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AGENDA 
 

BOARD OF RETIREMENT                           June 25, 2013 
Oakdale County Club      NEW LOCATION OFFSITE             2:00 p.m. 
243 N Stearns Rd        THIS MEETING ONLY 
Oakdale, CA 95361  
 
The Board of Retirement welcomes you to its meetings, which are regularly held on the second Wednesday and the 
fourth Tuesday of each month.  Your interest is encouraged and appreciated. 
 
CONSENT ITEMS:  These matters include routine administrative actions and are identified under the Consent Items 

heading. 
 
PUBLIC COMMENT:   Matters under jurisdiction of the Board, may be addressed by the general public before or 

during the regular agenda.  However, California law prohibits the Board from taking action on any matter which is not 
on the posted agenda unless it is determined an emergency by the Board of Retirement.  Any member of the public 
wishing to address the Board during the “Public Comment,” period shall be permitted to be heard once up to three 
minutes.  Please complete a Public Comment Form and give it to the Chair of the Board.  Any person wishing to 
make a presentation to the Board must submit the presentation in written form, with copies furnished to all Board 
members.  Presentations are limited to three minutes. 
 
BOARD AGENDAS & MINUTES:  Board agendas, Minutes and copies of items to be considered by the Board of 

Retirement are customarily posted on the Internet by Friday afternoon preceding a meeting at the following website:  
www.stancera.org.  
 
Materials related to an item on this Agenda submitted to the Board after distribution of the agenda packet are 
available for public inspection at StanCERA, 832 12th Street, Suite 600, Modesto, CA 95354, during normal business 
hours. 
 
AUDIO:  All Board of Retirement regular meetings are audio recorded.  Audio recordings of the meetings are 

available after the meetings at http://www.stancera.org/sections/aboutus/agendas. 
 
NOTICE REGARDING NON-ENGLISH SPEAKERS:  Board of Retirement meetings are conducted in English and 

translation to other languages is not provided.  Please make arrangements for an interpreter if necessary. 
 
REASONABLE ACCOMMODATIONS:  In compliance with the Americans with Disabilities Act, if you need special 

assistance to participate in this meeting, please contact the Board Secretary at (209) 525-6393.  Notification 72 hours 
prior to the meeting will enable StanCERA to make reasonable arrangements to ensure accessibility to this meeting. 

 
 
1.  Meeting Called to Order 
 

2.  Roll Call 
 

3.  Announcements 
 

4.  Public Comment 

http://www.stancera.org/sections/aboutus/agendas
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5.  Consent Items 
 
   a. Approval of the June 12, 2013 Administrative Meeting Minutes   View 
 
6.  Semi-Annual Performance Report by Capital Prospects LLC   View 
 
   a. StanCERA Exhibit: Capital Prospects Quarterly Value Added   View 
 
7.  Semi-Annual Performance Report by Legato Capital Management LLC  View 

 
   a. StanCERA Exhibit: Legato Capital Management Quarterly Value Added   View 

 
8.  Strategic Investment Solutions (SIS), Inc. 
 
   a. Monthly Performance Review for the Month Ending May 31, 2013  View 
 
   b. Report on “Top 10 Holdings” by StanCERA Investment Managers as 
     of May 31, 2013  View 

 

   c. Presentation on Fixed Income Part 2  View 
 

 9.   Executive Director 
 
   a. Discussion and Action Regarding BNYM Amendment to Securities Lending 
     Agreement    View  
 
   b. CALAPRS Administrator’s Roundtable Update – Rick Santos 
 

c. CALAPRS Benefit’s Roundtable Update – Dawn Lea 
 
d. CALAPRS Attorney’s Roundtable Update – Fred Silva 
 

10.  Closed Session 
 
   a. Conference with Legal Counsel – Pending Litigation – One Case: 
     Stanislaus County Employees’ Retirement Association v. Buck Consultants, LLC,  
     Mediation Pursuant to Evidence Code Sections 1115, 1119, 1152 
     Government Code Section 54956.9(d)(4)    
 
   b. Conference with Legal Counsel – Pending Litigation – One Case: 
     O’Neal et al v. Stanislaus County Employees’ Retirement Association 
     Stanislaus County Superior Court Case No. 648469 
     Government Code Section 54956.9(d)(1) 
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10.  Closed Session (Cont.) 
 
   c. Conference with Legal Counsel – Pending Litigation – One Case: 
     Nasrawi et al v. Buck Consultants, LLC, et.al, Santa Clara County 
     Superior Court Case No. 1-11-CV202224; Court of Appeal, Sixth Appellate  
     District, Case No. H038894 
     Government Code Section 54956.9(d)(1)   
 
   d. Discussion and Action Regarding Investment in White Oak 
     Rollcall Vote Required.  Government Code Section 54956.81) 
 
11.  Members’ Forum (Information and Future Agenda Requests Only) 
 
12.  Adjournment 
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Capital Prospects LLC

• Formed October, 2002

• SEC Registered Investment Adviser

• 100% women-owned and controlled;  Principals each own 50%

• Focus on emerging manager-of-managers investment programs
• Area of specialty for both partners since 1992
• Built emerging business to approximately $2.0 billion and 8 key clients at previous employer

• CP specializes in domestic emerging managers and minority/woman-owned managers
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• AUM as of May 31, 2013 (preliminary): $1,197 million; 8 client relationships

– Russell 3000 $ 388 million, 4 accounts

– Russell 2000 Value $ 152 million, 2 accounts

– Russell 2000 $ 265 million, 4 accounts

– Russell 3000/Barclays Capital $ 392 million, 1 account



Capital Prospects LLC - Organizational Chart

Marilyn R. Freeman Elizabeth A. Knope
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Lead Business Development/Client Service
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Research/Program Management
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Operations/Client Contact
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Name Title/Role
Year Joined

 Firm
Years Investment 

Experience Education/Certifications
Marilyn R. Freeman Principal & Manager, CCO 2001 30+ BA, MBA
Elizabeth A. Knope Principal & Manager, EEO 2002 34+ BA, MBA, CFA
Joan R. Cueni Sr. Research/Operations Associate 2004 10+ BS
Claudia L. Lupinacci Sr. Client Service/Operations Associate 2006 10+ BA
Ashley L. Martin Sr. Research/Operations Associate 2008 6+ BBA
Karen A. Mair Operations & Research Assistant 2012 16+ BA, MA
Janice L. Elliott Contract Consultant 2005 20+ BS

External Resources:
Network Support Co. – IT Consultants
Finn Dixon & Herling – External Counsel
R.L. DePanfilis & Co. – External Accountants

–

–

First County
U.S.I.     Insurance

– Company Bank

Janice L. Elliott
Contract Research Consultant

Karen A. Mair
Operations & Research Analyst



Capital Prospects LLC
Marilyn R. Freeman 30+ years investment experience
* Principal and Manager, Capital Prospects LLC B.A. State University of NY at Stony Brook
* EVP & Director of Client Service, Northern Trust Global Advisors, Inc. M.B.A. University of Connecticut 

and predecessor firm RCB International, Inc.
* Partner and Managing Director, Rogers, Casey & Barksdale, Inc.
* Member of The Greenwich Roundtable
Elizabeth A. Knope, CFA 34+ years investment experience
* Principal and Manager, Capital Prospects LLC B.A. Skidmore College 
* EVP & Director of U.S. Investment Research, Northern Trust Global Advisors, Inc.   M.B.A. Boston University

and predecessor firm RCB International, Inc.
* Partner and Managing Director, Rogers, Casey & Barksdale, Inc.
* Manager, Pension Fund Planning & Analysis, AT&T and New England Telephone
* Investment Analyst, The Boston Company, Inc.
Joan R. Cueni 10+ years investment experience
∗ Research/Operations Associate, Capital Prospects LLC B.S. Iona College
∗ Research Assistant, HEI Hospitality
∗ Jr. Analyst, Northern Trust Global Advisors, Inc.
Claudia L. Lupinacci 10+ years investment experience

33

Claudia L. Lupinacci 10+ years investment experience
* Client Service/Operations Associate, Capital Prospects LLC B.A. Pace University
* Sr. Analyst, Client Services Team Leader, Northern Trust Global Advisors, Inc.
* Staff Accountant,J.S. Karlton Company, Inc.
Ashley L. Hobson 6 years investment experience
* Sr. Research/Operations Associate, Capital Prospects LLC B.B.A. Western Connecticut State University
* Director Accounting, Reporting, Legal & Compliance, Parenteau Associates LLC
* Assistant, VP of Finance & Administration office, Western CT State University
Karen A. Mair 16+ years investment experience
∗ Operation & Research Analyst,  Capital Prospects LLC B.A. Trinity College
∗ Director, Private Banking & Investments Group, Merrill Lynch & Co. M.A. Harvard University
∗ Senior Risk Manager, Engelhard Corporation
∗ Senior Financial Analyst,  Federal Reserve Bank of NY
Janice L. Elliott 20+ years investment experience
* Contract Consultant, Research, Capital Prospects LLC B.S. Sacred Heart University
* Vice President, Sr. Investment Analyst, Northern Trust Global Advisors, Inc.
* Manager, KPMG LLP
* Senior International Research Analyst, Evaluation Associates



Research Universe

• Specialized focus on domestic emerging managers

– More recently established investment firms

– Established firms newly entering the institutional arena

– Opportunistically, specialized products/talent within larger organizations

• Over 30 years experience evaluating/funding emerging firms

• “FocusList” of generally170-180 firms includesthosesubjectto more extensiveresearch/monitoringand thosecurrently
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• “FocusList” of generally170-180 firms includesthosesubjectto more extensiveresearch/monitoringand thosecurrently
funded; secondary list of firms (currently numbers 130) are either very early on in the research process or those still
monitored but of less interest

• The universe of small cap value strategies within our Focus List numbers about 50



• Primary investment program goal is to add value over the chosen benchmark within acceptable risk parameters

− Benchmark, risk tolerances and return expectations determined in conjunction with client

• Manager research focuses on identifying investment managers able to develop unique insights/strategies, who have solid
implementation processes that prospectively give them a performance advantage

• Investment program construction keys off the profile and dynamics of the benchmark. We engineer the manager mix so that
the overall program will be:

− Tailored to risk specifications

− Well-diversified

− Benchmark“style” neutral

Investment Strategy and Objectives

− Benchmark“style” neutral

• At every step, judgments are developed based upon an assessment of both qualitative and quantitative factors

• Value added results in part from our construction decisions but is primarily expected to come from the active decisions of the
individual managers in terms of:

− Security selection

− Sector/industry bets

− Investment/economic themes

5



Investment Process

Identify Manager Candidates

Identification

Due Diligence

Test Manager Combinations

Develop Client Program Parameters

Manager Research Effort Decision Making Process
Investment Program Management

Ongoing Monitoring

Manager Changes/Rebalancing

Focus 

List Select Manager Mix
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Ongoing Manager Research and Evaluation

• Identify managers of interest

− Managers contacting us
− Our networking
− Conferences
− Trade press articles
− Database analysis

• Review background material

− Firm profile/history
− People
− Investment philosophy and process

Investment Process

7

− Investment philosophy and process
− Performance

• Interviews with key professionals

− Including on-site meetings

• Quantitative assessment

− Portfolio characteristics
− Performance history

• Reference checks
Research Focus List



Qualitative Factors

• Organization

− History/development of firm, business profile, financial resources, growth plans
− Investment professionals’ backgrounds/experience, commitment
− Strength of support structure and operational/administrative controls
− Any regulatory issues

• Investment philosophy and process

− Thoroughness and depth
− Caliber of research effort and adequacy of resources
− Flexibility of thought process
− Effectiveness of implementation – buy and sell disciplines, trading

Manager Evaluation
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− Consistency of characteristics with style
− Potential to add value / “uniqueness” versus peers

Quantitative Factors

• Portfolio characteristics and risk factor exposures
− Consistency over time and with style

• Risk profile
− Diversification characteristics, volatility measures, tracking error

• Historical performance comparisons
− Versus benchmark, peers, style and in different market environments

• Value added expectations



Investment Program Management

• Define parameters of client program

− Investment objectives
− Manager qualifications
− Benchmark
− Risk and return expectations

• Develop manager candidate list (from Research Focus List)

• Program construction

− Test manager combinations for optimal mix versus benchmark

� Diversification
� Risk profile

Investment Process

� Risk profile
� Value added potential

• Ongoing monitoring

− Results versus selection criteria
− Performance analysis and attribution

• Program rebalancing; manager changes/graduation

− Rebalance to original style, capitalization and specific manager allocations periodically

− Terminations typically result from adverse firm developments, inconsistent strategy, excessive asset growth, undesirable 
volatility or persistent underperformance

− Graduation policy set in conjunction with the client - in our view, these may be case-by-case decisions driven by 
expected value-added potential

9



• Continued due diligence on vendors of analytical systems to support our manager research, investment program management 
and client service requirements

• Currently have agreements in place with:

− eVestment Alliance Manager database: Manager profiles, performance, returns-based 
analytics, peer group comparisons

− Thomson Reuters Fundamental analytics: Risk model, portfolio analytics, holdings-
Vestek/TPA based performance attribution, market

data and analysis, broad market and custom 
benchmarks, fixed income analytics

Resource Commitment

− Strategic Investment Solutions Returns-based analytics: Performance and risk analytics, optimizer
Pertrac

− Russell RIO Index Data: Russell Index constituent data and 
analytics

• We are committed to acquiring additional tools, as we identify them, that we believe will enhance our ability to deliver a 
consistently superior investment product

10



Stanislaus County Employees’ Retirement Association
Asset Allocation

• Funding date: 1/1/09

• Funding amount: $49.1 million

• 2010 Scheduled Cash Flow: ($300k) monthly

• Cash Flow 5/3/10: ($7.5 million)

• 2011 Scheduled Cash Flow through 7/15/11: ($250k) monthly 

• Cash Flow 6/3/11: ($10 million)

• Current value 5/31/13 (preliminary): $83.5 million

Total Assets

11

* Assets of Ten acquired by Haber Trilix as of 6/1/13

Bernzott $11,613 13.9 %

Channing 19,314 23.1

Haber Trilix* 11,541 13.8

InView 18,116 21.7

Keeley 10,866 13.0

Walthausen 12,069 14.5

Total Fund $83,518 100.0%

Total Assets
($000) % of Fund



Stanislaus County Employees’ Retirement Association
Equity Investment Characteristics – 3/31/2013

Manager

Bernzott 14.0 % 32 $3.5 15.6x 3.6 x 13.8% 1.3 %

Channing 23.4 38 1.9 14.9 2.6 13.2 1.2

Haber Trilix 13.5 134 1.6 14.0 2.0 11.6 1.8

InView 21.8 59 2.6 13.8 2.3 13.6 2.5

Keeley 13.1 65 2.8 16.4 3.2 16.1 1.4

Walthausen 14.1 75 1.4 13.3 2.5 15.4 1.1

Total Portfolio 100.0 % 348 $2.3 14.5 x 2.7 x 13.8 % 1.6 %

Russell 2000 Value 1,403 $1.4 16.4 x 1.8 x 13.7 % 2.1 %

Wtd. Avg.
Mkt. Cap ($B)

Forecast
P/E Price/Book

Forecast
Growth (%)

Yield
(%)% Total # Holdings
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• All managers employ varying degrees of quantitative, fundamental and technical analysis: objective is to achieve a balanced 
mix

• “Core” position (60%) combines Haber Trilix’s quantitative, sector-neutral relative value approach with Channing’s and 
InView’s intrinsic value focus on currently undervalued, high quality companies with improving outlooks

• Remaining 40% more “eclectic”
– Bernzott: Long term support from dividend/earnings growth plus critical assessment of management
– Keeley: Corporate restructurings (especially spin-offs)
– Walthausen: Cash flow generation; value creation strategies

• Resulting portfolio:
– Well-diversified
– Higher ROE than benchmark (17.9% vs. 8.3%)
– PEG ratio (on forecast growth and P/E) at a 12% discount to the benchmark
– Moderate risk level (forecast tracking error of 3.58)

Russell 2000 Value 1,403 $1.4 16.4 x 1.8 x 13.7 % 2.1 %



Stanislaus County Employees’ Retirement Association
Sector Allocation – 3/31/2013

Shown in %
Bernzott Channing

Haber 
Trilix InView Keeley Walthausen

Total 
Equity 

Russell 
2000 Value

Energy 5.1 5.4 6.7 4.0 5.9 7.7 5.6 6.6

Materials 9.7 6.5 4.9 6.2 8.9 11.7 7.7 5.5

Industrials 23.7 20.8 12.1 23.8 24.6 22.7 21.5 12.6

Consumer Discretionary 30.8 18.9 15.7 16.6 15.5 10.6 18.0 12.1

Consumer Staples 6.2 2.2 2.3 3.8 2.2 1.5 3.0 2.5

13

Consumer Staples 6.2 2.2 2.3 3.8 2.2 1.5 3.0 2.5

Healthcare 10.0 8.8 8.4 3.1 3.2 2.3 6.0 4.3

Financials 1.5 26.6 34.4 25.2 25.7 24.2 23.4 38.3

Information Technology 12.9 7.6 11.2 11.2 7.1 19.3 11.2 11.6

Telecommunication Services - - - - - - - 0.5

Utilities - 3.1 4.1 6.1 5.5 - 3.4 6.1



Stanislaus County Employees’ Retirement Association
Top Ten Holdings – 3/31/13

Bernzott %

Teleflex Inc
International Game Tec
Dresser-Rand Group Inc
Energizer
Clean Harbors, Inc
Covance Inc
Hillenbrand, Inc
Mobile Mini, Inc
Synopsys, Inc
Weight Watchers Intl I
Total

5.5 
5.4 
5.1 
4.6 
4.6 
4.5 
4.4 
4.3 
4.0 
4.0 
46.4 

Channing %

Hanesbrands Inc
Polyone Corporation
Steelcase Inc
Belden Inc
Cytec Industries Inc
Allete, Inc
Regal Beloit Corp
Medassets, Inc
Hillenbrand, Inc
Waddell & Reed
Total

3.7 
3.3 
3.2 
3.2 
3.2 
3.1 
3.1 
3.0 
3.0 
3.0 
31.7  

InView %

Magnachip Semiconducto
Asbury Autom
Deluxe Corporation
Ares Cap Corp
Crown Holdings, Inc
Belden Inc
Navistar
CMS Energy Corp
NEWELL
Regal Beloit Corp
Total

3.3 
2.8 
2.7 
2.6 
2.6 
2.5 
2.5 
2.4 
2.4 
2.4 
26.1 

Haber Trilix %

Domino's Pizza, Inc
MGAM
SVB Finl Group
Cno Financial GP
Five Star Qlty
El Paso Electric Co
FIESTA
Hovnanian
Oshkosh Corporation
Western Refng Inc
Total

2.7 
2.6 
2.2 
2.1 
2.0 
1.9 
1.9 
1.8 
1.7 
1.7 
20.6  
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Keeley %

CB&I
Avis Budget Group, Inc
Gulfport Energy Corp
Flowers Foods, Inc
Chemtura Corp
Hanesbrands Inc
A. O. Smith Corp
Wex Inc
ITT
Trinity Ind
Total

2.5 
2.5 
2.3 
2.2 
2.2 
2.2 
2.1 
2.1 
2.1 
2.1 
22.2  

Walthausen %

Ocwen Financial Corp
Walter Invt Mgmt
Standex
LPS
Vishay Intertechnology
Gulfport Energy Corp
Deluxe Corporation
Trimas Corporation
PHH Corp
M/I Homes, Inc
Total

2.7 
2.6 
2.5 
2.4 
2.1 
2.1 
2.0 
1.9 
1.9 
1.9 
22.0  

Total Fund %

Hillenbrand, Inc
Regal Beloit Corp
Belden Inc
Gulfport Energy Corp
Polyone Corporation
Hanesbrands Inc
Littelfuse, Inc
PHH Corp
A. O. Smith Corp
Allete, Inc
Total

1.5 
1.5 
1.3 
1.2 
1.2 
1.2 
1.1 
1.1 
0.9 
0.9 
11.8  



Stanislaus County Employees’ Retirement Association
Comparative Investment Performance

Periods through 3/31/13

Updated through 5/31/13 (preliminary May 2013 returns)

Subadvisors 2011

Bernzott 12.33 % 17.33 % 10.33 % 21.12 % 41.41 % 22.91 % 17.40 % 25.75 % 23.95 %

Channing 12.12 22.88 -5.93 33.00 23.47 24.84 14.96 24.50 19.45

Haber Trilix 13.93 26.73 -3.74 31.03 19.49 26.04 18.75 28.03 20.07

InView 14.17 21.81 -8.13 17.48 41.27 22.70 11.41 24.88 19.35

Keeley 14.38 23.34 -4.99 21.53 18.72 26.33 15.43 24.75 16.79

Walthausen 10.24 33.56 -3.99 43.57 37.96 27.75 20.67 37.75 27.41

Fund Composite 12.86 % 23.80 % -4.03 % 28.02 % 30.04 % 24.83 % 15.91 % 27.02 % 20.80%

Net of Fees 12.66 22.89 -4.71 27.08 29.10 23.92 15.08 26.11 19.92

Russell 2000 Value 11.63 18.05 -5.50 24.50 20.58 18.09 12.12 23.50 15.86

1Q13 2012 2010 2009
1 Year to 
3/31/13

 3 Years to 
3/31/13

 4 Years to 
3/31/13

Since 
Inception to 

3/31/13
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• Fund Performance Inception Date: January 2, 2009. Returns for periods greater than one year are annualized.
• All subadviser returns are gross of fees.
• The portfolio Custodian bank is Bank of  New York Mellon.  We recommend comparing our report with the account statement you receive from the 
underlying Custodian to verify the accuracy of our statement.

Updated through 5/31/13 (preliminary May 2013 returns)

Subadvisors

Total 
Assets 
5/31/13

Bernzott $11,613 13.9 % 1.98 % 14.56 % 32.96 % 18.97 % 21.27 % 23.50%

Channing 19,314 23.1 1.55 13.86 38.87 16.75 20.57 19.06

Haber Trilix 11,541 13.8 5.17 19.82 41.35 21.31 23.85 20.62

InView 18,116 21.7 2.00 16.46 33.47 13.73 19.72 19.09

Keeley 10,866 13.0 1.59 16.20 36.88 18.06 19.33 16.52

Walthausen 12,069 14.5 4.87 15.61 47.18 21.90 31.16 27.62

Fund Composite $83,518 100.0 % 2.24 % 15.39 % 37.41 % 17.61 % 22.04 % 20.54 %

Net of Fees 2.11 15.03 36.40 16.76 21.16 19.67

2.89 14.85 31.31 13.97 19.25 15.96

Since 
Inception to 

5/31/13%  Fund
1 Year to 
5/31/13

 3 Years to 
5/31/13

 4 Years to 
5/31/13YTD 

April/May 
2013

Russell 2000 Value



Stanislaus County Employees’ Retirement Association
Comparative Investment Performance – Overall Comments

• The investment program began during the tail end of the severe contraction covering late 2007 through early 2009 that
accompanied the financial crisis and economic recession. The market turned sharply upward starting in March 2009 but was
dominated for the next year by lower price, lower quality stocks at the expense of more fundamentally strong companies. From
early 2010 until towards the end of 2012, the market – while positive on balance – see-sawed between optimism and pessimism
driven by views on the sustainability of the U.S. economic recovery, slowing growth in emerging markets, financial crises in
European economies and challenging fiscal issues globally, with investors exhibiting a commensurately variable appetite for risk
taking (“risk-on/risk-off”) as opinions shifted. The positive market thus far in 2013 is generally credited to less concern on those
issues and improved confidence in U.S. economic growth.

• Over the 53 months since inception, the Fund outperformed the benchmark by 460 basis points annualized, with value added in
each calendar year and year-to-date 2013. On balance, stock selection contributed about 65% of value added and sector
positioning 35%. The most notable positive contributors were overweightings and stock selection in industrials and materials;
underweighting and stock selection in financials; overweighting consumer discretionary, and stock selection in technology.
Froma risk modelperspective,factorpositioningwasa negativedueto tilts towardhighermarketcapitalization(relativeto the
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Froma risk modelperspective,factorpositioningwasa negativedueto tilts towardhighermarketcapitalization(relativeto the
benchmark), lower dividend yield and lower book to price, but rewards from managers’ stock selection and sector positioning
far outweighed those detractors.

• Since inception, all of the managers are currently ahead of the benchmark. We are pleased with this performance and expect
value added from each of the managers over the longer term, but we anticipate there will be some periods of weak relative
performance for individual managers as well as for the composite. We continue to have confidence in each of the managers in
the investment program. We are keeping Haber Trilix on Watch List status during the early phase of Jeff Kerrigan’s association
with them.



Key market dynamics:

YTD to May 2013
- The market sustained a broad advance through the first five months, buoyed by investors’ 

positive views on the domestic economy and lack of any over-riding concerns over still 
present global economic and fiscal issues.  The Russell 3000 rose 15.6%.  Mid and small 
cap were strongest, returning 16.9% (Russell Midcap) and 16.5% (Russell 2000).  The 
Russell 1000 gained 15.5% and the Russell Top 200 advanced 14.9%.  Value outperformed 
growth fairly significantly except in small cap where the reverse was true.  The Russell 
2000 Value returned 14.9% for the first five months.

- Outperforming sectors within the Russell 2000 Value were consumer discretionary 
(+25%), consumer staples, technology and industrials.  Healthcare was a slightly 
underperforming sector.  The weakest results were in telecommunications and materials 
followed by utilities, energy and financials.

- In terms of risk factor exposures, the up market favored lower p/e, higher momentum, 
higher dividend yield and tilts toward lower market capitalization and away from positive 
earnings revisions.

2012

Stanislaus County Employees’ Retirement Association– Performance Overview

Fund Results:

YTD to May 2013 15.4% vs. 14.9% for the benchmark
- Outperformance was about 60% attributable to sector positioning (overweighting 

consumer discretionary; underweighting financials and utilities) and 40% to stock 
selection (notably, favorable relative returns in industrials, materials, financials and 
technology).

- Factor positioning was neutral on balance.  Tilts toward lower p/e and higher 
momentum were notably rewarded but mostly offset by active exposures toward 
lower dividend yield, higher market cap (vs. the benchmark) and lower book to 
price.

2012 23.8% vs. 18.1% for the benchmark2012
- The year started out strongly, as investors chose to focus on improving trends in the 

economy.  As the year progressed, however, concerns over a number of issues impacting 
the global and domestic economies as well as uncertainties regarding the U.S. election 
outcome and needed action on fiscal issues took charge.  Nonetheless, equities had a strong 
year, with the Russell 3000 advancing 16.4% (as did both the Russell 1000 and the Russell 
2000).  Midcap was strongest with the Russell Midcap up 17.3%.  Value outperformed 
growth – most notably in small cap where the spread was 350 basis points.  The Russell 
2000 Value gained 18.1% for the year.  

- The top performing sectors in the Russell 2000 Value were consumer discretionary, 
materials, financials and industrials (+20% to +27%).  Energy was weakest (+2%), 
followed by utilities, technology, telecommunications, consumer staples and industrials.  

- Positive exposure to book to price was the most rewarded risk factor tilt by a significant 
margin, followed by long term growth, positive earnings revisions and larger market 
capitalization.  Tilts toward higher momentum, higher dividend yield, higher earnings yield 
(lower p/e) and higher beta were penalized.

17

- Outperformance was over 90% attributable to stock selection, which added by far 
the most value in industrials, consumer discretionary and technology.  Materials, 
healthcare and energy were other notable areas of relative strength.  Overweighting 
industrials, consumer discretionary and materials and underweighting utilities were 
positives as well.  

- Areas of weakness included overweighting energy and technology and 
underweighting plus weak sector-relative performance in financials, although 
returns in financials were strong on an absolute basis and above the portfolio 
benchmark.  

- From a risk model standpoint, factor exposures detracted for the year due mainly to 
favoring lower book to price and higher earnings yield, partially offset by positives 
from lower dividend yield, higher market cap (relative to the benchmark), higher 
long term growth and positive earnings revisions.  

Note: All returns are gross of fees.



Key market dynamics:

2011
- Despite ongoing economic concerns and various global “shocks,” upward biased market 

momentum continued into April until investors expressed renewed concern over the 
sustainability of the economic recovery.  Things worsened over the summer months as 
concerns in particular over sovereign debt issues in the Eurozone mounted.  Macro issues 
became predominant and investors moved between “risk- on” and “risk-off” postures 
(mostly “risk-off”) during a period of increased volatility.  Correlations were high, with the 
market showing little discrimination in individual stock performance relative to 
fundamentals. 

- The year ended largely where it began, with the Russell 3000 returning 1.0%.  Larger cap 
“safe” stocks were the winners, with the Russell Top 200 up 2.8%.  In contrast, the Russell 
2000 fell -4.2% for the year.  Growth generally outperformed value.  The Russell 2000 
Value returned -5.5%. 

- Utilities was the strongest small cap value sector, returning 17%.  Other outperforming 
sectors were healthcare, consumer staples and financials.  The weakest sectors were energy 
and telecommunications (both at -14%), followed by technology, consumer discretionary, 
materials and industrials. 

Stanislaus County Employees’ Retirement Association– Performance Overview

Fund Results:

2011 -4.0% vs. -5.5% for the benchmark

- Outperformance was all due to stock selection, with the strongest relative 
performance in consumer discretionary, technology, energy, consumer staples and 
industrials.  Sector positioning was negative on balance, due mainly to 
underweighting utilities and overweighting industrials.

- Factor positioning was a positive as a result of tilts toward lower book to price, 
higher earnings revisions and the higher end of the market cap spectrum within 
small cap value, offsetting the negative impact of a tilt away from higher dividend 
yield.

materials and industrials. 

- Higher dividend yield, momentum and earnings revision were the factors most rewarded
for the year; higher book to price and historical beta were most penalized.

2010
- Stock market rally that started in March 2009 continued into April 2010, and despite some 

perceived broadening was still dominated by low quality; from spring on, the market “see-
sawed” reflecting alternating moods of investor pessimism and optimism regarding the 
economic recovery and longer term growth prospects.  While interrupted at times by a 
preference for lower quality issues, a more sustainable environment where underlying 
fundamentals and valuations are more rationally linked (which favors stock picking) was 
taking hold by year-end.

- Mid and small cap stocks rose 26%-27%, handily leading the market; mega cap rose 13% 
and large cap was up about 16%. Russell 2000 Value returned 24.5%.

- Within small cap value, outperforming sectors were materials, industrials, consumer 
discretionary energy and technology.

- Factors rewarded most notably were higher dividend yield, higher beta and higher longer 
term growth.
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2010 28.0% vs. 24.5% for the benchmark
- About half of the value added came from sector positioning and was due to 

alignment with sectors of strength – i.e., overweighting industrials, materials and 
consumer discretionary and underweighting financials and utilities. 

- Stock selection accounted for the other half of value added and was principally due 
to favorable relative performance in financials, materials, energy and healthcare.  

- From a risk model standpoint, factor positioning was negative due mainly to tilts 
toward the higher end of the small cap stock segment and toward lower dividend 
yield and lower book to price.  

Note: All returns are gross of fees.



Stanislaus County Employees’ Retirement Association– Performance Overview

Key market dynamics:

2009

- Equity market rally off 3/9/09 low resulted in a 28.3% full year gain for the Russell 3000 
while the Russell 2000 Value advanced 20.6%.

- Performance dominated by low price, lower quality stocks at the expense of more 
fundamentally strong companies virtually throughout the last three quarters.

- Mid cap stocks were strongest (+41%), followed by large cap (+28%) and small cap 
(+27%) – mega cap stocks advanced the least (+24%) for the year.

- Growth outpaced value across the capitalization spectrum.

- Materials, consumer discretionary, technology, energy and telecommunications were the 
leading sectors in the Russell 2000 Value, while financials (which declined), utilities, 
industrials and consumer staples underperformed.

- Factor returns rewarded for the year were higher book to price, higher forward e/p, higher 
long term expected growth, and in particular higher beta; those penalized were lower 
dividend yield, higher earnings revision yield, higher market cap and especially higher 
momentum.

Fund Results:

2009                                   30.0% vs. 20.6% for the benchmark

- Underweighting (low exposure to banks) and stock selection in financials a 
significant positive.

- Other positives: overweighting materials (paper/packaging), consumer 
discretionary (apparel, leisure time), energy (services/equipment); underweighting 
utilities; stock selection in industrials, technology, healthcare, consumer staples.

- On balance, outperformance was 65% attributable to sector/industry positioning 
and 35% to stock selection.

- Tilt toward lower book to price and minimal exposure to micro cap were negatives 
and more than offset positives from higher forward earnings to price, less negative 
long term growth and historical beta exposure, and lower momentum.

19

momentum.

Note: All returns are gross of fees.



Stanislaus County Employees’ Retirement Association
Small Cap Value Emerging Manager Program 
Sub-Manager Firm Characteristics

Bernzott Capital Advisors Camarillo, CA
Kevin Bernzott Majority-Owned 
Style:  Small Cap Value 3/31/13 AUM:$449MM
Benchmark:  Russell 2000 Value

Bernzott focuses on identifying stable, sustainable long term returns through extensive evaluation of value metrics and company
management. Initially, screens are applied targeting companies with consecutive ten year periods of accelerating earnings and/or
dividend growth. Additional ratios are applied to develop a select list of companies with attractive value characteristics. Key to
the process is extensive discussion with top management, which enables Bernzott to determine their opinion as to the true worth of
the underlying business. Buy prices are carefully determined to minimize downside risk.

2020

Channing Capital Management Chicago, IL
Eric T. McKissack, Wendell Mackey African-American
Style:  Small Cap Value 3/31/13 AUM:$1,140MM
Benchmark:  Russell 2000 Value

Channing utilizes a fundamental, bottom up value approach that focuses on undervalued and neglected stocks (i.e., companies
trading at a 40% or greater discount to their intrinsic value) that have improving returns and attractive growth opportunities.
Screening disciplines focus on numerous variables, including cash flow multiples, earnings multiples, return on equity, return on
capital and earnings growth rates. Companies of interest are high quality with strong management teams and have leading market
positions or competitive advantages that will drive future earnings and cash flow growth but which are currently misunderstood
and underfollowed by Wall Street. Extensive fundamental research conducted in-house is a hallmark of Channing’s approach.
Valuation disciplines focus on p/e and cash flow ratios and are examined relative to history, peers, growth rate, overall market and
in light of the current stage in the business cycle.



Stanislaus County Employees’ Retirement Association
Small Cap Value Emerging Manager Program  
Sub-Manager Firm Characteristics

Haber Trilix Advisors, LP Boston, MA
Jeffrey K. Kerrigan Majority-owned
Style: Small Cap Value 3/31/13 AUM:$1,200MM
Benchmark: Russell 2000 Value

Haber Trilix’s quantitative model focuses on stock selection.  The underlying theory is that collective investor behavior produces 
market dynamics and quantifiable factors that are predictive of future returns.  In their process, securities are evaluated in terms of 
fundamental, technical, market opinion and management behavior factors to arrive at an estimate of expected relative return. The 
process emphasizes understanding the economic basis as to why each factor should be predictive.  Stock weightings are determined
through optimization via their risk model.  The modeling process is dynamic, with a significant ongoing research effort to 
determine the effectiveness of current factors and to identify potential additional factors. 
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InView Investment Management Chicago, IL
Glen Kleczka Majority-Owned
Style:  Small Cap Value 3/31/13 AUM:$70MM
Benchmark:  Russell 2000 Value

InView’s investment process starts with the premise that equity prices systematically overreact to transitory psychology or events
without regard to long term outlook or intrinsic value but do trend toward intrinsic value over time. Through quantitative screens
they identify such companies displaying price/value disparities that are also good businesses with solid managements, favorable
outlooks and improving financials. Fundamental research delves further into management’s strength. Models are produced to
develop InView’s opinion as to intrinsic value and normalized earnings power, revealing the most attractive opportunities relative
to current price.



Stanislaus County Employees’ Retirement Association
Small Cap Value Emerging Manager Program 
Sub-Manager Firm Characteristics

Keeley Asset Management Chicago, IL
John L. Keeley, Jr. Majority-Owned
Style:  Small Cap Value 3/31/13 AUM:$5,088MM
Benchmark:  Russell 2000 Value

Investment strategy focuses primarily on companies involved in corporate restructurings (including spin-offs), as well as
companies trading at or below perceived book value, companies emerging from bankruptcy and financial institution conversions.
Stocks of companies in those categories traditionally have traded at discounts to inherent market value, and opportunities exist for
a move to premium valuations as successful management of these typically focused businesses becomes evident in the
marketplace. This is a heavily research-driven process, focusing on company-by-company analysis.

2222

Walthausen & Co. LLC Clifton Park, NY
John B. Walthausen Majority-owned
Style: Small Cap Value 3/31/13 AUM:$1,108MM
Benchmark: Russell 2000 Value

Walthausen’s investment approach emphasizes neglected stocks and value on an individual basis relative to the full universe of
small cap stocks. The process begins with a scoring process using 12 specific criteria grouped into value, insider sentiment, Street
enthusiasm, financial strength and relative momentum categories. Top scoring stocks are subject to proprietary fundamental
research that looks carefully at management’s historical success in creating value for shareholders, in their ability to generate cash
flow going forward and at their opportunities and strategies to enhance future value. Portfolio construction focuses on each
holding’s contribution to the overall risk profile.
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Victor L. Hymes 
hymes@legatocm.com 

Direct line:  (415) 821-8560 

Mr. Hymes is the Chief Executive Officer and Chief Investment Officer of Legato Capital Management LLC.  Prior to 

founding Legato in 2004, he held the positions of Chief Investment Officer and Chief Operating Officer at Cazenave 

Partners, LLC.  Mr. Hymes spent 10 years managing investment portfolios for public and corporate pension funds, Taft-

Hartley and eleemosynary clients at Scudder, Stevens & Clark, Inc.  Early in the year 2000, following Scudder’s 

reorganization as Zurich Scudder Investments, Inc., Mr. Hymes headed Zurich’s $80 billion North American institutional 

business.  He has also spent nearly a decade with Goldman, Sachs & Company and Kidder, Peabody & Company.  Mr. 

Hymes has 30 years of investment experience.  He received his undergraduate degree from Oberlin College and holds an 

MBA from the Stanford University Graduate School of Business. 

 

Douglas W. Porter, CFA, CAIA, FRM 
porter@legatocm.com 

Direct line:  (415) 821-8564 

Mr. Porter is a Senior Vice President and a member of the investment team of Legato Capital Management LLC.  Prior to 

joining Legato in 2010, he spent seven years as an analyst at Russell Investments, which included positions within Russell’s 

US Equity manager research, multi-asset class portfolio management, institutional consulting and institutional client service 

teams.  From 2001 to 2003, Mr. Porter was an Index Analyst for Russell/Mellon Analytical Services.  Mr. Porter has 12 

years of investment experience.  He received his undergraduate degree from the University of Puget Sound, where he 

studied business administration.  He is a member of the CFA Institute, the CAIA Association and the Global Association 

of Risk Professionals, where he received certification as a Financial Risk Manager. 

 

Biographical Information 

StanCERA 

1st Quarter 2013  

1 



2 

 

I. Team and Organization 

II. Small Cap Growth Portfolio 

III. Investment Process 

 

Appendix 

 A.   Legato Style Classifications 

Outline of  Presentation 

Please contact Legato Capital Management if there are any changes to your contact information, your financial situation or investment objectives. Our current disclosure 
statement is set forth on Part 2A of Form ADV and is available for your review upon request or on the SEC’s website at www.adviserinfo.sec.gov.  

StanCERA 

1st Quarter 2013  

http://www.adviserinfo.sec.gov/
http://www.adviserinfo.sec.gov/
http://www.adviserinfo.sec.gov/
http://www.adviserinfo.sec.gov/
http://www.adviserinfo.sec.gov/
http://www.adviserinfo.sec.gov/
http://www.adviserinfo.sec.gov/
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Section I. 

 
Team and Organization 

 

 

StanCERA 

1st Quarter 2013  



Firm Overview 
Investment Team Professionals 

Client Portfolio 
Client Portfolio 

Eric C. Pollack, CPA 
Senior Vice President 

Years with the Firm:  2 
Years of Experience:  20 

Adam S. Lawlor, CFA 
Senior Vice President 

Years with the Firm:  9 
Years of Experience:  21 

Douglas W. Porter, CFA, CAIA, FRM 
Senior Vice President 

Years with the Firm:   3 
Years of Experience:  12 

University of Connecticut, BS 

Hofstra University, BBA 
Pace University, MBA University of Puget Sound, BA 

Victor L. Hymes 

CEO & Chief Investment Officer 

Oberlin College, BM 
Stanford University, MBA 

Years with the Firm:  9 
Years of Experience:  30 
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PORTFOLIO STRATEGY  
AND 

IMPLEMENTATION 
 

 
 

CONVICTION RANKED UNIVERSE 
Funded Managers/Focus Universe 

 
 
 

MANAGER RESEARCH 
 AND 

DUE DILIGENCE 
 

 

 

 

Adam S. Lawlor, CFA 

PORTFOLIO STRATEGY  
AND IMPLEMENTATION 

Client Portfolio Guidelines and 
Restrictions 

Trading 

Incentive Structure 

Proxy Voting and Best Execution 

Portfolio Rebalancing 

Construction 

Transition Management 

Performance Measurement and 
Monitoring 

MANAGER RESEARCH AND 
DUE DILIGENCE 

Quantitative Analysis 

Qualitative Analysis 

Risk Management 

Governance 

Initial Manager Funding  

Stress Testing 

Quarterly Investment Review 

Background checks 

Focus List 

Client Portfolio Firm Overview 

Conviction Ranking Process 

Manager Operational and Compliance Due Diligence 
__________________________________________________ 

Operations and Business Risk 
Quarterly Compliance Review 

 

Eric C. Pollack, CPA 
Douglas W. Porter, 

CFA, CAIA, FRM 

Victor L. Hymes, CIO 
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Victor L. Hymes 

Investment Management, Research & Operations 

CEO & Chief Investment Officer 

Eric C. Pollack, CPA 
 

SVP-Team Leader 

 
Adam S. Lawlor, CFA 

Senior Vice President 
 

Eric H. Tsang 
Vice President 

 
Timothy M. Byrd 

Vice President 
 

Evan L. Walker 
Assistant Vice President 

 

Manager Operational and 

Compliance Due Diligence 

Finance & Administration 

Legato Board of  Managers 

Adam S. Lawlor, CFA 
 

SVP-Team Leader 

Portfolio Strategy and 

Implementation 

Manager Research and Due 

Diligence 

Organization 

Information Technology 

TekLeap 
 

Operations 

Empaxis 

Douglas W. Porter, CFA, 
  CAIA, FRM 

Senior Vice President 
 

Eric H. Tsang 
Vice President 

Douglas W. Porter, CFA,  

CAIA, FRM 

SVP-Team Leader 

Patti G. Challis 
AVP-Executive Assistant to the 

CEO/CIO 

Lusine Moshkounian 
SVP-Legal Counsel and Chief 

Compliance Officer 

Finance and 

Administration 

Aaron F. Paule 
Assistant  Vice President 

 
Jemaneh B. Hailu 

Associate 
 

Danielle R. Freitas 
Associate 

Eric C. Pollack, CPA 
 

SVP-Chief Financial Officer 

Timothy M. Byrd 
Vice President 

 
Evan L. Walker 

Assistant Vice President 
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Compliance 

Focus 1 Associates 
 

GIPS Verification 

Ashland Partners 

Tax/ Audit 

 

Deloitte & Touche 

Legal 

 

Pillsbury Winthrop Shaw 

Pittman LLP 

Human Resources 

 

Melita Group 

 StanCERA 
1st Quarter 2013  

 



Domestic Large Cap Domestic Small Cap

Domestic Micro Cap Domestic All Cap

International Large Cap Emerging Markets
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As of March 31, 2013 

Asset Class Assets % of AUM 

 
Domestic Large Cap 
 

$568 million 35% 

Domestic Small Cap $395 million 24% 

Domestic Micro Cap 
 

$42 million 3% 

Domestic All Cap 
 

$75 million 5% 

International Large Cap 
 

$397 million 24% 

Emerging Markets $147 million 9% 

TOTAL AUM $1,624 million 100% 

Firm Overview 
Assets Under Management (AUM) by Strategy 

Strategies: S&P 1500®, Russell 1000®, Russell 2000®, Russell 2000® Growth, Russell Microcap®. 

$1,624 million in Institutional AUM 

StanCERA 

1st Quarter 2013  



Small Cap 
27% 

Public Foundations & Endowments

Insurance Corporate

$1,624 million in Institutional AUM Client Type Assets % of AUM 

 
Public 
 

$1,236 million 76% 

Corporate 
 

$42 million 3% 

Foundations & Endowments $259 million 16% 

Insurance $87 million 5% 

TOTAL AUM $1,624 million 100% 

Assets Under Management (AUM) by Client Type 

Firm Overview 

As of March 31, 2013 
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1st Quarter 2013  



9 

     

• Kaiser Foundation Hospitals  

• CalPERS 

• San Joaquin County Employees’ Retirement Association 

• Stanislaus County Employees’ Retirement  Association 

• Employees Retirement System of Texas 

• Pacific Gas and Electric Company 

• New York State Insurance Fund 

Institutional Focus 

Firm Overview 
Client List as of March 31, 2013 

It is not known whether the listed clients approve or disapprove of Legato Capital Management or the advisory service provided.  This client list is provided for informational 
purposes only and does not constitute an endorsement or testimonial by the listed clients.   

StanCERA 

1st Quarter 2013  
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Section II. 

 
Small Cap Growth Portfolio 

 

 

StanCERA 

1st Quarter 2013  
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StanCERA - Small Cap Growth Portfolio Market Value Allocation 

Equities  $69,266,742.46  97.10% 

Cash & Equivalents    $2,071,016.27  2.90% 

Total Portfolio  $71,337,758.73  100.00% 

Equities 
97.10% 

Cash & Equivalents 
2.90% 

Investment Objective 

 Total Assets 

A small cap growth manager of  managers (MOM) portfolio that seeks to consistently produce alpha by utilizing entrepreneurial 

managers with complementary styles. The Portfolio is benchmarked against the Russell 2000® Growth Index. 

 

Market Value - 12/31/2012 $62,569,925.88  

Net Additions and Withdrawals $0.00 

Interest and Dividends $52,741.68 

Net Gains and Losses $8,715,091.17 

Market Value - 3/31/2013 $71,337,758.73  

StanCERA 

1st Quarter 2013  



12 

Manager Allocations 

Manager Style Sub-Style 
Target 
Weight 

Allocation 

Current 
Weight 

Difference 

Riverbridge Partners Growth Conservative  24.00% 23.94% -0.06% 

Lee Munder Capital Group Growth Pure 21.50% 21.45% -0.05% 

Stephens Investment Management Group Growth Pure 24.00% 23.58% -0.42% 

CastleArk Management  Growth Aggressive 16.50% 16.66% 0.16% 

EAM Investors Growth Aggressive 14.00% 14.37% 0.37% 

StanCERA 

1st Quarter 2013  

Style and sub-style characterizations are based on Legato Capital Management’s classifications.   

As of March 31, 2013 
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Investment Performance 

StanCERA - Small Cap Growth 
As of March 31, 2013 

1-Month QTD YTD FYTD* 1-Year
2-Year

Annualized
3-Year

Annualized
Since Inception
Annualized**

StanCERA - Gross 5.54% 14.01% 14.01% 20.53% 18.64% 10.21% 16.01% 22.30%

StanCERA - Net 5.31% 13.77% 13.77% 19.74% 17.60% 9.21% 14.97% 21.23%

Russell 2000® Growth Index 5.10% 13.21% 13.21% 19.22% 14.52% 7.38% 14.75% 20.66%
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*Fiscal year-end:  June 30.  **Portfolio inception date:  December 22, 2008.   
Past performance is no guarantee of future results.  Gross-of-fees returns are presented gross of advisory and custodial fees, but net of trading expenses and non-
reclaimable withholding taxes.  Net-of-fees returns are calculated by deducting actual advisory fees incurred by the Portfolio from the gross-of-fees returns.  
Performance results reflect the reinvestment of dividends and other earnings.  

StanCERA 

1st Quarter 2013  

For the first quarter, the Portfolio (gross-of-fees) outperformed its benchmark by 0.80%. Since inception, the Portfolio (gross-

of-fees) has outperformed its benchmark by 1.64% on an annualized basis. 
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2013 YTD* 2012 2011 2010 2009 2008 Partial Year**

StanCERA - Gross 14.01% 18.13% -1.84% 26.56% 38.54% 2.12%

StanCERA - Net 13.77% 17.10% -2.77% 25.46% 37.40% 2.09%

Russell 2000® Growth Index 13.21% 14.59% -2.91% 29.09% 34.47% 2.16%
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StanCERA - Small Cap Growth 
Calendar Years 

Investment Performance 

*As of March 31, 2013.  **Portfolio inception date:  December 22, 2008.   
Past performance is no guarantee of future results.  Gross-of-fees returns are presented gross of advisory and custodial fees, but net of trading expenses and non-
reclaimable withholding taxes.  Net-of-fees returns are calculated by deducting actual advisory fees incurred by the Portfolio from the gross-of-fees returns.  Performance 
results reflect the reinvestment of dividends and other earnings.  
  
 

StanCERA 

1st Quarter 2013  



*Fiscal year-end:  June 30. 
**Portfolio inception date:  December 22, 2008.  
***Manager funded on March 5, 2010. 
****Manager funded on April 6, 2011. 
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Total Portfolio & Manager Investment Performance 

Market Value 1-Month QTD YTD FYTD* 1-Year 
2-Year 

Annualized 

3-Year 
Annualized 

Since 
Inception 

Annualized** 

Portfolio: Small Cap Growth - Gross $71,337,758.73 5.54% 14.01% 14.01% 20.53% 18.64% 10.21% 16.01% 22.30% 

Small Cap Growth - Net   5.31% 13.77% 13.77% 19.74% 17.60% 9.21% 14.97% 21.23% 

Benchmark: Russell 2000® Growth Index 5.10% 13.21% 13.21% 19.22% 14.52% 7.38% 14.75% 20.66% 

Excess Return - Gross: 0.44% 0.80% 0.80% 1.31% 4.12% 2.83% 1.26% 1.64% 

Managers - 
Gross: 

Riverbridge Partners $17,080,533.61 4.87% 12.30% 12.30% 17.50% 20.71% 12.39% 17.94% 23.43% 

Lee Munder Capital Group*** $15,304,089.76 5.19% 13.90% 13.90% 26.20% 22.40% 9.50% 16.11% - 

Stephens Investment Management Group $16,819,741.45 5.85% 14.37% 14.37% 15.51% 15.47% 11.28% 18.31% 23.69% 

CastleArk Management*** $11,886,972.02 4.90% 14.59% 14.59% 23.35% 16.61% 7.97% 14.73% - 

EAM Investors **** $10,246,421.89 7.46% 15.86% 15.86% 23.60% 16.80% - - - 

StanCERA 

1st Quarter 2013  

As of March 31, 2013 
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Investment Performance 

StanCERA - Small Cap Growth 
As of May 31, 2013 (Estimated) 

1-Month QTD YTD FYTD* 1-Year
2-Year

Annualized
3-Year

Annualized
Since Inception
Annualized**

StanCERA - Gross 6.06% 4.16% 18.76% 25.55% 32.60% 11.11% 18.60% 22.50%

Russell 2000® Growth Index 5.07% 4.39% 18.17% 24.44% 30.86% 8.85% 17.46% 20.97%
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*Fiscal year-end:  June 30.  **Portfolio inception date:  December 22, 2008.   
Past performance is no guarantee of future results.  Gross-of-fees returns are presented gross of advisory and custodial fees, but net of trading expenses and non-
reclaimable withholding taxes.  Performance results reflect the reinvestment of dividends and other earnings.  

StanCERA 

1st Quarter 2013  

For the first two months of  the second quarter, the Portfolio (gross-of-fees) outperformed its benchmark by 0.99%. Since 

inception, the Portfolio (gross-of-fees) has outperformed its benchmark by 1.53% on an annualized basis. 



*Fiscal year-end:  June 30. 
**Portfolio inception date:  December 22, 2008.  
***Manager funded on March 5, 2010. 
****Manager funded on April 6, 2011. 
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Total Portfolio & Manager Investment Performance 

Market Value 1-Month QTD YTD FYTD* 1-Year 
2-Year 

Annualized 

3-Year 
Annualized 

Since 
Inception 

Annualized** 

Portfolio: Small Cap Growth - Gross $74,298,929.49  6.06% 4.16% 18.76% 25.55% 32.60% 11.11% 18.60% 22.50% 

Benchmark: Russell 2000® Growth Index 5.07% 4.39% 18.17% 24.44% 30.86% 8.85% 17.46% 20.97% 

Excess Return - Gross: 0.99% -0.23% 0.59% 1.11% 1.74% 2.26% 1.14% 1.53% 

Managers - 
Gross: 

Riverbridge Partners $17,756,565.09  6.37% 3.96% 16.75% 22.15% 31.46% 14.05% 19.80% 23.53% 

Lee Munder Capital Group*** $16,028,041.42  6.25% 4.78% 19.35% 32.23% 39.25% 9.20% 19.18% - 

Stephens Investment Management Group $17,253,722.86  5.65% 2.58% 17.32% 18.49% 24.89% 10.01% 20.37% 23.41% 

CastleArk Management*** $12,529,686.73  6.63% 5.41% 20.79% 30.03% 35.48% 10.16% 18.11% - 

EAM Investors **** $10,730,913.39  5.29% 4.73% 21.34% 29.45% 35.12% 9.43% - - 

StanCERA 

1st Quarter 2013  

As of May 31, 2013 (Estimated) 



Returns 
(%) 

Standard 
Deviation 

(%) 

Information 
Ratio 

Sharpe 
Ratio 

Excess 
Return 

(%) 
Beta Correlation 

Tracking 
Error 
(%) 

Up Market 
Capture 

(%) 

Down Market 
Capture 

(%) 

StanCERA - Gross 22.30 19.75 1.11 1.12 1.64 0.90 0.99 3.35 92.88 92.20 

Russell 2000® Growth Index 20.66 21.64 0.00 0.95 0.00 1.00 1.00 0.00 100.00 100.00 

StanCERA - Gross 

Russell 2000® 
Growth Index 
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*Portfolio inception date:  December 22, 2008. 

As of March 31, 2013 
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Quarterly Attribution Analysis 

PORTFOLIO RUSSELL 2000® GROWTH INDEX ATTRIBUTION EFFECT 

Sector 
Average 

Weight 

Return Contribution Average 

Weight 

Return Contribution Sector 

Allocation  

Stock 

Selection 

Total 

Total Portfolio 100.00 14.12 14.12 100.00 13.22 13.22 -0.06 0.97 0.91 

Consumer Discretionary 12.86 17.63 2.25 17.26 11.66 2.01 0.08 0.73 0.82 

Consumer Staples 3.28 -1.39 -0.07 4.03 12.64 0.51 0.01 -0.47 -0.46 

Energy 4.42 17.03 0.72 6.01 12.10 0.73 0.02 0.19 0.21 

Financial Services 9.00 16.67 1.48 9.39 13.91 1.29 0.01 0.21 0.22 

Health Care 22.53 18.25 4.05 20.52 15.35 3.14 0.05 0.58 0.62 

Materials & Processing 4.92 13.88 0.66 8.49 10.19 0.88 0.10 0.17 0.27 

Producer Durables 18.68 15.23 2.81 15.92 15.69 2.45 0.08 -0.07 0.00 

Technology 20.09 10.29 2.13 17.01 12.19 2.09 -0.03 -0.38 -0.41 

Utilities 0.75 9.90 0.06 1.37 7.68 0.11 0.02 0.00 0.02 

Cash 3.10 0.02 0.00 0.00 0.00 0.00 -0.40 0.00 -0.40 

StanCERA 

1st Quarter 2013  

Sector Allocation Stock Selection 

Positive  Negative Positive Negative  

Materials & Processing Cash Consumer Discretionary Consumer Staples 

Consumer Discretionary Technology Health Care Technology 

Top Contributors/Detractors to Performance: 

Source:  FactSet.  FactSet analysis includes cash & equivalents.  FactSet returns may differ due to various factors, such as the way FactSet treats large portfolio flows and 
corporate actions.  Numbers may not add up due to rounding.   

As of March 31, 2013 
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 The majority of  the top holdings contributed 

positively to relative performance 

 The portfolio is overweight in health care, 

financials and information technology, and 

underweight in consumer discretionary, 

consumer staples, energy and materials. 

Top Ten Holdings & Sector Allocation 

Consumer
Discretionary

Consumer
Staples

Energy Financials Health Care Industrials
Information
Technology

Materials
Telecomm

Services
Utilities Cash

StanCERA 13.5 3.2 4.2 8.2 22.5 17.5 25.9 1.9 0.4 0.0 2.9

Russell 2000® Growth Index 15.5 4.6 5.7 7.9 20.5 18.2 21.4 5.1 0.8 0.3 0.0

0

5
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15
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30

W
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) 

Security Sector 

Weight in 

Portfolio 

(%) 

Weight in  

Index 

(%) 

Contribution to 

Relative 

Performance 

(%) 

Ultimate Software Group Inc. Technology 1.31 0.43 -0.04 

Portfolio Recovery Associates Inc. Financial Services 1.13 0.33 0.03 

Triumph Group Inc. Producer Durables 1.12 0.00 0.07 

CoStar Group Inc. Producer Durables 1.10 0.47 0.05 

Semtech Corp. Technology 1.09 0.36 0.05 

Health Management Associates Inc. 
Cl A 

Health Care 1.08 0.00 0.19 

Beacon Roofing Supply Inc. Materials & Processing 1.07 0.28 0.03 

Encore Capital Group Inc. Financial Services 1.07 0.08 -0.15 

Fresh Market Inc. Consumer Staples 0.97 0.00 -0.19 

Maximus Inc. Producer Durables 0.95 0.42 0.06 

Total:  10.88 2.37 0.11% 

 Source: FactSet.  Analysis includes cash & cash equivalents.  Sector characterizations based on GICS classifications.  Numbers may not add up due to rounding.   

StanCERA 

1st Quarter 2013  
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 The portfolio is broadly diversified with 

over 400 securities 

 The weighted average and median 

market cap are higher than the 

benchmark’s 

 Valuation: Price/Book is lower, and 

forward Price/Earnings higher 

 Growth: Long Term EPS Growth is 

higher 

 Quality is lower as measured by Return 

on Equity 

Top Portfolio Characteristics 
Characteristic Portfolio 

Russell 2000®       
Growth Index 

Number of Securities 445 1,104 

Cash (%) 2.90 - 

Weighted Average Market Cap (mm) $1,891  $1,734  

Median Market Cap (mm) $1,200  $673  

Dividend Yield 0.45 0.84 

Price to Book 3.27 3.58 

Price to Earnings 27.43 23.14 

Price to Earnings using FY1 Est 21.58 18.65 

EPS Growth (Historical 5 Year) 12.19 9.50 

EPS Growth (Est. LTG) 20.08 18.06 

PEG Ratio (Forecast 12-Month) 1.18 1.15 

Price to Sales 1.39 1.31 

Price to CF 11.69 10.77 

ROE 8.85 12.01 

Axioma- Predicted Beta 0.97 1.00 

Predicted Tracking Error (Std Dev) 1.94 0.00 

Source: FactSet/Axioma/Advent. 

StanCERA 

1st Quarter 2013  

As of March 31, 2013 
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Dec-08 Mar-09 Jun-09 Sep-09 Dec-09 Mar-10 Jun-10 Sep-10 Dec-10 Mar-11 Jun-11 Sep-11 Dec-11 Mar-12 Jun-12 Sep-12 Dec-12 Mar-13

Stock Specific 41% 46% 56% 45% 35% 53% 22% 21% 51% 73% 74% 46% 53% 60% 79% 76% 84% 82%

Industry 34% 34% 19% 19% 23% 34% 33% 32% 26% 20% 18% 36% 33% 29% 18% 24% 14% 16%

Style 25% 21% 25% 36% 42% 13% 45% 48% 23% 7% 8% 18% 14% 11% 3% 0% 2% 2%

Predicted Tracking Error 4.68% 4.57% 3.82% 3.60% 3.11% 2.71% 4.15% 4.23% 2.72% 2.51% 2.03% 2.98% 2.85% 2.52% 2.21% 2.24% 2.07% 1.94%

Historical Risk Attribution 

Source: FactSet/Axioma. 

StanCERA 

1st Quarter 2013  

The chart below reflects the tracking error attributable to stock specific, industry and style risk factors. For the quarter ended March 

31, 2013, predicted tracking error was 1.94%. 
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Rolling 12 Month Tracking Error Relative to Russell 2000® Growth Index 
Since Inception* Gross of Fees 
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As of March 31, 2013 

*Portfolio inception date:  December 22, 2008.  
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Risk Factor Analysis 

Source:  FactSet/Axioma.  Numbers may not add up due to rounding. 

  Summary  
Portfolio 
Exposure 

Benchmark 
Exposure 

Active 
Exposure 

Factor 
Contribution to 

Total Active Risk 
(%) 

Style -0.13 -0.56 0.42 1.48 

Medium-Term Momentum 0.29 0.15 0.13 1.09 

Value -0.34 -0.44 0.10 -0.34 

Size -0.64 -0.68 0.04 0.05 

Volatility 0.49 0.43 0.06 -1.34 

Liquidity -0.07 -0.13 0.05 -0.14 

Short-Term Momentum 0.25 0.14 0.11 1.63 

Leverage -0.33 -0.33 0.00 0.03 

Market Sensitivity 0.24 0.27 -0.02 0.47 

Growth 0.00 0.04 -0.04 -0.05 

Exchange Rate Sensitivity -0.03 -0.03 0.01 0.09 

Industry 0.97 1.00 -0.03 16.06 

Stock Specific       82.47 

 TOTAL  100.00 

StanCERA 

1st Quarter 2013  

As of March 31, 2013 
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Section III. 

 
Investment Process 

 

 

StanCERA 

1st Quarter 2013  



We believe the greatest stability of alpha can be achieved by combining 

high conviction managers whose approaches are diversified 

Our Philosophy 

Investment Process 

Our Mission 

Long-Term Objective 

Engage the finest entrepreneurial talent and leverage their collective skill 

for the purpose of enhancing institutional investment performance 

Production of competitive, risk-adjusted returns while providing industry-

leading client service 

26 
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Improved prospects for 

stable alpha generation 

through the Diversification 

of Sources of Excess Return 

P 

Diversified Sources of  Excess Return 

Time 

Alpha 

Individual Managers Manager Composite

B 

A 

C 

D 

E 

A 

B 

C 

D 

E 

0% 

Ex
ce

ss
 R

et
u

rn
 

Rolling twelve-month periods.  Shown for informational purposes only.    
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Reduction of Manager-

Specific Risk and overall 

portfolio risk as measured by 

tracking error 

P 

Reduction of  Manager-Specific Risk 

Time 

Risk 

Individual Managers Manager Composite

A 
A 

B B 

C C 

D 
D 

E E 

Tr
ac

ki
n

g 
Er

ro
r 

0% 

Rolling twelve-month periods.  Shown for informational purposes only.    
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Our manager research process identifies entrepreneurial 

managers with the greatest potential to deliver the highest risk 

adjusted returns over the intermediate and long term periods 

A portfolio of the highest conviction managers is then 

constructed to meet each client’s unique objectives 

Determine an appropriate 

manager mix that captures each 

client’s unique risk and return 

requirements 

Investment Process 

Universe 

Identification

Manager        

Research

Conviction 

Ranking

Portfolio 

Construction

Portfolio and Risk 

Management

29 
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Through our experience and 

strategic partnerships, we 

command the attention of  the 

highest quality entrepreneurial 

managers 

 

 

 

Entrepreneurial Investment Managers 

Manager Universes 

Augment internal database of 
investment managers with third party 

databases 

Focus Universe 

Apply asset class and style 
constraints to create focus 

universe 

Identify entrepreneurial manager 
universe of firms, ranging in size from 

newly-created to established 

Investment Process 
Universe Identification 

30 
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Insights drawn from quantitative 

and qualitative analyses lead to 

deeper questions  

We look for: 

• A disciplined and repeatable 

investment process 

• An organizational structure that 

supports the investment process 

• A talented and dedicated team  

• An entrepreneurial culture 

• An ability and willingness to take 

calculated risks 

Manager Universe 

Quantitative Analysis 

Return 

Risk 

Investment Manager Skill  

Strategy & Style Purity  

Manager Expectations 

 

Focus Universe 

Team  

Organization 

Process 

Performance 

Structure 

Qualitative Analysis 

Investment Process 
Manager Research 

31 
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Managers are measured against 

broad market and style 

benchmarks and universes, to 

identify consistent superior 

performance and adherence to 

strategy 

Return - Consistency Analysis – Benchmark 
Comparisons 
 
 
Risk - Management 
 
 
Investment Manager Skill – Statistical Analysis 
 
 
Strategy & Style Purity 
 
 
Manager Expectations 

Investment Process 
Quantitative Analysis 

P 

P 

P 

P 

32 
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P 



We dig deeper to identify critical 

drivers of  each manager’s future 

performance 

Team  
 
 
Organization  
 
 
Process 
 
 
Performance 
 
 
Structure 

Investment Process 
Qualitative Analysis 

P 

P 

P 

P 

P 
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Conviction Ranking Criteria 

Team 

Organization 

Process 

Performance 

Structure 

Focus Universe 

Overall Conviction Ranking 

1 2 3 4 5 

Low Medium High 

We assign each manager a 

Conviction Ranking.  Our 

conclusions are not the result of  

a simple averaging scheme, but 

are based on our overall 

assessment of  an organization’s 

most powerful drivers. 

Investment Process 
Conviction Ranking 

34 
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The portfolio construction process is designed to integrate manager 

selection, asset allocation and risk management to deliver 

customized multi-manager portfolios 

Identify Set of  

Complementary 

Managers 

Manager 

Selection 

Create Multiple 

Portfolios that 

Meet Prescribed 

Guidelines 

Multi–Scenario 

Portfolio Testing 

Examine Range of 

Risks and Expected 

Returns 

Portfolio 

Selection 

Confirm Current 

and On-Going 

Fit to Client 

Objectives 

Portfolio Risk 

Management 

Build a Portfolio 

that fits Client 

Mandate and 

Requirements 

Customization 

Portfolio Construction 

Customized Multi-Manager Portfolio 

Investment Process 
Portfolio Construction Process 

35 
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Manager Style Sub-style Conviction 
Ranking 

Absolute   
Maximum Weight 

Normalized Weight 
for Baseline Portfolio 

Minimum  
Tracking Error 

Maximum  
Tracking Error 

Portfolio using 
Optimizer 

Final  
Portfolio 

Manager A Value Deep Value 4 35.0% 19.4% 21.0% 16.8% 25.0% 21.0% 

Manager B Growth Pure Growth 4 35.0% 19.4% 21.0% 16.5% 15.0% 18.5% 

Manager C Value Relative Value 3 25.0% 13.9% 12.5% 16.5% 10.0% 15.0% 

Manager D Growth Aggressive Growth 3 25.0% 13.9% 12.5% 16.2% 15.0% 14.0% 

Manager E Core Core – Diversified 4 35.0% 19.4% 17.0% 20.0% 20.0% 17.5% 

Manager F Core Core - Concentrated 3 25.0% 13.9% 16.0% 14.0% 15.0% 14.0% 

Total 180% 100.0% 100.0% 100.0% 100.0% 100.0% 

Legato blends the investment manager Conviction Rankings to determine an initial portfolio allocation. These initial portfolio weights 
represent a form of risk-budgeting.  In addition to the baseline portfolio, multiple portfolios are constructed by making adjustments 
to the manager weights based on risk budget, portfolio structure, portfolio characteristics, diversification, guidelines and client 
restrictions. 

Investment Process 
Multi-Scenario Portfolio Construction 

Due to rounding numbers may not total 100%.  Shown for informational purposes only.  
36 
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• Inconsistent 

Implementation of the 

Investment Process 

• Fundamental Changes in 

Ownership or Investment 

Team Personnel 

• Unexplained Style Drift 

• Capacity Constraints at 

the Individual Manager 

Level 

• Consistent Under-

performance 

• Changes in 

Organization and 

Financial Stability 

• Changes in Process and 

Execution 

• Asset Growth 

Characteristics 

• Style and Sector 

Exposures 

• Tracking Error and 

Overall Risk Exposures 

 

• Changes in Conviction 

Ranking 

• Target Allocation Drift 

• Diversification and Risk 

Controls 

Rebalancing  

Procedures 

Sell 

Discipline 

Risk  

Management 

• Portfolio Monitoring  

• Manager Meetings 

• Revision of Conviction 

Rankings 

• Performance and Risk 

Attribution 

• Formal Quarterly 

Reviews 

On-going  

Due Diligence 

Multi-Manager Portfolio 

On-going Portfolio and Risk Management 

Portfolio & Risk Management 

Investment Process 

37 
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Appendix A. 

 
Legato Style Classifications 

 

 

38 
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Legato Style Classifications 
Growth 

The conservative growth strategy is characterized by stocks with lower relative valuations versus the 

market, peers, and history while also having lower historical and projected revenue growth expectations.  It 

is also referred to as ‘Growth At a Reasonable Price (GARP).’ 

Pure Growth 

The pure growth strategy is characterized by a portfolio of  growth stocks with similar valuation and 

earnings growth characteristics versus the benchmark. 

Conservative Growth 

Aggressive Growth 

The aggressive growth strategy is characterized by stocks with higher historical and projected revenue 

growth expectations, high institutional ownership, positive price momentum, and higher relative valuation 

versus the market, peers, and their own history. 

39 
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U.S. EQUITY 

May 2013 was quite the volatile month in equities but 
ended with positive U.S. returns while international 
equities were down.  For the month of May, small caps 
outperformed large caps. The Russell 1000 Growth 
Index was up +1.9% for the month and the Russell 1000 
Value Index was up +2.6%.  The Russell 2000 Growth 
Index was up +5.1% and the Russell 2000 Value was up 
+3.0%.  The S&P 500 Index ended the month up +2.3%  
The Russell 3000 Index was up by +15.6% for the first 
five months of 2013. 
 
The S&P 500 Index has a trailing P/E ratio of 19.3 and a 
forward 12-month estimate P/E ratio of 15.0 and 
dividend yield of 2.1%. 
 
Of the 404 companies in the S&P 500 that had reported 
earnings by early May, 68.3% have beaten expectations, 
according to Thomson Reuters data. 
 
Corporate merger highlights for the month included:  
Berkshire Hathaway paid $2.05 billion to buy the 20% it 
did not already own of toolmaker Iscar from the Israeli 
company’s founding Wertheimer family; BMC Software 
agreed to be acquired by a private equity group led by 
Bain Capital and Golden Gate Capital for about $6.9 
billion; Toronto-based Onex Corp. will buy U.S. 
tradeshow and conference producer Nielsen Expositions 
for $950 million; Hochtief AirPort will sell its airport unit 
to The Public Sector Pension Investment Board of 
Canada for $1.4 billion; Facebook is in advanced talks to 
acquire Israeli mobile satellite navigation start-up Waze 
for as much as $1 billion; True Religion Apparel has 
agreed to a buyout offer of about $825 million; The 
International Energy Agency predicted that U.S. shale oil 
production will help meet most of the world’s new oil 
demand in the next five years; Generic drug maker 
Actavis will buy specialty pharmaceutical company 
Warner Chilcott for $5 billion; Yahoo will pay $1.1 
billion to acquire blogging service Tumblr, a platform in 
social media to reach a younger generation of users; 
Goldman Sachs Group will sell its entire stake in 
Industrial & Commercial Bank of China for $1.1 billion; 
Elan rejected Royalty Pharma’s increased $6.4 billion 
hostile bid to buy the company; Yahoo has submitted a 
formal proposal to buy Hulu, joining a growing list of 
bidders for the video service owned by New Corp. and 
Walt Disney; Valeant Pharmaceuticals will buy privately 
held eye-care specialist Bausch & Lomb for $8.7 billion; 
China’s Shuanghui International will buy Smithfield 

Foods for $4.7 billion; Funeral home operator Service 
Corp. International will acquire peer Stewart Enterprises 
in a $1.4 billion deal; and, Dell’s board of directors 
unanimously recommended an offer from Michael Dell 
and Silver Lake Partners to take the company private for 
$24.4 billion.  

 

FIXED INCOME 

The U.S. economy grew at a modest 2.4% annual rate 
from January to March, slightly lower than initially 
estimated.  

 

In the face of tax increases and federal spending cuts, 
employers added a solid 165,000 jobs in April, driving 
the unemployment rate to a 4-year low of 7.5%. 

 

Long-term interest rates were higher in the month of 
May. The bellwether 10-year Treasury note ended the 
month yielding 2.16% up sharply from 1.70% at the 
close of April.  At month-end, the 30-year bond yield 
was 3.30% with the 3-month T-bill at 0.04%. The 
Barclays Capital US Aggregate Index was down by  

-1.78% in May reflecting the rise in yields.  Non-US 
Bonds were hit especially hard with the JPM Non-US 
GBI Unhedged down by -4.12% for the month and the 
JPM Emerging Markets Bond Index + down -4.28%.  
US High Yield bonds held up well as the Merrill Lynch 
HY Master II Index was down by -0.55%.  Longer dated 
bonds also lost quite a bit of ground in the one month 
period as the U.S. Government Long Index was down by 
-6.11%. 

 

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

 

THE GOOD 

*Ford’s new vehicle sales jumped +18% in April, GM’s 
rose +11.4%, Chrysler’s increased +11%, Nissan’s 
surged +23% and Toyota showed a decline of -1.1%. 

*The U.S. trade deficit narrowed in March for a second 
month as the daily flow of imported crude oil dropped to 
the lowest level in 17 years.  The deficit with China also 
hit a 3-year low. 

*CoreLogic’s home price index jumped +1.9% in March 
from the previous month and has accelerated by +10.5% 
compared to March last year, the largest year-over-year 
increase since March 2006. 
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*Import prices fell by -0.5% in April due to a drop in oil 
costs, a positive sign for household finances that also 
pointed to benign inflation pressures. 

*The Conference Board’s index of leading indicators 
increased +0.6% in April to a reading of 95.  The index 
signals economic conditions three to six months out. 

*Existing home sales advanced +0.6% to an annual rate 
of 4.97 million units in April, the highest level since 
November 2009. 

*Orders for durable goods, items expected to last at least 
three years, rose +3.3% in April from March, suggesting 
economic growth may be holding steady this spring. 

 

The Univ. of Michigan’s consumer sentiment index rose 
to 84.5 in May, near a six-year high, and up from 76.4 in 
April.  The Conference Board reported its consumer 
confidence index rose to 76.2 in May, up from 69.0 in 
April and the highest reading since Feb. 2008. 

 

THE NOT SO GOOD 

*Markit reported that its final Manufacturing Purchasing 
Managers Index slipped to 52.1 from 54.6 in March, the 
lowest final reading since last October. 

*The Commerce Dept. reported that construction 
spending tumbled in March, shedding 1.7% to a 
seasonally adjusted annual level of $856 billon. 

*U.S. worker productivity barely grew in the 1st quarter 
after shrinking in the final three months of 2012; it rose 
at a seasonally adjusted annual rate of +0.7%. 

*The ISM index on non-manufacturing activity fell to 
53.1 in April from 54.4 in March.  Any reading above 50 
indicates expansion. 

*Factory orders dropped -4.0% in March, reflecting a 
large drop in the volatile category of commercial aircraft. 

*The Commerce Dept. reported that retail sales rose a 
seasonally adjusted +0.1% in April, following a slight 
retreat in March. 

*Business inventories were flat in March at a seasonally 
adjusted $1.64 trillion and up +4.5% from the same 
period in 2012. 

*The Chicago Fed’s national activity index worsened in 
April, falling to -0.53 from -0.23 in March. 

*Americans cut back on spending by a seasonally 
adjusted -0.2% in April after their income failed to grow, 
a sign that economic growth may be slowing.  Income 
was unchanged in April. 

NON-U.S. MARKETS 

Consumer price inflation (CPI) remains extremely low in 
Canada.  The headline inflation rate dropped to just 0.4% 
year-over-year in April.  Retail sales were weaker than 
expected in March, remaining unchanged for the month. 
 
The minutes of the Bank of England’s May 8-9 meeting 
of the Monetary Policy Committee revealed another split 
on whether or not further easing was appropriate.  GDP 
rose +0.3% in the first quarter unrevised from the 
preliminary estimate.  Year-over-year, GDP rose an 
anemic +0.6% in Q1. 
 
The first quarter GDP prints confirm that the Eurozone 
remains in recession.  GDP fell -0.2% in the overall 
Eurozone for the sixth consecutive decline.  Germany 
barely avoided recession as GDP edged up by +0.1% 
following a -0.7% decline in the fourth quarter.  France 
has now technically double-dipped as GDP fell -0.2% for 
the second consecutive quarter.  Italy saw their GDP fall 
by -0.5%. Portugal’s GDP fell -0.3% in Q1, its tenth 
consecutive decline. In Greece, GDP was down -5.3% in 
Q1 from a year earlier, continuing five years of 
contraction that has left their economy over -20% 
smaller than the 2008 peak. 
 
The May estimates of the manufacturing purchasing 
managers indexes (PMI) suggest that factory activity is 
continuing to contract in the overall region and its two 
largest economies.  The Eurozone PMI rose 1.1 points to 
47.8, still well below the 50.0 mark that differentiates 
between expansion and contraction in that sector.  The 
headline has now been below 50 for 22 consecutive 
months.  The German PMI rose 0.9 point to 49.0.   
 
As expected, the Bank of Japan made no changes to its 
monetary policy stance adopted in early April.  The 
policy focuses on aggressive expansion of its monetary 
policy base in order to end deflation and achieve its 2.0% 
inflation target. 
 
Growth in China’s industrial production remains below 
par (by its standards).  Output was up +9.3% year-over-
year in April but well below the rate around +14% 
during much of the prior two years. 
 
Russia’s GDP rose a modest +1.6% in Q1 from a year 
earlier, a pace down -0.5% from Q4 and to the slowest 
rate since 2009.   
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Non-U.S. equities were lower in May. The MSCI ACWI 
Ex-U.S. was down -2.22 % (US dollars) in May.  
Developed stocks (EAFE) were down -2.31% while 
Emerging Markets lost -2.52% for the month. 
 
CONCLUSION 

The minutes of the April 30 to May 1 FOMC meeting 
highlighted the on-going debate among FOMC members 
over how long the $85 billion per month pace of asset 
purchase should last.  The discussion showed decidedly 
mixed signals, elevating uncertainty about future policy 
prospects.  The minutes suggested members were a bit 
more upbeat about current conditions.  However, many 
of these FOMC members argued that “continued 
progress, more confidence in the outlook, or diminished 
downside risks would be required before slowing the 
pace of purchases would become appropriate.”  Even so, 
“a number of participants” expressed some willingness 
to adjust the flow of purchases as soon as the June 18-19 
meeting. 

 

Margin debt has reached record levels not seen since the 
summer before the stock market topped out in October 
2007, just before the onset of the financial crisis and 
resulting deep recession. For many, a rise in margin debt 
is an ominous sign. The last two major bear markets 
were preceded by investors taking on record levels of 
margin debt. 

So the question becomes, is the rise in margin debt 
something we need to worry about? Or, as we like to 
think of it, is the level of margin debt a useful indicator? 
Time will tell. 

 

 

 



Monthly Market Update  

 US Equity Indices Trailing Performance 

Annualized Performance to Date:
Ending May-13

1
Month

3
Months

YTD
1

Year
2

Years
3

Years
5

Years
7

Years
10

Years

Russell 3000 Index 2.36 8.11 15.55 27.88 12.02 16.82 5.69 6.06 8.09

Russell TOP 200 Index 2.26 8.19 14.90 26.40 13.02 16.68 5.11 5.68 6.87

Russell TOP 200 Growth Index 1.55 7.77 13.09 20.93 12.70 17.21 6.40 7.31 7.03

Russell TOP 200 Value Index 2.95 8.59 16.68 32.10 13.33 16.12 3.75 4.02 6.70

S&P 500 Index 2.34 8.22 15.37 27.28 12.58 16.87 5.43 5.88 7.58

Russell 1000 Index 2.22 8.09 15.48 27.62 12.27 16.92 5.57 6.07 7.96

Russell 1000 Growth Index 1.86 7.92 13.95 22.55 11.52 17.20 6.28 7.22 7.75

Russell 1000 Value Index 2.57 8.24 16.93 32.71 12.94 16.59 4.73 4.80 8.02

Russell Mid-Cap Index 2.15 7.85 16.86 30.51 10.56 17.46 6.74 7.12 10.89

Russell Mid-Cap Growth Index 2.63 8.29 16.12 26.76 8.98 17.42 6.25 7.23 10.23

Russell Mid-Cap Value Index 1.74 7.48 17.50 33.91 11.98 17.50 7.11 6.72 11.13

Russell 2000 Index 4.00 8.40 16.45 31.07 9.28 15.72 7.15 5.99 9.78

Russell 2000 Growth Index 5.07 9.71 18.17 30.86 8.85 17.46 7.69 7.00 9.90

Russell 2000 Value Index 2.99 7.17 14.85 31.31 9.74 13.97 6.51 4.88 9.53

DJ US REIT Index -5.99 -0.26 3.99 11.86 7.73 15.32 4.16 4.70 10.74

DJ-UBS US Commodity Index TR -2.24 -4.33 -6.04 1.84 -11.38 1.47 -9.18 -2.93 2.63

DJ-UBS US Gold Index TR -5.46 -11.92 -17.15 -11.57 -5.46 3.94 8.48 10.56 13.36

 Non-US Indices Trailing Performance 

Annualized Performance to Date:
Ending May-13

1
Month

3
Months

YTD
1

Year
2

Years
3

Years
5

Years
7

Years
10

Years

MSCI AC World Index ex USA -2.22 1.72 4.78 26.36 0.47 9.62 -1.17 3.27 9.87

MSCI AC World Index -0.19 4.66 9.54 26.71 5.71 12.90 1.72 4.50 8.66

MSCI EAFE Index -2.31 3.80 8.29 32.21 2.79 11.52 -1.13 2.38 8.81

MSCI Emerging Markets index -2.52 -3.42 -3.29 14.50 -4.33 5.74 -0.90 7.10 15.40

ML Global Government Bond Ex. U.S. Index -4.44 -5.22 -9.49 -11.64 -3.85 2.27 3.34 4.62 4.48

Euro -1.70 -0.87 -1.70 4.82 -5.05 1.84 -3.57 0.13 0.98

Japanese Yen -3.53 -8.63 -14.37 -22.34 -10.30 -3.40 0.89 1.51 1.71

UK Pound Sterling -2.59 -0.12 -6.73 -1.50 -4.03 1.43 -5.16 -2.96 -0.77

 US Fixed Income Indices Trailing Performance 

Annualized Performance to Date:
Ending May-13

1
Month

3
Months

YTD
1

Year
2

Years
3

Years
5

Years
7

Years
10

Years

ML 3-month T-bill Total Return Index 0.01 0.03 0.03 0.12 0.09 0.11 0.32 1.50 1.74

BarCap Aggregate Bond Index -1.78 -0.71 -0.91 0.91 3.97 4.59 5.50 5.86 4.66

ML U.S. Corp/Govt Master Index -2.07 -0.75 -0.98 1.23 4.67 5.18 5.69 5.95 4.59

ML U.S. Corporate Master Index -2.28 -0.55 -0.57 5.16 6.43 7.52 7.69 6.94 5.45

BarCap Mortgage Backed Securities Index -1.53 -0.89 -1.06 -0.03 2.43 3.23 5.03 5.66 4.82

ML U.S. High Yield Master Index -0.55 2.35 4.21 14.69 8.94 11.88 10.49 9.13 9.24

JPM EMBI Global -3.81 -1.83 -3.36 10.41 9.34 10.45 9.33 9.34 9.42





























STANCERA
Price Monitor Position Report

BlackRock
Passive Large Cap Growth Manager  
Positions as of May 31, 2013

 $ Value Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol # Shares Position Manager StanCERA  $ PX  $ PX % Change % Change
Apple Inc. AAPL 9,545 $4,292,663 5.16% 0.27% 449.73 435.96 -3.06% -3.03%
Microsoft Corp. MSFT 78,900 $2,753,627 3.31% 0.18% 34.90 34.72 -0.52% -0.49%
Google Inc. GOOG 2,741 $2,387,586 2.87% 0.15% 871.22 877.00 0.66% 0.69%
INTL Business Machines IBM 11,198 $2,329,352 2.80% 0.15% 208.02 203.77 -2.04% -2.02%
Coca-Cola Co. KO 41,889 $1,663,823 2.00% 0.11% 39.72 40.41 1.74% 1.76%
Philip Morris Intl. PM 16,472 $1,497,441 1.80% 0.10% 90.91 92.58 1.84% 1.86%
Verizon Communications VZ 30,888 $1,497,441 1.80% 0.10% 48.48 50.64 4.46% 4.48%
Pepsico Inc. PEP 16,906 $1,356,016 1.63% 0.09% 80.21 81.98 2.21% 2.23%
Oracle Corp ORCL 37,680 $1,272,825 1.53% 0.08% 33.78 34.25 1.39% 1.42%
Home Depot HD 15,943 $1,247,867 1.50% 0.08% 78.27 76.53 -2.22% -2.20%
TOP TEN HOLDINGS $20,298,639 24.40% 1.29% Russell 1000 Growth: -0.03%

Total Portfolio Value $83,191,144
Total StanCERA Value $1,571,902,645
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STANCERA
Price Monitor Position Report

BlackRock
Passive Large Cap Value Manager  
Positions as of May 31, 2013

 $ Value Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol # Shares Position Manager StanCERA  $ PX  $ PX % Change % Change
EXXON MOBIL CORP XOM 53,968 $4,882,447 4.93% 0.31% 90.47 91.33 0.95% 0.34%
GENERAL ELECTRIC CO GE 123,582 $2,881,931 2.91% 0.08% 23.32 23.68 1.54% 0.93%
CHEVRON CORP CVX 22,510 $2,763,088 2.79% 0.08% 122.75 121.66 -0.89% -1.50%
JPMORGAN CHASE & CO JPM 42,996 $2,347,140 2.37% 0.15% 54.59 54.17 -0.77% -1.38%
BERKSHIRE HATHAWAY INC BRK/B 20,489 $2,337,236 2.36% 0.15% 114.07 114.99 0.81% 0.19%
PFIZER INC PFE 85,469 $2,327,333 2.35% 0.15% 27.23 29.08 6.79% 6.18%
WELLS FARGO & CO WFC 56,661 $2,297,622 2.32% 0.06% 40.55 40.94 0.96% 0.35%
PROCTER & GAMBLE CO PG 29,804 $2,287,718 2.31% 0.06% 76.76 78.43 2.18% 1.56%
AT&T INC T 64,816 $2,267,911 2.29% 0.06% 34.99 36.30 3.74% 3.13%
JOHNSON & JOHNSON JNJ 24,706 $2,079,744 2.10% 0.13% 84.18 84.91 0.87% 0.25%
TOP TEN HOLDINGS $26,472,170 26.73% 1.24% Russell 1000 Value 0.61%

Total Portfolio Value $99,035,429
Total StanCERA Value $1,571,902,645



STANCERA
Price Monitor Position Report

Capital  Prospects
Active US Small Cap Value Manager  
Positions as of May 31, 2013

 $ Value Weight Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol # Shares Position Manager StanCERA R2000V  $ PX  $ PX % Change % Change
Hillenbrand, Inc HI 57,710      $1,365,995 1.64% 0.09% 0.09% 23.67               23.87         0.84% 0.24%
Regal Beloit Corp RBC 19,124      $1,291,032 1.55% 0.08% 0.00% 67.51               67.08         -0.64% -1.24%
Belden Inc BDC 24,177      $1,291,032 1.55% 0.08% 0.17% 53.40               51.27         -3.99% -4.59%
Littelfuse, Inc LFUS 14,961      $1,099,460 1.32% 0.07% 0.11% 73.49               74.19         0.95% 0.35%
Hexcel Corp New HXL 29,225      $1,016,167 1.22% 0.06% 0.25% 34.77               34.89         0.35% -0.26%
Polyone Corporation POL 39,648      $1,016,167 1.22% 0.06% 0.18% 25.63               25.55         -0.31% -0.91%
Meredith Corporation MDP 23,780      $974,521 1.17% 0.06% 0.11% 40.98               44.84         9.42% 8.82%
A. O. Smith Corp AOS 23,585      $924,546 1.11% 0.06% 0.22% 39.20               38.66         -1.38% -1.98%
Waddell & Reed WDR 19,720      $907,887 1.09% 0.06% 0.10% 46.04               47.07         2.24% 1.63%
MB Financial, Inc MBFI 35,402      $899,558 1.08% 0.06% 0.10% 25.41               26.17         2.99% 2.39%
TOP TEN HOLDINGS $10,786,366 12.95% 0.69% 1.33% Russell 2000 Value: 0.60%

Total Portfolio Value $83,292,398
Total StanCERA Value $1,571,902,645



STANCERA
Price Monitor Position Report

Delaware Investments Advisers
Active Large Cap Growth Portfolio  
Positions as of May 31, 2013

 $ Value Weight Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol # Shares Position Manager StanCERA R1000G  $ PX  $ PX % Change % Change
Visa Inc. V 42,625 $7,593,218 6.04% 0.48% 1.17% 178.14 182.25 2.31% 2.33%
EOG Resources Inc. EOG 51,150 $6,603,465 5.25% 0.42% 0.44% 129.10 133.33 3.28% 3.30%
MasterCard Inc. Cl A MA 11,225 $6,401,056 5.09% 0.41% 0.78% 570.25 573.72 0.61% 0.64%
Crown Castle International Corp. CCI 87,700 $6,248,625 4.97% 0.40% 0.26% 71.25 69.74 -2.12% -2.09%
Kinder Morgan Inc. KMI 157,140 $5,968,177 4.75% 0.38% 0.23% 37.98 37.96 -0.05% -0.03%
QUALCOMM Inc. QCOM 93,350 $5,925,858 4.71% 0.38% 1.36% 63.48 61.96 -2.39% -2.37%
Adobe Systems Inc. ADBE 133,525 $5,729,558 4.56% 0.36% 0.15% 42.91 43.30 0.91% 0.94%
Walgreen Co. WAG 117,200 $5,597,472 4.45% 0.36% 0.00% 47.76 50.07 4.84% 4.86%
Celgene Corp. CELG 44,925 $5,554,976 4.42% 0.35% 0.68% 123.65 120.26 -2.74% -2.71%
Liberty Interactive Corp. Interactive Series ALINTA 238,700 $5,358,815 4.26% 0.34% 0.02% 22.45 22.45 0.00% 0.03%
TOP TEN HOLDINGS $60,981,220 48.50% 3.88% 5.09% Russell 1000 Growth: -0.03%

Total Portfolio Value $125,710,076
Total StanCERA Value $1,571,902,645



STANCERA
Price Monitor Position Report

Dodge & Cox Equity
Active US Large Cap Value Manager  
Positions as of May 31, 2013

 $ Value Weight Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol # Shares Position Manager StanCERA R1000V  $ PX  $ PX % Change % Change
WELLS FARGO & CO                        WFC      160,072    $6,490,919 3.72% 0.41% 2.30% 40.55 40.94 0.96% 0.35%
MICROSOFT CORP                          MSFT     165,000    $5,755,200 3.70% 0.37% 0.00% 34.88 34.72 -0.46% -1.07%
MERCK & CO. INC.                        MRK      122,500    $5,720,750 3.41% 0.36% 1.70% 46.70 47.90 2.57% 1.95%
CAPITAL ONE FINANCIAL CORP              COF      92,500      $5,636,025 3.39% 0.36% 0.40% 60.93 62.35 2.33% 1.72%
COMCAST CORP-CLASS A                    CMCSA    140,063    $5,623,529 3.37% 0.36% 0.70% 40.15 39.75 -1.00% -1.61%
HEWLETT-PACKARD CO                      HPQ      225,005    $5,494,622 3.34% 0.35% 0.60% 24.42 24.93 2.09% 1.47%
SANOFI-ADR                              SNY      98,255      $5,216,357 3.20% 0.33% 0.00% 53.09 53.99 1.70% 1.08%
GENERAL ELECTRIC CO                     GE       220,000    $5,130,400 3.16% 0.33% 2.90% 23.32 23.68 1.54% 0.93%
GLAXOSMITHKLINE PLC-SPON ADR       GSK      95,000      $4,918,150 3.00% 0.31% 0.00% 51.77 52.86 2.11% 1.49%
NOVARTIS AG-ADR                         NVS      67,000      $4,807,920 2.97% 0.31% 0.00% 71.76 72.77 1.41% 0.79%
TOP TEN HOLDINGS $54,793,872 33.26% 3.49% 8.60% Russell 1000 Value: 0.61%

Total Portfolio Value $164,348,420
Total StanCERA Value $1,571,902,645



STANCERA
Price Monitor Position Report

Legato Capital Management
Active US Small Cap Growth Manager  
Positions as of May 31, 2013

 $ Value  Weight Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol # Shares Position Manager StanCERA R2000G  $ PX  $ PX % Change % Change
Ultimate Software Group Inc. ULTI 9,000        $1,001,700.00 1.35% 0.06% 0.47% 111.30             113.26 1.76% 1.02%
Portfolio Recovery Associates Inc. PRAA 6,241        $950,317.07 1.19% 0.06% 0.38% 152.27             154.03 1.16% 0.42%
Encore Capital Group Inc. ECPG 25,032      $892,891.44 1.13% 0.06% 0.09% 35.67               38.30 7.37% 6.64%
Beacon Roofing Supply Inc. BECN 21,216      $874,523.52 1.12% 0.06% 0.28% 41.22               40.83 -0.95% -1.68%
Semtech Corp. SMTC 22,011      $803,621.61 1.10% 0.05% 0.35% 36.51               35.66 -2.33% -3.07%
CoStar Group Inc. CSGP 7,184        $803,243.04 1.09% 0.05% 0.46% 111.81             115.39 3.20% 2.46%
Health Management Associates Inc. Cl A HMA 54,440      $750,727.60 1.08% 0.05% 0.00% 13.79               16.02 16.17% 15.43%
Neogen Corp. NEOG 12,699      $691,714.53 1.07% 0.04% 0.19% 54.47               55.37 1.65% 0.91%
United Natural Foods Inc. UNFI 12,977      $686,742.84 0.97% 0.04% 0.38% 52.92               54.20 2.42% 1.68%
Triumph Group Inc. TGI 8,561        $664,761.65 0.95% 0.04% 0.00% 77.65               79.12 1.89% 1.16%
TOP TEN HOLDINGS 8,120,243.30$  11.05% 0.52% 2.60% Russell 2000 Growth: 0.74%

Total Portfolio Value  $74,298,930
Total StanCERA Value $1,571,902,645



STANCERA
Price Monitor Position Report

BNY - S&P 500 Index
Passive S&P 500 Index Fund  
Positions as of May 31, 2013

 $ Value Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol # Shares Position Manager StanCERA  $ PX  $ PX % Change % Change
Apple Inc. AAPL 5,263        $2,366,862 2.76% 0.15% 449.73 435.96 -3.06% -3.41%
Exxon Mobil Corp XOM 25,972      $2,349,711 2.74% 0.15% 90.47 91.33 0.95% 0.61%
Microsoft MSFT 43,492      $1,517,879 1.77% 0.10% 34.90 34.72 -0.52% -0.86%
General Electric Co GE 61,044      $1,423,548 1.66% 0.09% 23.32 23.68 1.54% 1.20%
Johnson & Johnson JNJ 16,707      $1,406,397 1.64% 0.09% 84.18 84.91 0.87% 0.52%
Chevron Corp CVX 11,388      $1,397,821 1.63% 0.09% 122.75 121.66 -0.89% -1.23%
Google Inc. GOOG 1,585        $1,380,670 1.61% 0.09% 871.22 877.00 0.66% 0.32%
Intl Business Machines Corp IBM 6,060        $1,260,612 1.47% 0.08% 208.02 203.77 -2.04% -2.39%
Procter & Gamble PG 16,423      $1,260,612 1.47% 0.08% 76.76 78.43 2.18% 1.83%
Berkshire Hathaway Inc BRK/B 10,525      $1,200,582 1.40% 0.08% 114.07 114.99 0.81% 0.46%
TOP TEN HOLDINGS $15,564,693 18.15% 0.99% S&P 500 Index: 0.34%

Total Portfolio Value $85,755,885
Total StanCERA Value $1,571,902,645



STANCERA
Price Monitor Position Report

LSV Asset Management
International Large Cap Value
Positions as of May 31, 2013

 $ Value  Weight Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol Market # Shares Position Manager StanCERA ACWI xUS  $ PX*  $ PX* % Change % Change
ROYAL DUTCH SHELL RDS/A London 49,174     $3,263,646 2.38% 0.21% 1.32% 66.37 66.34 -0.05% 0.35%
ASTRAZENECA PLC AZN London 47,894     $2,454,591 1.79% 0.16% 0.39% 51.25 51.07 -0.35% 0.04%
ALLIANZ SE ALV.DE Germany 18,207     $2,180,335 1.59% 0.14% 0.43% 119.75 113.05 -5.59% -5.20%
SANOFI S.A. SNY Paris 40,552     $2,152,910 1.57% 0.14% 0.77% 53.09 53.99 1.70% 2.09%
BT GROUP PLC BT London 43,247     $1,974,643 1.44% 0.13% 0.22% 45.66 48.42 6.04% 6.44%
BASF SE BAS.DE Germany 19,570     $1,906,079 1.39% 0.12% 0.56% 97.40 97.05 -0.36% 0.04%
OLD MUTUAL PLC OML.L London 91,869     $1,864,941 1.36% 0.12% 0.09% 20.30 18.50 -8.87% -8.47%
LEGAL & GENERAL GROUP PLC LGEN London 10,265     $1,837,515 1.34% 0.12% 0.10% 179.00 170.90 -4.53% -4.13%
MAGNA INTERNATIONAL INC MGA Canada 27,582     $1,837,515 1.34% 0.12% 0.09% 66.62 69.48 4.29% 4.69%
CHINA PETROLEUM & CHEMICAL CORPOSNP Hong Kong 18,508     $1,823,802 1.33% 0.12% 0.12% 98.54 93.77 -4.84% -4.45%
TOP TEN HOLDINGS  $21,295,979 15.53% 1.35% 4.09% MSCI ACWI ex-U.S. -0.40%

Total Portfolio Value $137,128,003   
Total StanCERA Value $1,571,902,645

*Company quotes are provided directly in USD



STANCERA
Price Monitor Position Report

Pyramis Global Advisors
Active Non-US Growth Manager
Positions as of May 31, 2013

 $ Value  Weight Weight Weight 5/31/2013 6/13/2013 Position Relative
Company Symbol Market # Shares Position Manager StanCERA ACWI xUS  PX*  PX* % Change % Change
SANOFI 5671735 Paris 19577 $2,093,427 1.46% 0.13% 0.77% 82.51 80.33 -2.64% -2.25%
NESTLE SA (REG) 7123870 Switzerland 31498 $2,082,689 1.45% 0.13% 1.29% 63.45 65.90 3.86% 4.26%
HSBC HOLDINGS PLC (UK REG) 540528 London 180274 $1,983,982 1.38% 0.13% 1.22% 8.58 8.15 -5.01% -4.62%
ROYAL DUTCH SHELL PLC CL A(NL) B09CBL4 Amsterdam 56161 $1,875,297 1.31% 0.12% 3.39% 25.77 24.55 -4.73% -4.34%
TOYOTA MOTOR CORP 6900643 Hong Kong 29500 $1,755,831 1.22% 0.11% 0.99% 6010.00 6049.82 0.66% 1.06%
ROCHE HLDGS GENUSSSCHEINE 7110388 Swiss 6768 $1,686,358 1.18% 0.11% 1.06% 239.10 227.30 -4.94% -4.54%
BAYER AG 5069211 Germany 13992 $1,503,097 1.05% 0.10% 0.54% 82.89 81.77 -1.35% -0.96%
VODAFONE GROUP PLC B16GWD5 London 492638 $1,433,652 1.00% 0.09% 0.86% 1.92 2.07 7.81% 8.21%
UBS AG (REGD) B18YFJ4 London 78819 $1,397,156 0.97% 0.09% 0.39% 17.53 17.88 2.00% 2.39%
GLAXOSMITHKLINE PLC 925288 London 52708 $1,369,268 0.96% 0.09% 0.77% 17.14 17.29 0.88% 1.27%
TOP TEN HOLDINGS  $17,180,757 11.98% 1.09% 11.28% MSCI ACWI ex-US: -0.40%

Total Portfolio Value $143,419,159
Total StanCERA Value $1,571,902,645

*Company quotes are provided in foreign currency and then converted to USD
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What Is a Bond? 

 At simplest level, a loan between two parties that becomes 
securitized, or tradable in the open market 

 Borrower pays interest to lender to compensate for risk of 
non-repayment (default) and for the time value of money 

 These two factors are reflected in the coupon: higher 
coupon for greater risk and longer period to maturity 

 

 

 

 

 Various ways for lenders to reduce or hedge this risk 
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What Affects Bond Prices? 
 Changes in the general level of interest rates 

 When rates rise, prices for most bonds decline 

 Duration is a measure of the magnitude of this change: the 
longer the duration, the greater the price drop 

 Each duration year = a 1% drop in price for a 1% increase in rates 

 StanCERA FI portfolios have about a 4 year duration: 

 If rates increase by 1% (100 bps), the price decline will be ~4%. 

 Positive convexity offsets this effect; negative convexity 
exaggerates this effect 

 Changes in liquidity 

 Liquidity can dry up quickly for most sectors 

 “Flight to quality” causes risky bond prices to fall and “safe”  
(US Government) bond prices to rise: credit spreads widen 



What Affects Bond Prices? 

Duration is the slope of the 

relationship between a change 

in rates and a bond’s price. 

Convexity is the change in 

duration with a change in rates.  

 

In this example Bond A has 

greater positive convexity than 

Bond B. 

 

C = coupon payment  

n = number of payments  

i = interest rate, or required yield  

M = value at maturity, or par value 

 

A bond’s price is simply the net present value of future cash flows, including 
interest and principal, discounted at an appropriate interest rate. 
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What Affects Bond Prices? 

 Broad market interest rates are affected by: 

 Monetary Policy (Federal Reserve and Treasury Dept. actions) 

 Fiscal Policy (Government borrowing and spending) 

 Risk tolerance of investors 

 General credit conditions 

 A single bond’s price (and, conversely, yield) is affected by: 

 The issuer’s creditworthiness 

 Security characteristics (seniority, callability, term, etc.) 

 Liquidity: Supply and demand of bonds with similar 
characteristics 



What Are The Concerns re: Fixed Income? 

 Roles of Fixed Income 

 Capital Preservation 

 Income Generation 

 Fixed Income has become challenged in both areas 

 Yields are unlikely to fall significantly from current levels 
and could rise rapidly if growth or inflation were to pick 
up.  Bonds lose value in rising rate environments. 

 Yields are so low in large developed markets that 
income generation is below what most Plans need for 
funding purposes. 
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What Are The Concerns re: Fixed Income? 

 Yields near all time lows.  Average Nominal Yield 6.42% today at 
1.87%.  Average Real Yield 2.55% today at 0.09%. 

 Nearing an inflection point, interest rates are likely to rise, the 
question is when? 

 Rising yields will lead to decline in Treasury bond prices   
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What Are The Concerns re: Fixed Income 

Rising Rate  Corp. Bonds  S&P 500 

1958-1981     3.0%      8.6% 

Ann. Inflation     5.0%      5.0% 

Ann. Real Return    -2.0%      3.6% 

 

Falling Rate  Corp. Bonds  S&P 500 

1982-2012     10.1%      11.0% 

Ann. Inflation        3.1%         3.1% 

Ann. Real Return        6.8%         7.7% 
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Fixed Income Yields and Returns 

# of Correlation Yield Price Impact of a 1% 

U.S. Treasuries issues to 10-year Mar. 2013 Fall Rise 

2-Year 73 0.69 0.25% 0.5% -0.5% 

5-Year 60 0.92 0.77% 3.7% -3.7% 

10-Year 21 1.00 1.87% 9.2% -9.2% 

30-Year 18 0.92 3.10% 20.4% -20.3% 

TIPS 34 0.62 -0.64% 9.2% -9.2% 

TOTALS 206 
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Fixed Income Yields and Returns 

# of Correlation Avg. Yield 
Price Impact of a 
1% 

Sector issues to 10-year Maturity Mar. 2013 Fall Rise 

Broad Market 8223 0.87 7.2 years 1.86% 5.3% -5.3% 

MBS 784 0.81 5.9 years 2.52% 4.0% -4.1% 

Municipals 8988 0.53 9.9 years 2.06% 6.0% -6.0% 

Corporates 4527 0.52 10.4 years 2.78% 7.1% -7.1% 

High Yield 2056 -0.22 6.7 years 5.67% 4.1% -4.1% 

Floating Rate 314 -0.23 1.8 years 1.44% 0.1% -0.1% 

EMD ($) 623 0.23 9.6 years 4.30% 6.2% -6.2% 

EMD (Local) 430 -0.04 7.0 years 4.86% 5.0% -5.0% 
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Historical Bond Return Data 

Returns:   

1926 1930 1940 1950 1960 1970 1980 1990 2000 2010 1926 

FI Asset 
to 

1929 
to 

1939 
to 

1949 
to 

1959 
to 

1969 
to 

1979 
to 

1989 
to 

1999 
to 

2009 
to 

2012 
to 

2012 

1-month US Treasury Bill 3.6% 0.6% 0.4% 1.9% 3.9% 6.3% 8.9% 4.9% 2.1% 0.1% 3.5% 

Long-term US Gov't Bond 5.0% 4.9% 3.2% -0.1% 1.4% 5.5% 12.6% 8.9% 7.7% 13.4% 5.7% 

Long-term US Corp. Bond 5.2% 6.9% 2.7% 1.0% 1.7% 6.2% 13.0% 8.1% 7.6% 13.6% 6.1% 

CPI -1.1% -2.0% 5.4% 2.2% 2.5% 7.4% 5.1% 3.0% 2.5% 2.1% 3.0% 

LT US Gov't Bond Inflation Adj. 2.6% 

LT US Corp Bond Inflation Adj. 0.5% 

1980 1990 2000 2010 1980 

FI Asset             
to 

1989 
to 

1999 
to 

2009 
to 

2012 
to 

2012 

BC US Aggregate Index 12.4% 7.7% 6.3% 6.2% 8.2% 

BC US Municipal Index 9.4% 7.1% 5.8% 6.6% 7.3% 

DFA US Intermediate Var. Credit 12.6% 7.9% 6.5% 7.5% 8.8% 

DFA US Intermediate Var. Govt/Credit 12.0% 7.3% 6.2% 5.9% 8.2% 
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Data provided by: 

Dimensional 

Barclays Bank 

Ibbotson Assoc. 



SIS Fixed Income Capital Markets Expectations 

Expected Expected  Sharpe 

FI Asset Class Return Risk Ratio 

BC Aggregate 2.4% 5.0% 0.18 

Int'l. Bond 2.4% 9.0% 0.10 

High Yield 4.5% 11.0% 0.27 

EM Debt 4.4% 10.0% 0.29 

Bank Loans 4.1% 7.5% 0.35 

TIPS 2.2% 4.5% 0.16 

Int'l. ILBs 2.2% 4.0% 0.18 

Cash 1.5% 1.0% 

CPI 2.4% 1.2% 
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StanCERA FI allocation is at 29.8% within the US Core BC Aggregate asset 

class has low return expectations at 2.4%. 

30% of the Portfolio with return expectations of 2.4%! 



SIS Correlation Expectations 

Correlation 
Matrix R1000 R2000 INTL EQ EM EQ REAL EST 

DIR 
LEND BC AGG INTL FI 

HIGH 
YLD EM DEBT BK LOAN TIPS ILBs CASH CPI 

R1000 1.00 

R2000 0.86 1.00 

Int'l Equity 0.77 0.72 1.00 

EM Equity 0.58 0.66 0.71 1.00 

Real Estate 0.64 0.65 0.56 0.50 1.00 

Direct Lending 0.63 0.62 0.60 0.57 0.65 1.00 

BC Aggregate 0.17 0.09 0.07 -0.09 0.16 0.15 1.00 

Int'l. Bond 0.11 0.02 0.36 0.13 0.00 0.15 0.46 1.00 

High Yield 0.70 0.73 0.60 0.59 0.69 0.76 0.35 0.30 1.00 

EM Debt 0.50 0.50 0.43 0.55 0.44 0.42 0.36 0.14 0.49 1.00 

Bank Loans 0.65 0.64 0.62 0.59 0.67 0.80 0.14 0.10 0.78 0.42 1.00 

TIPS 0.12 0.08 0.07 0.08 0.26 0.26 0.62 0.43 0.32 0.39 0.25 1.00 

Int'l. ILBs 0.45 0.28 0.43 0.15 0.26 0.26 0.59 0.47 0.41 0.32 0.33 0.52 1.00 

Cash 0.14 0.10 0.09 0.01 -0.16 0.00 0.33 0.07 -0.16 0.23 -0.08 0.05 0.11 1.00 

CPI 0.11 0.10 0.13 0.23 0.09 0.25 -0.04 0.03 -0.09 0.25 0.10 0.29 0.03 0.41 1.00 
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FI allocation within BC Aggregate does provide low correlations 

to Equities and Direct Lending 



GMO Fixed Income Expectations 

Expected Expected 

FI Asset Class Return Range 

US Bonds -0.9% +/- 4.0% 

Int'l. Bonds (Hedged) -2.0% +/- 4.0% 

EM Debt 1.6% +/- 8.5% 

ILBs -2.2% +/- 1.5% 

Cash 0.1% +/- 1.5% 

estimated range of 7-year annualized returns 

Source: GMO 

PAGE 13 

Not a pretty picture for FI returns 
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Building-Block Approach to Asset Class Expected Returns 

ASSET CLASS DERIVATION 

Inflation Consensus of Economists’ Forecasts, TIPS 

Cash Inflation + 1% to 2% Premium 

US Large Cap CAPM, 3% to 6% Equity Premium, Macroeconomic Dividend Discount Model 

US Fixed Yield to Worst on Aggregate (Compare to Historic Bond Risk Premium, Adjust if  

Necessary) 

US Small Cap CAPM, (Beta of ~1.2) 

Private Markets CAPM, (Beta of ~1.6) 

International Equity Weighted Sum of Local Market Premium + Local Risk Free Rate 

International Bond US Fixed Return, Adjusted for Quality and Duration (Potential Currency Effects Based on 

Purchasing Power Parity) 

Real Estate Historical Behavior of Equity REITs; Current Appraisal Cap Rates; CAPM 

High Yield Historical Ratio:  Spread of High Yield Over US Fixed Income Divided By Spread of  

Large Cap Over US Fixed Income 

 
THE CONTINUATION OF LOW CASH LEVEL YIELDS ARE HAVING 

THE EFFECT OF LOWERING THE ASSUMED RETURN 

EXPECTATIONS FOR ALL ASSET CLASSES 



StanCERA Target Portfolio Expectations 

  Expected   

January 2013 --------- ---------   Current   Current New Policy 

Asset   Gm Mean   Std Dev     Yield      Mix Mix 

--------------   -------   -------   -------      ---      --- 

US Lrg Cap 8.00% 18.00% 2.20% 33.10% 30.50% 

US Sml Cap 8.30% 21.00% 1.20% 8.30% 7.60% 

US Fixed 2.80% 4.50% 2.80% 37.10% 29.80% 

Intl Stock 8.00% 18.50% 3.50% 15.00% 13.50% 

EM Stock 8.50% 27.50% 2.70% 5.00% 4.50% 

Real Est 6.60% 18.50% 2.50% 1.50% 3.50% 

Dir Lend 8.30% 10.00% 8.30% 0.00% 7.50% 

Infrast 7.10% 25.00% 4.00% 0.00% 3.00% 

--------------      ---      --- 

Totals 100.00% 100.00% 

Median 6.61% 6.98% 

Gm Mean 6.63% 7.00% 

Std Dev 11.30% 11.65% 

SIS Infl 2.30% 2.30% 

SIS Real 4.33% 4.70% 

Assumed optimization time period is 10 years. 
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Achieving Your Target Return 

Portfolio Total 
Return Risk Free Rate Beta Alpha 

Since 1970* 

9.8% = 5.7% + 4.2% + ? 

Forecast** 

7.0% = 1.5% + 5.5% + ? 

Today 

? = 0.2% + ? + ? 
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*   Source:  Bridgewater Associates.  Period 1970  to January 2013. 
 

** Estimated expected return on DB Retirement Plan Target Mix.  Risk Free Rate or Inflation   

expectations currently at 2.3%. DB Retirement Total Return expectations of 7.0% is based upon 

a mix of passive investments (beta) representing asset classes.   



StanCERA Current FI Allocation 

 Dodge & Cox FI (US Core/Core+) 

 Benchmark BC US Aggregate Index 

 Portfolio Value 4/30/13:  $427.9 Million 

 % of Fixed Income = 79.05% 

 % of Total Plan Assets = 27.3% 

 Current Yield = 4.4% 

 PIMCO FI (US Core) 

 Benchmark BC US Aggregate Index 

 Portfolio Value 4/30/13:  $113.4 Million 

 % of Fixed Income =20.95% 

 % of Total Plan Assets = 7.2% 

 Current Yield = 2.3% 

Combined Current Yield = 3.96% or $21.3 Million annually 
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Dodge & Cox FI Portfolio Sectors 

Dodge & Cox % of Market Est. Annual Current  

FI Sectors Portfolio Value Income Yield 

U.S. Treasury 8.2% $35,243,235 $113,250 0.3% 

Government-Related 7.8% $33,193,768 $1,638,817 4.9% 

Mortgage-Related 32.2% $137,577,371 $6,652,768 4.8% 

Asset-Backed 1.7% $7,372,156 $108,178 1.5% 

Corporate 45.2% $193,301,519 $10,189,401 5.3% 

Cash 4.1% $17,481,245 $1,748 0.0% 

Accrued Income 0.9% $3,748,415 $0 0.0% 

TOTAL D&C VALUE 100.0% $427,917,709 $18,704,162 4.4% 
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Dodge & Cox FI Portfolio Characteristics 

BY QUALITY % BC AGG % BY MATURITY % 

CASH 4.1% 0-1 Year 14.8% 
US TREASURY 8.3% 1-5 49.1% 
FEDERAL AGENCY 33.8% 5-10 21.2% 

AAA 1.7% 72.2% 10-15 1.2% 

AA 1.3% 4.8% 15-20 5.5% 

A 14.0% 11.3% 20-25 5.3% 
BAA 27.9% 10.6% Over 25 2.9% 

BA 4.9% TOTAL D&C 100.0% 
BELOW BA 3.8% 
TOTAL D&C 100.0% 100.0% 

Weighted-Average Summary Characteristics BC AGG 
MATURITY 6.2 Years 7.2 Years 
EFFECTIVE DURATION 4.0 Years 5.3 Years 

QUALITY A+ AA+ 

COUPON 5.2% 
YTM 2.1% 1.9% 
CURRENT YIELD 4.4% 
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PIMCO FI Portfolio Sectors 

Dodge & Cox % of Market Estimated Current 

FI Sectors Portfolio Value Income Yield 

U.S. Treasury 30% $34,180,182 $376,869 1.1% 

Government-Related 6% $7,110,064 $42,500 0.6% 

Mortgage-Related 32% $35,799,230 $1,058,664 3.0% 

Asset-Backed 0% $215,349 $853 0.4% 

Investment Grade Credit 9% $10,067,993 $394,364 3.9% 

High Yield Credit 5% $5,782,380 $198,590 3.4% 

Non-US Developed 1% $787,523 $0 0.0% 

Emerging Markets Debt 2% $2,361,980 $110,603 4.7% 

Municipal/Other 8% $7,972,296 $230,167 2.9% 

Cash 7% $8,010,194 $158,394 2.0% 

TOTAL PIMCO VALUE 100.0% $112,287,191 $2,571,004 2.3% 
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PIMCO FI Portfolio Characteristics 

BY QUALITY % BC AGG % BY MATURITY % 

CASH 7 0-1 Year 11 
US TREASURY 30 1-5 37 
FEDERAL AGENCY 26 5-10 45 

AAA 4 72.2% 10-15 1 

AA 72 4.8% 15-20 1 

A 8 11.3% 20-25 0 
BAA 8 10.6% Over 25 5 

BA 4 TOTAL PIMCO 100.0% 
BELOW BA 4 
TOTAL PIMCO 100.0% 

Weighted-Average Summary Characteristics BC AGG 
MATURITY 6.8 Years 7.2 Years 
EFFECTIVE DURATION 5.2 Years 5.3 Years 

QUALITY AA- AA+ 

COUPON 2.4% 
YTM 2.0% 1.9% 
CURRENT YIELD 2.3% 
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What Can We Do About It?  Reduce Duration 

 Duration is a measure of interest rate sensitivity.  The longer 
(higher) the duration, the greater the principal loss experienced due 
to a parallel rise in interest rates, all else being equal. 

 

 The duration of StanCERA’s  bond portfolio is 4.25 years 

 

 For example, a bond with a duration of 4.25 years will lose 4.25% of 
its value if interest rates increase by 1%. 

. 
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What Can We Do About It?  Diversify 

 Diversify across sources of yield and risk 
 

 Find the best risk adjusted returns across geographies, strategies 
and security types: 

 
 Bank loans: may benefit from rising rates, with downside protection 

due to their senior position in the capital structure 
 Credit opportunity strategies 
 Geographic diversification, particularly emerging markets and other 

commodity producing nations which can provide a hedge to dollar 
weakness 

 

 Diversify across economic/business cycles 
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What Can We Do About It?  Diversify 

 Different bond sectors lead at varying points in the cycle 
 Relative value opportunities across bond segments 

Bond Sector Returns 
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What Can We Do About It?  Diversify 

 Credit focused strategies diversify portfolio risk away from interest rates 
and towards spread and default risk.   

 Higher-coupon bonds such as high yield will also reduce portfolio duration 
compared to lower-coupon investment grade or government bonds with 
the same maturity; this reduces interest rate sensitivity.   

 Credit strategies require skill in security selection and credit analysis 

High Yield Core Bonds 10-Year 
Treasury 

Rising Rates 12.8% 1.7% -3.4% 

Falling Rates 6.5% 9.8% 11.7% 

Average Annualized Returns During Rising and Falling Rate Environments 
(1986-2012) 

Source: Hotchkis & Wiley 
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 High Yield – Bond that has a rating of BB or lower and that pays a higher 
yield to compensate for its greater risk.  Public markets – high current 
income. 

 

 Moody’s Seasoned Aaa Corporate Bond Yield = 3.85% 

 Moody’s Seasoned Baa Corporate Bond Yield = 4.59% 

 B of A Merrill Lynch High Yield Master II Yield = 5.47% 
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Credit Opportunities – High Yield 



Credit Opportunities – High Yield 
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Credit Opportunities – Bank Loans 

 Bank Loans – A debt financing obligation issued by a bank or similar financial 
institution to a company or individual that holds legal claim to the borrower's 
assets above all other debt obligations. The loan is considered senior to all other 
claims against the borrower, which means that in the event of a bankruptcy the 
senior bank loan is the first to be repaid, before all other interested parties 
receive repayment. 

 Bank loans: may benefit from rising rates, with downside protection due to their 
senior position in the capital structure 

 Moody’s Seasoned Aaa Corporate Bond Yield = 3.85% 

 Moody’s Seasoned Baa Corporate Bond Yield = 4.59% 

 B of A Merrill Lynch High Yield Master II Yield = 5.47% 

 S&P/LTSA Leveraged Loan Index = 4.80% 
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Mortgage Opportunities – CMBS 

 Prima Capital Advisors (previously presented to StanCERA) 

 Prima Mortgage Investment Trust, LLC 

 Prima Q1 – 2013 Net Income =1.57% or approximately 6.25% annually 

 Prima’s portfolio investment grade quality 

 AAA rated CMBS yielding 2.75% to 3.00% in today’s market 

 A and BBB rated CMBS yielding 4.0% to 4.5% in today’s market 

 Conservative investment style – credit quality comes first 
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Mortgage - Credit Opportunities 

 Marinus Opportunities Fund 

 Structured Credit Fund with low leverage and short duration holdings 

 Fundamental credit research to build a portfolio of securitized 
mortgages and ABS holdings 

 Strategy is focused on the preservation of invested capital, high 
monthly cash-on-cash and targeted low volatility 

 Hedges are placed to reduce tail risks 

 Hedge fund format with 2/20 fees 

 Invests in Prime, Alt-A, Option Arms and Sub-prime types 

 Fund targets 10% net returns with volatility of 3-5% 
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Mortgage - Credit Opportunities 

 Manulife Asset Management Total Return Bond Strategy 

 Invests in securitized assets 

 Target Return of 6-10% net with yield of about 4% 

 Duration range 0-5 years – current duration of 2.68 years 

 Focus on senior classes with stable cash flows 

 Sectors include:  Agency MBS & US Treasury; Agency CMO, IO; CMBS; 
Corporate Bonds; RMBS & ABS 

 Approximately 70% investment grade / 30% non-investment grade 
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What Can We Do About It?  Diversify 

7.78% 
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2-Year Government Bond Yields (12/31/2012) 

 International and Emerging Market Debt offer more attractive 
yield opportunities 

 Over time, this enhanced yield is offset by currency appreciation 
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Global FI - Opportunistic 

 Existing StanCERA FI Manager PIMCO – GLADI 

 GLADI (Global Advantage Bond Index) provides: 

 A broader global opportunity set, with less dependence on over-indebted 
countries with low yields 

 Higher carry 

 Lower duration 

 Better return potential  due to more exposure to higher growth regions 

 Broad, investment-grade index consists of developed and emerging 
markets, corporate and government securities, currencies and inflation-
linked assets 

 Current yield of 2.5% and duration of 4.6 years with average quality A+ 
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What Can We Do About It?  Hedging Strategies 
Add Floating-Rate Notes (FRNs) 
 

 Floating Rate Notes (FRNs) are most often Bank Loans with adjustable 
coupons linked to either LIBOR or the Fed Funds Rate.   

 The deleveraging crisis in 2008 saw spreads in bank loans widen 
substantially due to the dominance of CLOs in the bank loan market 

 Floating Rate Notes are trading above longer term averages (450bp) but 
have narrowed substantially in the last year  

CS Leveraged Loan Index Discount Margin 
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Should We Be Concerned? 
 The environments of most concern are Stagflation and US Dollar Debasement 

 The other environments are likely to lead to strong returns from equities and/or 
long-term fixed income 

Fixed Income Sub-Sector Stagflation 

US Treasuries/Cash (Short) h h h i i 

US Treasuries (Long) ii hh i -- i 

Investment Grade Corp h i i h i 

Securitized (MBS/ABS) h i -- i i 

Bank Loans hh ii i h i 

High Yield Bonds h i ii hh i 

Foreign Dev Mkt Bonds i h h -- hh 

Emerging Market Bonds h i h -- hh 

* Scenarios have been closely correlated in the past 
** Strong economic growth coupled with low to moderate inflation (mid-1980s, mid-1990s, mid-2000s) 

Economic Environment 

Unexpected 
Inflation/ Rising 
Rates* 

Unexpected 
Inflation/ Declining  
Rates* 

“Goldilocks  
Economy** 

US Dollar 
Debasement 
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For the Retirement Board meeting 
Held on June 25, 2013 
 
TO: Retirement Board 
 
FROM: Rick Santos, Executive Director 
 

I. SUBJECT: Bank of New York Mellon (BNYM) Amendment to Securities Lending 
Agreement 
 

II. ITEM TYPE:  Action 
 

III. STAFF RECOMMENDATION:  Direct staff to sign revised agreement 
 

IV. ANALYSIS:  BNYM has submitted a proposed amendment to the current securities lending 
agreement between BNYM and StanCERA.  The original agreement was entered into on July 
1, 2008 and has been amended from time to time.   

 
Staff consulted with BNYM and has determined that the change essentially has to do with the 
inclusion of a specified list of non-cash securities that may be used as collateral by borrowers 
of StanCERA securities.  BNYM informed staff that they essentially have always been 
accepting these forms of securities as collateral, however, have never specifically made 
reference to them in the agreement.  They suggested that the inclusion of this type of list is an 
ongoing trend in the financial world today.   
 
Staff has put together Attachment 1 which summarizes the changes.  Also attached to this 
item is the actual amendment to the contract (Attachment 2) which includes the list of 
specified, acceptable collateral. 
  

V. RISK:  No additional risk 
 

VI. Strategy C:  Investment Information.  Review investment decisions regularly and ensure that 
the Board has a full range of information to make informed decisions regarding investment 
policy. 
 

VII. BUDGET IMPACT:  None 
 

 
 
______________________________________ 
Rick Santos, Executive Director 
 
 
 
______________________________________ 
Kathy Herman, Operations Manager 
 

STANISLAUS COUNTY 
EMPLOYEES’ RETIREMENT ASSOCIATION 
832 12th Street, Suite 600 
Modesto, CA 95354 
P.O. Box 3150  Modesto, CA 95353-3150 

 
Phone (209) 525-6393 

Fax (209) 558-4976 
www.stancera.org 

       e-mail: retirement@stancera.org 
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AMENDMENT TO AMENDED AND RESTATED SECURITIES LENDING AGREEMENT AND 
GUARANTY and GLOBAL SECURITIES LENDING SUPPLEMENT 

 
 THIS AMENDMENT TO SECURITIES LENDING AGREEMENT AND GUARANTY and GLOBAL 
SECURITIES LENDING SUPPLEMENT (“Amendment”) is made effective as of the ___ day of 
_________, 2013 (the “Effective Date”), by and between THE BANK OF NEW YORK MELLON TRUST 
COMPANY, NATIONAL ASSOCIATION, ("Bank") and STANISLAUS COUNTY EMPLOYEES’ 
RETIREMENT ASSOCIATION ("Lender") 
 
 WHEREAS, the Lender and Bank have entered into a certain Amended and Restated Securities 
Lending Agreement and Guaranty dated as of July 1, 2008 (as amended, modified or supplemented from 
time to time, the “Agreement”) and a Global Securities Lending Supplement thereto dated as of July 1, 
2008 (as amended, modified or supplemented from time to time, the “Supplement”); and 
 

WHEREAS, the Lender and the Bank desire to amend the Agreement and the Supplement in 
certain respects as hereinafter provided: 
 
 NOW, THEREFORE, the parties hereto, each intending to be legally bound, do hereby agree as 
follows: 
 
 1. From and after the Effective Date, the Agreement is hereby amended by deleting Item 11 of 
Article I (entitled “Collateral”) therefrom in its entirety and substituting in lieu thereof the following. 
 

 11. “Collateral” shall mean Cash Collateral and Non-Cash Collateral.  
 

 2. From and after the Effective Date, the Agreement is hereby amended by adding the 
following definition to Article I thereof: 

 
 “Non-Cash Collateral” shall mean Government Securities and Non-U.S. Collateral, 
as defined in the Global Securities Lending Supplement by and between Bank and Lender 
dated as of July 1, 2008 as amended, modified or supplemented from time to time. 
 

 3. From and after the Effective Date, the Supplement is hereby amended by deleting Item 14 of 
Article I (entitled “Definitions”) therefrom in its entirety and substituting in lieu thereof the following: 
 

 14. “Non-U.S. Collateral” shall mean those types of Collateral specifically 
identified in Schedule A hereto as the same may be amended from time to time in 
writing by Bank and Lender. 

 
 4. From and after the Effective Date, the Agreement is hereby amended by adding Schedule I 
thereto identical to that which is attached hereto as Attachment A. 
 

 
 5. From and after the Effective Date, the Agreement is hereby amended by adding the 
following at the end of Subsection 2(c) of Article IV thereof: 
 

If at any time upon the failure by a Borrower to return Loaned Securities (or Securities 
equivalent to the Loaned Securities) the Non-Cash Collateral held in respect of such 
Loaned Securities (including the proceeds realized upon the sale of such Non-Cash 
Collateral) is insufficient to satisfy the obligations of Bank pursuant to Section 5(a) of this 
Article IV (a “Non-Cash Collateral Insufficiency”), Bank shall be responsible for, and shall 
contribute the amount of, such Non-Cash Collateral Insufficiency as necessary to satisfy 
such obligations as and when required pursuant to Section 5(a) of this Article IV. 

 
 6. The Agreement is hereby amended by adding the following at the end of Subsection 7 of 
Article VII thereof: 



 2

 
Notwithstanding the foregoing, Bank may utilize the services of The Bank of New York  
Mellon, a BNY Mellon Affiliate, as agent for Lender, to perform all or any portion of the 
services to be provided by Bank hereunder, provided, however, that the use of such agent 
shall not limit the liability of Bank for the performance of its obligations hereunder and Bank 
shall be responsible for the acts and omissions of such agent to the same extent as though 
such acts or omissions were (and such acts or omissions shall be deemed to be) the acts or 
omissions of Bank. 

 
 7 Except as expressly amended hereby, all of the provisions of the Agreement and the 
Supplement shall continue in full force and effect; and are hereby ratified and confirmed in all respects.  
Upon the effectiveness of this Amendment, all references in the Agreement to “this Agreement” (and all 
indirect references such as “herein”, “hereby”, “hereunder” and “hereof”) shall be deemed to refer to the 
Agreement as amended by this Amendment. 
 
  IN WITNESS WHEREOF, the parties have executed this Amendment as of the date set 
forth above. 
 
 
THE BANK OF NEW YORK MELLON TRUST 
COMPANY, NATIONAL ASSOCIATION 
 
 
By:       
Name:       
Title:       

STANISLAUS COUNTY EMPLOYEES’ 
RETIREMENT ASSOCIATION 
 
 
By:       
Name:       
Title:       
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ATTACHMENT I 
to 

AMENDMENT TO AMENDED AND RESTATED SECURITIES LENDING AGREEMENT AND 
GUARANTY and GLOBAL SECURITIES LENDING SUPPLEMENT 

 
which Amendment is made and effective as of ___________ __, 2013, by and between THE BANK OF 

NEW YORK MELLON TRUST COMPANY, NATIONAL ASSOCIATION, ("Bank") and STANISLAUS 
COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION ("Lender") (the “Agreement”) 

 
 
 

SCHEDULE A 
 

NON-U.S. COLLATERAL 
 
The Lender hereby authorises the Bank] to accept the following types of Non-U.S. Collateral in respect of 
Loans made by the Bank] pursuant to the Agreement. 
 
 
1) Debt obligations and securities issued by a government where such government is a ratified 

member of the Organization for Economic Co-Operation and Development, or by the government 
of Singapore. Debt obligations and securities issued by agencies and instrumentalities of these 
same governments are also acceptable.  

    
2) Debt obligations issued by the following supranational issuers: 
 

European Bank for Reconstruction and Development 
European Investment Bank 
European Union 
Inter-American Development Bank 
International Bank for Reconstruction and Development 
International Finance Corporation 
European Financial Stability Facility 
Eurofima 
Council of Europe Development Bank 
Eutelsat 
Organisation for Economic Co-operation and Development 
African Development Bank 
Asian Development Bank 
Bank for International Settlements 
Euratom 
European Coal and Steel Community 
International Development Association 
International Monetary Fund 
Nordic Investment Bank 
  

3) Equity securities listed on the following indices (including Depositary Receipts where the 
underlying equity security is listed on the following indices): 

  
 AEX 25  (Netherlands) 

CAC 40  (France) 
 DAX 30  (Germany) 
 Euro 50  (Eurozone) 
 FTSE 100 (United Kingdom) 
 Nikkei 225 (Japan) 
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 SMI 20 (Switzerland) 
 S&P 500 (United States of America) 
 HEX 25 (Finland) 
 Copenhagen 20 (Denmark) 
 Stockholm 30 (Sweden)  
 IBEX 35 (Spain) 
 FTSEMIB (Italy)  
 Hang Seng (Hong Kong) 
 S&P/ASX 200 (Australia) 
 S&P/TSX 60 (Canada) 

Russell 1000 (United States of America) 
OBX (Norway) 
 

4) FTSE100 DBV (Class F10) as defined in the CREST Reference Manual. 
 
5) Unstripped British Government debt DBV (Class UBG) as defined in the CREST Reference 
Manual. 
 
6) Corporate bonds issued by companies domiciled in one of the following countries where such 
corporate bond has a rating of (i) A or better by Standard & Poor’s or (ii) A or better by Fitch or (iii) A2 or 
better by Moody’s or (iv) A or better by DBRS.* 

 
Australia  Luxembourg 

   Austria   Netherlands 
   Belgium  New Zealand 
   Canada   Norway 
   Denmark  Portugal 
  Finland   Singapore 

France   Spain 
  Germany  Sweden 
  Ireland   Switzerland 
  Italy   United Kingdom 
  Japan    
 
7.) Convertible securities that are immediately convertible into, or exchangeable for, securities of the 
same issuer, class, type and term (if applicable) as the securities that are being loaned, and in at least the 
same number of those loaned. 
 
8.) Debt obligations and securities issued by Canadian Provincial governments where such 
Provincial government has a rating of (i) A or better by Standard & Poor’s or (ii) A or better by Fitch or (iii) 
A2 or better by Moody’s or (iv) A or better by DBRS.* 
   
* Instruments which are eligible at the time of acceptance, but with respect to which the issuer of 

the instrument or the instrument itself (as applicable) is subsequently downgraded below the 
minimum applicable rating level, will be replaced in a prudent manner, but will remain eligible until 
replaced. 
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