
CAMBRIDGE RETIREMENT SYSTEM

REQUEST FOR PROPOSAL

CORE REAL ESTATE INVESTMENT MANAGER SERVICES

The Cambridge, MA Retirement Board (“Board”) is considering the procurement of a "private" real estate investment manager to be responsible for managing core open-ended real estate for the Board amounting to a total of approximately $20 million. Individual contracts will be awarded and stated in accordance with the provisions of PERAC 840 CMR.

The Board reserves the right to waive, at their discretion, any restrictions or criteria imposed within this request for proposal.

SUBMISSION OF PROPOSALS
Proposals for services and proposals for pricing be separately submitted and sealed.  Service and price proposals will be rated separately. Each envelope must clearly state whether it is "Cambridge Proposal for Services – Open-Ended Core Real Estate"  or "Cambridge Proposal for Pricing – Open- Ended Core Real Estate.”

Only original signed proposals will be accepted (no facsimile transmissions of any portion will be accepted). A total of three complete copies are required to be submitted as follows: two complete copies must be submitted to Ms. Ellen Philbin, Executive Director, Cambridge Retirement Board, 255 Bent Street, 3rd Floor, Cambridge, MA 02141, and one complete copy must be submitted to Ms. Carol Loi, Associate, Segal Advisors, 116 Huntington Avenue, 8th Floor, Boston, Massachusetts 02116. 
In addition, please email the completed RFP along with all attachments to cloi@segaladvisors.com and research@segaladvisors.com.
Proposals shall be signed by an official with power to bind the proposers, and it shall contain a statement that the proposal is firm through June 30, 2011.

Direct all questions regarding completion of the questionnaire in writing to: cloi@segaladvisors.com.
Proposal submission deadline is 3:00 p.m. EST on October 7, 2010.

OPENING OF PROPOSALS
Opening of proposals will commence at 10:00 a.m. EST on October 8, 2010.  

“Proposal for pricing” will be reviewed at the conclusion of the technical evaluation and finalist presentations.

MODIFICATION OR WITHDRAWALS

Proposers may correct, modify or withdraw their proposals prior to the deadline for receiving proposals.  Correction or modification must be in writing and must be submitted and received in the same manner as the original proposal.  Request to withdraw proposals must be in writing.

ACCEPTANCE AND AWARD

The Board may elect to schedule a final interview process with those investment firms achieving the highest ratings.  The Board, taking into consideration the proposals' relative merits and relative prices, expects to identify the offeror submitting the most advantageous proposal within a reasonable time period.  The execution of a written contract will be required which is subject to approval of the Retirement Board.  Failure of the parties to agree on mutually acceptable contract language will void the award of the proposed engagement to the selected respondent. The Retirement Board shall have sole discretion in determining whether the parties are unable to reach agreement on the language of the written contract.  Also, the successful bidder is subject to obtaining a satisfactory waiver approval from the Public Employee Retirement Administration Commission (PERAC). The Retirement Board reserves the right to reject any or all proposals.

The contract, at a minimum, must contain terms and conditions that:

A.
Incorporate by reference the selected respondent's proposal;

B.
Specify that the contract shall have a three-year term, with an additional two years renewable option with the same terms and conditions as the original three-year period. In order to exercise the option the Retirement Board must notify the respondent of its desire to exercise the option at least sixty (60) days before the expiration of the original three-year agreement. The contract or its option may be terminated earlier by the Board upon thirty (30) days written notice and by the respondent upon sixty (60) days written notice. The respondent may exercise such termination right only for reasonable cause related to its continued ability to effectively provide services, such as, but not limited to, insolvency, sale of the business, or substantial turnover of key personnel;

C.
Prohibit the assignment of any interest to the contract;

D.
Acknowledge that the respondent is a fiduciary with respect to the assets managed;

E.
Provide that the respondent shall act solely in the interests of plan participants and beneficiaries;

F.
Provide that the respondent shall at all times act in accordance with applicable state and federal laws.
EVALUATION CRITERIA AND RATING

l. With the exception of “minor informalities,” proposals not addressing or meeting the criteria for any part of the Request for Proposal will not be considered responsive and will be excluded from further evaluation. A “minor informality” is defined as “...minor deviations, insignificant mistakes, and matters of form rather than substance of the bid, proposal, or contract document which can be waived or corrected without prejudice to other offerors, or the governmental body.”

2.
Although Chapter 30B is not required for the procurement of retirement board services, we will use the established rating system to help evaluate the bidders.  

3. Assignment of rating:

“Advantageous” will be assigned to responsive proposals addressing all items and meeting all criteria for each part of the proposal.
“Highly advantageous” will be assigned based on:

· Level of experience and knowledge of the firm and/or portfolio manager(s) have regarding Massachusetts public pension fund management including all accounting and investment regulations and restrictions;

· Experience in dealing with public pension systems and agencies;

· Consistency of performance results;

· High level of client satisfaction;

· The scope of research both economic and technical;

· Strength, stability, and longevity of firm;

· Data presented in a clear, concise and easy to follow format;

· Investment management team with significant years of experience as a working unit.

“Not advantageous” will be assigned for those proposals submitted by offerors who have:

· Minimal understanding of the investment regulations of the Public Employees Retirement Administration Commission (PERAC);

· Less than 5 years working experience as a management team;

· A five-year performance result that is less than the representative index.

“Unacceptable” will be assigned to those proposals whose services do not meet the criteria or those who fail to submit any documentation required by the “Request for Proposal.”

Proposals containing “optional” services will not be given a higher rating.

FEES

“Proposals for pricing” must be submitted separately from “proposals for services” as stated previously.  Fee proposals should be based on initial assets of approximately $20.0 million.  Please note that Massachusetts State Law requires payment in arrears.
1. What is the estimated gross to net spread for gross performance levels of 0%, 5%, 10%, 15% and 20%? Please discuss the components of the gross to net spread (i.e. acquisition overhead, syndication costs, set-up costs, etc.). Please provide a fee model. 
2. Please provide the total basis point (i.e. 90-120bps) and dollar (i.e. $75,000-$120,000) range for an account of similar size to this mandated search. 

3. Please give details of the Performance Fee including: carried interest, hurdle rate, clawback, and catch-up.
a. Please identify whom in the organization, or outside the organization, receive a percentage of the carried interest? Please also provide actual percentages.
b. How are unallocated points awarded and to whom may the points be awarded to?
4. What is the credit for break-up fees, directors’ fees and transaction fees?
5. Will your fee be held for the duration of the contract?
6. Does the fee stated above include all services required to be performed as described in this Request for Proposal?
Please describe your billing policy, including frequency.

MASSACHUSETTS STATE TAX DISCLOSURE
Pursuant to Massachusetts General Laws Chapter 32C section 49A, I certify under the penalties of perjury that, to my best knowledge and belief, the organization I represent, has filed all state tax returns and paid all state taxes required under the law.

________________________________

________________________________

Social Security Number or


Signature of Individual or

Federal Identification Number


Corporate Name

________________________________

________________________________

Date





Position/Title

MINIMUM CRITERIA RESPONSE SHEET

Failure to meet the following criteria may result in the disqualification of the bidder.  Please acknowledge that the following criteria are satisfied (Please include the minimum criteria response sheet right before the Investment Advisor Questionnaire):

1.
The firm is a registered investment advisor pursuant to the Investment Advisors Act of 1940 or is exempt from registration (if exempt, please describe):

Yes_____ No _____

2. The firm has at least $750 million of assets under management and at least $500 million of Real Estate assets under management:

Yes_____ No _____

3.
The Proposed Fund is a core open-ended real estate fund:

Yes_____ No_____

4.
The Proposed Fund has at least five years of track record:

Yes_____ No_____

5.
The Proposed Fund currently utilizes less than 50% leverage:

Yes_____ No_____

6.
The firm has managed Real Estate investments in a manner that satisfies Massachusetts General 
Laws Chapter 32, including Commonwealth of Massachusetts rules, regulations, and restrictions, 
as well as the Public Employee Retirement Administration Commission (PERAC):

Yes_____ No_____

SEGAL ADVISORS, INC

Due Diligence:

Investment Advisor Questionnaire (Real Estate)

The following questionnaire requests information about your organization, employees, investment philosophy, investment process and performance.  Please provide responses as of June 30, 2010, unless otherwise requested.

General Information.

1. Legal Fund name.
2. Strategy Inception Date.
3. General Partner or Managing Member.

4. Investment Management Firm (“Firm”) or division implementing strategy.

5. Parent organization (if applicable).

6. Legal counsel for Fund.

7. Auditor for the Fund.
8. Valuation/Appraisal Management Firm(s) for the Fund.
B. History.  Please provide a brief history of the entities set forth below.  Include significant ownership changes that occurred throughout the history.  Please note if a significant portion (i.e. more than 20%) of the ownership of the firm changed in the past five years.  If so, please describe the past ownership structure and the reason(s) for the change.

1. Investment management division/Firm.  Include dates when began working with institutional and tax-exempt clients.  Also include dates began working with US and non-US investors.

2. Larger headquarter or global investment management division.

3. Parent entity.

4. Succession plans.  Are there any succession plans in place or contemplated to broaden or transfer ownership in any of the entities?

C. Current Ownership.  Please provide the ownership of the following entities:

1. Parent (if applicable).  If public company, please provide the ticker symbol and name of exchange where listed.  Also provide the largest five stockholders.  
2. If the Firm is part of a diversified financial services firm, provide the percentage of revenue and operating income that the investment management operations represent of the total parent company.  What is the reporting structure to the parent entity?  Also provide the percent of assets under management, revenue and operating income that the real estate division represents of the entire investment management division.
3. If your business is not solely real estate investment management focused, please provide an overview of the other products and geographies covered and details about your experience in this area.
4. Investment Manager/Firm.  Please detail the owners and reference to different classes of stock or voting rights.

D. Firm Resources.

1. Please provide an overview of the structure of the firm with an organizational chart.

2. Detail the professional personnel across functional areas of the firm by office (amend the categories as appropriate for your organization).
Portfolio Management

_____________

Acquisitions


_____________

Asset Management

_____________

Dispositions


_____________

Valuations


_____________

Research


_____________

Design and Construction
_____________

Engineering


_____________

Environmental


_____________

Accounting


_____________

Legal



_____________

Debt/Capital Markets

_____________

Client Servicing


_____________

Property Management 

_____________

Leasing



_____________

Other



_____________

3. Firm personnel.

a. Asset management:  Please describe the structure and responsibility of the firm’s asset management team or group (e.g. organized by property type, geographic area, client account, etc.).

b. Acquisitions:  Please describe the structure and responsibility (i.e. organized by geographic area, property type, etc.) of the firm’s Acquisition team or group.

c. Dispositions:  Please describe the structure and responsibility of the firm’s Disposition team or group.

d. Research:  Please describe the structure and responsibility of the firm’s Research team or group.

e. Other Specialty Areas:  Please describe the structure and staffing for other specialty areas such as valuations, development, engineering, environmental, leasing, property management, etc.

4. List the locations and number of professionals in each office.  Are there plans for opening new offices or closing existing locations?

5. Detail the key fund personnel that comprise the investment and management team for the Fund.  Please discuss their role in the overall management of the Fund. Attach biographies as an Appendix.

6. List the members of the Investment Committee in the format below (include biographies if not previously provided):
	Name
	Title
	Responsibilities
	Year joined firm
	Years of real estate experience

	
	
	
	
	


7. Detail the professional turnover for this product for the past five years. Please include Investment Committee, Portfolio Management Team (including analysts/associates), Research Professionals, and any another member that participated in a Committee or group which had oversight or was involved in making strategy, buy/sell decisions, etc.  
8. Detail the professional additions for this product for the past five years. Please include Investment Committee, Portfolio Management Team (including analysts/associates), Research Professionals, and any another member that participated in a Committee or group which had oversight or was involved in making strategy, buy/sell decisions, etc. 
9. Are there any anticipated changes in staffing over the Investment Period?

10. Personnel retention.  Are there any employment agreements?  Discuss the compensation structure for key personnel.

11. Have any key individuals, the GP or any affiliated entity ever filed for bankruptcy or had any judgments entered against them?  Has any investment professional been disqualified as a company director within the last 10 years?

E. Parent and Affiliate Resources.

1. Parent resources.  Detail other resources (offices, etc.) that provide resources to the Firm.

2. Other Firm Resources.  Detail other broader Firm resources that provide resources to the Firm (e.g. Research or other global divisions, etc.).

3. Affiliates.  Detail other affiliated divisions that may or are anticipated to be utilized in executing the Fund strategy.  Please be inclusive (investment banking, property management, asset management, fund management and other services) and include for each affiliate:
a.
How are affiliate contracts negotiated?  Is there a review mechanism for affiliate contracts?  If so, please describe.
F. Partner Resources.

1. Detail the operating partners that the Firm has previously invested with:
	Partner
	Transaction Name
	Transaction Date
	Expected IRR

	
	
	
	


2. What partners do you expect to utilize going forward?

3. How are partner transactions structured?  Please be specific with regards to dollars invested; sharing percentages and thresholds; exit mechanisms and control and monitoring of the investments.

4. Exclusivity.  Are partner relationships exclusive?  Is there a right of first offer or other mechanisms?

5. What other services will the partner provide to the Fund for which it will charge a fee?

a. How are the fees determined?

b. Detail the expected fees to be charged for each service.
G. Investment Strategy.

1. Briefly summarize the strategy of the proposed Fund and in particular, any shifts from prior fund(s).
2. How should this strategy be defined: Core, Core+, Value-added, Opportunistic, or Other (please explain). 

a. 
Discuss the characteristics/attributes of the strategy that make in Core, Core+, 

etc. 

3. What is the anticipated average investment size?  How many deals will be completed per year?

4. What is the anticipated diversification for the Fund (e.g. location, property type, etc.)
a.
What percentage of the Funds equity is currently invested and is planned to be invested in developments?  Is there a defined cap?  Are there pre-sale or pre-leasing thresholds? Will the proceeds from the pre-sales or pre-leasing be utilized for development purposes?
5. Is there any regional/country focus?  How are target markets selected?
6. Detail the projected gross and net target rates of return to investors and discuss how those returns will be achieved.

7. Please provide evidence that supports the assumptions being made about the target market and the overall viability of the proposed strategy.

8. Detail the type of exit strategies contemplated for portfolio investments, including likely holding periods, and how they may differ from those utilized in prior funds.

9. What types of investments will/will not be considered?  Does this fit with prior record?

10. Will the Fund pursue control or lead investments or also consider minority investments?

11. Describe risk factors of the strategy and steps taken to mitigate risk and preserve investor capital.

12. Discuss the leverage strategy for the Fund.  What is the expected LTV?  Will debt be fixed or floating?
13. Please complete the excel chart below concerning the portfolio lines of credit or debt facilities currently being utilized by the Fund? Please separate out by lender.
	Lender Name
	Date Relationship Was Initiated
	Total Amount of Available Capital
	Amount Drawn as of RFP Date
	Rate on Line of Credit/Facility

	
	
	
	
	


14. Discuss competitive advantages you believe the firm enjoys.
15. Provide a description of the Fund’s competitive position relative to the market.
16. What lessons have you learned from the prior fund and what measures have been taken by the proposed Fund to compensate for those experiences?

H. Pipeline/Pre-specified Assets/Sourcing.  

1. Provide a description of the assets including the amount of equity that will be contributed to the Fund.

2. At what basis will the pre-specified assets be contributed to the Fund?  Will any warehousing fees or other fees be charged to the Fund and investors?  Will pre-closing financing be utilized? Will this cost be paid by the GP, the Fund or Investors?
3. Discuss any current pipeline under active development.  If applicable, please include a pipeline list of potential investments.  Please note the partner if applicable next to each investment.

I. Investment Process.

1. Sourcing.  Describe deal sourcing, including deal flow network and formalized fund-marketing programs, as well as deal logging and review procedures.

a. Please describe how you sourced your prior investments.

b. Are fees paid to partners or affiliates for sourcing transactions?
c. With whom do you typically compete for deals?

2. Acquisitions.  

a. Describe the composition of a typical due diligence team.  Who is responsible for these activities and are any of them outsourced?
b. How often does the team visit the properties?
c. What methods are used to evaluate and mitigate risks in a potential acquisition?
d. Discuss a representative sample of investment opportunities for which the team completed a high level of due diligence but ultimately did not invest.

3. Allocations.  Describe the process for allocating investments among clients.

a. Current Capital Available and Allocation.  Identify the current client capital available to invest by strategy in the format below:
	Strategy
	Client/Fund
	Capital to Invest (Net)
	Capital to Invest (Gross)

	
	
	
	


b. Is the Fund the exclusive vehicle for investment in this strategy by this Firm?  When can the Firm start marketing a successor fund?  Does the Firm or its affiliates have any other funds or accounts with a similar investment strategy and that have capital available to invest?  If so, identify the strategy and capital available.
c. Does the Fund currently have a Queue?  What is the committed value of the Queue and how long is the waiting period for new investor capital to be invested?  

4. Investment Committee.  

a. Describe the Investment Committee role in the acquisition, asset management and disposition process.

b. Detail the approval requirement (e.g. majority, supermajority, unanimous) for:

· Acquisition

· Annual operating budgets and capital budgets

· Dispositions 

· Financing or other capital transactions

c. Underwriting package/Investment Committee submission.  Please provide a copy of one investment underwriting packages submitted to the investment committee for an investment that exceeded expectations and one that materially underperformed.
5. Asset Management.  

a. Describe your firm’s asset management process and approach, including annual budgets, valuations, approvals, hold/sell recommendation.  Include how often staff visits properties and meets with external managers.

b. If operating partners are employed, what asset management function do they serve and how does that differ from that of your firm?

c. Are the expected asset and property managers affiliated with the sponsor?  What is the process used to approve the engagement of affiliates?

6. Dispositions.  Describe the disposition process for your firm.  How are dispositions approved?
7. Investor Advisory Committee.

a. Will the Fund utilize an investor advisory committee?  If yes, how are the members selected and is there a minimum commitment to participate?

b. Please detail the current or expected composition of any Advisory Committee.

c. Please detail the specific items that are to be reviewed or approved by the investor advisory committee.

J. Conflicts.  

1. Detail potential conflicts that you are aware of at this time and how they intend to be resolved.

2. Investment banking.  If the parent has an investment banking division, please detail how and when its services would be utilized.  How are conflict situations with competitors resolved?

3. Can professionals personally invest in rejected deals?

K. Structure.

1. How will the Fund be structured?  Provide a structure chart.
2. Is the Fund open or closed-ended?

a.
What is the term of the Fund?  Can this be extended?  If so, by how much and by whom?
3. What is the minimum account size? 

4. What other vehicles are available for this strategy? What are their stated account minimums?

5. What devices will the Fund use to reduce the amount of UBTI incurred by foundations, endowments, ERISA plans and other tax-exempt investors?  

6. What are the arrangements for co-investment?
a. Client Co-Investment – Under what conditions may the Fund co-invest with other clients or funds of the sponsor?
b. Sponsor Co-Investment – Will the sponsor or affiliate organization invest its own capital in the Fund?  If so, specify the amounts and/or limits. In addition, please clarify if this investment is actual employee equity, firm equity, done through a management fee offset, or loan, et.
c. Individual Co-Investment – Will the individuals affiliated with the sponsor or its affiliates invest their own capital in the Fund?  If so, please specify the amounts, as to who invests at which amounts? Which levels will people invest in the Fund?  Describe features that promote the alignment of the General Partner’s interest with those of the investors? 
7. Is there a key-man provision (please reference the section in the partnership agreement)? What would happen if the Principals running the Fund were to leave?

8. How can Limited Partners remove the General Partner? Are there provisions for cause and without cause?

9. How much can the Fund borrow or guarantee?

10. Are there any limits on where the Fund may invest?

11. Can partnership interests be transferred (e.g. to an affiliate)?
12. Discuss the capital contribution and distribution process and provide details of timing.  
13. Can the Fund reinvest distributions from asset sales or recapitalizations?

14. Hedging.  

a. What currency will the Fund be denominated in?

b. Will foreign currency exposures from the denominated Fund currency be hedged?  If so, state the extent and briefly explain how.  Is borrowing done in local currency?  Will both the equity and the anticipated profits be hedged?

c. Will floating-rate debt be hedged?  What mechanisms will be employed?

L. Performance.   
1. Please provide Firm assets under management in the attached Excel Workbook.
2. Has the Firm invested equity for its own account? If so, how much? Briefly discuss.
3. Briefly discus prior funds (e.g. when formed, capital raised, number of investments, performance, etc.).
a. Complete the performance section of the attached Excel Workbook for prior funds.
4. Provide the Firm’s investment transaction history in the attached Excel Workbook for all prior Firm projects with a similar strategy to the Fund.
a. Identify and describe the three most significant underperforming assets and detail the reasons for the underperformance. What lessons, if any, did the Firm learn from those investments?
5. State the Fund’s valuation policy. Does this policy differ from the Firm’s prior funds? Will the Fund mark the assets to market? What methods are employed, are DCFs utilized? How are estimates conducted? By who? Are external appraisers utilized? If so, how often? How is the Net Asset Value (“NAV”) of the Fund calculated?
M. References.  
1. Please provide three prior investor references (prior fund investors if applicable).
2. Please provide client references for those clients that have terminated or stopped using the Firm since January 1, 2005.
N. Compliance/Litigation.
1. During the past 10 years has the Firm, its parent, employees, or any of its Partners and/or affiliates been involved in any current pending, or potential litigation related to a client or any regulatory proceeding? If so, please provide a description.
2. Has the Firm or any senior member of the Firm been reported to or investigated by any regulatory authority within the past ten years? If yes, provide full, detailed explanation, including outcome, and a copy of regulatory body report.
3. Has the firm ever applied for and been granted an “investment waiver” from the Division of Public Employee Retirement Administration Commission within the Commonwealth of Massachusetts (PERAC)?
4. Has the firm ever been denied an “investment waiver” by PERAC or had such a waiver revoked?
5. Provide summaries of principal provisions of, or copies of, employment agreements for principals and senior staff, if applicable. If none, so indicate.

6. Describe all contractual relationships and third-party interests that may affect Fund investments.
7. Insurance. Provide proof of current coverage by the Fund for:  fiduciary liability, fidelity and key man insurance on Principals.
8. Please confirm that investors will not be liable for anything beyond the amount of their commitment?
9. Has the Firm adopted an ethics policy?
10. Please discuss if you monitor political donations made by your firm’s professionals? Does your firm allow professionals to make donations to in or out of state political candidates?

11. Has the Firm adopted a compliance system?

a. How is the compliance system documented?

b. Are the employees familiar with the compliance manuals and is there proper supervision over their activities?

c. How often is the compliance system reviewed?

12. Governmental authorities.  

a. Is the GP or any affiliate registered as an Investment Advisor? Which government authority regulates the activity of the Firm/Manager?
13. Risk management. Describe the Firm’s approach to risk management. Provide details of back up arrangements in the event of a power failure or natural disaster.
O. Administration. 
1. Financial Statements.
a. What financial statements are prepared for the Fund and what is the basis for the presentation?
b. Are the Real Estate Information Standard (REIS) accounting standards followed?
c. Are any financial statements audited by an independent auditor? If so, identify which statements and the frequency.
d. Are the incentive/distribution provisions reviewed by the auditor?
2. Investor Communication.  
a. How is the Fund’s performance communicated to investors? Please provide a recent quarterly investor report.
b. What written correspondence will an investor receive?
c. When should an investor expect to make a capital contribution?  How many days after notification of a capital contribution does an investor have to transfer capital?  
d. Are meetings conducted with each individual investor? How often?
e. Are there other methods (e.g. via internet) that an investor can access its performance history and other information?
3. Reporting Period. Will the investment returns be reported to investors within 45 days of the end of each quarter? If not, please specify the applicable time period.
4. CFA Standards.  Will time-weighted returns be reported consistent with CFA standards?
5. Investor Returns.  Will returns be presented on a fund level and on an investor account level?
6. Side letters.  Will any prospective investors receive any side agreements or rights not contained in the Limited Partnership Agreement?
P. Other Section:  
1. Please discuss any Green initiatives your firm and/or strategy utilize? Are any of the assets you own, developing or completed developed hold LEED certification? 

Q. List of requested information:
1. Copy of your firms’ Form ADV Part II

2. Completed PERAC Disclosure Statement 
(http://www.mass.gov/perac/Investunit/forms.htm)
3. Completed PERAC Vendor Certification Form
(http://www.mass.gov/perac/Investunit/forms.htm)

4. Partnership Agreement/ Offering Memorandum
5. Quarterly Investor Report
6. Organization Chart
7. Biographies
8. Pipeline of prospective investments
9. Investment Recommendation Memo
10. Fee Model
11. Fund Structure Chart
12. Track Record (Attached Excel Workbook)
13. Performance (Attached Excel Workbook)
14. Documentation providing proof of insurance coverage levels

15. Copy of the Firm’s Code of Ethics Policy.


