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INTRODUCTIONS

Presentation Team:

• Randy Miller – Principal with Funston Advisory Services (FAS) and project manager

• Keith Bozarth – Senior Advisor on the FAS team and and former Executive Director of the State 
of Wisconsin Investment Board (SWIB) and Orange County Employees Retirement System

• Chris Tehranian – Principal with Meketa Investment Group (MIG) in the firm’s Private Markets 
Group and Head of Infrastructure Research

• Christy Gahr – Senior Vice President with MIG who focuses on real estate and private equity

Other Core Team Members:

• Lisa Bacon – Senior Vice President with MIG in the Private Markets Group, previously Real 
Return Investment Analyst for the New Mexico State Investment Council (NMSIC)

• Chris Waddell – Senior Attorney with Olson Hagel & Fishburn, LLP, previously General Counsel 
for California State Teachers’ Retirement System (CalSTRS) and the San Diego City Employees’ 
Retirement System (SDCERS)

February 23, 2017Funston Advisory Services LLC 2



OUTLINE

• Background of Review

• Summary of Findings

• Recommendations for Improvement

̶ Governance

̶ Real Assets Policies and Strategies

̶ Real Assets Processes
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BACKGROUND OF REVIEW

• Conducted on behalf of the State Auditor’s Office (SAO) by Funston Advisory 
Services with assistance from Meketa Investment Group.

• Directed to focus specifically on the effectiveness of the Real Assets (RA) investment 
program:

̶ TRS’s goals and objectives in real assets

̶ Adequacy of the Board’s policies governing real assets.

̶ Effectiveness of TRS’s investments in real assets.

̶ Adequacy of TRS’s identification of risks related to the real assets program.

̶ Compliance with laws, regulations, and investment policies.

̶ TRS’s current structure for investing in real asset investments.

̶ Real asset investment strategies currently not employed by TRS.

̶ Adequacy of the level of information TRS receives.

̶ Adequacy of the reporting of investing activities/results of TRS’s investments in real assets 
to executive management and the Board.

̶ Potential opportunities for improving TRS’s policies, procedures, and practices for investing 
in real assets.
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SUMMARY OF FINDINGS

• TRS utilizes leading or prevailing policies and practices in all areas we assessed.

• Real Assets program goals and objectives appear to be appropriate.

• The Board’s policies governing Real Assets are adequate.

• TRS has been meeting its Real Assets goals and objectives.

• TRS has a leading practice investment risk management program and tools and is effectively 
managing risk in Real Assets.

• We identified no instances of Real Assets non-compliance with laws, regulations or policies.

• TRS is utilizing the investing structures it is authorized to employ effectively and taking 
advantage of cost-effective vehicles such as co-investing, sidecars and other principal investing 
structures.

• The information which TRS receives from its General Partners (GPs) is appropriate and adequate

• Real Assets reporting to executive management and the Board is appropriate and adequate. 
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RECOMMENDATIONS FOR IMPROVEMENT

Governance:

1. The TRS Board should consider enhancing the monitoring and oversight of annual 
commitments through two actions:

• The TRS staff should provide the Board the annual capital plan for the Real Assets portfolio as soon as 
it is final each year and include an update on the capital plan with each quarterly Transparency Report; 
and,

• TRS should include in Appendix B of the IPS a limit on the total Real Assets commitments that can be 
made in a single year.

2. The Board should consider adopting a stand-alone Compliance Policy in order to place Board 
emphasis on the importance of compliance and greater clarity to the respective roles and 
responsibilities throughout TRS respecting this area.
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RECOMMENDATIONS FOR IMPROVEMENT

Governance (continued):

3. The TRS Board should consider several options to improve reporting and coordination of 
compliance and other oversight activities:

• Consider whether the ability to use and comprehend the various investment information from all 
sources provided to trustees would be enhanced by developing a map, or guide, to the various sources 
and their purpose as a part of trustee training or in a manual.

• Although overall reporting is robust, TRS may benefit by shifting more regular reporting 
responsibilities to the Chief Compliance Officer and moving the Chief Audit Executive towards the role 
of assessing the effectiveness of the compliance function.

• Specific to investment compliance, map the responsibilities and functions of the responsible areas to 
provide a system-wide view of investment compliance activities and enhance TRS’ already strong 
investment compliance efforts.

4. The TRS Board should consider adopting a stated limit to the use of leverage rather than rely 
on the set of guidelines developed by the Real Assets team.
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RECOMMENDATIONS FOR IMPROVEMENT

Real Assets Policies and Strategies:

5. The TRS Board should consider, for clarity and completeness, a reference to inflation 
protection or hedging in the Investment Policy Statement.

6. TRS should consider implementing improvements to the Real Assets benchmark to better 
match the current portfolio construction with regard to risk through one of two options:

• Formally adopt the NCREIF ODCE plus premium percentage approach that would reflect TRS Real 
Assets strategy and portfolio construction.

• Adopt a blended real assets benchmark given the global nature of the program, exposure to non-core 
real estate, and the allocation beyond traditional property types.

7. TRS should continue to explore the potential benefits of foreign currency hedging and 
consider hedging its foreign currency exposure in Real Assets.
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RECOMMENDATIONS FOR IMPROVEMENT

Real Assets Policies and Strategies (continued):

8. TRS should consider whether additional mechanisms are necessary to support graduating 
Emerging Manager funds from that program to the Real Assets Premier List.

9. In consideration of the higher returns achieved, the Principal Investing (PI) program should be 
expanded, as already contemplated by staff.

10. The PI program, or other approach, should be used as needed to “wrap” managers with 
multiple investments to replicate aspects of the Strategic Partner Network (SPN) and secure 
the best possible terms and deal flow (i.e., to gain benefits similar to strategic partners with 
those managers).

11. Real Assets should undertake a cost/benefit analysis of the potential for active direct real 
estate investing.
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RECOMMENDATIONS FOR IMPROVEMENT

Real Assets Processes:

12. TRS should consider greater standardization of data collection and templates to improve 
efficiency.

13. A plan to selectively conduct targeted fee audits should be developed and implemented on a 
partial-portfolio rolling basis.

14. Valuation audits could be performed on rolling basis, and/or independent valuations could be 
required/requested for selected investments.

15. Expanding written guidelines to address selected portfolio review and diligence activities 
should be considered. 
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CONCLUSIONS AND NEXT STEPS

• Overall, the Real Assets program is sound and TRS utilizes many leading practices.

• The recommendations in our report should enhance those leading practices already in place.

• TRS staff have indicated their support for the recommendations and have been very constructive
in working with our team.

• TRS staff will be able to implement some of the recommendations without Board involvement.

• The TRS Board should expect further discussions over the next 24 months regarding many of the
recommendations.
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Moving Forward 
to Better Serve Our Members

IMD Review of the Funston Report

Eric Lang and Grant Walker



Funston Report - Top Priorities

2

IMD BOARD

• Increase Principal Investing

• Attempt to replicate Strategic Partner 

structure in additional relationships

• Complete an analysis of the cost/benefit of 

direct real estate investing

• Research alternatives to address foreign 

currency fluctuations

At next IPS Review:

• Consider reference to inflation protection / 

hedging

• Consider a stand-alone compliance policy

• Research market for improved benchmarks

• Consider limitations on leverage and annual 

commitments

Overall Assessment:  TRS utilizes leading or prevailing policies and practices in all areas 

assessed by Funston.




