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Executive Summary

• Real Assets (as opposed to unreal assets?) contribute to the FCERA portfolio as an 
inflation hedge, and source of “carry” or yield

• In 2019, real assets delivered both carry and appreciation
• The FCERA real estate portfolio: $251mil at 12/31/19, 1 year return of 6.4%
• The FCERA infrastructure portfolio: $165mil at 12/31/19, 1 year return of 14.6% 
• Late in a business cycle, not all real assets are the same
• Potential Market dislocations (nobody knows)

• Transactions may slow or freeze
• Occupancy may be affected
• Rental income may stall and/or reverse
• Property prices may rise with lower rates (or fall due to uncertainty)

• The Board recently agreed to add to real estate, and a small bit to infrastructure
• Staff recommends adding another diversified and conservative RE manager
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Real Estate and Real Assets
The Role in the Portfolio 

• Inflation hedge
• Source of income (aka “carry”): operating income + growth
• Appreciation potential: properties increase in value over time
• Annuity-like characteristics
• Low correlation with other assets: (Commercial RE)

• Correlation to Equities: 0.15
• Correlation to Bonds:   -0.16
• Correlation to REIT’s:    0.17



Real Asset Types
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• Gold
• Real Estate

• Commercial
• Residential

• Farmland and Crops
• Commodities: oil, metals, ag products
• Infrastructure (ports, bridges, toll roads, pipelines, 

perhaps certain utilities)
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• Commercial vs. Residential
• Debt vs. Equity: most real estate investments involve both
• Open-end vs. Closed-end funds (think liquidity)
• Direct (you own the building) vs. Indirect (a share in a fund)
• Property Type

• Retail
• Office
• Industrial
• Multi-Family

Real Estate Market Distinctions
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• “Buy land, they’re not making it any more” –Mark Twain
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Benchmark(s) Performance
FTSE Nareit  (FNERTR)

5 year

REIT’s behave like 
equities
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Real Estate considerations

• Investment Term? evergreen vs. closed fund 
• Loan to Value? related to leverage and risk
• Cap rate? NOI vs. market value 
• Mix by Type? office, industrial, retail, multifamily 
• Mix by geography ?
• Vacancy/Occupancy ?
• Economic conditions? in/out migration, employment, housing
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Current Investment: Invesco Core
High quality, conservative, US, diversified by 

property type and by market
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Invesco Core has 135 investors, and assets 
valued at $10.7B

All types of RE, 
with good 
occupancy
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Lower cap rate but 
higher growth than  

the avg fund
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Invesco Core Real Estate
Note: FCERA also has 

$30mil committed to Value 
Add V 
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Current Investment: Kennedy-Wilson
Value-Add 

• 2 Funds, V ($500mil total) and VI ($750mil total)
• Total FCERA commitment: $30mil + $30mil = $60mil
• Total FCERA contributions: $28mil + $19mil = $47mil
• IRR for both funds has been running around 20%
• Portfolio consists of mixture multi-family, office, industrial and a bit of 

retail, focused on Western US
• Comments from the company, Re: recent developments

•We continue to pay a dividend from our funds, and do not expect that to change
•Both funds have been positioned in a conservative manner, comprised of  high quality assets 
backed by good credit tenants in well located areas
•We believe we were early in positioning Fund V in a defensive way when constructing the 
portfolio in 2014-2016, and Fund VI was, and will continue to be, constructed in the same 
manner. 
•We believe our assets will continue to hold up well in a turbulent market due to the conservative 
nature of  the portfolio construction process



Overview History
First Close: September 2014

Final Close: February 2016

Investment Period Ended: September 2017

Projected End of Life: 2022 (8yr. life)

Targeted Gross IRR / 
MOIC: Over 15% / 1.6x

Portfolio Allocation* Debt/Fair Value Equity

41%

37%

10%

7%

3%

2%
Multifamily

Office

Residential

Retail

Student Housing

Hotel

$500 million U.S. value-add fund

• Acquired 21 assets totaling over $1.1 billion

Over 9.5% cash dividend (TTM):

• 82% of contributed capital returned with 56% 
of assets of the portfolio yet to be realized

• 11 realizations generated a 29% IRR/1.9x 
MOIC

$549
57%

$408
43%

Debt

Fair Value
Equity

E X E C U T I V E  S U M M A RY
Fund V Snapshot

$millions

Projected Distribution of $2m in 1Q2020

* When fully allocated
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Overview History
First Close: June 2017

Final Close: December 2019

Investment Period Ended: November 2020

Projected End of Life: 2024 (8yr. life)

Targeted Gross IRR / 
MOIC: Over 13% / 1.6x

Portfolio Allocation** Debt/Fair Value Equity

50%

30%

20%

Office

Multifamily

Other

$775 million U.S. value-add fund

• To date, acquired 12 assets to date totaling over 
$800 million

Projected 9.7% levered yield on current investments 
(TTM)

• 60% called
• 1st dividend paid $17.7 in January 2020

$563
58%

$406
42%

Debt

Fair Value
Equity

E X E C U T I V E  S U M M A RY
Fund VI Snapshot

$millions

1st dividend paid $17.7m in January 2020
Annualized Dividend of 5.6%*

* Based on the projected annualized 1Q2020 distribution
** When fully allocated
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IFM Infrastructure

• IFM: $42B AUM, 33 portfolio companies, 60 Board seats, Global Footprint
• FCERA  is invested in a $23B fund with 16 portfolio companies
• Industries include: energy, utilities, transportation, specialty
• Open ended fund, large enough to take big bite, $500mil-$1.5B deals
• Investments: toll roads, oil pipelines, ports, utilities, airports
• Recent Acquisition: Buckeye Partners, midstream oil & gas
• 2019 Performance: +16.4%
• FCERA ownership: $165mil, with $21mil committed, and plans to add $5-10mil



Potential Board Considerations For Real Assets

• What will complement existing real estate allocations?
• Public (REIT’s) or Private?
• Which geography?
• Which type? office, multifamily, retail, industrial, specialty (e.g. data centers)
• Which structure? core, value add, opportunistic, closed or open end
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Recommendations

• Stay Active – Passive strategies are not nimble or broadly 
representative

• Stay  Simple – Core Real Estate.  Value Add and Opportunistic add 
too much risk in this environment

• Stay Private – REIT’s are liquid and do well over time, but they do 
not offer diversification from public equities 

• Stay Diversified by Type – office, industrial, retail, multifamily
• Stay Diversified Geographically – A focus on Silicon Valley or New 

York or Florida is ill advised
• Stay conservative – low LTV, high cap rate, good growth potential, 

long track record of good returns
• Find one new manager for the additional RE allocation
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