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Challenges Facing Retirees
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Wilshire Associates ‘W Wilshire
The Main Task for Retirees:
Generating a Steady Income Stream

Figure 2: Effect of Volatility on Portfolio Balance with Systematic Withdrawal Plans |
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Table 1: Systematic Withdrawal Plans and Depletion Risk in Diversified Retirement Portfolios

Depletion Risk 0% 4% 17% 39% 62% 79% 89% 96%

Source: Wilshire Associates
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The Main Task for Retirees:
Generating a Steady Income Stream
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Table 3: Total 40 Year Return Decompositions of Traditional and Extended Portfolio Assets”

Price Return

Traditional Portfolio

Dividend/Yield Return

Ann. Volatility Ann. Volatility Ann. Volatility

Total Return

Cash and Equivalents 3-Month U.S. Treasury Bill 0.00 0.00 4.18 0.87 4.18 0.87
Inflation-Protected Bonds Barclays U.S. TIPS 1.43 5.82 4.13 0.55 5.59 5.76
Investment Quality Bonds Barclays U.S. Aggregate IG Bonds 0.75 5.42 6.92 0.86 1.72 5.43
U.S. Common Equities

Large-Cap Value Stocks Wilshire U.S. Large-Cap Value 6.20 13.25 3.01 1.05 9.39 13.27

Large-Cap Growth Stocks Wilshire U.S. Large-Cap Growtlr 7.40 17.02 1.10 047 8.57 17.03

Small-Cap Value Stocks Wilshire U.S. Small-Cap Value 9.54 16.76 231 0.27 12.06 16.77

Small-Cap Growth Stocks Wilshire U.S. Small-Cap Growth 8.38 22.14 0.64 0.25 9.07 22.15

Extended Portfolio j

High-Yield Bonds BAML High Yield Master I -0.99 8.14 9.47 047 8.39 8.19
Global Bonds Barclays Global Treasury ex-U.S. 0.67 3.03 5.20 8.11 5.89 8.82 '
Non-U.S. Common Stocks ‘;

Developed Markets MSCIEAFE 7.05 17.01 221 0.39 9.41 17.01 i

Emerging Markets MSCI Emerging Markets 6.39 2291 235 0.37 8.88 22.93 i
U.S. Preferred Stocks BAML Preferred Stock -1.66 17.63 7.30 0.85 5.54 17.66
Commodities S&PGSCI 481 19.30 0.00 0.00 4.81 19.30
Listed Real Estate ‘

U.S. Equity REITs FISENAREIT ANl Equity REITs 6.02 16.94 130 2.26 13.75 16.99

U.S. Mortgage REITs FTSENAREIT Mortgage REITs 481 18.40 1235 | 2.75 703 1849

Source: Wilshire Associates
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Impact of IOMVO Vs. Standard MVO

Table 6: Allocations of Standard and Income Oriented Portfolios

Optimization Approach
Oriented
Cash & Equivalents 0.00 0.00
Investment Quality Bonds 32.24 35.39
Inflation-Protected Bonds 6.07 0.00
Large-Cap Value Stocks 16.777 2.64
Large-Cap Growth Stocks 12.05 0.00
Small-Cap Value Stocks 6.05 0.00
Small-Cap Growth Stocks 0.59 0.00
High Yield Bonds 7.98 12.50
Global Bonds 747 12,50
Developed non-U.S. Markets Stocks 4.11 23.47
Emerging Markets Stocks 491 1.01
Commodities 0.61 0
Preferred Stock 1.15 12.50 |
Equity REITs NA NA |
Mortgage REITS NA NA
-'
Annual Total Return 537 5.12 ]
Annual Income Return | 2.37 325 |
Expected Volatility 8.00 8.00
Wilshire 2016, based on historical total Satisfies Income Target? No Yes

returns, 1975-2015

©2017 Wilshire Associates. For Financial Professionals Only.
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The Role of Real Estate in
Income-0Oriented Portfolios

Table 7: Allocations of Income Oriented Portfolios with and without Real Estate

Asset

No REITs

Including Equity | Including Equity and

Cash and Equivalents
Investment Quality Bonds
Inflation-Protected Bonds
Large-Cap Value Stocks
Large-Cap Growth Stocks
Small-Cap Value Stocks
Small-Cap Growth Stocks
High Yield Bonds

Global Bonds

Developed non-US Markets Stocks
Emerging Markets Stocks
Commodities

Preferred Stock

U.S. Equity REITs

U.S. Mortgage REITS

0.00
35.39
0.00
2.64
0.00
0.00
0.00
12.50
12.50
23.47
1.01
0
12.50
0.00
0.00

Portfolio Performance

Annual Total Return
Annual Income Return
Expected Volatility

Satisfies Income Target?
Wilshire 2016, based on
historical total returns,
1975-2015

Source: Wilshire Associates

©2017 Wilshire Associates. For Financial Professionals Only.

5.12
3.25
8.00

Yes

REITs Mortgage REITs
0.00 0.00
36.21 35.36
0.00 0.00
7.96 1457
0.00 0.53
0.00 0.00
0.00 0.00
12.50 12.50
8.91 6.06
12.41 9.23
1.87 3.24
0 0
0 )
0.00 5.00
5.21 5.27
3.25 3.25
8.00 8.00
Yes Yes




Wilshire Associates (W Wilshire

The Role of Real Estate in
Income-Oriented Portfolios

Figure 6: Optimal Portfolios: Income Oriented Optimizations across Risk Tolerances and
Income Targets Including Equity REITs
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The red diamonds indicate that the income target is not achievable given the opportunity set and risk tolerance settings.
The maximum achievable income returns are 3.20%, 3.35%, and 3.40% for 6%, 8%, and 10% risk tolerance levels respectively.

Source: Wilshire Associates

©2017 Wilshire Associates. For Financial Professionals Only.



Wilshire Associates ‘W Wilshire

The Role of Real Estate in
ncome-Oriented Portfolios
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Figure 7: Optimal Portfolios: Income Oriented Optimizations Across Risk Tolerances and
Income Targets Including Equity and Mortgage REITs
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The red diamonds indicate that the income target is not achievable given the opportunity set and risk tolerance settings. ’
The maximum achievable income returns are 3.38% and 3.48% for 6% and 10% risk tolerance levels respectively. 7
Source: Wilshire Associates
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Summary

1. Retirees face challenges as defined contribution plans gain popularity, requiring more
investment direction on by the individual investor/participant.

2. Income oriented portfolios have historically provided less annual total return but with a
greater income return, which for many retirees may be an appropriate trade-off.

3. |Inclusion of the extended portfolio in the investment opportunity set plays a crucial role -
in building income-oriented portfolios because of added diversification and income
generation capabilities.

4. REITs have historically delivered high and stable dividends, competitive total returns,
and inflation protection, making these assets a desirable for income-oriented

investment portfolios.

5. Addition of REITs improved the historical performance of income-oriented portfolios, and
an allocation to REITs may be helpful in achieving income and volatility goals.

©é017 Wilshire Associates. For Financial Professionals Only.
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Important Information

This material is intended for informational purposes only and should not be construed as legal,
accounting, tax, investment, or other professional advice.

Wilshire Funds Management, a business unit of Wilshire Associates, uses mathematical and statistical
investment processes to allocate assets, select managers and construct portfolios and funds in ways
that seek to outperform their specific benchmarks. This material represents the current opinion of
Wilshire Funds Management and is based on sources believed to be reliable. Information and opinions
are as of the date indicated, and are subject to change without notice. Samples provided are for
demonstration purposes only and are not to be relied upon. Wilshire shall not be liable (including for
indirect, consequential, or incidental damages) for any error, omission, or inaccuracy of the information
contained herein or for results obtained from its use. Past performance does not guarantee future
returns, and processes used may not achieve the desired results.

Wilshire® is a registered service mark of Wilshire Associates Incorporated, Santa Monica, California. All
other trade names, trademarks, and/or service marks are the property of their respective holders.

Copyright © 2017 Wilshire Associates Incorporated. All rights reserved. No part of this publication may
be disclosed, reproduced or otherwise distributed, in whole or in part, to any other person or entity
| without prior written permission.

©2017 Wilshire Associates. For Financial Professionals Only.
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REIT Investment Attributes

REITs are a key component of an optimized
portfolio because of their unique blend of
investment attributes.

REITs combine:
» Capital Appreciation
* Long-Term Portfolio Diversification
* Income Generation

15

Source: Data derived from a NAREIT-sponsored survey by APCO Insights, April 2015.



Portfolio Allocations to Global Real Estate

Different Researchers, Methodologies And Time Periods

Morningstar Analysis Morningstar Analysis Morningstar Analysis
Mean Variance Optimization Mean Variance Optimization Fat Tail Optimization
1990-2007 1990-2010 1990-2009
Morningstar Analysis Wilshire Analysis Wilshire Analysis
Liability Relative Investing Surplus Optimization Surplus Optimization
1990-2009 1990-2012 1990-2015




Listed REITs and Property Companies Contribute Solid Portfolio

Performance

FTSE NAREIT FTSE Barclays Capital Barclays Capital
U.S. Equity EPRA/NAREIT Russell 3000 TR MSCI EAFE TR U.S. Aggregate Global Aggregate

REITs TR Developed TR Bond Index Bond Index

1-Year 8.63

3-Year 6.78 8.43 -1.60 3.03 -0.19

5-Year 10.33 14.67 6.53 2.23 0.21

10-Year 4 2.23 7.07 0.75 4.34 3.29

15-Year 9.84 7.11 5.28 4.58 4.79

20-Year 7.36 7.86 4.17 5.29 4.40

25-Year 8.76 9.29 4.95 5.63 5.14

30-Year N/A 10.14 5.57 6.34 N/A

35-Year N/A 11.33 8.53 7.98 N/A

40-Year N/A N/A 9.25 7.36 N/A

45-Year N/A N/A 8.70 N/A N/A

Note: Monthly data as of December 2016
Sources: NAREIT® analysis of data from IDC accessed through FactSet.



REIT Returns Have Little in Common with any Non-REIT Stocks

Correlation coefficients based on monthly data, January 1991 - December 2016

FTSE NAREIT Equity REIT

the: Based on monthly returns 18
Source: NAREIT®




Correlation of Most Stock Market Sectors with Broad Stock Market

Returns Increases with Longer Investment Horizons
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‘;' Source: NAREIT® analysis of monthly returns data for January 1990 through December 2016 from Interactive Data Pricing and Reference Data accessed through FactSet.



Correlation of Most Stock Market Sectors with Broad Stock Market

Returns Increases with Longer Investment Horizons

Financials Consumer Staples

100%

90%

90% 0.87 0.87

80%

70%

60% 60% -

50% A

40% A
Russell 3000 Russell 1000 Russell 3000 Russell 1000

40%

B 1 month B 3 months @ 6 months @ 12 months 024 months 036 months 048 months B 60 months

Source: NAREIT® analysis of monthly returns data for January 1990 through December 2016 from Interactive Data Pricing and Reference Data 20
accessed through FactSet.
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Source: NAREIT® analysis of monthly returns data for January 1990 through December 2016 from Interactive Data Pricing and Reference

Data accessed through FactSet.
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Correlations Between REITs and Russell 1000

Large-Cap Stock Index
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Source: NAREIT® analysis of monthly returns data for January 1990 through December
2016 from Interactive Data Pricing and Reference Data accessed through FactSet.
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Dividend and Capital Gains, January 1990 — December 2016
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Jisclaimer

NAREIT is the worldwide representative voice for REITs and listed real estate companies with an interest in U.S. real estate and
capital markets. Members are REITs and other businesses that own, operate and manage income-producing real estate, as well
as those firms and individuals who advise, study and service those businesses. NAREIT is the exclusive registered trademark of
the National Association of Real Estate Investment Trusts, Inc.®, 1875 | St., NW, Suite 600, Washington, DC 20006-5413.
Follow us on REIT.com.

Copyright© 2016 by the National Association of Real Estate Investment Trusts, Inc.® All rights reserved.

This information is solely educational in nature and is not intended by NAREIT to serve as the primary basis for any investment
decision. NAREIT is not acting as an investment adviser, investment fiduciary, broker, dealer or other market participant, and no
offer or solicitation to buy or sell any security or real estate investment is being made. Investments and solicitations for
investment must be made directly through an agent, employee or representative of a particular investment or fund and cannot
be made through NAREIT. NAREIT does not allow any agent, employee or representative to personally solicit any investment or
accept any monies to be invested in a particular security or real estate investment.

All REIT data are derived from, and apply only to, publicly traded securities. While such data are believed to be reliable when
prepared or provided, such data are subject to change or restatement. NAREIT does not warrant or guarantee such data for
accuracy or completeness, and shall not be liable under any legal theory for such data or any errors or omissions therein. See
http://reit.com/TermsofUse.aspx for important information regarding this data, the underlying assumptions and the limitations
of NAREIT’s liability therefore, all of which are incorporated by reference herein.

Performance results are provided only as a barometer or measure of past performance, and future values will fluctuate from
those used in the underlying data. Any investment returns or performance data (past, hypothetical or otherwise) shown herein
or in such data are not necessarily indicative of future returns or performance.

Before an investment is made in any security, fund or investment, investors are strongly advised to request a copy of the
prospectus or other disclosure or investment documentation and read it carefully. Such prospectus or other information
contains important information about a security’s, fund’s or other investment’s objectives and strategies, risks and expenses.
Investors should read all such information carefully before making an investment decision or investing any funds. Investors
should consult with their investment fiduciary or other market professional before making any investment in any security, fund or
other investment.

For more information please visit: www.reit.com
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