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U.S. EQuITty

Stocks plummeted Tuesday, February 27t as Wall
Street joined a global market plunge sparked by
apparent growing concerns that the U.S. and
Chinese economies are cooling. The Dow lost
416 points, falling more than 3% on heavy
volume. The Shanghai Stock Exchange Composite
the night before suffered its biggest loss in a
decade, down 9%, as the Chinese government has
been warning that it would slow China’s high rate
of growth.

For the month of February, small caps
outperformed large caps and value outperformed
growth by a small amount. The Russell 1000
Growth was down by -1.9% and the Russell 1000
Value lost -1.6%. In the Small Cap class, the
Russell 2000 Growth was down by -0.3% and the
Russell 2000 Value was down -1.2%. The S&P
500 Index ended the month down -2.0% with a
trailing 12-month P/E ratio of 18 (estimated P/E
ratio of 16 on forward looking twelve-months
earnings) and a dividend yield of 1.8%.

The Dow Jones Industrial Index was set to record
its eighth straight month of gains before the
setback on February 27t%. Since 1922, the Dow
Industrials have recorded eight straight months of
gains or more a total of seven times with twelve
straight months being the longest and occurring
two separate times (1935-36 and 1958-59). The
positive news is that it is doubtful that we have
seen the end to this bull market. Major tops
generally entail months of distribution which we
believe we have yet to see.

Corporate merger activity highlights for the
month included: Marsh & McLennan will sell
Putnam Investments to Canadian insurer Great-
West Lifeco for $3.9 billion; Triad Hospitals
accepted a takeover bid from affiliates of CCMP
Capital Advisors and GS Capital Partners worth
about $4.7 billion; State Street will acquire
Investors Financial Services for about $4.5 billion;
Barratt Developments will buy rival Wilson
Bowden for $4.3 billion to create Britain’s largest
homebuilder; CMS Energy and Swiss engineering
and technology group ABB will sell power assets
worth $1.39 billion to state-controlled Abu Dhabi
National Oil; MGIC Investment, a Milwaukee-
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based private mortgage insurer will buy rival
Radian Group for $4.9 billion; Equity Office
Properties approved Blackstone Group’s $39
billion offer; Great Plains Energy will buy Aquila,
a Kansas City based utility distributor, for $1.7
billion; Caritor, a global information tech services
firm, will buy IT outsourcer Keane for about $850
million; Britain’s Imperial Tobacco will buy
Commonwealth Brands, the 4™ largest cigarette
maker in the United States, for $1.9 billion;
Laidlaw, owner of the Greyhound bus service and
the largest U.S. school-bus company, will be
acquired by Britain’s FirstGroup for $3.6 billion;
American Real Estate Partners will buy Lear
Cortp., an automotive interior supplier, for about
$5.3 billion; Ares Management and the Ontatio
Teacher’s Pension Plan will buy GNC, the leading
retailer of vitamins and nutrition products, for
$1.65 billion; Blackstone Group will buy Pinnacle
Foods, known for its Vlassic pickles, Duncan
Hines cakes and Aunt Jemima breakfast foods, for
$2.16 billion; Four Seasons Hotels agreed to be
taken private by Saudi Prince Alwaleed bin Talal,
Microsoft’s Bill Gates and the company’s CEO
for $3.8 billion; Tenaris will pay $2.16 billion to
buy Hydril, a manufacturer of connections and
pressure control products for oil and gas drilling;
Vodafone made an $11.1 billion offer to buy
Hutchison Essar, India’s fourth-largest wireless
player; Dollar Thrifty is in eatly talks to merge
with Vanguard Car Rental, which owns National
and Alamo, in a deal valued at more than $3
billion; Vulcan Materials, a maker of highway
construction materials, will buy Florida Rock
Industries for $4.6 billion; Shire, Britain’s 3td
largest drug maker, will acquire U.S. partner New
River Pharmaceuticals for $2.6 billion; Volvo, the
world’s 2nd largest truck maker, made a $1 billion
offer to take over Japan’s Nissan Diesel; Smart &
Final, a Los Angeles based warehouse food store
operatot, agreed to be acquired by Apollo
Management for $813 million; Simon Property
Group and Farallon Capital Management will buy
Mills Corp. for $7.9 billion; Banco Bilbao Vizcaya
Argenaria, Spain’s 2rd-biggest bank, will buy
Compass Bancshares for $9.6 billion; Apollo
Management made a $1.95 billion offer to buy
Countrywide, one of U.K.’s biggest property
management agencies; Texas power company
TXU will be acquired by a group led by private
equity firm KKR for $31.8 billion in the largest
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leveraged buyout in history; Station Casinos will
be acquired by a private equity group for $5.4
billion; Australia’s Centro Properties Group will
buy New Plan Excel Realty Trust for about $3.4
billion; and, Power generating companies Astoria
Generating and EBG Holdings agreed to a $5
billion merger.

Flush with cash buyout funds and investment
bankers remain as active as we thought they would
be. Expect this section of our market update
report to remain active.

FIXED INCOME

GDP grew at a 2.2% annual pace in the 4"
quarter, much weaker than the 3.5% originally
estimated. A recently released survey has
economists predicting economic growth of
2.7% this year, the slowest rate since a 1.6%
rise in 2002. The Federal Reserve meanwhile
expects America to grow by 2.5-3% this year
and by 2.75-3% next year, according to its
semi-annual report to Congress. It does not
expect much trouble in the job market (except
for those who are unemployed), projecting
unemployment of 4.5-4.75% this year and
next. Core inflation is expected to be 2-
2.25% this year and fall to 1.75-2% in 2008.

A quarterly survey by the Philadelphia Federal
Reserve Bank showed core U.S. inflation is set
to ease this year and hold steady next year.
However, Fed officials, armed with
information showing that current inflation is
picking up, made it clear that they are not
close to cutting interest rates keeping pressure
on homeowners with adjustable rate
mortgages.

Long-term interest rates fell in February
primarily due to the plunge in equity markets
during the last week of the month as investors
flocked to the safety of Treasuries. The
bellwether 10-year Treasury note closed the
month of February at 4.55% down from
4.83% at the close of January. At month-end,
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the 30-year long bond yield was 4.67% and
the 3-month T-bill was yielding 4.99%. The
Lehman Aggregate Index was up by +1.54%
in February. The Lehman US Credit Index
was the strongest fixed income sector, up
+2.0% for the month.

On the economic front, the following other
key data was released in February:

*The U.S. savings rate for all of 2006 was a
negative 1%, the lowest since 1933 during the
Great Depression

*The Institute for Supply Management’s
manufacturing index dropped to 49.3 from a
reading of 51.4 in December. The ISM
services index rose to 59.0 in January, the
strongest reading in 8 months

*For all of 20006, factory orders rose by 5.3%,
down from 8.1% in 2005 and was the smallest
increase since 2003

*Productivity, the amount of output per hour
of work, rose 2.1% for all of 2006; down
slightly form a 2.3% increase in 2005 and the
slowest pace since a 1.6% gain in 1997

*Unit labor costs rose 3.2% in 2006, up from
a 2% increase in 2005 and the fastest rise in
worker wages and benefits since a 4.2%
increase in 2000

*The Commerce Dept. reported wholesale
inventories gained 8.8% in 2000, after a 7.1%
increase in 2005 and a 9.7% advance in 2004

*January retail sales were unexpectedly flat as
motor vehicle, gasoline and electronics sales
fell sharply in the post-holiday season after a
December that was stronger than originally
reported

*U.S. light crude oil prices had slipped to
below $50 a barrel in mid-January but recently
has moved to above $60 a barrel

*The Treasury Dept. reported the deficit for
the budget year that began Oct. 1 at $42.2
billion, down 57.2% from the same period a
year ago
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*U.S. import prices fell a bigger-than-expected
1.2% in January, the biggest decline since
October 20006, driven primarily by a 7.3%
drop in petroleum prices

*Industrial output dropped 0.5% in January,
the biggest setback since the fall of 2005

*The Philadelphia Federal Reserve said its
business activity index slumped unexpectedly
to 0.6 in February from 8.3 in January

*U.S. home builders started the fewest homes
in nearly a decade in January, as housing starts
plunged 14.3% to a seasonally adjusted annual
rate of 1.408 million. Sales of existing homes
rose in January by the largest amount in two
years, however, median home prices fell for a
sixth straight month

*The Labor Dept. reported the producer price
index fell 0.6% in January. The Labor Dept.
also reported U.S. consumer prices rose 0.2%
in January while core prices, which exclude
food and energy costs, climbed 0.3%

*The U.S. Composite Index of Leading
Economic Indicators rose a smaller-than-
expected 0.1% in January

*Unemployment rose to 4.6% in January, the
highest level in 4 months, and economists
believe that rate will rise further, perhaps as
high as 5% in coming months as a slowing
economy increases layoffs

*New orders for U.S. durable goods fell by a
much sharper than expected 7.8% in January

Economic statistics recently released have
started to take on a weaker than expected
tone.

The sum of all this is was that consumer
sentiment was mixed in February. The
Reuter/University of Michigan Survey of
Consumers final value for February was 91.3
down from the preliminary 93.3, and January’s
96.9 level. The Conference Board stated that
its U.S. consumer confidence index rose to
112.5 in February from a 110.2 level in
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January. Consumer confidence now stands at
a

5 V2 year high (August 2001, 114.0).

NON-U.S. MARKETS

GDP in the euro area rose by 0.9% in the
fourth quarter, a 3.3% increase on a year
earlier. In 2006 as a whole, GDP rose by
2.7%. The euro area’s current account for
2006 was in deficit by $16.2 billion euro, or
0.2% of GDP.

In Britain industrial production dropped by
0.1% in December, leaving it just 0.5% higher
than a year earlier. Consumer prices in Britain
rose by 2.7% in the year to January, less than
the 3% rise in the year to December.

Japan’s GDP grew by 1.2% in the fourth-
quarter of 2006, an annualized pace of 4.8%.
This strong performance was a rebound from
the weak previous quarter, when GDP grew
by only 0.1%. The Bank of Japan raised its
key interest rate by a quarter of a percentage
point, to 0.5%. In its statement, the bank
acknowledged that inflation might fall to
“around zero” in the near term, but argued
that a rate rise was warranted to guard against
“excess financial and economic activities.”

The trade gap with China expanded 15.4% to
a record $232.5 billion in 2006, despite record
U.S. exports to that country of $55.2 billion.

The MSCI ACWI Ex-U.S. was up by +0.6%
(US Dollars) in February. Developed stocks
(EAFE) were up by +0.8%, while Emerging
Markets were down by -0.6%.

CONCLUSIONS

What next for the equity markets? The sharp
reversal in the equity market at the end of
February has been blamed on the Shanghai
market and the Chinese authorities who
caused the market to drop for political
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reasons. The markets had already been
somewhat edgy from the poor fundamentals
in the subprime US. Mortgage market due to
an increase in delinquency, deterioration and
downgrades.

The Japanese carry trade that resulted in the
hedge fund community borrowing from
Japanese banks at a low cost (interest rates of
less than 0.50%) and being net long stocks,
probably had to unwind some of their
positions once the market began to drop in
the last week of February. The Japanese carry
trade can be defined as hedge funds borrow in
Japan at a low interest rate below 0.50% and
take those funds and invest it somewhere else
— like the US equity markets and make the
spread differential in returns less borrowing
costs plus currency movements, if they leave
their trade unhedged. It should be noted that
global liquidity remains strong and the hedge
fund unwinding of long equity positions
appeared to stop fairly quickly. The market
also senses that the Fed is at or is in the
process of moving to neutral stance on
interest rates.

One has to be mindful that equity bubbles, if
created, can be harbingers of a serious break
in the many carry trades that have supported
these valuations. We will be watchful of
additional carry-trade unwindings in the
months ahead.
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US Equity Indices Style Month YID 6 Months 1Year 3Years 5Years 10 Years
Russell 3000 Broad US Equity (1.64%) 0.23% 9.77% 12.03% 10.02% 7.93% 8.07%
Russell 200 Large Cap Equity (2.48%) (1.17%) 8.15% 11.70% 7.71% 5.29% 6.68%
Russell 200 Growth Large Cap Growth (2.61%) (0.56%) 7.98% 7.52% 4.11% 2.08% 3.93%
Russell 200 Value Large Cap Value (2.36%) (1.75%) 8.32% 16.00% 11.49% 8.71% 8.98%
S&P 500 Large Cap Equity (1.96%) (0.47%) 8.93% 11.97% 9.10% 6.82% 7.63%
Russell 1000 Large Cap Equity 1.72%) 0.17% 9.68% 12.25% 9.84% 7.57% 8.00%
Russell 1000 Growth Large Cap Growth (1.88%) 0.64% 9.54% 8.05% 6.15% 4.07% 4.87%
Russell 1000 Value Latge Cap Value (1.56%) (0.30%) 9.82% 16.61% 13.51% 10.93% 10.28%
Russell Mid Cap Mid Cap Equity 0.16% 3.55% 13.50% 13.65% 15.42% 14.05% 12.13%
Russell Mid Cap Growth Mid Cap Growth (0.22%) 3.42% 13.12% 9.32% 12.14% 10.95% 8.75%
Russell Mid Cap Value Mid Cap Value 0.60% 3.70% 13.95% 18.36% 18.21% 16.12% 13.52%
Russell 2000 Small Cap Equity (0.79%) 0.87% 10.76% 9.87% 11.95% 12.44% 9.58%
Russell 2000 Growth Small Cap Growth (0.32%) 1.54% 11.19% 5.53% 9.25% 9.49% 5.44%
Russell 2000 Value Small Cap Value (1.23%) 0.25% 10.37% 14.34% 14.53% 14.99% 13.02%
Non-US Indices

MSCI ACWI Ex-US Broad Non-US Equity 0.61% 0.99% 12.38% 20.39% 20.55% 17.96% 8.70%
MSCI EAFE Developed Non-US Equity 0.82% 1.51% 12.26% 21.57% 19.53% 16.88% 8.43%
MSCI Emerging Mkts. Emerging Non-US Equity (0.58%) (1.61%) 16.72% 17.39% 26.84% 25.31% 8.05%
Lehman Global Ex-US Bond Global Bonds 2.38% 0.69% 2.54% 6.65% 3.33% 10.20% 5.27%
Euro Curtency 1.66% 0.20% 3.19% 10.79% 2.06% 8.84% N/A-
Japanese Yen Curtrency 2.09% 0.60% (1.01%) (2.24%) (2.67%) 2.46% 0.18%
British Pound Currency 0.12% 0.13% 3.03% 11.91% 1.83% 6.74% 1.85%
US Fixed Income Indices

3 month Treasury Bills Cash 0.44% 0.88% 2.61% 5.20% 3.53% 2.63% 3.77%
Lehman Aggregate Core Bonds 1.54% 1.50% 3.66% 5.54% 3.56% 5.00% 6.34%
Lehman US Universal Core Bonds Plus 1.54% 1.57% 4.03% 6.05% 4.12% 5.60% 6.49%
Lehman Gov't/Credit Core Bonds 1.73% 1.65% 3.71% 5.41% 3.28% 5.18% 6.40%
Citigroup (Salomon) Corporate ~ Corporate Bonds 1.97% 2.03% 4.57% 6.29% 3.94% 6.16% 6.85%
Citigroup (Salomon) Mortgage Mortgages 1.22% 1.31% 3.60% 5.72% 4.16% 4.74% 6.21%
Merrill Lynch High Yield Master II High Yield Bonds 1.39% 2.48% 8.21% 12.05% 8.73% 10.58% 6.62%

(not annualized if less than 1 year)
Source: Zephyr Style Advisor
Preliminary data



STANCERA
MONTHLY PERFORMANCE REVIEW
PERIOD ENDING FEBRUARY 28, 2007

SUMMARY OF INVESTMENTS

POLICY
ASSET CLASS MARKET VALUE PERCENT NEW TARGET RANGE
DOMESTIC EQUITIES 655,418,438 47.2% 46.4%  36.5% - 56.3%
INTERNATIONAL EQUITIES 269,821,394 19.4% 20.0%  16.0% - 24.0%
FIXED INCOME 450,499,867 32.4% 33.6%  30.6% - 36.6%
CASH (equity managers only) 12,715,572 0.9% 0.0% 0.0% - 3.0%
TOTAL PORTFOLIO 1,388,455,270 100.0% 100.0%
CURRENT TARGET

DODGE & COX - LARGE CAP VALUE 18.8% 17.5%

DELAWARE - LARGE CAP GROWTH 8.4% 8.9%

LOOMIS SAYLES - LARGE CAP GROWTH 5.3% 5.9%

RUSSELL 2000 VALUE i-Shares 5.4% 5.0%

MAZAMA - SMALL CAP GROWTH 4.8% 4.3%

BNY - S&P 500 INDEX 5.3% 4.8%

LSV ASSET MGMT - INTL EQ 9.9% 10.0%

FIDELITY - INTL EQ 9.6% 10.0%

DODGE & COX FIXED INCOME 32.4% 33.6%




STANCERA

MONTHLY PERFORMANCE REVIEW
PERIOD ENDING FEBRUARY 28, 2007

GROWTH OF ASSETS AND CHANGES IN ALLOCATION

ASSET CLASS
MARKET VALUE

DOMESTIC EQUITIES
INTERNATIONAL EQUITIES
FIXED INCOME

CASH (equity managers only)

CURRENT
MONTH

655,418,438
269,821,394
450,499,867

12,715,572

TOTAL PORTFOLIO

ASSET ALLOCATION (ACTUAL)

1,388,455,270

DOMESTIC EQUITIES 47.20%
INTERNATIONAL EQUITIES 19.43%
FIXED INCOME 32.45%
CASH (equity managers only) 0.92%
TOTAL PORTFOLIO 100.0%

* % Change represents changes in cash balances,

PRIOR PRIOR

MONTH % CHANGE * YEAR % CHANGE *
674,370,990 -2.81% 628,761,266 4.24%
264,126,743 2.16% 231,053,106 16.78%
445,002,612 1.24% 393,752,714 14.41%
12,042,110 5.59% 19,484,246 -34.74%
1,395,542,457 -0.51% 1,273,051,331 9.07%
48.32% -1.1% 49.39% -2.2%
18.93% 0.5% 18.15% 1.3%
31.89% 0.6% 30.93% 1.5%
0.86% 0.1% 1.53% -0.6%
100.0% 0.0% 100.0% 0.0%

including cash transfers, and does not represent investment returns
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STANCERA

MONTHLY PERFORMANCE REVIEW
PERIOD ENDING FEBRUARY 28, 2007

MANAGER ALLOCATION
POLICY
ASSET CLASS MARKET VALUE PERCENT TARGET RANGE
DOMESTIC EQUITIES
DODGE & COX - LARGE CAP VALUE 261,314,964 18.8% 17.5%  14.5% - 20.5%
DELAWARE - LARGE CAP GROWTH 115,963,842 8.4% 8.9%  6.9%-10.9%
LOOMIS SAYLES - LARGE CAP GROWTH 73,056,308 5.3% 59%  45%-7.3%
RUSSELL 2000 Value i-Shares 75,474,004 5.4% 5.0%  3.9%-6.1%
MAZAMA - SMALL CAP GROWTH 66,441,257 4.8% 4.3% 2.9% - 5.7%
BNY - S&P 500 INDEX 73,682,024 5.3% 4.8%  3.8%-5.8%
TOTAL DOMESTIC EQUITIES 665,932,399 48.0% 46.4%
FIXED INCOME
DODGE & COX 450,499,867 32.4% 33.6%  30.6% - 36.6%
TOTAL FIXED INCOME 450,499,867 32.4% 33.6%
INTERNATIONAL INVESTMENTS
LSV ASSET MGMT. 138,121,957 9.9% 10.0%  8.0%-12.0%
FIDELITY 133,901,048 9.6% 10.0%  8.0%-12.0%
TOTAL INTERNATIONAL EQUITIES 272,023,004 19.6% 20.0%
1,388,455,270 100.0% 100.0%
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MONTHLY PERFORMANCE REVIEW
PERIOD ENDING 2/28/07

DOMESTIC EQUITIES
DODGE & COX - LARGE CAP VALUE
DELAWARE - LARGE CAP GROWTH
LOOMIS SAYLES - LARGE CAP GROWTH
RUSSELL 2000 Value i-Shares
MAZAMA - SMALL CAP GROWTH
BNY - S&P 500 INDEX
TOTAL DOMESTIC EQUITIES
FIXED INCOME
DODGE & COX
TOTAL FIXED INCOME
INTERNATIONAL INVESTMENTS
LSV ASSET MGMT.
FIDELITY
TOTAL INTERNATIONAL EQUITIES

TOTAL STANCERA PORTFOLIO

TOTAL FUND

CASH BONDS EQUITIES TOTAL
8,684,703 252,630,261 261,314,964
83,863 115,879,979 115,963,842
702,456 72,353,853 73,056,308
566,567 74,907,437 75,474,004
476,372 65,964,885 66,441,257
0 73,682,024 73,682,024
10,513,961 655,418,438 665,932,399
19,480,585 431,019,282 450,499,867
19,480,585 431,019,282 450,499,867
1,291,353 136,830,603 138,121,957
910,257 132,990,790 133,901,048
2,201,611 269,821,394 272,023,004
32,196,156 431,019,282 925,239,832 1,388,455,270

2.3% 31.0% 66.6% 100.0%
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MONTHLY PERFORMANCE REVIEW
PERIOD ENDING FEBRUARY 28, 2007

PRELIMINARY

CURRENT PERFORMANCE

MARKET VALUE FEB ALPHA JAN ALPHA FISCAL YTD ALPHA
DOMESTIC EQUITIES
DODGE & COX - LARGE CAP VALUE 252,630,261 -1.65% -0.09% 2.10% 0.82% 12.15%
RUSSELL 1000 VALUE -1.56% 1.28% 14.37%
DELAWARE - LARGE CAP GROWTH* 115,879,979 -0.97% 0.91% 3.45% 0.88% 15.36% 4.55%
RUSSELL 1000 GROWTH -1.88% 2.57% 10.81%
LOOMIS SAYLES - LARGE CAP GROWTH* 72,353,853 -3.50% 3.58% 1.01% 15.61% 4.80%
RUSSELL 1000 GROWTH -1.88% 2.57% 10.81%
R2000 V i-Shares** 74,907,437 -0.97% 0.26% 1.29% -0.21% 8.04%
RUSSELL 2000 VALUE -1.23% 1.50% 12.10%
MAZAMA - SMALL CAP GROWTH 65,964,885 -0.41% -0.36% 1.05% 12.59% 2.30%
RUSSELL 2500 GROWTH -0.05% 3.18% 10.29%
BNY - S&P 500 INDEX 73,682,024 -1.96% 0.00% 1.51% 0.00% 12.22% 0.00%
S&P 500 -1.96% 1.51% 12.22%
TOTAL DOMESTIC EQUITY 655,418,438 -1.57% 2.22% 0.32% 11.56%
Russell 3000 Index -1.64% 1.90% 12.35%
FIXED INCOME
DODGE & COX 450,499,867 1.43% -0.11% 0.19% 0.23% 7.06% 0.39%
LEHMAN AGGREGATE BOND 1.54% -0.04% 6.67%
INTERNATIONAL INVESTMENTS
LSV ASSET MGMT 136,830,603 0.96% 0.35% 1.39% 1.02% 20.14% 3.49%
MSCI ACWI Free ex-US 0.61% 0.37% 16.65%
FIDELITY 132,990,790 -0.30% 0.69% 0.32% 14.52%
MSCI ACWI Free ex-US 0.61% 0.37% 16.65%
TOTAL INTERNATIONAL EQUITY 269,821,394 0.33% 1.10% 0.73% 17.40% 0.75%
MSCI ACWI Free ex-US 0.61% 0.37% 16.65%
CASH & SHORT-TERM INVESTMENTS
CASH 12,715,572 0.43% -0.01% 0.43% -0.01% 2.86% -0.11%
90 DAY TREASURY BILL 0.44% 0.44% 2.97%
TOTAL StanCERA Fund 1,388,455,270 -0.33% -0.26% 1.35% 0.78% 10.91% 0.06%
Policy Index -0.07% 0.57% 10.85%
Actuary Rate of Assumption (8.16%) 0.66% -0.99% 0.66% 0.69% 5.46% 5.45%
Actuary Rate of Inflation (4.00%) 0.33% -0.66% 0.33% 1.02% 2.67% 8.24%
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