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Why try asset allocation within real estate?

“Real estate” is richly diverse
Isolate desired return characteristics
Tailor programs to achieving individual objectives

Manage risk and downside potential

Core Real Estate
(rolling 1 year)

25%

20% N /_\_——\

15% /
10% S——— s \ [
5% \/ \ I
O% T T T T T T T T T T T T \ T /T

5% \ "/
\—/

-15% \ /
-20% A4

-25%
P HFP SIS TS LSS PO
F & ¢ vo% » V@\ NG & @

=== NCREIF Property Index

The Townsend Group 1

This document was presented during the 2011 NCREIF Fall Conference.
The author(s) take full responsibility for all content.
This posting is for informational purposes only; neither NCREIF nor its Board express any opinion of the content presented herein.



Many real estate options—are they worth the risk?

Real Estate Risk and Return
(10 years through June 30, 2011)
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Many real estate options—are they worth the risk?

CoreReal Estate
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Traditional asset allocation considerations

[ What is the market basket of opportunities?

[ What are peers doing?

u Portfolio optimizer Market Basket - Instutional Holdings
Public REIT (ex-
North Am), \
$61.1
Public REIT
(North Am),\
$62.0
____ NCREIF
Property,
NFI $272.7
Opportunistic
(Ex-US), $61.7
Benchmarks: 74 Townsend Clients # of clients
NCREIF Property or Open End Funds (ODCE): 23 /
NCREIF Property or ODCE + premium (-25 to 250 bps) 34 NFI
Opportunistic-
Other (absolute; CPI; stylized) 17 Domestic, $68.1 \ NFI Value
Added, $63.9
4
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Optimal portfolio mix-traditional real estate categories

Efficient Frontier

[ ] Optimal portfolios fit investor appetite for 14%
risk/return
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T o -25% Core
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H 8% Portfolio: - 55% Non-Core
d (7.7% SD) -20% REIT
4%
Portfolio Weights
(real estate on a stand alone basis) 29 -70% Core
100% - 16% Non-Core
0% - , - 14% REIT ' '
. 0% 5% 10% 15% 20% 25%
80% Standard Deviation
70%
60%
50% Expected Standard
0% Return Deviation REIT Core Value Add Opportunistic
7.34% 6.76% 9.31%  90.69% 0.00% 0.00%
0% 7.94% 7.68% | 13.60%  70.49% 9.05% 6.85%
20% 8.54% 8.82% | 15.56%  55.02%  13.68% 15.73%
o 9.15%  10.09% | 17.52%  39.55%  18.32% 24.62%
9.75%  11.45% | 19.48%  24.07%  22.95% 33.50%
e D 10.35%  12.87% | 21.44%  860%  27.59% 42.38%
Expected Return 10.95%  14.34% | 22.31%  0.00% 22.81% 54.88%
11.55%  15.95% | 21.82%  0.00% 6.27% 71.91%
orem fcere ovaluehdd © Opporunite ‘ 12.15%  17.76% | 13.35%  0.00% 0.00% 86.65%
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How do REITs fit in a real estate portfolio?

[ Real estate “stand alone:” public REITs balance private real estate.
[ ] Real estate within “Total Plan:” public REIT allocations cut in half (0-8%)

Portfolio Weights

(real estate on a stand alone basis) Portfolio Weights

(Stocks and Bonds at 35% each)
100%

100%

90% 1 0% 1
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70% A

70%

60% 1 60%

50% A 50% A Stocks

40% 1 40% 1

30% 1 30% 4

20% 20%
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0% 0%
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Expected Return Expected Return
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Sectors continue to multiply

[ Diverse real estate sectors:
. Real estate debt
. Land
. Specialized property types (senior housing, public storage, etc.)

] Other “Real Assets:”

. Timber

. Agriculture

. Infrastructure

° Energy

. Commodities
] International
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Incorporation of Other Real Assets

[ Private markets continue to diversify into less correlated sectors
[ Core real estate and REITs diminished

[ ] Potential for enhanced returns increased
Portfolio Weights Portfolio Weights
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How global should investors be in a $12 trillion asset class?

Investable Universe in Commercial Real Estate

Europe
UK France Germany Italy Poland Spain
6.9% 6.9% 4.7% 2.9% 1.5% 1.0%
Netherlands  Portugal Czech Rep Russia Belgium Greece
North America 0.9% 0.8% 0.8% 0.7% 0.7% 0.5%
m Romania  Switzerland  Finland Hungary Sweden Ukraine
37.0% 3.9% 0.3% 0.3% 0.3% 0.2% 0.2% 0.2%
Asia
Japan China India Singapore
8.3% 3.6% 1.8% 1.5%
Latin America Thailand Hong Kong Korea Taiwan
Mexico Brazil Argentina 1.0% 0.6% 0.5% 0.4%
5.3% 1.8% 0.8% Turkey Australia  New Zealand  Malaysia
0.4% 0.3% 0.3% 0.1%
* Based on Invested capital reported by 160 Funds to The Townsend Group
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