
VENTURA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

BOARD OF RETIREMENT

DISABILITY MEETING

September 9, 2013

AGENDA

PLACE:

TIME:

ACTION ON AGENDA:

ITEM:

I. INTRODUCTION OF MEETING

II. APPROVAL OF AGENDA

III. APPROVAL OF MINUTES

IV. PENDING DISABILITY APPLICATION STATUS REPORT

V. APPLICATIONS FOR DISABILITY RETIREMENT



BOARD OF RETIREMENT September 9, 2013 AGENDA
DISABILITY MEETING PAGE 2 

V. APPLICATIONS FOR DISABILITY RETIREMENT (continued)

VI. INVESTMENT INFORMATION
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VII. OLD BUSINESS

VIII. NEW BUSINESS
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VIII. NEW BUSINESS (continued)

IX. PUBLIC COMMENT

X. BOARD MEMBER COMMENT

XI. ADJOURNMENT



VENTURA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

BOARD OF RETIREMENT

BUSINESS MEETING

July 15, 2013

MINUTES

DIRECTORS 
PRESENT:

DIRECTORS 
ABSENT:

STAFF
PRESENT:

PLACE:

TIME:

ITEM:

I. INTRODUCTION OF MEETING



BOARD OF RETIREMENT July 15, 2013 MINUTES
BUSINESS MEETING PAGE 2 

II. APPROVAL OF AGENDA

III. APPROVAL OF MINUTES

IV. CONSENT AGENDA



BOARD OF RETIREMENT July 15, 2013 MINUTES
BUSINESS MEETING PAGE 3 

IV. CONSENT AGENDA (continued)

END OF CONSENT AGENDA

V. CALPEPRA

VI. INVESTMENT INFORMATION
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VI. INVESTMENT INFORMATION (continued)
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VI. INVESTMENT INFORMATION (continued)



BOARD OF RETIREMENT July 15, 2013 MINUTES
BUSINESS MEETING PAGE 6 

VI. INVESTMENT INFORMATION (continued)

VII. NEW BUSINESS
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VIII. CLOSED SESSION

IX. PUBLIC COMMENT

X. BOARD MEMBER COMMENT

XI. ADJOURNMENT



SPECIAL MEETING

VENTURA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION

BOARD OF RETIREMENT

August 5, 2013

MINUTES

DIRECTORS 
PRESENT:

DIRECTORS 
ABSENT:

STAFF
PRESENT:

PLACE:

TIME:

ITEM:

I. INTRODUCTION OF MEETING



BOARD OF RETIREMENT August 5, 2013 MINUTES
SPECIAL MEETING PAGE 2 

II. APPROVAL OF AGENDA

III. PUBLIC COMMENT

IV. CLOSED SESSION

V. BOARD MEMBER COMMENT

VI. ADJOURNMENT



VENTURA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION
1190 South Victoria Avenue, Suite 200

Ventura, CA 93003-6572
(805) 339-4250 Fax: (805) 339-4269

http://www.ventura.org/vcera

A model of excellence for public pension plans around the World.

SUBJECT: INVESTMENT CONSULTANT SEARCH RESULTS

Executive Summary



INVESTMENT CONSULTANT SEARCH RESULTS

Ad Hoc Committee Analysis of the Strengths and Concerns

NEPC
Strengths Concerns



INVESTMENT CONSULTANT SEARCH RESULTS

SIS
Strengths Concerns



INVESTMENT CONSULTANT SEARCH RESULTS

Wurts
Strengths Concerns



INVESTMENT CONSULTANT SEARCH RESULTS

Process History

Date Action



INVESTMENT CONSULTANT SEARCH RESULTS

Finalist Backgrounds

Background NEPC SIS Wurts
Year Founded or Established 1986 1994 1986
Founders Richard Carlton Michael Beasly

& Barry Dennis
William Wurts &
Howard Johnson

& Company
Number of Full Service Institutional Clients 296 33 121
Assets Under Advisement ($ Billion) $468 $433 $42
Number of 1937 Act Clients 2 6 5
Clients by Size:

Under $1 B 198 10 112
$1 - 10 B 95 14 9
$10 - 25 B 1 4 0
Over $25 B 2 5 0

Clients by Type:
Public Pension Clients 56 16 8

# of Public Pension Clients with Assets > $1 B 33 15 2
Corporate 95 8 29
Unions/Taft-Hartley 49 0 45
Endowments, Foundations, Hospitals 83 5 23
Other (Non-Profits, Specialty, Financial, Etc.) 13 4 16

Clients by Length of Service:
Less than 1 Year 7% 6% 0%
1-5 Years 36% 18% 38%
5-10 Years 27% 21% 25%
Over 10 Years 29% 55% 38%
Over 5 Years 56% 76% 63%

Client Terminations:
Institutional Terminations in Last Three Years 22 6 10

Total Value of Terminations ($ Billion) Not Disclosed $210.8 $0.8
Number as a % of Total Institutional Clients 7% 18% 8%
Values as a % of Total Institutional Clients N/A 49% 2%



INVESTMENT CONSULTANT SEARCH RESULTS

Selection Criteria

Independence Criteria

1. Independence Criteria NEPC SIS Wurts
Ownership Structure 100% owned by 

33 partners with 
no single partner 

holding more 
than 30%.

100% owned by 
17 employees, & 
1 employee stock 
ownership plan at 

22.6%, with no 
single employee 

holding more 
than 30%. 

100% owned by 7 
employees, with 

Jeffry MacLean at 
over 65%, and 

the 6 others less 
than 10%.

Subsidiaries or Affiliates None None KEI Investments 
formed in 2012 to 

provide 
discretionary 
investment 

advice.
Investment Consulting as a Source of Revenue 100% 100% 100%

General Investment Consulting 96% 100% 90.9%
Discretionary Consulting Relationships 4% 0% 9.1%

1 Form ADV is the uniform form used by investment advisers to register with both the Securities and Exchange 
Commission (SEC) and state securities authorities.



INVESTMENT CONSULTANT SEARCH RESULTS

Manager Search and Evaluation Capabilities Criteria

2. Manager Search and Evaluation Criteria NEPC SIS Wurts
Provides Dedicated Full-Time Group for Manager 
Research

Yes Yes Yes

Number of Research Staff Dedicated to Each of the Following Asset Classes:
Public Markets 12 12 13
Private Equity (P/E) 9 7 5
Real Estate (R/E) 3 2 4
Infrastructure 9

(Same 9 for P/E)
1

(One of the two in 
R/E)

Shared by  R/E 
and P/E 

resources
Hedge Funds 16 1 3
Other Alternative Asset Classes Included above 1 4



INVESTMENT CONSULTANT SEARCH RESULTS

2. Manager Search and Eval. Criteria (cont'd) NEPC SIS Wurts
Number of Searches Conducted
Number of Manager Searches last 3 Years 1,688 172 350
Domestic Equities 221 18 10
Domestic Fixed Income 174 14 104
International and Global Equities 327 25 63
Global Bonds 182 4 8
Alternative Assets 591 87 Individual

3 Fund-of-Funds
30 Individual

6 Fund-of-Funds
Real Assets 61 14 Individual

1 Fund-of-Funds
15 Individual

Synthetic Strategies 132 0 0
Other 0 6 17
Starts Searches from Scratch or Maintains a List of 
Preferred Managers

Recommend
managers from

Focused 
Placement

List based on 
their fit with the 

client’s goals and 
objectives, 
determined 

through 
interactions with

client. 

Starts from 
Scratch utilizing 

eVestment 
Alliance

They develop list 
of

recommended 
mgrs.



INVESTMENT CONSULTANT SEARCH RESULTS

Asset Allocation and Investment Policy Capabilities Criteria

3. Asset Allocation and Invstmnt Policy Criteria NEPC SIS Wurts
Number of Years Conducting Asset Allocation 
Studies for Pension Plans

27
Since Inception

19
Since Inception

27
Since Inception

Number of Studies in Past Three Years 72 70 146
Studies Based on Both Assets and Liabilities or 
Assets Only

Yes. Both. Yes. Both. Yes. Both.

Modeling of Assets and Liabilities Stochastic 
modeling of

both assets and
liabilities with
deterministic 

scenario analysis.

Asset allocation
process is 
stochastic

with respect to 
both assets and 

liabilities.

For assets, both
stochastic and
deterministic
forecasts. For 
liabilities, only
deterministic 

forecasts
provided by 

plan’s actuary.



INVESTMENT CONSULTANT SEARCH RESULTS

3. Asset Allocation & Invstmnt Policy (cont'd) NEPC SIS Wurts
List the various steps or components of the asset 
allocation model (e.g. mean variance
optimization, projection of liabilities, multiperiod 
simulation, etc.). Components of asset allocation 
model developed internally or licensed from third-
party vendor(s)

Morningstar/
Ibbotson Encorr 

for mean-
variance

optimization 
(effic. frontier 

modeling).
WinTech ProVal 

for asset-liab
modeling.
Internally  

developed 
proprietary 
models for 

scenario and 
liquidity analysis, 
risk budgeting, 

etc.

Have found third-
party tools to be
inadequate, so 
SIS developed/ 

maintains
own asset 
allocation

& liability models. 
SIS' asset 
modeling 
programs 

(OPTIMIZE, 
DBSim, and 

FPM)
were developed 

by Lou Kingsland
(Chairman of 

Investment Pol. 
Committee)

Internally 
developed

capital market
assumptions.
Ibbotson for 

mean variance
optimization 

model.
Internally 

developed
Macroeconomic

Scenario 
Analysis.

Expertise and Experience of the Proposed Consulting Team

4. Expertise and Experience Criteria NEPC SIS Wurts
Number of Offices 7 2 2
Head Office - Employee Count Cambridge - 162 San Francisco -

28
Seattle - 37

Office to Serve VCERA - Employee Count Redwood Cty - 9
Cambridge - 162

San Francisco -
28

El Segundo - 13

Other Office Locations Atlanta, Chicago 
Charlotte, Detroit, 

& Las Vegas

Chicago N/A

Breakdown of Professional Staff:
Total Number of Professional Staff 218 29 50
Senior Consultants 29 7 10
Consultants 20 6 9
Analysts (Research, Economics, Etc.) 110 14 17
Firm Management 33* 1 5
Marketing 4 0 2
Technical/Systems 9 Outsourced 2
Ratio of Clients to Professional Staff 1.4 1.8 2.7
Ratio of Support Professionals to Consultants 2.5 1.1 1.1



INVESTMENT CONSULTANT SEARCH RESULTS

4. Expertise and Experience Criteria (cont'd) NEPC SIS Wurts
Number of Staff with Professional Designations
Certified Financial Analysts (CFA) 38 9 14
Chartered Alt. Investment Analyst (CAIA) 31 2 5
Fellow of the Society of Actuaries (FSA) 1 0 0
Other Professional Designations 75 2 15

Types of Other Professional Designations Advanced 
Degrees

CIPM (1), FRM 
(1)

MBA (13), PhD 
(2)

Proposed VCERA Team
Lead Consultant(s) Don C. Stracke, 

CFA
Pete Keliuotis, 

CFA
Scott Whalen, 

CFA
Support Consultant(s) Allan C. Martin Patrick Thomas, 

CFA, 
John Nicolini

Ed Hoffman, 
CFA

Herbert Nishii -
Special Rpts.

Analyst(s) - Sans Designations Anthony Ferrara Justin Hatley -
Perf. Rpts.

Elena Solovyeva 
- Research

Other Team Member(s) - Sans Designations Erik Knutzen -
Chief Invstmnt 

Officer,  
Daniel Kelly - 

Chief Operating 
Officer,  

Mike Manning - 
Managing 
Partner, 

Sean Gill - 
Alternatives

Stephen Quirck -
Asset Liability, 

Deborah 
Gallegos - 
Research,

Anne Ward - 
Performance, 
Curt Smith - 

Private Equity,
Steve Masarik - 

Alternatives

Supported by 
resources in 

portfolio analytics 
and manager and 

capital markets 
research.

Lead Consultant Background
No. Yrs. Institutional Investment Experience 28 24 11
No. Yrs, Investment Consulting Experience 10 21 11
No. Yrs. With the Firm 3.7 12 11
Educational Qualifications CFA, MBA 

Rutgers 
University

CFA, MBA Univ. 
of Chicago, BA 
Univ. of Illinois

CFA, MBA USC, 
BA Wake Forest 

Univ.
No. of Accts. Lead has Primary Responsibility 3 5 7



INVESTMENT CONSULTANT SEARCH RESULTS

5. Past Investment Performance Criteria NEPC SIS Wurts
Clients meeting the specifications: 5-yr period Not Provided 10 *

ending December 30,2012 of their general 
investment consulting, full service retainer
clients (public & corporate) between $1-10 B

Total Assets Represented ($ Billion) Not Provided $19.1 *
Average Total Fund Return (gross of fees) 3.65% 2.62% *
Average Asset Mix Policy Return 3.30% 2.04% *
Average Excess Return 0.35% 0.58% *
Average Volatility (Standard Deviation) 11.98% 12.95% *
1937 Act Client June 30, 2013 1 Year Performance

San Bernardino 15.05% net
Orange County 10.14% net
Alameda 15.22% net
Merced 11.91% net
Sacramento 12.93% net
San Joaquin 9.62% net
San Mateo 13.66% net
Stanislaus 14.6% gross
Fresno 11.7% net
Imperial 11.8% net
Kern 10.6% net
San Diego N/A**
Tulare 11.1% net



INVESTMENT CONSULTANT SEARCH RESULTS

Fee Information

Fee Criteria NEPC SIS Wurts
Bid on Nondiscretionary Yes Yes Yes
Bid on Discretionary No No Yes
Could Provide Discretionary Services Yes No N/A
Year 1 Nondiscretionary Fee 275,000 250,000 395,000
Avg Ann Nondiscretionary Fee 291,600 270,000 403,000
All inclusive fee Yes Yes* Yes
Est. Year 1 Discretionary Fee** N/A N/A 6,125,000
Est. Avg Ann Discretionary Fee** N/A N/A 6,564,649
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e
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SUBJECT: WESTERN TOTAL RETURN UNCONSTRAINED BOND FUND TRANSITION 
UPDATE AND CHAIR AUTHORIZATION TO EXECUTE DOCUMENTS

Background

Discussion
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SUBJECT: PENSION ADMINISTRATION SYSTEM (PAS) PROJECT UPDATE

(1) Project History—March 2012 to the Present



PENSION ADMINISTRATION SYSTEM (PAS) PROJECT UPDATE

2 4
 
 



PENSION ADMINISTRATION SYSTEM (PAS) PROJECT UPDATE
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(2) Discussion of Alternatives Considered for Change in Project Schedule

# Description of Strategy Cost and Duration 
Impact

Reason not Recommended

Project is still within
budget, but without MSS.



PENSION ADMINISTRATION SYSTEM (PAS) PROJECT UPDATE

4 4

(3) Alternative Means of Reporting VCERIS Progress to the Board



Ventura County Employees’ Retirement 
Information System

Quarterly Status Report
Reporting to: Board of Retirement Report Date: 7/15/2013
Written by: Brian Colker

Page 1 of 8

Board of Retirement Ventura County Employees’ Retirement 
Information System (VCERIS) Report

Reporting period: April 1, 2013 – June 30, 2013

Current Project Plan

DATA AS OF 6/30/13:

Rollout 1: Active Member & Retiree Combined Rollout 2: Member Web
Actual % Complete: Actual % Complete: 
Planned % Complete: Planned % Complete: 
Variance: 0% Variance: 
Rollout Timeline, Initial: Rollout Timeline, Initial: 

Rollout Timeline, Revised: Rollout Timeline, Revised: 

Initial Plan
Rollout 1: Active Member Rollout 2: Retiree Rollout 3: Member Web
Rollout Timeline, Initial: Rollout Timeline, Initial: Rollout Timeline, Initial: 

Accomplishments for the Period 4/1/2013 – 6/30/2013

o

o
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Budget:

Summary

Cost Item Budget Change 
Orders

Amended
Budget1

Expended to 
Date Remaining

Project Budget Subtotal

Total Project Budget

approved

Detail

Milestone Description Scheduled 
Invoice Date

Amended 
Budget

Holdback 
(15%)

Net 
Scheduled 
Payment

Amount 
Incurred

Project Initiation / Initial License Payment 
(Development License) March-12 $        200,000   $              -    $        200,000   $       200,000  
QA Hardware and Software Installed and 
Configured May-12          128,000       (19,200)          108,800          108,800  

Detailed Implementation Plan Approved June-12            96,000       (14,400)            81,600  81,600 
V3 Baseline Application Configuration & 
Demonstration Complete August-12          224,000       (33,600)          190,400          190,400  
Rollout 1: VCERA Confirms Segment A 
Functionality Delivered and Validated November-12          224,000       (33,600)          190,400  

   
190,400   

Rollout 1: VCERA Confirms Segment B 
Functionality Delivered and Validated January-13 224,000      (33,600)          190,400  190,400   
Rollout 1: VCERA Confirms Segment C 
Functionality Delivered and Validated April-13 224,000       (33,600)          190,400                    -   
Rollout 1: VCERA Confirms Segment D 
Functionality Delivered and Validated May-13 224,000       (33,600)          190,400                    -   

Rollout 1: VCERA Begins UAT July-13 288,000       (43,200) 244,800                    -   

Rollout 1: VCERA Accepts System for Production October-13        576,000             576,000                    -   

Release Holdback October-13   100,800  100,800                   -   
Rollout 2: VCERA Confirms Segment A 
Functionality Delivered and Validated February-14          160,000       (24,000)          136,000                    -   



Ventura County Employees’ Retirement 
Information System

Quarterly Status Report
Reporting to: Board of Retirement Report Date: 7/15/2013
Written by: Brian Colker

Page 3 of 8

Milestone Description Scheduled 
Invoice Date

Amended 
Budget

Holdback 
(15%)

Net 
Scheduled 
Payment

Amount 
Incurred

Rollout 2: VCERA Confirms Segment C 
Functionality Delivered and Validated 

May-14          144,000    144,000                   -   

Rollout 2: VCERA Confirms Segment B 
Functionality Delivered and Validated 

June-14          128,000             128,000                    -   

Rollout 2: VCERA Confirms Segment D 
Functionality Delivered and Validated 

October-14          128,000             128,000                    -   

Rollout 2: VCERA Begins UAT November-14          160,000             160,000                    -   

Rollout 2: VCERA Accepts System for Production February-15 128,000   128,000                   -   

Rollout 3: VCERA Validates Functionality April-15 40,000   40,000                   -   

Rollout 3: VCERA Begins UAT April-15 40,000   40,000                   -   

Rollout 3: VCERA Accepts System for Production June-15 64,000   64,000                   -   

Release Holdback June-15   168,000 168,000                   -   

Warranty Complete: One Year After System Live 
Date 

May-16 (EST)          100,000                 -            100,000                    -   

Change orders                         -   
Vitech Implementation Services 
Subtotal:   $3,500,000 $           - $3,500,000 $ 961,600

Vitech Other Costs   Amended 
Budget   Incurred 

This Qtr. Cumul.

August-12 

Various 

Various 

On-going 

FY 13/14 
  

Vitech Other Costs Subtotal:   $ 1,486,500   $       7,500  $ 635,000
Vitech Services Total: $ 4,986,500 $       7,500 $ 1,596,600

Linea - Project Oversight and 
Integrating Services Description:   Amended 

Budget   Incurred 
This Qtr. * Cumul.

On-going 

On-going 

On-going 

On-going 

On-going 

On-going 

On-going 

On-going 
Project Oversight and Integrating 
Services Total:   $ 2,142,407   $ 199,519 $ 914,636
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Milestone Description Scheduled 
Invoice Date

Amended 
Budget

Holdback 
(15%)

Net 
Scheduled 
Payment

Amount 
Incurred

External Costs:   Budget   Paid this 
Qtr Cumul.

3rd Party Hardware / Software Total:   $ 849,316   $ 100,794  $439,637

Total Project Expenditures         $ 2,950,873

Total Amended Project Budget $7,978,223

$8,436,107 ($457,884) 

Proposed Change Orders (see next page)   $379,506  

Proposed Amended Budget $8,357,729

Updated Variance From Original ($78,378)

Total Project Cost Summary

Total Project Expenditures       

Total Project Costs
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Change Orders This Period
Name Description Cost Impact Budget Year
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Approved Change Orders (All To Date)

Name Description Cost Impact Budget Year
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# ISSUES / RISKS – Explanation 
of Issues

MITIGATION - Explanation of 
Action Needed

UPDATE – Current Status of 
Issue

1

2
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Information System

Quarterly Status Report
Reporting to: Board of Retirement Report Date: 7/15/2013
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Progress on Critical Success Factors

Factor Acceptance Criteria Short Term 
Impact?

Long-Term 
Impact?

Current State

Automation 
of Benefits 
Processes

Payroll 
Interface 
Data

Moving to 
Current 
Technology 
Project Cost

Project 
Duration

Accomplishments Planned for Next Period (7/1/2013 – 9/30/2013)
Complete testing for Segment C functionality
Begin data mapping activities for retiree payroll
Begin design activities for Segment D functionality
Continue to work with Plan Sponsors to develop new transmittal
Begin testing for Segment D functionality
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SUBJECT: RISK MANAGEMENTS INTENDED USE OF THE “REFERRAL FOR 
INDEPENDENT MEDICAL EXAMINATION” TEMPLATE

Background

Discussion



RISK MANAGEMENTS INTENDED USE OF THE 
“REFERRAL FOR INDEPENDENT MEDICAL EXAMINATION” TEMPLATE
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SUBJECT: DISABILITY RETIREMENT PROCESS REVIEW AND CONSULTANT 
RECOMMENDATIONS

Background

Discussion



DISABILITY RETIREMENT PROCESS REVIEW AND CONSULTANT 
RECOMMENDATIONS

1. Ms. Paladino’s Fifteen Recommendations

2. Staff Proposal for Revising the Disability Procedures
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1415 L St. Suite 1000 | Sacramento, CA  95814 | T (916) 441-1850 | F (916) 441-6178 | www.sacrs.org
OPERATING UNDER COUNTY EMPLOYEES RETIREMENT LAW OF 1937, GOVERNMENT CODE 31450 ET SEQ

HOTEL INFORMATION

HOST HOTEL:
Renaissance Esmeralda Resort and Spa
44400 Indian Wells, CA  92210 
Phone:  760-773-4444     
www.renaissancehotels.com

SACRS CONFERENCE ROOM RATE:
$215 per night (not including Tax & Service fees) 
$15.00 per room per night for discounted resort fee. Includes High Speed Guest Room Internet 
Access, Unlimited Local Calls, Bottled Water (2 per day), Fitness Classes, Resort Bicycles and Golf 
Bag Storage at Resort

To make your Staff & Trustee hotel reservations at the Renaissance Esmeralda Resort & Spa, please 
follow the directions below: 

1. Complete the hotel rooming list form and the payment form in this packet

2. E-Mail the completed forms prior to September 15, 2013, to: 
CLARA S. FLORES | GROUP HOUSING/BILLING COORDINATOR 
Email: Clara.Flores@renaissancehotels.com  
Phone: 760.836.1255   Fax: 760.773.9250 

All rooming lists must be submitted no later than Noon –September 15, 2013.  SACRS cannot 
guarantee rooms at the Renaissance Esmeralda Resort and Spa to those Systems that do not meet this 
deadline.  

Each System will have a 10-room block held for them (25 rooms for Los Angeles County).  Due to 
high attendance, our room block is expected to fill up fast.  All reservations made after the room 
block has been filled or after the deadline will be at the Renaissance Esmeralda Resort and Spa
normal hotel “rack” rate and on a space-available basis.         

PARKING:
Self-Parking – included in the $15 resort fee 
Valet Parking - $25 overnight guest & $8 day rate 

CHECK-IN/CHECK-OUT:
Guest accommodations are available at 4:00 pm on arrival and reserved until Noon on departure day.  
Attendees wishing special consideration for early arrival/late check-out should contact the hotel prior 
to arrival to avoid fees.
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TRANSPORTATION INFORMATION

From Palm Springs International Airport
Turn left on El Cielo, then left on Ramon Road to Interstate 10 East. Take Interstate 10 East to Cook 
Street. Turn right on Cook Street, left on Hwy.111, then left on Indian Wells Lane. The resort will be 
on your right.

From Los Angeles
Exit the Airport to Sepulveda Boulevard. Enter Century 105 going east. Continue east on 105 to 605 
North. Continue on 605 North to Interstate 10 East. Exit Cook Street and turn right. Go 4.5 miles to 
Hwy. 111 and turn left. Go 2 miles to Indian Wells Lane and turn left. The resort will be on your 
right.

From Ontario Airport
Exit Ontario Airport to Archibald Avenue North. Take Archibald Avenue to Interstate 10 East. Take 
Interstate 10 East for 83 miles. Exit Cook Street and turn right. Go 4.5 miles to Hwy. 111 and turn 
left. Go 2 miles to Indian Wells Lane and turn left. The resort will be on your right. 

From San Diego Airport
Take 5 North to 163 North to 15 North. Take 15 North to 215 North to 60 East. Continue 50 miles to 
Interstate 10 East. Take 10 East for approximately 45 miles. Exit Cook Street and turn right. Go 4.5 
miles to Hwy. 111 and turn left. Go 2 miles to Indian Wells Lane and turn left. The resort will be on 
your right.

Airport Transportation Services: 

Destinations by Renaissance
From group tours to group airport transfers, Destinations by Renaissance can coordinate all of your 
transportation needs. Contact Destinations by Renaissance at 760-773-4638. 
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CONFERENCE REGISTRATION INFORMATION

CONFERENCE REGISTRATION FEE:
System Members (Trustees & Staff)  $120.00 per attendee 

CONFERENCE REGISTRATION:
Online registration is now open; please visit the SACRS.ORG website to register your System’s 
attendees.  Conference brochures will be mailed to your System; you may also complete a paper form 
for each attendee and mail along with payment to – SACRS, Attn: Sulema Peterson 1415 L Street, 
Suite 1000, Sacramento, California 95814. 

CANCELLATION:
Conference Cancellation Policy

 In order to receive a Conference Registration refund, you must cancel your registration by 
October 1, 2013. Please email cancellation to: Sulema@sacrs.org  

Hotel Cancellation Policy
 Any Hotel Room cancellations made within 21 days of the conference will incur a fee of $50 

per cancellation. Name changes between same system staff/trustees will not incur the fee nor 
will medically necessary cancellations. If you need to cancel any of your room nights at any 

 time, please contact SLGS at (916) 441-1850 rather than the hotel.  Your room(s) will be 
 given to other SACRS members who are on our waiting list. Cancellations must be received 

via email.

CONFERENCE ATTIRE: 
All sessions and social functions at SACRS Fall Conference 2013 are business casual. 

WEATHER:
The average temperature for the Indian Wells area in November is delightful; attendees should plan 
on cool mornings, sunny afternoon and temperature drop in the evenings.  

Daytime Highs: 75F – 80F 
Evening Lows:  48F – 52F 
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SACRS VOTING PROXY FORM

The following are authorized by the ___________________________ County 
Retirement Board to vote on behalf of the County Retirement System at the 
upcoming SACRS Conference (if you have more than one alternate, please attach 
the list of alternates in priority order):

______________________________________ Voting Delegate

______________________________________ Alternate Voting Delegate

These delegates were approved by the Retirement Board on _____ / _____ / _____.

The person authorized to fill out this form on behalf of the Retirement Board:

Signature:   ________________________________ 

Print Name: ________________________________

Position: ________________________________

Date:  ________________________________

Please send your system’s voting proxy by October 1, 2013 to: 

SACRS
Attn: Sulema H. Peterson, SACRS Administrator
1415 L Street, Suite 1000 
Sacramento, CA  95814 
Tel:   (916) 441-1850 / FAX:  (916) 441-6178 / E-mail: Sulema@SACRS.org  
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SUBJECT: aiCIO ARTICLE:  “UBS CALLS TIME ON RISK PARITY: BRIDGEWATER’S 
BOB PRINCE RESPONDS”

Background & Discussion



Friday, August 09, 2013 5:33:52 AM

UBS Calls Time on Risk Parity: Bridgewater’s Bob 
Prince Responds
Ding ding! Round two in the ongoing row over the future of risk parity funds in a tapering 
environment.

(August 9, 2013) -- UBS has rattled its sabre against risk parity funds, saying the losses witnessed in May 
and June this year were merely a “mild foretaste of what is to come”.

In a whitepaper entitled “Will risk parity go wrong… again?” strategists Stephane Deo and Ramin Nakisa 
argued that if significant negative returns was the response to the Federal Reserve’s hint that it would start 
to taper its asset purchase, the response to the onset of tapering was “likely to be more severe”.

Given there is still no real timetable for tapering, the effect of tightening on fixed income assets is also
unknown, UBS’s strategists continued, leading them to develop a “speed limits” theory for analysing the 
susceptibility of fixed income to rising yield.

“We define the speed limit of bonds as the rate at which yield can increase such that it wipes out coupon 
income. Given the extraordinarily low coupon of most developed market sovereign debt, speed limits are 
below 2.5 basis points per month for treasuries, bunds, gilts and Japanese government bonds (JGBs). 
Investment grade is little better at 5.9 bp/month and even high yield corporate bonds can only absorb 13.1 
bp/month,” they wrote.

Add in the fact that historically the Fed tends to hike in 25 bp increments, and it is possible to anticipate 
repeated mark-to-market losses in the entire fixed income space each time the Fed moves, said UBS.

“Not only treasuries will be affected by the Fed’s policy rate change—the high correlation between yield
curves suggests the Fed may drag other sovereign yield curves higher with it in a process of policy 
contagion. This will destroy the sentiment of investors used to seeing treasuries, bunds, gilts and JGBs as 
safe stores of wealth, and may catalyze a large-scale re-allocation into equity,” they concluded.

As one of the biggest players in the risk parity space, Bridgewater’s CIO Bob Prince unsurprisingly disagreed. He 
told aiCIO that the onset of tapering was not going to lead to large hits of All Weather, because the surprise 
element isn’t there—the markets are already pricing tapering in.

“What happened in the second quarter [of this year] was similar to what happened in 1994. In the second 
quarter, risk premiums rose, adversely affecting all assets due to a rapid, substantial change in the
discounting of future monetary policy,” he said.

“Prior to the second quarter, that tightening was not priced in. Now it is. So an incremental similar affect 
would have to be driven by a comparable surprise, relative to the tightening which is now priced in.” 

The markets are already discounting that five-year US treasury rates will rise to about 4.3% by 2018, up 
around 3% from today’s level of 1.4%, Prince argued.

If interest rates rise as discounted, the effect will be minimal, he continued. They would have to rise much 
faster than what is discounted in order to have a similar effect as the second quarter.

“Losing periods occur when there is an actual or a discounted tightening of liquidity conditions. And the 
opposite is also true. Higher than normal returns, such as we experienced in the past couple of years, occur 
when liquidity expands and risk premiums fall.”

Not everyone is convinced however. Robert White, a client portfolio manager in the global multi-asset group 
at JP Morgan, told aiCIO he would find it “very hard” to discern how risk parity products built around a 
framework of leveraged fixed income positions would be an attractive investment option in the current
environment.
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“When there’s a negative performance of the underlying assets, history has dictated that the leverage goes 
out at an increasing rapid pace, causing a much more violent move in the price of the underlying asset
class. I believe that this could happen again,” he said.

“If you look at what happened in 1994 and 1998, that’s really relevant to this. There was a lot of leveraged 
money invested in various forms of relative value fixed income. As those trades started to go against them 
they were forced to deal with redemptions, and unwind and decrease leverage. 

“The movements that happened in the underlying asset classes were amplified and that had broad
implications across the capital markets. There’s a very real possibility that happens again.”

Could this be the most testing time yet for risk parity funds? And what do you think of today's providers? Let 
us know what you think in aiCIO's third annual risk parity investment survey by clicking here.

Related Content: Risk Parity: What Happened? and Risk Parity: What’s Next?

Contact the writer of this story:
Charlie Thomas
Assistant European Editor, aiCIO
(44) 207 397 3827
cthomas@assetinternational.com
Follow on Twitter at @ai_CIO
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DUE DILIGENCE REPORT FROM THE TRIP TO BOSTON & MINNEAPOLIS 
 
August 12, 2013, 0900 - 1200 at STATE STREET 
 
State Street Global Markets was in a financial building located at One Lincoln St., Boston, MA 
02111.  Their building was very secure with multiple checks to get into the elevators and 
then their offices.  They welcomed questions and had a lot of material to cover in 3 hours.  
The next three hours State Street representatives discussed areas HEK thought would be 
pertinent.  These areas included: 1) Trading / Market Reviews, 2) Compliance Review, 3) 
Credit & Risk Overview, 4) SSgA Discussion, and 5) Transition Management Overview. 
 
VCERA Trustees, Will Hoag, Chris Johnston, and Deanna McCormick, accompanied Steve 
Voss from HEK and met with John Muir.  In addition, Peter Weiner, Thomas Motley, and 
Michael Mulka from State Street spoke with us about their areas of expertise and welcomed 
any questions asked. 
 
State Street works closely with SSgA (State Street Global Advisors), their investment 
management division.  This division works worldwide.  Through this single system the 
Trader can see on line what the value is at that moment and make an informed decision. 
 
There were many graphs and reviews of their investment strategies concerning VCERA.  On 
one of the graphs on pg. 23, (pamphlet provided by State Street) it was shown how our 
yields have come down, however, it was noted that something with general collateral and 
easily shared items can be had at lower prices yet some of the small cap with smaller shares 
can demand higher returns.    It was also noted that if a company is not doing well, they 
could negotiate better prices in a warm market situation.  This may not work well with 
general shares.  Pg 23 also revealed lower returns for the reinvestment spread as compared 
to 2013 however is still higher than 2011.  Commingled funds are not counted in Lendable 
Returns, which was one reason the Lendable returns were also lower this year.   
 
Repurchase agreements must have collateral.  When considering this type of investment, 
investors must keep in mind that the United States must pay higher fees and may have 
lower outcomes since in the international markets U.S. companies must pay taxes where a 
company from France doing business in France would not have to pay that type or amount 
of tax.  This adds extra expenses, which takes away from the bottom line. 
 
State Street is our Custodian (our bank) and must check all borrowers to be sure they are 
the right fit - ie:  make sure our money is valued correctly.  They stated they were wrong 
about MF Global (a major global financial derivatives broker/ commodities brokerage firm).  
They did not predict that this company would have gone bankrupt causing a loss to many of 
their Clients. 
 
For the lendable /loan trends State Street gathers all the entail on the market security 
finance, their data, and any other pertinent information from both the borrower and the 
lender.  They also compare all others in that peer group to make sure that all the numbers 
are within the range before considering this type of business for their Clients.  Currently 



there is a 70/30 split for this type of Securities Lending.  For any type of default, State Street 
will collect everything including non-cash collateral to make their Client whole.  If they can't 
make the Client whole, the Client must bear the loss.   
 
State Street has more than 100 professionals located in six countries and have completed 
650 transitions representing $352B in 2012.  They stressed their operational efficiencies 
provide transparency through their transition management, exposure solutions, currency 
management, and their risk management research.  However, there is still less 
lending/borrowing in all industries since the federal government passed new rules on all 
these businesses.  Now, other international industries are getting involved and lending 
where the US used to have all the control over these areas.  The Bond market is now more 
volatile, there has been no growth while the rates move up.  The Feds are making it difficult 
by de-leveraging, which is making the economy slower.   
 
A one-day sample transaction diagram on pg 61 showed the fundamentals of securities 
finance.  This diagram gave the total spread that was yield minus rebate, which equaled 25 
bps, annualized using a 360-day basis.  The investment spread (yield - Fed funds rate) was 
15 bps and the demand spread (Fed fund rate – rebate) was 10 bps using the same 360-day 
basis.  Here it was explained that Quality D funds were like money market funds, they have 
short-term liquidity (25 - 30 days).  While keeping things short can be a benefit, you give up 
the yield, there is an interest due of 0.05% divided over a 360 day period and then 50% of 
the earnings goes to the Client and 50% to the securities finance company. 
 
Mr. Bernanke (an American economist and current chairman of the Federal Reserve) will be 
out soon with more comments that affect the market immediately.  For instance, when he 
said the Federal Reserve needed to tapper its $65 billion bond-buying program, the market 
reacted negatively.  Later he said the bond-buying program was not set in stone, this caused 
the market to react positively.  State Street also feels Larry Summers (an American 
economist) could be a wild card in the Obama camp.  In addition, Mr. Bernanke is not a fan 
of Quantitative Easing (an unconventional monetary policy used by central banks to 
stimulate the national economy when standard policies are ineffective). 
 
State Street states the pendulum is still swinging and everyone is playing it very 
conservative; they don't think it is safe yet.  They said the move on the Bank of Canada was a 
good move.  In addition, keeping the investments on a short leash is prudent.   
 
State Street has their own credit team doing their own audits on all lenders and borrowers, 
etc.  The Feds are so involved, they feel we will be seeing more short sales with all the new 
regulations pending.  It is cheaper to borrow using State Street.   
 
ETF's are Exchange-Traded Funds, which is a security that tracks an index, a commodity or 
a basket of assets like an index fund, but trades like a stock on an exchange.  ETFs cover 
everything with Asian or leveraging markets.  Going to ETF may be cheaper at this time but 
would place VCERA at a greater risk for clashes.  They are very conservative with lending 
but can only be successful if it goes very big. 
 
State Street has a proprietary program, which pulls in option pricing, allowing them to 
check on everything before they show their cards.  Brenda Bollettino, V.P. talked about 
Credit and Risk.  She said to focus on the bottom line.  Ms. Bollettino looks at the debt and 
exposure issues and oversight of all checks and balances for several companies.  It was her 



opinion that non-cash collateral is more flexible.  This is a larger market that pays 15% for 
certain types of collateral.  It is the same with Convertible Bonds.   
 
State Street started removing names from their list in 2010 and more in 2011 that they felt 
were risky.  They decided to do this when there were decreases in stability, ie: Italy having 
10% dept.  Whoever was exposed to Italy and Spain was also cut from State Street’s list of 
places to invest or do business.  
 
Balances and exposures are down.  State Street watches and monitors all of the financial 
issues around the world daily.  They discuss via email what has happened around the world 
and what effect any discussion may have on the market and what they will risk exposure to, 
ie:  discussions about Dell resulted in them taking another look at this company; if there is 
any further bad press, they will need to take them off the list.   
 
State Street also discussed the Basel II Complaint Proprietary Models.  Pg 38 discussed the 
risk ratings, which are tied to collateral acceptance and other risk parameters.  Each 
company is rated with an S&P rating and a corresponding Moody’s rating.  They also noted 
that their opinion could differ from that of external agencies.  In addition, because of this 
they can react more swiftly than the external agencies. 
 
State Street’s new VaR (Value at Risk) model is explained on Pgs 42-43.  Their old model 
changed after the market fell in 2008.  The current VaR model uses security-specific 
volatility, intra-index correlations in addition to security level correlations, differentiation 
by sector, rating, term, geography, maturity, additional granularity by asset class and non-
normal idiosyncratic risk at the position level.  The bottom line was stressed that lenders 
have three lines of defense against loss: they check the borrower quality, the collateral 
quality, and with State Street indemnification. 
 
Counter-party defaults now take 5 days to unwind after Lehman creditors faced a very 
difficult task of unwinding their multiple business ventures, one of the most complex 
bankruptcies in US history.  State Street does backtesting annually, which is reviewed by the 
Feds.  Backtesting tests trading strategies on prior time periods.  This is different than going 
forward, which could take years, now a trader can do a simulation of their trading strategy 
on relevant past data to gauge effectiveness.  The goal here is having a liquid collateral, not 
to take all the securities and end up over weighted in any one area.  If a bond has not sold in 
3 days, an alert is sent to the PM (Portfolio Manager), State Street will check to see what the 
issue is and what needs to be done.   
 
State Street’s security & finance works closely with their business & legal departments. 
They report to Global and Compliance.  They must comply with regulatory rules and 
conduct testing to be sure all their parameters work on a regular basis.  State Street 
conducts risk assessment reviews and identifies all regulations to be sure they are being 
observed.  They are also linked to the Feds and generate what the Feds want on a daily 
basis.   
 
State Street’s Corporate Audit includes laws and regulations passed, ie: Erisa (1974)– 
Employee Retirement Income Security Act – which set minimum standards for pension 
plans in private industry and Sarbanes-Oxley Act (2002)- Public Company Accounting 
Reform & Investor Protection Act, which makes penalties more severe and increased 
oversight role of the board of directors.  All audits by the Feds, whether they are satisfied or 



unsatisfied, have required actions with their reports.  
 
Local Brokers must abide by the law in the country where they are doing business; 
however, somehow there must be a way to stop the information leakage that occurs.  State 
Street is a huge custodial bank and they work hard to ensure none of their Clients 
information gets out.  In addition, it is not known when they move a Client’s liquidity.  State 
Street Custody Division now has two silos, which has transition with outside custodians - 
Mellon & JP Morgan - assets stay with their custodians.   
 
There is a cost for raising money for pension funds and selling securities, (does this mean 
they get a percentage on both sides?).  An interim exposure firm has a team that can take 
over assets and manage them without a fee for 6 months and they will also lock up future 
business so they can make their fees at the end.  Changes are now more transparent which 
means an increase of costs (more work is required); however, 88% of the changes are via 
passive flow, which incurs no extra cost to the Client. 
 
State Street cross checks twice a day with their new electronic system, which views 
thousands of trades.  They check the cost at the opening of every day and at the close of 
each day.    When trade is complete, it can be seen how well or bad it has done every 10 
minutes.  They have traders that just work on these transition flows.   
 
Pg 35-40 discusses eliminating market risk.  State Street does this by constantly 
rebalancing, hiring where needed, and maintain their current systems while always trying 
to improve their risk analysis procedures.  Their Portfolio Managers pick stocks but does 
not trade them for the client.  This goes through a few layers for security and safety of the 
Client’s funds.  State Street allocates more to SSgA - costs are increasing but if they get more 
security in place, there may have less issues or falls in the future. 
 
August 12, 2013, 1330 - 1630 at GMO 
 
The GMO building was located right next to the water overlooking the bay at 40 Rowes 
Wharf, Boston, MA, 02111.  Attending the meeting were Trustees, Will Hoag, Chris Johnston, 
and Deanna McCormick with Steve Voss from HEK.  The main spokes persons were Douglas 
Keith, Matthew Kadnar, Ben Inker, and John Mann for GMO.  In addition, Mark Mitchelson 
also came in to discuss compliance issues. 
 
GMO has more than 100 investment professionals and over 500 employees working for 
them in nine major areas around the world.  According to the information provided, they 
have assets under management over $108 billion.  Their offices were secured by security at 
the elevators.  They appeared to be much more bare bones then the other companies visited 
on this trip.  The offices appeared more transient and many were empty.  There did not 
appear to be a lot of permanence where the employees were stationed at this location.  Mr. 
Keith appeared well informed about the business and all the areas that were to be 
addressed on this visit.   
 
The areas HEK asked to be addressed were the update on Global Equity Allocation Fund & 
Asset Allocation Views, strategies, objectives, performance, positioning and outlook.  In 
addition, the team overview of trading and Global Equities, objectives, execution and checks 
& balances, and the overview of compliance & risk controls. 
 



Their Client base is primarily from large corporations and pension funds around 75-80% 
with 20% subsidiaries.  Currently they are de-risking on the corporation side and adding 
more into fixed income.  Ben Inker and Sam Wilderman are co-heads of GMO’s Asset 
Allocation team.  They are a good team since Ben works more with Clients and Sam is more 
introspective.   
 
Quality has resumed below 0.8 according to Catherine LeGraw from BlackRock.  GMO stated 
Analysts are bullish on US high quality but thinks there is a strong and stable return on 
equity.  High quality assets are more expensive in the international markets.  Investors are 
moving more towards value (value stocks have low price-to-earnings ratios with the hope 
that they will increase in value when the broader market recognizes their full potential) 
verses growth (growth stocks have high price-to-earnings and are associated with high-
quality, successful companies whose earnings are expected to continue growing at an 
above-average rate relative to the market).   
 
GMO had other thoughts about what the market is doing and where it is going.  In addition, 
they discussed what the market is currently doing.  Japan investments are currently 
modestly cheap. REITs are currently depreciating.  The emerging markets are currently 
under performing.  China is very concerning and appears to be in a credit bubble since their 
emerging markets are breaking up into partitions. We should look at emerging markets 
with very high forecasts like copper, iron ore, etc.  Equities are a long duration asset.  
Equities were strong last month so the bps dropped. Cash flow drops during a recession 
thus are not a high value asset at this time.  
 
As State Street stated, GMO agreed that the international market is being watched closely 
since Italy and Spain may opt out of the Euro.  They wanted to be sure VCERA knew to stay 
away from these Small Caps.  The S&P can over and underweight US Equities by what they 
put out to the media.  They feel the new forecast is not looking good for the market right 
now.   
 
GMO also stated capital and fixed expenditures have been cut.  Trend growth is no longer 
getting 2.5%.  It is more like 1 to 1.5%.  In addition, the GDP (Gross Domestic Product) and 
stocks do not have a positive outlook.  European banks are currently cheaper but could be 
for a good reason.  Thus investors need higher leveraging against them to make it worth the 
risk.   
 
Mark Michelson talked to the group about compliance and legal issues.  He said that all 
employees are closely monitored including any of their or their family’s personal trades.  
Mark also talked about all the funds being audited every year. 
 
August 13, 2013 0900 to 1200 – Loomis / Sayles 
 
The building where Loomis/ Sayles has their office is close to State Street and GMO.  The 
office was located at One Financial Center, Boston, MA, 02111.  Stephanie Lord met with us 
the night before for dinner and was delightful.  Mr. Voss from HEK, Chris Johnston, Will 
Hoag, and Deanna McCormick, (Trustees) met and spoke with Jae Park, John Gidman, Chad 
Gross, Donald Ryan, David Rolley, and Todd Vandam.  They were all very friendly, 
personable, and appeared to be well educated and enjoyed sharing what they knew about 
our business and what they did for VCERA. 
 



Their building was very secure and the offices appeared to be well inhabited.  Jae Park the 
CIO of fixed income, equity group, and credit/equity research appeared very well versed.  
He was able to explain several areas in layman’s terms.  They have 12 Product Managers 
under the Deputy CIO, David Waldman.  Jae stated in May when the market took its latest 
hit, fixed income and high yield investments got hurt.  A lot of currency was hurt but Loomis 
/Sayles made the right decisions and their funding ended up quite well during this 
downward trend. 
 
It was also explained that when interest is lower, more companies take chances with high-
risk equities.  Many businesses do not default when the economy is good.  The government 
is like many companies where they are top-down organization.  Here when the treasury 
yields increase, inflations and interest rates also go up.  Bottom-up companies were 
explained as a single bond/ stock organization where each is looked at and the stock of each 
company mirrors how good or bad they are doing.   
 
Tom Fabee, manager of the Macro Strategy Group stated his team is dedicated to follow-up, 
economic research, emerging markets, and works to avoid any type of financial crisis. This 
group felt the Mexican Currency was a very good investment.  They also thought the Yen 
was being driven downward to make their money look better. 
 
We were also informed about their thoughts on RMBS and CMBS.  RMBS is Residential 
Mortgage-Backed Security where the security depends on the clash flow from residential 
debt such as mortgages, home-equity loans and subprime mortgages.  It is usually 
comprised of a large amount of pooled residential mortgages; whereas CMBS is the 
commercial Mortgage-Backed Security.  As compared to RMBS, a CMBS provides a lower 
degree of prepayment risk since it is most often set for a fixed term.  Loomis stated that the 
CMBS is usually a lower quality.  They also felt that the growth rate of any emerging market 
right now has slowed considerably.   
 
S/L also felt we need to hold bonds longer and we should decrease equity sensitivity.  Most 
of their other Clients allow them to freely convert over 90% however VCERA is one of the 
few that do not allow them to do this and has put a cap on 20%.   
 
Diane Monteef has been their analyst for 25 years.  She said the interest rates are increasing 
but will be more volatile.  In addition, Mexico is very liquid and was 5 up in the market on 
the short end and is still currently very good.  Brazil had a large windfall due to China 
buying up their resources.  However, since they didn’t budget for this, they are not a good 
investment due to an unstable infrastructure.   
 
Dave Rolley spoke on Global Fixed Income and the strategic Alpha.  His ideas on the 
currency market were correct that investing in the Yen would work and Spain and Italy 
would not work.  The Yen bonds out preformed.  It is also felt that China’s growth will slow 
down and is currently only a soft growth.  In addition, China will not allow their currency to 
appreciate.  VCERA has invested in Korea, Thai, Malaysia and all have slowed down except 
Korea, which still have potential to grow.  
 
Charlene Choo talked about The Australian currency and the bond market going down but 
feels they will possibly come up.  There is a slow reaction from the U.S. while housing and 
oil output is rising, the budget deficit and unemployment is decreasing.  The Feds have been 
over funded for years and need to taper back. 



 
Loomis has made changes to prepare for the changes in energy production and 
communications.  AT&T tried to buy Vodahone in Spain but the deal did not go through.  
Others Loomis are weary of Greece and Portugal.  After the German elections other 
decisions will be made on the Global Market.  Mexico is still having trouble getting oil out of 
the ground but once this is taken care of these funds will be on the upswing. 
 
Don Ryan from Loomis’s Legal & Compliance spoke to us next about making it clear he goes 
through everything to make sure there are no surprises.  There are 34 people in the Legal 
Staff Department.  If there is an error by Loomis they will make their Client whole.  The 
Legal department examines all trades.  They have electronic limits that have custom 
parameters set for each Client.  They will notify the Client if there is something that can’t be 
coded for the alert but most are currently coded.  If they get any code violation, it is dealt 
with and then signed off by two program managers and then the Client is notified in writing.  
Clients can also track all their investments and any notifications on line.  Their Code of 
Ethics also has an automated computer system.  All the pre-trades are put through this 
system. 
 
John Gidman has been at Loomis since 2000 and is responsible for researching and new 
product oversight.  It is important to have risk awareness into technology.  Since there will 
always be new technology, Loomis will always need internal research teams that meet 
weekly about new projects and daily concerning all trades.   
 
August 14, 2013, 0900 to 1200 – Clifton Group 
 
The Clifton Group was located within a large group of financial buildings at 3600 Minnesota 
Dr., Suite 325, Minneapolis, MN, 55435.  We were met by Benjamin Lazarus, a very bright 
and well versed young man who introduced us to Jack Hansen, Vladimir Gomelsky, Justin 
Henne, Alex Gomelsky, Benjamin Hammes, and Chris Wisdom.  In addition, Miriam Sjoblom 
and Angela Cantillon attended from Chicago as representatives from HEK.   
 
The areas suggested and covered by Clifton was the operational view and reporting, risk 
managements, a system demonstration, compliance environment, and a tour of their offices.  
They discussed many areas of interest.  Their program team that built a program showing 
how their overlay system works and how each Client has individual parameters.  Since 
every Client has their own specific needs and demands, this was very interesting to see how 
the program was broken down and how well it worked.    Vladimir Gomelsky is the Chief 
Technical Officer.  He and his team personally construct specific overlays for each of their 
plus 200 Clients.  Nine out of ten of their Clients use their Overlay Services.   
 
Eaton Vance owns Hexavest and Tom Foust owns Eaton Vance and Parametric.  Out of this, 
the Clifton / Parametric organization was formed and now has eight owners.  They added 
more resources and increased their legal departments.  Now that Eaton Vance is larger they 
needed more operating partners.  They also have operating offices in Seattle and Boston, 
however, their legal and compliance is now in one building.  Angela from HEK feels Clifton is 
very transparent. 
 
Clifton is the broker for VCERA.  Their job is to make sure no money just sits around after 
the money has been pulled from one fund before another is acquired.   Currently, Clifton has 
100 million of VCERA’s funds which only 12 million is put up front to the clearinghouse.  



They have a recommended clearing margin, which VCERA does not currently utilizing to the 
fullest.  One question they posed asked VCERA to look at was if our risk was actually being 
realized.  Carrying cash increases performance risk especially if the cash is not being used.  
They stated there is a return of 19 bps compounded annually in total by using this program. 
 
There were some Bridgewater changes discussed.  Their systems automatically move 
money to asset cash when the parameters are placed in the system.  Bridgewater has large 
fixed income exposure.  The increases are not reflected to have long real estate.  
Bridgewater can change to 50% other assets rather than US equity.  They can also move ½ 
to fixed and ½ to no commodity or to the inflation bucket.  They do not think anyone is 
being rewarded for having credit exposure.   
 
The yearly audits do a deep dive by individuals that don’t normally look at their records.  
Trade processing only happens after the second person approves of the transaction.  Now 
that the market is electronic there is no time to miss or order a transaction.  However, they 
do try to batch all the transactions together to get one price since it can be pricey and 
slower to do it one at a time.  Once all the transactions are completed, all of them are 
checked for accuracy and to be sure they matched all the movement that was supposed to 
take place.   
 
 Justin Henne’s compliance team has also designed a disaster recovery program, which is 
backed up to a few different areas across the United States.  All data is automatically backed 
up and can be running in two hours.  In addition, there is a backup system in Chicago that 
backs up every night.  Time Warner has a backup as well and will have one in Washington 
State.  They have storage networks and data connections that are dedicated to their system 
backup.  
 
With the Compliance team, Justin discussed that all trading is completed per the rules 
defined by the compliance rules.  Three of their team members check all the transactions as 
well as the systems own check system, which also has benchmarks that also set off alarms 
within the system to the managers and their senior managers. Every time something is 
entered into the system, it identifies who entered it and an explanation as to the adjustment 
must be entered at the same time.  Every transaction sent to them from Don and or Henry is 
put into their system and documented into their system with backup emails.  All warnings 
are seen by the PM’s and if comment is required, this is also done and emails are sent back 
to Don and Henry at VCERA.   
 
In summary, we conducted due diligence on four of our current investment managers 
located in Massachusetts and Minnesota.  We have no concerns with these four investment 
managers. 
 
 
Thank you, 
Best regards, 
 
Will Hoag, Trustee    
Chris Johnston, Trustee    
Deanna McCormick, Trustee 
 


