
Comptroller's Office 02/24/2016

City of Newton, Massachusetts
OPEB Trust Fund
Comparative Statement of Fiduciary Net Position

January 31, 2017 January 31, 2016
ASSETS:

Cash and cash equivalents 154,701.69$                    113,842.44                    
Investments 4,552,750.40                   2,613,272.38                 

Total assets 4,707,452.09                  2,727,114.82                

NET POSITION:
Assets held in trust for other post

employment benefits 4,707,452.09$                2,727,114.82$              

 

City of Newton, Massachusetts
OPEB Trust Fund
Comparative Statement of Changes in Fiduciary Net Position

July 1, 2016 - July 1, 2015 -
January 31, 2017 January 31, 2016

ADDITIONS:

Employer contributions 919,702.13$                    714,371.27$                  

Investment income
Net appreciation/(depreciation) in fair value of investments 171,125.67                      (130,665.23)                   
Interest and dividends 59,296.51                        31,603.46                      

Total investment income/(loss) 230,422.18                      (99,061.77)                     
 

Less: investment expense (12,406.08)                       (6,932.74)                       

Net investment income/(loss) 218,016.10                      (105,994.51)                   

Change in Net Position 1,137,718.23                   608,376.76                    

NET POSITION AT BEGINNING OF FISCAL YEAR 3,569,733.86                   2,118,738.06                 

NET POSITION AT JANUARY 31 4,707,452.09$                2,727,114.82$              
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Markets Overview and PRIT Fund Performance Summary 

 
PRIM Executive Director and Chief Investor Officer Michael G. Trotsky, CFA delivered the following 
information to the PRIM Board at its February 14, 2017 meeting: 

 
MARKETS OVERVIEW 

The U.S. Presidential election has had a major impact on global markets.  Since the election (and through 
February 13, 2017):  domestic equities were up 9.9%, domestic small-cap equities were up 17.2%, 
developed international equities were up 6.5% and emerging equities were up 4.9%, while diversified 
bonds were down 1.9%. We have also seen the Dow rise to above 20,000. With the backdrop of some 
slightly better economic news, and in the wake of a 25 basis point hike in the Federal Funds Rate, we have 
seen economists raise their forecasts for GDP growth, inflation and bond yields for 2018 as follows:  GDP 
growth has increased to 3% from 2%, inflation to 2.5% from 1.5% and 10-Year Treasury yields have 
increased to 3.25% from 2.4%.  Economic indicators have been mostly positive.  ISM Manufacturing was 
revised slightly to a 2-year high of 55 in January.  Wage growth of 2.8% in December reached a 7-year 
high.  CPI was above 2% in December and consumer confidence rose to 98.2 in December, by some 
measures set a decade high level.  Still, GDP growth for the year 2016 came in at just 1.6%, the 11th straight 
year below 3% and the worst economic growth since 2011.  The Eurozone posted growth of 1.7% for 2016, 
the first time since 2008 that growth there exceeded growth in the U.S. 

Markets have been focused on several stimulative aspects of the Trump platform.  Tax reform, fiscal 
stimulus, infrastructure spending and deregulation are expected to boost growth and have driven equity 
markets and bond yields higher, but we also are seeing some glimpses of policies which may reduce 
growth longer term.  We’ve seen aggressive new policies on immigration, tariffs and trade in the last few 
weeks.  The Trans-Pacific Partnership Agreement (TPP) appears to be dead and North American Free 
Trade Agreement (NAFTA) will be renegotiated; the outcome is unknown.  Longer term, we believe there 
are many risks to the economy and to the financial markets.  

PRIT FUND PERFORMANCE SUMMARY 

As of December 31, 2016 the PRIT Fund net asset value stood at $62.7 billion.  

 For the quarter ended December 31, 2016, the PRIT Fund was down -0.2%, underperforming the 
total core benchmark of 0.1% by 32 basis points. 

o This performance equates to an investment loss of $126 million over the quarter. 

o This underperformance equates to $202 million of value below the benchmark return. 

PRIM Board Quarterly Update 

December 31, 2016 
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o Four of the seven major asset classes outperformed their respective benchmarks. 

 For the one-year ended December 31, 2016, the PRIT Fund was up 8.0%, underperforming the 
total core benchmark of 8.9% by 83 basis points.   

o This performance equates to an investment gain of $4.8 billion. 

o This underperformance equates to $494 million of value below the benchmark return. 

o The underperformance was due primarily to the Private Debt Portfolio lagging a publicly 
traded benchmark consisting of below-investment-grade high yield bonds. 

o Four of the seven major asset classes outperformed their respective benchmarks. Net 
total outflows to pay benefits for the one-year ended December 31, 2016 were 
approximately $1.4 billion. 

Total PRIT Fund Returns (Gross of Fees) 
Annualized Returns as of December 31, 2016 
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PRIT Asset Class Performance (Gross of Fees) 
 Trailing 1-year Performance as of December 31, 2016

 
 

 
 
 

PRIT Core Fund Performance Summary 
Gross of Fees Performance 

Trailing 1-Year Performance as of December 31, 2016 
 

Trailing 1-Year 
Performance: Dec. 31, 2016 Return 

Benchmark 
Return 

Over/(Under) 
Benchmark 

(bps) 
$Value 

(millions) 

% of 
PRIT 
Fund 

Total PRIT Fund 8.0% 8.9% (83) 62,491 100% 

Total Global Equity 8.3% 8.4% (14)  27,009  43.2% 

Domestic Equity 12.9% 13.7% (81)  12,175  19.5% 

International Developed 1.8% 1.9% (9)  10,492  16.8% 

Emerging Markets 11.9% 9.8% 205   4,342  6.9% 

Private Equity 13.8% 13.8% 0   6,935  11.1% 

Real Estate 7.7% 8.5% (71)  6,256  10.0% 

Total Timberland 6.6% 3.3% 332   2,251  3.6% 

Hedge Funds 4.4% 0.7% 369   5,623  9.0% 

Value Added Fixed Income 10.0% 19.1% (911)  5,204  8.3% 

Core Fixed Income 4.0% 3.7% 32   7,657  12.3% 
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PRIT Asset Class Performance (Gross of Fees) 
Annualized Returns as of December 31, 2016 

 

 
 

2017 Asset Allocation Recommendations 

Each calendar year, PRIM staffs presents to the Committees and Board the results of months of work to 
determine the asset allocation policy for the PRIT Fund. The Investment Committee and Board 
unanimously approved this year’s recommendations following presentations in February. 
 
We are guided by the 7.50% required rate of return and therefore the portfolio requires an equity and 
growth focus. This means global equities, private equity, real estate and value added fixed income play 
very important parts in the portfolio. Most other asset classes serve to dampen the volatility of those 
equity-centric, volatile asset classes. 
 
The economic cycle is nine years old and as a result, there are a number of uncertainties that factored 
into this year’s study. Among the factors: equity valuations are relatively expensive; inflation, while still 
subdued, is increasing; interest rates are still near historic lows; private equity valuations are high, but the 
return premium to public equities has been positive in all environments; real estate valuations are 
somewhat elevated, but the market is healthy; and portfolio completion strategies, which now includes 
hedge funds, continues to emphasize strategies uncorrelated to equities. 
 
The PRIT Fund’s 40% Global Equity allocation remained the same, with no changes to the targets within 

the sub-portfolios: domestic equities, 18%, developed international equities, 16%, and emerging markets 

equities, 6%.   The Fund’s 10% allocation targets for value-added fixed income (VAFI) and real estate did 
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not change. Timberland also remained at 4%. Core fixed income was reduced to 12% from 13%, and the 

4% allocation to portfolio completion strategies was merged with the 9% allocation to hedge funds 

allocation for a combined PCS allocation of 13% to better-reflect the way PRIM implements its hedge 

funds program and the role of hedge funds within the PRIT Fund. (Please Note:  This will not change the 

way local retirement systems invest in PRIT’s’ Hedge Fund Portfolio through Segmentation or the 

performance reporting of Hedge Funds.) 

Based on the 2017 capital market assumptions provided by PRIM’s asset allocation consultant, NEPC, the 
expected returns of the recommended targets are 6.8% for the 5-7-year period, and 7.8% over a 30-year 
period.  
 

PRIM Developments 

SANTA CLARA LAND PURCHASE 

In December 2016, PRIM closed on its first ever direct real estate transaction: $112 million for the 

acquisition of 21 acres of land in Santa Clara, California – the heart of Silicon Valley – and a long-term 60-

plus year ground lease with a major real estate developer that owns three prime office buildings on the 

parcel.  By owning the land directly rather than through an investment manager, PRIM expects to save 

$11 million in fees over the next 20 years.  PRIM Executive Director and Chief Investment Officer Michael 

G. Trotsky, CFA said the direct purchase is a natural extension of PRIM’s project SAVE program: “This is 

precisely the sort of innovation and efficiency we have been aggressively seeking.” 

ACTIVE DEVELOPED INTERNATIONAL SMALL CAP 

Following an RFP process by PRIM staff, the PRIM Board on February 14 approved five new developed 

international small cap managers to invest a total of $900 million.  This follows a decision by PRIM staff to 

utilize an active strategy for a portion of this allocation.  PRIM pursues active strategies when, (1) the 

median managers in the asset class consistently outperform the index, and (2) there is a wide dispersion 

between the best and worst managers.  The new managers approved by the Board for developed internal 

small cap equities and the amounts allocated to them are:  Acadian, $300,000,000; AQR, $150,000,000; 

LMCG, $100,000,000; Strategic Global Advisors (SGA), $100,000,000; and TimesSquare Capital 

management, $250,000,000.  Funds will be re-allocated to these managers from the PRIT Fund’s Russell 

2500 Index passive portfolio. 

PLANS FOR 2017 

The Board reviewed the 2017 annual plans. Highlights are as follows: 

Public Markets and Investment Research 

 Conduct an in-depth liquidity study evaluate liquidity needs vs. the current asset allocation. 

 Build out new Other Credit Opportunities allocation with Value-Add Fixed Income (throughout 
2017). 
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Portfolio Completion Strategies 
 

 Research and potentially implement equity hedging strategy. 

 Conduct search for emerging hedge fund managers within Global Macro/Commodity Trading 
Advisor (CTA) strategies. 

 
Private Equity 
 

 Increase target private equity allocation to 11% of the PRIT Fund. 

 Expand co-investment program targeting up to $ 140 million (10% of the $1.4 billion target 
commitment to Vintage Year 2017). 

 
Risk Management 
 

 Complete search for Director of Risk Management. 

 Project SAVE Part II – complete research to determine of internal investment is a viable value-
enhancing strategy for PRIM. 

 
Real Estate and Timberland 
 

 Capital Allocation of $200 million for Direct Real Estate Investments. 

 Conduct RFP process for real estate and timberland consulting services. 
 
Finance and Administration, Investment Operations, and Technology 
 

 Complete required PRIM Board Charter Review. 

 Complete and present wage gap analysis. 
 
Client Services 
 

 On-board two new client services employees, Francesco Daniele, senior client services officer, 
and Samuel Olivier, client services analyst. 

 Conduct 2017 PRIM Board Elections for the State Employees Retirement System elected 
member, and the Massachusetts Teachers Retirement System elected member. 

 Conduct the 2017 PRIM Investors’ Conference, tentatively scheduled for November 9 (location 
to be determined). 

 

The Client Services team -- Paul Todisco, Francesco Daniele and Sam Olivier -- will continue meeting the 
retirement boards of PRIM’s member retirement systems throughout the year. To schedule a visit, please 
contact Paul at ptodisco@mapension.com, Francesco at fdaniele@mapension.com or Sam at 
solivier@mapension.com, or call 617-946-8401. We look forward to seeing you soon. 



3

NAV $ (000)
Target 

Allocation %
Actual 

Allocation % Month FY '17
Calendar 

YTD  1 Year 3 Year 5 Year 10 Year
Since 

Inception

GLOBAL EQUITY 27,844,311                 41.8% 43.8% 3.11 10.32 3.11 19.08 5.68 9.30 4.11 5.48
 

CORE FIXED INCOME 7,688,081                   13.0% 12.1% 0.40 -6.70 0.40 0.98 5.11 3.76 5.12 7.47

VALUE-ADDED FIXED INCOME 5,241,404                   10.0% 8.3% 1.14 4.76 1.14 11.95 3.56 5.15 6.56 8.28
 

PRIVATE EQUITY 6,728,169                   10.0% 10.6% 0.33 8.55 0.33 14.52 17.13 17.52 14.17 14.51

REAL ESTATE 6,337,203                   10.0% 10.0% 0.54 2.70 0.54 9.08 11.55 11.52 6.33 6.57

TIMBERLAND 2,367,364                   4.0% 3.7% 0.35 4.37 0.35 7.20 5.83 6.78 6.97 9.11

HEDGE FUNDS (NET OF FEES) 5,728,787                   10.0% 9.0% 1.08 6.74 1.08 7.28 3.03 5.59 3.22 4.47

PORTFOLIO COMPLETION STRATEGIES 733,119                      1.2% 1.2% 0.57 -2.80 0.57 -1.15 0.13

OVERLAY 583,889                      0.0% 0.9% 1.40 2.66 1.40 8.85 4.71 4.76

TOTAL CORE 63,513,213                 100% 100% 1.72 5.83 1.72 12.72 6.94 8.80 5.13 9.34
INTERIM BENCHMARK (target allocation without private equity benchmark) 1  1.45 5.88 1.45 13.20 6.22 7.93 5.04 9.81
TOTAL CORE BENCHMARK (target allocation with private equity benchmark) 2 1.55 5.95 1.55 13.49 5.87 7.33 4.75 9.71

PARTICIPANTS CASH 11,367                        0.07 0.41 0.07 0.61 0.31 0.25 0.90 3.84

TEACHERS' AND EMPLOYEES' CASH 43,587                          0.07 0.40 0.07 0.61 0.31 0.24 0.65 2.61

 
TOTAL FUND 63,568,167                   1.71 5.80 1.71 12.67 6.92 8.76 5.11 9.40

PENSION RESERVES INVESTMENT TRUST

Periods Ending January 31, 2017
RATES OF RETURN (GROSS OF FEES)
SUMMARY OF PLAN PERFORMANCE
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