate used to be almost 9% when capital market projections were much higher in the late 

1980s and early 1990s. Then the typical rate went down to 8.5%, then 8%, and now 7.5% (Exhibit 3), 

which is still a bit optimistic given current expectations. 
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Were you having similar conversations about risk in 2005?

 Jay Yes, although the return bogey was not 7.5%. It was closer to 8.5%.

In the late 1990s there was a lot of pressure from plan sponsors on actuaries and advisors to raise discount 

rates because there had been a period of such incredible capital market performance. They would say, 

“Why would you put the discount rate at 8%? It will force us to put too much money in the plan. We should 

put the discount rate at 10%.” 

Then we suffered through the almost three-year-long bear market from spring 2000 to well into 2002. The 

S&P lost half its value, and fund sponsors had to reassess because they were no longer at a 120% funding 

level. They had to gradually start bringing down assumptions.

 

What is the culprit in all of this?

 Julia There has been a secular decline in interest rates and bond yields (Exhibit 4). Callan has been doing 

capital markets projections since the early 1980s and in 1989 our forward-looking projection for fixed 

income was 9.4%. Post-financial crisis, the world financial system entered an era of unprecedented 

monetary easing. 

 Jay Between 2005 and 2015, we saw the tail end of the real estate boom and a bubble in mortgage-backed 

securities. That bubble burst, which launched the global financial crisis. 

Governments and central banks around the world embarked on a unified, worldwide fiscal and monetary 

response. This response drove interest rates to zero as a way to keep liquidity going, to keep the economy 

moving, and to push investors into risk assets, because risk assets were expected to create economic 

growth. The thinking was: Don’t let people sit on piles of money; instead, make it so painful that they have 

to go invest. 
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Only in hindsight will it be clear if this policy has been successful. One can argue that this zero-interest rate 

policy kept the world financial system from going into a deep, dark tailspin from which it may have not yet 

emerged. However, investors have to live with this overhang of historically low interest rates. 

Low interest rates are great for borrowers, but they are not so good for savers or investors. In 1995, a saver 

could get 7.5% on an account attached to bonds. An investor could live off that yield. Now to get to 7.5%, 

an investor must have a portfolio that is much riskier and much more complex. An all-bond portfolio today 

would produce a 2.0% return, which is far too low. The investor would have to eat into the corpus or take 

a lot more risk.

If you look at this information from the standpoint of a public fund, it appears there are three poten-
tial paths. Path One is to lower return assumptions, leading to increased contributions. Path Two is 
to lower benefits. Path Three is to maintain return assumptions and load up on risk. None of these 
are particularly appealing. Is there a fourth path anywhere?

 Julia A fourth path is a variation of Path Three, where instead of increasing risk in the form of beta exposure, 

plans are attempting to restructure their portfolios to increase alpha. This is a path that many fund spon-

sors are taking.

Finally, funds can also do a little bit of each: lower return assumptions (leading to increased contributions) 

and reduce benefits while increasing risk. It is not all-or-nothing.

Why would an investor maintain a 7.5% expectation at this point?

 Jay There are significant real-life implications to lowering that expectation. Take a public pension plan with a 

7.5% return target that decides to move its discount rate to 6.5% to lower its risk. When the calculation is 

done to see how well-funded the plan is and how much money needs to be put in, the funded status will 

go down and the amount of money that must be contributed goes up for a given level of benefits. A higher 

required contribution means less spending elsewhere in the sponsor’s budget, or perhaps it means a 

tax increase. Alternatively, lower funded status could force a reduction in benefits. Changing the return 

target has impacts measured in real dollars, and this is a dilemma that a lot of our clients face.

The other challenge is that the typical public pension is well below 100% funded. They are not really earn-

ing 7.5% relative to their liabilities. They may only be getting 65-75 cents on the dollar, so now that fund is 

compelled to have to reach even further and take on more risk, not less. 

 Julia There is also a political aspect to pension funding and the setting of the investment return target, which 

is why some may be reticent to address it. Some of this is definitely hard news. 

What about taking the long view? If an investor averages a return of 7.5% over the long term, do 
these lean years matter all that much?

 Jay The path to getting to 7.5% can matter a lot, especially when you attach dollars to it. This phenomenon  

is called “return sequencing.” Let’s say there are two public funds with two large pools of money that 

average a 7.5% return over 10 years, both of which are distributing cash over that period of time. Pool A 

has a couple of bad years up front, whereas Pool B has its bad years interspersed. Pool A may very well 

come away with less money.
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There are time-horizon issues too. What have pensions done over the past 30 to 40 years? Have they 

generated 7.5%? Yes, they have. But what were the circumstances under which they achieved this return? 

Interest rates were higher. Stock market returns were higher than current forward-looking projections. 

What is a reasonable set of expectations going forward? The path forward is not clear because of the 

current zero-interest-rate policy. We will enter uncharted territory once interest rates start to go back up.

If an investor has a horizon of 30 or 40 years, it is not unreasonable to expect that returns will revert to their 

long-term mean, which is higher than our current projections. These long-term investors think, “I probably 

shouldn’t make too big a strategic move with my plan based on the last five years.” That may work out, but 

if there are a couple of missteps in the capital markets that are concentrated, and those missteps drive the 

funded status into a place where the financial condition of the fund is now in peril, the fund sponsor may 

never get to enjoy the benefits of that 7.5%. 

We conducted this analysis pre-Brexit. How does the Brexit affect this environment?

 Jay The Brexit just exacerbates the problem. We did this analysis at a point when everyone expected inter-

est rates to rise toward 3% or higher over the next couple of years, and even that did not allow for a lot 

of fixed income in a portfolio if the investor had a 7.5% return requirement.

Now interest rates have plummeted even more. It was tough getting to 7.5% before; it is even harder 

post-Brexit. 

Key questions for investors to consider

Given the nearly three-fold increase in risk required to produce a 7.5% return in 2015 compared to 

1995, investors should consider these critical questions in evaluating their portfolios:

1. What is the purpose of each asset class in the portfolio?

2. Is the fund’s fixed income exposure a sufficient enough anchor against risk?

3. Is the fund’s fixed income exposure really “fixed income,” or is it filled with investments that have 

a lot of equity-like risks, such as credit?

4. How far can the fund go in terms of exposure to fixed income?

5. Is there something else the investor can do to lower risk?

6. Is the fund still comfortable with its return target, and the resulting risk in the portfolio?

7. Is the portfolio truly a reflection of its tolerance for risk?

8. Can the fund handle lowering return expectations?

9. If not, then what changes can it make?
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Biographies

Jay V. Kloepfer is an Executive Vice President and the Director of Capital Market and Alternatives 

Research. Jay oversees Callan’s Capital Markets, Hedge Fund and Private Markets research groups. 

The Capital Markets group helps Callan’s fund sponsor clients with their strategic planning, conducting 

asset allocation and asset/liability studies, developing optimal investment manager structures, evaluating 

defined contribution plan investment lineups and providing custom research on a variety of investment top-

ics. The Hedge Fund and Private Markets groups are responsible for specialized consulting including asset 

class and strategy research, manager searches, portfolio reviews, and performance evaluation.

Jay is the author of the “Callan Periodic Table of Investment Returns,” which he created in 1999. He is 

a member of Callan’s Management Committee and is a shareholder of the firm. Jay earned an MA in 

Economics from Stanford and a BS with honors in Economics from the University of Oregon. 

Julia A. Moriarty, CFA, is a Senior Vice President and a consultant in the Capital Markets Research 

group. She is responsible for assisting plan sponsor clients with their strategic planning, conducting asset 

allocation studies, developing optimal investment manager structures, and providing custom research on a 

variety of investment topics. Julia joined Callan in 1990 as an analyst in the Client Report Services group, 

working on the production of comprehensive performance measurement reports and the implementation 

and testing of new products. Prior to joining the Capital Markets Research group, she was a Software 

Solutions Consultant in the Client Software Department. Julia is a shareholder of the firm.

Julia earned an MBA from the University of California at Berkeley’s Haas School of Business and a BS 

in Finance from California Polytechnic State University at San Luis Obispo. She earned the right to use 

the Chartered Financial Analyst designation and is a member of the CFA Society of San Francisco and 

CFA Institute. 

.
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Certain information herein has been compiled by Callan and is based on information provided by a variety of  sources believed to be 
reliable for which Callan has not necessarily verified the accuracy or completeness of  or updated. This report is for informational pur-
poses only and should not be construed as legal or tax advice on any matter. Any investment decision you make on the basis of  this 
report is your sole responsibility. You should consult with legal and tax advisers before applying any of  this information to your particular 
situation. Reference in this report to any product, service or entity should not be construed as a recommendation, approval, affiliation or 
endorsement of  such product, service or entity by Callan. Past performance is no guarantee of  future results. This report may consist 
of  statements of  opinion, which are made as of  the date they are expressed and are not statements of  fact. The Callan Institute (the 
“Institute”) is, and will be, the sole owner and copyright holder of  all material prepared or developed by the Institute. No party has the 
right to reproduce, revise, resell, disseminate externally, disseminate to subsidiaries or parents, or post on internal web sites any part of  
any material prepared or developed by the Institute, without the Institute’s permission. Institute clients only have the right to utilize such 
material internally in their business.

If you have any questions or comments, please email institute@callan.com.
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Federal Reserve Chair Janet Yellen held a news conference in Washington on Wednesday to discuss the central
bank’s decision. PHOTO: REUTERS
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