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Memo 
 
 

To The Board of Trustees – San Diego City Employees’ Retirement System (SDCERS) 

From  Chae Hong 

Cc   

Liza Crisafi, CIO 

Jamie Hamrick, Investment Officer 

Date   March 9, 2017 

Re   $15 million Commitment to Morgan Stanley Prime Property Fund (“PRIME”) 
 

Comments:  
 
Deutsche Asset Management’s (“DAM’) orderly liquidation of SDCERS Investment Management 
Account (“IMA”) is expecting a number of near term sales which may result in up to $60 million in net 
distributions. It is recommended that these distributions be redeployed to open-ended real estate core 
equity funds such as Morgan Stanley’s PRIME fund. PRIME is one of the largest funds in the real 
estate core universe and an investment would increase SDCERS beta exposure to core real estate 
while resulting in lower volatility. This $15 million commitment would be in addition to the $30 million 
SDCERS committed in July 2016 bringing the total commitment to $45 million. The investment merits 
and concerns are summarized below and Aon Hewitt’s due diligence report is attached. 
 

Investment Merits 
 

- Morgan Stanley has a global platform of real estate investment products and strategies 
totaling over $33 billion in assets under management.  PRIME is Morgan Stanley’s single 
largest real estate fund representing approximately 62% of U.S. real estate AUM, which 
positions it favorably to access the full resources of the Morgan Stanley real estate platform.  
 

- PRIME owns one of the longest track records in the core space, dating back to 1973. Over 
time, the Fund has generated favorable returns compared to peers and adding value over the 
NFI-ODCE in all historical time periods. 
 

- The fund has a portfolio of high-quality core assets strategically constructed and 
concentrated in preferred major markets which has proven resilient through market cycles.  
 

 



 

Concerns 
 

- PRIME has traditionally used more leverage than its peers as leverage is a key component of 
the fund’s strategy which can result in a higher risk/return profile.  

 
Mitigating Factor - Through our continuous monitoring of PRIME, we believe that the fund has 
been prudent with its use of leverage which yielded competitive, top tier performance. 
Additionally, PRIME’s Board of Directors lowered the fund’s target leverage range from 25-
35% to 20-30% with current leverage standing at 18.2% (as of September 30, 2016).   

 
- Due to the large entry queue, investors must understand that a new commitment to the Fund 

may take up to four quarters to invest.  
 

Mitigating Factor – Despite the entry queue, PRIME is a solid option for investors looking to 
make a long term commitment to core real estate and a four quarter lag should not have a 
meaningful impact over the long term. 

 
 

 


