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POLICY 

The CalSTRS Real Estate Investment Policy (Teachers’ Retirement Board Policy Manual, 
Section 1000, Page J-1), which governs the management of the Real Estate program, seeks to 
ensure that a diversified portfolio of real estate assets is developed to meet the California State 
Teachers’ Retirement System’s objectives, within acceptable risk parameters.  

HISTORY OF THE ITEM 

CalSTRS reviews its policies periodically and updates them as appropriate given evolving 
market conditions, practices, and opportunities. The Real Estate Policy was most recently revised 
in July 2017 and focused on the addition of “Transitional-Core” within the Core portfolio, 
expanding the leverage test on the Transitional-Core holdings to the portfolio level and removing 
duplicative language.   

PURPOSE 

The first purpose of the proposed Real Estate Policy revisions is aesthetic in nature, to update 
the document to reflect the new policy format across all internal investment divisions. A 
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significant share of redline changes attached are attributed to the re-formatting of the Real Estate 
Policy, rather than actual revisions to Policy content.   

The Real Estate Policy has undergone revisions since its creation but has remained largely 
unchanged since 2006. Since that time, the investment landscape has evolved substantially, 
despite relatively minor changes to the Real Estate Policy. Staff aims to better align the Policy 
with evolving market conditions, changing best practices, and make the Real Estate Policy 
consistent with other internal investment policies.  

The proposed policy update will give staff the ability to manage the portfolio with greater 
flexibility while maintaining the appropriate guardrails to mitigate risk. The most significant 
change is how we measure leverage risk.  Staff suggests the addition of a portfolio leverage test 
for CalSTRS’ controlled investments and non-controlled investments. Furthermore, staff 
believes the scope of the Real Estate Policy should be streamlined. As a result, many portions of 
the Real Estate Policy will be moved to the Real Estate Guidelines. Staff will continue to be held 
to the same standards of fiduciary duty, maintain proper discretion, and take appropriate risk 
with the Real Estate portfolio.   

For ease of review, we have broken down changes to the Real Estate Policy. You will see that 
Attachment 1 is the existing Real Estate Policy dated July 2017. CalSTRS has changed the policy 
format since that date, and Attachment 2 reflects the existing policy in the new format. It also 
includes redline to notate where existing language was moved. Real Estate’s proposed policy 
changes are redlined in Attachment 3. Finally, Attachment 4 is the new policy in the new format 
in clean copy.  

DISCUSSION  

Program Structure 

The proposed changes to this section simplify the categorization of the portfolio segments and 
the definitions of these portfolio segments. This is achieved through reducing the number of 
segments from four to three within the Real Estate portfolio and by moving several items from 
Policy to the Real Estate Guidelines.  

Staff propose eliminating the “Public” risk categorization and simplifying the segments to Core, 
Value Add, and Opportunistic, thereby reducing the number of risk segments from four to three.  
This is appropriate not only for simplification but to categorize risk more appropriately within 
the portfolio. Public real estate is more akin to an investment structure or vehicle for owning real 
estate, rather than an outright risk category. Public investment strategies can be categorized 
within the three risk segments. A buy-and-hold strategy for public, stable real estate, for example, 
is more like a Core strategy. Tactically buying public real estate when prices dislocate or buying 
distressed public companies is similar to an Opportunistic or Value Add strategy. This change 
will allow staff to improve portfolio risk assessment. Staff will not eliminate the description of 
Public outright, but rather move to the Real Estate Guidelines to define the parameters of public 
real estate investments.   
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Staff eliminated the “Permitted Deviation” column from the Portfolio Segment table and views 
this language as redundant. Staff added language consistent with the Infrastructure Policy to 
describe procedures when allocations fall outside the recommended ranges. This allows staff a 
corrective period of up to three years to correct imbalances in risk with ample consideration 
given to preserving returns for CalSTRS.   

Property segment characteristics have been summarized in a table with narrative language 
describing these segments moved to the Real Estate Guidelines.  

Eligible Ownership Vehicles 

Eligible Ownership Vehicles and Eligible Investment Types segment characteristics have been 
combined summarized in a table. Any additional language needed describing these segments has 
been moved to the Real Estate Guidelines. 

Portfolio Leverage 

Current leverage policy, while adequate, can be simplified, align better with CalSTRS peers, 
more-closely resemble other internal leverage policies, and provide greater flexibility – while 
maintaining the appropriate risk parameters for the Real Estate Portfolio.  

Staff proposes eliminating individual portfolio segment leverage limits in favor of a portfolio-
wide test. As the Real Estate portfolio moved towards a collaborative model with control 
positions for CalSTRS, staff now has greater control of investment leverage decisions for 
approximately 80 percent of the overall portfolio. Thus, staff prefers the ability to place leverage 
where it is most accretive. For example, stable multifamily and affordable housing debt are 
viewed by lenders as lower risk. In addition, government sponsored enterprises such as Fanny 
Mae and Freddie Mac offer below market rate financing on both stabilized and affordable 
housing investments. Therefore, there are lower rates and higher Loan to Value (LTV) 
opportunities. By adjusting our policy language, staff can shift our leverage where it is most 
beneficial. 

Furthermore, a portfolio-level test more closely aligns with our peers and private market 
competition. RCLCO gathered leverage limitations from other public pensions, and the 
competitive set overwhelmingly uses a portfolio-wide LTV test. CalSTRS market competition, 
such as REITs and private companies, predominately use portfolio LVT tests for risk mitigation.  

Staff proposes a 50 percent LTV limit at the portfolio level for CalSTRS controlled investments. 
After conducting numerous scenario analyses, staff has concluded this level of leverage is 
consistent with current Real Estate Policy in aggregate. Furthermore, a 50 percent LTV limit is 
at the lower end of our peer set.  Shifting to a 50 percent portfolio LTV will not result in staff 
taking commensurately more risk than already imbedded in the Real Estate Portfolio.  

Staff suggests the 50 percent LTV limit apply only to control positions within the portfolio and 
exclude non-control positions such as closed-ended and open-ended funds. This is consistent 
with the Private Equity Policy. This is also consistent with current policy, where Opportunistic 
does not have a leverage limit – this is the classification of the majority of non-control positions. 
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Non-control investments, including closed-ended funds and open-ended funds, shall be subject 
to a 65 percent LTV limit. This places greater restraint on the non-control segment of the 
portfolio, where current Opportunistic investments do not have leverage limits in place.   

This item eliminates the leverage required return premium guideline as this is not the process on 
which we place debt. Leverage will be placed on an investment if it is prudent to do so, is 
accretive to the portfolio, and when approved by the venture management committee.   

Staff added procedures to correct leverage limits when exceeding the policy limits, providing a 
corrective time frame of up to three years.    

Environmental Liability 

This section was consolidated to one paragraph to be consistent with other CalSTRS investment 
policies. Any needed detailed description was added to the Real Estate Guidelines. 

Discretionary Authority 

The language in this section was overly complicated and partially based on investment approval 
procedures no longer relevant. Staff is recommending increasing the discretion limitation for 
new managers from 2 percent to 3 percent of the NAV of the overall Real estate portfolio. At the 
current size of the Real Estate Portfolio, this would move Staff discretion from roughly $700M 
to roughly $1billion. For existing managers, there is no change to discretion levels for follow on 
investments however staff added a limiting factor to include the manager ratings thereby limited 
staff to only be able to do follow on investments with managers not on watchlist.   

Investment Prohibitions 

Investment Prohibitions were moved to the Real Estate Guidelines. This simplifies the Real 
Estate Policy while maintaining the appropriate prohibitions from investment decisions, and 
focuses Real Estate Policy on what is permissible, rather than prohibitive.  

Monitoring and Reporting 

Staff moved some existing language to the Real Estate Guidelines. Staff also added language to 
include manager ratings, which was not in previous policy. This language links with the 
Discretionary Authority section. 

Cash Transfer Limits 

Consistent with the other policies, Staff proposes removing the Cash Transfer Limits as they 
have been moved to the Investment Policy and Management Plan (IPMP).  

RECOMMENDATION  

Staff recommends, and the board consultant, RCLCO, concurs, the Investment Committee 
considers the proposed revisions to the policy. Staff will incorporate the Board’s feedback into 
the policy and bring it back for a second reading unless the Board decides to approve the 
recommended changes at this meeting. 
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J. Real Estate Investment Policy 
 
 

EXECUTIVE SUMMARY 
 
In accordance with the CalSTRS Investment Policy and Management Plan, IPMP, the California 
State Teachers’ Retirement System Board, has established an allocation for investment in real 
estate, an illiquid equity-related asset. The primary objective for investment real estate is to 
improve diversification of the overall investment portfolio. The Real Estate Investment portfolio 
will also have secondary objectives to achieve a rate of return that corresponds to the amount of 
risk outlined in the Real Estate portfolio risk/return composite approved by the Investment 
Committee, to provide a stable cash flow to the investment portfolio, and to provide a hedge 
against inflation. 
 
The CalSTRS’ Real Estate investment assets are to be invested, administered, and managed in a 
prudent manner for the sole benefit of its participants and beneficiaries, in accordance with the 
California Constitution, the Teachers’ Retirement Law, and other applicable statutes. No 
investment instrument or activity prohibited by the IPMP shall be authorized for the Real Estate 
portfolio. 
 
The design of the Real Estate investment policy ensures that investors, managers, consultants, or 
other participants selected by CalSTRS take prudent and careful action while managing the Real 
Estate portfolio. The purchase, management, and sale of all types of real estate investments is 
performed by external professionals (managers) who are monitored and evaluated by internal 
investment officers, an external real estate consultant, and/or independent fiduciaries. CalSTRS 
believes that environmental, social, and governance, ESG, issues can affect the performance of 
our investments. As a result, the CalSTRS 21 Risk Factors have been developed as a tool that 
both internal and external investment managers are expected to use to assess the impact of ESG 
risk when making an investment on behalf of CalSTRS. The internal investment officers and 
independent fiduciaries operate under the direction of the chief investment officer, CIO. The 
external real estate consultant reports directly to the Board. 
 
As with all other plan assets, these policies cannot be altered without explicit direction from the 
Board. 

 
 

POLICY  
 
INVESTMENT STRATEGY 
 
The strategic objectives of the Real Estate portfolio are as follows: 
 

A. To provide improved diversification to the overall CalSTRS Investment Portfolio. 
 

 
B. To generate an enhanced yield to the actuarial earnings rate assumption. 
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C.  To provide stable cash flows; and 
 

D. To provide a hedge against inflation. 
 

CALSTRS REAL ESTATE PERFORMANCE OBJECTIVE 
 
CalSTRS Real Estate portfolio includes core, value add, and opportunistic risk strategies which, 
in aggregate, are structured to achieve a long-term total return in excess of the Real Estate Policy 
Benchmark. 
 

POLICY BENCHMARK 
 
The benchmark for Real Estate will be the NCREIF ODCE value weighted index net of fees. 
 

STRATEGIC ASSET ALLOCATION 
 
The asset allocation target and range for the Real Estate portfolio shall comply with the 
guidelines set forth in the IPMP. Adjustments from actual to target allocation shall be 
implemented within a time frame consistent with the provisions set forth in the IPMP. 
 

PORTFOLIO SUB-CLASSIFICATIONS 
 
A. Allocation 
 
Over the long-term, the Real Estate portfolio shall be divided into four segments: 1) Core 2) 
Value Add 3) Opportunistic, and 4) Public.  
 
Allocations to the Core, Value Add, Opportunistic and Public Portfolio segments shall be made 
to maximize the total return to CalSTRS while mitigating risk. As a moderate risk investor, 
CalSTRS’ long-term allocation ranges and long-term target allocations to these portfolios shall 
be: 
 
 
 

Portfolio Segment 
Policy 

Portfolio Allocation Ranges Permitted Deviation 
Core 60% 50% - 75% + 5% 
Value Add 20% 10% - 30% + 5% 
Opportunistic 20% 10% - 30% + 5% 
Public 0% 0% - 15% + 5% 

 
It is recognized that the real estate asset class is cyclical. The table above depicts the targets and 
ranges for the various portfolio segments over the long-term. However, in response to changing 
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market conditions, as well as other relevant factors, the actual allocation may vary within the 
recommended ranges.  
 
As investments in the value add and opportunistic portfolio mature, their characteristics may 
become core-like. CalSTRS staff and the consultant shall monitor the portfolio for instances 
when changes of the classification of certain investments are warranted. Reclassifications must 
be mutually agreed upon by staff and consultant and reported to the Investment Committee. 
 

B. Core Portfolio 
 

1. Characteristics 
 

Core investments include existing, substantially leased, income-producing properties 
(typically stabilized at the time of acquisition) located principally in economically 
diversified metropolitan areas; asset types typically include office, retail, industrial, multi-
family residential and hotels as well as alternative asset types included in the benchmark. 
While Core assets can be located in developed markets around the globe, investors’ core 
properties typically have a home country bias. 
 

 
2. Target Return  

 

 

Over the long term, core investments are expected to produce a return net of fees of 7 
percent. The ODCE benchmark will fluctuate in shorter time periods due to changing 
market conditions and the effect on appraisals over short time frames. Staff underwrites 
core investments that are expected to be held for 7 to 15 years to achieve unleveraged 
returns in this range but acknowledges the ODCE benchmark will fluctuate widely over 1 
to 3 year periods. 
 

 
3. Diversification  

To manage risk, the core real estate portfolio will diversify its exposure by property type 
and location. It is expected that at various points in time, the portfolio may be more 
heavily exposed to a single property type or location by virtue of opportunities in the 
market that are expected to generate excess return above long term expectations. The 
diversification of the real estate portfolio will be compared to the composition of its peer 
benchmark the ODCE Index. Single property type or location variances in excess of +/- 5 
percent will be reported to the Investment Committee with recommendations for 
action/inaction. 

 
While there are no specific guidelines for diversification based on exposure to 
geographies having similar economic profiles and/or industry concentrations, the Real 
Estate portfolio shall be prudently diversified and monitored in this aspect. 
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4. Use of Leverage 
 

The core portfolio is intended to generate income and lower total real estate portfolio 
volatility. However, limited use of leverage is permissible within the core portfolio to 
enhance investment returns and to mirror the ODCE Index. Core portfolio leverage will 
have a maximum of 40 percent of the aggregate gross fair market value of the funded 
investments in the core portfolio.  
 
 
5. Transitional-Core Assets 
 
'Transitional-Core' holdings are expected to meet all core definitions within a short 
period of time.  Such holdings include but are not limited to: build-to-core, lease up 
strategies, forward commitments and higher-than-average leverage ratios.  Inclusion of 
these assets within is limited to no more than 20% of the Core Portfolio. The 
percentage of Transitional-Core holdings will be compared to the percentage of similar 
holdings within the NCREIF ODCE index each quarter.  
 
Classification of an asset as 'Transitional-Core must be agreed upon by Staff and 
Consultant. 
 
The leverage on Transitional-Core will be measured each quarter and will be included 
in the total portfolio leverage test of no more than 40% loan to value.  

 
 
C. Value Add Portfolio 

 
1. Characteristics 

 
Investments within the value add portfolio will generally have expected returns and levels 
of risk greater than those of a typical core investment. The investments represent those 
properties and/or investment strategies that require specialized acquisition and management 
expertise or skill to mitigate business and leasing risks associated with the investment 
strategy. Risks have historically included leasing, repositioning, redevelopment, and/or 
certain business operating expertise. The strategy includes the curing of identified 
deficiencies through intensive management, increased cash flow, and disposition of stabilized 
assets to capture value creation.  

 
 

2.  Target Return  
 

The value add portfolio is expected to enhance performance of the Real Estate portfolio. 
It may offer limited current income, and returns are often largely dependent on future 
appreciation. Value add strategies have a long-term expected return of 7.5 percent after 
fees. 3. Diversification  
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The value add portfolio shall not have property type or geographic location allocation 
range limitations but will be monitored relative to its peer index the NCREIF-Townsend 
Value Add Index.  
 
 
4. Use of Leverage 

 
Leverage within the value add portfolio shall have a long-term target up to 65 percent, 
based on the aggregate gross fair market value of the funded investments in the value add 
portfolio. Individual strategies and/or relationships may have leverage up to 65 percent. 
 
 

D. Opportunistic Portfolio 
  

1. Characteristics 
 

 

 

Investments within the opportunistic portfolio seek to capitalize on tactical opportunities, 
mispricing, or distress in the real estate and capital markets and are willing to assume 
additional risk. Investments include direct real estate assets in office, retail, industrial, 
residential, or specialized property types, as well as forms of investment such as land 
plays, operating companies, distressed debt/properties, and other specialized investments 
(e.g. brownfields). Opportunistic investments utilize development, extensive 
redevelopment, non-traditional investment vehicles (e.g. non-performing loans), entity 
level investments, or recapitalization of assets or companies. Investment strategies may 
also include international/emerging markets.  

 
 

2.  Target Return  

Although the expected returns (and risks) vary widely among these investments, generally 
speaking the expected returns are 10 percent after fees.  
 
 
3. Diversification  

The opportunistic portfolio shall not have property type or geographic location allocation 
range limitations but will be monitored relative to its peer group the NCREIF-Townsend 
Opportunistic Index. 
 
 
4. Use of Leverage 

 
Individual strategies and/or relationships within the opportunistic segment use leverage to 
varying degrees. Restrictions on recourse, credit facilities, cross collateralization and debt 
service ratios will be vetted and approved during the due diligence process. In all cases, 
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risks associated with volatility and loss of equity will be mitigated sufficiently to allow 
for a reasonable risk adjusted return. 
 
 

E. Public Portfolio 
 
1. Characteristics 
 
The public portfolio may be comprised of investments in both U.S. and non-U.S. publicly 
traded REITs and REOCs. It is expected to enhance the performance and liquidity of the 
total Real Estate portfolio, as well as contributing to the portfolio’s diversification. 
Publicly-traded REITs and REOCs are typically more volatile than their private market 
counterparts; however, liquidity is generally greater. Publicly-traded REITs and REOCs 
are expected to utilize leverage commensurate with the market. 
 
Public REITs and REOCs can provide the total Real Estate portfolio with greater access 
to property markets and assets, as well as captive and focused management in a structure 
that included corporate governance. Such investments may allow the Real Estate 
portfolio an opportunity to share in the operator’s fee income and franchise value.  
 
 
2.  Target Return  
 
Public investments are expected to meet or exceed the performance of specific mandate 
secured by each manager and detailed in the manager contract.  
 

INVESTMENT POLICY GUIDELINES  
 
A. Portfolio Leverage  

 
CalSTRS shall employ leverage in the Real Estate portfolio in order to enhance investment returns. 
Such leverage may exist at the portfolio, manager, or investment level. Since leverage also increases 
the volatility of the Real Estate portfolio, careful consideration will be given to the impact of leverage 
on investment and portfolio risk. In addition, restrictions on recourse, credit facilities, cross 
collateralization and debt service ratios will be vetted and approved during the due diligence 
process. In all cases, risks associated with volatility and loss of equity will be mitigated 
sufficiently to allow for a reasonable risk adjusted return. Risk management will include a 
requirement that when debt is placed on wholly owned or joint venture assets, the use of leverage 
will require a return premium of no less than three basis points for each one percent of leverage 
used (eg. 50 percent leverage = 150 basis points additional premium over the unlevered return). 
Whenever possible, manager hurdles will be unlevered in order to compensate managers for 
returns generated through the operation of real estate rather than through financial structuring. 
 
Leverage within each segment of the portfolio will be regularly monitored and reported to the 
Board for compliance. 
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B. Alignment of Interests 

 
Preferred investments for CalSTRS will be those that exhibit the highest degree of management 
accountability and the greatest alignment of interests. As a matter of policy, CalSTRS will seek, but 
is not limited to, dedicated management teams that co-invest or have substantial ownership interest in 
the investment entity, controlling positions with provisions for liquidity, and disclosure, as well as the 
mitigation of conflicts of interest.  

 
 

C. Liquidity 
 
Real estate is an illiquid asset class and can provide no guarantees of liquidity. However, whenever 
possible investments shall be structured to include clearly defined redemption or termination 
provisions that offer investors some control. In addition, whenever possible, investments shall 
include features that enhance liquidity to investors such as (i) shorter investment time horizons and 
holding periods; (ii) provisions for interim liquidation of investments; (iii) multiple exit strategies; 
(iv) alignment of interests between management and investors, as well as management 
accountability; and (v) a readily tradable market for investor holdings. 
 
 

D. Investment Prohibitions 
 

1.  CalSTRS will not invest in strategies that are intended to capitalize on the 
displacement of low income households; however, this section is not intended to 
prohibit investment in strategies that create new, or redevelop existing rent-
regulated housing units, including, without limitation, strategies that include 
demolition of existing rent-regulated housing units, so long as: 

 
a. Any rent-regulated housing units that are demolished as part of such 

investment or project are replaced with new rent-regulated housing units; 
and  

b. Any persons lawfully residing in rent-regulated housing who are displaced 
as a result of such strategies receive relocation benefits in accordance with 
relocation requirements as mandated by the local housing authority or by 
state or federal relocation laws, if applicable. 

 
2.  This section shall not prohibit investment in existing low income housing tax 

credit or multifamily housing revenue bond financed assets with regulatory 
agreements that limit, among other things, allowable rent increases. However, 
such regulatory agreements do expire. Without replacement financing from 
regulatory authorities, this may cause certain assets to revert to market rate.  

 
3.  This prohibition shall apply to all private Real Estate investment strategies in 

which CalSTRS has a controlling interest.  
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4.  Rent increases permitted by federal, state, or local ordinance for rent-regulated 
properties shall be deemed appropriate and consistent with this policy. 

1. This Section shall not prohibit lawful eviction for cause such as illegal activity, 
tenant safety issues, disqualification under regulatory agreements or non-payment 
of rent. 

 

 

 
 

2. If an investment manager makes investments with CalSTRS capital that are 
inconsistent with the stated prohibitions, CalSTRS will take appropriate action to 
enforce their policy up to and including not making any new investments with 
that manager. 

3. Staff will report to the Investment Committee if significant unforeseen issues 
arise as a result of this investment prohibition.  

E.  Environmental Liability  
 

Subject to the following provisions and restrictions, CalSTRS will prudently accept 
environmental exposure and potential liability in a manner consistent with overall industry 
standards applicable to institutional investors acting in a like manner under similar 
circumstances. 
 
CalSTRS will not make investments in real estate with environmental conditions in the core 
portfolio unless: (i) the dollar value of the environmental risk can be quantified (ii) the cost of 
remediation can be quantified (iii) the environmental liability can be mitigated with measures 
already in place or to be implemented by the investment manager to effectively mitigate the risks 
to CalSTRS and result in an appropriate risk-adjusted rate of return (iv) any such potential 
environmental liability is limited to the particular real estate investment and (v) the real estate 
investment does not expose the entire CalSTRS portfolio to any potential liability. All 
environmental risks will be appropriately mitigated by factors that may include, but are not 
limited to, specific remediation planning, environmental insurance, indemnifications by 
creditworthy sellers, agreements with regulatory authorities, and the legal structure of ownership. 

 
For investments held in separate accounts, the appropriate level of environmental risks to be 
assumed and the appropriate mitigation approaches shall be detailed in the CalSTRS Real Estate 
Guidelines. Environmental guidelines for investments in Commingled Funds and Joint Ventures 
will be addressed in the legal documents that control the activities and responsibilities of the 
Managing or General Partner of that investment opportunity. 
 
 

F. Eligible Ownership Vehicles  
 
For CalSTRS to meet its objectives in the real estate asset class, staff will select appropriate 
vehicles with structural aspects that provide for maximum liquidity and control while mitigating 
risk, and the highest level of accountability on the part of management and alignment of interests 
with CalSTRS. For this reason, the following ownership vehicles are allowable: 
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Separate Accounts  
 
CalSTRS may enter into discretionary separate account relationships with real estate investment 
managers, subject to pre-approved investment guidelines, whenever possible, and/or clearly 
defined investment strategies. This delineation is known in the real estate industry as “discretion 
in a box”, which means the manager shall have the authority and discretion to execute a 
particular investment strategy only so long as each and every investment falls within the pre-
approved guidelines for the portfolio. The director of real estate and a real estate portfolio 
manager must approve any deviations from the approved guidelines. For this reason, investments 
shall be structured to facilitate alignment of interests between management and CalSTRS, 
management accountability, investment monitoring, and liquidity. 
 
In these separate accounts, CalSTRS shall have sole ownership of the asset(s) or may co-own the 
asset(s) with other institutional investors. CalSTRS will reserve the right to remove the real 
estate manager of any separate account, with or without cause, in a timely manner. 
 
Joint Ventures 

 
CalSTRS may invest with operating partners to execute defined investment strategies in which 
the operating partners have unique expertise. In these joint ventures, the operating partner shall 
also co-invest capital in the venture in an amount that is material to the partner. CalSTRS staff 
shall strive to incorporate similar governance provisions into the joint venture agreements as are 
obtained in CalSTRS’ separate account relationships.  

 
Commingled Funds 
 
To enable greater diversification and to reduce risk, investments in the Real Estate portfolio shall 
be made in participation with other institutional investors. Real estate investments may be made 
in commingled vehicles including, but not limited to (i) closed-ended funds such as group trusts, 
private REITs, limited liability companies, and limited partnerships; and (ii) open-ended funds 
(primarily bank and insurance company commingled accounts). 
 
Investments in closed-ended commingled vehicles shall have clearly articulated and viable exit 
strategies through which assets can be disposed of or liquidated upon termination of the 
investment and on an interim basis. The term of these investments shall also be limited to no 
more than seven to ten years and shall provide for a winding-up and orderly liquidation within 
this time period. Investment agreements for closed-ended commingled vehicles shall include 
flexible provisions for removal of management by investors and interim liquidation of investor 
holdings. 
 
Open-ended commingled fund investments shall include flexible redemption provisions, though 
such provisions often do not provide investors with liquidity at times when it is most needed; 
therefore, it is critically important that such investments be made with the most proactive of 
managers. In addition, to the extent possible, investments in closed and open-ended commingled 
fund vehicles shall include an opportunity for investors to participate on advisory boards. 
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To ensure adequate diversification and to reduce risk, no more than ten percent of CalSTRS’ 
Real Estate portfolio shall be allocated to a single commingled fund in which CalSTRS does not 
exercise control over its capital. For the purpose of this document, “control over its capital” 
refers to the ability to time the exit from an investment vehicle or the termination of the manager 
of such vehicle. 
 
Public REITs and REOCs 
 
Investments in publicly-traded vehicles can offer the total Real Estate portfolio greater liquidity 
over private market opportunities; however, they tend to be more correlated with equities than 
private real estate investments. Therefore, the maximum equity investment to the public portfolio 
within the Real Estate portfolio shall be 15 percent.  
 
 
G. Eligible Investment Types 

 
Real estate investments may include direct or indirect equity investment in real estate (including 
all rights and interests incident thereto) such as (i) interests in corporations, partnerships, and 
other entities whose primary business is the acquisition, development, and operation of real 
property including publicly traded, or private real estate investment trusts (“REITs”) and real 
estate operating companies (“REOCs”); (ii) participating or convertible participating mortgages 
or other debt instruments convertible to equity interest in real property based on investment 
terms (and not merely by foreclosure upon default); (iii) options to purchase real estate, 
leaseholds, and sale-leasebacks; and (iv) all other real estate related securities such as lower or 
un-rated tranches of pre-existing securitized or structured debt instruments such as mezzanine 
debt, which have equity features. 
 
 
H. Discretionary Authority  

 
The approval and rejection decision for real estate investments is delegated to staff with the 
following stipulations: 

 
1. Staff has discretion to approve an initial commitment of CalSTRS equity to a new firm in 

a proportion up to 2 percent of the Net Asset Value (NAV) of the total Real Estate 
portfolio. Staff then has discretion to approve additional follow-on commitments to the 
same firm for up to 4 percent of the NAV of the total Real Estate portfolio.  
 
Thereafter, incremental allocations beyond the 6 percent, which may represent the firm’s 
NAV plus outstanding commitment, may be approved by staff, subject to review by the 
Investment Committee if the Investment Committee so requests. Staff will regularly 
inform the Investment Committee of firms when such decisions are made.  
 

2. For firms that the Investment Committee has selected through a request for proposal 
process or approved as described above, Staff has discretion to approve up to two 
transactions in any rolling 12-month period, which may include co-invest opportunities 
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for up to 10 percent of the NAV of the total Real Estate portfolio. Individual transactions 
include all major capital decisions including but not limited to acquisition, renovations 
and dispositions. Staff will regularly inform the Investment Committee when such 
decisions are made. 

 
All real estate investments are subject to appropriate due diligence as defined in the CalSTRS 
Real Estate Guidelines. Percentage limitations specified above are based on commitments of 
equity made by CalSTRS. 
 
 

I. Responsible Contractor Policy 
 

The California State Teachers’ Retirement System has a deep interest in the condition of workers 
employed by the CalSTRS and its advisors. CalSTRS, through the CalSTRS Responsible 
Contractor Policy supports and encourages fair wages and fair benefits for workers employed by 
its contractors and subcontractors, subject to fiduciary principles concerning duties of loyalty and 
prudence, both of which further require competitive returns on the CalSTRS real estate 
investments. The CalSTRS endorses small business development, market competition, and 
control of operating costs. The CalSTRS believes that an adequately compensated and trained 
worker delivers a higher-quality product and service. CalSTRS requires its real estate managers 
to abide by the Responsible Contractor policy on all applicable investments. 
 
 
J. Investment Manager Diversification 

 
To reduce risk, the real estate portfolio shall be diversified by investment manager. No single 
investment manager shall manage more than 30 percent of the net asset value of targeted real 
estate portfolio at the time of allocation. 
 
 

K. Non-U.S. Investments 
 
The allocation range for non-U.S. investments shall be 0 percent to 30 percent of the NAV of the 
total Real Estate portfolio. Investments outside the U.S. will be classified as core, value add, or 
opportunistic taking into account any additional country-specific risks. 
 

VALUATION AND REPORTING  
 
CalSTRS’ investments in real estate shall be valued at least annually on a fair market value basis. 
In certain circumstances, when it is inappropriate or not possible to value investments at market, 
an alternate method of valuation shall be used.  
 
On a quarterly basis, performance data shall be collected by the designated contracting entity. 
The entity shall calculate returns as requested by the staff and consultant. Based upon the 
calculated returns, the consultant shall prepare a report which evaluates CalSTRS’ portfolio 
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diversification and investment performance. The consultant report shall include comparisons to 
benchmarks, indices and peer groups as appropriate (see Glossary – “Indices and Peer Groups”) 
The consultant report shall be presented semi-annually to the Investment Committee. 
 
CalSTRS staff shall endeavor to ensure that investment valuations and returns reported to the 
Investment Committee are calculated in accordance with guidelines established by NCREIF, the 
CFA Institute (formerly AIMR), the Pension Real Estate Association (“PREA”), and the 
National Association of Real Estate Investment Managers (“NAREIM”); as included in the most 
recent editions of the Real Estate Information Standards and the NCREIF Market Value 
Accounting Policy Manual.  
 
To the extent that investment managers do not report CalSTRS investments in a manner 
consistent with these guidelines, CalSTRS staff shall work with these investment managers to 
obtain the most appropriate information. CalSTRS’ investment managers shall be notified at the 
inception of their contracts that their failure or inability to provide accurate and timely financial 
reporting may constitute grounds for termination. 
 
GUIDELINES FOR SELECTION, MONITORING, EVALUATION, AND TERMINATION 
OF MANAGERS 
 
The selection of real estate investments shall be guided by the "prudent expert" standard, 
embracing the prudent decision-making process typically employed by experts in the areas of 
real estate acquisition, development, operation, disposition, and portfolio management.  
 
Selection of Investment Managers 
 
CalSTRS seeks to retain investment managers that possess superior capabilities in the selection 
and management of real estate assets. With this objective in mind, prospective investment 
managers shall be evaluated for selection based on criteria including, but not limited to: (i) the 
suitability of the organization’s investment, relative to CalSTRS’ investment guidelines and 
objectives; (ii) the quality, stability, integrity, and experience of the management team; (iii) the 
ability and willingness of the organization to dedicate sufficient resources and personnel to 
optimally manage CalSTRS’ investments; (iv) the reasonableness of investment terms and 
conditions, including provisions to align interests of management and CalSTRS; (v) the 
appropriateness of management controls and reporting systems; and (vi) commitment to 
responsible contracting policies, workplace diversity, and community involvement.  
 
Monitoring, Evaluation, and Termination of Investment Management Organizations 
 
CalSTRS’ investment managers shall be monitored and evaluated continuously, based on their 
performance relative to stated objectives and benchmarks, and relative to the performance of 
firms managing similar investments in the marketplace. In addition, investment managers shall 
be monitored for compliance with investment guidelines, policies, and procedures of the Real 
Estate portfolio, and other contractual provisions. Manager performance should be evaluated 
over meaningful time intervals to ensure that performance is indicative of management’s efforts. 
The performance of the core portfolio should be evaluated on a three-year trailing performance 
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basis, while the performance of the value add and opportunistic portfolios should be evaluated on 
a three- to five-year trailing performance basis.  
 
Consideration shall also be given to the financial strength of the investment manager, the level of 
client service given to CalSTRS, as well as changes within the managing organization such as 
the continuity of personnel assigned to CalSTRS’ investments, among other items. CalSTRS 
shall seek to liquidate investments with management organizations found to be deficient relative 
to CalSTRS’ investment standards. 
 
ANNUAL BUSINESS PLAN  

 
The Real Estate portfolio will be managed according to an annual business plan whose main 
business components will encompass an analysis of the investment environment, a review of the 
investment strategy, a review of the diversification ranges, a review of projected versus actual 
returns, and a resource allocation budget. 
 

CASH TRANSFER LIMITATIONS 
 
The following non-cumulative limits apply with respect to Real Estate Investment staff or 
executive officers signing for cash disbursements for Real Estate investment portfolio 
transactions: 
 
 Investment Officer I $   15 million 
 Investment Officer II $   50 million 
 Investment Officer III $   70 million 
 Associate Portfolio Manager $ 100 million 
 Portfolio Manager $ 200 million 
 Director of Real Estate $ 400 million 
 Deputy Chief Investment Officer $   1.5 billion 

Chief Investment Officer $   1.5 billion 

 
POLICY MONITORING AND MODIFICATION 
 
The Consultant shall monitor the investment process for compliance with this policy and report 
to the CalSTRS Investment Committee as requested.  
 
The Real Estate policy shall be reviewed periodically to determine if modifications are necessary 
or desirable. Any changes shall be subject to the approval of the Investment Committee.  

Revised February 2, 2006 
Revised to adjust allocation ranges, definitions of core and tactical portfolios, discretion limits 

to staff, and to introduce public-traded investments on July 13, 2007. 
Revised to place the portfolio into core, value add and opportunistic categories; adjust 

allocation ranges for these categories and add language for leverage limitations; and add new 
benchmarks for these new categories on June 3, 2010. 
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Revised to accommodate benchmark availability and performance evaluation requirements as 
well as adjustments to Cash Transfer Limitations on November 3, 2011  

Revised to add ESG Risks Policy reference on September 10, 2013 
Revised to change benchmark to ODCE on April 4, 2014 

Revised to update two sections of the policy document to align the portfolio to current  
market conditions and the conclusions contained in the 2015  

Asset Allocation Study on November4, 2015 
Revised to define APM trading limits and modify PM trading limits on April 5, 2017 

Revised to give staff the ability to manage the portfolio using strategies consistent with those 
implemented within the NCREIF ODCE index on July 12, 2017
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GLOSSARY 
 
 
APPRECIATION – The percentage change in the market value of a property or 
portfolio over the period of analysis. 
 
INDICES AND PEER GROUPS – A series of databases with risk/return information 
that allows for comparative performance evaluation within an asset class. 
 
• NCREIF Fund Index - Open End Diversified Core Equity (“NFI-ODCE”) Index 

– A capitalization-weighted return index consisting of infinite life vehicles with 
multiple investors and the ability to enter and exit on a periodic basis. Funds maintain 
low leverage; equity ownership in US stabilized office, retail, industrial, and multi-
family and hotel properties. 

• NCREIF-Townsend Value Add Index – A capitalization-weighted return index 
consisting of finite life vehicles with multiple investors. Manager expertise is 
expected to create value by correcting operational or asset deficiencies. 

• NCREIF-Townsend Opportunistic Index – A capitalization-weighted return index 
consisting of finite life vehicles with multiple investors. Investments are at the higher 
end of the risk/return spectrum and vary greatly across intended strategies for return 
generation. 

• NCREIF-Townsend Vintage Year Indices – A capitalization-weighted return index 
consisting of finite life vehicles across (or within) strategy segments grouped by the 
year in which initial real estate investments occurred.  

 
CAPITAL IMPROVEMENTS – Expenditures that cure or arrest deterioration of 
property or add new improvements to prolong its life. 
 
CO-INVESTMENT – Investments where the management organization has a capital 
investment and ownership share. 
 
COMMINGLED FUND – A term applied to all open-ended and closed-ended pooled 
investment vehicles designed for institutional tax-exempt investors. A commingled fund 
may be organized as a group trust, partnership, corporation, insurance company separate 
account, private real estate investment trust, or other multiple ownership entity.  
  
• Open-ended Fund – A commingled fund with no finite life, which allows continuous 

entry and exit of investors, and typically engages in ongoing investment purchase and 
sale activities. 

• Closed-ended Fund – A commingled fund with a stated termination date, with few 
or no additional investors after the initial formation of the fund. Closed-ended funds 
typically purchase a portfolio of properties to hold for the duration of the fund and, as 
sales occur, typically do not reinvest the sales proceeds. 
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DISCRETION – The level of authority given to an investment manager over the 
investment and management of a client’s capital once that capital is allocated to the 
investment manager. 
 
FAIR MARKET VALUE – The highest price a property would bring if exposed for sale 
in the open market by a willing seller to a willing buyer with both parties being fully 
informed of all the uses and purposes to which the property is reasonably adaptable and 
available. 
 
HOTEL – May include budget, economy, mid-scale, upscale, luxury, extended stay and 
independent hotels and any other properties that provide hospitality services. 
 
INCOME – The component of return derived from property or portfolio operations 
during the period of analysis. 
 
INDUSTRIAL – May include manufacturing, R & D Flex, Office Showroom, Freight 
forwarding/logistics and warehouse distribution. 
 
INVESTMENT MANAGER – A company that, by contractual agreement, provides 
property investment opportunities and/or property asset management services. 
 
JOINT VENTURE – A structure wherein CalSTRS and a partner form a partnership to 
purchase and/or operate an investment, or investments. 
 
LAND - Undeveloped land parcels. 
 
LEVERAGE – The use of borrowed funds to increase purchasing power and, ideally, to 
increase the profitability of an investment. 
 
LIMITED PARTNERSHIP – A partnership with both general and limited partners in 
which the general partner manages the business and assumes full liability for the 
partnership obligations with the liability of the limited partners generally restricted to 
their capital contributions. 
 
MULTI-FAMILY – May include high-rise, low-rise, and garden complexes of multiple 
rental units in an apartment building. May also include condominiums, student-oriented 
complexes and senior rental housing with limited or no medical services. 
 
NCREIF INDEX – National Council of Real Estate Investment Fiduciaries Index; a 
property-level performance benchmark for institutionally owned real estate, calculated on 
a quarterly basis. 
 
NET ASSET VALUE (NAV) – Represents total assets at fair market value minus 
liabilities. 
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NEW FIRM - Investment Manager with whom CalSTRS Real Estate has a contractual 
relationship of less than one year. 
 
OFFICE -May include multi-tenanted buildings in both central business district and 
suburban locations. Types of use in office buildings may include commercial banks, 
financial buildings that serve as office space, owner-occupied space including corporate 
headquarters and branch offices. Others, such as government administration buildings, 
medical offices and Office R & D which is used primarily for office, may also be 
included. 
 
OPPORTUNISTIC – A phrase characterizing an investment in underperforming and/or 
undermanaged assets typically purchased from distressed sellers, utilizing high levels of 
leverage with the expectation of near-term increases in cash flow and value. 
 
PROPERTY MANAGEMENT – The various functions that are performed at the 
property level in order to assure timely collection of rents, payment of expenses, and 
supervision of on-site activities. 
 
RETAIL – May include neighborhood, community, regional, super-regional, 
fashion/specialty, power, theme/festival, outlet and single tenant centers in which tenants 
sell goods and services. 
 
TOTAL RETURN – The sum of the income and appreciation returns. 
 
VALUE-ADDED – A phrase commonly used by investment managers to describe a 
management approach to a property with the connotation that their skills will add value, 
which otherwise would not be realized. 
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J. Real Estate Investment Policy 
 
EXECUTIVE SUMMARY 
 
In accordance with the CalSTRS Investment Policy and Management Plan, IPMP, the California 
State Teachers’ Retirement System Board, has established an allocation for investment in real 
estate, an illiquid equity-related asset. The primary objective for investment real estate is to 
improve diversification of the overall investment portfolio. The Real Estate Investment portfolio 
will also have secondary objectives to achieve a rate of return that corresponds to the amount of 
risk outlined in the Real Estate portfolio risk/return composite approved by the Investment 
Committee, to provide a stable cash flow to the investment portfolio, and to provide a hedge 
against inflation. 
 
The CalSTRS’ Real Estate investment assets are to be invested, administered, and managed in a 
prudent manner for the sole benefit of its participants and beneficiaries, in accordance with the 
California Constitution, the Teachers’ Retirement Law, and other applicable statutes. No 
investment instrument or activity prohibited by the IPMP shall be authorized for the Real Estate 
portfolio. 
 
The design of the Real Estate investment policy ensures that investors, managers, consultants, or 
other participants selected by CalSTRS take prudent and careful action while managing the Real 
Estate portfolio. The purchase, management, and sale of all types of real estate investments is 
performed by external professionals (managers) who are monitored and evaluated by internal 
investment officers, an external real estate consultant, and/or independent fiduciaries. CalSTRS 
believes that environmental, social, and governance, ESG, issues can affect the performance of 
our investments. As a result, the CalSTRS 21 Risk Factors have been developed as a tool that 
both internal and external investment managers are expected to use to assess the impact of ESG 
risk when making an investment on behalf of CalSTRS. The internal investment officers and 
independent fiduciaries operate under the direction of the chief investment officer, CIO. The 
external real estate consultant reports directly to the Board. 
 
As with all other plan assets, these policies cannot be altered without explicit direction from the 
Board. 

POLICY 
 
INVESTMENT STRATEGY PROGRAM OBJECTIVES 
 
The strategic objectives of the Real Estate portfolio are as follows: 
 

A. To provide improved diversification to the overall CalSTRS Investment Portfolio. 
 

 

 

 

B. To generate an enhanced yield to the actuarial earnings rate assumption. 

C.  To provide stable cash flows; and 

D. To provide a hedge against inflation. 
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CALSTRS REAL ESTATE PERFORMANCE OBJECTIVES 
 
CalSTRS Real Estate portfolio includes core, value add, and opportunistic risk strategies which, 
in aggregate, are structured to achieve a long-term total return in excess of the Real Estate Policy 
Benchmark. 
 
 
 
POLICY PROGRAM BENCHMARK 
 
The benchmark for Real Estate will be the NCREIF ODCE value weighted index net of fees. 
 

STRATEGIC ASSET ALLOCATION PROGRAM STRUCTURE 
 
The asset allocation target and range for the Real Estate portfolio shall comply with the 
guidelines set forth in the IPMP. Adjustments from actual to target allocation shall be 
implemented within a time frame consistent with the provisions set forth in the IPMP. 
 
PORTFOLIO SUB-CLASSIFICATION  
 
A. Allocation 
 
Over the long-term, the Real Estate portfolio shall be divided into four segments: 1) Core 2) 
Value Add 3) Opportunistic, and 4) Public.  
 
Allocations to the Core, Value Add, Opportunistic and Public Portfolio segments shall be made 
to maximize the total return to CalSTRS while mitigating risk. As a moderate risk investor, 
CalSTRS’ long-term allocation ranges and long-term target allocations to these portfolios shall 
be: 
 
 
 

Portfolio Segment 
Policy 

Portfolio Allocation Ranges Permitted Deviation 
Core 60% 50% - 75% + 5% 
Value Add 20% 10% - 30% + 5% 
Opportunistic 20% 10% - 30% + 5% 
Public 0% 0% - 15% + 5% 

 
It is recognized that the real estate asset class is cyclical. The table above depicts the targets and 
ranges for the various portfolio segments over the long-term. However, in response to changing 
market conditions, as well as other relevant factors, the actual allocation may vary within the 
recommended ranges.  
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As investments in the value add and opportunistic portfolio mature, their characteristics may 
become core-like. CalSTRS staff and the consultant shall monitor the portfolio for instances 
when changes of the classification of certain investments are warranted. Reclassifications must 
be mutually agreed upon by staff and consultant and reported to the Investment Committee. 
 

B. Core Portfolio 
 

1. Characteristics 
 

Core investments include existing, substantially leased, income-producing properties 
(typically stabilized at the time of acquisition) located principally in economically 
diversified metropolitan areas; asset types typically include office, retail, industrial, multi-
family residential and hotels as well as alternative asset types included in the benchmark. 
While Core assets can be located in developed markets around the globe, investors’ core 
properties typically have a home country bias. 
 

 
2. Target Return  

 

 

 

Over the long term, core investments are expected to produce a return net of fees of 7 
percent. The ODCE benchmark will fluctuate in shorter time periods due to changing 
market conditions and the effect on appraisals over short time frames. Staff underwrites 
core investments that are expected to be held for 7 to 15 years to achieve unleveraged 
returns in this range but acknowledges the ODCE benchmark will fluctuate widely over 1 
to 3 year periods. 
 

 
3. Diversification  

To manage risk, the core real estate portfolio will diversify its exposure by property type 
and location. It is expected that at various points in time, the portfolio may be more 
heavily exposed to a single property type or location by virtue of opportunities in the 
market that are expected to generate excess return above long term expectations. The 
diversification of the real estate portfolio will be compared to the composition of its peer 
benchmark the ODCE Index. Single property type or location variances in excess of +/- 5 
percent will be reported to the Investment Committee with recommendations for 
action/inaction. 

 
While there are no specific guidelines for diversification based on exposure to 
geographies having similar economic profiles and/or industry concentrations, the Real 
Estate portfolio shall be prudently diversified and monitored in this aspect. 

 
 

4. Use of Leverage 
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The core portfolio is intended to generate income and lower total real estate portfolio 
volatility. However, limited use of leverage is permissible within the core portfolio to 
enhance investment returns and to mirror the ODCE Index. Core portfolio leverage will 
have a maximum of 40 percent of the aggregate gross fair market value of the funded 
investments in the core portfolio.  
 
 
5. Transitional-Core Assets 
 
'Transitional-Core' holdings are expected to meet all core definitions within a short 
period of time.  Such holdings include but are not limited to: build-to-core, lease up 
strategies, forward commitments and higher-than-average leverage ratios.  Inclusion of 
these assets within is limited to no more than 20% of the Core Portfolio. The 
percentage of Transitional-Core holdings will be compared to the percentage of similar 
holdings within the NCREIF ODCE index each quarter.  
 
Classification of an asset as 'Transitional-Core must be agreed upon by Staff and 
Consultant. 
 
The leverage on Transitional-Core will be measured each quarter and will be included 
in the total portfolio leverage test of no more than 40% loan to value.  

 
 
C. Value Add Portfolio 

 
1. Characteristics 

 
Investments within the value add portfolio will generally have expected returns and levels 
of risk greater than those of a typical core investment. The investments represent those 
properties and/or investment strategies that require specialized acquisition and management 
expertise or skill to mitigate business and leasing risks associated with the investment 
strategy. Risks have historically included leasing, repositioning, redevelopment, and/or 
certain business operating expertise. The strategy includes the curing of identified 
deficiencies through intensive management, increased cash flow, and disposition of stabilized 
assets to capture value creation.  

 
 

2.  Target Return  
 

The value add portfolio is expected to enhance performance of the Real Estate portfolio. 
It may offer limited current income, and returns are often largely dependent on future 
appreciation. Value add strategies have a long-term expected return of 7.5 percent after 
fees. 3. Diversification  
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The value add portfolio shall not have property type or geographic location allocation 
range limitations but will be monitored relative to its peer index the NCREIF-Townsend 
Value Add Index.  
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4. Use of Leverage 

 
Leverage within the value add portfolio shall have a long-term target up to 65 percent, 
based on the aggregate gross fair market value of the funded investments in the value add 
portfolio. Individual strategies and/or relationships may have leverage up to 65 percent. 
 
 

D. Opportunistic Portfolio 
  

1. Characteristics 
 

 

 

Investments within the opportunistic portfolio seek to capitalize on tactical opportunities, 
mispricing, or distress in the real estate and capital markets and are willing to assume 
additional risk. Investments include direct real estate assets in office, retail, industrial, 
residential, or specialized property types, as well as forms of investment such as land 
plays, operating companies, distressed debt/properties, and other specialized investments 
(e.g. brownfields). Opportunistic investments utilize development, extensive 
redevelopment, non-traditional investment vehicles (e.g. non-performing loans), entity 
level investments, or recapitalization of assets or companies. Investment strategies may 
also include international/emerging markets.  

 
 

2.  Target Return  

Although the expected returns (and risks) vary widely among these investments, generally 
speaking the expected returns are 10 percent after fees.  
 
 
3. Diversification  

The opportunistic portfolio shall not have property type or geographic location allocation 
range limitations but will be monitored relative to its peer group the NCREIF-Townsend 
Opportunistic Index. 
 
 
4. Use of Leverage 

 
Individual strategies and/or relationships within the opportunistic segment use leverage to 
varying degrees. Restrictions on recourse, credit facilities, cross collateralization and debt 
service ratios will be vetted and approved during the due diligence process. In all cases, 
risks associated with volatility and loss of equity will be mitigated sufficiently to allow 
for a reasonable risk adjusted return. 
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E. Public Portfolio 

 
1. Characteristics 
 
The public portfolio may be comprised of investments in both U.S. and non-U.S. publicly 
traded REITs and REOCs. It is expected to enhance the performance and liquidity of the 
total Real Estate portfolio, as well as contributing to the portfolio’s diversification. 
Publicly-traded REITs and REOCs are typically more volatile than their private market 
counterparts; however, liquidity is generally greater. Publicly-traded REITs and REOCs 
are expected to utilize leverage commensurate with the market. 
 
Public REITs and REOCs can provide the total Real Estate portfolio with greater access 
to property markets and assets, as well as captive and focused management in a structure 
that included corporate governance. Such investments may allow the Real Estate 
portfolio an opportunity to share in the operator’s fee income and franchise value.  
 
 
2.  Target Return  
 
Public investments are expected to meet or exceed the performance of specific mandate 
secured by each manager and detailed in the manager contract.  

 
 
 
INVESTMENT POLICY GUIDELINES RISK MANAGEMENT 
 
A. Portfolio Leverage  

 
CalSTRS shall employ leverage in the Real Estate portfolio in order to enhance investment returns. 
Such leverage may exist at the portfolio, manager, or investment level. Since leverage also increases 
the volatility of the Real Estate portfolio, careful consideration will be given to the impact of leverage 
on investment and portfolio risk. In addition, restrictions on recourse, credit facilities, cross 
collateralization and debt service ratios will be vetted and approved during the due diligence 
process. In all cases, risks associated with volatility and loss of equity will be mitigated 
sufficiently to allow for a reasonable risk adjusted return. Risk management will include a 
requirement that when debt is placed on wholly owned or joint venture assets, the use of leverage 
will require a return premium of no less than three basis points for each one percent of leverage 
used (eg. 50 percent leverage = 150 basis points additional premium over the unlevered return). 
Whenever possible, manager hurdles will be unlevered in order to compensate managers for 
returns generated through the operation of real estate rather than through financial structuring. 
 
Leverage within each segment of the portfolio will be regularly monitored and reported to the 
Board for compliance. 
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B. Alignment of Interests 

 
Preferred investments for CalSTRS will be those that exhibit the highest degree of management 
accountability and the greatest alignment of interests. As a matter of policy, CalSTRS will seek, but 
is not limited to, dedicated management teams that co-invest or have substantial ownership interest in 
the investment entity, controlling positions with provisions for liquidity, and disclosure, as well as the 
mitigation of conflicts of interest.  

 
 

C. Liquidity 
 
Real estate is an illiquid asset class and can provide no guarantees of liquidity. However, whenever 
possible investments shall be structured to include clearly defined redemption or termination 
provisions that offer investors some control. In addition, whenever possible, investments shall 
include features that enhance liquidity to investors such as (i) shorter investment time horizons and 
holding periods; (ii) provisions for interim liquidation of investments; (iii) multiple exit strategies; 
(iv) alignment of interests between management and investors, as well as management 
accountability; and (v) a readily tradable market for investor holdings. 
 

 

D.  Environmental Liability  
 

Subject to the following provisions and restrictions, CalSTRS will prudently accept 
environmental exposure and potential liability in a manner consistent with overall industry 
standards applicable to institutional investors acting in a like manner under similar 
circumstances. 
 
CalSTRS will not make investments in real estate with environmental conditions in the core 
portfolio unless: (i) the dollar value of the environmental risk can be quantified (ii) the cost of 
remediation can be quantified (iii) the environmental liability can be mitigated with measures 
already in place or to be implemented by the investment manager to effectively mitigate the risks 
to CalSTRS and result in an appropriate risk-adjusted rate of return (iv) any such potential 
environmental liability is limited to the particular real estate investment and (v) the real estate 
investment does not expose the entire CalSTRS portfolio to any potential liability. All 
environmental risks will be appropriately mitigated by factors that may include, but are not 
limited to, specific remediation planning, environmental insurance, indemnifications by 
creditworthy sellers, agreements with regulatory authorities, and the legal structure of ownership. 

 
For investments held in separate accounts, the appropriate level of environmental risks to be 
assumed and the appropriate mitigation approaches shall be detailed in the CalSTRS Real Estate 
Guidelines. Environmental guidelines for investments in Commingled Funds and Joint Ventures 
will be addressed in the legal documents that control the activities and responsibilities of the 
Managing or General Partner of that investment opportunity. 
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F. Eligible Ownership Vehicles  
 
For CalSTRS to meet its objectives in the real estate asset class, staff will select appropriate 
vehicles with structural aspects that provide for maximum liquidity and control while mitigating 
risk, and the highest level of accountability on the part of management and alignment of interests 
with CalSTRS. For this reason, the following ownership vehicles are allowable: 

 
Separate Accounts  
 
CalSTRS may enter into discretionary separate account relationships with real estate investment 
managers, subject to pre-approved investment guidelines, whenever possible, and/or clearly 
defined investment strategies. This delineation is known in the real estate industry as “discretion 
in a box”, which means the manager shall have the authority and discretion to execute a 
particular investment strategy only so long as each and every investment falls within the pre-
approved guidelines for the portfolio. The director of real estate and a real estate portfolio 
manager must approve any deviations from the approved guidelines. For this reason, investments 
shall be structured to facilitate alignment of interests between management and CalSTRS, 
management accountability, investment monitoring, and liquidity. 
 
In these separate accounts, CalSTRS shall have sole ownership of the asset(s) or may co-own the 
asset(s) with other institutional investors. CalSTRS will reserve the right to remove the real 
estate manager of any separate account, with or without cause, in a timely manner. 
 
Joint Ventures 

 
CalSTRS may invest with operating partners to execute defined investment strategies in which 
the operating partners have unique expertise. In these joint ventures, the operating partner shall 
also co-invest capital in the venture in an amount that is material to the partner. CalSTRS staff 
shall strive to incorporate similar governance provisions into the joint venture agreements as are 
obtained in CalSTRS’ separate account relationships.  

 
Commingled Funds 
 
To enable greater diversification and to reduce risk, investments in the Real Estate portfolio shall 
be made in participation with other institutional investors. Real estate investments may be made 
in commingled vehicles including, but not limited to (i) closed-ended funds such as group trusts, 
private REITs, limited liability companies, and limited partnerships; and (ii) open-ended funds 
(primarily bank and insurance company commingled accounts). 
 
Investments in closed-ended commingled vehicles shall have clearly articulated and viable exit 
strategies through which assets can be disposed of or liquidated upon termination of the 
investment and on an interim basis. The term of these investments shall also be limited to no 
more than seven to ten years and shall provide for a winding-up and orderly liquidation within 
this time period. Investment agreements for closed-ended commingled vehicles shall include 
flexible provisions for removal of management by investors and interim liquidation of investor 
holdings. 
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Open-ended commingled fund investments shall include flexible redemption provisions, though 
such provisions often do not provide investors with liquidity at times when it is most needed; 
therefore, it is critically important that such investments be made with the most proactive of 
managers. In addition, to the extent possible, investments in closed and open-ended commingled 
fund vehicles shall include an opportunity for investors to participate on advisory boards. 
 
To ensure adequate diversification and to reduce risk, no more than ten percent of CalSTRS’ 
Real Estate portfolio shall be allocated to a single commingled fund in which CalSTRS does not 
exercise control over its capital. For the purpose of this document, “control over its capital” 
refers to the ability to time the exit from an investment vehicle or the termination of the manager 
of such vehicle. 
 
Public REITs and REOCs 
 
Investments in publicly-traded vehicles can offer the total Real Estate portfolio greater liquidity 
over private market opportunities; however, they tend to be more correlated with equities than 
private real estate investments. Therefore, the maximum equity investment to the public portfolio 
within the Real Estate portfolio shall be 15 percent.  
 
 
G. Eligible Investment Types 

 
Real estate investments may include direct or indirect equity investment in real estate (including 
all rights and interests incident thereto) such as (i) interests in corporations, partnerships, and 
other entities whose primary business is the acquisition, development, and operation of real 
property including publicly traded, or private real estate investment trusts (“REITs”) and real 
estate operating companies (“REOCs”); (ii) participating or convertible participating mortgages 
or other debt instruments convertible to equity interest in real property based on investment 
terms (and not merely by foreclosure upon default); (iii) options to purchase real estate, 
leaseholds, and sale-leasebacks; and (iv) all other real estate related securities such as lower or 
un-rated tranches of pre-existing securitized or structured debt instruments such as mezzanine 
debt, which have equity features. 
 
 
H. Discretionary Authority  

 
The approval and rejection decision for real estate investments is delegated to staff with the 
following stipulations: 

 
1. Staff has discretion to approve an initial commitment of CalSTRS equity to a new firm in 

a proportion up to 2 percent of the Net Asset Value (NAV) of the total Real Estate 
portfolio. Staff then has discretion to approve additional follow-on commitments to the 
same firm for up to 4 percent of the NAV of the total Real Estate portfolio.  
 
Thereafter, incremental allocations beyond the 6 percent, which may represent the firm’s 
NAV plus outstanding commitment, may be approved by staff, subject to review by the 

Attachment 2 
Investment Committee - Item 8a 

June 10, 2021 
Page 11



Investment Committee if the Investment Committee so requests. Staff will regularly 
inform the Investment Committee of firms when such decisions are made.  
 

2. For firms that the Investment Committee has selected through a request for proposal 
process or approved as described above, Staff has discretion to approve up to two 
transactions in any rolling 12-month period, which may include co-invest opportunities 
for up to 10 percent of the NAV of the total Real Estate portfolio. Individual transactions 
include all major capital decisions including but not limited to acquisition, renovations 
and dispositions. Staff will regularly inform the Investment Committee when such 
decisions are made. 

 
All real estate investments are subject to appropriate due diligence as defined in the CalSTRS 
Real Estate Guidelines. Percentage limitations specified above are based on commitments of 
equity made by CalSTRS. 
 
 
I. Investment Manager Diversification 

To reduce risk, the real estate portfolio shall be diversified by investment manager. No single 
investment manager shall manage more than 30 percent of the net asset value of targeted real 
estate portfolio at the time of allocation. 
 

J. Non-U.S. Investments 

The allocation range for non-U.S. investments shall be 0 percent to 30 percent of the NAV of the 
total Real Estate portfolio. Investments outside the U.S. will be classified as core, value add, or 
opportunistic taking into account any additional country-specific risks. 
 

RESPONSIBLE CONTRACTOR POLICY 

The California State Teachers’ Retirement System has a deep interest in the condition of workers 
employed by the CalSTRS and its advisors. CalSTRS, through the CalSTRS Responsible 
Contractor Policy supports and encourages fair wages and fair benefits for workers employed by 
its contractors and subcontractors, subject to fiduciary principles concerning duties of loyalty and 
prudence, both of which further require competitive returns on the CalSTRS real estate 
investments. The CalSTRS endorses small business development, market competition, and 
control of operating costs. The CalSTRS believes that an adequately compensated and trained 
worker delivers a higher-quality product and service. CalSTRS requires its real estate managers 
to abide by the Responsible Contractor policy on all applicable investments. 

 
INVESTMENT PROHIBITIONS 
 
1.  CalSTRS will not invest in strategies that are intended to capitalize on the displacement of 

low income households; however, this section is not intended to prohibit investment in 
strategies that create new, or redevelop existing rent-regulated housing units, including, 
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without limitation, strategies that include demolition of existing rent-regulated housing 
units, so long as: 

 
a. Any rent-regulated housing units that are demolished as part of such investment or 

project are replaced with new rent-regulated housing units; and  
b. Any persons lawfully residing in rent-regulated housing who are displaced as a result 

of such strategies receive relocation benefits in accordance with relocation 
requirements as mandated by the local housing authority or by state or federal 
relocation laws, if applicable. 

 
2.  This section shall not prohibit investment in existing low income housing tax credit or 

multifamily housing revenue bond financed assets with regulatory agreements that limit, 
among other things, allowable rent increases. However, such regulatory agreements do 
expire. Without replacement financing from regulatory authorities, this may cause certain 
assets to revert to market rate.  

 
3.  This prohibition shall apply to all private Real Estate investment strategies in which 

CalSTRS has a controlling interest.  
 
4.  Rent increases permitted by federal, state, or local ordinance for rent-regulated properties 

shall be deemed appropriate and consistent with this policy. 
 
5. This Section shall not prohibit lawful eviction for cause such as illegal activity, tenant 

safety issues, disqualification under regulatory agreements or non-payment of rent. 
 

 
 

6. If an investment manager makes investments with CalSTRS capital that are inconsistent 
with the stated prohibitions, CalSTRS will take appropriate action to enforce their policy 
up to and including not making any new investments with that manager. 

7. Staff will report to the Investment Committee if significant unforeseen issues arise as a 
result of this investment prohibition.  

 
 
MONITORING, VALUATION AND REPORTING  
 
CalSTRS’ investments in real estate shall be valued at least annually on a fair market value basis. 
In certain circumstances, when it is inappropriate or not possible to value investments at market, 
an alternate method of valuation shall be used.  
 
On a quarterly basis, performance data shall be collected by the designated contracting entity. 
The entity shall calculate returns as requested by the staff and consultant. Based upon the 
calculated returns, the consultant shall prepare a report which evaluates CalSTRS’ portfolio 
diversification and investment performance. The consultant report shall include comparisons to 
benchmarks, indices and peer groups as appropriate (see Glossary – “Indices and Peer Groups”) 
The consultant report shall be presented semi-annually to the Investment Committee. 
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CalSTRS staff shall endeavor to ensure that investment valuations and returns reported to the 
Investment Committee are calculated in accordance with guidelines established by NCREIF, the 
CFA Institute (formerly AIMR), the Pension Real Estate Association (“PREA”), and the 
National Association of Real Estate Investment Managers (“NAREIM”); as included in the most 
recent editions of the Real Estate Information Standards and the NCREIF Market Value 
Accounting Policy Manual.  
 
To the extent that investment managers do not report CalSTRS investments in a manner 
consistent with these guidelines, CalSTRS staff shall work with these investment managers to 
obtain the most appropriate information. CalSTRS’ investment managers shall be notified at the 
inception of their contracts that their failure or inability to provide accurate and timely financial 
reporting may constitute grounds for termination. 
 
GUIDELINES FOR SELECTION, MONITORING, EVALUATION, AND TERMINATION 
OF MANAGERS 
 
The selection of real estate investments shall be guided by the "prudent expert" standard, 
embracing the prudent decision-making process typically employed by experts in the areas of 
real estate acquisition, development, operation, disposition, and portfolio management.  
 
Selection of Investment Managers 
 
CalSTRS seeks to retain investment managers that possess superior capabilities in the selection 
and management of real estate assets. With this objective in mind, prospective investment 
managers shall be evaluated for selection based on criteria including, but not limited to: (i) the 
suitability of the organization’s investment, relative to CalSTRS’ investment guidelines and 
objectives; (ii) the quality, stability, integrity, and experience of the management team; (iii) the 
ability and willingness of the organization to dedicate sufficient resources and personnel to 
optimally manage CalSTRS’ investments; (iv) the reasonableness of investment terms and 
conditions, including provisions to align interests of management and CalSTRS; (v) the 
appropriateness of management controls and reporting systems; and (vi) commitment to 
responsible contracting policies, workplace diversity, and community involvement.  
 
Monitoring, Evaluation, and Termination of Investment Management Organizations 
 
CalSTRS’ investment managers shall be monitored and evaluated continuously, based on their 
performance relative to stated objectives and benchmarks, and relative to the performance of 
firms managing similar investments in the marketplace. In addition, investment managers shall 
be monitored for compliance with investment guidelines, policies, and procedures of the Real 
Estate portfolio, and other contractual provisions. Manager performance should be evaluated 
over meaningful time intervals to ensure that performance is indicative of management’s efforts. 
The performance of the core portfolio should be evaluated on a three-year trailing performance 
basis, while the performance of the value add and opportunistic portfolios should be evaluated on 
a three- to five-year trailing performance basis.  
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Consideration shall also be given to the financial strength of the investment manager, the level of 
client service given to CalSTRS, as well as changes within the managing organization such as 
the continuity of personnel assigned to CalSTRS’ investments, among other items. CalSTRS 
shall seek to liquidate investments with management organizations found to be deficient relative 
to CalSTRS’ investment standards. 
 

ANNUAL BUSINESS PLAN  
 

The Real Estate portfolio will be managed according to an annual business plan whose main 
business components will encompass an analysis of the investment environment, a review of the 
investment strategy, a review of the diversification ranges, a review of projected versus actual 
returns, and a resource allocation budget. 
 
CASH TRANSFER LIMITATIONS 
 
The following non-cumulative limits apply with respect to Real Estate Investment staff or 
executive officers signing for cash disbursements for Real Estate investment portfolio 
transactions: 
 
 Investment Officer I $   15 million 
 Investment Officer II $   50 million 
 Investment Officer III $   70 million 
 Associate Portfolio Manager $ 100 million 
 Portfolio Manager $ 200 million 
 Director of Real Estate $ 400 million 
 Deputy Chief Investment Officer $   1.5 billion 

Chief Investment Officer $   1.5 billion 
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POLICY MONITORING AND MODIFICATION 
 
The Consultant shall monitor the investment process for compliance with this policy and report 
to the CalSTRS Investment Committee as requested.  
 
The Real Estate policy shall be reviewed periodically to determine if modifications are necessary 
or desirable. Any changes shall be subject to the approval of the Investment Committee.  
 
 
 
 

Revised February 2, 2006 
Revised to adjust allocation ranges, definitions of core and tactical portfolios, discretion limits 

to staff, and to introduce public-traded investments on July 13, 2007. 
Revised to place the portfolio into core, value add and opportunistic categories; adjust 

allocation ranges for these categories and add language for leverage limitations; and add new 
benchmarks for these new categories on June 3, 2010. 

Revised to accommodate benchmark availability and performance evaluation requirements as 
well as adjustments to Cash Transfer Limitations on November 3, 2011  

Revised to add ESG Risks Policy reference on September 10, 2013 
Revised to change benchmark to ODCE on April 4, 2014 

Revised to update two sections of the policy document to align the portfolio to current  
market conditions and the conclusions contained in the 2015  

Asset Allocation Study on November4, 2015 
Revised to define APM trading limits and modify PM trading limits on April 5, 2017 

Revised to give staff the ability to manage the portfolio using strategies consistent with those 
implemented within the NCREIF ODCE index on July 12, 2017 
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Exhibit 1 

POLICY IMPLEMENTATION FLOWCHART 

 
CalSTRS BOARD 
Establishes Policy 

CHIEF INVESTMENT OFFICER/ 
DEPUTY CHIEF INVESTMENT OFFICER 

Reviews and Advises 
Policy Parameters 

ASSET CLASS DIRECTOR 
Develops Strategy and Oversees Implementation 

 

PORTFOLIO MANAGER / ASSOCIATE 
PORTFOLIO MANAGER 

Develops and Implements Portfolio Strategy 

INVESTMENT OFFICER 
Analyzes, Transacts and Monitors 

Portfolio Activity 
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GLOSSARY 
 
 
APPRECIATION – The percentage change in the market value of a property or portfolio over 
the period of analysis. 
 
INDICES AND PEER GROUPS – A series of databases with risk/return information that 
allows for comparative performance evaluation within an asset class. 
 
• NCREIF Fund Index - Open End Diversified Core Equity (“NFI-ODCE”) Index – A 

capitalization-weighted return index consisting of infinite life vehicles with multiple 
investors and the ability to enter and exit on a periodic basis. Funds maintain low leverage; 
equity ownership in US stabilized office, retail, industrial, and multi-family and hotel 
properties. 

• NCREIF-Townsend Value Add Index – A capitalization-weighted return index consisting 
of finite life vehicles with multiple investors. Manager expertise is expected to create value 
by correcting operational or asset deficiencies. 

• NCREIF-Townsend Opportunistic Index – A capitalization-weighted return index 
consisting of finite life vehicles with multiple investors. Investments are at the higher end of 
the risk/return spectrum and vary greatly across intended strategies for return generation. 

• NCREIF-Townsend Vintage Year Indices – A capitalization-weighted return index 
consisting of finite life vehicles across (or within) strategy segments grouped by the year in 
which initial real estate investments occurred.  

 
CAPITAL IMPROVEMENTS – Expenditures that cure or arrest deterioration of property or 
add new improvements to prolong its life. 
 
CO-INVESTMENT – Investments where the management organization has a capital investment 
and ownership share. 
 
COMMINGLED FUND – A term applied to all open-ended and closed-ended pooled 
investment vehicles designed for institutional tax-exempt investors. A commingled fund may be 
organized as a group trust, partnership, corporation, insurance company separate account, private 
real estate investment trust, or other multiple ownership entity.  
  
• Open-ended Fund – A commingled fund with no finite life, which allows continuous entry 

and exit of investors, and typically engages in ongoing investment purchase and sale 
activities. 

• Closed-ended Fund – A commingled fund with a stated termination date, with few or no 
additional investors after the initial formation of the fund. Closed-ended funds typically 
purchase a portfolio of properties to hold for the duration of the fund and, as sales occur, 
typically do not reinvest the sales proceeds. 
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DISCRETION – The level of authority given to an investment manager over the investment and 
management of a client’s capital once that capital is allocated to the investment manager. 
 
FAIR MARKET VALUE – The highest price a property would bring if exposed for sale in the 
open market by a willing seller to a willing buyer with both parties being fully informed of all 
the uses and purposes to which the property is reasonably adaptable and available. 
 
HOTEL – May include budget, economy, mid-scale, upscale, luxury, extended stay and 
independent hotels and any other properties that provide hospitality services. 
 
INCOME – The component of return derived from property or portfolio operations during the 
period of analysis. 
 
INDUSTRIAL – May include manufacturing, R & D Flex, Office Showroom, Freight 
forwarding/logistics and warehouse distribution. 
 
INVESTMENT MANAGER – A company that, by contractual agreement, provides property 
investment opportunities and/or property asset management services. 
 
JOINT VENTURE – A structure wherein CalSTRS and a partner form a partnership to 
purchase and/or operate an investment, or investments. 
 
LAND - Undeveloped land parcels. 
 
LEVERAGE – The use of borrowed funds to increase purchasing power and, ideally, to 
increase the profitability of an investment. 
 
LIMITED PARTNERSHIP – A partnership with both general and limited partners in which 
the general partner manages the business and assumes full liability for the partnership obligations 
with the liability of the limited partners generally restricted to their capital contributions. 
 
MULTI-FAMILY – May include high-rise, low-rise, and garden complexes of multiple rental 
units in an apartment building. May also include condominiums, student-oriented complexes and 
senior rental housing with limited or no medical services. 
 
NCREIF INDEX – National Council of Real Estate Investment Fiduciaries Index; a property-
level performance benchmark for institutionally owned real estate, calculated on a quarterly 
basis. 
 
NET ASSET VALUE (NAV) – Represents total assets at fair market value minus liabilities. 
 
 
NEW FIRM - Investment Manager with whom CalSTRS Real Estate has a contractual 
relationship of less than one year. 
 
OFFICE -May include multi-tenanted buildings in both central business district and suburban 
locations. Types of use in office buildings may include commercial banks, financial buildings 
that serve as office space, owner-occupied space including corporate headquarters and branch 
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offices. Others, such as government administration buildings, medical offices and Office R & D 
which is used primarily for office, may also be included. 
 
OPPORTUNISTIC – A phrase characterizing an investment in underperforming and/or 
undermanaged assets typically purchased from distressed sellers, utilizing high levels of leverage 
with the expectation of near-term increases in cash flow and value. 
 
PROPERTY MANAGEMENT – The various functions that are performed at the property level 
in order to assure timely collection of rents, payment of expenses, and supervision of on-site 
activities. 
 
RETAIL – May include neighborhood, community, regional, super-regional, fashion/specialty, 
power, theme/festival, outlet and single tenant centers in which tenants sell goods and services. 
 
TOTAL RETURN – The sum of the income and appreciation returns. 
 
VALUE-ADDED – A phrase commonly used by investment managers to describe a 
management approach to a property with the connotation that their skills will add value, which 
otherwise would not be realized. 
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J. Real Estate Investment Policy 
 
EXECUTIVE SUMMARY 
 
In accordance with the CalSTRS Investment Policy and Management Plan, IPMP, the California 
State Teachers’ Retirement System Board, has established an allocation for investment in real 
estate, an illiquid equity-related asset. The primary objective for investment real estate is to 
achieve improve diversification of the overall investment portfolio. The Real Estate Investment 
portfolio will also have secondary objectives to achieve a rate of return that corresponds to the 
amount of risk outlined in the Real Estate portfolio risk/return composite approved by the 
Investment Committee. Secondary objectives are to provide a stable cash flow to the investment 
portfolio, and to provide a hedge against inflation and improve diversification of the overall 
investment portfolio.. 
 
The CalSTRS’ Real Estate investment assets are to be invested, administered, and managed in a 
prudent manner for the sole benefit of its participants and beneficiaries, in accordance with the 
California Constitution, the Teachers’ Retirement Law, and other applicable statutes. No 
investment instrument or activity prohibited by the IPMP shall be authorized for the Real Estate 
portfolio. 
 
The design of the Real Estate investment policy ensures that investors, managers, consultants, or 
other participants selected by CalSTRS take prudent and careful action while managing the Real 
Estate portfolio. The purchase, management, and sale of all types of real estate investments is 
performed by external professionals (managers) who are monitored and evaluated by internal 
investment officers, an external real estate consultant, and/or independent fiduciaries.  
 
CalSTRS believes that environmental, social, and governance, ESG, issues can affect the 
performance of our investments. As a result, the CalSTRS 21 Risk Factors have been developed 
as a tool that both internal and external investment managers are expected to use to assess the 
impact of ESG risk when making an investment on behalf of CalSTRS the CalSTRS ESG Policy 
has been developed as a tool that both internal and external investment managers are expected to 
use to assess the impact of these risks when making investments on behalf of CalSTRS.  
 
As with all other plan assets, these policies cannot be altered without explicit direction from the 
Board. The internal investment officers and independent fiduciaries operate under the direction 
of the Cchief Iinvestment Oofficer, CIO. The external real estate consultant reports directly to 
the Board. Detailed procedures and guidelines for Real Estate portfolio is maintained separately.  
 
As with all other plan assets, these policies cannot be altered without explicit direction from the 
Board. 
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PROGRAM OBJECTIVES 
 
The strategic objectives of the Real Estate portfolio are as follows: 
 

A.  To generate an enhanced yield to the actuarial earnings rate assumption. 

A.B.  To provide stable cash flows; and 

C.  To provide a hedge against inflation. 

D.  To provide improved diversification to the overall CalSTRS Investment Portfolio. 

 
 
 
 
PERFORMANCE OBJECTIVES 
 
CalSTRS Real Estate portfolio includes core, value add, and opportunistic risk strategies which, 
in aggregate, are structured to achieve a long-term total return in excess of the Real Estate Policy 
Benchmark. 
 
 
 
PROGRAM BENCHMARK 
 
The benchmark for Real Estate portfolio will be the NCREIF Open End Diversified Core Equity 
(ODCE) value weighted index net of fees. 
 
 
 
PROGRAM STRUCTURE 
 
The asset allocation target and range for the portfolio shall comply with the guidelines set forth 
in the IPMP. Adjustments from actual to target allocation shall be implemented within a 
timeframe consistent with the provisions set forth in the IPMP. 
 
Risk Return Levels 
 
Over the long-term, the Real Estate portfolio shall be divided into three segments: 1) Core 2) 
Value Add, and 3) Opportunistic. Allocations to the Core, Value Add, and Opportunistic 
segments shall be made to maximize the total return to CalSTRS while mitigating risk. As a 
moderate risk investor, CalSTRS’ long-term allocation ranges and long-term target allocations to 
these portfolios shall be: 
 
 
A. Allocation 
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Over the long-term, the Real Estate portfolio shall be divided into four segments: 1) Core 2) 
Value Add 3) Opportunistic, and 4) Public.  
 
Allocations to the Core, Value Add, Opportunistic and Public Portfolio segments shall be made 
to maximize the total return to CalSTRS while mitigating risk. As a moderate risk investor, 
CalSTRS’ long-term allocation ranges and long-term target allocations to these portfolios shall 
be: 
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Portfolio Segment 
Policy 

Portfolio Allocation Ranges Permitted Deviation 

Core 60% 50% - 75% + 5% 

Value Add 20% 10% - 30% + 5% 

Opportunistic 20% 10% - 30% + 5% 

Public 0% 0% - 15% + 5% 
 
It is recognized that the real estate asset class is cyclical. The table above depicts the targets and 
ranges for the various portfolio segments over the long-term. However, in response to changing 
market conditions, as well as other relevant factors, the actual allocation may vary within the 
recommended ranges. From time to time, the actual allocations of the portfolio may fall outside the 
recommended ranges.  In these instances, adjustments from the actual to the prescribed allocation 
range shall be implemented over a reasonable time frame (within a one to three-year period, unless 
otherwise specified), with ample consideration given to preserving investment returns to CalSTRS. 
 
As investments in the value add and opportunistic portfolio mature, their characteristics may 
become core-like. CalSTRS staff and the consultant shall monitor the portfolio for instances 
when changes of the classification of certain investments are warranted. Reclassifications must 
be mutually agreed upon by staff and consultant and reported to the Investment Committee. 
 
The table below illustrates the key characteristics of Core, Value Add, and Opportunistic 
classifications.  Refer to the Real Estate Guidelines for complete descriptions.  
 

 Core Value Add Opportunistic 
Property  
Profile 

 Existing building 
 Substantially leased 

 Existing building 
 Repositioning or 

light renovations 

 Development 
 Major 

renovation 
 Distressed 

Cash Flow  Predictable 
 Long-term 
 High credit quality 
 Bond-like 

 Short/Medium 
term 

 Improved through 
hold period 

 Little to no 
cash flow 

Expected  
Returns 

 6-9% 
 Significantly derived 

from cash flow 

 9-13% 
 Balance between 

cash flow and 
appreciation 

 13%+ 
 Majority 

derived from 
appreciation 

Capital 
Expenditures 

 Low  Moderate  High 

Occupancy  Fully Occupied or 
near Full Occupancy 

 Partially 
Occupied 

 Little to no 
occupancy 
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Non-U.S. Investments 

The allocation range for non-U.S. investments shall be 0 percent to 30 percent of the NAV of the 
total Real Estate portfolio. Investments outside the U.S. will be classified as core, value add, or 
opportunistic taking into account any additional country-specific risks. 
 

Eligible Investment Types 
 

Real estate investments may include direct or indirect equity investment in real estate (including 
all rights and interests incident thereto) such as (i) interests in corporations, partnerships, and 
other entities whose primary business is the acquisition, development, and operation of real 
property including publicly traded, or private real estate investment trusts (“REITs”) and real 
estate operating companies (“REOCs”); (ii) participating or convertible participating mortgages 
or other debt instruments convertible to equity interest in real property based on investment 
terms (and not merely by foreclosure upon default); (iii) options to purchase real estate, 
leaseholds, and sale-leasebacks; and (iv) all other real estate related securities such as lower or 
un-rated tranches of pre-existing securitized or structured debt instruments such as mezzanine 
debt, which have equity features. 
 
Eligible Ownership Vehicles 
 
For CalSTRS to meet its objectives in the real estate asset class, staff will select appropriate 
vehicles with structural aspects that provide for maximum liquidity and control while mitigating 
risk, and the highest level of accountability on the part of management and alignment of interests 
with CalSTRS.  All vehicles are subject to pre-approved guidelines and, whenever possible, 
clearly defined investment strategies.  
 
 
 Control Ownership Liquidity 
Separate Account Discretion of all 

major decisions 
Full CalSTRS 

ownership 
High 

Joint Venture Majority control Partners co-invest to 
increase alignment 

High 

Closed-Ended Fund Advisory board Commingled with 
other partners 

Low 

Open-Ended Fund Moderate Commingled with 
other partners 

Moderate 

REITs Buy/Sell discretion Variable; minority 
ownership 

High 

REOC Discretion of major 
business decisions 

Variable Low 

Debt Structures Moderate Variable Moderate-High 
 
 
For further details regarding investment vehicles, refer to Real Estate Investment Guidelines. 
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 B. Core Portfolio 
 

1. Characteristics 
 

Core investments include existing, substantially leased, income-producing properties 
(typically stabilized at the time of acquisition) located principally in economically 
diversified metropolitan areas; asset types typically include office, retail, industrial, multi-
family residential and hotels as well as alternative asset types included in the benchmark. 
While Core assets can be located in developed markets around the globe, investors’ core 
properties typically have a home country bias. 
 

 
2. Target Return  

 
Over the long term, core investments are expected to produce a return net of fees of 7 
percent. The ODCE benchmark will fluctuate in shorter time periods due to changing 
market conditions and the effect on appraisals over short time frames. Staff underwrites 
core investments that are expected to be held for 7 to 15 years to achieve unleveraged 
returns in this range but acknowledges the ODCE benchmark will fluctuate widely over 1 
to 3 year periods. 
 

 
3. Diversification  

 
To manage risk, the core real estate portfolio will diversify its exposure by property type 
and location. It is expected that at various points in time, the portfolio may be more 
heavily exposed to a single property type or location by virtue of opportunities in the 
market that are expected to generate excess return above long term expectations. The 
diversification of the real estate portfolio will be compared to the composition of its peer 
benchmark the ODCE Index. Single property type or location variances in excess of +/- 5 
percent will be reported to the Investment Committee with recommendations for 
action/inaction. 

 
While there are no specific guidelines for diversification based on exposure to 
geographies having similar economic profiles and/or industry concentrations, the Real 
Estate portfolio shall be prudently diversified and monitored in this aspect. 

 
 

4. Use of Leverage 
 

The core portfolio is intended to generate income and lower total real estate portfolio 
volatility. However, limited use of leverage is permissible within the core portfolio to 
enhance investment returns and to mirror the ODCE Index. Core portfolio leverage will 
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have a maximum of 40 percent of the aggregate gross fair market value of the funded 
investments in the core portfolio.  
 
 
5. Transitional-Core Assets 
 
'Transitional-Core' holdings are expected to meet all core definitions within a short 
period of time.  Such holdings include but are not limited to: build-to-core, lease up 
strategies, forward commitments and higher-than-average leverage ratios.  Inclusion of 
these assets within is limited to no more than 20% of the Core Portfolio. The 
percentage of Transitional-Core holdings will be compared to the percentage of similar 
holdings within the NCREIF ODCE index each quarter.  
 
Classification of an asset as 'Transitional-Core must be agreed upon by Staff and 
Consultant. 
 
The leverage on Transitional-Core will be measured each quarter and will be included 
in the total portfolio leverage test of no more than 40% loan to value.  

 
 

 C. Value Add Portfolio 
 

1. Characteristics 
 

Investments within the value add portfolio will generally have expected returns and levels 
of risk greater than those of a typical core investment. The investments represent those 
properties and/or investment strategies that require specialized acquisition and management 
expertise or skill to mitigate business and leasing risks associated with the investment 
strategy. Risks have historically included leasing, repositioning, redevelopment, and/or 
certain business operating expertise. The strategy includes the curing of identified 
deficiencies through intensive management, increased cash flow, and disposition of stabilized 
assets to capture value creation.  

 
 

2.  Target Return  
 

The value add portfolio is expected to enhance performance of the Real Estate portfolio. 
It may offer limited current income, and returns are often largely dependent on future 
appreciation. Value add strategies have a long-term expected return of 7.5 percent after 
fees. 3. Diversification  
 
The value add portfolio shall not have property type or geographic location allocation 
range limitations but will be monitored relative to its peer index the NCREIF-Townsend 
Value Add Index.  
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4. Use of Leverage 

 
Leverage within the value add portfolio shall have a long-term target up to 65 percent, 
based on the aggregate gross fair market value of the funded investments in the value add 
portfolio. Individual strategies and/or relationships may have leverage up to 65 percent. 
 
 

 D. Opportunistic Portfolio 
  

1. Characteristics 
 

Investments within the opportunistic portfolio seek to capitalize on tactical opportunities, 
mispricing, or distress in the real estate and capital markets and are willing to assume 
additional risk. Investments include direct real estate assets in office, retail, industrial, 
residential, or specialized property types, as well as forms of investment such as land 
plays, operating companies, distressed debt/properties, and other specialized investments 
(e.g. brownfields). Opportunistic investments utilize development, extensive 
redevelopment, non-traditional investment vehicles (e.g. non-performing loans), entity 
level investments, or recapitalization of assets or companies. Investment strategies may 
also include international/emerging markets.  

 
 

2.  Target Return  
 

Although the expected returns (and risks) vary widely among these investments, generally 
speaking the expected returns are 10 percent after fees.  
 
 
3. Diversification  

 
The opportunistic portfolio shall not have property type or geographic location allocation 
range limitations but will be monitored relative to its peer group the NCREIF-Townsend 
Opportunistic Index. 
 
 
4. Use of Leverage 

 
Individual strategies and/or relationships within the opportunistic segment use leverage to 
varying degrees. Restrictions on recourse, credit facilities, cross collateralization and debt 
service ratios will be vetted and approved during the due diligence process. In all cases, 
risks associated with volatility and loss of equity will be mitigated sufficiently to allow 
for a reasonable risk adjusted return. 
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 E. Public Portfolio 
 
1. Characteristics 
 
The public portfolio may be comprised of investments in both U.S. and non-U.S. publicly 
traded REITs and REOCs. It is expected to enhance the performance and liquidity of the 
total Real Estate portfolio, as well as contributing to the portfolio’s diversification. 
Publicly-traded REITs and REOCs are typically more volatile than their private market 
counterparts; however, liquidity is generally greater. Publicly-traded REITs and REOCs 
are expected to utilize leverage commensurate with the market. 
 
Public REITs and REOCs can provide the total Real Estate portfolio with greater access 
to property markets and assets, as well as captive and focused management in a structure 
that included corporate governance. Such investments may allow the Real Estate 
portfolio an opportunity to share in the operator’s fee income and franchise value.  
 
 
2.  Target Return  
 
Public investments are expected to meet or exceed the performance of specific mandate 
secured by each manager and detailed in the manager contract.  

 
 
 
RISK MANAGEMENT 
 
The Real Estate Policy and the Real Estate investment activities are subject to the CalSTRS 
IPMP. Risks associated with investing in Real Estate projects, assets, and vehicles will be 
mitigated sufficiently to allow for a reasonable risk adjusted return. Potential risks associated 
with the Real Estate portfolio include, but are not limited to, the following: 
 
Portfolio Leverage  
 
CalSTRS shall employ leverage in the Real Estate portfolio in order to enhance investment returns. 
Such leverage may exist at the portfolio, manager, or investment level. Since leverage also increases 
the volatility of the Real Estate portfolio, careful consideration will be given to the impact of leverage 
on investment and portfolio risk. In addition, restrictions on recourse, credit facilities, cross 
collateralization and debt service ratios will be vetted and approved during the due diligence 
process. In all cases, risks associated with volatility and loss of equity will be mitigated 
sufficiently to allow for a reasonable risk adjusted return. Risk management will include a 
requirement that when debt is placed on wholly owned or joint venture assets, the use of leverage 
will require a return premium of no less than three basis points for each one percent of leverage 
used (eg. 50 percent leverage = 150 basis points additional premium over the unlevered return). 
Whenever possible, manager hurdles will be unlevered in order to compensate managers for 
returns generated through the operation of real estate rather than through financial structuring. 
 
Leverage within each segment of the portfolio will be regularly monitored and reported to the 
Board for compliance. 
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CalSTRS shall employ leverage in the Real Estate portfolio in order to moderate equity risk and 
enhance investment returns.  Such leverage may exist at the portfolio, manager, or investment 
level.  Leverage may increase the volatility of the Real Estate portfolio so careful consideration 
will be given to the impact of leverage on the investment and portfolio risk.  In addition, 
limitations on the amount of leverage at the individual asset or investment entity level as well as 
debt service coverage requirements, will be reviewed and negotiated by staff.  Restrictions on 
recourse, credit facilities, cross collateralization and debt service ratios will also be vetted and 
approved by staff.  

Leverage will be measured and monitored depending on CalSTRS level of control.   Staff will 
strive to negotiate control of major decisions including leverage levels whenever possible.   
These “Controlled Structures” are typically Separate Accounts and Joint Ventures where 
CalSTRS is the majority investor.   “ Non-Controlled” structures are typically commingled funds 
where CalSTRS is a minority partner with typical limited partner rights.     

Management of leverage will be delegated to staff subject to levels in the table below.   Leverage 
will be monitored by staff and the Real Estate Consultant and reported to the board in the Semi-
Annual Reports. 

 
Structure Portfolio Leverage Limit 

Controlled Structures 50% 

Non-Controlled Structures 65% 
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B. Alignment of Interests 
 
Preferred investments for CalSTRS will be those that exhibit the highest degree of management 
accountability and the greatest alignment of interests. As a matter of policy, CalSTRS will seek, but 
is not limited to, dedicated management teams that co-invest or have substantial ownership interest in 
the investment entity, controlling positions with provisions for liquidity, and disclosure, as well as the 
mitigation of conflicts of interest.  
 
 
C. Liquidity 
 
Real estate is an illiquid asset class and can provide no guarantees of liquidity. However, whenever 
possible investments shall be structured to include clearly defined redemption or termination 
provisions that offer investors some control. In addition, whenever possible, investments shall 
include features that enhance liquidity to investors such as (i) shorter investment time horizons and 
holding periods; (ii) provisions for interim liquidation of investments; (iii) multiple exit strategies; 
(iv) alignment of interests between management and investors, as well as management 
accountability; and (v) a readily tradable market for investor holdings. 
 
 
D. Investment Prohibitions 
 
1.  CalSTRS will not invest in strategies that are intended to capitalize on the displacement 
of low income households; however, this section is not intended to prohibit investment in 
strategies that create new, or redevelop existing rent-regulated housing units, including, without 
limitation, strategies that include demolition of existing rent-regulated housing units, so long as: 
 
Any rent-regulated housing units that are demolished as part of such investment or project are 
replaced with new rent-regulated housing units; and  
Any persons lawfully residing in rent-regulated housing who are displaced as a result of such 
strategies receive relocation benefits in accordance with relocation requirements as mandated by 
the local housing authority or by state or federal relocation laws, if applicable. 
 
2.  This section shall not prohibit investment in existing low income housing tax credit or 
multifamily housing revenue bond financed assets with regulatory agreements that limit, among 
other things, allowable rent increases. However, such regulatory agreements do expire. Without 
replacement financing from regulatory authorities, this may cause certain assets to revert to 
market rate.  
 
3.  This prohibition shall apply to all private Real Estate investment strategies in which 
CalSTRS has a controlling interest.  
 
4.  Rent increases permitted by federal, state, or local ordinance for rent-regulated properties 
shall be deemed appropriate and consistent with this policy. 
 
This Section shall not prohibit lawful eviction for cause such as illegal activity, tenant safety 
issues, disqualification under regulatory agreements or non-payment of rent. 
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If an investment manager makes investments with CalSTRS capital that are inconsistent with the 
stated prohibitions, CalSTRS will take appropriate action to enforce their policy up to and 
including not making any new investments with that manager. 
 
Staff will report to the Investment Committee if significant unforeseen issues arise as a result of 
this investment prohibition.  

 
 

E.  Environmental Liability  
 

Subject to the following provisions and restrictions, CalSTRS will prudently accept 
environmental exposure and potential liability in a manner consistent with overall industry 
standards applicable to institutional investors acting in a like manner under similar 
circumstances. 
 
CalSTRS will not make investments in real estate with environmental conditions in the core 
portfolio unless: (i) the dollar value of the environmental risk can be quantified (ii) the cost of 
remediation can be quantified (iii) the environmental liability can be mitigated with measures 
already in place or to be implemented by the investment manager to effectively mitigate the risks 
to CalSTRS and result in an appropriate risk-adjusted rate of return (iv) any such potential 
environmental liability is limited to the particular real estate investment and (v) the real estate 
investment does not expose the entire CalSTRS portfolio to any potential liability. All 
environmental risks will be appropriately mitigated by factors that may include, but are not 
limited to, specific remediation planning, environmental insurance, indemnifications by 
creditworthy sellers, agreements with regulatory authorities, and the legal structure of ownership. 

 
For investments held in separate accounts, the appropriate level of environmental risks to be 
assumed and the appropriate mitigation approaches shall be detailed in the CalSTRS Real Estate 
Guidelines. Environmental guidelines for investments in Commingled Funds and Joint Ventures 
will be addressed in the legal documents that control the activities and responsibilities of the 
Managing or General Partner of that investment opportunity. 
 
CalSTRS encourages the prudent use of sustainable development methods and operational 
practices when reasonable and economically feasible. CalSTRS will prudently accept 
environmental exposure and potential liability in a manner consistent with overall industry 
standards applicable to institutional investors acting in a like manner under similar 
circumstances.  
 

 F. Eligible Ownership Vehicles  
 
For CalSTRS to meet its objectives in the real estate asset class, staff will select appropriate 
vehicles with structural aspects that provide for maximum liquidity and control while mitigating 
risk, and the highest level of accountability on the part of management and alignment of interests 
with CalSTRS. For this reason, the following ownership vehicles are allowable: 

 
Separate Accounts  
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CalSTRS may enter into discretionary separate account relationships with real estate investment 
managers, subject to pre-approved investment guidelines, whenever possible, and/or clearly 
defined investment strategies. This delineation is known in the real estate industry as “discretion 
in a box”, which means the manager shall have the authority and discretion to execute a 
particular investment strategy only so long as each and every investment falls within the pre-
approved guidelines for the portfolio. The director of real estate and a real estate portfolio 
manager must approve any deviations from the approved guidelines. For this reason, investments 
shall be structured to facilitate alignment of interests between management and CalSTRS, 
management accountability, investment monitoring, and liquidity. 
 
In these separate accounts, CalSTRS shall have sole ownership of the asset(s) or may co-own the 
asset(s) with other institutional investors. CalSTRS will reserve the right to remove the real 
estate manager of any separate account, with or without cause, in a timely manner. 
 
Joint Ventures 

 
CalSTRS may invest with operating partners to execute defined investment strategies in which 
the operating partners have unique expertise. In these joint ventures, the operating partner shall 
also co-invest capital in the venture in an amount that is material to the partner. CalSTRS staff 
shall strive to incorporate similar governance provisions into the joint venture agreements as are 
obtained in CalSTRS’ separate account relationships.  

 
Commingled Funds 
 
To enable greater diversification and to reduce risk, investments in the Real Estate portfolio shall 
be made in participation with other institutional investors. Real estate investments may be made 
in commingled vehicles including, but not limited to (i) closed-ended funds such as group trusts, 
private REITs, limited liability companies, and limited partnerships; and (ii) open-ended funds 
(primarily bank and insurance company commingled accounts). 
 
Investments in closed-ended commingled vehicles shall have clearly articulated and viable exit 
strategies through which assets can be disposed of or liquidated upon termination of the 
investment and on an interim basis. The term of these investments shall also be limited to no 
more than seven to ten years and shall provide for a winding-up and orderly liquidation within 
this time period. Investment agreements for closed-ended commingled vehicles shall include 
flexible provisions for removal of management by investors and interim liquidation of investor 
holdings. 
 
Open-ended commingled fund investments shall include flexible redemption provisions, though 
such provisions often do not provide investors with liquidity at times when it is most needed; 
therefore, it is critically important that such investments be made with the most proactive of 
managers. In addition, to the extent possible, investments in closed and open-ended commingled 
fund vehicles shall include an opportunity for investors to participate on advisory boards. 
 
To ensure adequate diversification and to reduce risk, no more than ten percent of CalSTRS’ 
Real Estate portfolio shall be allocated to a single commingled fund in which CalSTRS does not 
exercise control over its capital. For the purpose of this document, “control over its capital” 
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refers to the ability to time the exit from an investment vehicle or the termination of the manager 
of such vehicle. 
 
Public REITs and REOCs 
 
Investments in publicly-traded vehicles can offer the total Real Estate portfolio greater liquidity 
over private market opportunities; however, they tend to be more correlated with equities than 
private real estate investments. Therefore, the maximum equity investment to the public portfolio 
within the Real Estate portfolio shall be 15 percent.  
 
 

 G. Eligible Investment Types 

  

Real estate investments may include direct or indirect equity investment in real estate (including 
all rights and interests incident thereto) such as (i) interests in corporations, partnerships, and 
other entities whose primary business is the acquisition, development, and operation of real 
property including publicly traded, or private real estate investment trusts (“REITs”) and real 
estate operating companies (“REOCs”); (ii) participating or convertible participating mortgages 
or other debt instruments convertible to equity interest in real property based on investment 
terms (and not merely by foreclosure upon default); (iii) options to purchase real estate, 
leaseholds, and sale-leasebacks; and (iv) all other real estate related securities such as lower or 
un-rated tranches of pre-existing securitized or structured debt instruments such as mezzanine 
debt, which have equity features. 
 
 

H. Discretionary Authority  
 

The approval and rejection decision for real estate investments is delegated to staff with the 
following stipulations: 

 
1. Staff has discretion to approve an initial commitment of CalSTRS equity to a new firm in 

a proportion up to 2 percent of the Net Asset Value (NAV) of the total Real Estate 
portfolio. Staff then has discretion to approve additional follow-on commitments to the 
same firm for up to 4 percent of the NAV of the total Real Estate portfolio.  
 
Thereafter, incremental allocations beyond the 6 percent, which may represent the firm’s 
NAV plus outstanding commitment, may be approved by staff, subject to review by the 
Investment Committee if the Investment Committee so requests. Staff will regularly 
inform the Investment Committee of firms when such decisions are made.  
 

2. For firms that the Investment Committee has selected through a request for proposal 
process or approved as described above, Staff has discretion to approve up to two 
transactions in any rolling 12-month period, which may include co-invest opportunities 
for up to 10 percent of the NAV of the total Real Estate portfolio. Individual transactions 
include all major capital decisions including but not limited to acquisition, renovations 
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and dispositions. Staff will regularly inform the Investment Committee when such 
decisions are made. 

 
All real estate investments are subject to appropriate due diligence as defined in the CalSTRS 
Real Estate Guidelines. Percentage limitations specified above are based on commitments of 
equity made by CalSTRS. 
 
Discretionary authority is delegated to staff subject to conditions in the table below.  

 

 

 
 

Investment Manager Diversification 

To reduce risk, the real estate portfolio shall be diversified by investment manager. No single 
investment manager shall manage more than 30 percent of the net asset value of targeted real 
estate portfolio at the time of allocation. 
 

RESPONSIBLE CONTRACTOR POLICY 

The California State Teachers’ Retirement System has a deep interest in the condition of workers 
employed by the CalSTRS and its advisors. CalSTRS, through the CalSTRS Responsible 
Contractor Policy, supports and encourages fair wages and fair benefits for workers employed by 
its contractors and subcontractors, subject to fiduciary principles concerning duties of loyalty and 
prudence, both of which further require competitive returns on the CalSTRS real estate 
investments. The CalSTRS endorses small business development, market competition, and 
control of operating costs. The CalSTRS believes that an adequately compensated and trained 
worker delivers a higher-quality product and service. CalSTRS requires its real estate managers 
to abide by the Responsible Contractor policy on all applicable investments. 
 
 

I. Non-U.S. Investments 

The allocation range for non-U.S. investments shall be 0 percent to 30 percent of the NAV of the 
total Real Estate portfolio. Investments outside the U.S. will be classified as core, value add, or 
opportunistic taking into account any additional country-specific risks. 
 
 
INVESTMENT PROHIBITIONS 
 
Affordable Housing 
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CalSTRS will not invest in strategies that are intended to capitalize on the displacement of low-
income households. Any rent-regulated housing units that are demolished as such investment or 
project must be replaced with new rent-regulated housing units; and any persons lawfully 
residing in rent regulated housing that are displaced as a result of such strategies receive 
relocation benefits in accordance with relocation requirement as mandated by the local housing 
authority or by state or federal relocation laws, if applicable. 
 
 
CalSTRS will not invest in strategies that are intended to capitalize on the displacement of low 
income households; however, this section is not intended to prohibit investment in strategies that 
create new, or redevelop existing rent-regulated housing units, including, without limitation, 
strategies that include demolition of existing rent-regulated housing units, so long as: 
 
Any rent-regulated housing units that are demolished as part of such investment or project are 
replaced with new rent-regulated housing units; and  
 
Any persons lawfully residing in rent-regulated housing who are displaced as a result of such 
strategies receive relocation benefits in accordance with relocation requirements as mandated by 
the local housing authority or by state or federal relocation laws, if applicable. 
 
This section shall not prohibit investment in existing low-income housing tax credit or 
multifamily housing revenue bond financed assets with regulatory agreements that limit, among 
other things, allowable rent increases. However, such regulatory agreements do expire. Without 
replacement financing from regulatory authorities, this may cause certain assets to revert to 
market rate. This prohibition is detailed in the Real Estate Investment Guidelines. 
 
This prohibition shall apply to all private Real Estate investment strategies in which CalSTRS 
has a controlling interest.  
 
Rent increases permitted by federal, state, or local ordinance for rent-regulated properties shall 
be deemed appropriate and consistent with this policy. 
 
This Section shall not prohibit lawful eviction for cause such as illegal activity, tenant safety 
issues, disqualification under regulatory agreements or non-payment of rent. 
 
If an investment manager makes investments with CalSTRS capital that are inconsistent with the 
stated prohibitions, CalSTRS will take appropriate action to enforce their policy up to and 
including not making any new investments with that manager. 
 
Staff will report to the Investment Committee if significant unforeseen issues arise as a result of 
this investment prohibition. 
 
 
MONITORING, VALUATION AND REPORTING  
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CalSTRS’ investments in real estate shall be valued at least annually on a fair market value basis. 
In certain circumstances, when it is inappropriate or not possible to value investments at market, 
an alternate method of valuation shall be used.  All monitoring and reporting will be in 
accordance with industry best practices and NCREIF guidelines. Performance will be reported 
semi-annually as part of the overall investment performance review. 
 
 
 
 
CalSTRS’ investments in real estate shall be valued at least annually on a fair market value basis. 
In certain circumstances, when it is inappropriate or not possible to value investments at market, 
an alternate method of valuation shall be used.  
 
On a quarterly basis, performance data shall be collected by the designated contracting entity. 
The entity shall calculate returns as requested by the staff and consultant. Based upon the 
calculated returns, the consultant shall prepare a report which evaluates CalSTRS’ portfolio 
diversification and investment performance. The consultant report shall include comparisons to 
benchmarks, indices and peer groups as appropriate (see Glossary – “Indices and Peer Groups”) 
The consultant report shall be presented semi-annually to the Investment Committee. 
 
CalSTRS staff shall endeavor to ensure that investment valuations and returns reported to the 
Investment Committee are calculated in accordance with guidelines established by NCREIF, the 
CFA Institute (formerly AIMR), the Pension Real Estate Association (“PREA”), and the 
National Association of Real Estate Investment Managers (“NAREIM”); as included in the most 
recent editions of the Real Estate Information Standards and the NCREIF Market Value 
Accounting Policy Manual.  
 
To the extent that investment managers do not report CalSTRS investments in a manner 
consistent with these guidelines, CalSTRS staff shall work with these investment managers to 
obtain the most appropriate information. CalSTRS’ investment managers shall be notified at the 
inception of their contracts that their failure or inability to provide accurate and timely financial 
reporting may constitute grounds for termination. 
 

GUIDELINES FOR SELECTION, MONITORING, EVALUATION, AND TERMINATION 
OF MANAGERS 
 
The selection of real estate investments shall be guided by the "prudent expert" standard, 
embracing the prudent decision-making process typically employed by experts in the areas of 
real estate acquisition, development, operation, disposition, and portfolio management.  
 
Selection of Investment Managers 
 
CalSTRS seeks to retain investment managers that possess superior capabilities in the selection 
and management of real estate assets. With this objective in mind, prospective investment 
managers shall be evaluated for selection based on criteria including, but not limited to: (i) the 
suitability of the organization’s investment, relative to CalSTRS’ investment guidelines and 
objectives; (ii) the quality, stability, integrity, and experience of the management team; (iii) the 
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ability and willingness of the organization to dedicate sufficient resources and personnel to 
optimally manage CalSTRS’ investments; (iv) the reasonableness of investment terms and 
conditions, including provisions to align interests of management and CalSTRS; (v) the 
appropriateness of management controls and reporting systems; and (vi) commitment to 
responsible contracting policies, workplace diversity, and community involvement.  
 
Monitoring, Evaluation, and Termination of Investment Management Organizations 
 
CalSTRS’ investment managers shall be monitored and evaluated continuously, based on their 
performance relative to stated objectives and benchmarks, and relative to the performance of 
firms managing similar investments in the marketplace. In addition, investment managers shall 
be monitored for compliance with investment guidelines, policies, and procedures of the Real 
Estate portfolio, and other contractual provisions. Manager performance should be evaluated 
over meaningful time intervals to ensure that performance is indicative of management’s efforts. 
The performance of the core portfolio should be evaluated on a three-year trailing performance 
basis, while the performance of the value add and opportunistic portfolios should be evaluated on 
a three- to five-year trailing performance basis.  
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Consideration shall also be given to the financial strength of the investment manager, the level of 
client service given to CalSTRS, as well as changes within the managing organization such as 
the continuity of personnel assigned to CalSTRS’ investments, among other items. CalSTRS 
shall seek to liquidate investments with management organizations found to be deficient relative 
to CalSTRS’ investment standards. 
 

ANNUAL BUSINESS PLAN  
 

The Real Estate portfolio will be managed according to an annual business plan whose main 
business components will encompass an analysis of the investment environment, a review of the 
investment strategy, a review of the diversification ranges, a review of projected versus actual 
returns, and a resource allocation budget. 
 

CASH TRANSFER LIMITATIONS 
 
The following non-cumulative limits apply with respect to Real Estate Investment staff or 
executive officers signing for cash disbursements for Real Estate investment portfolio 
transactions: 
 
 Investment Officer I $   15 million 
 Investment Officer II $   50 million 
 Investment Officer III $   70 million 
 Associate Portfolio Manager $ 100 million 
 Portfolio Manager $ 200 million 
 Director of Real Estate $ 400 million 
 Deputy Chief Investment Officer $   1.5 billion 

Chief Investment Officer $   1.5 billion 

 

POLICY MONITORING AND MODIFICATION 
 
The Real Estate Consultant shall monitor the investment process for compliance with this policy 
and report to the CalSTRS Investment Committee as requested.  
 
Consistent with all other plan assets, the Board or the Investment Committee may or shall review 
and alter this policy periodically as deemed appropriate and in keeping with its fiduciary 
standards. 
 
 
The Real Estate policy shall be reviewed periodically to determine if modifications are necessary 
or desirable. Any changes shall be subject to the approval of the Investment Committee.  
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Revised February 2, 2006 

Revised to adjust allocation ranges, definitions of core and tactical portfolios, discretion limits 
to staff, and to introduce public-traded investments on July 13, 2007. 

Revised to place the portfolio into core, value add and opportunistic categories; adjust 
allocation ranges for these categories and add language for leverage limitations; and add new 

benchmarks for these new categories on June 3, 2010. 
Revised to accommodate benchmark availability and performance evaluation requirements as 

well as adjustments to Cash Transfer Limitations on November 3, 2011  
Revised to add ESG Risks Policy reference on September 10, 2013 

Revised to change benchmark to ODCE on April 4, 2014 
Revised to update two sections of the policy document to align the portfolio to current  

market conditions and the conclusions contained in the 2015  
Asset Allocation Study on November4, 2015 

Revised to define APM trading limits and modify PM trading limits on April 5, 2017 
Revised to give staff the ability to manage the portfolio using strategies consistent with those 

implemented within the NCREIF ODCE index on July 12, 2017 
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Exhibit 1 
 
 
 

POLICY IMPLEMENTATION FLOWCHART 
 

 
 

 

 

CalSTRS BOARD 
Establishes Policy 

 
 
 

CHIEF INVESTMENT OFFICER/ 

DEPUTY CHIEF INVESTMENT OFFICER 
Reviews and Advises 
Policy Parameters 

 
 
 

ASSET CLASS DIRECTOR 
Develops Strategy and Oversees Implementation 

 
 
 
 
 

PORTFOLIO MANAGER / ASSOCIATE 
PORTFOLIO MANAGER 

Develops and Implements Portfolio Strategy 
 
 
 

INVESTMENT OFFICER 
Analyzes, Transacts and Monitors 

Portfolio Activity 
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GLOSSARY 
 
 
APPRECIATION – The percentage change in the market value of a property or portfolio over 
the period of analysis. 
 
INDICES AND PEER GROUPS – A series of databases with risk/return information that 
allows for comparative performance evaluation within an asset class. 
 
 NCREIF Fund Index - Open End Diversified Core Equity (“NFI-ODCE”) Index – A 

capitalization-weighted return index consisting of infinite life vehicles with multiple 
investors and the ability to enter and exit on a periodic basis. Funds maintain low leverage; 
equity ownership in US stabilized office, retail, industrial, and multi-family and hotel 
properties. 

 NCREIF-Townsend Value Add Index – A capitalization-weighted return index consisting 
of finite life vehicles with multiple investors. Manager expertise is expected to create value 
by correcting operational or asset deficiencies. 

 NCREIF-Townsend Opportunistic Index – A capitalization-weighted return index 
consisting of finite life vehicles with multiple investors. Investments are at the higher end of 
the risk/return spectrum and vary greatly across intended strategies for return generation. 

 NCREIF-Townsend Vintage Year Indices – A capitalization-weighted return index 
consisting of finite life vehicles across (or within) strategy segments grouped by the year in 
which initial real estate investments occurred.  

 
CAPITAL IMPROVEMENTS – Expenditures that cure or arrest deterioration of property or 
add new improvements to prolong its life. 
 
CO-INVESTMENT – Investments where the management organization has a capital investment 
and ownership share. 
 
COMMINGLED FUND – A term applied to all open-ended and closed-ended pooled 
investment vehicles designed for institutional tax-exempt investors. A commingled fund may be 
organized as a group trust, partnership, corporation, insurance company separate account, private 
real estate investment trust, or other multiple ownership entity.  
  
 Open-ended Fund – A commingled fund with no finite life, which allows continuous entry 

and exit of investors, and typically engages in ongoing investment purchase and sale 
activities. 

 Closed-ended Fund – A commingled fund with a stated termination date, with few or no 
additional investors after the initial formation of the fund. Closed-ended funds typically 
purchase a portfolio of properties to hold for the duration of the fund and, as sales occur, 
typically do not reinvest the sales proceeds. 
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DISCRETION – The level of authority given to an investment manager over the investment and 
management of a client’s capital once that capital is allocated to the investment manager. 
 
FAIR MARKET VALUE – The highest price a property would bring if exposed for sale in the 
open market by a willing seller to a willing buyer with both parties being fully informed of all 
the uses and purposes to which the property is reasonably adaptable and available. 
 
HOTEL – May include budget, economy, mid-scale, upscale, luxury, extended stay and 
independent hotels and any other properties that provide hospitality services. 
 
INCOME – The component of return derived from property or portfolio operations during the 
period of analysis. 
 
INDUSTRIAL – May include manufacturing, R & D Flex, Office Showroom, Freight 
forwarding/logistics and warehouse distribution. 
 
INVESTMENT MANAGER – A company that, by contractual agreement, provides property 
investment opportunities and/or property asset management services. 
 
JOINT VENTURE – A structure wherein CalSTRS and a partner form a partnership to 
purchase and/or operate an investment, or investments. 
 
LAND - Undeveloped land parcels. 
 
LEVERAGE – The use of borrowed funds to increase purchasing power and, ideally, to 
increase the profitability of an investment. 
 
LIMITED PARTNERSHIP – A partnership with both general and limited partners in which 
the general partner manages the business and assumes full liability for the partnership obligations 
with the liability of the limited partners generally restricted to their capital contributions. 
 
MULTI-FAMILY – May include high-rise, low-rise, and garden complexes of multiple rental 
units in an apartment building. May also include condominiums, student-oriented complexes and 
senior rental housing with limited or no medical services. 
 
NCREIF INDEX – National Council of Real Estate Investment Fiduciaries Index; a property-
level performance benchmark for institutionally owned real estate, calculated on a quarterly 
basis. 
 
NET ASSET VALUE (NAV) – Represents total assets at fair market value minus liabilities. 
 
 
NEW FIRM - Investment Manager with whom CalSTRS Real Estate has a contractual 
relationship of less than one year. 
 
ODCE - The ODCE Index is comprised of open-end funds, with investments in equity positions 
in stable properties in the United States across diversified regions and property types. These 
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investments typically reflect lower-risk strategies which utilize low leverage, and also provide a 
degree of liquidity due to being open-ended. 
 
OFFICE -May include multi-tenanted buildings in both central business district and suburban 
locations. Types of use in office buildings may include commercial banks, financial buildings 
that serve as office space, owner-occupied space including corporate headquarters and branch 
offices. Others, such as government administration buildings, medical offices and Office R & D 
which is used primarily for office, may also be included. 
 
OPPORTUNISTIC – A phrase characterizing an investment in underperforming and/or 
undermanaged assets typically purchased from distressed sellers, utilizing high levels of leverage 
with the expectation of near-term increases in cash flow and value. 
 
PROPERTY MANAGEMENT – The various functions that are performed at the property level 
in order to assure timely collection of rents, payment of expenses, and supervision of on-site 
activities. 
 
RETAIL – May include neighborhood, community, regional, super-regional, fashion/specialty, 
power, theme/festival, outlet and single tenant centers in which tenants sell goods and services. 
 
TOTAL RETURN – The sum of the income and appreciation returns. 
 
VALUE-ADDED – A phrase commonly used by investment managers to describe a 
management approach to a property with the connotation that their skills will add value, which 
otherwise would not be realized. 
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J. Real Estate Investment Policy 
 
EXECUTIVE SUMMARY 
 
In accordance with the CalSTRS Investment Policy and Management Plan, IPMP, the California 
State Teachers’ Retirement System Board, has established an allocation for investment in real 
estate. The primary objective is to achieve a rate of return that corresponds to the amount of risk 
outlined in the Real Estate portfolio risk/return composite approved by the Investment 
Committee. Secondary objectives are to provide a stable cash flow to the investment portfolio 
and to provide a hedge against inflation and improve diversification of the overall investment 
portfolio. 
 
The CalSTRS’ Real Estate investment assets are to be invested, administered, and managed in a 
prudent manner for the sole benefit of its participants and beneficiaries, in accordance with the 
California Constitution, the Teachers’ Retirement Law, and other applicable statutes. No 
investment instrument or activity prohibited by the IPMP shall be authorized for the Real Estate 
portfolio. 
 
The design of the Real Estate investment policy ensures that investors, managers, consultants, or 
other participants selected by CalSTRS take prudent and careful action while managing the Real 
Estate portfolio. The purchase, management, and sale of all types of real estate investments is 
performed by external professionals (managers) who are monitored and evaluated by internal 
investment officers, an external real estate consultant, and/or independent fiduciaries.  
 
CalSTRS believes that environmental, social, and governance, ESG, issues can affect the 
performance of our investments. As a result, the CalSTRS ESG Policy has been developed as a 
tool that both internal and external investment managers are expected to use to assess the impact 
of these risks when making investments on behalf of CalSTRS.  
 
As with all other plan assets, these policies cannot be altered without explicit direction from the 
Board. The internal investment officers and independent fiduciaries operate under the direction 
of the Chief Investment Officer, CIO. The external real estate consultant reports directly to the 
Board. Detailed procedures and guidelines for Real Estate portfolio is maintained separately.  
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PROGRAM OBJECTIVES 
 
The strategic objectives of the Real Estate portfolio are as follows: 
 

A.  To generate an enhanced yield to the actuarial earnings rate assumption. 

B.  To provide stable cash flows  

C.  To provide a hedge against inflation 

D.  To provide improved diversification to the overall CalSTRS Investment Portfolio. 

 
 
PERFORMANCE OBJECTIVES 
 
CalSTRS Real Estate portfolio includes core, value add, and opportunistic strategies which, in 
aggregate, are structured to achieve a long-term total return in excess of the Real Estate Policy 
Benchmark. 
 
 
 
PROGRAM BENCHMARK 
 
The benchmark for Real Estate portfolio will be the NCREIF Open End Diversified Core Equity 
(ODCE) value weighted index net of fees. 
 
 
 
PROGRAM STRUCTURE 
 
The asset allocation target and range for the portfolio shall comply with the guidelines set forth 
in the IPMP. Adjustments from actual to target allocation shall be implemented within a 
timeframe consistent with the provisions set forth in the IPMP. 
 
Risk Return Levels 
Over the long-term, the Real Estate portfolio shall be divided into three segments: 1) Core 2) 
Value Add, and 3) Opportunistic. Allocations to the Core, Value Add, and Opportunistic 
segments shall be made to maximize the total return to CalSTRS while mitigating risk. As a 
moderate risk investor, CalSTRS’ long-term allocation ranges and long-term target allocations to 
these portfolios shall be: 
 

Portfolio Segment Policy Portfolio Allocation Ranges 
Core 60% 50% - 75% 
Value Add 20% 10% - 30% 
Opportunistic 20% 10% - 30% 
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It is recognized that the real estate asset class is cyclical. The table above depicts the targets and 
ranges for the various portfolio segments over the long-term. However, in response to changing 
market conditions, as well as other relevant factors, the actual allocation may vary within the 
recommended ranges. From time to time, the actual allocations of the portfolio may fall outside the 
recommended ranges.  In these instances, adjustments from the actual to the prescribed allocation 
range shall be implemented over a reasonable time frame (within a one to three-year period, unless 
otherwise specified), with ample consideration given to preserving investment returns to CalSTRS. 
 
As investments in the value add and opportunistic portfolio mature, their characteristics may 
become core-like. CalSTRS staff and the consultant shall monitor the portfolio for instances 
when changes of the classification of certain investments are warranted. Reclassifications must 
be mutually agreed upon by staff and consultant and reported to the Investment Committee. 
 
The table below illustrates the key characteristics of Core, Value Add, and Opportunistic 
classifications.  Refer to the Real Estate Guidelines for complete descriptions.  
 

 Core Value Add Opportunistic 
Property  
Profile 

• Existing building 
• Substantially leased 

• Existing building 
• Repositioning or 

light renovations 

• Development 
• Major 

renovation 
• Distressed 

Cash Flow • Predictable 
• Long-term 
• High credit quality 
• Bond-like 

• Short/Medium 
term 

• Improved through 
hold period 

• Little to no 
cash flow 

Expected  
Returns 

• 6-9% 
• Significantly derived 

from cash flow 

• 9-13% 
• Balance between 

cash flow and 
appreciation 

• 13%+ 
• Majority 

derived from 
appreciation 

Capital 
Expenditures 

• Low • Moderate • High 

Occupancy • Fully Occupied or 
near Full Occupancy 

• Partially 
Occupied 

• Little to no 
occupancy 

 

Non-U.S. Investments 

The allocation range for non-U.S. investments shall be 0 percent to 30 percent of the NAV of the 
total Real Estate portfolio. Investments outside the U.S. will be classified as core, value add, or 
opportunistic taking into account any additional country-specific risks. 
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Eligible Investment Types 
 

Real estate investments may include direct or indirect equity investment in real estate (including 
all rights and interests incident thereto) such as (i) interests in corporations, partnerships, and 
other entities whose primary business is the acquisition, development, and operation of real 
property including publicly traded, or private real estate investment trusts (“REITs”) and real 
estate operating companies (“REOCs”); (ii) participating or convertible participating mortgages 
or other debt instruments convertible to equity interest in real property based on investment 
terms (and not merely by foreclosure upon default); (iii) options to purchase real estate, 
leaseholds, and sale-leasebacks; and (iv) all other real estate related securities such as lower or 
un-rated tranches of pre-existing securitized or structured debt instruments such as mezzanine 
debt, which have equity features. 
 
Eligible Ownership Vehicles 
 
For CalSTRS to meet its objectives in the real estate asset class, staff will select appropriate 
vehicles with structural aspects that provide for maximum liquidity and control while mitigating 
risk, and the highest level of accountability on the part of management and alignment of interests 
with CalSTRS.  All vehicles are subject to pre-approved guidelines and, whenever possible, 
clearly defined investment strategies.  
 
 
 Control Ownership Liquidity 
Separate Account Discretion of all 

major decisions 
Full CalSTRS 

ownership 
High 

Joint Venture Majority control Partners co-invest to 
increase alignment 

High 

Closed-Ended Fund Advisory board Commingled with 
other partners 

Low 

Open-Ended Fund Moderate Commingled with 
other partners 

Moderate 

REITs Buy/Sell discretion Variable; minority 
ownership 

High 

REOC Discretion of major 
business decisions 

Variable Low 

Debt Structures Moderate Variable Moderate-High 
 
 
For further details regarding investment vehicles, refer to Real Estate Investment Guidelines. 
 
 
RISK MANAGEMENT 
 
The Real Estate Policy and the Real Estate investment activities are subject to the CalSTRS 
IPMP. Risks associated with investing in Real Estate projects, assets, and vehicles will be 
mitigated sufficiently to allow for a reasonable risk adjusted return. Potential risks associated 
with the Real Estate portfolio include, but are not limited to, the following: 
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Portfolio Leverage  
 
CalSTRS shall employ leverage in the Real Estate portfolio in order to moderate equity risk and 
enhance investment returns.  Such leverage may exist at the portfolio, manager, or investment 
level.  Leverage may increase the volatility of the Real Estate portfolio so careful consideration 
will be given to the impact of leverage on the investment and portfolio risk.  In addition, 
limitations on the amount of leverage at the individual asset or investment entity level as well as 
debt service coverage requirements, will be reviewed and negotiated by staff.  Restrictions on 
recourse, credit facilities, cross collateralization and debt service ratios will also be vetted and 
approved by staff.  

Leverage will be measured and monitored depending on CalSTRS level of control.   Staff will 
strive to negotiate control of major decisions including leverage levels whenever possible.   
These “Controlled Structures” are typically Separate Accounts and Joint Ventures where 
CalSTRS is the majority investor.   “ Non-Controlled” structures are typically commingled funds 
where CalSTRS is a minority partner with typical limited partner rights.     

Management of leverage will be delegated to staff subject to levels in the table below.   Leverage 
will be monitored by staff and the Real Estate Consultant and reported to the board in the Semi-
Annual Reports. 

 
Structure Portfolio Leverage Limit 

Controlled Structures 50% 

Non-Controlled Structures 65% 

  
 
 

Environmental Liability  
 
CalSTRS encourages the prudent use of sustainable development methods and operational 
practices when reasonable and economically feasible. CalSTRS will prudently accept 
environmental exposure and potential liability in a manner consistent with overall industry 
standards applicable to institutional investors acting in a like manner under similar 
circumstances.  
 
 
Discretionary Authority  
 
Discretionary authority is delegated to staff subject to conditions in the table below.  
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Investment Manager Diversification 

To reduce risk, the real estate portfolio shall be diversified by investment manager. No single 
investment manager shall manage more than 30 percent of the net asset value of targeted real 
estate portfolio at the time of allocation. 
 
 
 
RESPONSIBLE CONTRACTOR POLICY 

The California State Teachers’ Retirement System has a deep interest in the condition of workers 
employed by CalSTRS and its advisors. CalSTRS, through the CalSTRS Responsible Contractor 
Policy, supports and encourages fair wages and fair benefits for workers employed by its 
contractors and subcontractors, subject to fiduciary principles concerning duties of loyalty and 
prudence, both of which further require competitive returns on CalSTRS real estate investments. 
CalSTRS endorses small business development, market competition, and control of operating 
costs. The CalSTRS believes that an adequately compensated and trained worker delivers a 
higher-quality product and service. CalSTRS requires its real estate managers to abide by the 
Responsible Contractor policy on all applicable investments. 
 
 
 
INVESTMENT PROHIBITIONS 
 
Affordable Housing 
 
CalSTRS will not invest in strategies that are intended to capitalize on the displacement of low-
income households. Any rent-regulated housing units that are demolished as such investment or 
project must be replaced with new rent-regulated housing units; and any persons lawfully 
residing in rent regulated housing that are displaced as a result of such strategies receive 
relocation benefits in accordance with relocation requirement as mandated by the local housing 
authority or by state or federal relocation laws, if applicable. 
 
This section shall not prohibit investment in existing low-income housing tax credit or 
multifamily housing revenue bond financed assets with regulatory agreements that limit, among 
other things, allowable rent increases. However, such regulatory agreements do expire. Without 
replacement financing from regulatory authorities, this may cause certain assets to revert to 
market rate. This prohibition is detailed in the Real Estate Investment Guidelines. 
 
 
 
MONITORING, VALUATION AND REPORTING  
 
CalSTRS’ investments in real estate shall be valued at least annually on a fair market value basis. 
In certain circumstances, when it is inappropriate or not possible to value investments at market, 
an alternate method of valuation shall be used.  All monitoring and reporting will be in 
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accordance with industry best practices and NCREIF guidelines. Performance will be reported 
semi-annually as part of the overall investment performance review. 
 
POLICY MONITORING AND MODIFICATION 
 
The Real Estate Consultant shall monitor the investment process for compliance with this policy 
and report to the CalSTRS Investment Committee as requested.  
 
Consistent with all other plan assets, the Board or the Investment Committee may or shall review 
and alter this policy periodically as deemed appropriate and in keeping with its fiduciary 
standards. 
 
The Real Estate policy shall be reviewed periodically to determine if modifications are necessary 
or desirable. Any changes shall be subject to the approval of the Investment Committee.  
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Revised February 2, 2006 

Revised to adjust allocation ranges, definitions of core and tactical portfolios, discretion limits 
to staff, and to introduce public-traded investments on July 13, 2007. 

Revised to place the portfolio into core, value add and opportunistic categories; adjust 
allocation ranges for these categories and add language for leverage limitations; and add new 

benchmarks for these new categories on June 3, 2010. 
Revised to accommodate benchmark availability and performance evaluation requirements as 

well as adjustments to Cash Transfer Limitations on November 3, 2011  
Revised to add ESG Risks Policy reference on September 10, 2013 

Revised to change benchmark to ODCE on April 4, 2014 
Revised to update two sections of the policy document to align the portfolio to current  

market conditions and the conclusions contained in the 2015  
Asset Allocation Study on November4, 2015 

Revised to define APM trading limits and modify PM trading limits on April 5, 2017 
Revised to give staff the ability to manage the portfolio using strategies consistent with those 

implemented within the NCREIF ODCE index on July 12, 2017 
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Exhibit 1 
 
 
 

 

 
 
 

 
 
 

 
 
 

 
 
 
 

POLICY IMPLEMENTATION FLOWCHART 

 
CalSTRS BOARD 
Establishes Policy 

CHIEF INVESTMENT OFFICER/ 
DEPUTY CHIEF INVESTMENT OFFICER 

Reviews and Advises 
Policy Parameters 

ASSET CLASS DIRECTOR 
Develops Strategy and Oversees Implementation 

 

PORTFOLIO MANAGER / ASSOCIATE 
PORTFOLIO MANAGER 

Develops and Implements Portfolio Strategy 
 
 
 

 

INVESTMENT OFFICER 
Analyzes, Transacts and Monitors 

Portfolio Activity 
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GLOSSARY 
 
 
CAPITAL IMPROVEMENTS – Expenditures that cure or arrest deterioration of property or 
add new improvements to prolong its life. 
CO-INVESTMENT – Investments where the management organization has a capital investment 
and ownership share. 
 
COMMINGLED FUND – A term applied to all open-ended and closed-ended pooled 
investment vehicles designed for institutional tax-exempt investors. A commingled fund may be 
organized as a group trust, partnership, corporation, insurance company separate account, private 
real estate investment trust, or other multiple ownership entity.  
  
• Open-ended Fund – A commingled fund with no finite life, which allows continuous entry 

and exit of investors, and typically engages in ongoing investment purchase and sale 
activities. 

• Closed-ended Fund – A commingled fund with a stated termination date, with few or no 
additional investors after the initial formation of the fund. Closed-ended funds typically 
purchase a portfolio of properties to hold for the duration of the fund and, as sales occur, 
typically do not reinvest the sales proceeds. 

 
FAIR MARKET VALUE – The highest price a property would bring if exposed for sale in the 
open market by a willing seller to a willing buyer with both parties being fully informed of all 
the uses and purposes to which the property is reasonably adaptable and available. 
 
INVESTMENT MANAGER – A company that, by contractual agreement, provides property 
investment opportunities and/or property asset management services. 
 
JOINT VENTURE – A structure wherein CalSTRS and a partner form a partnership to 
purchase and/or operate an investment, or investments. 
 
LEVERAGE – The use of borrowed funds to increase purchasing power and, ideally, to 
increase the profitability of an investment. 
 
LIMITED PARTNERSHIP – A partnership with both general and limited partners in which 
the general partner manages the business and assumes full liability for the partnership obligations 
with the liability of the limited partners generally restricted to their capital contributions. 
 
NCREIF INDEX – National Council of Real Estate Investment Fiduciaries Index; a property-
level performance benchmark for institutionally owned real estate, calculated on a quarterly 
basis. 
 
NET ASSET VALUE (NAV) – Represents total assets at fair market value minus liabilities. 
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NEW FIRM - Investment Manager with whom CalSTRS Real Estate has a contractual 
relationship of less than one year. 
 
ODCE - The ODCE Index is comprised of open-end funds, with investments in equity positions 
in stable properties in the United States across diversified regions and property types. These 
investments typically reflect lower-risk strategies which utilize low leverage, and also provide a 
degree of liquidity due to being open-ended. 
 
OPPORTUNISTIC – A phrase characterizing an investment in underperforming and/or 
undermanaged assets typically purchased from distressed sellers, utilizing high levels of leverage 
with the expectation of near-term increases in cash flow and value. 
 
TOTAL RETURN – The sum of the income and appreciation returns. 
 
VALUE-ADDED – A phrase commonly used by investment managers to describe a 
management approach to a property with the connotation that their skills will add value, which 
otherwise would not be realized. 
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MEMORANDUM 
DATE: May 26, 2021 

TO: Investment Committee, California State Teachers’ Retirement System 

FROM: RCLCO Fund Advisors (RFA) – Taylor Mammen, Ben Maslan, Cecilia Galliani 

SUBJECT: Proposed Real Estate Investment Policy Revisions – First Reading  

 

INTRODUCTION AND BACKGROUND 
Staff is in the process of revising and updating the Real Estate Investment Policy (“Policy”) to adapt to evolving market conditions, 
streamline the document, conform to the current CalSTRS formatting standard, and align the Policy more closely with those of other 
asset classes. The Policy was last fully updated in 2006, resulting in the obsolescence of certain policies and inconsistencies in policies 
implemented for other asset classes. RFA has reviewed the proposed revisions and summarized Staff’s proposed changes and rationale 
below. In summary, RFA concurs with Staff’s proposed revisions but encourages the Investment Committee to discuss and consider the 
proposals and provide feedback as this is a first reading of the policy statement.  

KEY CHANGES AND RATIONALE 
Staff’s proposed substantive revisions include the following:  

PROGRAM STRUCTURE 

Allocation 

Public Securities 

Staff has removed public securities (comprised primarily of listed real estate investment trusts, or “REITs”) from the portfolio risk 
categorization and removed the restriction on REITs comprising no more than 15% of the real estate portfolio. The rationale for the 
change is that listed real estate securities are better categorized as an eligible ownership vehicle rather than a risk category. In eliminating 
the category, Staff will classify investments in listed real estate securities into one of the primary risk categories: core, value add, or 
opportunistic.  

Permitted Deviations 

Staff has removed the permitted deviation from the proposed allocation ranges and added language to allow for temporary deviations 
outside the ranges. Given the allocation target is already comprised of ranges, the permitted deviations were duplicative and not 
necessary. The allowance for temporary deviations provides for a cure period should allocations exceed the permitted ranges.   

Definitions 

Staff has replaced the lengthy definitions of risk categories with a table that more concisely describes each. Most investments fall squarely 
into a relatively simple definition of three primary risk categories: core, value add, or opportunistic. For those cases in which the risk 
category is less clear, there will be additional language to help guide categorization in the Real Estate Guidelines, which, similar to other 
asset classes, contain detailed procedures and guidelines for the real estate portfolio for internal purposes and are maintained separately.  
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Eligible Ownership Vehicle 

Staff has replaced the definitions of separate accounts, joint ventures, commingled funds, public REITs and real estate operating 
companies (“REOCs”), simplifying the section with a table defining eligible ownership vehicles with key characteristics, including, control, 
ownership, and liquidity. Staff has added investments in debt structures as an eligible ownership vehicle. Staff has added a reference to 
the Real Estate Guidelines, which will contain more fulsome definitions of each risk category.  

RISK MANAGEMENT 

Portfolio Leverage 

Staff has replaced the previous leverage limits of 40% loan to value (“LTV”) for the Core portfolio and 65% LTV for the Value Add portfolio 
with portfolio-wide leverage limitations that are determined by CalSTRS’ level of control. The new limit for Controlled Structures, where 
CalSTRS maintains joint or exclusive decision-making authority on investments, is a maximum LTV of 50%. The Non-controlled portfolio, 
which includes commingled funds, is now subject to a maximum LTV of 65%.  

The rationale for the change is to enable Staff to optimize the terms and cost of debt. Within the controlled portfolio, Staff will have the 
discretion to utilize more debt for Core, or lower risk, assets, such as affordable housing, and less leverage on assets undergoing riskier 
value creation. Increasing the LTV on Core assets will naturally restrict the amount of leverage Staff may utilize for Value Add and 
Opportunistic assets. Because the Core portfolio comprises nearly 70% of the real estate portfolio, increases in the LTV of Core assets 
will result in a lower permissible LTV of Value Add and Opportunistic assets. While increasing leverage is generally accretive (up to a 
limit), it also accentuates risk; thus, RFA views policy changes that allow for increased leverage for less risky assets, and less leverage 
for riskier assets, as reasonable. 

Environmental Liability 

Staff has added language encouraging the prudent use of sustainable development methods and operational practices to align the policy 
with CalSTRS’ goals of sustainability and ensure consistency with the Infrastructure policy.  

Investment Prohibitions 

Staff has continued to include a policy that CalSTRS will not invest in strategies that are intended to capitalize on the displacement of 
low-income households as it relates to affordable housing investments but has removed references to California law. Staff has added a 
reference to the Real Estate Guidelines, which will contain more detail about the prohibitions. The rationale for the change is to highlight 
the prohibition, but remove references to state laws, which may change over time. 

Discretionary Authority 

Staff has revised the discretionary authority section, inserting a table specifying conditions when Investment Committee notification or 
approval is required and conditions when staff has discretionary authority to allocate capital without requiring Investment Committee 
approval. Staff will notify the investment committee if any of the conditions below are met:  

 To a new manager, a new allocation greater than 3% of real estate net asset value (“NAV”), an increase from the prior limit of 
2%. 

 To an existing manager, a new allocation greater than 10% of real estate NAV, an increase from the prior limit of 6%, but 
consistent with the discretionary authority for existing managers selected by the Investment Committee through requests for 
proposals. Because the Investment Committee no longer actively selects managers, staff has removed this reference. In 
addition, the maximum exposure to any one manager remains at 30% of the portfolio. Staff added the constraint to include 
manager rankings thereby limiting staff’s ability to continue to allocate to managers on the watchlist.  

 
Staff believes the increase is warranted to provide sufficient delegated authority to execute on its mandate without leading to excessive 
concentration risk. RFA finds the increase in discretionary authority reasonable. Allocation sizes have increased as the total fund has 
grown, and the increased discretionary authority would be consistent with that of certain other asset classes. New allocations would still 
need to go through the same internal approval procedures.   
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MONITORING, VALUATION AND REPORTING 

Staff has proposed moving most of the guidelines and policies for selection, monitoring, evaluation and termination of managers to the 
Real Estate Guidelines and included a summary of high-level objectives related to monitoring, valuation and reporting. The rationale for 
the change is to remove references to processes that may change over time.  

Cash Transfer Limitations 

Staff has proposed moving the entire Cash Transfer Limits section to the Real Estate Guidelines to align with current CalSTRS’ best 
practices by focusing the IPS on investment, rather than operational policies, and ensure consistency with the SISS and Infrastructure 
policies.  

CONCLUSION 
The policy changes requested by Staff remove obsolete references, due to the evolving nature of the real estate markets, and clarify the 
parameters within which Staff may invest. RFA concurs with Staff’s proposed revisions but encourages the Investment Committee to 
discuss and consider the proposals and provide feedback as this is a first reading of the policy statement. RFA has not yet reviewed a 
revised version of the Real Estate Guidelines referenced in the Policy, and notes that current guidelines may be amended without 
consultant notification. RFA recommends governance covering the Real Estate Guidelines be updated, so that any changes to the 
Guidelines require Real Estate Investment Committee approval and notification of the Board’s consultant. We look forward to discussing 
the changes with the Investment Committee at the June meeting.  
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