
VENTURA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION 
 

BOARD OF RETIREMENT 
 

BUSINESS MEETING 
 

SEPTEMBER 17, 2012 
 
 

AGENDA 
 
 

PLACE: Ventura County Employees' Retirement Association 
Second Floor Boardroom 
1190 South Victoria Avenue 
Ventura, CA 93003 
 

TIME: 9:00 a.m. 
 

ACTION ON AGENDA: When Deemed to be Appropriate, the Board of Retirement May 
Take Action on Any and All Items Listed Under Any Category of 
This Agenda, Including "Correspondence" and "Informational". 
 

ITEM: 
 

 

I. INTRODUCTION OF MEETING 
 

II. APPROVAL OF AGENDA 
 

III. CONSENT AGENDA 
 
THE FOLLOWING ITEMS ARE ANTICIPATED TO BE ROUTINE AND NON 
CONTROVERSIAL. CONSENT ITEMS WILL BE APPROVED WITH ONE MOTION 
IF NO MEMBER OF THE BOARD WISHES TO COMMENT OR ASK QUESTIONS. 
IF COMMENT OR DISCUSSION IS DESIRED, THE ITEM WILL BE REMOVED 
FROM THE CONSENT AGENDA AND TRANSFERRED TO THAT SECTION OF 
THE AGENDA DEEMED APPROPRIATE BY THE CHAIR. 
 

 A. Regular and Deferred Retirements and Survivors 
Continuances for the Months of July and August 2012. 
 

1 - 4 

 B. Report of Checks Disbursed in July and August 2012. 
 

5 - 19 

 C. Asset Allocation as of July and August 2012. 
 
 

20 - 21 
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III. CONSENT AGENDA (continued) 

 
 D. Statement of Plan Net Assets, Statement of Changes 

in Plan Net Assets, Investments & Cash Equivalents, 
and Schedule of Investment Management Fees for the 
Month Ended June 30, 2012. 
 

22 - 26 

 E. Budget Summary – Year to Date as of June 2012, 
Fiscal-Year 2011-12. 
 

27 

 F. Budget Summary – Year to Date as of July 2012, 
Fiscal-Year 2012-13. 
 

28 

 G. BlackRock Asset Management Report for the U.S. 
Equity Market Fund, Extended Equity Market Fund, 
ACWI EX-US Fund, U.S. Debt Index Fund for the 
Months Ended July 31, 2012 and August 31, 2012. 
 

UNDER SEPARATE 
COVER 

END OF CONSENT AGENDA 
 
IV.  INVESTMENT INFORMATION 

 
 A. Loomis Sayles Investment Presentation, Stephanie 

Lord, CFA, CIC. (30 minutes) 
 

UNDER SEPARATE 
COVER 

 
 B. PIMCO Investment Presentation, David Blair, CFA. (15 

minutes) 
 

UNDER SEPARATE 
COVER 

 
 C. Hewitt Ennisknupp, Russ Charvonia, ChFC, CFP, Esq., 

Kevin Vandolder, CFA and Kevin Chen. 
 

UNDER SEPARATE 
COVER 

 
  1. Second Quarter 2012 Performance Report. UNDER SEPARATE 

COVER 
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IV.  INVESTMENT INFORMATION (continued) 

 
 C. Hewitt Ennisknupp (continued) 

 
UNDER SEPARATE 

COVER 
 

  2. Monthly Investment Manager Report: Monthly 
Investment Update, Monthly Manager Updates, 
and Manager Watch List, July 2012. 

 
a. Sprucegrove 
b. Hexavest 
c. Walter Scott 
d. GMO 
e. Western 
f. Reams 
g. Loomis Sayles 
 

 

  3. Monthly Investment Manager Report: Monthly 
Investment Update, Monthly Manager Updates, 
and Manager Watch List, August 2012. 

 
a. Sprucegrove 
b. Hexavest 
c. Walter Scott 
d. GMO 
e. Western 
f. Reams 
g. Loomis Sayles 
 

 

  4. Highlights and Research, September 2012. 
 

a. Update on Fixed Income Market 
Environment 

b. Investment Managers Transition Update 
c. HEK Client Conference 11/6/12 
d. EuroZone Crisis – The Draghi Plan 
e. Medium Term Views 
f. Capital Market Assumptions 

 

 

  5. Memo: Rob Arnott Interview Paper. 
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V. OLD BUSINESS 

 
 A. Report: Hexavest Onsite Due Diligence – August 6, 

2012. 
 

UNDER SEPARATE 
COVER 

 
 B. Report: Sprucegrove Onsite Due Diligence – August 7, 

2012. 
 

UNDER SEPARATE 
COVER 

 
VI. NEW BUSINESS 

 
 A. Fiduciary Liability Insurance Review, Authorization, and 

Presentation, Rennetta Poncy, Alliant Insurance 
Services. (15 minutes) 
 

1. Fiduciary Liability Insurance Presentation. 
 

2. Confirmation of Coverage. 
 

UNDER SEPARATE 
COVER 

 

 B. Request to Attend the SACRS Workshop on the 
Implementation of the California Public Employees’ 
Pension Reform Act of 2013. 
 

UNDER SEPARATE 
COVER 

 

 C. Retirement Administrator Salary. 
 

UNDER SEPARATE 
COVER 

 
VII. PUBLIC COMMENT 

 
VIII. BOARD MEMBER COMMENT 

 
IX. ADJOURNMENT 
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Executive summary 
Ventura County Employees’ Retirement Association 

US Equity Market Fund $1,066,828,027 

Performance Fund return % Dow Jones US Total Stock 
Index return % Difference % 

July 1.04 1.02 0.02 
Fiscal year 2013 1.04 1.02 0.02 
Since client inception (2 June 2008) 2.46 2.38 0.08 

Extended Equity Market Fund $28,663,922 

Performance Fund return % Dow Jones US Completion Total 
Stock Market Index % Difference % 

July -0.63 -0.69 0.06 
Fiscal year 2013 -0.63 -0.69 0.06 
Since client inception (30 September 2002) 10.63 10.59 0.04 

ACWI ex-US IMI Index Fund $268,615,130 
Performance Fund return % Benchmark return % Difference % 
July 1.30 1.31 -0.01 
Fiscal year 2013 1.30 1.31 -0.01 
Since client inception (30 May 2008) -5.04 -5.23 0.19 

US Debt Index Fund $133,024,161 

Performance Fund return % 
Barclays Capital 

Aggregate Index % 
Difference % 

July 1.39 1.38 0.01 
Fiscal year 2013 1.39 1.38 0.01 
Since client inception (31 December 1995) 6.26 6.17 0.09 
Total assets $1,497,131,240 

* Returns since inception for periods greater than one year are annualized 

As of 31 July 2012 
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US Equity Market Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

1.04 1.04

2.46

1.02 1.02

2.38

0

2

4

July Fiscal year 2013 Since inception*
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t

Fund DJ US Total Stock Market Index

As of 31 July 2012 

Account value $1,066,828,027 
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* Returns since inception for periods greater than one year are annualized 
 Client inception 2 June 2008 
 Fiscal year end June 30 
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US Equity Market Fund  
Characteristics 

Sector diversification Characteristics 

Strategy Dow Jones US Total 
Stock Market Index 

Beta vs. S&P 500® 1.00 

Yield 2.07% 

Total fund assets $7.07B  

Number of holdings 2,417 

This information is unaudited and intended for analytical purposes only 
Source: BlackRock, Bloomberg, Wilshire 

Top 10 holdings 

                    Fund % Index % 

Apple Inc 3.63 3.63 

Exxon Mobil Corp 2.68 2.68 

Microsoft Corp 1.53 1.53 

General Electric Co 1.47 1.47 

Intl Business Machines Corp 1.44 1.44 

AT&T Inc 1.40 1.40 

Chevron Corp 1.39 1.39 

Johnson & Johnson 1.23 1.24 

Pfizer Inc 1.16 1.15 

Procter & Gamble Co/The 1.12 1.13 

U
S

-E
q-

M
kt

-A
-C

h 

As of 30 June 2012 
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Extended Equity Market Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

-0.63 -0.63

10.63

-0.69 -0.69

10.59

-5

0

5

10

15

July Fiscal year 2013 Since inception*
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Fund DJ US Completion Index

As of 31 July 2012 

Account value $28,663,922 
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* Returns since inception for periods greater than one year are annualized 
 Client inception 30 September 2002 
 Fiscal year end June 30 
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Extended Market Fund  
Characteristics 

Sector diversification 

This information is unaudited and intended for analytical purposes only 
Source: BlackRock, Bloomberg, Wilshire 
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Characteristics 

Strategy Extended Market Index 

Beta 1.09 

Yield 1.48% 

Total fund assets $35.49B 

Number of holdings 2,362 

Top 10 holdings 

                    Fund % Index % 

Las Vegas Sands Corp 0.62 0.62 

Annaly Capital Management In 0.59 0.59 

Lyondellbasell Indu-cl A 0.49 0.50 

Facebook Inc-A 0.47 0.48 

Liberty Global Inc-A 0.47 0.47 

Vertex Pharmaceuticals Inc 0.43 0.43 

General Motors Co 0.41 0.41 

Liberty Interactive Corp-A 0.40 0.39 

Dollar General Corp 0.40 0.43 

Liberty Media Corp - Liber-A 0.36 0.37 

As of 30 June 2012 
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ACWI ex-US IMI Index Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

1.30 1.30

-5.04

1.31 1.31

-5.23
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July Fiscal year 2013 Since inception*
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Fund Benchmark

As of 31 July 2012 

Account value $268,615,130 

A
C

W
I-M

V
P

-1
20

73
1*

 

* Returns since inception for periods greater than one year are annualized 
 Client inception 30 May 2008 
 Fiscal year end June 30 
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BlackRock MSCI ACWI ex-US IMI IndexSM Fund A  
Characteristics 

Country allocation 

Korea 3.65% 
Brazil 2.93% 
Taiwan 2.87% 
Sweden 2.12% 
Hong Kong 2.03% 
South Africa 1.93% 
Spain 1.75% 
Netherlands 1.59% 
India 1.57% 
Italy 1.50% 
Singapore 1.34% 
Russia 1.24% 
Mexico 1.12% 
Malaysia 0.90% 
Denmark 0.83% 

Belgium 0.77% 
Norway 0.74% 
Indonesia 0.72% 
Thailand 0.56% 
Finland 0.56% 
Chile 0.46% 
Israel 0.44% 
Turkey 0.42% 
Poland 0.34% 
Colombia 0.28% 
Ireland 0.26% 
Philippines 0.25% 
Austria 0.22% 
Peru 0.16% 
New Zealand 0.14% 

Portugal 0.13% 
Greece 0.09% 
Egypt 0.09% 
Czech Republic 0.07% 
Hungary 0.06% 
Morocco 0.02% 

Characteristics 

Strategy MSCI ACWI ex-US IMISM 

Total fund value $5.39B 

Number of issues in fund 6,247 

Predicted tracking error 0.20-0.50% 

Top 10 holdings 

                    Country Weight (%) 

Nestle S.A. Switzerland 1.24  

HSBC Holdings PLC United Kingdom 0.92  

Vodafone Group PLC United Kingdom 0.87  

Novartis AG Switzerland 0.82  

Samsung Electronics Co. Ltd. Korea 0.79  

BP PLC United Kingdom 0.78  

Royal Dutch Shell PLC (CL A) United Kingdom 0.77  

Roche Holding AG Switzerland 0.76  

GlaxoSmithKline PLC United Kingdom 0.71  

BHP Billiton Ltd. Australia 0.67  

Portions of the above characteristics are based on benchmark data as the portfolio fully replicates benchmark and is for analytical purposes only. Index data may differ to those published by the Index 
due to calculation methods. Breakdowns may not sum to total due to rounding, exclusion of cash, STIF, and statistically immaterial factors 
Index data only. Data not representative of the fund 
Sources: BlackRock, FactSet, MSCI 

United 
Kingdom

16%

Japan
15%

Canada
8%

Australia
6%

France
6%
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As of 31 July 2012 
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US Debt Index Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

1.39 1.39

6.26

1.38 1.38

6.17

0

3

6

9

July Fiscal year 2013 Since inception*

Pe
rc

en
t

US Debt Index Fund Barclays Cap Agg Index

As of 31 July 2012 

Account value $133,024,161 
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* Returns since inception for periods greater than one year are annualized 
 Client inception 31 December 1995 
 Fiscal year end June 30 
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US Debt Index Fund 

US Debt  
Index Fund 

Barclays                     
Aggregate Bond 

Index 

Market value ($B) 6.19 16,760.30 

# Issues 6,122 7,922 

Characteristics 
Coupon (%) 3.86 3.78 

Nominal yield (%) 1.33 1.33 

Current yield (%) 3.49 3.40 

Yield to maturity (YTM) (%) 1.34 1.34 

Weighted avg life (yrs) 6.30 6.32 

Effective duration (yrs)  4.33 4.33 

Spread duration 3.04 3.07 

Option adjusted spread (bps)  55 55 

Convexity 0.24 0.23 

Moody rating Aa1 Aa1 

S&P rating AA AA 

Quality breakdown (mkt val %) 
AAA or above 75.31 75.32 

AA 3.26 3.17 

A 11.39 11.42 

BBB 10.05 10.07 

NR 0.00 0.01 

Portfolio profile 

Data is for analytical purposes only.  Index data points may differ to those published by the Index due to calculation methods 
Breakdowns may not sum to total due to rounding, exclusion of cash, STIF, and statistically immaterial factors 
Source: BlackRock 
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US Debt  
Index Fund 

Barclays                     
Aggregate Bond 

Index 
Sector breakdown (mkt val %) 
Treasury 36.57 36.08 
Agencies 4.26 5.19 

Financials 6.67 6.69 
Industrials 11.79 11.75 
Utilities 2.30 2.34 
Non-US credit 4.47 4.46 
Taxable munis 0.96 1.01 

ABS 0.27 0.28 

Mortgages 29.31 29.40 
Hybrid ARM 0.93 0.93 

CMBS 1.87 1.87 

Cash 0.59 0.00 

Weighted avg life breakdown (mkt val %) 
0-1 2.82 0.74 

1-2 9.63 11.69 

2-3 38.66 37.41 

3-5 16.59 18.12 

5-7 10.63 9.42 

7-10 8.69 9.56 

10-20 3.27 3.44 

20-30 9.38 9.29 

30+ 0.31 0.33 

As of 31 July 2012 
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Market Overview and Outlook
As policymakers took steps last month to avert a worsening eurozone crisis and to revive 
slowing economies, global equity markets finished June up 4.9%, credit spreads 
tightened and the 10-year Treasury rate rose slightly to 1.64%. 

However, with global economic data continuing to soften, the US economy slowing for a 
third summer in a row and Europe still teetering on the brink of an abyss, investor 
optimism was short lived despite additional steps by policy makers in early July. Global 
equity markets fell 0.8% in July through July 9, with many investors continuing to 
question whether a global double-dip recession is on the horizon. 

► In our opinion, the most likely outcome for the global economy for the remainder of the 
year continues to be slow, but positive, growth. While Europe is struggling, it’s 
stumbling toward a solution. Meanwhile, while growth appears to be slowing in the 
United States, we still believe the country will avoid a recession in 2012. 

► That said, if US policy makers don’t avert the United States’ pending fiscal drag, 
recession fears will become justified. And while we’ve seen some tentative signs of 
progress in Europe lately, policy makers there still need to address their region’s 
structural issues, meaning a worsening eurozone crisis still could pose a threat to the 
global recovery. 

► In light of uncertainty surrounding the United States’ fiscal policy and Europe, we 
expected current heightened market volatility to continue for the remainder of the 
year. While we expect that stocks can move higher in 2012 and we continue to hold 
an overweight long-term view of global equities, especially relative to bonds, the road 
ahead for equities is likely to be rocky. 

► As such, we continue to favor investments that could offer some downside protection 
while still potentially producing a reasonable yield and allowing for participation in 
market gains. We like high-quality, international dividend-paying stocks; defensive 
sectors such as global telecommunications; global mega capitalization (mega cap) 
stocks; and US and international minimum volatility funds. We also prefer to get equity 
exposure through select developed and emerging markets that have robust growth 
prospects and fewer debt and banking sector problems. 

Global Equity

Commentary
June 2012

Returns by region (returns net dividends, US$)

For use with institutional and professional investors only
Proprietary and confidential

* MSCI World
As of 30 June 2012; Sources: MSCI, Factset

June % YTD %

Energy 5.69 -4.30

Materials 4.10 -1.64

Industrials 3.86 4.62

Consumer discretionary 2.58 10.59

Consumer staples 4.55 7.16

Health care 6.25 8.79

Financials 7.70 9.56

Information technology 2.98 10.31

Telecomm. 8.02 5.20

Utilities 6.15 1.93

As of 30 June 2012; Sources: MSCI, Factset

June % YTD %

MSCI AC World IndexSM 4.94 5.65

MSCI AC World ex USA IndexSM 5.90 2.77

MSCI EAFE Index® 7.01 2.96

MSCI Europe ex-UK IndexSM 8.41 1.87

MSCI United Kingdom IndexSM 7.10 3.35

MSCI Japan IndexSM 5.14 3.14

MSCI Pacific Free ex-JP IndexSM 6.25 5.82

MSCI Canada IndexSM 2.85 -1.87

MSCI USA IndexSM 3.90 9.07

MSCI Emerging Markets (EM) 
IndexSM 3.86 3.93

MSCI EM Asia IndexSM 2.53 4.97

MSCI EM Latin America IndexSM 3.88 -0.48

MSCI EM EMEA IndexSM 8.49 6.19

Returns by sector* (returns net dividends, US$)

As of 30 June 2012; Sources: MSCI, Factset

Performance of US dollar
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Developed Markets Country Highlights
Large Markets

In the developed world, we still expect certain smaller developed 
countries—Canada, Australia, Singapore, Switzerland and Hong 
Kong (the CASSH countries)—to outperform other developed 
markets over the long term given their generally lower debt levels 
and more robust growth prospects. In the near term, among 
developed markets, we especially like Hong Kong and Singapore 
and certain countries in northern Europe.

► There have been some tentative signs of progress in Europe 
lately. The results of the second Greek election mitigated the 
risk of a near-term Greek default or exit. Then, at a late June 
European summit, policy makers provided more clarity on how 
Spanish banks will be recapitalized, mitigating the risk of a full-
blown Spanish banking crisis. However, despite the progress, 
Europe is still not out of the woods. After the summit, several 
structural issues remain unresolved including who will serve 
as the single regulator of the European banking system, how 
European sovereign debt will be pooled, whether there will be 
a European wide deposit insurance scheme and how Europe 
will be lifted out a recession. That said, we continue to believe 
a worsening eurozone crisis can be avoided if European 
politicians aggressively address their region’s problems. Still, 
as there’s little likelihood of an imminent complete solution, the 
region is likely to remain a chronic source of stress for the 
global economy. However, European equities have been hit 
hard by the eurozone crisis and could experience a sharp rally 
if sentiment shifts.

► Despite a string of weak payroll reports, we believe that the 
United States will not see a recession in 2012 and instead will 
remain stuck in a slow growth mode of around 2% for the 
foreseeable future. Still, US politicians have yet to address the 
pending tax hikes and spending cuts scheduled to take effect 
in January 2013 that could pose a headwind to the US market 
later this year, significantly lower US growth in 2013 and push 
the US economy back into a recession. That said, the most 
likely outcome is a last minute compromise to avert most or all 
of the tax hikes, assuming we don’t see a bitter and divisive 
election in November that would make it more difficult to avoid 
the pending fiscal drag. 

► UK valuations appear a bit rich for an environment 
characterized by disappointing growth and persistent inflation, 
and the impact of the central bank’s aggressive quantitative 
easing program still remains to be seen. 

► While Japanese equities still appear cheap, corporate 
profitability in the country is very low in an international context 
and has been on a downward trend since early 2011. In 
addition, Japan’s relatively robust growth has been supported 
by the government’s reconstruction spending and will need a 
pickup in exports to continue, and the country faces important 
long-term structural issues including high debt levels and 
deteriorating demographics.

Emerging Markets Country Highlights
Large Markets

Emerging markets are generally experiencing a longer-term trend 
toward less volatility and offer stronger growth prospects than 
many developed markets. In addition, falling inflation in most 
emerging market countries has yet to translate into multiple 
expansions, and valuations remain compelling. 

► Within Latin America, Mexico’s market valuations still look 
comparatively rich. The outcome of the recent presidential 
election was expected and isn’t likely to change economic 
policies going forward. At the same time, we continue to like 
Brazil, where we think slowing growth has already been priced 
in and valuations remain compelling. 

► We like emerging Asian countries thanks to their robust 
growth prospects and relatively attractive valuations.

► While data about the Chinese economy has been mixed, more 
forward-looking economic indicators still suggest that China 
can engineer a soft landing. In our view, China has both the 
motivation and ability to maintain growth at a respectable rate 
as the country readies itself for a leadership transition later 
this year, as illustrated in recent rate cuts. As such, we expect 
that China’s growth to settle at around 8%, in which case 
China’s stock market looks cheap.

June 2012
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June Return (%) YTD Return (%)

MSCI USA IndexSM 3.90 9.07

MSCI United Kingdom IndexSM 7.10 3.35

MSCI Japan IndexSM 5.14 3.14

MSCI France IndexSM 9.10 2.10

MSCI Germany IndexSM 4.80 5.89

MSCI Switzerland IndexSM 6.31 3.36

As of 30 June 2012; Source: MSCI, BlackRock

Global Equity

June Return (%) YTD Return (%)

MSCI China IndexSM 2.06 3.90

MSCI Korea IndexSM 2.93 5.26

MSCI Brazil IndexSM 1.13 -7.69

MSCI Taiwan IndexSM -0.53 3.64

MSCI Russia IndexSM 9.18 1.46

As of 30 June 2012; Source: MSCI, BlackRock
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June 2012Global Equity

Valuations and Market Returns

Volatility

Yield

Price/book

As of 30 June 2012; Sources: MSCI, Factset

As of 30 June 2012; Sources: MSCI, Factset
Annualized rolling 12-month daily returns
As of 30 June 2012; Sources: MSCI, Factset

Price/earning

As of 30 June 2012; Sources: MSCI, Factset
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MSCI Country Indices returns (sorted by size, top to bottom)

As of 30 June 2012; Sources: MSCI, Factset
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The funds, accounts, products or securities referred to herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such funds, accounts,
products or securities or any index on which such funds, accounts, products or securities are based.
The MSCI ACWI (All Country World Index) IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global developed and
emerging markets. As of April 2005 the MSCI ACWI consisted of the following 49 developed and emerging market country indices: Argentina, Australia, Austria, Belgium, Brazil, Canada,
Chile, China, Colombia, Czech Republic, Denmark, Egypt, Finland, France, Germany, Greece, Hong Kong, Hungary, India, Indonesia, Ireland, Israel, Italy, Japan, Jordan, Korea,
Malaysia, Mexico, Morocco, Netherlands, New Zealand, Norway, Pakistan, Peru, Philippines, Poland, Portugal, Russia, Singapore Free, South Africa, Spain, Sweden, Switzerland,
Taiwan, Thailand, Turkey, the United Kingdom, the United States and Venezuela.
The MSCI ACWI ex US (All Country World Index) IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global
developed and emerging markets, excluding the USA. As of April 2005 the MSCI ACWI ex USA consisted of the following 48 developed and emerging market country indices: Argentina,
Australia, Austria, Belgium, Brazil, Canada, Chile, China, Colombia, Czech Republic, Denmark, Egypt, Finland, France, Germany, Greece, Hong Kong, Hungary, India, Indonesia,
Ireland, Israel, Italy, Japan, Jordan, Korea, Malaysia, Mexico, Morocco, Netherlands, New Zealand, Norway, Pakistan, Peru, Philippines, Poland, Portugal, Russia, Singapore Free, South
Africa, Spain, Sweden, Switzerland, Taiwan, Thailand, Turkey, the United Kingdom and Venezuela.
The MSCI EAFE® Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance, excluding
the USA & Canada. As of December 2003 the MSCI EAFE Index consisted of the following 21 developed market country indices: Australia, Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Hong Kong, Ireland, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland and the United Kingdom.
The MSCI Europe ex UK IndexSM is a free float-adjusted market capitalization index that is designed to measure developed market equity performance in Europe, excluding the United
Kingdom. As of December 2003, the MSCI Europe ex UK Index consisted of the following 15 developed market country indices: Austria, Belgium, Denmark, Finland, France, Germany,
Greece, Ireland, Italy, the Netherlands, Norway, Portugal, Spain, Sweden and Switzerland.
The MSCI Germany IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Germany.
The MSCI Israel IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Israel.
The MSCI Korea IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Korea.
The MSCI Portugal IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Portugal.
The MSCI Columbia IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Columbia.
The MSCI Switzerland IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Switzerland.
The MSCI France IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in France.
The MSCI UK IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the United Kingdom.
The MSCI Japan IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Japan.
The MSCI Pacific Free ex Japan IndexSM is a free float-adjusted market capitalization index that is designed to measure developed market equity performance in the Pacific region,
excluding Japan. As of December 2003, the MSCI Pacific Index consisted of the following 4 Developed Market countries: Australia, Hong Kong, New Zealand, and Singapore.
The MSCI Canada IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Canada.
The MSCI USA IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the USA.
The MSCI South Africa IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in South Africa.
The MSCI Taiwan IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Taiwan.
The MSCI China IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in China.
The MSCI Emerging Markets IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global emerging markets. As of
December 2003 the MSCI Emerging Markets Index consisted of the following 26 emerging market country indices: Argentina, Brazil, Chile, China, Colombia, Czech Republic, Egypt,
Hungary, India, Indonesia, Israel, Jordan, Korea, Malaysia, Mexico, Morocco, Pakistan, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, Turkey and Venezuela.
MSCI EM (Emerging Markets) Asia IndexSM is a free float-adjusted market capitalization index that is designed to measure emerging market equity performance in Asia. As of December
2003 the MSCI EM Asia Index consisted of the following 9 emerging market country indices: China, India, Indonesia, Korea, Malaysia, Pakistan, Philippines, Taiwan and Thailand.
The MSCI EM (Emerging Markets) Latin America IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Latin America. As
of December 2003 the MSCI EM Latin America Index consisted of the following 7 emerging market country indices: Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela.
The MSCI EM (Emerging Markets) Europe, Middle East and Africa IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in
the emerging market countries of Europe, the Middle East & Africa. As of December 2003, the MSCI EM EMEA Index consisted of the following 10 emerging market country indices:
Czech Republic, Hungary, Poland, Russia, Turkey, Israel, Jordan, Egypt, Morocco and South Africa.
Source: MSCI. Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied warranties or representations with
respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability
or fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in or related
to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the
possibility of such damages. No further distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent. The MSCI data June only be used for your
internal use and June not be used to create any financial instruments or products (including funds and derivative instruments) or any indices.
For ease of reference, “BlackRock” June be used to refer to BlackRock, Inc. and its affiliates, including BlackRock Institutional Trust Company, N.A.
BlackRock Institutional Trust Company, N.A. (“BTC”), a national banking association operating as a limited purpose trust company, manages the collective investment products and
services discussed in this publication and provides fiduciary and custody services to various institutional investors. A collective investment fund is privately offered: prospectuses are not
required. Strategies maintained by BTC are not insured by the Federal Deposit Insurance Corporation or any other agency of the U.S. government, are not an obligation or deposit of, or
guaranteed by, BlackRock, Inc. or its affiliates.
Past performance does not guarantee of future results. Investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, June be
worth more or less than the original cost. Any opinions expressed in this publication reflect our judgment at this date and are subject to change. No part of this publication June be
reproduced in any manner without the prior written permission of BTC. Collective fund performance assumes reinvestment of income, and does not reflect management fees, and certain
transaction costs and expenses charged to the fund. Risk controls, asset allocation models, and proprietary technology do not promise any level of performance or guarantee against loss
of principal.
None of the information constitutes a recommendation by BTC or a solicitation of any offer to buy or sell any securities. The information is not intended to provide investment advice.
Neither BTC, nor BlackRock Inc. guarantees the suitability or potential value of any particular investment. The information contained herein June not be relied upon by you in evaluating
the merits of investing in any investment.
“Russell” and Russell Indexes are trademarks of Russell Investments. “S&P” and “Standard & Poor’s” are trademarks of the McGraw-Hill Companies, Inc. The aforementioned marks
have been licensed for use for certain purposes by BTC.
FOR INSTITUTIONAL USE ONLY. For Collective Trust Fund Use Only.
BlackRock Institutional Trust Company, N.A., is a wholly-owned subsidiary of BlackRock, Inc.
BlackRock® is a registered trademark of BlackRock, Inc. All other trademarks are the property of their respective owners.
© 2012 BlackRock, Inc. All rights reserved.
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US Fixed Income Market Review

Market Review
All eyes continued to be on Europe this month as announcements 
from European leaders continued to have strong influence on the 
market. It was announced at the EU summit that the ESM could 
directly lend to banks once a supervisor is in place. A pan-
European bank supervisory mechanism involving the ECB was 
also proposed and is slated to be in place by the end of the year, 
as well as a €120bn growth pact. The market was encouraged by 
these measures, causing peripheral yields to rally, especially in 
the front-end of the curve. At its July meeting, the ECB cut the 
refinancing rate by 25 bps to 0.75% as expected, but surprised 
the market by cutting the deposit rate to 0%. The cut in the ECB 
deposit facility has driven the short-end of European curves 
significantly lower, leading investors to shift exposures from 
German and Dutch bonds, which have descended into negative 
territory on the front-end, to those of Belgium, France, and 
Austria. Risk sentiment became even more positive later in the 
month when members of the ECB, including President Draghi, 
made strong commitments to “do whatever it takes” to preserve 
the Euro. This spurred a sell-off in Treasuries and a further rally of 
peripheral yields as investors anticipated greater ECB 
intervention to reduce the risk premia.

In the U.S., while Consumer Confidence reported above 
expectations in July, other data points continued to soften. 
Consumer Confidence came in at 65.9, versus consensus 
estimates of 61.5. June was revised up from 62.0 to 62.7. 
Expectations led the gains up 5.7 points, and the Present 
Situation fell slightly. ISM Manufacturing opened the month on a 
disappointing note as it indicated a contraction in June at 49.7 
compared to estimates of 52. This is the first time since July 2009 
that ISM has reported below 50 with several major categories 
also in contraction territory. Payrolls remained weak in June, 
coming in at 80,000 compared to estimates calling for a 100,000 
print. This is the third straight month the number headlined less 
than 100,000 after a strong start to the year that saw an average 
print of 225,000 through March. The unemployment rate was

Market Commentary
July 2012
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unchanged at 8.2%. June Retail Sales disappointed as well, 
surprising to the downside at -0.5% compared to consensus 
estimates calling for an increase of 0.2%.

The July Federal Open Markets Committee meeting came at an 
interesting time for the Fed. The June meeting saw the Fed 
announce the extension of Operation Twist through the end of 
2012. By the July meeting, however, market participants were 
hoping for further Fed accommodation. While balance sheet 
expansion was not the base case, many investors believed 
Chairman Bernanke would extend the guidance of a near-zero 
fed funds rate from 2014 through the end of 2015. Instead, the 
meeting passed with no major policy announcements from the 
Chairman. Though the Fed did not initiate new policy, the 
statement released showed a Fed fully aware of the degrading 
economy. Bernanke explained, “Information received since the 
Federal Open Market Committee met in June suggests that 
economic activity decelerated somewhat over the first half of this 
year. Growth in employment has been slow in recent months, and 
the unemployment rate remains elevated.” Additionally, the Fed 
retained its dovish stance and reiterated its commitment to 
“closely monitor incoming information on economic and financial 
developments and will provide additional accommodation as 
needed to promote a stronger economic recovery…” This closing 
statement provided the market comfort that the extension of 
Operation Twist does not necessarily mark an end to Fed policy 
in 2012. With the Fed not acting in July, continued disappointing 
economic data and market volatility will keep investors hopeful for 
further easing.

Equities were down modestly through most of July, but a late 
surge on the back of Draghi’s comments sparked a strong market 
rally over the last couple days of the month and drove sentiment 
high heading into the August 2nd ECB meeting. The S&P 500 
was up 1.39% and the NASDAQ increased 0.20% in July. The 
Barclays US Credit Index posted a total return of 2.71% for the 
month and outperformed similarly-dated US Treasuries by 1.48%. 
The Barclays US High Yield Index returned 1.90% and 
experienced excess returns of 1.25% versus US Treasuries.

June 2012 vs July 2012

31 December 2011
30 June 2012
31 July 2012

Yield curve shifts
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Treasuries & Agencies
July began with a very poor ISM Manufacturing report that came 
in well below expectations and the all-important 50 mark (49.7 vs 
52.0 survey and 53.5 prior). 10-year Treasury yields fell 7 bps 
following the print and spent the rest of the month grinding lower 
to reach an all-time low of 1.38% on July 24th after beginning the 
month at 1.65%. The Treasury market came under severe 
pressure toward the end of the month following ECB President 
Draghi’s speech saying he would do “whatever it takes” to defend 
the Euro – yields rose from 1.39% to a high of 1.59% between 
July 26th and 27th. However, there continues to be buyers on 
dips and that, coupled with month-end buying and fund 
rebalancing, helped retrace over half the sell-off and the 10-year 
note settled at 1.47% to end the month. 

Agency Mortgage-backed Securities (MBS)

Agency mortgages had another strong month of performance in 
July, with the Barclays Mortgage Index besting similarly-dated 
Treasuries by 28 bps. The continued deterioration of US 
economic data in July increased market expectations of Fed 
intervention, specifically in the form of MBS asset purchases. 
Given the backdrop of heightened QE expectations, investors 
moved quickly to deploy capital into the sector, with particularly 
strong demand coming from overseas investors in low coupon 
GNMA MBS and REITs looking to invest a recent surge in newly 
raised equity capital. In particular, REIT demand coupled with low 
rates and higher refinancing activity caused a large rise in the 
prices of call- protected specified pool categories during the 
month. In addition to supportive technicals, lower implied and 
realized interest rate volatility as well as compressing swap 
spreads provided MBS with a further boost. 

Non-Agency RMBS
Non-Agency RMBS accelerated their strong rally in July. We 
witnessed an across-the-board rally with higher beta/distressed 
sectors outperforming. In particular, bonds backed by 
Countrywide loans added 3-5pts on the month as the full $8.5bn 
settlement amount with private investors has begun to be priced 
into the securities after one of the main opponents to the 
settlement dropped their objection. The sector continues to enjoy 
strong demand from money managers and insurance companies.

Commercial Mortgage-backed Securities (CMBS)
CMBS continued its march tighter during the month of July. 
Excess returns over duration-adjusted Treasuries were 119 bps 
for the month, bringing year-to-date excess returns to 484 bps. 
The continued tightening was driven by demand for yield product 
from banks, insurance companies and money managers, as well 
as a lack of major dispositions or portfolio unwinds, keeping large 
supply fairly muted. Markets are still concerned with broader 
global macro risks, but strong technicals have caused volatility to 
be substantially lower in CMBS, as evidenced by resiliency during 
periods of minor corrections in the equity market. 

July 2012
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Asset-backed Securities (ABS)
The ABS sector continued its year-long positive trend, posting 
excess returns of 26 bps in July. Credit card ABS was in-line with 
the sector, logging excess returns of 25 bps, while Auto ABS 
posted 28 bps of excess returns, proving the biggest 
outperformance. July total return for the sector was 0.76%. 
Subprime and prime auto seniors tightened 5-10 bps on the heels 
of both new issue strength, (Hyundai and World Omni), as well as 
a frothy secondary bid for short, senior spread product.
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Investment Grade Credit
In July, the Barclays US Credit Index saw total returns of 2.71% 
on the back of strong technicals. With the macro backdrop still 
uncertain, the strong bid for investment grade paper 
demonstrates the need for yield in the market place. With the 
secondary market increasingly less liquid, investors raced to the 
primary market to source bonds. Strong demand remains for 
front-end bonds and long-end high quality non-financial bonds. 
Front-end bond demand was driven by the ECB’s announcement 
of deposit rate cut from 0.25% to 0.00% and interest rate cut from 
1.00% to 0.75%. Due to the limited issuance of long dated paper 
and strong demand from liability driven investors, high quality 
paper with more than ten years of duration drastically 
outperformed.

High Yield
The High Yield Index returned 1.90% in July, bringing year-to-
date total returns to 9.31%. Higher beta underperformed higher 
quality in July. The BB Index gained 2.06%, the B Index returned 
1.91%, and the CCC Index returned 1.45%. The best performing 
sectors this month on a total return basis were Wireless 
(+3.80%), Electric Utilities (+3.71%), and Home Construction 
(+3.22%). The worst performing sectors were Gaming (-0.01%), 
Technology (+0.58%), and Food & Beverage (+0.81%).

Municipals
Tax-exempt performance continues to impress year-to-date, with 
a total return of 1.59% in July. This was partially driven by 
tailwinds provided by continued flows and coupons being 
reinvested to the sector. Flows have been largely directed to 
longer durations and given the backdrop of rates, longer duration 
bonds have outperformed shorter ones. The supply side has 
remained favorable with consecutive months of net-negative 
supply due to refundings, calls, and redemptions. A major market 
focus is on the outcome of the elections and how it relates to tax 
reform as well as municipal bond regulations and oversight.

Global ILB

Global inflation breakevens were basically unchanged in the U.S. 
and Germany, while UK ten-year breakevens resumed their 
decline, falling nearly 20 bps during July. The UK inflation market 
continues to be negatively impacted by the uncertainty 
surrounding changes to the RPI index, the index UK ILBs are 
linked to. These changes could possibly lower annualized inflation 
according to the RPI index by 20 to 80 bps. While US breakevens
were little changed on the month, the rally in ten-year real yields 
was extremely impressive, moving lower by 20 bps to record low 
real yields of less than -70 bps.

July 2012
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For ease of reference, “BlackRock” may be used to refer to BlackRock, Inc. and its affiliates, including BlackRock Institutional Trust Company, N.A.

BlackRock Institutional Trust Company, N.A. (“BTC”), a national banking association operating as a limited purpose trust company, manages the collective investment products and 
services discussed in this publication and provides fiduciary and custody services to various institutional investors. A collective investment fund is privately offered: prospectuses are not 
required. Strategies maintained by BTC are not insured by the Federal Deposit Insurance Corporation or any other agency of the US government, are not an obligation or deposit of, or 
guaranteed by, BlackRock, Inc. or any of its affiliates.

Past performance does not guarantee of future results. Investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth 
more or less than the original cost. Any opinions expressed in this publication reflect our judgment at this date and are subject to change. No part of this publication may be reproduced in 
any manner without the prior written permission of BTC. Collective fund performance assumes reinvestment of income, and does not reflect management fees, and certain transaction 
costs and expenses charged to the fund. Risk controls, asset allocation models, and proprietary technology do not promise any level of performance or guarantee against loss of principal.

None of the information constitutes a recommendation by BTC or a solicitation of any offer to buy or sell any securities. The information is not intended to provide investment advice. 
Neither BTC, nor BlackRock, Inc. guarantees the suitability or potential value of any particular investment. The information contained herein may not be relied upon by you in evaluating 
the merits of investing in any investment.

FOR INSTITUTIONAL USE ONLY. For Collective Trust Fund Use Only. 

BlackRock Institutional Trust Company, N.A., is a wholly-owned subsidiary of BlackRock, Inc.

©2012 BlackRock Institutional Trust Company, N.A. All rights reserved. 

All trademarks, servicemarks or registered trademarks are the property of their respective owners.
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Executive summary 
Ventura County Employees’ Retirement Association 

US Equity Market Fund $1,093,192,521 

Performance Fund return % Dow Jones US Total Stock 
Index return % Difference % 

August 2.47 2.47 0.00 
Fiscal year 2013 3.54 3.51 0.03 
Since client inception (2 June 2008) 3.00 2.92 0.08 

Extended Equity Market Fund $29,685,518 

Performance Fund return % Dow Jones US Completion Total 
Stock Market Index % Difference % 

August 3.56 3.45 0.11 
Fiscal year 2013 2.91 2.74 0.17 
Since client inception (30 September 2002) 10.93 10.88 0.05 

ACWI ex-US IMI Index Fund $274,487,530 
Performance Fund return % Benchmark return % Difference % 
August 2.19 2.17 0.02 
Fiscal year 2013 3.52 3.51 0.01 
Since client inception (30 May 2008) -4.46 -4.65 0.19 

US Debt Index Fund $133,132,964 

Performance Fund return % 
Barclays Capital 

Aggregate Index % 
Difference % 

August 0.08 0.07 0.01 
Fiscal year 2013 1.47 1.45 0.02 
Since client inception (31 December 1995) 6.23 6.14 0.09 

* Returns since inception for periods greater than one year are annualized 

As of 31 August 2012 
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Executive summary 
Ventura County Employees’ Retirement Association (continued) 

ACWI Equity Index Fund $121,715,834 

Performance Fund return % 
Barclays Capital 

Aggregate Index % 
Difference % 

August 2.18 2.17 0.01 
Fiscal year 2013 3.61 3.57 0.04 
Since client inception (27 June 2012) 6.53 6.49 0.04 
Total assets $1,652,214,367  

* Returns since inception for periods greater than one year are annualized 

As of 31 August 2012 
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US Equity Market Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

2.47

3.54

3.00

2.47

3.51

2.92
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2
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August Fiscal year 2013 Since inception*
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Fund DJ US Total Stock Market Index

As of 31 August 2012 

Account value $1,093,192,521 
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* Returns since inception for periods greater than one year are annualized 
 Client inception 2 June 2008 
 Fiscal year end June 30 
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US Equity Market Fund  
Characteristics 

Sector diversification Characteristics 

Strategy Dow Jones US Total 
Stock Market Index 

Beta vs. S&P 500® 1.00 

Yield 2.07% 

Total fund assets $7.28B  

Number of holdings 2,388 

This information is unaudited and intended for analytical purposes only 
Source: BlackRock, Bloomberg, Wilshire 

Top 10 holdings 

                    Fund % Index % 

APPLE INC 4.02 4.02 

EXXON MOBIL CORP 2.66 2.66 

MICROSOFT CORP 1.50 1.50 

CHEVRON CORP 1.44 1.44 

GENERAL ELECTRIC CO 1.42 1.42 

AT&T INC 1.40 1.40 

INTL BUSINESS MACHINES CORP 1.39 1.40 

JOHNSON & JOHNSON 1.20 1.20 

PROCTER & GAMBLE CO/THE 1.19 1.20 

PFIZER INC 1.17 1.16 

U
S

-E
q-

M
kt

-A
-C

h 

As of 31 August 2012 

0 5 10 15 20 25

Basic materials

Communications

Consumer cyclical

Consumer non–cyclical

Diversified

Energy

Financial

Industrial

Technology

Utilities

Percent

Index Fund
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Extended Equity Market Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

3.56
2.91

10.93

3.45
2.74

10.88
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Fund DJ US Completion Index

As of 31 August 2012 

Account value $29,685,518 
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* Returns since inception for periods greater than one year are annualized 
 Client inception 30 September 2002 
 Fiscal year end June 30 
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Extended Market Fund  
Characteristics 

Sector diversification 

This information is unaudited and intended for analytical purposes only 
Source: BlackRock, Bloomberg, Wilshire 

E
xt
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h 

Characteristics 

Strategy Extended Market Index 

Beta 1.10 

Yield 1.48% 

Total fund assets $35.67B 

Number of holdings 2,347 

Top 10 holdings 

                    Fund % Index % 

ANNALY CAPITAL MANAGEMENT IN 0.60 0.60 

LAS VEGAS SANDS CORP 0.59 0.60 

LYONDELLBASELL INDU-CL A 0.57 0.59 

LIBERTY GLOBAL INC-A 0.52 0.51 

GENERAL MOTORS CO 0.43 0.44 

LIBERTY MEDIA CORP - LIBER-A 0.42 0.43 

VERTEX PHARMACEUTICALS INC 0.40 0.40 

LIBERTY INTERACTIVE CORP-A 0.39 0.39 

REGENERON PHARMACEUTICALS 0.38 0.38 

AMERICAN CAPITAL AGENCY CORP 0.38 0.41 

As of 31 August 2012 

0 5 10 15 20 25

Basic materials

Communications

Consumer cyclical

Consumer non–cyclical

Diversified

Energy

Financial

Industrial

Technology

Utilities

Other

Percent
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ACWI ex-US IMI Index Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

2.19

3.52

-4.46

2.17

3.51

-4.65
-6
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August Fiscal year 2013 Since inception*

Pe
rc

en
t
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As of 31 August 2012 

Account value $274,487,530 
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* Returns since inception for periods greater than one year are annualized 
 Client inception 30 May 2008 
 Fiscal year end June 30 
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BlackRock MSCI ACWI ex-US IMI IndexSM Fund A  
Characteristics 

Country allocation 

Korea 3.65% 
Brazil 2.93% 
Taiwan 2.87% 
Sweden 2.12% 
Hong Kong 2.03% 
South Africa 1.93% 
Spain 1.75% 
Netherlands 1.59% 
India 1.57% 
Italy 1.50% 
Singapore 1.34% 
Russia 1.24% 
Mexico 1.12% 
Malaysia 0.90% 
Denmark 0.83% 

Belgium 0.77% 
Norway 0.74% 
Indonesia 0.72% 
Thailand 0.56% 
Finland 0.56% 
Chile 0.46% 
Israel 0.44% 
Turkey 0.42% 
Poland 0.34% 
Colombia 0.28% 
Ireland 0.26% 
Philippines 0.25% 
Austria 0.22% 
Peru 0.16% 
New Zealand 0.14% 

Portugal 0.13% 
Greece 0.09% 
Egypt 0.09% 
Czech Republic 0.07% 
Hungary 0.06% 
Morocco 0.02% 

Characteristics 

Strategy MSCI ACWI ex-US IMISM 

Total fund value $5.52B 

Number of issues in fund 6,197 

Predicted tracking error 0.20-0.50% 

Top 10 holdings 

                    Country Weight (%) 

Nestle S.A. Switzerland 1.23  

HSBC Holdings PLC United Kingdom 0.94  

Vodafone Group PLC United Kingdom 0.86  

Novartis AG Switzerland 0.81  

BP PLC United Kingdom 0.80  

Royal Dutch Shell PLC (CL A) United Kingdom 0.77  

Roche Holding AG Switzerland 0.77  

Samsung Electronics Co. Ltd. Korea 0.73  

GlaxoSmithKline PLC United Kingdom 0.69  

Toyota Motor Corp. Japan 0.66  

Portions of the above characteristics are based on benchmark data as the portfolio fully replicates benchmark and is for analytical purposes only. Index data may differ to those published by the Index 
due to calculation methods. Breakdowns may not sum to total due to rounding, exclusion of cash, STIF, and statistically immaterial factors 
Index data only. Data not representative of the fund 
Sources: BlackRock, FactSet, MSCI 

United Kingdom
16%

Japan
15%

Canada
9%

Australia
6%

France
6%

Germany
5%

Sw itzerland
5%

China
4%
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S
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-C
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As of 31 August 2012 
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US Debt Index Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 

As of 31 August 2012 

Account value $133,132,964 

FI
-M

V
P

-1
20

91
7*

 

* Returns since inception for periods greater than one year are annualized 
 Client inception 31 December 1995 
 Fiscal year end June 30 
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US Debt Index Fund 

US Debt  
Index Fund 

Barclays                     
Aggregate Bond 

Index 

Market value ($B) 6.27 16,755.03 

# Issues 6,169 7,968 

Characteristics 
Coupon (%) 3.83 3.74 

Nominal yield (%) 1.40 1.40 

Current yield (%) 3.48 3.37 

Yield to maturity (YTM) (%) 1.40 1.41 

Weighted avg life (yrs) 6.35 6.39 

Effective duration (yrs)  4.41 4.41 

Spread duration 3.13 3.14 

Option adjusted spread (bps)  56 57 

Convexity 0.14 0.12 

Moody rating Aa1 Aa1 

S&P rating AA AA 

Quality breakdown (mkt val %) 
AAA or above 75.17 75.22 

AA 3.26 3.18 

A 11.37 11.39 

BBB 10.18 10.18 

NR 0.02 0.03 

Portfolio profile 

Data is for analytical purposes only.  Index data points may differ to those published by the Index due to calculation methods 
Breakdowns may not sum to total due to rounding, exclusion of cash, STIF, and statistically immaterial factors 
Source: BlackRock 

U
S

-D
eb

t-I
dx

-A
-P

ro
 

US Debt  
Index Fund 

Barclays                     
Aggregate Bond 

Index 
Sector breakdown (mkt val %) 
Treasury 36.03 36.04 
Agencies 4.50 5.21 

Financials 6.69 6.70 
Industrials 11.84 11.77 
Utilities 2.32 2.36 
Non-US credit 4.49 4.50 
Taxable munis 0.97 1.01 

ABS 0.30 0.30 

Mortgages 29.26 29.30 
Hybrid ARM 0.89 0.90 

CMBS 1.89 1.90 

Cash 0.83 0.00 

Weighted avg life breakdown (mkt val %) 
0-1 2.47 0.78 

1-2 9.94 11.70 

2-3 34.71 33.45 

3-5 19.86 20.99 

5-7 11.78 10.52 

7-10 8.48 9.69 

10-20 3.15 3.31 

20-30 9.29 9.23 

30+ 0.32 0.34 

As of 31 August  2012 
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ACWI Equity Index Fund 
Ventura County Employees’ Retirement Association 

Returns since client inception 
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Account value $121,715,834 
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* Returns since inception for periods greater than one year are annualized 
 Client inception 27 June 2012 
 Fiscal year end June 30 
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ACWI Index Fund  
Characteristics 

Country allocation 

Australia 3.11% 
Switzerland 3.01% 
Germany 2.84% 
China 2.19% 
Korea 1.91% 
Brazil 1.64% 
Taiwan 1.39% 
Sweden 1.11% 
Hong Kong 1.07% 
South Africa 1.00% 
Spain 0.97% 
Netherlands 0.85% 
India 0.81% 
Italy 0.77% 
Russia 0.73% 
Singapore 0.66% 

Mexico 0.63% 
Malaysia 0.45% 
Denmark 0.41% 
Belgium 0.39% 
Indonesia 0.35% 
Norway 0.33% 
Thailand 0.27% 
Finland 0.26% 
Chile 0.25% 
Israel 0.21% 
Turkey 0.21% 
Poland 0.18% 
Colombia 0.16% 
Philippines 0.12% 
Ireland 0.10% 
Austria 0.09% 

Peru 0.09% 
Portugal 0.06% 
New Zealand 0.05% 
Egypt 0.04% 
Czech Republic 0.04% 
Hungary 0.04% 
Greece 0.02% 
Morocco 0.01% 

Characteristics 

Strategy MSCI ACWI IndexSM 

Total fund value $0.89B 

Predicted tracking error 0.20-0.30% 

Top 10 holdings 

                    Country Weight 

Apple Inc. United States 2.33  

Exxon Mobil Corp. United States 1.53  

Microsoft Corp. United States 0.86  

International Business Machines Corp. United States 0.84  

Chevron Corp. United States 0.83  

General Electric Co. United States 0.82  

AT&T Inc. United States 0.80  

Nestle S.A. Switzerland 0.73  

Johnson & Johnson United States 0.69  

Procter & Gamble Co. United States 0.69  

This information is unaudited and intended for analytical purposes only 
Sources: BlackRock, Bloomberg, S&P 

United 
States
48% United 

Kingdom
8%

Japan
7%

Canada
4%

France
3%

As of 31 August 2012 
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Market Overview and Outlook
As policymakers took steps last month to avert a worsening eurozone crisis and to revive 
slowing economies, global equity markets finished June up 4.9%, credit spreads 
tightened and the 10-year Treasury rate rose slightly to 1.64%. 

However, with global economic data continuing to soften, the US economy slowing for a 
third summer in a row and Europe still teetering on the brink of an abyss, investor 
optimism was short lived despite additional steps by policy makers in early July. Global 
equity markets fell 0.8% in July through July 9, with many investors continuing to 
question whether a global double-dip recession is on the horizon. 

► In our opinion, the most likely outcome for the global economy for the remainder of the 
year continues to be slow, but positive, growth. While Europe is struggling, it’s 
stumbling toward a solution. Meanwhile, while growth appears to be slowing in the 
United States, we still believe the country will avoid a recession in 2012. 

► That said, if US policy makers don’t avert the United States’ pending fiscal drag, 
recession fears will become justified. And while we’ve seen some tentative signs of 
progress in Europe lately, policy makers there still need to address their region’s 
structural issues, meaning a worsening eurozone crisis still could pose a threat to the 
global recovery. 

► In light of uncertainty surrounding the United States’ fiscal policy and Europe, we 
expected current heightened market volatility to continue for the remainder of the 
year. While we expect that stocks can move higher in 2012 and we continue to hold 
an overweight long-term view of global equities, especially relative to bonds, the road 
ahead for equities is likely to be rocky. 

► As such, we continue to favor investments that could offer some downside protection 
while still potentially producing a reasonable yield and allowing for participation in 
market gains. We like high-quality, international dividend-paying stocks; defensive 
sectors such as global telecommunications; global mega capitalization (mega cap) 
stocks; and US and international minimum volatility funds. We also prefer to get equity 
exposure through select developed and emerging markets that have robust growth 
prospects and fewer debt and banking sector problems. 

Global Equity

Commentary
June 2012

Returns by region (returns net dividends, US$)

For use with institutional and professional investors only
Proprietary and confidential

* MSCI World
As of 30 June 2012; Sources: MSCI, Factset

June % YTD %

Energy 5.69 -4.30

Materials 4.10 -1.64

Industrials 3.86 4.62

Consumer discretionary 2.58 10.59

Consumer staples 4.55 7.16

Health care 6.25 8.79

Financials 7.70 9.56

Information technology 2.98 10.31

Telecomm. 8.02 5.20

Utilities 6.15 1.93

As of 30 June 2012; Sources: MSCI, Factset

June % YTD %

MSCI AC World IndexSM 4.94 5.65

MSCI AC World ex USA IndexSM 5.90 2.77

MSCI EAFE Index® 7.01 2.96

MSCI Europe ex-UK IndexSM 8.41 1.87

MSCI United Kingdom IndexSM 7.10 3.35

MSCI Japan IndexSM 5.14 3.14

MSCI Pacific Free ex-JP IndexSM 6.25 5.82

MSCI Canada IndexSM 2.85 -1.87

MSCI USA IndexSM 3.90 9.07

MSCI Emerging Markets (EM) 
IndexSM 3.86 3.93

MSCI EM Asia IndexSM 2.53 4.97

MSCI EM Latin America IndexSM 3.88 -0.48

MSCI EM EMEA IndexSM 8.49 6.19

Returns by sector* (returns net dividends, US$)

As of 30 June 2012; Sources: MSCI, Factset

Performance of US dollar
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Developed Markets Country Highlights
Large Markets

In the developed world, we still expect certain smaller developed 
countries—Canada, Australia, Singapore, Switzerland and Hong 
Kong (the CASSH countries)—to outperform other developed 
markets over the long term given their generally lower debt levels 
and more robust growth prospects. In the near term, among 
developed markets, we especially like Hong Kong and Singapore 
and certain countries in northern Europe.

► There have been some tentative signs of progress in Europe 
lately. The results of the second Greek election mitigated the 
risk of a near-term Greek default or exit. Then, at a late June 
European summit, policy makers provided more clarity on how 
Spanish banks will be recapitalized, mitigating the risk of a full-
blown Spanish banking crisis. However, despite the progress, 
Europe is still not out of the woods. After the summit, several 
structural issues remain unresolved including who will serve 
as the single regulator of the European banking system, how 
European sovereign debt will be pooled, whether there will be 
a European wide deposit insurance scheme and how Europe 
will be lifted out a recession. That said, we continue to believe 
a worsening eurozone crisis can be avoided if European 
politicians aggressively address their region’s problems. Still, 
as there’s little likelihood of an imminent complete solution, the 
region is likely to remain a chronic source of stress for the 
global economy. However, European equities have been hit 
hard by the eurozone crisis and could experience a sharp rally 
if sentiment shifts.

► Despite a string of weak payroll reports, we believe that the 
United States will not see a recession in 2012 and instead will 
remain stuck in a slow growth mode of around 2% for the 
foreseeable future. Still, US politicians have yet to address the 
pending tax hikes and spending cuts scheduled to take effect 
in January 2013 that could pose a headwind to the US market 
later this year, significantly lower US growth in 2013 and push 
the US economy back into a recession. That said, the most 
likely outcome is a last minute compromise to avert most or all 
of the tax hikes, assuming we don’t see a bitter and divisive 
election in November that would make it more difficult to avoid 
the pending fiscal drag. 

► UK valuations appear a bit rich for an environment 
characterized by disappointing growth and persistent inflation, 
and the impact of the central bank’s aggressive quantitative 
easing program still remains to be seen. 

► While Japanese equities still appear cheap, corporate 
profitability in the country is very low in an international context 
and has been on a downward trend since early 2011. In 
addition, Japan’s relatively robust growth has been supported 
by the government’s reconstruction spending and will need a 
pickup in exports to continue, and the country faces important 
long-term structural issues including high debt levels and 
deteriorating demographics.

Emerging Markets Country Highlights
Large Markets

Emerging markets are generally experiencing a longer-term trend 
toward less volatility and offer stronger growth prospects than 
many developed markets. In addition, falling inflation in most 
emerging market countries has yet to translate into multiple 
expansions, and valuations remain compelling. 

► Within Latin America, Mexico’s market valuations still look 
comparatively rich. The outcome of the recent presidential 
election was expected and isn’t likely to change economic 
policies going forward. At the same time, we continue to like 
Brazil, where we think slowing growth has already been priced 
in and valuations remain compelling. 

► We like emerging Asian countries thanks to their robust 
growth prospects and relatively attractive valuations.

► While data about the Chinese economy has been mixed, more 
forward-looking economic indicators still suggest that China 
can engineer a soft landing. In our view, China has both the 
motivation and ability to maintain growth at a respectable rate 
as the country readies itself for a leadership transition later 
this year, as illustrated in recent rate cuts. As such, we expect 
that China’s growth to settle at around 8%, in which case 
China’s stock market looks cheap.

June 2012
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June Return (%) YTD Return (%)

MSCI USA IndexSM 3.90 9.07

MSCI United Kingdom IndexSM 7.10 3.35

MSCI Japan IndexSM 5.14 3.14

MSCI France IndexSM 9.10 2.10

MSCI Germany IndexSM 4.80 5.89

MSCI Switzerland IndexSM 6.31 3.36

As of 30 June 2012; Source: MSCI, BlackRock

Global Equity

June Return (%) YTD Return (%)

MSCI China IndexSM 2.06 3.90

MSCI Korea IndexSM 2.93 5.26

MSCI Brazil IndexSM 1.13 -7.69

MSCI Taiwan IndexSM -0.53 3.64

MSCI Russia IndexSM 9.18 1.46

As of 30 June 2012; Source: MSCI, BlackRock
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June 2012Global Equity

Valuations and Market Returns

Volatility

Yield

Price/book

As of 30 June 2012; Sources: MSCI, Factset

As of 30 June 2012; Sources: MSCI, Factset
Annualized rolling 12-month daily returns
As of 30 June 2012; Sources: MSCI, Factset

Price/earning

As of 30 June 2012; Sources: MSCI, Factset
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MSCI Country Indices returns (sorted by size, top to bottom)

As of 30 June 2012; Sources: MSCI, Factset
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The funds, accounts, products or securities referred to herein are not sponsored, endorsed, or promoted by MSCI, and MSCI bears no liability with respect to any such funds, accounts,
products or securities or any index on which such funds, accounts, products or securities are based.
The MSCI ACWI (All Country World Index) IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global developed and
emerging markets. As of April 2005 the MSCI ACWI consisted of the following 49 developed and emerging market country indices: Argentina, Australia, Austria, Belgium, Brazil, Canada,
Chile, China, Colombia, Czech Republic, Denmark, Egypt, Finland, France, Germany, Greece, Hong Kong, Hungary, India, Indonesia, Ireland, Israel, Italy, Japan, Jordan, Korea,
Malaysia, Mexico, Morocco, Netherlands, New Zealand, Norway, Pakistan, Peru, Philippines, Poland, Portugal, Russia, Singapore Free, South Africa, Spain, Sweden, Switzerland,
Taiwan, Thailand, Turkey, the United Kingdom, the United States and Venezuela.
The MSCI ACWI ex US (All Country World Index) IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global
developed and emerging markets, excluding the USA. As of April 2005 the MSCI ACWI ex USA consisted of the following 48 developed and emerging market country indices: Argentina,
Australia, Austria, Belgium, Brazil, Canada, Chile, China, Colombia, Czech Republic, Denmark, Egypt, Finland, France, Germany, Greece, Hong Kong, Hungary, India, Indonesia,
Ireland, Israel, Italy, Japan, Jordan, Korea, Malaysia, Mexico, Morocco, Netherlands, New Zealand, Norway, Pakistan, Peru, Philippines, Poland, Portugal, Russia, Singapore Free, South
Africa, Spain, Sweden, Switzerland, Taiwan, Thailand, Turkey, the United Kingdom and Venezuela.
The MSCI EAFE® Index (Europe, Australasia, Far East) is a free float-adjusted market capitalization index that is designed to measure developed market equity performance, excluding
the USA & Canada. As of December 2003 the MSCI EAFE Index consisted of the following 21 developed market country indices: Australia, Austria, Belgium, Denmark, Finland, France,
Germany, Greece, Hong Kong, Ireland, Italy, Japan, the Netherlands, New Zealand, Norway, Portugal, Singapore, Spain, Sweden, Switzerland and the United Kingdom.
The MSCI Europe ex UK IndexSM is a free float-adjusted market capitalization index that is designed to measure developed market equity performance in Europe, excluding the United
Kingdom. As of December 2003, the MSCI Europe ex UK Index consisted of the following 15 developed market country indices: Austria, Belgium, Denmark, Finland, France, Germany,
Greece, Ireland, Italy, the Netherlands, Norway, Portugal, Spain, Sweden and Switzerland.
The MSCI Germany IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Germany.
The MSCI Israel IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Israel.
The MSCI Korea IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Korea.
The MSCI Portugal IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Portugal.
The MSCI Columbia IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Columbia.
The MSCI Switzerland IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Switzerland.
The MSCI France IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in France.
The MSCI UK IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the United Kingdom.
The MSCI Japan IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Japan.
The MSCI Pacific Free ex Japan IndexSM is a free float-adjusted market capitalization index that is designed to measure developed market equity performance in the Pacific region,
excluding Japan. As of December 2003, the MSCI Pacific Index consisted of the following 4 Developed Market countries: Australia, Hong Kong, New Zealand, and Singapore.
The MSCI Canada IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Canada.
The MSCI USA IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the USA.
The MSCI South Africa IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in South Africa.
The MSCI Taiwan IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Taiwan.
The MSCI China IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in China.
The MSCI Emerging Markets IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in the global emerging markets. As of
December 2003 the MSCI Emerging Markets Index consisted of the following 26 emerging market country indices: Argentina, Brazil, Chile, China, Colombia, Czech Republic, Egypt,
Hungary, India, Indonesia, Israel, Jordan, Korea, Malaysia, Mexico, Morocco, Pakistan, Peru, Philippines, Poland, Russia, South Africa, Taiwan, Thailand, Turkey and Venezuela.
MSCI EM (Emerging Markets) Asia IndexSM is a free float-adjusted market capitalization index that is designed to measure emerging market equity performance in Asia. As of December
2003 the MSCI EM Asia Index consisted of the following 9 emerging market country indices: China, India, Indonesia, Korea, Malaysia, Pakistan, Philippines, Taiwan and Thailand.
The MSCI EM (Emerging Markets) Latin America IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in Latin America. As
of December 2003 the MSCI EM Latin America Index consisted of the following 7 emerging market country indices: Argentina, Brazil, Chile, Colombia, Mexico, Peru and Venezuela.
The MSCI EM (Emerging Markets) Europe, Middle East and Africa IndexSM is a free float-adjusted market capitalization index that is designed to measure equity market performance in
the emerging market countries of Europe, the Middle East & Africa. As of December 2003, the MSCI EM EMEA Index consisted of the following 10 emerging market country indices:
Czech Republic, Hungary, Poland, Russia, Turkey, Israel, Jordan, Egypt, Morocco and South Africa.
Source: MSCI. Neither MSCI nor any other party involved in or related to compiling, computing or creating the MSCI data makes any express or implied warranties or representations with
respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness, merchantability
or fitness for a particular purpose with respect to any of such data. Without limiting any of the foregoing, in no event shall MSCI, any of its affiliates or any third party involved in or related
to compiling, computing or creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of the
possibility of such damages. No further distribution or dissemination of the MSCI data is permitted without MSCI’s express written consent. The MSCI data June only be used for your
internal use and June not be used to create any financial instruments or products (including funds and derivative instruments) or any indices.
For ease of reference, “BlackRock” June be used to refer to BlackRock, Inc. and its affiliates, including BlackRock Institutional Trust Company, N.A.
BlackRock Institutional Trust Company, N.A. (“BTC”), a national banking association operating as a limited purpose trust company, manages the collective investment products and
services discussed in this publication and provides fiduciary and custody services to various institutional investors. A collective investment fund is privately offered: prospectuses are not
required. Strategies maintained by BTC are not insured by the Federal Deposit Insurance Corporation or any other agency of the U.S. government, are not an obligation or deposit of, or
guaranteed by, BlackRock, Inc. or its affiliates.
Past performance does not guarantee of future results. Investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, June be
worth more or less than the original cost. Any opinions expressed in this publication reflect our judgment at this date and are subject to change. No part of this publication June be
reproduced in any manner without the prior written permission of BTC. Collective fund performance assumes reinvestment of income, and does not reflect management fees, and certain
transaction costs and expenses charged to the fund. Risk controls, asset allocation models, and proprietary technology do not promise any level of performance or guarantee against loss
of principal.
None of the information constitutes a recommendation by BTC or a solicitation of any offer to buy or sell any securities. The information is not intended to provide investment advice.
Neither BTC, nor BlackRock Inc. guarantees the suitability or potential value of any particular investment. The information contained herein June not be relied upon by you in evaluating
the merits of investing in any investment.
“Russell” and Russell Indexes are trademarks of Russell Investments. “S&P” and “Standard & Poor’s” are trademarks of the McGraw-Hill Companies, Inc. The aforementioned marks
have been licensed for use for certain purposes by BTC.
FOR INSTITUTIONAL USE ONLY. For Collective Trust Fund Use Only.
BlackRock Institutional Trust Company, N.A., is a wholly-owned subsidiary of BlackRock, Inc.
BlackRock® is a registered trademark of BlackRock, Inc. All other trademarks are the property of their respective owners.
© 2012 BlackRock, Inc. All rights reserved.
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US Fixed Income Market Review

Market Review
All eyes continued to be on Europe this month as announcements 
from European leaders continued to have strong influence on the 
market. It was announced at the EU summit that the ESM could 
directly lend to banks once a supervisor is in place. A pan-
European bank supervisory mechanism involving the ECB was 
also proposed and is slated to be in place by the end of the year, 
as well as a €120bn growth pact. The market was encouraged by 
these measures, causing peripheral yields to rally, especially in 
the front-end of the curve. At its July meeting, the ECB cut the 
refinancing rate by 25 bps to 0.75% as expected, but surprised 
the market by cutting the deposit rate to 0%. The cut in the ECB 
deposit facility has driven the short-end of European curves 
significantly lower, leading investors to shift exposures from 
German and Dutch bonds, which have descended into negative 
territory on the front-end, to those of Belgium, France, and 
Austria. Risk sentiment became even more positive later in the 
month when members of the ECB, including President Draghi, 
made strong commitments to “do whatever it takes” to preserve 
the Euro. This spurred a sell-off in Treasuries and a further rally of 
peripheral yields as investors anticipated greater ECB 
intervention to reduce the risk premia.

In the U.S., while Consumer Confidence reported above 
expectations in July, other data points continued to soften. 
Consumer Confidence came in at 65.9, versus consensus 
estimates of 61.5. June was revised up from 62.0 to 62.7. 
Expectations led the gains up 5.7 points, and the Present 
Situation fell slightly. ISM Manufacturing opened the month on a 
disappointing note as it indicated a contraction in June at 49.7 
compared to estimates of 52. This is the first time since July 2009 
that ISM has reported below 50 with several major categories 
also in contraction territory. Payrolls remained weak in June, 
coming in at 80,000 compared to estimates calling for a 100,000 
print. This is the third straight month the number headlined less 
than 100,000 after a strong start to the year that saw an average 
print of 225,000 through March. The unemployment rate was

Market Commentary
July 2012
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unchanged at 8.2%. June Retail Sales disappointed as well, 
surprising to the downside at -0.5% compared to consensus 
estimates calling for an increase of 0.2%.

The July Federal Open Markets Committee meeting came at an 
interesting time for the Fed. The June meeting saw the Fed 
announce the extension of Operation Twist through the end of 
2012. By the July meeting, however, market participants were 
hoping for further Fed accommodation. While balance sheet 
expansion was not the base case, many investors believed 
Chairman Bernanke would extend the guidance of a near-zero 
fed funds rate from 2014 through the end of 2015. Instead, the 
meeting passed with no major policy announcements from the 
Chairman. Though the Fed did not initiate new policy, the 
statement released showed a Fed fully aware of the degrading 
economy. Bernanke explained, “Information received since the 
Federal Open Market Committee met in June suggests that 
economic activity decelerated somewhat over the first half of this 
year. Growth in employment has been slow in recent months, and 
the unemployment rate remains elevated.” Additionally, the Fed 
retained its dovish stance and reiterated its commitment to 
“closely monitor incoming information on economic and financial 
developments and will provide additional accommodation as 
needed to promote a stronger economic recovery…” This closing 
statement provided the market comfort that the extension of 
Operation Twist does not necessarily mark an end to Fed policy 
in 2012. With the Fed not acting in July, continued disappointing 
economic data and market volatility will keep investors hopeful for 
further easing.

Equities were down modestly through most of July, but a late 
surge on the back of Draghi’s comments sparked a strong market 
rally over the last couple days of the month and drove sentiment 
high heading into the August 2nd ECB meeting. The S&P 500 
was up 1.39% and the NASDAQ increased 0.20% in July. The 
Barclays US Credit Index posted a total return of 2.71% for the 
month and outperformed similarly-dated US Treasuries by 1.48%. 
The Barclays US High Yield Index returned 1.90% and 
experienced excess returns of 1.25% versus US Treasuries.

June 2012 vs July 2012

31 December 2011
30 June 2012
31 July 2012

Yield curve shifts
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Treasuries & Agencies
July began with a very poor ISM Manufacturing report that came 
in well below expectations and the all-important 50 mark (49.7 vs 
52.0 survey and 53.5 prior). 10-year Treasury yields fell 7 bps 
following the print and spent the rest of the month grinding lower 
to reach an all-time low of 1.38% on July 24th after beginning the 
month at 1.65%. The Treasury market came under severe 
pressure toward the end of the month following ECB President 
Draghi’s speech saying he would do “whatever it takes” to defend 
the Euro – yields rose from 1.39% to a high of 1.59% between 
July 26th and 27th. However, there continues to be buyers on 
dips and that, coupled with month-end buying and fund 
rebalancing, helped retrace over half the sell-off and the 10-year 
note settled at 1.47% to end the month. 

Agency Mortgage-backed Securities (MBS)

Agency mortgages had another strong month of performance in 
July, with the Barclays Mortgage Index besting similarly-dated 
Treasuries by 28 bps. The continued deterioration of US 
economic data in July increased market expectations of Fed 
intervention, specifically in the form of MBS asset purchases. 
Given the backdrop of heightened QE expectations, investors 
moved quickly to deploy capital into the sector, with particularly 
strong demand coming from overseas investors in low coupon 
GNMA MBS and REITs looking to invest a recent surge in newly 
raised equity capital. In particular, REIT demand coupled with low 
rates and higher refinancing activity caused a large rise in the 
prices of call- protected specified pool categories during the 
month. In addition to supportive technicals, lower implied and 
realized interest rate volatility as well as compressing swap 
spreads provided MBS with a further boost. 

Non-Agency RMBS
Non-Agency RMBS accelerated their strong rally in July. We 
witnessed an across-the-board rally with higher beta/distressed 
sectors outperforming. In particular, bonds backed by 
Countrywide loans added 3-5pts on the month as the full $8.5bn 
settlement amount with private investors has begun to be priced 
into the securities after one of the main opponents to the 
settlement dropped their objection. The sector continues to enjoy 
strong demand from money managers and insurance companies.

Commercial Mortgage-backed Securities (CMBS)
CMBS continued its march tighter during the month of July. 
Excess returns over duration-adjusted Treasuries were 119 bps 
for the month, bringing year-to-date excess returns to 484 bps. 
The continued tightening was driven by demand for yield product 
from banks, insurance companies and money managers, as well 
as a lack of major dispositions or portfolio unwinds, keeping large 
supply fairly muted. Markets are still concerned with broader 
global macro risks, but strong technicals have caused volatility to 
be substantially lower in CMBS, as evidenced by resiliency during 
periods of minor corrections in the equity market. 

July 2012
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Asset-backed Securities (ABS)
The ABS sector continued its year-long positive trend, posting 
excess returns of 26 bps in July. Credit card ABS was in-line with 
the sector, logging excess returns of 25 bps, while Auto ABS 
posted 28 bps of excess returns, proving the biggest 
outperformance. July total return for the sector was 0.76%. 
Subprime and prime auto seniors tightened 5-10 bps on the heels 
of both new issue strength, (Hyundai and World Omni), as well as 
a frothy secondary bid for short, senior spread product.
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Investment Grade Credit
In July, the Barclays US Credit Index saw total returns of 2.71% 
on the back of strong technicals. With the macro backdrop still 
uncertain, the strong bid for investment grade paper 
demonstrates the need for yield in the market place. With the 
secondary market increasingly less liquid, investors raced to the 
primary market to source bonds. Strong demand remains for 
front-end bonds and long-end high quality non-financial bonds. 
Front-end bond demand was driven by the ECB’s announcement 
of deposit rate cut from 0.25% to 0.00% and interest rate cut from 
1.00% to 0.75%. Due to the limited issuance of long dated paper 
and strong demand from liability driven investors, high quality 
paper with more than ten years of duration drastically 
outperformed.

High Yield
The High Yield Index returned 1.90% in July, bringing year-to-
date total returns to 9.31%. Higher beta underperformed higher 
quality in July. The BB Index gained 2.06%, the B Index returned 
1.91%, and the CCC Index returned 1.45%. The best performing 
sectors this month on a total return basis were Wireless 
(+3.80%), Electric Utilities (+3.71%), and Home Construction 
(+3.22%). The worst performing sectors were Gaming (-0.01%), 
Technology (+0.58%), and Food & Beverage (+0.81%).

Municipals
Tax-exempt performance continues to impress year-to-date, with 
a total return of 1.59% in July. This was partially driven by 
tailwinds provided by continued flows and coupons being 
reinvested to the sector. Flows have been largely directed to 
longer durations and given the backdrop of rates, longer duration 
bonds have outperformed shorter ones. The supply side has 
remained favorable with consecutive months of net-negative 
supply due to refundings, calls, and redemptions. A major market 
focus is on the outcome of the elections and how it relates to tax 
reform as well as municipal bond regulations and oversight.

Global ILB

Global inflation breakevens were basically unchanged in the U.S. 
and Germany, while UK ten-year breakevens resumed their 
decline, falling nearly 20 bps during July. The UK inflation market 
continues to be negatively impacted by the uncertainty 
surrounding changes to the RPI index, the index UK ILBs are 
linked to. These changes could possibly lower annualized inflation 
according to the RPI index by 20 to 80 bps. While US breakevens
were little changed on the month, the rally in ten-year real yields 
was extremely impressive, moving lower by 20 bps to record low 
real yields of less than -70 bps.

July 2012
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For ease of reference, “BlackRock” may be used to refer to BlackRock, Inc. and its affiliates, including BlackRock Institutional Trust Company, N.A.

BlackRock Institutional Trust Company, N.A. (“BTC”), a national banking association operating as a limited purpose trust company, manages the collective investment products and 
services discussed in this publication and provides fiduciary and custody services to various institutional investors. A collective investment fund is privately offered: prospectuses are not 
required. Strategies maintained by BTC are not insured by the Federal Deposit Insurance Corporation or any other agency of the US government, are not an obligation or deposit of, or 
guaranteed by, BlackRock, Inc. or any of its affiliates.

Past performance does not guarantee of future results. Investment return and principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth 
more or less than the original cost. Any opinions expressed in this publication reflect our judgment at this date and are subject to change. No part of this publication may be reproduced in 
any manner without the prior written permission of BTC. Collective fund performance assumes reinvestment of income, and does not reflect management fees, and certain transaction 
costs and expenses charged to the fund. Risk controls, asset allocation models, and proprietary technology do not promise any level of performance or guarantee against loss of principal.

None of the information constitutes a recommendation by BTC or a solicitation of any offer to buy or sell any securities. The information is not intended to provide investment advice. 
Neither BTC, nor BlackRock, Inc. guarantees the suitability or potential value of any particular investment. The information contained herein may not be relied upon by you in evaluating 
the merits of investing in any investment.
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loomis sayles update
Assets Under Management reach $171.4 billion

Expansion and Enhancement of Investment Strategies
• Loomis Sayles launches Capital Income Fund

• Long Duration/LDI strategies approach $10 billion in assets

• Credit Long/Short strategy exceeds $1 billion in assets

Awards
Institutional Investor Awards 2012

• Dan Fuss receives Money Management Lifetime Achievement award

• Top Corporate US Fixed Income Manager

• Top High Yield US Fixed Income Manager

Lipper Awards 2012

• LS Global Equity and Income Fund - Top Global Flexible Fund, 3-year performance category

• LS Institutional High Income Fund - Top High Current Yield Fund, 10-year performance category

• LS Strategic Income Fund - Top Multi-Sector Income Fund, 3-year performance category

Investment Professionals
• Rowland “Chip” Bankes replaced Jan Sharp as Head of Trading

As of 6/30/2012.
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PHILOSOPHY AND PROCESS

Our global total return strategy is a research driven team approach that utilizes five key tools to
seek alpha.

• Country selection

• Currency selection

• Duration management

• Sector exposure

• Security selection

Global credit style:

• Value – not momentum driven

• Spread product emphasis

• Opportunistic – no constant excess return targets

Portfolio positioning based on global economic
analysis

Driven by Loomis Sayles in-depth analysis of
individual securities and sectors

investment overview

LEGREV0912
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global bond update
THE GLOBAL BOND TEAM
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Years in Industry:

Years in Industry:

KEY SUPPORT

Avg. Experience:
19 yrs

TRADING

Avg. Experience:
15 yrs

PRODUCT TEAM

Marianne Winkleman
Sean Walton, CFA
Steve Hoppe

Global

Lynn Parker
Carleton Boutwell, CFA
Bao Vo

Emerging Markets

Joshua Demasi

Laura Sarlo, CFA

Darcie Sunnerberg

Edgardo Sternberg

Joseph Taylor

Michele Baxter

Gail Bennett, CFA

Ryan Powers

Catherine Gambino

Kent Lam, CFA

Sefton Kincaid

Devika Sarin

Sovereign AnalystsPortfolio SpecialistsClient Service

Olivier Diolosa, CFA

Warren Zhu, CFA

Product Analysts

Efficient trading platform includes 38 Traders and Portfolio Specialists

David
Rolley, CFA

Portfolio Manager

Lynda
Schweitzer, CFA

Portfolio Manager

Kenneth
Buntrock, CFA, CIC
Portfolio Manager

Scott
Service, CFA

Portfolio Manager

2638 32

22 18

Hank

Lynch, CFA

Product Manager

Raffaello

Distefano, CFA

Product Manager

20

As of 8/31/2012 4



PERFORMANCE AS OF 8/31/2012

global bond portfolio review

0.84
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0.86

2.03

0.0

0.5

1.0
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2.0

2.5

Aug 12 Since Inception 06/29/2012

Portfolio (Net) Benchmark

Data Source: Loomis Sayles and Barclays.
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PERFORMANCE ATTRIBUTION: PORTFOLIO INCEPTION THRU 8/31/2012

Gross of Fees
Excess Return: 0.26%

global bond portfolio review

Data Source: Loomis Sayles and Barclays.
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Data Source: Loomis Sayles and Barclays.

CHARACTERISTICS AS OF 8/31/2012

global bond portfolio review

Loomis Sayles Global Fixed

Income Trust - NHIT

Barclays Global

Aggregate

Yield-to-Maturity 2.10% 1.79%

Effective Duration 5.53 years 5.97 years

Average Quality Aa3 Aa3

Coupon 3.57% 3.41%

Current Yield 3.10% 3.15%

Maturity 6.81 years 7.66 years

Number of Securities 234 NA

Annual Portfolio Turnover 71.65% NA

Quality Distribution Account Benchmark

Aaa 47.60 49.93

Aa 22.50 26.75

A 13.44 10.76

Baa 12.67 12.55

Ba 2.81 0.00

B 0.93 0.00

Caa & Lower 0.05 0.00
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Data Source: Loomis Sayles and Barclays.

WEIGHT BY SECTOR AS OF 8/31/2012 (%)

global bond portfolio review

PORTFOLIO

WEIGHT

BENCHMARK

WEIGHT

PORTFOLIO

WEIGHT

BENCHMARK

WEIGHT

CASH 1.41 .00 CORPORATES 19.73 15.83

CASH 1.41 .00 FINANCIALS 7.88 6.69

BANKING 5.22 4.91

DERIVATIVES -3.90 .00 BROKERAGE .00 .10

FUTURES -3.90 .00 FINANCE COMPANIES .83 .47

FINANCIAL OTHER .00 .08

TREASURIES 63.99 54.53 INSURANCE 1.17 .88

TREASURIES 63.99 54.53 REITS .67 .26

INDUSTRIALS 9.77 7.57

GOVERNMENT RELATED 10.46 13.62 BASIC INDUSTRY 1.74 .72

GOVERNMENT GUARANTEE 1.90 3.45 CAPITAL GOODS .74 .65

GOVERNMENT SPONSORED .09 .49 COMMUNICATIONS 2.33 1.58

OWNED NO GUARANTEE 2.28 3.36 CONSUMER CYCLICAL 1.68 1.02

LOCAL AUTHORITIES 3.35 3.18 CONSUMER NON CYCLICAL 1.64 1.76

SOVEREIGN 2.32 1.17 ENERGY .91 .86

SUPRANATIONAL .52 1.97 INDUSTRIAL OTHER .00 .17

TECHNOLOGY .27 .42

SECURITIZED 11.44 16.03 TRANSPORTATION .45 .39

ABS OTHER .31 .04 UTILITIES 2.08 1.57

CAR LOAN 1.56 .02 ELECTRIC .85 .95

CREDIT CARD .80 .05 NATURAL GAS 1.23 .47

RESIDENTIAL MORTGAGE .00 .01 UTILITY OTHER .00 .14

STRANDED UTILITY .00 .01

STUDENT LOAN .00 .00 DERIVATIVES OFFSET -3.09 .00

WHOLE BUSINESS .00 .05 FUTURES OFFSET 3.90 .00

CMBS 1.53 .62 TBA OFFSET -6.99 .00

COVERED OTHER .00 .00

HYBRID .00 .15 Unrealized FX Gain/Loss -.05 .00

MORTGAGE ASSETS .23 2.96 Unrealized FX Gain/Loss -.05 .00

PUBLIC SECTOR LOANS .00 .57

AGENCY 7.00 11.53
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Data Source: Loomis Sayles and Barclays.

CURRENCY EXPOSURE & DURATION AS OF 8/31/2012

global bond portfolio review

CURRENCY

PORTFOLIO

WEIGHT PRE-

HEDGE (%)

PORTFOLIO

WEIGHT POST-

HEDGE (%)

BENCHMARK

WEIGHT PRE-

HEDGE (%)

PORTFOLIO

DURATION

BENCHMARK

DURATION

PORTFOLIO

CONTRIBUTION TO

DURATION (%)

BENCHMARK

CONTRIBUTION TO

DURATION (%)

Euro 19.10 19.82 23.45 5.74 5.64 1.10 1.32

British Pound Sterling 7.21 6.46 6.01 8.89 9.56 0.64 0.57

Danish Krone 0.24 0.24 0.37 1.83 7.29 0.00 0.03

Norwegian Krone 2.92 2.17 0.14 3.53 4.56 0.10 0.01

Polish Zloty 0.03 0.03 0.25 0.00 4.13 0.00 0.01

Swedish Krona 0.03 0.03 0.60 0.00 4.09 0.00 0.02

Swiss Franc 0.75 0.75 0.72 5.50 6.25 0.04 0.05

Other Europe 0.00 0.00 0.13

TOTAL EUROPE 30.28 29.50 31.67

South African Rand 0.01 0.01 0.27 0.00 6.27 0.00 0.02

Other Africa and the Middle East 0.00 0.00 0.11

TOTAL AFRICA AND THE MIDDLE EAST 0.01 0.01 0.38

Japanese Yen 16.25 16.25 20.55 6.61 7.43 1.07 1.53

Indonesian Rupiah 0.01 0.01 0.00 0.00 0.00 0.00 0.00

Malaysian Ringgit 0.32 0.56 0.19 3.50 5.28 0.01 0.01

Singapore Dollar 1.86 2.07 0.16 1.50 6.49 0.03 0.01

South Korean Won 0.00 1.75 0.94 0.02 4.62 0.00 0.04

Philippine Peso 0.57 0.57 0.00 7.66 0.00 0.04 0.00

Other Asia 0.00 0.00 0.23

TOTAL ASIA 19.01 21.21 22.07

Australian Dollar 1.27 0.19 1.36 5.21 4.49 0.07 0.06

New Zealand Dollar 0.85 0.10 0.13 6.66 4.92 0.06 0.01

TOTAL OCEANIA 2.12 0.29 1.49

U S Dollars 39.91 41.71 41.29 4.45 5.05 1.77 2.09

Brazilian Real 0.55 0.55 0.00 4.83 0.00 0.03 0.00

Canadian Dollar 4.37 2.98 2.80 3.60 7.35 0.16 0.21

Mexican Peso 3.14 3.14 0.30 7.26 6.10 0.23 0.02

Uruguay Peso 0.66 0.66 0.00 13.36 0.00 0.09 0.00

Other Americas 0.00 0.00 0.01

TOTAL AMERICAS 48.63 49.04 44.40

Unrealized FX Gain/Loss -0.05 -0.05 0.00 0.00 0.00 0.00 0.00

TOTAL 100.00 100.00 100.01
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(19.39)

38.18

14.04

4.57
1.041.32

10.74

(4.68)

18.93

8.727.07

1.960.39

5.74

-30.0

-20.0

-10.0

0.0

10.0

20.0

30.0

40.0

50.0

YTD Aug 12 2Q12 2011 2010 2009 2008

Ventura County Employees' Retirement (Gross) Benchmark

The current benchmark is comprised of 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. (1) 60% Barclays Aggregate, 35% Citigroup High Yield Mkt, 5%
JP Morgan Ex US Hedged $US from 7/31/2005 to 11/30/2007; and 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US from 11/30/2007 to
8/31/2012. Returns over one year are annualized. Information is reported on a trade date basis. Data Source: Barclays Capital, Bloomberg, JP Morgan

CALENDAR YEAR RETURNS (%) AS OF 08/31/2012

investment results-
multi sector fixed income
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8.06

8.81

12.45

9.519.78

6.62

7.49

8.74

6.91

8.21

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

1 year 2 years 3 years 5 years 07/31/2005 - 8/31/2012

Ventura County Employees' Retirement(Gross) Benchmark

The current benchmark is comprised of 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. (1) 60% Barclays Aggregate, 35% Citigroup High Yield Mkt, 5%
JP Morgan Ex US Hedged $US from 7/31/2005 to 11/30/2007; and 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US from 11/30/2007 to
8/31/2012. Returns over one year are annualized. Information is reported on a trade date basis. Data Source: Barclays Capital, Bloomberg, JP Morgan

ANNUALIZED RETURNS (%) AS OF 08/31/2012
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7.66

8.40

12.03

9.119.39

6.62

7.49

8.74

6.91

8.21

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

1 year 2 years 3 years 5 years 07/31/2005 - 8/31/2012

Ventura County Employees' Retirement(Net) Benchmark

The current benchmark is comprised of 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. (1) 60% Barclays Aggregate, 35% Citigroup High Yield Mkt, 5%
JP Morgan Ex US Hedged $US from 7/31/2005 to 11/30/2007; and 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US from 11/30/2007 to
8/31/2012. Returns over one year are annualized. Information is reported on a trade date basis. Data Source: Barclays Capital, Bloomberg, JP Morgan

ANNUALIZED RETURNS (%) AS OF 08/31/2012
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The Attribution benchmark is 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. Figures on bar charts may not add up to total excess return as they exclude
impact of trading and pricing differences. Data Source: Barclays Capital, Citigroup, JP Morgan

0.00

-0.56
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0.01
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0.88
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-0.05

0.18
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-4.0 -2.0 0.0 2.0 4.0

US Treasuries

US Agencies

Gov Related

Securitized Credit

Securitized Agency

US Invest Grade

US High Yield

Emerging Markets

Non-US Dollar

Convertibles

Preferreds

Other

Cash & Equivalents

No Category

Account Return 9.78

Benchmark Return 8.22

Excess Return 1.56

1.24

-1.07

2.01

1.01

1.00

-4.0 -2.0 0.0 2.0 4.0

Yield Curve

Allocation
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Excess Return Attribution

Excess Return Attribution by Sector

08/31/2011 THROUGH 08/31/2012 (%)
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Maturity Distribution Quality Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

Under 1 year 14.56 (13.23) (0.65) Aaa 21.84 (1.39) (0.37)

1 - 3 years 7.43 1.62 0.19 Aa 4.06 4.59 (0.08)

3 - 5 years 17.09 8.84 0.74 A 10.27 11.68 (0.06)

5 - 7 years 14.63 12.36 0.45 Baa 43.33 12.79 1.75

7 - 10 years 15.76 13.40 (0.12) Ba 11.23 18.66 1.05

10+ years 30.54 17.01 1.54 B 6.73 9.88 (0.74)

Caa & Lower 2.05 24.99 0.13

Not Rated 0.48 (9.01) 0.48

Sector Distribution Currency Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

US Treasuries 4.49 0.27 0.27 Euro 1.27 (16.60) 0.32

US Agencies 0.00 0.00 0.18 British Pound Sterling 0.24 (3.27) (0.04)

Gov Related 2.68 5.81 (0.05) Japanese Yen 0.00 0.00 0.18

Securitized Credit 6.63 16.58 0.55 Indonesian Rupiah 0.00 (3.16) (0.14)

Securitized Agency 1.95 3.38 0.88 Malaysian Ringgit 0.00 1.17 (0.02)

US Invest Grade 37.03 13.61 1.68 South Korean Won 0.00 (6.98) (0.19)

IG - Financial 12.63 18.52 1.16 Indian Rupee 0.00 (14.44) (0.15)

IG - Industrial 20.38 12.22 0.66 Philippine Peso 0.21 8.64 0.00

IG - Utility 4.02 5.20 (0.14) Australian Dollar 1.01 7.32 0.01

US High Yield 24.85 16.69 0.13 New Zealand Dollar 1.62 2.75 (0.09)

HY - Financial 5.47 17.30 0.23 U S Dollars 86.57 12.24 3.20

HY - Industrial 15.86 14.49 (0.38) Brazilian Real 2.28 (13.76) (0.61)

HY - Utility 3.52 25.68 0.28 Canadian Dollar 5.05 2.89 (0.27)

Emerging Markets 0.00 8.87 0.01 Mexican Peso 1.77 5.90 (0.04)

Non-US Dollar 13.43 (13.13) (1.03)

Convertibles 1.45 6.01 0.00

Preferreds 0.42 26.27 0.07

Other 0.48 13.65 0.06

Cash & Equivalents 6.14 0.08 (0.56)

No Category 0.43 3.37 0.00

For split rated securities in the quality distribution, the highest of Moody, S&P, and Fitch is used. Unrated securities are rated by Loomis Sayles Research. The Attribution benchmark is 65% Barclays
Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. Cash, Government & Agencies, and Aaa rated positions are reflected in the Aaa category. Total Effects are impacted by
sector returns, allocation shifts and market timing. Data Source: Barclays Capital, Citigroup, JP Morgan

08/31/2011 THROUGH 08/31/2012 (%)

attribution analysis
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Duration used is Effective. Data Source: Barclays Capital, Citigroup, JP Morgan

Ventura County

Employees'

Retirement

12/31/2011

Ventura County

Employees'

Retirement

08/31/2012

65% Barclays

Aggregate, 30%

Citigroup High

Yield Mkt, 5% JP

Morgan Ex US

Hedged $US

08/31/2012

Yield to Maturity 5.79% 4.79% 3.40%

Maturity 10.28 years 9.59 years 6.39 years

Duration 5.74 years 5.94 years 4.75 years

Coupon Rate 5.43% 5.68% 5.15%

Average Quality Baa1 Baa1 Baa1

historical characteristics summary
multi sector fixed income
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Data Source: Barclays Capital, Citigroup, JP Morgan
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0.08
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13.55

19.64
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0.0 10.0 20.0 30.0 40.0

US Treasuries

US Agencies

Gov Related

Securitized Credit

Securitized Agency

US Invest Grade

IG - Financial

IG - Industrial

IG - Utility

US High Yield

HY - Financial

HY - Industrial

HY - Utility

Emerging (IG & HY)

Non USD (IG & HY)

Converts (IG & HY)

Preferreds

Other

Cash & Equivalents

No Category

Ventura County Employees' Retirement
65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US

SECTOR DISTRIBUTION (%) AS OF 8/31/2012

characteristics summary
multi sector fixed income
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For split rated securities in the quality distribution, the highest of Moody, S&P, and Fitch is used. Unrated securities are rated by Loomis Sayles Research. The account's split rating treatment is based on client
guidelines. The benchmark follows the vendor's methodology. Cash, Government & Agencies, and Aaa rated positions are reflected in the Aaa category. Data Source: Barclays Capital, Citigroup, JP Morgan
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Ventura County Employees' Retirement

65% Barclays Aggregate, 30% Citigroup

High Yield Mkt, 5% JP Morgan Ex US

Hedged $US

QUALITY DISTRIBUTION (%) AS OF 8/31/2012
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CURRENCY

PORTFOLIO

WEIGHT PRE-

HEDGE (%)

PORTFOLIO

WEIGHT POST-

HEDGE (%)

CURRENCY

CONTRIBUTION

BOND

CONTRIBUTION HEDGING EFFECT TOTAL EFFECT

Australian Dollar 1.01           1.01           0.03           0.07           0.00           0.09          

Brazilian Real 2.28           2.28           -0.20           0.09           0.00           -0.11          

British Pound Sterling 0.24           0.06           -0.02           -0.01           0.00           -0.03          

Canadian Dollar 5.05           5.05           0.17           -0.20           0.00           -0.03          

Euro 1.31           0.13           0.00           0.13           0.03           0.16          

Indian Rupee 0.00           0.00           0.00           0.01           0.00           0.01          

Indonesian Rupiah 0.00           0.00           -0.06           0.04           0.00           -0.02          

Malaysian Ringgit 0.00           0.00           0.03           -0.01           0.00           0.02          

Mexican Peso 1.77           1.77           0.10           0.12           0.00           0.23          

New Zealand Dollar 1.62           1.62           0.06           -0.04           0.00           0.02          

Philippine Peso 0.21           0.21           0.01           0.00           0.00           0.01          

South Korean Won 0.00           0.00           0.01           -0.04           0.00           -0.03          

U S Dollars 86.57           87.92           0.00           4.57           0.00           4.57          

Unrealized FX Gain/Loss -0.05           -0.05           0.00           0.00           0.00           0.00          

The Attribution benchmark is 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. Data Source: Barclays Capital, Citigroup, JP Morgan Weights reflect end of
period holdings. Effects are as of the entire period. Bond Contribution is the sum of Country Allocation and Local Market effects.

country/currency hedging
multi sector fixed income
12/31/2011 THROUGH 08/31/2012 (%)
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Economic and Macro Environment Outlook

The opinions expressed are based upon subjective judgments and will evolve as future events unfold.
Data source: Loomis Sayles Economics, Bloomberg, Moody’s Investors Services, Consensus Economics
As of 7/23/2012

• The CRIC Cycle (crisis, response, improvement, complacency) is alive

and well.

• Liquidity evaporated in Europe with the end of the 2nd LTRO.

• Austerity and bailout fatigue is coming to a head across Europe.

• Portfolios continue to rebalance toward less risky assets.

• Credit creation is decelerating in Europe and China.

• Monetary policy in advanced economies will remain loose for a long time.

• Emerging markets are to face renewed food inflation.

MACRO ENVIRONMENT

Credit Cycle

Risk Expectations & Liquidity Are Driving Markets

• Europe has been enduring tight fiscal policy, particularly in the

periphery and in the UK. The US may be headed down a similar path

although it continues to avoid addressing its long-term structural issues.

• Legislation due to expire at year end is slated to cause a $500-700 billion

fiscal drag (3-4% of GDP) in 2013. Lame duck Congress likely to extend

Bush tax cuts into 2013, but the risk of gridlock is significant.

• As gridlock dominates the legislature long-term planning is difficult if

not impossible, holding back US growth.

• A US fiscal cliff in 2013 is a recession risk.

Fiscal Uncertainty Across Advanced Economies

US Economy

• We expect growth to remain sub-2% over the next 12 months as

firms anticipate some sort of fiscal austerity (fiscal cliff).

• Growth in real disposable personal income (after inflation &

taxes) slows to a crawl in 2013 as payroll tax holiday ends.

• Exports continue to slow as the European recession deepens and

as the Chinese slowdown is drawn out.

• Fiscal tightening will be a drag on growth in 2013.

• The unemployment rate will remain high and inflation low.

• The Fed is on hold at least through 2014.

• Decelerating global growth and the stronger dollar has hurt profits.

• Strong US corporate and bank balance sheets should limit default rates

in the event of a recession. Maturity wall has been pushed forward.

• Corporate health is strong although nonfinancial debt is increasing while

profits and cash flows are slowing.

• Domestic profits to slow in reaction to “sequester” budget cuts (e.g.

defense, utilities sectors).

• Political instability, European bank and fiscal deleveraging and bank

recapitalizations in Spain will keep tensions very high in Europe.

2011 2012 2013 2011 2012 2013 2011 2012 2013 2011 2012 2013 2011 2012 2013

GDP Growth 1.7% 2.0% 1.9% 2.9% 2.6% 3.0% 1.5% -0.2% 0.9% 4.3% 5.0% 4.9% 4.2% 3.6% 4.1%

CPI Inflation 3.1% 1.9% 2.0% 3.7% 3.0% 2.9% 2.8% 2.2% 1.9% 3.5% 2.6% 2.7% 6.9% 6.0% 6.3%

Current Account Balance (Billions $) (466) (532) (541) - - - 234.0 263.6 312.9 390 324 334 (66.9) (86.6) (101.8)

Interest Rates (10-Year); end of year 1.89% 1.50% 2.25% - - - - - - - - - - - -

Latin America

Year-end Forecast
U.S. Domestic Global Western Europe Asia Pacific
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balance sheet expansion
MONETARY AUTHORITIES ARE CURRENTLY WORKING HARD TO TRY TO PREVENT
A DEFLATIONARY BUST

As of March 31, 2012

20



corporate health monitor
LIQUIDITY RISK APPEARS TO BE A MAIN THREAT, NOT DEFAULT RISK
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U.S. CORPORATE INVESTMENT GRADE OAS

Ten YearsSix Months

bond market environment

Data Source: Barclays. Data thru 8/31/2012

U.S. Corporate Investment Grade
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Left U.S. Corporate Investment Grade 171.622 170.520 08/21/2012 215.093 06/05/2012 187.954 12.820 1.702
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U.S. HIGH YIELD OAS

Ten YearsSix Months

bond market environment

Data Source: Barclays. Data thru 8/31/2012

U.S. Corporate High Yield
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Left U.S. Corporate High Yield 572.488 559.148 03/19/2012 694.985 06/05/2012 602.412 33.530 7.071
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EURO-AGGREGATE CORPORATES OAS

Ten YearsSix Months

bond market environment

Data Source: Barclays. Data thru 8/31/2012

Euro-Aggregate: Corporates
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Left Euro-Aggregate: Corporates 199.288 193.538 08/21/2012 263.225 06/01/2012 231.876 18.446 2.936
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Section 5

Guideline Certification
Ventura County Employees Retirement

Loomis, Sayles & Company, L.P. hereby certifies that, to the best of our knowledge, for the period from
August 31, 2011 to August 31, 2012, the Multisector Full Discretion portfolio managed for the benefit of
the Ventura County Employees Retirement Association was in compliance with the investment guidelines

as approved by the Ventura County Employees Retirement Association .

Stephanie S. Lord, CFA
Vice President
Client Portfolio Manager
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This report is a service provided to customers of Loomis Sayles for informational purposes and is not a recommendation to purchase or sell securities. The performance shown is gross of management fees. Past
performance is not a guarantee of future results. Loomis Sayles believes the information contained in this report is reliable but we do not guarantee its accuracy.

contacts

Jeffrey Murphy
Portfolio Analyst
617-748-1762
JMurphy@LoomisSayles.com

Risa Y. Sampson
Portfolio Assistant
415-364-5326
RSampson@loomissayles.com

Brian Kennedy
Product Manager

Stephanie S. Lord, CFA, CIC
Client Portfolio Manager
312-960-3525
SLord@loomissayles.com

RELATIONSHIP MANAGEMENT

Matthew J. Eagan, CFA
Portfolio Manager
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Market review1.
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What we expected

How we were 
positioned 

What happened

Overweight duration in core Europe; underweight peripheral countries

Moderate overweight exposure to U.S., underweight riskier spread assets

Overweight duration in Brazil and Mexico; neutral EM currencies

Market review: One step forward, two steps back

As of 30 June 2012

What we expected

2cs_intl_review_01

Further signs of a synchronized global slowdown emerged

The crisis in Europe worsened (yet again)

Policy response faced the law of diminishing returns

Policy response in EU would remain insufficient

Growth in the U.S. would turn more sluggish

Emerging economies would show more signs of softening
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A synchronized global slowdown spurred a flight to quality…

PMI: Manufacturing and services*
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Near zero (or even negative!) yields on “safe-haven”
sovereigns contrasted with those on Italian and 
Spanish debt

2cs_intl_review_02

Purchasing manager surveys suggested sharply 
slowing growth in Q2

As of 30 June 2012
SOURCE: Bloomberg, Haver Analytics, et al.

* Eurozone: Markit; Brazil: HSBC; China: HSBC. All figures are based on composite data.

Faltering growth exacerbated the challenges already facing over-indebted sovereigns

Sovereign yield curves
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Eurozone linkages
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…as recession gripped Europe

2cs_intl_review_03

…while even Germany, with its dependence on 
eurozone demand, was not immune

Peripheral strains illustrated the adverse feedback 
loop of austerity, recession, and market stress…

As of 30 June 2012
SOURCE: Bloomberg, Haver Analytics, Statistical Office of the European Communities, Deutsche Bundesbank, Eurostat

The lack of a coherent policy response combined with the underlying structural challenges of the eurozone drive the 
region further into recession

Industrial production
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Consumption
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…which is not a good omen given that private 
consumption has been driving overall GDP growth

U.S. growth weakened…

Retail sales have weakened as consumers have 
become less willing to spend beyond their means…

As of 30 June 2012
SOURCE: Haver Analytics, U.S. Bureau of Economic Analysis, U.S. Census Bureau
PCE: Personal Consumption Expenditure

Consumers, the bulwark of the U.S. economy, showed increasing signs of strain 

2cs_intl_review_04
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…and emerging market engines cooled

As of 30 June 2012
SOURCE: Haver Analytics, Bloomberg, China National Bureau of Statistics, Russian Federal State Statistics Service, Central Statistical Office of India, Instituto Brasileiro de Geografia e Estatística

2cs_intl_review_05

Emerging market economies are losing 
momentum in the face of a synchronized 
global slowdown

Expected 2012 growth rates, while above those of 
developed economies, are below those of 2011

Despite healthier economic fundamentals relative to developed economies, emerging markets have been vulnerable to 
the global slowdown

GDP
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Economic outlook2.

Divider_2_Economic_outlook
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Themes

An overhang of debt and higher than normal levels 
of underemployment imply dim global growth 
prospects

Portfolio implications

Focus on diversification and healthier balance 
sheets (U.S., Australia, Mexico, etc.)

Market outlook

Position defensively – underweight riskier credits 
and the euro; overweight the eurozone core

Lack of a coherent vision and continued policy 
coordination challenges leave open risk of a 
disorderly eurozone outcome  

Add sources of high-quality yield – including 
mortgage backed, covered bonds, healthy EMs

Continued monetary accommodation should 
keep interest rates unusually low  

2cs_intl_outlook_01

As of 30 June 2012
SOURCE: PIMCO
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Generally slowing growth in the context of a realigning world

2cs_euro_outlook_10b

PIMCO forecasts below consensus real growth of 1–2% for the world economy over the next 12 months

Our base case outlook is a recession in the eurozone, with risks on the downside

We believe global inflation is set to moderate over the cyclical horizon

As of 30 June 2012
SOURCE: PIMCO, IMF

* 2011 IMF real GDP figures
1 World GDP is calculated via a weighted average of national GDP figures from the U.S., eurozone, U.K., Japan, China, Brazil, Russia, India, and Mexico

PIMCO's cyclical growth forecasts (Q1 '12 – Q1 '13)
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Snowballs in Spain?
change in debt = primary deficit + existing debt x (average borrowing cost - nominal GDP growth)
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The current prescription isn’t working in the eurozone

2cs_intl_outlook_02

The adverse feedback loop between governments, 
banks and the markets has reached a critical level

The dynamics of debt suggest that the single-
minded focus on austerity is not a cure-all

4
.

Austerity

Deepening 
recession

Banking 
strains

Higher 
gov’t
debt/GDP 

Debt levels remain excessive throughout much of Europe; without growth it will likely be impossible to bring them down 
to sustainable levels

As of 30 June 2012
SOURCE: Bloomberg, PIMCO, JPMorgan, Statistical Office of the European Communities

* Average borrowing cost is the average nominal yield calculated using the JPM GBI Spain.
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The cost of disintegration would be extremely high 
(even for Germany)

EMU membership boosted the 
competitiveness of the German trade 
sector, the chief driver of economic 
growth over the past decade, by 
delivering an undervalued real 
exchange rate

ECONOMIC INCENTIVES
Cumulative real export growth (1999–2011)
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German voter resistance to fiscal, banking and political union is high; but so are the economic, fiscal and political 
costs of exiting

POLITICAL INCENTIVES

Recent polls show a strong voter 
preference for euro membership

The project is ingrained in the 
European political elite mindset

A poll for the euro

In favor (%)

Greece 71

France 69

Germany 66

Spain 60

Italy 52

* Percent of population

2cs_intl_outlook_03

FISCAL INCENTIVES

Balance sheet integration is already 
proceeding mechanistically via ECB 
liquidity provision. There is nearly 
€1 trillion of peripheral assets on the 
Eurosystem balance sheet.

Spain – Financial flows (12M sum)
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As of 30 June 2012
SOURCE: Bloomberg, PIMCO, Statistical Office of the European Communities, PEW Research Center, Banco de España, International Monetary Fund
EMU: European Monetary Union, ECB: European Central Bank, BDE: Banco de España, NSA: Not seasonally adjusted
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Banking union
Prerequisite 

Pan-European bank supervision
Creditor-debtor burden sharing

Provisions
Direct recapitalization of the banks
Common deposit insurance scheme
Common bank solution scheme

Fiscal union
Prerequisite 

Fiscal compact
Centralized fiscal framework

Provisions
Eurobonds
Means tested deployment of structural funds

The missing pieces of the eurozone puzzle

Growth
Structural reform

Labor market flexibility
Improved competitiveness of the tradable 
sector

Counter-cyclical policy
Reduction in ECB policy rates
Tolerance for above-target inflation in core
Less front-loaded fiscal consolidation

Liquidity (lender of last resort)
Prerequisite 

Fiscal union
Provisions

A cap on borrowing costs via bond buying in 
secondary markets

2cs_intl_outlook_08

SOURCE: PIMCO
LOLR: Lender of last resort
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Globally, risks remain high while politicians fail to compromise…

pg 15

With increasing anti-incumbent sentiment and 
election-year logjams, political risks remain high

Politicians will in all likelihood avoid driving the 
U.S. economy off a fiscal cliff … but they might not

Leadership change due in 2012

Potential 2013 fiscal contraction Billion ($) Percent of GDP (%)

Expiration of Bush tax cuts -210 -1.4
AMT -130 -0.8
Payroll tax cut expiration -110 -0.7
Sequestration -109 -0.7

Unemployment insurance 
extension expiration -35 -0.2
Other -40 -0.3

Total fiscal contraction -634 -4.1

As of 30 June 2012
SOURCE: PIMCO, Congressional Budget Office

Politics – rather than economic fundamentals – will continue to drive markets in 2012

2cs_intl_outlook_04
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…and central bankers are left shouldering the burden

2cs_intl_outlook_05

With near zero rates and political stalemates at 
home, central bankers have fewer options left

Moreover, their unconventional policies face the 
law of diminishing returns

As of 30 June 2012
* As of 31 July 2012

SOURCE: Bloomberg

How long can central bankers fend off crisis without back-up from politicians?

Constrained central banks*
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Emerging markets are not immune to the problems in the eurozone

As of 30 June 2012
SOURCE: International Monetary Fund (IMF), PIMCO calculations

* Not drawn to scale.  Arrow width is proportional to represent % of GDP exported to eurozone.

Trade linkages with Europe are significant; when financial ties are considered emerging economies are even more at risk

2cs_intl_outlook_06

PERCENT OF GDP EXPORTED TO EUROZONE

Mexico 1.4%

1.8%Brazil

2.1%Indonesia
3.7% China

3.7% South
Korea

Russia 8.6%

19.7%

Hungary44.0%

Poland

Eurozone
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Real GDP
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China’s uncertain path to developed country status

China’s economy must rebalance toward private 
consumption and away from government-led 
investment

As China shifts to a more consumption-led model, 
growth is bound to slow from recent levels

??

As of 30 June 2012
SOURCE: Bureau of Economic Analysis, Office for National Statistics, Statistical Office of the European Communities, Deutsche Bundesbank, Cabinet Office of Japan, Instituto Brasileiro de 
Geografia e Estatística, China National Bureau of Statistics, State Committee of the Russian Federation, Instituto Nacional de Estadística Geografía e Informática, Bank of Korea

A downshift in China’s growth rate will hit global economic prospects, though a shift to consumption will create winners

A balanced economy?
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Global portfolio strategy overview

ECONOMY / POLICY DURATION / CURVE SECTOR / FOCUS 

U.S.

Fed will keep rates low, but QE3 likely to show the limits of policy effectiveness

Eleventh-hour responses to structural growth impediments will likely continue

Fiscal policy and elections likely to remain key sources of uncertainty 
through 2012

Modest overweight to 
U.S. duration with 
emphasis on the 
intermediate part of 
the curve

Reduced overweight to high-quality financial 
credits

Overweight to agency and non-agency 
mortgages

Modest overweight to the dollar

Eurozone

Core governments likely to avoid tough decisions, opting instead to continue a 
“muddle through” approach to crisis

ECB will continue to shy away from full balance sheet commitment to “solvent 
sovereigns”

Continued focus on sovereign risk in peripheral countries and its impact on the 
core; contamination to Italy and Spain contingent on strength of firewall and 
market access

Overweight duration in 
core eurozone

Tactical positioning to 
“inner core” eurozone
countries

Underweight exposure to credit

Exposure to government guaranteed securities

Tactical underweight to the euro

Japan

Weaker yen and additional easing from the BoJ combine with reconstruction to 
boost GDP, but are unlikely to address Japan’s deflation trap

Political uncertainty persists as factious Diet debates consumption 
(VAT) tax hikes

Underweight to Japan 
duration

Tactical yen positioning

U.K.

BOE, unlikely to extend QE2, will likely hold rates low, putting pressure 
on budget

Effects of sharp fiscal consolidation and burgeoning eurozone crisis continue to 
weigh on consumers and exporters

Modest overweight to 
U.K. duration

Overweight to high-quality financial credits

Underweight exposure to the pound

Australia 
and 
Canada

Resource-rich economies are vulnerable as global demand remains muted

RBA likely to cut rates further in 2012 due to global economic slowdown 

BOC will remain, uncomfortably, in wait-and-see mode with simulative bias 
amid moderating inflation and a possible slow-down in GDP growth

Benchmark-like duration 
in the antipodes 

Light underweight 
duration in Canada

Exposure to government guaranteed securities 

Underweight to the Australian dollar and a 
modest overweight to the Canadian dollar

Emerging 
markets 

Most central banks poised to hold rates low, with additional rate cuts (e.g. 
Brazil) likely

Economic growth will likely soften in 2012 as developed world stagnation acts 
as a drag

Overweight duration in 
Mexico (intermediate part 
of the curve) and Brazil 
(front-end)

Reduce EM basket, including CNY exposure

For illustrative purposes only.
As of 30 June 2012. SOURCE: PIMCO. ECB: European Central Bank; RBA: Reserve Bank of Australia; BOE: Bank of England; BOC: Bank of Canada. CDS: Credit Default Swaps.
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Appendix3.

Divider_3_appendix
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2012 Secular Outlook: Slowing real growth and risks of inflection points

EMERGING ECONOMIES
(4% to 5% annual Real GDP growth)

Continue to outpace Europe and U.S.

Path to continued growth laden with 
challenging transitions 

− China’s shift from export to 
consumption economy

− Political and social unrest

Volatility to remain high

=

Heightened potential for 
inflection points that 
can derail progress and 
abruptly send markets 
“to the tails”

Overly incremental
public and private sector 
responses+

Continued 
policy confusion

UNITED STATES
(0% to 2% annual Real GDP growth)

Likely to outperform Europe in terms of 
growth and financial stability

Political scrimmages will trump grand 
bargains and slow structural reform

Unsustainable debt dynamics will 
persist, as will financial repression

EUROPE
(-1% to 1% annual Real GDP growth)

Status quo is no longer an option

Probable outcome: A bumpy journey to a 
smaller and less imperfect eurozone

Risk of full-fledged collapse remains

2cs_pimco_outlook_06

As of 30 June 2012
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2012 Secular Outlook: Unusual uncertainty and its investment implications

KNOWN KNOWNS KNOWN UNKNOWNS

Low growth, unsustainable debt dynamics

Monetary accommodation versus fiscal intransigence

Growing inflationary pressures despite structural weaknesses

A more volatile growth path for emerging economies

Unpredictable and increasingly restless global populations

Challenging economic transitions in the BRICs

Geopolitical tensions and the inflationary/deflationary impact

Impact of technology and social media

QUALITY BIAS

Sovereigns
− Credible central bankers
− Favor parts of yield curves that offer 

meaningful rolldown

Companies: Credit and equity
− High cash balances
− Low financial leverage
− High operating margins
− Require dividends and income

REAL ASSETS AND TAIL RISK PROTECTION

Guard against financial confiscation
Remain vigilant of inflationary pressures
Risk of inflection points
− Geopolitical events
− Unintended consequences of 

central bank policies

Expect lower investment returns

Monitor risk factors, not asset classes: Focus on how investments behave

Utilize more sophisticated asset-liability management

As of 30 June 2012

2cs_pimco_outlook_07
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PIMCO cyclical forum economic forecasts

As of 30 June 2012
SOURCE: PIMCO, Bloomberg 

1 Current data for real GDP growth and inflation is actual and represents four quarters ending Q1 2012
2 Brazil/Russia/India/Mexico
3 World is weighted average sum of PIMCO forecast countries

CURRENT1 PIMCO FORECAST
Q1 ’12 – Q1 ’13

CURRENT1 PIMCO FORECAST
Q1 ’12 – Q1 ’13

U.S. 1.9% 1.0% to 2.0% 2.8% 2.0% to 2.5%

Europe 0.0% -1.5% to -0.5% 2.7% 1.0% to 1.5%

U.K. -0.2% -0.5% to 0.0% 3.5% 2.0% to 2.5%

Japan 2.7% 0.5% to 1.5% 0.3% 0.0% to -0.5%

China 8.1% 7.0% to 8.0% 3.8% 4.0% to 4.5%

BRIM2 3.5% 3.5% to 4.5% 5.2% 5.0% to 5.5%

World3 2.5% 1.0% to 2.0% 3.0% 2.0% to 2.5%

2cs_euro_outlook_10_TR

REAL GDP HEADLINE INFLATION

OPTIONAL
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PIMCO snapshot

History People Global presence

Offices IPs
Amsterdam 1
Hong Kong 15
London 105
Milan 2
Munich 59
New York 92
Newport Beach 309
Singapore 10
Sydney 10
Tokyo 22
Toronto 8
Zurich 3

Founded in 1971

Investment solutions include fixed 
income, active equities, alternatives 
and asset allocation

Assets under management: $1.81 
trillion

– $1.46 trillion in third-party client 
assets

Employees 2,111

Investment professionals 636

Technical and support 1,475

Highly experienced Avg Yrs Avg Yrs 
Experience at PIMCO

All investment 
professionals 13 5

Senior professionals 19 8

2cs_pimco_update_04

As of 30 June 2012
Effective 31 March 2012, PIMCO began reporting the assets managed on behalf of its parent’s affiliated companies as part of its assets under management 
As of 17 April 2012 the PIMCO Rio de Janeiro office is scheduled to open the 3rd quarter of 2012 
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Assets under management by strategy

ASSETS UNDER MANAGEMENT BY ASSET CLASS AND STRATEGY

2cs_pimco_orga_assets_01

As of 30 June 2012
Assets reflect those managed on behalf of third-party clients and exclude affiliated assets. Potential differences in asset totals are due to rounding.

* Stable value assets have not been netted from U.S. Total Return, U.S. Moderate Duration and U.S. Low Duration assets. Total stable value assets equal $30.1 B.
** Treasury Inflation-Protected Securities (TIPS)

Alternative Investments Billions ($)
Absolute Return Strategies Long/short or unconstrained bond strategies, benchmarked to LIBOR indices 40.20
Commodities Commodity-linked exposures enhanced with active bond portfolios 24.76
CBO / CLO Collateralized bonds / loan obligations 4.85
Real Estate Real Estate-linked exposure backed by inflation index bonds 0.91

Asset Allocation
Asset Allocation Strategies Global Multi Asset, All Asset complex, EM Multi Asset, RealRetirement 68.71

Equities
StocksPLUS® Combines derivatives-based equity exposure with active bond management 11.95
Active Equities Pathfinder, Emerging Markets, Dividend, Global Long / Short 2.39

Fixed Income
Intermediate* Total Return, Moderate Duration 550.74
Credit Investment Grade Corporates, High Yield, Credit Absolute Return 145.56
Cash Management* Money Market, Short-Term, Low Duration 128.40
Long Duration Focus on long-term bonds; asset liability management 115.56
Global Non-U.S. and global multiple currency formats 113.38
Real Return TIPS** and other inflation-hedging strategies 84.16
Emerging Markets Emerging market debt, EM local currency, active EM currency 62.46
Mortgages Emphasis on management of mortgage pass-throughs 47.88
Other 31.61
Diversified Income Global credit combining corporate and emerging markets debt 20.86
Municipals Tax-efficient total return management 13.86

$ 1,468.32 BTotal assets under management:
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Market Highlights
U.S. economic growth, as well as job growth, 
slowed during the second quarter.

European economic data remained weak 
throughout the second quarter.

Europe’s strongest economy, Germany, fell victim 
to waning economic conditions while its 
unemployment rate rose to 6.8%.

Equity markets rebounded during the last week of 
June mainly due to the extension of Operation 
Twist, an expected rate cut by the European 
Central Bank, and market anticipation of 
quantitative easing by the Bank of England. 

Non-U.S. equity significantly underperformed U.S. 
equity.

The 10-year U.S. Treasury approached a record 
low yield of 1.44% at the beginning of June. 

The Spanish 10-year yield rose above 7.0% amid 
concerns over the deepening European debt 
crisis. 

Long duration bonds outperformed shorter 
duration bonds. 

Commodity indices experienced negative returns 
during the quarter, primarily stemming from lower 
energy prices.

Second 
Quarter

Year-to-
Date 1-Year 3-Year 5-Year 10-Year

Equity
MSCI All Country World IMI -5.7% 5.8% -6.9% 11.3% -2.4% 6.2%
MSCI All Country World -5.6% 5.7% -6.5% 10.8% -2.7% 5.7%
Dow Jones U.S. Total Stock Market -3.1% 9.4% 4.0% 16.9% 0.6% 6.1%
Russell 3000 -3.1% 9.3% 3.8% 16.7% 0.4% 5.8%
S&P 500 -2.8% 9.5% 5.4% 16.4% 0.2% 5.3%
Russell 2000 -3.5% 8.5% -2.1% 17.8% 0.5% 7.0%
MSCI All Country World ex-U.S. IMI -7.8% 2.9% -14.8% 7.4% -4.5% 7.2%
MSCI All Country World ex-U.S. -7.6% 2.8% -14.6% 7.0% -4.6% 6.7%
MSCI EAFE -7.1% 3.0% -13.8% 6.0% -6.1% 5.1%
MSCI EAFE Index (100% Hedged) -6.4% 2.3% -11.1% 1.7% -9.6% -0.1%
MSCI Emerging Markets -8.9% 3.9% -15.9% 9.8% -0.1% 14.1%
Fixed Income
Barclays Global Aggregate 0.6% 1.5% 2.7% 6.0% 6.7% 6.5%
Barclays Aggregate Bond 2.1% 2.4% 7.5% 6.9% 6.8% 5.6%
Barclays Long Gov't 10.3% 4.2% 31.4% 13.5% 11.9% 8.9%
Barclays Long Credit 5.0% 5.8% 19.2% 15.1% 10.0% 8.6%
Barclays Long Gov't/Credit 7.3% 5.0% 24.6% 14.4% 11.0% 8.7%
Barclays High Yield 1.8% 7.3% 7.3% 16.3% 8.4% 10.2%
SSB Non-U.S. WGBI 0.2% 0.0% 0.4% 5.1% 7.4% 7.1%
JP Morgan EMBI Global (Emerging Markets) 2.5% 7.4% 10.9% 13.5% 9.4% 11.7%
Commodities
Dow Jones UBS Commodity -4.5% -3.7% -14.3% 3.5% -3.7% 5.0%
Goldman Sachs Commodity -12.4% -7.2% -10.7% 2.1% -5.5% 3.4%
Hedge Funds
HFR Fund-Weighted Composite Index -2.7% 1.9% -4.2% 5.2% 1.1% 6.1%
HFR Fund of Funds Index -2.2% 1.1% -4.4% 2.2% -2.0% 3.2%
Real Estate
NAREIT U.S. Equity REITS Index 3.7% 14.9% 12.9% 32.4% 2.6% 10.3%
NCREIF ODCE1 2.5% 2.5% 13.6% 3.2% -1.3% 5.4%
Private Equity
Thomson Reuters VentureXpert2 4.6% 9.4% 9.4% 14.2% 6.7% 9.8%
Infrastructure
Macquarie Global Infrastructure - North America 3.5% 3.5% 13.4% 17.5% 4.5% 10.1%

1 The benchmark is as of 3/31/2012
2 The benchmark is as of 12/31/2011

Returns of the Major Capital Markets
Annualized Periods Ending 6/30/2012
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U.S. Equity Markets

Sluggish growth in the U.S., China, and Germany created downward momentum in equity markets during the second quarter.

Consumer spending fell for the third straight month while disappointing data from the U.S. labor market and manufacturing sector
reduced investor risk appetite.

The Dow Jones U.S. Total Stock Market fell 3.1% for the quarter, but remained positive over the one-year period.

Technology, materials, and oil & gas were among the worst performing sectors posting returns of -7.9%, -7.6%, and -6.9%, 
respectively. Telecommunications and utilities were markets leaders producing returns of 12.0% and 5.5%, respectively, during
the second quarter. 

Large cap outperformed both small cap and mid cap helping the Dow Jones U.S. Total Stock Market Index to remain positive over
the one-year period.

SECTOR RETURNS
AS OF 6/30/2012
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STYLE RETURNS
AS OF 6/30/2012
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Non-U.S. Equity Markets

A slower than expected recovery in Europe, India, and China kept non-U.S. equity markets negative during the second 
quarter. 

Disappointing economic data out of Germany, France and Spain resulted in lower second quarter returns of -12.4%, 
-9.0% and -12.5%, respectively. 

Latin America fell sharply over the quarter and the one-year period.

EM Europe was the worst performing region over the one-year period.

COUNTRY / REGION RETURNS
As of 6/30/2012
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Non-U.S. Equity Markets

The exhibit above illustrates the percent each country/region represents of the non-U.S. equity market as measured by the MSCI 
All Country World ex-U.S. IMI.

Note on Other: Includes South Africa, Egypt, and Morocco.

MSCI ALL COUNTRY WORLD ex-U.S. IMI
GEOGRAPHIC ALLOCATION AS OF 6/30/2012

Canada
8.3%

Japan
15.4%

Europe ex-UK
27.1%

Emerging
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UK
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East Europe & Middle East
9.1%

Asia
61.6%

Israel
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Other
8.5%

Pacific ex-Japan
9.5%

Latin America
20.8%
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Global Stock Markets

The MSCI All Country World IMI is a capitalization-weighted index of stocks representing 24 developed stock markets and 
21 emerging stock markets. The graph above shows the allocation to each country/region at quarter-end.

Note on Other: Includes South Africa, Egypt, and Morocco.

MSCI ALL COUNTRY WORLD IMI
GEOGRAPHIC ALLOCATION AS OF 6/30/2012
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U.S. Fixed Income Markets

An inadequate economic recovery helped fuel a flight to 
quality favoring Government bonds.

Long duration outperformed intermediate and short-term 
bonds.

Long-term government bonds remained the strongest 
performing sector over the one-year period. 

Government and corporate bonds outperformed their peers 
during the quarter and the one-year period.

Investment grade outperformed high-yield during the 
quarter and one-year period.

Source: Barclays Live

Source: Barclays Live

Source: Barclays Live

RETURNS BY MATURITY
AS OF 6/30/2012
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U.S. Fixed Income Markets

Concern over mounting European uncertainty and worsening emerging markets economic conditions forced investors to look 
for a safe haven in the U.S., pushing Treasury yields to historic lows.

The U.S. 10-year Treasury yield hit a record low of 1.44%, while the 30-year Treasury yield remained at an exceptionally low 
level.

The Federal Open Market Committee pledged to keep downward pressure on long-term Treasury rates, while also extending 
Operation Twist through the end of the year.

Source: U.S. Department of Treasury
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European Fixed Income Markets

Spanish and Italian 10-year bond yields rose during the quarter amid renewed investor concerns over the debt crises in both 
countries.

Greece’s 10-year spread decreased prior to elections, but a lack of commitment from the new government to stay in the 
European Union pushed spreads wider towards the end of the second quarter. 

Spanish, Italian, and Greek 10-year spreads widened, while Portuguese and Irish 10-year spreads narrowed during the 
quarter.

Source: Bloomberg
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Credit Spreads

Source: Barclays Live

Spread (bps) 06/30/2012 03/31/2012 06/30/2011 Quarterly Change (bps) 1-Year Change (bps)

U.S. Aggregate 77 64 54 13 23

Long Govt. 5 5 4 0 1

Long Credit 228 198 168 30 60

Long Govt./Credit 130 114 97 16 33

MBS 76 53 37 23 3

CMBS 235 221 243 14 -8

ABS 59 65 81 -6 -22

Corporate 199 176 153 23 46

High Yield 615 576 525 39 90

Global Emerging Markets 408 359 294 49 114

As of 6/30/2012

Credit spreads widened during the quarter across most segments, mainly due to a persistent decline in U.S. Treasury yields.

Credit spreads across most segments remain higher relative to a year ago.

Over the year, high-yield and emerging market bonds have seen their credit spreads widen by 90 bps and 114 bps, 
respectively.



12

Market Volatility

Volatility, as measured by the VIX, ended the quarter below its long-term average.

The VIX was trending up to end the quarter, as economic data across the globe turned negative.

Historical Daily VIX Closing Prices 
Since Inception through 6/30/2012
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Commodities

The Dow Jones UBS Commodity Index fell by 4.6% for the quarter mainly due to poor performance in petroleum, softs (i.e., 
coffee, cocoa, and sugar), and industrial metals sectors. 

Higher than normal temperatures and below average rainfall in the U.S. East and Midwest caused corn and soybean futures 
to spike during the month of June. 

Corn was the best performing grain in June posting a return of 25.4%, while soybeans returned 13.9%. Both components 
helped the grains subindex produce positive returns.

Sources: Dow Jones and CME

COMMODITY RETURNS
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Currency 

MSCI EAFE Unhedged outperformed the EAFE Hedged Index YTD and over the trailing 3-, 5-, and 10-year periods.

Difference Between MSCI EAFE Unhedged and Hedged Indices
As of 6/30/2012
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U.S. Unemployment Rate

At the end of the second quarter, the U.S. unemployment rate remained unchanged at 8.2%.

After adding 677,000 jobs during the first quarter, growth slowed during the second quarter and only 225,0001 jobs were 
created.

Unemployment Rate
As of 6/30/2012
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Active Manager Report Card¹

During the second quarter, active management underperformed relative to passive management in all areas shown above with the 
exception of non-U.S. equity.

Passive management within U.S. equity significantly outperformed active management over the quarter and the one-year period.

Passive management within fixed income edged out active management over the quarter.

Median Return2 Index Return Index Return1

Peer Group/Index Qtr. 1 Year Qtr. 1 Year Qtr. 1 Year

All Cap Equity/Russell 3000 Index -4.7% -0.6% -3.1% 3.8% 26th Percentile 20th Percentile

Large Cap Equity/Russell 1000 Index -4.0% 2.9% -3.1% 4.4% 30th Percentile 32nd Percentile

Small Cap Equity/Russell 2000 Index -4.9% -3.9% -3.5% -2.1% 30th Percentile 33rd Percentile

Non-U.S. Equity/MSCI ACWI ex U.S. -7.3% -13.9% -7.6% -14.6% 55th Percentile 61st Percentile

Global Equity/MSCI ACWI -5.8% -11.8% -5.6% -6.5% 45th Percentile 36th Percentile

Core Fixed Income/Barclays Aggregate 2.0% 7.5% 2.1% 7.5% 48th Percentile 60th Percentile

________________________________________

1 Actual peer group performance reported in client reports may vary based on the constituent peer group utilized (e.g., mutual fund universe, separate account universe). Percentile
rankings are based on a system in which 1=best and 99=worst.

² Based on preliminary peer group information as of June 30, 2012, provided by eVestment Alliance. Data was aggregated on July 17, 2012. Information is presented net of fees.
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U.S. Commercial Real Estate Markets
Total Returns

The NFI-ODCE returned 2.2% during the second quarter 
(preliminary), down from 2.5% during the first quarter. For 
the year, NFI-ODCE returned 11.3% (preliminary) 
demonstrating a continued waning in momentum. In 2012, 
return expectations are closer to the sector’s long-term 
average of 7%-9%.

REIT performance remained relatively strong in the second 
quarter, rising 4.0%. Given high volatility over the last 
12 months, the FTSE NAREIT Equity Index rose a total of 
12.5% over the trailing one-year period. In 2012, REITs are 
expected to move more inline with the their long-term trend, 
returning 8%–11%, though volatility is likely to remain 
above average.

RETURNS: PRIVATE vs. PUBLIC
AS OF 6/30/2012

STAGES OF FUNDAMENTAL RECOVERY 
U.S. REAL ESTATE MARKET

Sector Fundamentals
Improvements in sector fundamentals (e.g., demand, 
vacancy, and rent) continued in the second quarter; though 
significant variations still exist by market and property type.

Transaction volumes, while positive, remained below trend 
as the capital markets are still under pressure from broader 
investment market concerns. With the availability of capital 
increasing, momentum should pick up with investor 
confidence.

Downward pressure is expected to remain on non-
residential net operating income in most markets as leases 
expire this year and re-sign at today’s substantially lower 
rates. Going forward (2013 and beyond), growing demand 
in most property types is expected to reverse this trend.

Demand Drivers Rebound

Net Absorption Turns Positive

Declining Vacancy

Growth in Rental Rates

Construction ReignitesWe Are 
Here

Source: NCREIF, NAREIT
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U.S. Commercial Real Estate Markets

Total Returns by Market and Distress
Core assets in major markets have attracted significant 
new capital since the sector’s trough. As such, price 
rebounds have been significant as shown above. 
Capitalization rates for many of these assets now approach 
pre-recession levels, although based off much lower net 
operating income.

Price recovery in non-stabilized assets and in secondary 
markets has lagged the core rebound to date due to limited 
investor appetite and lack of available financing. However, 
banks are now more willing to address their distress, thus 
the backlog of distressed assets is likely to reduce more 
significantly in 2012.

RETURNS: Core Markets Relative to Distressed
AS OF 5/31/2012

Total Returns for Core Assets by Property Type
The apartment sector has led the pricing rebound to date 
benefiting from the residential housing crisis and an early 
onset job recovery. 

Strip retail assets have performed best over the long-term 
due largely to a growing national population; however, 
regional performance varies significantly.

Office assets generally lag in a recovery due to a stronger 
reliance on corporate confidence and job growth. Stronger 
and more consistent job growth is required to drive higher 
returns.

Recent industrial sector indicators remain challenged.

UNLEVERED PRIVATE CORE RETURNS BY PROPERTY TYPE 
AS OF 3/31/2012
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Private Equity Market Overview – Q1 2012

Source: Thomson Reuters and PitchBook. Non-U.S. PE performance is calculated on a semi-
annual basis; most recent data is as of 12/31/2011. Deal flow statistics exclude venture capital 
data.

Fundraising:  Healthy but not excessive levels. Remains 
well below pre-crisis levels ($591 billion). Overhang 
significant ($750 billion) but decreasing.
Buyout:  A 20% decrease in total deal value over the end 
of 2011; purchase price multiples are decreasing and are 
just above the 10-year average; equity currently 
comprising ~44% of the purchase price; activity in Europe 
remains slow due to scarcity of financing.
Venture capital:  First quarter 2012 investment levels 
below the quarterly 2011 average; a number of M&A exits 
down ~26% to 2011 quarterly average while IPOs were up 
43% but then stalled after a poor Facebook debut.
Mezzanine: Situation in Europe continues to favor 
mezzanine lenders as CLOs have limited cash to re-invest 
and European banks are dealing with capital constraints; 
U.S. mezzanine lenders continue to be active in smaller 
transactions, while getting squeezed out of larger 
transactions in favor of high yield.
Distressed Debt: Default rates increased slightly but 
remain at historically low levels; investment levels remain 
low due to heavy refinance activity and low default rates; 
attractive opportunities exist looking forward to 2013-2014 
due to fragile economy and reduced high yield and 
leveraged loan activity.
Secondaries: $10 billion raised in first half of 2012; 
$22 billion in transactions, $2 billion shy of full-year 2011; 
pricing discounts decreased to 16% for buyout and 
increased to 31% for venture. 
Infrastructure:  $16.1 billion raised through the first 
quarter (slightly down from 2011); deal activity lowest level 
since 2009.
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Hedge Fund Markets Overview

Hedge funds declined during the quarter with the majority of strategies posting negative returns. 

Emerging markets and equity hedge strategies were the weakest performers as the market selloff in May, driven by 
continued concerns over European sovereign debt issues and disappointing economic data, weighed on performance.

Relative value strategies produced marginal positive results during the quarter as those managers that reduced market 
exposures and/or had a tilt towards structured credit experienced larger gains than peers.

HEDGE FUND SECTOR PERFORMANCE
As of 6/30/2012
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Highlights

2Q 2012 Market Commentary

Following one of the best first quarters in recent history, financial markets lost ground during the second quarter amidst diminishing consumer sentiment and economic uncertainty in
the Eurozone as Spain sought a bailout for its banking sector.  News of the bailout lifted stocks in June, but those gains were unable to offset losses in April and May. The Federal
Open Market Committee (FOMC) again decided to keep the target range for the federal funds rate at 0-0.25%. The Committee also confirmed that weak economic conditions will
likely warrant a low federal funds rate at least through late-2014.  Although markets had hoped the Fed would announce a third round of quantitative easing, the Federal Reserve
instead decided to extend Operation Twist, its program to purchase long-term Treasuries while simultaneously selling shorter dated securities, which was scheduled to conclude in
June of 2012.  The Fed will continue to take a wait and see approach to the possibility of additional stimulus.

According to the Bureau of Labor Statistics (BLS), the unemployment rate remained flat at 8.2%, and U.S. employers created 225,000 jobs in the second quarter, making it the
weakest quarter of job growth since the recovery in the labor market began in 2010.  Subsequent to seven straight months of declines, home prices increased 1.3% in April, as
measured by the S&P/Case Shiller Index, signaling that the real estate market may have found a floor early in the second quarter amidst an environment with sub-4% 30 year
mortgage rates and population growth exceeding the rate of new home construction. Investors entered risk-off territory as the Eurozone debt crisis continued to be a source of
uncertainty throughout global financial markets.  While investor confidence waned in May, the agreements reached at the EU Summit to recapitalize banks directly with bailout funds
and relax conditions on rescue loans to Eurozone governments, provided some relief to the markets.  In the U.S., the economy continued to show slow, steady growth, with real
GDP increasing at an annual rate of 1.9% during the first quarter.

The U.S. equity market, as measured by the Dow Jones U.S. Total Stock Market Index, lost 3.1% during the second quarter. From a capitalization standpoint, large-cap and
small-cap stocks were mixed, while from a style perspective, value outperformed growth during the quarter.  Information Technology and Materials were the worst performing
sectors during the second quarter, losing 7.9% and 7.6%, respectively, while the Telecommunications sector was the best performing sector, gaining 12.0% during the quarter.  The
non-U.S. equity market, as measured by the MSCI All Country World ex-U.S. Index, fell 7.6% during the quarter, trailing the U.S. equity market by 4.5 percentage points. Emerging
markets, as measured by the MSCI Emerging Markets Index, decreased 8.9% during the quarter.
The U.S. bond market, as measured by the Barclays Aggregate Bond Index, returned 2.1% during the second quarter. During the period, long duration government bonds gained
12.6%, as measured by the Barclays 30 Year Treasury Index, amidst falling interest rates in May as investors sought safety in an uncertain economic environment.

Return Summary
Qtr YTD 1 Yr 3 Yrs 5 Yrs

Dow Jones US Total Stock Index -3.1 % 9.4 % 4.0 % 16.9 % 0.6 %
MSCI All Country World ex-U.S. Index -7.6 % 2.8 % -14.6 % 7.0 % -4.6 %
MSCI EAFE Index -7.1 % 3.0 % -13.8 % 6.0 % -6.1 %
MSCI Emerging Markets Index -8.9 % 3.9 % -16.0 % 9.8 % -0.1 %
MSCI All Country World Index -5.6 % 5.7 % -6.5 % 10.8 % -2.7 %
Barclays Aggregate Bond Index 2.1 % 2.4 % 7.5 % 6.9 % 6.8 %
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Commentary on Investment Performance
The Total Fund returned -2.0% during the second quarter, outperforming the return of the Policy Portfolio by 26 basis points. The Fund's Non-U.S. Equity and Global Equity
components added value over their benchmark. Partially offsetting results were the below-benchmark returns from the Real Estate component.

For the one-year ending June 30, 2012, the Total Fund advanced 1.5%, outpacing  the return of the Policy Portfolio by 12 basis points. Overperformance was mainly attributed to
above-benchmark returns from the Real Estate, Fixed Income, Global Equity and Non-U.S. Equity.

The Total Fund's longer-term relative performance remains mixed. While the Total Fund has slightly underperformed the return of its benchmark during the trailing five-year and
ten-year period, it has outperformed the benchmark during the three-year and one-year period. The Fund's annualized since inception return fell to 7.7% to match it up with the
Policy Portfolio.

The attribution analysis exhibits on page 33 provide additional information regarding each sub-component's contribution to performance during the quarter and trailing one-year
period.

Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Highlights
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Plan Summary

Summary of Cash Flows
Sources of Portfolio Growth Second Quarter Year-To-Date One Year

_

Beginning Market Value $3,294,661,872 $3,069,762,197 $3,160,376,439
Net Additions/Withdrawals -$31,679,355 -$74,257,208 -$16,615,101
Investment Earnings -$64,092,298 $203,385,230 $55,128,881
Ending Market Value $3,198,890,219 $3,198,890,219 $3,198,890,219

_
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Plan Performance
Benchmark: Policy Portfolio
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Returns As of June 30, 2012
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Returns As of June 30, 2012
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Market Values As of June 30, 2012 $3,198.9 Million and 100.0% of Fund
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Calendar Year Performance

Note: Returns are net of fees.
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Calendar Year Performance

Note: Returns are net of fees.



31

Manager "Watch" Status Policy
A manager may be placed on "Watch" status for:

     Failure to meet one or more of the standards, objectives, goals, or risk controls as set forth in this policy statement
     Violation of ethical, legal, or regulatory standards
     Material adverse change in the ownership of the firm or personnel changes
     Failure to meet reporting or disclosure requirements
     Failure to meet performance objectives or goals
     Any actual or potentially adverse information, trends, or developments that the Board feels might impair the investment manager's ability to deliver successful outcomes for the

participants of the plan

The Board may take action to place a manager on Watch status. Managers placed on Watch status shall be notified in writing, and be made aware of the reason for the action and
the required remediation. Watch status is an optional interim step that may be used to formally communicate dissatisfaction to the investment manager and the potential for
termination. Watch status is not a required step in terminating a manager. Watch status will normally be for a period of six months, but the time frame may be determined by action
of the Board. The Board retains the right to terminate the manager at any time, extend the period of the Watch status, or remove the manager from Watch status at any time.

Watch status indicates that the manager shall be subject to increased focus on the remediation of the factors that caused the manager to be placed on Watch status. Discussion of
the manager on Watch status shall become a regular monthly reporting agenda item for the Board. Staff or retained Consultant shall prepare a written monthly report addressing the
progress of the manager in the remediation of the dissatisfaction.

"Watch" status:

     RREEF is currently on watch for performance reasons.

Manager "Watch" List
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Universe Comparison
Benchmark: Policy Portfolio Universe: Public Funds Net
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Risk Profile
Benchmark: Policy Portfolio Universe: Public Funds Net
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Attribution

Note: The Cash Flow Effect exhibited in this quarter's and over the one year attribution charts represents the effect the Clifton Group had on the Total Fund.
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Total Fund As of June 30, 2012 $3,198.9 Million and 100.0% of Fund

Asset Allocation
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Total U.S. Equity As of June 30, 2012 $1,196.1 Million and 37.4% of Fund

Overview
Benchmark: Performance Benchmark*
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Total U.S. Equity As of June 30, 2012 $1,196.1 Million and 37.4% of Fund

Universe Comparison
Benchmark: Performance Benchmark* Universe: eA All US Equity Net
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Total U.S. Equity As of June 30, 2012 $1,196.1 Million and 37.4% of Fund

Risk Profile
Benchmark: Performance Benchmark* Universe: eA All US Equity Net
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Total U.S. Equity As of June 30, 2012 $1,196.1 Million and 37.4% of Fund

Attribution
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BlackRock Extended Equity Index Fund As of June 30, 2012 $28.8 Million and 0.9% of Fund

Manager Performance
Benchmark: Dow Jones U.S. Completion Total Stock Market Index

Account Information
Account Name BlackRock Extended Equity Index Fund
Account Structure Commingled Fund
Investment Style Passive
Inception Date 10/31/02
Account Type US Stock
Benchmark Dow Jones U.S. Completion Total Stock Market Index 
Universe eA US Small-Mid Cap Equity Net

The BlackRock Extended Market Index Fund provides investment in the U.S. equity market excluding those stocks represented in the S&P 500 Index. The Fund is passively
managed using a ''fund optimization'' technique. The Fund typically invests all, or substantially all, assets in the 1,300 largest stocks in the Index and in a representative sample of
the remainder. Stocks are selected based on appropriate industry weightings, market capitalizations, and certain fundamental characteristics (e.g. price/earnings ratio and dividend
yield) that closely align the Fund's characteristics with those of its benchmark.

The Fund does not hold publicly traded partnerships (PTPs) because of their potential to distribute unrelated business taxable income. However, the DJ U.S. Completion Total Stock
Market Index includes PTPs which result in the Fund experiencing tracking discrepancies. While there will likely be tracking discrepancies on a quarter-to-quarter basis, we expect
the difference to be minimal over longer time periods.
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BlackRock Extended Equity Index Fund As of June 30, 2012 $28.8 Million and 0.9% of Fund

Universe Comparison
Benchmark: Dow Jones U.S. Completion Total Stock Market Index Universe: eA US Small-Mid Cap Equity Net
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BlackRock Extended Equity Index Fund As of June 30, 2012 $28.8 Million and 0.9% of Fund

Risk Profile
Benchmark: Dow Jones U.S. Completion Total Stock Market Index Universe: eA US Small-Mid Cap Equity Net
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Western U.S. Index Plus As of June 30, 2012 $111.4 Million and 3.5% of Fund

Manager Performance
Benchmark: S&P 500 Index

Western employs a value-oriented investment approach that has proven successful in adding excess returns across various market cycles. This versatility comes from the
manager's multiple sources of value-added and focus on finding long-term fundamental value. Western seeks to achieve balance between multiple sources of value added -
duration management, yield curve positioning, sector allocation, and security selection - while diversifying risk. Western has one of the deepest teams of investment/risk
professionals in the industry. The manager also has dedicated significant resources to analytics and risk management. We would highlight that active sector rotation and portfolio
construction are key strengths of Western.

Account Information
Account Name Western U.S. Index Plus 
Account Structure Separate Account
Investment Style Passive
Inception Date 5/31/07
Account Type US Stock
Benchmark S&P 500 Index
Universe eA All US Equity Net
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Western U.S. Index Plus As of June 30, 2012 $111.4 Million and 3.5% of Fund

Universe Comparison
Benchmark: S&P 500 Index Universe: eA All US Equity Net
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Western U.S. Index Plus As of June 30, 2012 $111.4 Million and 3.5% of Fund

Risk Profile
Benchmark: S&P 500 Index Universe: eA All US Equity Net
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BlackRock Equity Market Fund As of June 30, 2012 $1,055.8 Million and 33.0% of Fund

Manager Performance
Benchmark: Dow Jones U.S. Total Stock Market Index

The objective of the BlackRock U.S. Equity Market Fund is to approximate the return of the Dow Jones U.S. Total Stock Market Index. The Dow Jones U.S. Total Stock Market
Index contains essentially all publicly traded stocks in the U.S. Accordingly, it is the broadest available measure of the domestic stock market.

Account Information
Account Name BlackRock Equity Market Fund
Account Structure Commingled Fund
Investment Style Passive
Inception Date 5/31/08
Account Type US Stock
Benchmark Dow Jones U.S. Total Stock Market Index
Universe eA All US Equity Net
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BlackRock Equity Market Fund As of June 30, 2012 $1,055.8 Million and 33.0% of Fund

Universe Comparison
Benchmark: Dow Jones U.S. Total Stock Market Index Universe: eA All US Equity Net



Total Non-U.S. Equity
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Total Non-U.S. Equity As of June 30, 2012 $531.2 Million and 16.6% of Fund

Overview
Benchmark: Performance Benchmark*
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Total Non-U.S. Equity As of June 30, 2012 $531.2 Million and 16.6% of Fund

Universe Comparison
Benchmark: Performance Benchmark* Universe: eA All EAFE Equity Net
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Total Non-U.S. Equity As of June 30, 2012 $531.2 Million and 16.6% of Fund

Risk Profile
Benchmark: Performance Benchmark* Universe: eA All EAFE Equity Net
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Total Non-U.S. Equity As of June 30, 2012 $531.2 Million and 16.6% of Fund

Attribution
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BlackRock ACWI ex-U.S. Index As of June 30, 2012 $265.2 Million and 8.3% of Fund

Manager Performance
Benchmark: Performance Benchmark

The BlackRock ACWI ex-U.S. Index Fund is designed to track the performance and risk characteristics of the MSCI All Country World ex-U.S. IM Index.

Account Information
Account Name BlackRock ACWI ex-U.S. Index
Account Structure Commingled Fund
Investment Style Passive
Inception Date 3/31/07
Account Type Non-U.S. Stock - All
Benchmark Performance Benchmark
Universe eA All EAFE Equity Net
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BlackRock ACWI ex-U.S. Index As of June 30, 2012 $265.2 Million and 8.3% of Fund

Universe Comparison
Benchmark: Performance Benchmark Universe: eA All EAFE Equity Net
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BlackRock ACWI ex-U.S. Index As of June 30, 2012 $265.2 Million and 8.3% of Fund

Risk Profile
Benchmark: Performance Benchmark Universe: eA All EAFE Equity Net
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Sprucegrove As of June 30, 2012 $140.6 Million and 4.4% of Fund

Manager Performance
Benchmark: MSCI EAFE Index

Sprucegrove is a value manager, following a bottom-up approach, and seeking to invest in quality companies selling at attractive valuations. As a value manager, Sprucegrove
believes that the international markets are inefficient and by maintaining a long term perspective, they can capitalize on mispricings in the market. Investment objectives are: to
maximize the long-term rate of return while preserving the investment capital of the fund by avoiding investment strategies that expose fund assets to excessive risk; to outperform
the benchmark over a full market cycle; and to achieve a high ranking relative to similar funds over a market cycle.

High emphasis is given to balance sheet fundamentals, historical operating results, and company management. If a company is truly promising, the portfolio management team
instructs the analyst to do a full research report to ensure the company qualifies for inclusion in Sprucegrove's investable universe. There are approximately 300 companies on
Sprucegrove's working list.

Account Information
Account Name Sprucegrove
Account Structure Commingled Fund
Investment Style Active
Inception Date 3/31/02
Account Type Non-U.S. Stock - All
Benchmark MSCI EAFE Index
Universe eA All EAFE Equity Net
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Sprucegrove As of June 30, 2012 $140.6 Million and 4.4% of Fund

Universe Comparison
Benchmark: MSCI EAFE Index Universe: eA All EAFE Equity Net
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Sprucegrove As of June 30, 2012 $140.6 Million and 4.4% of Fund

Risk Profile
Benchmark: MSCI EAFE Index Universe: eA All EAFE Equity Net
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Hexavest As of June 30, 2012 $51.1 Million and 1.6% of Fund

Manager Performance
Benchmark: MSCI EAFE Index

Account Information
Account Name Hexavest
Account Structure Commingled Fund
Investment Style Active
Inception Date 12/31/10
Account Type Non-U.S. Stock - All
Benchmark MSCI EAFE Index
Universe eA All EAFE Equity Net

The manager's investment process was established in the early 1990s and at the time was almost entirely macro-focused. The model was enhanced in 1999 to include a bottom-up
component, expected to contribute 20% to the overall decision making, so that portfolio managers can fine tune the active positions to further express their market views.

Hexavest attempts to identify inconsistencies at a macro level by analyzing the following three factor groups: economic environment (e.g., growth and interest rates), valuation of the
individual markets, and sentiment (e.g., momentum and risk).
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Hexavest As of June 30, 2012 $51.1 Million and 1.6% of Fund

Universe Comparison
Benchmark: MSCI EAFE Index Universe: eA All EAFE Equity Net
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Walter Scott As of June 30, 2012 $74.3 Million and 2.3% of Fund

Manager Performance
Benchmark: MSCI All Country World ex-U.S. Index

Account Information
Account Name Walter Scott
Account Structure Commingled Fund
Investment Style Active
Inception Date 12/31/10
Account Type Non-U.S. Stock - All
Benchmark MSCI All Country World ex-U.S. Index
Universe eA All EAFE Equity Net

Walter Scott & Partners employs a bottom-up fundamental growth investment style. Security selection focuses on companies with 20% or more internal growth which will be
sustainable over time. The manager identifies major political and economic trends that may impact industry or sector growth. At the company level, the manager utilizes fundamental
analysis such as returns on invested capital, soundness of management, strength of balance sheet, and management track record. By gaining an understanding as to how the
financial figures of the past were generated, the analysts will be able to better understand how future earnings will be generated.
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Walter Scott As of June 30, 2012 $74.3 Million and 2.3% of Fund

Universe Comparison
Benchmark: MSCI All Country World ex-U.S. Index Universe: eA All EAFE Equity Net



Total Global Equity
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Total Global Equity As of June 30, 2012 $267.1 Million and 8.3% of Fund

Overview
Benchmark: MSCI All Country World Index
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Total Global Equity As of June 30, 2012 $267.1 Million and 8.3% of Fund

Universe Comparison
Benchmark: MSCI All Country World Index Universe: eA All Global Equity Net
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Total Global Equity As of June 30, 2012 $267.1 Million and 8.3% of Fund

Risk Profile
Benchmark: MSCI All Country World Index Universe: eA All Global Equity Net
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Total Global Equity As of June 30, 2012 $267.1 Million and 8.3% of Fund

Attribution
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GMO Global As of June 30, 2012 $149.5 Million and 4.7% of Fund

Manager Performance
Benchmark: MSCI All Country World Index

GMO uses a quantitative investment process to allocate between several of their mutual funds. They aim to add value both from opportunistic allocation between various segments
of the market and from stock selection within the individual funds.

GMO does not employ a team of traditional fundamental security analysts. Instead, they attempt to exploit market inefficiencies by evaluating asset classes and individual securities
largely through quantitative analysis. They prepare seven-year forecasts for different asset classes by conducting regression analysis on statistical and macroeconomic data. The
forecasts are revised once every year, which leads to re-allocation among the different mutual funds. There is minimal rebalancing during the year. While the global equity allocation
portfolio has no style bias, both value and momentum factors are taken into account when evaluating potential holdings (at the individual fund level). About 70% of the contribution
to the portfolio is expected from value-related factors and 30% from momentum-related ones.

Account Information
Account Name GMO Global
Account Structure Commingled Fund
Investment Style Active
Inception Date 4/30/05
Account Type Global Equity
Benchmark MSCI All Country World Index
Universe eA All Global Equity Net
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GMO Global As of June 30, 2012 $149.5 Million and 4.7% of Fund

Universe Comparison
Benchmark: MSCI All Country World Index Universe: eA All Global Equity Net
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GMO Global As of June 30, 2012 $149.5 Million and 4.7% of Fund

Risk Profile
Benchmark: MSCI All Country World Index Universe: eA All Global Equity Net
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GMO Global As of June 30, 2012 $149.5 Million and 4.7% of Fund

Manager Analysis
Benchmark: MSCI All Country World Index

Top Holdings

  
Weight %

JOHNSON & JOHNSON 2.50%
ORACLE 2.32%
COCA COLA 2.15%
PHILIP MORRIS INTL. 2.09%
MICROSOFT 2.08%
PFIZER 2.03%
TOTAL 1.81%
APPLE 1.70%
SANOFI 1.64%
GOOGLE 'A' 1.60%
Total 19.91%

_

Actual $ Actual %
 US Equity $57,389,894 38.4%
 Non-US Equity $90,225,024 60.3%
 US Fixed Inc. $1,872,645 1.3%
 Non-US Fixed Inc. $0 0.0%
 Alternative $0 0.0%
 Real Estate $0 0.0%
 Cash $0 0.0%
 Other $17,943 0.0%

Total $149,505,505
_

Best Performers
Portfolio Index

Weight % Weight % Return %
HOME PRODUCT CENTER FB 0.01%  201.03%
LOOK 0.01%  160.91%
MELLANOX 0.02%  69.31%
WEST HOLDINGS 0.00%  63.59%
SHIN FB 0.01%  62.65%
TAKASHIMA 0.00%  61.66%
MISAWA HOMES 0.01%  53.28%
HIKARI TSUSHIN 0.04%  49.93%
YOUNGONE 0.00%  44.04%
EXPEDIA 0.00% 0.02% 44.04%

_

Worst Performers
Portfolio Index

Weight % Weight % Return %
KIRI INDUSTRIES 0.00%  -76.54%
APCO OIL & GAS INTL. 0.00%  -73.51%
DISCOUNT INVESTMENT 0.00%  -68.15%
OGX PETROLEO ON 0.01% 0.01% -67.08%
PUM YANG CON. SUSP -
SUSP.11/06/12 0.00%  -63.43%

NOKIA 0.08% 0.03% -59.02%
DEXIA 0.00%  -57.28%
SIGNATURE METALS 0.00%  -56.71%
HRT PETROLEO 0.00% 0.00% -55.26%
ROSSI RESID ON 0.00%  -53.07%

_

Characteristics

Portfolio MSCI ACWI
Gross

Number of Holdings 1,657 2,445
Weighted Avg. Market Cap. ($B) 90.48 71.33
Median Market Cap. ($B) 4.06 6.56
Price To Earnings 13.42 15.49
Price To Book 3.17 3.02
Price To Sales 2.01 1.93
Return on Equity (%) 23.04 18.31
Yield (%) 3.47 2.81
Beta 0.86 1.00
R-Squared 0.97 1.00
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GMO Global As of June 30, 2012 $149.5 Million and 4.7% of Fund

Sector Attribution
Benchmark: MSCI All Country World Index

GMO Global Fund Performance Attribution vs. MSCI ACWI Gross
Total Selection Allocation Interaction

Effects Effect Effect Effects
_

Energy 0.02%  0.37%  -0.20%  -0.15%  
Materials 0.10%  0.08%  0.07%  -0.06%  
Industrials 0.00%  0.13%  -0.01%  -0.11%  
Cons. Disc. -0.07%  -0.07%  -0.04%  0.04%  
Cons. Staples 0.85%  0.15%  0.53%  0.17%  
Health Care 0.88%  0.08%  0.71%  0.09%  
Financials 0.07%  -0.02%  0.16%  -0.07%  
Info. Tech -0.10%  0.01%  -0.10%  -0.01%  
Telecomm. -0.11%  -0.07%  0.01%  -0.05%  
Utilities -0.21%  0.02%  -0.23%  0.00%  
Cash 0.00%  --  0.00%  --  
Portfolio 1.42% = 0.69% + 0.89% + -0.16%  

_
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GMO Global As of June 30, 2012 $149.5 Million and 4.7% of Fund

Country Allocation
Benchmark: MSCI All Country World Index

Versus MSCI ACWI Gross - Quarter Ending June 30, 2012
Manager Index Manager Index

Allocation (USD) Allocation (USD) Return (USD) Return (USD)
_

AsiaPacific     
Australia 1.9% 3.1% -1.9% -5.1%
China* 1.6% 2.2% -5.8% -5.3%
Hong Kong 0.8% 1.0% -6.1% -4.8%
India* 0.8% 0.8% -11.1% -9.4%
Indonesia* 0.8% 0.4% -6.8% -6.9%
Japan 13.6% 7.9% -5.0% -7.3%
Korea* 1.5% 2.0% -6.7% -8.7%
Malaysia* 0.0% 0.4% -6.6% -3.5%
New Zealand 0.2% 0.0% -8.3% -8.0%
Philippines* 0.2% 0.1% 7.4% 4.4%
Singapore 0.7% 0.7% -4.9% -3.8%
Sri Lanka* 0.0% 0.0% -4.5% -5.4%
Taiwan* 0.8% 1.4% -7.8% -9.4%
Thailand* 0.5% 0.3% 3.9% -5.3%
Total-AsiaPacific 23.4% 20.4% -5.1% -6.7%
Other     
Egypt* 0.2% 0.0% -2.0% -3.7%
Israel    0.0% 0.2% -18.9% -13.9%
Morocco* 0.0% 0.0% -15.2% -12.9%
Nigeria 0.0% 0.0% 6.3% -5.4%
South Africa* 0.4% 1.0% -5.8% -5.7%
Turkey* 0.4% 0.2% 3.0% 1.8%
Total-Other 1.0% 1.5% -2.0% -6.2%

_

* Asterisk denotes Emerging Markets countries

Versus MSCI ACWI Gross - Quarter Ending June 30, 2012
Manager Index Manager Index

Allocation (USD) Allocation (USD) Return (USD) Return (USD)
_

Americas     
Brazil* 2.7% 1.9% -18.8% -19.0%
Canada 1.4% 4.3% -5.5% -7.6%
Chile* 0.0% 0.2% -6.2% -8.4%
Colombia* 0.0% 0.1% -- -1.0%
Mexico* 0.2% 0.6% 3.7% -1.2%
Peru* 0.0% 0.1% -- -3.3%
United States 40.3% 46.2% -0.9% -3.0%
Total-Americas 44.6% 53.5% -2.1% -3.9%
Europe     
Austria 0.2% 0.1% -7.1% -12.8%
Belgium 0.6% 0.4% 4.4% 0.2%
Czech Republic* 0.2% 0.0% -11.2% -11.4%
Denmark 0.2% 0.4% 4.3% -3.1%
Finland 0.2% 0.3% -45.6% -20.5%
France 4.8% 3.4% -5.6% -8.1%
Germany 3.0% 3.2% -9.1% -12.0%
Greece 0.1% 0.0% -28.0% -20.7%
Hungary* 0.1% 0.0% -8.1% -7.4%
Ireland 0.2% 0.1% -3.2% -4.5%
Italy 1.8% 0.9% -8.3% -11.4%
Luxembourg 0.0% 0.0% -0.5% -5.4%
Netherlands 2.3% 0.9% -4.0% -6.8%
Norway 0.1% 0.4% -7.8% -9.2%
Poland* 0.2% 0.2% -6.3% -5.1%
Portugal 0.1% 0.1% -11.9% -18.7%
Russia* 1.4% 0.8% -16.0% -13.8%
Spain 1.7% 1.1% -13.3% -12.5%
Sweden 0.3% 1.2% -4.5% -7.2%
Switzerland 3.6% 3.1% -0.6% -5.6%
United Kingdom 10.0% 8.2% -2.9% -3.9%
Total-Europe 31.0% 24.7% -5.4% -7.3%

_
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Total U.S. Fixed Income As of June 30, 2012 $824.5 Million and 25.8% of Fund

Overview
Benchmark: Barclays Aggregate Bond Index
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Total U.S. Fixed Income As of June 30, 2012 $824.5 Million and 25.8% of Fund

Universe Comparison
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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Total U.S. Fixed Income As of June 30, 2012 $824.5 Million and 25.8% of Fund

Risk Profile
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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Total U.S. Fixed Income As of June 30, 2012 $824.5 Million and 25.8% of Fund

Attribution
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Western Asset Management seeks to add value in fixed income accounts by employing multiple investment strategies while controlling risk. Western is an active sector rotator and
attempts to exploit market inefficiencies by making opportunistic trades. The firm emphasizes non-Treasury sectors such as corporate and mortgages. The firm's team approach to
fixed income management revolves around an investment outlook developed by the Investment Strategy Group. This group interacts on a daily basis, evaluating developments in
both the market and the economy. Additionally, the group meets formally twice a month to review its outlook and investment strategy.

Western As of June 30, 2012 $248.0 Million and 7.8% of Fund

Manager Performance
Benchmark: Barclays Aggregate Bond Index

Account Information
Account Name Western
Account Structure Separate Account
Investment Style Active
Inception Date 12/31/96
Account Type U.S. Fixed Income
Benchmark Barclays Aggregate Bond Index
Universe eA All US Fixed Inc Net
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Western As of June 30, 2012 $248.0 Million and 7.8% of Fund

Universe Comparison
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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Western As of June 30, 2012 $248.0 Million and 7.8% of Fund

Risk Profile
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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The BlackRock U.S. Debt Fund is an index fund which is designed to replicate the performance of the Barclays Capital Aggregate Bond Index. The U.S. Debt Fund is constructed
by holding 7 different sub-funds that track specific sector/maturity combinations of the Barclays Capital Aggregate Bond Index.

Account Information
Account Name BlackRock U.S. Debt Fund
Account Structure Commingled Fund
Investment Style Passive
Inception Date 11/30/95
Account Type U.S. Fixed Income
Benchmark Barclays Aggregate Bond Index
Universe eA All US Fixed Inc Net

BlackRock U.S. Debt Fund As of June 30, 2012 $131.2 Million and 4.1% of Fund

Manager Performance
Benchmark: Barclays Aggregate Bond Index
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BlackRock U.S. Debt Fund As of June 30, 2012 $131.2 Million and 4.1% of Fund

Universe Comparison
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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BlackRock U.S. Debt Fund As of June 30, 2012 $131.2 Million and 4.1% of Fund

Risk Profile
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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Reams' investment process revolves around the manager's ability to combine top-down macroeconomic portfolio positioning with bottom-up bond selection. The top-down interest
rate positioning is somewhat contrarian in that the manager uses real interest rates to gauge when the market is expensive and when it is cheap, increasing duration when the
market is cheap and decreasing duration when it is expensive.

The manager attempts to exploit its relatively small size and uncover issues not widely followed by Wall Street. The manager prefers to hold securities by underlying collateral. The
firm tends to avoid residential mortgages in favor of commercial mortgages.

Reams As of June 30, 2012 $327.2 Million and 10.2% of Fund

Manager Performance
Benchmark: Barclays Aggregate Bond Index

Account Information
Account Name Reams
Account Structure Separate Account
Investment Style Active
Inception Date 9/30/01
Account Type U.S. Fixed Income
Benchmark Barclays Aggregate Bond Index
Universe eA All US Fixed Inc Net
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Reams As of June 30, 2012 $327.2 Million and 10.2% of Fund

Universe Comparison
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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Reams As of June 30, 2012 $327.2 Million and 10.2% of Fund

Risk Profile
Benchmark: Barclays Aggregate Bond Index Universe: eA All US Fixed Inc Net
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Loomis Sayles As of June 30, 2012 $118.2 Million and 3.7% of Fund

Manager Performance
Benchmark: Performance Benchmark

Loomis Sayles' fixed income philosophy is rooted in identifying undervalued securities through in-house credit research. Its philosophy emphasizes identifying issuers whose credit
ratings appear likely to be upgraded or downgraded. The fixed income analysts use forward-looking analyses of cash flow, along with source and application of funds, to identify
factors that may affect a debt issuer's future credit rating. Loomis Sayles believes that considerable value can be added by holding under-rated issues for which the firm has
projected a credit upgrading.

Loomis typically allocates up to 40% of its assets to high yield securities and its portfolio's duration is significantly higher than that of the broad bond market. The manager also
invests in convertible securities. The performance benchmark for the strategy is 60% Barclays Capital Aggregate Bond Index and 40% Barclays Capital High Yield Index.

Account Information
Account Name Loomis Sayles
Account Structure Separate Account
Investment Style Active
Inception Date 7/31/05
Account Type Global Fixed Income
Benchmark Performance Benchmark
Universe eA All US Fixed Inc Net
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Loomis Sayles As of June 30, 2012 $118.2 Million and 3.7% of Fund

Universe Comparison
Benchmark: Performance Benchmark Universe: eA All US Fixed Inc Net
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Loomis Sayles As of June 30, 2012 $118.2 Million and 3.7% of Fund

Risk Profile
Benchmark: Performance Benchmark Universe: eA All US Fixed Inc Net



Total Real Estate
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Total Real Estate As of June 30, 2012 $283.2 Million and 8.9% of Fund

Overview
Benchmark: Policy Benchmark
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Total Real Estate As of June 30, 2012 $283.2 Million and 8.9% of Fund

Risk Profile
Benchmark: Policy Benchmark
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Prudential's PRISA is a core-only product with no value-added component. The manager utilizes low leverage (max 30%) and is diversified across both property types and regions.
PRISA has a dedicated team of 15 regional research professionals who work on the portfolio. In constructing the PRISA portfolio, the lead portfolio manager annually develops a
forward-looking three-year forecast. The forecast is based on macroeconomic predictions, along with input from the manager's proprietary software systems. The transaction team
utilizes this forward-looking forecast in its search for potential properties.

Total Prudential Real Estate As of June 30, 2012 $80.0 Million and 2.5% of Fund

Manager Performance
Benchmark: Policy Benchmark

Account Information
Account Name Total Prudential Real Estate
Account Structure Other
Investment Style Active
Inception Date 6/30/04
Account Type Real Estate
Benchmark Policy Benchmark
Universe  
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Total Prudential Real Estate As of June 30, 2012 $80.0 Million and 2.5% of Fund

Risk Profile
Benchmark: Policy Benchmark
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Total Prudential Real Estate As of June 30, 2012 $80.0 Million and 2.5% of Fund

Manager Analysis
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UBS Real Estate As of June 30, 2012 $171.8 Million and 5.4% of Fund

Manager Performance
Benchmark: NCREIF Open End Fund Index

Account Information
Account Name UBS Real Estate
Account Structure Other
Investment Style Active
Inception Date 3/31/03
Account Type Real Estate
Benchmark NCREIF Open End Fund Index
Universe  
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UBS Real Estate As of June 30, 2012 $171.8 Million and 5.4% of Fund

Risk Profile
Benchmark: NCREIF Open End Fund Index
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UBS Real Estate As of June 30, 2012 $171.8 Million and 5.4% of Fund

Manager Analysis
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Guggenheim As of June 30, 2012 $21.8 Million and 0.7% of Fund

Manager Performance
Benchmark: Performance Benchmark

Account Information
Account Name Guggenheim
Account Structure Other
Investment Style Active
Inception Date 6/30/06
Account Type Real Estate
Benchmark Performance Benchmark
Universe  
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Guggenheim As of June 30, 2012 $21.8 Million and 0.7% of Fund

Risk Profile
Benchmark: Performance Benchmark
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Guggenheim As of June 30, 2012 $21.8 Million and 0.7% of Fund

Manager Analysis

Note: Geographic Diversification figures are as of 03/31/2012 as 06/30/2012 data is
not avaliable.
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RREEF employs 600+ real estate investment professionals in 115 offices located in every major metropolitan market nationwide. RREEF America III (RA III) is a $600 million
open-end private REIT that pursues value-added investment opportunities in the U.S. The RREEF research process, dubbed the Market Profile Process, is led by Asieh Mansour,
Ph. D and is roughly 65% bottom up asset-specific fundamental research and 25% top down market and demographic research. The remainder focuses on the investment
performance of real estate in both public market and private market settings. This process is executed by the 17 members of the full-time research staff.

RA III has a target total fund size of $1-2 billion, which RA III management expects to reach over a five year period. RREEF expects RA III to produce more than one-half of its total
return from realized and unrealized gains resulting from the improvements it makes in the fund's assets. RA III investments will include income-producing properties, properties
requiring re-positioning, and speculative development. The fund is scheduled to have a 15-year life and will commence an orderly liquidation of assets on January 22, 2016. RA III
shareholders and the Board of Directors are considering a proposal to extend product life. As a REIT, oversight of RA III is maintained by an independent board that approves: the
investment plan, dispositions, financing, and quarterly valuations.

RREEF As of June 30, 2012 $9.6 Million and 0.3% of Fund

Manager Performance
Benchmark: NCREIF Open End Fund Index

Account Information
Account Name RREEF
Account Structure Other
Investment Style Active
Inception Date 10/01/07
Account Type Real Estate
Benchmark NCREIF Open End Fund Index
Universe  
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RREEF As of June 30, 2012 $9.6 Million and 0.3% of Fund

Risk Profile
Benchmark: NCREIF Open End Fund Index
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RREEF As of June 30, 2012 $9.6 Million and 0.3% of Fund

Manager Analysis



Private Equity
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**Due to the relatively short investment period of the Pension's investments, returns are not shown. An internal rate of return (IRR) will be calculated for this investment once a
meaningful level of capital has been invested for an appropriate period of time.

Private Equity As of June 30, 2012 $26.9 Million and 0.8% of Fund

Overview

*Due to the relatively short investment period of the Pension's investments, the internal rate of return (IRR) is might not be meaningful.
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Fee Schedule

Account Fee Schedule Market Value
As of 6/30/2012 % of Portfolio Estimated Annual

Fee ($)
Estimated Annual

Fee (%)
_

Total U.S. Equity No Fee $1,196,073,174 37.4% -- --

BlackRock Extended Equity Index Fund 0.08% of First $50.0 Mil,
0.06% of Next $50.0 Mil,
0.04% Thereafter

$28,845,144 0.9% $23,076 0.08%

Western U.S. Index Plus 0.15% of Assets $111,402,502 3.5% $167,104 0.15%

BlackRock Equity Market Fund 0.03% of First $250.0 Mil,
0.02% Thereafter

$1,055,825,528 33.0% $236,165 0.02%

Total Non-U.S. Equity No Fee $531,184,817 16.6% -- --

BlackRock ACWI ex-U.S. Index 0.12% of First $100.0 Mil,
0.10% Thereafter

$265,166,040 8.3% $285,166 0.11%

Sprucegrove 0.90% of First $5.0 Mil,
0.65% of Next $10.0 Mil,
0.55% of Next $25.0 Mil,
0.50% of Next $35.0 Mil,
0.25% of Next $225.0 Mil,
0.20% Thereafter

$140,627,582 4.4% $586,569 0.42%

Hexavest 0.60% of First $10.0 Mil,
0.50% of Next $30.0 Mil,
0.40% of Next $40.0 Mil

$51,098,115 1.6% $254,392 0.50%

Walter Scott 1.00% of First $50.0 Mil,
0.85% of Next $25.0 Mil,
0.60% Thereafter

$74,293,080 2.3% $706,491 0.95%

Total Global Equity No Fee $267,070,236 8.3% -- --

GMO Global 0.65% of Assets $149,524,495 4.7% $971,909 0.65%

Acadian 0.95% of First $25.0 Mil,
0.90% Thereafter

$10,461 0.0% $99 0.95%

BlackRock Global MSCI ACWI Equity Index No Fee $117,535,280 3.7% -- --

Total U.S. Fixed Income No Fee $824,507,336 25.8% -- --

Western 0.30% of First $100.0 Mil,
0.15% Thereafter

$247,955,848 7.8% $521,934 0.21%
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Fee Schedule

Note: Western's fees for both U.S. and Fixed Income products are calculated together.  The first $100 million of the combined assts is billed at 30bps, all assets thereafter are billed at 15 bps.

Account Fee Schedule Market Value
As of 6/30/2012 % of Portfolio Estimated Annual

Fee ($)
Estimated Annual

Fee (%)
_

BlackRock U.S. Debt Fund 0.06% of First $100.0 Mil,
0.04% of Next $400.0 Mil,
0.02% Thereafter

$131,199,405 4.1% $72,480 0.06%

Reams 0.20% of First $200.0 Mil,
0.15% Thereafter

$327,201,040 10.2% $590,802 0.18%

Loomis Sayles 0.50% of First $20.0 Mil,
0.40% of Next $30.0 Mil,
0.30% Thereafter

$118,151,043 3.7% $424,453 0.36%

Total Global Fixed Income No Fee $65,400,000 2.0% -- --

Loomis Sayles Global Fixed Income No Fee $65,400,000 2.0% -- --

Total Real Estate No Fee $283,213,127 8.9% -- --

Total Prudential Real Estate 0.81% of Assets $80,018,268 2.5% $648,148 0.81%

UBS Real Estate 0.96% of Assets $171,825,600 5.4% $1,649,526 0.96%

Guggenheim 0.60% of Assets $21,787,344 0.7% $130,724 0.60%

RREEF 0.30% of Assets $9,581,915 0.3% $28,746 0.30%

Private Equity No Fee $26,877,068 0.8% -- --

Adams Street Partners 1.00% of Assets $21,594,177 0.7% $215,942 1.00%

Pantheon Ventures 1.00% of Assets $5,282,891 0.2% $52,829 1.00%

Total Cash No Fee $4,564,461 0.1% -- --

Clifton Group 0.15% of First $25.0 Mil,
0.10% of Next $75.0 Mil,
0.40% Thereafter

$4,564,461 0.1% $6,847 0.15%

Investment Management Fee $3,198,890,219 100.0% $7,573,401 0.24%
XXXXX
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Market Returns

Second Annualized Periods Ending 6/30/12
Quarter 1-Year 3-Year 5-Year 10-Year 15-Year

Domestic Stock Indices:
Dow Jones US Total Stock Index -3.1 4.0 16.9 0.6 6.1 5.3
S&P 500 Index -2.8 5.4 16.4 0.2 5.3 4.8
Russell 3000 Index -3.1 3.8 16.7 0.4 5.8 5.2
Russell 1000 Value Index -2.2 3.0 15.8 -2.2 5.3 5.7
Russell 1000 Growth Index -4.0 5.8 17.5 2.9 6.0 3.9
Russell MidCap Value Index -3.3 -0.4 19.9 -0.1 8.2 8.5
Russell MidCap Growth Index -5.6 -3.0 19.0 1.9 8.5 6.4
Russell 2000 Value Index -3.0 -1.4 17.4 -1.0 6.5 7.6
Russell 2000 Growth Index -3.9 -2.7 18.1 2.0 7.4 4.2
Domestic Bond Indices:
Barclays Capital Aggregate Index 2.1 7.5 6.9 6.8 5.6 6.3
Barclays Capital Govt/Credit Index 2.6 8.8 7.3 6.9 5.8 6.4
Barclays Capital Long Govt/Credit Index 7.3 24.6 14.4 11.0 8.7 8.6
Barclays Capital 1-3 Year Govt/Credit Index 0.2 1.1 2.3 3.7 3.4 4.5
Barclays Capital U.S. MBS Index 1.1 5.0 5.4 6.7 5.4 6.1
Barclays Capital High Yield Index 1.8 7.3 16.3 8.4 10.2 7.0
Barclays Capital Universal Index 2.0 7.4 7.6 6.8 6.0 6.4
Real Estate Indices:
NCREIF Property Index 2.7 12.0 8.8 2.5 8.3 9.4
NCREIF ODCE Index 2.3 11.3 7.4 -1.8 5.6 7.3
Dow Jones Real Estate Securities Index 3.7 12.8 33.5 1.8 10.3 9.5
FTSE NAREIT US Real Estate Index 4.0 12.5 32.4 2.6 10.3 9.5
Foreign/Global Stock Indices:
MSCI All Country World Index -5.6 -6.5 10.8 -2.7 5.7 3.8
MSCI All Country World IMI -5.7 -6.9 11.3 -2.4 6.2 4.1
MSCI All Country World ex-U.S. Index -7.6 -14.6 7.0 -4.6 6.7 3.7
MSCI All Country World ex-U.S. IMI -7.8 -14.8 7.4 -4.5 7.2 3.8
MSCI All Country World ex-U.S. Small Cap Index -8.9 -16.4 10.4 -3.7 10.1 5.3
MSCI EAFE Index -7.1 -13.8 6.0 -6.1 5.1 2.9
MSCI EAFE IMI -7.3 -14.0 6.3 -5.9 5.6 3.1
MSCI EAFE Index (in local currency) -5.4 -8.6 4.4 -7.5 2.1 1.6
MSCI Emerging Markets IMI -8.8 -16.3 10.0 0.0 14.1 4.5
Foreign Bond Indices:
Citigroup World Gov't Bond Index 0.2 0.4 5.1 7.4 7.1 5.8
Citigroup Hedged World Gov't Bond Index 1.1 6.2 3.7 4.8 4.5 5.5
Cash Equivalents:
Treasury Bills (30-Day) 0.0 0.0 0.1 0.6 1.4 2.4
Hewitt EnnisKnupp STIF Index 0.1 0.2 0.3 1.3 2.1 3.1
Inflation Index:
Consumer Price Index 0.0 1.7 2.1 2.0 2.5 2.4
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Benchmark and Universe Descriptions

Total Fund

Policy Portfolio- As of April 2010, the return is based on a combination of 37% DJ U.S. Total Stock Market Index, 27% Barclays Aggregate Bond Index, 18% MSCI All Country World
Ex-U.S. Index, 10% MSCI All Country World Index and 8% NCREIF Real Estate Index. Prior to April 2010, the return was based on a combination of 40% DJ U.S. Total Stock
Market Index, 27% Barclays Aggregate Bond Index, 18% MSCI All Country World Ex-U.S. Index, 7% MSCI All Country World Index and 8% NCREIF Real Estate Index. Prior to
June 2008, the return was based on a combination of 47% DJ U.S. Total Stock Market Index, 27% Barclays Aggregate Bond Index, 14% MSCI All Country World Ex-U.S. Index, 4%
MSCI All Country World Index and 8% NCREIF Real Estate Index. Prior to October 2007, the return was based on a combination of 47% DJ U.S. Total Stock Market Index, 29%
Barclays Aggregate Bond Index, 14% MSCI All Country World Ex-U.S. Index, 4% MSCI All Country World Index and 6% NCREIF Real Estate Index. Prior to June 2005, the return
was based on a combination of 49% Russell 3000 Index, 29% Barclays Aggregate Bond Index, 16% MSCI All Country World Ex-U.S. Index and 6% NCREIF Real Estate Index.
Prior to April 2003, the return was based on a combination of 49% Russell 3000 Index, 32% Barclays Aggregate Bond Index, 16% MSCI All Country World Ex-U.S. Index and 3%
NCREIF Real Estate Index. Prior to May 2002 the return was based on a combination of 49% Russell 3000 Index, 32% Barclays Aggregate Bond Index, 16% MSCI EAFE Index
and 3% NCREIF Real Estate Index. Prior to April 2002 the return was based on a combination of 53% Russell 3000 Index, 32 Barclays Aggregate Bond Index, 12% MSCI Europe,
Australasia and Far East (EAFE) Index and 3% NCREIF Real Estate Index. Prior to October 2001, the policy portfolio consisted of a combination of 53% Russell 3000, 22%
Barclays Aggregate Bond Index, 12% MSCI Europe, Australasia and Far East (EAFE) Index, 3% NCREIF Real Estate Index, and 10% Solomon Brothers World Government Bond
Index Hedged. Historically, the policy return is based on the historic policy allocations provided by the VCERA staff.

Public Fund Universe - An equal-weighted index that is designed to represent the average return earned by U.S. public pension funds. The index is calculated based on a universe
of 116 funds compiled by BNY Mellon Performance & Risk Analytics, LLC as of  06/30/2012.

Total U.S. Equity

Benchmark. The DJ U.S. Total Stock Market Index.

Universe. A universe of 1,119 domestic stock portfolios compiled by eVestment as of 06/30/2012.

BlackRock Extended Equity Index Fund

Benchmark. The DJ U.S. Completion Total Stock Market Index.

Universe. A universe 105 small-mid cap stock portfolios compiled by eVestment as of 06/30/2012.
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Benchmark and Universe Descriptions

Western U.S. Index Plus

Benchmark. The S&P 500 Index.

Universe. A universe of 1,119 domestic stock portfolios compiled by eVestment as of  06/30/2102.

BlackRock Equity Market Fund

Benchmark. The DJ U.S. Total Stock Market Index.

Universe. A universe of 1,119 domestic stock portfolios compiled by eVestment as of  06/30/2012.

Total Non-U.S. Equity

Benchmark. The Morgan Stanley Capital International All Country World ex-U.S. Free Index. Prior to May 2002, the Morgan Stanley Capital International EAFE-Free Stock Index.

Universe. A universe of 134 international stock portfolios compiled by eVestment as of  06/30/2012.

BlackRock ACWI ex U.S.

Benchmark. The MSCI All Country World ex-U.S. IMI Index

Universe. A universe of 134 international stock portfolios compiled by eVestment as of  06/30/2012.

Sprucegrove

Benchmark. The Morgan Stanley Capital International EAFE-Free Stock Index.

Universe. A universe of 134 international stock portfolios compiled by eVestment as of  06/30/2012.
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Hexavest

Benchmark. The Morgan Stanley Capital International EAFE-Free Stock Index.

Universe. A universe of 134 international stock portfolios compiled by eVestment as of  06/30/2012.

Walter Scott

Benchmark. The Morgan Stanley Capital International All Country World ex-U.S. Free Index.

Universe. A universe of 134 international stock portfolios compiled by eVestment as of  06/30/2012.

Total Global Equity

Benchmark. The Morgan Stanley Capital International All Country World Index.

Universe. A universe of  219 global stock portfolios compiled by eVestment as of  06/30/2102.

Grantham Mayo Van Otterloo (GMO)

Benchmark. The Morgan Stanley Capital International All Country World Index.

Universe. A universe of  219 global stock portfolios compiled by eVestment as of  06/30/2012.

Benchmark and Universe Descriptions
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Total Fixed Income

Benchmark. The BlackRock Aggregate Bond Index.

Universe. A universe of  519 fixed income stock portfolios compiled by eVestment as of  06/30/2012.

Western Asset Management

Benchmark. The BlackRock Aggregate Bond Index.

Universe. A universe of  519 fixed income stock portfolios compiled by eVestment as of  06/30/2012.

BlackRock U.S. Debt Index Fund

Benchmark. The BlackRock Aggregate Bond Index.

Universe. A universe of  519 fixed income stock portfolios compiled by eVestment as of  06/30/2012.

Reams

Benchmark. The BlackRock Aggregate Bond Index.

Universe. A universe of  519 fixed income stock portfolios compiled by eVestment as of  06/30/2012.

Benchmark and Universe Descriptions
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Loomis Sayles

Benchmark. 60% of the BlackRock Aggregate Bond Index and 40% of the BlackRock High Yield Index.

Universe. A universe of  519 fixed income stock portfolios compiled by eVestment as of  06/30/2012.

Total Real Estate

Benchmark. The National Council of Real Estate Investment Fiduciaries (NCREIF) Open-End Fund.  Prior to January 2006, the NCREIF Property Index.

Prudential Real Estate

Benchmark. The National Council of Real Estate Investment Fiduciaries (NCREIF) Open-End Fund.  Prior to January 2006, the NCREIF Property Index.

UBS RESA

Benchmark. The National Council of Real Estate Investment Fiduciaries (NCREIF) Open-End Fund.  

Guggenheim

Benchmark. 70% of the National Council of Real Estate Investment Fiduciaries (NCREIF) Open-End Fund and 30% of the NAREIT Index.

RREEF

Benchmark. The National Council of Real Estate Investment Fiduciaries (NCREIF) Open-End Fund.

Total Alternatives

Benchmark. London Interbank Offered Rate (LIBOR) + 3%

K2 Advisors

Benchmark. London Interbank Offered Rate (LIBOR) + 3%

Benchmark and Universe Descriptions
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Benchmark Descriptions

Russell 3000 Index- A capitalization-weighted stock index consisting of the 3,000 largest publicly traded U.S. stocks by capitalization. This index is a broad measure of the
performance of the aggregate domestic equity market.

S&P 500 Index- A capitalization-weighted index representing the 500 largest publicly traded U.S. stocks.

MSCI Europe, Australasia, Far East (EAFE) Foreign Index- A capitalization-weighted index of 20 stock markets in Europe, Australia, Asia and the Far East.

MSCI All Country World Index - An index of major world stock markets, including the U.S., representing countries according to their approximate share of world market
capitalization. The weights are adjusted to reflect foreign currency fluctuations relative to the U.S. dollar.

BlackRock Aggregate Bond Index- A market value-weighted index consisting of the Barclays Corporate, Government and Mortgage-Backed Indices. This index is the broadest
available measure of the aggregate U.S. fixed income market.

NCREIF Open End Fund Index- A capitalization-weighted index of privately owned investment grade income-producing properties representing approximately $67 billion in assets.
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Rank - A representation of the percentile position of the performance of a given portfolio, relative to a universe of similar funds. For example, a rank of 25 for a given manager
indicates outperformance by that manager of 75% of other funds in that same universe.

Universe - A distribution of the returns achieved by a group of funds with similar investment objectives.

U.S. Stock Universe - The rankings are based on a universe that is designed to represent the average equity return earned by U.S. institutional investors (public funds, corporate
funds, and endowment/foundations). The universe is calculated based on data provided by eVestment Alliance and includes 914 funds.

Non-U.S. Equity Universe - The rankings are based on a universe that is designed to represent the average international equity return earned by U.S. institutional investors (public
funds, corporate funds, and endowment/foundations). The universe is calculated based on data provided by eVestment Alliance and includes 128 funds.

Global Equity Universe - The rankings are based on a universe that is designed to represent the average global equity return earned by U.S. institutional investors (public funds,
corporate funds, and endowment/foundations). The universe is calculated based on data provided by eVestment Alliance and includes 123 funds.

Fixed Income Universe - The rankings are based on a universe that is designed to represent the average fixed income return earned by U.S. institutional investors (public funds,
corporate funds, and endowment/foundations). The universe is calculated based on data provided by eVestment Alliance and includes 354 funds.

Ratio of Cumulative Wealth Graph - An illustration of a portfolio's cumulative, unannualized performance relative to that of its benchmark. An upward sloping line indicates
superior fund performance. Conversely, a downward sloping line indicates underperformance by the fund. A flat line is indicative of benchmark-like performance.

Risk-Return Graph - The horizontal axis, annualized standard deviation, is a statistical measure of risk, or the volatility of returns. The vertical axis is the annualized rate of return.
As most investors generally prefer less risk to more risk and always prefer greater returns, the upper left corner of the graph is the most attractive place to be. The line on this exhibit
represents the risk and return tradeoffs associated with market portfolios or index funds.

Style Map -This illustration represents the manager's style compared to that of the broadest stock index (the DJ U.S. Total Stock Market Index). Any manager falling above the axis
is referred to as large-cap and any manager falling below the axis is considered to be medium- to small-cap.

Description of Terms
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MONTHLY INVESTMENT UPDATE 

VENTURA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION 
 
 
July 2012  
Market Highlights 
 July was a volatile month, with both stocks and bonds bouncing around only to end the month with mixed results. 

Uncertainty in the economic and political fronts drove the volatility. For the month, the S&P 500 Index showed a gain 
of 1.4 percent, while the Dow Jones U.S. Total Stock Market Index showed a smaller gain of 1.0 percent. 

 Within the U.S. equity market, large cap stocks outperformed their small cap counterparts, while value stocks 
outperformed growth stocks across the large, mid, and small cap asset classes.  

 Foreign markets performed slightly better than the U.S. markets, with the MSCI EAFE Index gaining 1.1 percent and 
the MSCI Emerging Markets Index increasing 1.9 percent.   

 Slowing growth around the world, combined with political uncertainty, benefited fixed income. U.S. Treasury yields 
declined to all-time lows in July. After breaking below 1.5 percent, yields on the 10-year tumbled to 1.38 percent. 
Treasury yields are now at their historic lows, but they remain higher than yields in Germany, Switzerland, and 
Japan.  The Barclays Capital Aggregate Bond Index returned 1.4 percent during the month.  

  
Preliminary Manager Highlights 
 The Total Fund’s preliminary July return of 1.2%, beat the Policy Portfolio return of 1.1%.  The Fund’s global equity 

and global fixed income asset classes hurt results versus their respective benchmarks while domestic equity and 
domestic fixed income outperformed their indices returns. 

 During the month, the Fund’s U.S. equity portfolio returned 1.1%, edging its benchmark’s return of 1.0%.  BlackRock 
performed well in the month matching their respective indices, while Western outperformed its benchmark by 60 
basis points.   

 The international equity component returned 1.4%, matching the 1.4% return of its benchmark.  Sprucegrove was 
hurt by its stock selection in the Materials sector and in the UK.  Also hurting performance was its underweight 
position in Australia.  Despite Hexavest’s overweight cash position, they outperformed their index by 82 basis points, 
returning 1.9% for the month.  Their overweight position in the Consumer Staples and Health Care sectors benefitted 
results.  Walter Scott returned 2.0% versus 1.4% for the benchmark, much of this outperformance was attributable to 
the overweight position in Health Care and stock selection in the Technology sector.  BlackRock’s international 
equity index fund tracked its benchmark. 

 The collective return of the Fund’s global equity component returned 1.1%, underperforming the benchmark return of   
1.4%.  GMO’s return of 0.9% underperformed the benchmark return of 1.4% during the month, as many sub-
strategies across all asset classes lagged for the month.  Particular sub-strategy underperformers include the 
Emerging Markets and Flexible Equities portfolios as they significantly trailed their respective indices.  Acadian was 
liquidated on July 18 and the BlackRock MSCI ACWI Equity account was funded on July 30.  The BlackRock MSCI 
ACWI Equity account’s first full month of performance will be shown in the August report.  

 In July, the Fund’s U.S. fixed income component returned 1.7%, outperforming the Barclays Aggregate Bond Index 
return of 1.4%.  Reams outperformed, returning 1.6% versus 1.4% for the benchmark.  Reams was aided by its 
allocation and security selection in investment grade credit and high yield sectors.  BlackRock’s fixed income index 
fund tracked its benchmark.  The Loomis Sayles Global Fixed Income account was funded during the month and 
slightly trailed the benchmark, returning 1.1% versus 1.2% for the index. 

 
Key:  Positive   Mixed/Cautionary  Alert          Informational 
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Period Ending 7/31/2012
($ in Thousands)

U.S. Equity Non-U.S. Equity Fixed Income Real Estate Private Equity Cash Total 
Percent of 

Total Policy
BlackRock Extended Equity Index $28,664 $28,664 0.8%  
Western Index Plus $113,608 $113,608 3.4%
BlackRock Equity Market Fund $1,066,828 $1,066,828 31.6%
Total U.S. Equity $1,209,100 $1,209,100 35.8% 36.0%
BlackRock ACWI ex-U.S. Index $268,615 $268,615 7.9%
Sprucegrove $141,856 $141,856 4.2%
Hexavest $52,096 $52,096 1.5%
Walter Scott $75,883 $75,883 2.2%
Total Non-U.S. Equity $538,450 $538,450 15.9% 19.0%
GMO Global Equity $69,272 $81,647 $0 $150,918 4.5%
BlackRock MSCI ACWI Equity Index $59,590 $59,590 $0 $119,181 3.5%
Total Global Equity $128,862 $141,237 $0 $270,099 8.0% 10.0%
Western $252,854 $252,854 7.5%
BlackRock U.S. Debt Fund $133,024 $133,024 3.9%
Reams $332,406 $332,406 9.8%
Loomis Sayles Global $66,097 $66,097 2.0%
Loomis Sayles $120,765 $120,765 3.6%
Total Fixed Income $905,147 $905,147 26.8% 27.0%
Prudential Real Estate $80,018 $80,018 2.4%
UBS Real Estate $171,826 $171,826 5.1%
Guggenheim $21,787 $21,787 0.6%
RREEF $9,582 $9,582 0.3%
Total Real Estate $283,213 $283,213 8.4% 8.0%
Adams Street Partners $21,926 $21,926 0.6%
Pantheon Ventures $5,958 $5,958 0.2%
Total Private Equity $27,884 $27,884 0.8% 0.0%
Clifton Group $145,162 $145,162 4.3%
Total Cash $145,162 $145,162 4.3% 0.0%
Total Assets $1,337,962 $679,687 $905,147 $283,213 $27,884 $145,162 $3,379,054 100.0% 100.0%
Percent of Total 39.6% 20.1% 26.8% 8.4% 0.8% 4.3% 100.0%

* Asset allocation reflects net exposure
* Private Equity reflects Market Values as of 3/31/2012 plus Capital Calls from 4/1/2012-6/30/2012

VENTURA COUNTY EMPLOYEES' RETIREMENT ASSOCIATION



 
 

   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(This page left blank intentionally) 
 

6



VENTURA COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
Period Ending 7/31/2012

July Year-to-Date
1 Year Ending 

7/31/2012
3 Years Ending 

7/31/2012
5 Years Ending 

7/31/2012
10 Years Ending 

7/31/2012 Since Inception Inception Date
BlackRock Extended Equity -0.6 8.5 0.9 15.8 2.5 -- 10.3 10/31/02
Dow Jones U.S. Completion Total Stock Market Index -0.7 8.2 0.5 15.5 2.5 -- 10.3
Western U.S. Index Plus 2.0 13.9 9.9 20.2 -3.2 -- -4.2 5/31/07
S&P 500 Index 1.4 11.0 9.1 14.1 1.1 -- 0.2
BlackRock Equity Market Fund 1.0 10.6 7.6 14.5 -- -- 2.2 5/31/08
Dow Jones U.S. Total Stock Market Index 1.0 10.5 7.4 14.4 -- -- 2.1
Total U.S. Equity 1.1 10.8 7.6 15.0 0.7 6.4 7.7 12/31/93
Performance Benchmark** 1.0 10.5 7.4 14.4 1.5 6.9 8.1
BlackRock All Country World ex-U.S. 1.3 4.5 -12.5 4.7 -3.9 -- -2.3 3/31/07
MSCI All Country World ex-U.S. IM Index 1.3 4.3 -12.6 4.6 -4.0 -- -2.4
Sprucegrove 0.9 5.4 -7.7 8.0 -2.8 8.4 7.5 3/31/02
MSCI EAFE Index 1.1 4.1 -11.4 3.3 -5.6 6.4 4.9
MSCI All Country World ex-U.S. Index 1.4 4.2 -12.2 4.2 -4.3 8.0 6.4
Hexavest 1.9 5.9 -5.7 -- -- -- -2.4 12/31/10
MSCI EAFE Index 1.1 4.1 -11.4 -- -- -- -5.5
Walter Scott 2.0 10.5 -4.4 -- -- -- 0.2 12/31/10
MSCI All Country World ex-U.S. Index 1.4 4.2 -12.2 -- -- -- -6.5
Total International 1.4 6.1 -10.3 5.5 -4.0 7.6 6.2 3/31/94
MSCI All Country World ex-U.S. Index 1.4 4.2 -12.2 4.2 -4.3 8.0 4.7
GMO Global Fund 0.9 6.6 -1.2 8.6 -0.2 -- 5.2 4/30/05
MSCI All Country World Index 1.4 7.1 -3.6 8.2 -2.1 -- 4.2
BlackRock MSCI ACWI Equity Index 1.4 -- -- -- -- -- 1.4 6/30/05
MSCI All Country World Index 1.4 -- -- -- -- -- 1.4
Total Global Equity 1.1 5.8 -3.6 8.0 -2.6 -- 3.2 4/30/05
MSCI All Country World Index 1.4 7.1 -3.6 8.2 -2.1 -- 4.2



VENTURA COUNTY EMPLOYEES' RETIREMENT ASSOCIATION (Continued)
Period Ending 7/31/2012

July Year-to-Date
1 Year Ending 

7/31/2012
3 Years Ending 

7/31/2012
5 Years Ending 

7/31/2012
10 Years Ending 

7/31/2012 Since Inception Inception Date

Loomis Sayles Global Fixed Income 1.1 -- -- -- -- -- 1.1 6/30/12
Barclays Capital Global Aggregate Bond Index 1.2 -- -- -- -- -- 1.2
Total Global Fixed Income 1.1 -- -- -- -- -- 1.1 6/30/12
Barclays Capital Global Aggregate Bond Index 1.2 -- -- -- -- -- 1.2
Western 2.0 7.0 9.3 10.6 7.5 6.9 7.0 12/31/96
Barclays Capital Aggregate Bond Index 1.4 3.8 7.3 6.9 6.9 5.6 6.3
BlackRock U.S. Debt Fund 1.4 3.8 7.3 7.0 7.0 5.7 6.3 11/30/95
Barclays Capital Aggregate Bond Index 1.4 3.8 7.3 6.9 6.9 5.6 6.2
Reams 1.6 7.2 10.9 10.9 10.1 7.9 7.1 9/30/01
Barclays Capital Aggregate Bond Index 1.4 3.8 7.3 6.9 6.9 5.6 5.7
Loomis Sayles 2.2 9.1 5.8 12.3 8.5 -- 7.6 7/31/05
Performance Benchmark*** 1.5 5.3 7.6 9.0 7.7 -- 6.6
Total U.S. Fixed Income 1.7 6.8 9.0 10.4 8.8 7.2 6.9 2/28/94
Barclays Capital Aggregate Bond Index 1.4 3.8 7.3 6.9 6.9 5.6 6.4
Total Real Estate**** 0.0 5.2 10.7 8.0 -3.6 5.3 7.5 3/31/94
NCREIF Open-End Fund Property Index***** 0.0 5.3 10.8 10.1 1.9 7.9 9.1
Total Fund 1.2 7.8 3.5 11.2 1.9 6.9 7.7 3/31/94******
Policy Portfolio 1.1 7.0 3.3 10.0 2.1 6.9 7.7
Total Fund (ex-Private Equity) 1.2 7.5 -- -- -- -- --
Total Fund (ex-Clifton) 1.2 7.8 3.8 11.0 1.8 6.8 7.7

*All returns contained in this flash report are net of investment management fees.
**The Dow Jones U.S. Total Stock Market Index. Prior to May 2007, the Russell 3000 Index.
***A mix of 65% of the Barclays Capital Aggregate Bond Index, 30% of the Salomon Brothers High Yield Index and 5% of the J.P. Morgan Non-U.S. Hedged Bond Index
****Real Estate returns are based on market values and cash flows provided by managers.

******Total Fund inception date is the longest time period that Hewitt EnnisKnupp has reliable historical monthly data.
*****Prior to January 2006, the NCREIF Property Index.
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Manager "Watch" Status Policy
A manager may be placed on "Watch" status for:

     Failure to meet one or more of the standards, objectives, goals, or risk controls as set forth in this policy statement
     Violation of ethical, legal, or regulatory standards
     Material adverse change in the ownership of the firm or personnel changes
     Failure to meet reporting or disclosure requirements
     Failure to meet performance objectives or goals
     Any actual or potentially adverse information, trends, or developments that the Board feels might impair the investment manager's ability to deliver successful outcomes for the

participants of the plan

The Board may take action to place a manager on Watch status. Managers placed on Watch status shall be notified in writing, and be made aware of the reason for the action and
the required remediation. Watch status is an optional interim step that may be used to formally communicate dissatisfaction to the investment manager and the potential for
termination. Watch status is not a required step in terminating a manager. Watch status will normally be for a period of six months, but the time frame may be determined by action
of the Board. The Board retains the right to terminate the manager at any time, extend the period of the Watch status, or remove the manager from Watch status at any time.

Watch status indicates that the manager shall be subject to increased focus on the remediation of the factors that caused the manager to be placed on Watch status. Discussion of
the manager on Watch status shall become a regular monthly reporting agenda item for the Board. Staff or retained Consultant shall prepare a written monthly report addressing the
progress of the manager in the remediation of the dissatisfaction.

"Watch" status:

     RREEF is currently on watch for performance reasons.

31

Manager "Watch" List
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Private & Confidential 

SPRUCEGROVE U.S. INTERNATIONAL POOLED FUND 
(GROUP TRUST) 

INTERNATIONAL MARKET SUMMARY 
July 2012 

 
Performance1 
 

1 
Month 

3 
Months 

 
YTD 

1 
Year 

3 
Years 

4 
Years 

5 
Years 

10 
Years 

15 
Years 

26 
Years 

Fund 0.9 (4.6) 5.7 (7.3) 8.5 1.3 (2.3) 8.9 7.5 11.2 

MSCI EAFE2 1.1 (4.2) 4.1 (11.4) 3.3 (3.9) (5.6) 6.4 2.8 5.8 
 
The Fund return in July was +0.9% versus the MSCI EAFE Index return of +1.1%. 
 

Top Five Contributors for the Month  Bottom Five Contributors for the Month* 

   

Fund Holding 

Average 
Weighting 
1 Month 

(%) 

Contribution 
to Fund 
Return 
(bps)  Fund Holding 

Average 
Weighting 
1 Month 

(%) 

Contribution 
to Fund 
Return 
(bps) 

Samsung Electronics 2.4 25   Canon 1.5 (24) 

Novartis 4.1 21   HSBC 2.7 (12) 

Singapore Telecomm. 1.6 17   Anglo American 1.2 (11) 

ANZ Bank 1.8 16   Shin-Etsu Chemical 1.5 (11) 

China Mobile 1.8 13   Honda Motor 1.8 (10) 

  92    (68) 
 
 
Samsung Electronics (Korea/Information Technology), a diversified manufacturer of electronic 
equipment, reported record operating profit buoyed by sales of their popular Galaxy smartphone.  
Novartis (Switzerland/Health Care), the Swiss pharmaceutical company, released strong second-
quarter results and reaffirmed a previously stated annual outlook.  There was no company specific 
news for stronger performers Singapore Telecomm. (Singapore/Telecommunication Services), ANZ 
Bank (Australia/Financials) and China Mobile (China/Telecommunication Services). 
 
Canon (Japan/Information Technology), the world’s largest camera maker, fell after weak second-
quarter results were released.  Annual sales and earnings guidance were also lowered and subsequently 
the company announced a new stock buy-back program.  HSBC (U.K./Financials), a global financial 
services provider, was under pressure after disclosure and investigation of money laundering 
allegations related to Mexico.  Anglo American (U.K./Materials), a global mining and natural resources 
company, reported weaker than expected half-year results. There was no company specific news for 
weaker performers Shin-Etsu Chemical (Japan/Materials) and Honda Motor (Japan/Consumer 
Discretionary).         
 
Transactions 
 
During July, the Fund added to the following holdings:  Straumann (Switzerland/Health Care), IMI 
(U.K./Industrials) and Sasol (South Africa/Energy).  Schindler Holdings (Switzerland/Industrials) was 
reduced for valuation reasons. 
 
 

 

Average Weighting is calculated as the average daily weight of the equity in the portfolio.  Contribution to Fund Return is calculated using the 
geometric daily linking of the return multiplied by the beginning of day weight.  A list of all holdings’ contributions is available upon request. 
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Attribution  
 
Individual equity weightings are determined by our bottom-up stock selection process and therefore 
the following attribution analysis is for information purposes only.  The Fund underperformance was 
attributable to stock selection in the Materials sector which was partially offset by outperformance in 
the Telecommunication Services and Utilities sectors.  From a country perspective, the Fund 
underperformed due to stock selection in the U.K. and an underweight position in Australia. This was 
partially offset by a positive contribution from the Fund’s exposure to emerging markets and an 
overweight position in Singapore relative to the Index. 
 
Index Performance and Weightings 
 

Index3 Change (%) Weightings (%) 

 Local Currency  U.S. $  

Region  
1 

Month 
3 

Months 
1 

Year  
1 

Month 
3 

Months 
1 

Year 
 

Fund 
 

Index2 

Europe  2.8  1.2  (1.5) 1.1  (4.2) (12.6) 47.5 64.5 
Pacific  (1.0) (5.5) (7.5) 1.1  (4.0) (9.1) 35.7 35.5 
EAFE2  1.5  (1.3) (3.9) 1.1  (4.2) (11.4) 83.2 100.0 
EM4  1.8  (3.0) (4.0) 2.0  (6.0) (13.9) 11.15  
Canada  0.5  (4.8) (8.4) 2.2  (6.2) (12.8) 2.8  
World6  1.3  (1.5) 1.8  1.3  (2.7) (2.0)   
       Cash 2.9  
        100.0  
Country          
Japan  (4.5) (8.6) (11.5) (2.4) (6.5) (12.5) 20.4 21.0 
U.K.  1.3  (0.6) 1.0  1.2  (4.1) (3.6) 17.7 23.2 
U.S.6  1.3  (1.3) 7.9  1.3  (1.3) 7.9  N/A N/A 
          
Sector2          
Energy  1.8  (2.8) (2.3) 1.1  (6.7) (9.9) 10.4 8.3 
Materials  0.5  (9.9) (18.9) 0.4  (12.4) (25.1) 10.8 9.5 
Industrials  1.2  (4.1) (8.0) 1.2  (6.2) (14.6) 20.4 12.5 
Cons. Disc.  0.0  (5.0) (4.9) 0.0  (7.0) (11.2) 13.9 10.4 
Con. Staples  4.4  5.5  17.0  3.4  1.1  5.5  4.8 12.2 
Health Care  5.6  8.7  17.0  4.2  3.7  3.5  9.3 10.4 
Financials  1.3  (0.6) (8.1) 1.4  (2.8) (14.3) 9.9 22.6 
Technology  (1.5) (9.6) (12.4) (1.0) (10.5) (17.2) 10.9 4.4 
Telecom  0.9  6.0  (3.5) 0.4  2.4  (11.2) 3.6 5.5 
Utilities  (5.4) (4.1) (13.2) (6.3) (7.5) (20.1) 3.1 3.9 
       Cash 2.9  
       100.0 100.0 
 
Footnotes 
1 In U.S. dollars gross of fees (management and impact fee where available), annualized for periods over 1 year.  Fund performance reflects a 

linking in December 1994 between the Sprucegrove U.S. International Pooled Fund and the Confederation Life American International Pooled 
Fund (for which the Sprucegrove Investment Management team managed the portfolio since its inception in 1985). 

2 MSCI Europe, Australia and Far East Index (EAFE) Net Index.  
3 MSCI Net Index Series.  MSCI data is provided as comparative reference only and may not be used in any way without the express permission of 

MSCI. 
4 MSCI Emerging Markets Net Index (EM). 
5 Brazil, China, Hungary, India, Korea, Malaysia and South Africa included. 
6 Presented for comparative purposes only. 
   Note:  Weightings may not total 100% due to rounding. 
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Friday, August 31, 2012 
 
 
Walter Scott & Partners Limited 
 
Dear Manager, 
 
Per the monthly request by Ventura County; please provide a monthly summary/update of 
portfolio performance. Ventura County would like the following four questions answered: 
 

1. Change in talent, process, organization and/or regulatory development 
None 

 
 

2. What hurt or helped relative performance in the last month and 12 months? 
Please refer to the most recent monthly report 

 
 

3. What is your 12 month outlook for the investment markets? 
This is also referred to in the monthly report 

 
 

4. Confirmation of compliance with investment guidelines 
Compliance with investment guidelines are disclosed on a quarterly basis and 
will be reported in each quarterly report going forward.  If the fund is out of 
compliance, we would contact the client directly.   
 

 
Additionally, please provide monthly deliverables typically provided/requested. This would include 
market value and monthly return requests (preliminary data is OK). 
 
Please provide us with an update by the morning of the second Monday of each month. Please 
let me know if you have questions or concerns. 
 
 
Sincerely, 
 
Leon Kung 
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July 2012 

MONTHLY 
COMMENTARY 

Walter Scott & Partners Group Trust International Fund 
The views expressed in this report are those of Walter Scott & Partners Limited.  
This report is not an invitation to subscribe for any fund, account or investment vehicle. 
 

Objective 
The investment objective is to achieve superior long term after inflation returns by 
investing in a fund of international stocks that have high internal rates of return and 
are growing at above average rates. 
 

Comment 
Every fund manager must always remain alert to the near fatal words, “this time it 
will be different”. Every asset price bubble that develops has its defenders to justify a 
“new paradigm”. With evangelical zeal those defenders will explain that it does not 
matter that assets do not return any income so long as they keep going up in price.  
Only when the bubble bursts, as it inevitably does, does it become abundantly clear 
that nothing has changed.    
  
Investment purists believe that unless an asset returns an income stream it cannot be 
considered an investment and that purchase of non-income stream assets in the 
hope of selling them at higher prices is mere speculation.  At the height of the last 
asset bubble many in their retirement years were told that they must get used to the 
fact that their shares paid no dividends and that they would have to sell shares on a 
regular basis. Simply, with misguided short-termism or naivety, they were instructed 
to live off their capital gains.    
  
The swing back into favour of dividend producing assets as the bear market rolls on 
has been nothing short of dramatic, probably all the more so because fixed income 
securities yield so little.  Dividend growth is often key to a successful investment, 
producing, as it does, a rising income stream and the prospect of capital gain.   
  
Not only have there been Damascene conversions to the dividend cause, other “new 
paradigm” ideas are also being exposed as bogus and being challenged.  The latest 
volte face came in July from Sandy Weill.  Mr Weill was the architect of the “Financial 
Super Store” when he built Citigroup into the world’s largest “integrated” financial 
institution. Size was paramount, the ability to cross sell different financial 
instruments would benefit clients and banks; markets would become more efficient 
so the cost of capital would fall; banks would raise money and trade in the expanding 
range of assets that they crafted would grow. There was nothing that could not be 
made better by banks getting bigger. 
  
This expansion of commercial banks into investment banking, insurance and other 
related areas was all made possible because the Glass-Steagall Act that separated 
investment banking and commercial banking had been repealed. Both Wall Street 
and The City of London had successfully lobbied for “light touch” regulation.  Mr 
Weill and Citigroup took every opportunity offered to grow bigger and bigger.  Thus, 
it was a major news item when Mr Weill came out and unequivocally called for 
separation of commercial banking from investment banking - a return to the Glass-
Steagall Act - as the only way to return banking to a situation where tax-payers will 
not be at risk from the vagaries of investment bankers.  The never ending euro zone 
crisis has made cynics out of the most tolerant of people.   
 

  

 

 

Performance 

Period 
Fund 

% 
MSCI EAFE 

% 

Jul-12 2.1 1.1 

Year-to-date 11.2 4.1 

Inception  
17-Sep-03* 

8.7 5.6 

*Annualised return 

 
 
 
 
 

Top Ten Holdings 

Company Sector 

Novo Nordisk   Healthcare 

Essilor Healthcare 

CNOOC Energy 

Fanuc Industrials  

CSL Healthcare 

SGS Industrials  

Adidas  
Consumer 
discretionary  

L’Oreal Consumer staples  

Daito Trust 
Construction 

Financials  

Novartis Healthcare 
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Every four to six weeks there is another “final” crunch for some country or indeed the 
entire euro project and politicians expend much effort promising that the latest 
bailout/rescue will be the last, only to soon find themselves with a woefully small 
bailing scoop and a craft that is again taking on water fast. 
 
August is holiday time in Europe and it does not seem too cynical to suggest that the 
European Central Bank President, Mario Draghi’s latest promise to do everything and 
anything to save the euro is a ploy to give the “Eurocrats” a couple of weeks peaceful 
holiday.  Certainly the markets were ready to respond to the promise (again) of 
action to save the euro. Indeed, much of "Euroland" is in what can probably be best 
described as a contained depression.  Unemployment is as high as 25% in Spain and 
youth unemployment is over 50% with no signs of any relief. Indeed the latest data 
suggests that far from ending, recession is deepening in Spain, Portugal, Greece, Italy 
as well as the UK and elsewhere. 
 
Mr Draghi’s latest ploy may just buy him a quieter summer but it will not bring about 
an end to the euro problem. That will require money and a massive change of heart 
by the German government.  It is always tempting to suggest that the easy solution 
would be for Germany and perhaps the Benelux countries to leave the euro and then 
Spain, Italy, Greece, France and their cohorts could devalue the euro and strive for 
growth that way.  Growth for the euro zone will continue to be elusive, especially as 
austerity programmes are piled upon each other to try to control budget deficits. 
 
For much of the rest of the developed world the growth outlook may not be as dismal 
but is at best muted. Economic recovery in the US remains fragile, industrial 
production figures have disappointed and the consumer picture is certainly 
deteriorating. 
 
Stock markets are however taking a perverse approach to these somewhat gloomy 
prospects for economic growth and are instead focused on the benefits of measures 
that may be taken to try and boost growth.  Few people believe that quantitative 
easing (QE) will have any impact on the real economy but they know it has the power 
to inflate asset prices and view the prospect of further QE as bullish.    
 
The forthcoming US presidential election is said to be a very close race but it 
certainly has yet to spark the imagination of the average voter.  The drama may be 
yet to come but there will certainly be drama following the election. Before the end of 
the year the US faces crunch time as all manner of fiscal hurdles have to be jumped, 
and with the economy already slowing the inherent weakness of the indebted US will 
likely become more visible to all. 
 

Companies 
Canon announced half year results during July and whilst the company reported 
positive growth after sluggish interims in 2011 the pace of recovery was subdued. 
This was mainly due to weak demand in Europe where sales fell 8% as well as 
translational effects reflecting the strong yen. These issues are expected to continue 
to weigh upon the financial performance; consequently the earnings outlook for the 
full year was revised downwards. Whilst the results showed that, in local currency, 
sales in Europe were broadly flat, up 1%, more positively Japan rose 10%, the 
Americas 5% and Asia/Oceania rose 18%. At the divisional level, Office sales in local 
terms fell 1%, Imaging sales rose 18% and Industry/Other gained 15%.  
 

 

 

 

Geographic Breakdown 

 Weight % 

Europe ex UK 30.4 

Japan 25.6 

Asia Pacific ex Japan 16.7 

UK 15.4 

Emerging markets 8.5 

Canada 1.7 

Liquidity 1.7 

Total 100.0 

 
 
 

Sector Breakdown 

 Weight % 

Consumer staples 18.1 

Healthcare 15.6 

Consumer discretionary 13.2 

Energy 12.4 

Financials 10.7 

Information technology 8.2 

Industrials 7.8 

Utilities 6.5 

Materials 3.4 

Telecom services 2.4 

Liquidity 1.7 

Total 100.0 
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Copier sales in the Office division have been strong but printer sales have fallen due 
to inventory corrections on the consumables side. Within Imaging interchangeable 
lens camera sales have also been strong. In the second quarter unit sales rose 27%. 
Compact camera unit sales showed good unit growth of 12% with the margin steady 
at 15%. From a market share perspective the business is maintaining share in the 
Office segment and gaining share in cameras. The stock fell sharply following these 
results and now trades at around a price to earnings ratio of 10x and price to book 
ratio of 1.2x. With a yield of 5% the current valuation does not reflect the company’s 
strong history of innovation nor its impressive credentials. Canon boasts the most US 
patents of any Japanese company and this underpins its world class market 
positions. The investment rationale rests upon the increasing convergence of copiers, 
printers and cameras and Canon should continue to be a beneficiary of this trend. 
 
Centrica announced half year results which were in line with expectations. Adjusted 
for exceptional items and re-measurements operating profit increased 15% and 
earnings 14% year-on-year. These results reflect recent acquisitions and investment 
as well as a more normalised level of consumption against last year's very low 
consumption. £1.5bn has been invested in the first half mostly in upstream assets and 
in North America and the two year £500m cost cutting program is on track. By 
division, revenues at Downstream UK, which represents 39% of operating profit, 
increased 9% with operating profits showing a similar gain. This was a result of 
higher tariffs and more typical gas consumption in Residential energy supply. 
Upstream, which represents 47% operating profit, saw revenues and operating profit 
increase 28%. North America, representing 11% of operating profit, saw a 5% decline 
in revenues and in operating profit reflecting the still tough regulatory environment in 
Ontario and the impact of a mild winter.   
 
Centrica has a 42% market share in the UK residential gas market. This dominant 
market share combined with its reducing cost base should continue to provide the 
group with higher and more consistent levels of cash flow to underpin further 
investment in both the North American business and upstream assets. In turn this 
should drive earnings growth over the long term. 
 
HSBC’s failure to prevent money laundering in Mexico and the US was very publicly 
aired in July with the bank’s Head of Compliance, David Bagley appearing before a US 
Senate subcommittee. Mr Bagley has since resigned and a $700m provision has been 
made to cover expected fines. HSBC has also stated that it will seek to make 
adjustments to the outstanding deferred compensation of previous management. 
Senior management of HSBC have expressed a very clear view that the breakdown in 
oversight and disregard for due process within HSBC’s Mexican operation was wholly 
unacceptable. That said, it must be borne in mind that the fines relate to historic 
activity which in turn relates to an acquisition made under a former management 
regime. 
 
The current management’s attitude to acquisitions, as well as the overall risk profile 
of the group, differs considerably. Indeed in recent meetings and conversations with 
the CEO and Chairman, this change in attitude has been discussed at length. In 
reviewing potential acquisitions and divestments, the management team has laid out 
a defined five stage filter through which to analyse such corporate activity. One 
aspect of that analysis relates to operating procedures and practices and in that 
regard it is highly unlikely that the acquisition in Mexico that was made in 2002 
would be authorised today.  
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Furthermore, through the divestments that have been made by the current 
management teams the operating structure of the group has been streamlined which 
should in turn improve oversight as well as communication. Whilst that does not 
absolve the company of responsibility for the serious breaches that have occurred 
over a long period, we have been reassured by the management team’s frank 
assessment of the situation and the steps that have already been taken to address 
this particular situation. The company is making very determined steps to ensure that 
such, in the company’s words, “shameful” practices are not followed anywhere else. 
 

Fund Changes 
There were no changes to the fund during July.  
 

Outlook 
Central bankers typically speak in nuanced and subtle ways. Mario Draghi’s 
statement that “the ECB is ready to do whatever it takes to preserve the euro” stands 
in stark contrast. However, his ability to live up to that commitment is very much 
open to question. With that, the faith of the equity markets that has been placed in 
his hands may prove short lived.  The more cheerful mood of many equity markets in 
late July stands in contrast to the corporate rhetoric within many financial results 
announced over the course of the month. The lack of demand in Europe is 
increasingly evident in results and the outlook only worse. Typical of the 
characteristics sought by the investment team at Walter Scott, many companies held 
in the fund continue to show encouraging financial results and despite the economic 
climate continue to benefit from efficiency gains, a focus on growth markets or 
simply success at the expense of weaker competitors. Similarly, in line with a 
characteristic “Walter Scott” company, the cash reserves of many holdings continue 
to grow. As countries such as Germany and Switzerland have benefited from “safe 
haven” status with extremely low yields on long term debt, so leading corporates are 
also benefiting from such status to firm up their finances yet further. Colgate-
Palmolive and IBM to name but two have issued debt this month at rates fractionally 
above long term US treasuries. Very few companies can escape the challenging and 
uncertain economic environment but many world leading companies continue to 
show the ability to navigate such uncertainty and pursue growth. 
 
 
 

 



Valuation Statement

Page 1 of 1

01 Jul 12 - 31 Jul 12

Account number:   VCera

Contents

Holdings Statement

Transaction Detail

Market and Book Value Reconciliation

NOTE: All amounts are denominated in USD

Participant Name

Sponsor

Walter Scott

Questions?

Ventura County Employees Retirement Assn

 

 

 

If you have any questions about this report, please direct them to 

pooledfunds@walterscott.com.

*Generated by Northern Trust from reviewed periodic data on 06 Aug 12 C4789  Northern Trust
1



Valuation Statement

Page 1 of 1

31 JUL 12

Holdings Statement

Account number:   VCera

Description Units

Market

Price

Market

Value Value

Unrealized

Gain/Loss

Book % of 

Total

Walter Scott

Participant: Ventura County Employees Retirement Assn

 100.00%2,204,013.9173,678,577.7875,882,591.69 21.010199440 3,611,702.588WS Group Trust International

Total 75,882,591.69 73,678,577.78 2,204,013.91  100.00%

*Generated by Northern Trust from reviewed periodic data on 06 Aug 12 C4790  Northern Trust 2



Valuation Statement

Page 1 of 1

01 JUL 12 - 31 JUL 12

Transaction Detail

Account number:   VCera

Date Description

Transaction

Amount Charges

Net

Amount

Unit

Price

Price

Date Units

Book

Value

Realized

G/L

Walter Scott

WS Group Trust International

Participant: Ventura County Employees Retirement Assn

Opening Balance  3,611,702.588 73,678,577.78

Closing Balance  3,611,702.588 73,678,577.78

*Generated by Northern Trust from reviewed periodic data on 06 Aug 12 C4791  
Northern Trust 3



Valuation Statement

Page 1 of 1

01 JUL 12 - 31 JUL 12

Market and Book Value Reconciliation

Account number:   VCera

Current Period Year to Date

Book Value Market ValueBook Value Market Value

Ventura County Employees Retirement Assn

WS Group Trust International

Walter Scott

46,514,544.2749,953,577.7874,293,079.5673,678,577.78Opening Balance

Contributions and Withdrawals

0.00 0.00 23,725,000.00 23,725,000.00Total Contributions and Withdrawals

1,589,512.13Net Change in Unrealized Gain/Loss

0.00Realized Gain/Loss on Sales

0.000.00Realized Gain/Loss Distribution 0.00 0.00

0.00

5,643,047.42

Total Gains/Losses 1,589,512.13 5,643,047.42

Net Income 0.00 0.00 0.00 0.00

Total Investment Change 1,589,512.13 5,643,047.420.00 0.00

0.000.00

75,882,591.6973,678,577.7875,882,591.6973,678,577.78Closing Balance

*Generated by Northern Trust from reviewed periodic data on 06 Aug 12 C4792 
Northern Trust 4
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 GMO LLC 
Ventura County Employees’ Retirement Association 

Hewitt EnnisKnupp, Inc., an Aon Company 
July, 2012 

 
Monthly summary/Portfolio performance 
 
Please refer to the attached “Ventura County ERA July 2012 Performance” and “Ventura County 
ERA July 2012 Transactions” reports. 
 
 
1. Change in talent, process, organization and/or regulatory development. 
 

GMO Asset Allocation Team 
 
There were no changes to the GMO Asset Allocation Team during July, 2012. 
 
Investment Process 
 
There were no changes to the investment process during July, 2012. 
 
Organization 
 
There were no changes at the organization level during July, 2012. 
 
Regulatory developments during July, 2012: 
  
On June 29, 2011, GMO received a request from the staff of the U.S. Securities and Exchange 
Commission’s Division of Enforcement (New York Branch) to voluntarily produce materials 
relating to redemptions of Class IV Shares of GMO Emerging Markets Fund for the period 
from July 1, 2008 through July 30, 2008.  GMO produced the requested information on July 22, 
2011.  On October 27, 2011 the staff requested additional information relating to redemptions 
from the Fund.  The requested information was provided on November 29, 2011.  On May 2, 
2012, the staff requested additional information relating to certain redemptions from the Fund.  
GMO produced the requested information on July 12, 2012. 

 
 

2. What hurt or helped relative performance in the last month and 12 months. 
 

This information will be provided in your quarterly client reporting package.   
 
 
3. What is your 12 month outlook for the investment markets. 
  

GMO does not generate a 12 month investment outlook.  This information is available quarterly 
and in our 7 year Asset Class Return Forecast.  A copy of the “GMO 7 Year Asset Class Return 
Forecast July 2012” will be forwarded as soon as it becomes available.   
 

4. Confirmation of compliance with investment guidelines. 
 

Please refer to the monthly letter provided by GMO's compliance department. 
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5
Year

3
Year

1
Year

% of
Account

Market
Value (M)

*Since
InceptionInvestment YTDMonth

Annualized

2.15 %13.96 %13.36 % 8.3 %12.63.89 %U.S. Core Equity
(05/02/2005)

10.99 %1.73 %

1.1314.139.13 4.55S&P 500 11.011.39

1.02-0.174.23 -0.66Value Added -0.020.34

4.0013.1012.86 0.00.05.12Quality 1

(05/02/2005 - 07/23/2012)
8.42-0.04

0.7013.416.84 4.26S&P 500 8.67-0.74

3.30-0.316.02 0.86Value Added -0.250.70

N/AN/AN/A 38.057.42.11U.S. Flexible Equities 2

(07/23/2012)
2.112.11

N/AN/AN/A 1.99Russell 3000 1.991.99

N/AN/AN/A 0.12Value Added 0.120.12

3.1113.8714.85 46.370.04.64Domestic Equity
(05/02/2005)

10.792.01

-6.801.15-14.51 20.831.51.52International Intrinsic Value 1

(05/02/2005)
-0.01-0.58

-7.161.27-12.49 1.63MSCI EAFE Value 2.560.57

0.36-0.12-2.02 -0.11Value Added -2.57-1.15

-5.613.31-11.45 2.60MSCI EAFE 4.131.13

-1.19-2.16-3.06 -1.08Value Added -4.14-1.71

Ventura County Employees' Retirement Association

Performance Net of Fees and Expenses in USD - Detail

Periods Ending July 31, 2012

GMO Page 1, August 06, 2012 1:27:29 pm



5
Year

3
Year

1
Year

% of
Account

Market
Value (M)

*Since
InceptionInvestment YTDMonth

Annualized

-1.71 %8.07 %-6.17 % 6.8 %10.34.92 %International Growth Equity 1

(05/02/2005)
8.62 %1.78 %

-4.125.29-10.44 3.51MSCI EAFE Growth 5.641.71

2.412.784.27 1.41Value Added 2.980.07

-5.613.31-11.45 2.60MSCI EAFE 4.131.13

3.904.765.28 2.32Value Added 4.490.65

N/AN/AN/A 8.813.26.45Currency Hedged Int'l. Equity 1

(12/12/2011)
4.820.36

N/AN/AN/A 6.97MSCI EAFE (Hedged) 6.051.44

N/AN/AN/A -0.52Value Added -1.23-1.08

N/A6.30-17.83 14.321.6-4.50Emerging Markets 1

(06/04/2008)
3.151.04

N/A7.19-14.58 -2.03S&P/IFCI Composite 6.331.76

N/A-0.89-3.25 -2.47Value Added -3.18-0.72

N/A6.63-13.93 -2.50MSCI Emerging Markets 5.961.95

N/A-0.33-3.90 -2.00Value Added -2.81-0.91

N/A-3.21-11.37 2.94.4-3.56Flexible Equities 1

(12/12/2008)
-0.39-5.31

N/A8.47-1.98 12.44MSCI World 7.271.29

N/A-11.68-9.39 -16.00Value Added -7.66-6.60

N/A0.17-11.93 3.90MSCI Japan IMI 0.60-2.26

N/A-3.380.56 -7.46Value Added -0.99-3.05

Ventura County Employees' Retirement Association

Performance Net of Fees and Expenses in USD - Detail

Periods Ending July 31, 2012

GMO Page 2, August 06, 2012 1:27:29 pm



5
Year

3
Year

1
Year

% of
Account

Market
Value (M)

*Since
InceptionInvestment YTDMonth

Annualized

-4.20 %4.48 %-13.17 % 53.7 %81.03.70 %International Equity
(05/02/2005)

3.12 %0.02 %

-0.818.64-1.78 100.0150.94.71Total Equity
(05/02/2005)

6.640.93

-0.308.51-1.66 100.0150.95.07Total Asset Allocation
(05/02/2005)

6.610.93

-2.368.21-3.64 3.51Policy Benchmark ** 7.101.37

2.060.301.98 1.56Value Added -0.49-0.44

* Periods of less than a year are not annualized
** 100% MSCI ACWI
Note:
1 The Fund is generally priced as of the NYSE close.   Among other potential adjustments, the Fund fair values non-U.S. securities to take into account general market movements and other events
that occur after the non-U.S. markets close but before the close of the NYSE.  The Fund's benchmark does not similarly adjust foreign market closing prices.  Consequently, on any given day, the
Fund's performance may be affected by the differing pricing methodologies.  Please see the Fund's prospectus for further details.
2 The Fund is generally priced as of the NYSE close. Among other potential adjustments, the Fund fair values non-U.S. securities to take into account general market movements and other events
that occur after the non-U.S. markets close but before the close of the NYSE. The Fund's benchmark does not similarly adjust foreign market closing prices. Consequently, on any given day, the
Fund's performance may be affected by the differing pricing methodologies. Please see the Fund's prospectus for further details.

Ventura County Employees' Retirement Association

Performance Net of Fees and Expenses in USD - Detail

Periods Ending July 31, 2012

GMO Page 3, August 06, 2012 1:27:29 pm
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Current
Shares

Gains/
Losses

Market
Value

07/31/2012Price
% Of
FundFund

Cash
Flows

Market
Value

12/31/2011

929,698.5841,323,656 12,597,41613.550.87U.S. Core Equity Fund-III -1,294,59412,568,354

0.0004,257,257 023.080.00Quality Fund-III -54,900,07750,642,820

5,672,914.0001,187,239 57,353,16110.110.77U.S. Flexible Equities Fund-III 56,165,9220

1,681,535.084162,219 31,461,52118.710.38International Intrinsic Value Fund-III 4,687,68526,611,617

459,680.7491,079,577 10,250,88122.300.47International Growth Equity Fund-III -6,684,38415,855,688

611,542.701520,184 13,233,78421.640.45Currency Hedged Int'l. Equity Fund-III 2,182,88210,530,719

2,018,648.717703,048 21,599,54110.700.21Emerging Markets Fund-II 3,382,93917,513,555

262,907.323137,491 4,422,10116.820.43Flexible Equities Fund-III -1,634,7565,919,366

0.000-14,023 024.640.00Alpha Only Fund-III -1,905,6161,919,639

9,356,647 150,918,405Total 0141,561,758

If you are an investor in a GMO fund who receives statements directly from the relevant fund's transfer agent or administrator, we urge you to compare those statements with your GMO
statements.

Transaction Details

PriceFees Paid Total Shares
Shares This
TransactionTransactionDate Net AmountGross Amount

U.S. Core Equity Fund-III in USD

13.420.00 1,029,513.0604,361.858Dividend-Reinvested04/05/2012 58,536.1358,536.13

12.970.00 929,698.584-99,814.476Exchange Redemption06/12/2012 -1,294,593.76-1,294,593.76

Quality Fund-III in USD

23.880.00 2,330,103.84532,335.222Exchange Purchase04/05/2012 772,165.11772,165.11

Ventura County Employees' Retirement Association

Change in Market Value, Account Detail in USD

YTD Ending July 31, 2012

GMO Page 1, August 06, 2012 10:37:32 am



Ventura County Employees' Retirement Association

Change in Market Value, Account Detail in USD

YTD Ending July 31, 2012

Transaction Details

PriceFees Paid Total Shares
Shares This
TransactionTransactionDate Net AmountGross Amount

23.880.00 2,350,777.18420,673.339Exchange Purchase04/05/2012 493,679.33493,679.33

23.880.00 2,363,901.79213,124.608Dividend-Reinvested04/05/2012 313,415.64313,415.64

22.580.00 2,377,218.36913,316.577Dividend-Reinvested07/06/2012 300,688.31300,688.31

22.580.00 2,476,904.25499,685.885Long Term Cap Gain-Reinvest07/06/2012 2,250,907.292,250,907.29

22.580.00 2,483,939.4277,035.173Short Term Cap Gain-Reinvest07/06/2012 158,854.20158,854.20

22.610.00 0.000-2,483,939.427Redemption In-kind07/23/2012 -56,165,921.75-56,165,921.75

U.S. Flexible Equities Fund-III in USD

9.900.00 5,672,914.0005,672,914.000Receipt In-kind07/23/2012 56,165,921.7556,165,921.75

International Intrinsic Value Fund-III in USD

19.670.00 1,417,231.23411,440.567Exchange Purchase04/05/2012 225,035.95225,035.95

19.670.00 1,451,546.19934,314.965Exchange Purchase04/05/2012 674,975.36674,975.36

19.670.00 1,458,860.6607,314.461Exchange Purchase04/05/2012 143,875.45143,875.45

17.930.00 1,531,063.32472,202.664Exchange Purchase06/12/2012 1,294,593.761,294,593.76

17.930.00 1,555,803.35424,740.030Exchange Purchase06/12/2012 443,588.73443,588.73

17.930.00 1,662,084.207106,280.853Exchange Purchase06/12/2012 1,905,615.691,905,615.69

18.500.00 1,681,535.08419,450.877Dividend-Reinvested07/11/2012 359,841.23359,841.23

International Growth Equity Fund-III in USD

22.580.00 681,546.965-76,735.581Exchange Redemption04/05/2012 -1,732,689.42-1,732,689.42

22.580.00 651,654.345-29,892.620Exchange Redemption04/05/2012 -674,975.36-674,975.36

20.670.00 663,722.71812,068.373Dividend-Reinvested06/11/2012 249,453.28249,453.28

20.960.00 502,322.965-161,399.753Exchange Redemption06/12/2012 -3,382,938.83-3,382,938.83

GMO Page 2, August 06, 2012 10:37:32 am



Ventura County Employees' Retirement Association

Change in Market Value, Account Detail in USD

YTD Ending July 31, 2012

Transaction Details

PriceFees Paid Total Shares
Shares This
TransactionTransactionDate Net AmountGross Amount

20.960.00 480,844.333-21,478.632Exchange Redemption06/12/2012 -450,192.13-450,192.13

20.960.00 459,680.749-21,163.584Exchange Redemption06/12/2012 -443,588.73-443,588.73

Currency Hedged Int'l. Equity Fund-III in USD

21.850.00 588,029.66179,299.287Exchange Purchase04/05/2012 1,732,689.421,732,689.42

20.590.00 609,894.26221,864.601Exchange Purchase06/12/2012 450,192.13450,192.13

21.570.00 610,810.376916.114Dividend-Reinvested07/11/2012 19,760.5719,760.57

21.570.00 611,542.701732.325Long Term Cap Gain-Reinvest07/11/2012 15,796.2615,796.26

Emerging Markets Fund-II in USD

10.2325,952.36 2,018,648.717328,151.170Exchange Purchase06/12/2012 3,356,986.473,382,938.83

Flexible Equities Fund-III in USD

18.710.00 337,403.692-12,027.576Exchange Redemption04/05/2012 -225,035.95-225,035.95

18.710.00 296,133.510-41,270.182Exchange Redemption04/05/2012 -772,165.11-772,165.11

18.710.00 288,443.748-7,689.762Exchange Redemption04/05/2012 -143,875.45-143,875.45

18.710.00 262,057.894-26,385.854Exchange Redemption04/05/2012 -493,679.33-493,679.33

17.400.00 262,907.323849.429Dividend-Reinvested07/11/2012 14,780.0714,780.07

Alpha Only Fund-III in USD

24.460.00 0.000-77,907.428Exchange Redemption06/12/2012 -1,905,615.69-1,905,615.69

GMO Page 3, August 06, 2012 10:37:32 am



 
 

   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(This page left blank intentionally) 
 

42



Grantham, Mayo, Van Otterloo & Co. LLC

40 Rowcs Wharf Boston, MA 02110
T: (617) 330-7500 F: (617) 261-0134 www.gmo.comGMO

August 6, 2012

Mr. Donald Kendig
Retirement Administrator
Ventura County Employees' Retirement Association
1190 S Victoria Avenue, Suite 200
Ventura, CA 93003

Dear Mr. Kendig,

Pursuant to the Investment Management Agreement for the Ventura County Employees'
Retirement Association and Grantham, Mayo, Van Otterloo & Co. LLC dated as of April
18, 2005 (the 'Agreement'), the Ventura County Employees' Retirement Association
account was in compliance with the Client Mandate Form (the Investment Guidelines set
forth in Schedule A to the Agreement) for the month of July 2012.

Sincerely,

Mark Landis
Compliance Specialist

North America Europe Asia-Pacific
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© Western Asset Management Company 2012. This publication is the property of Western Asset Management Company and is intended for the sole use of its clients, consultants, and 
other intended recipients. It should not be forwarded to any other person. Contents herein should be treated as confidential and proprietary information. This material may not be 
reproduced or used in any form or medium without express written permission.

Market Review
The Barclays U.S. Aggregate Bond Index posted 
a total return of 1.38% in July as rates fell across 
the yield curve (Exhibit 1). It was a relatively 
hum-drum month in terms of both domestic 
and global news, yet investors a trained a wary 
eye on Europe as its sovereign debt saga con-
tinued to play out in a painfully slow fashion. At 
home, domestic economic data were mixed. 
Growth persisted in mildly positive territory, 
with the initial estimate of 2Q12 GDP register-
ing a 1.5% annualized rate. While otherwise 
tepid, positive growth remains a far cry from 
contraction or recession. In Spain, a multitude 
of regional governments made formal requests 
for bailout aid to the national government, in-
dicating Spain’s financial stress is greater than 
previously thought. Signaling the bond market 
equivalent of a four-alarm fire, Spanish 10-year 
government bonds reacted by climbing above 
7.50%. Spanish yields eventually retreated to 
the high 6% range – which is itself unsustain-
ably high – upon European Central Bank (ECB) 
President Mario Draghi’s promise that “…within 
our mandate, the ECB is ready to do whatever 
it takes to preserve the euro. And believe me, it 
will be enough.” While his statement served its 
immediate purpose, the market will eventually 
demand concrete actions, not further verbiage. 
As investors sought safety, the German 10-year 
bund ended the month 30 basis points (bps) 
lower, yielding 1.28%, and the French 10-year 
note fell about 63 bps to 2.06%.

Spreads narrowed across major spread sectors 
as investors expressed a preference for riskier 
assets (Exhibit 2). Investment-grade credit, high-yield bonds and 
agency mortgages generated positive total returns as well as positive 
excess returns relative to duration-neutral US Treasuries (UST). Equi-
ties surged ahead over the month, with the S&P 500 Index gaining 
1.26% and the Dow Jones Industrial Average up by 1.00%.          

Washington Review
At its late July meeting (which concluded on August 1), the Federal 

Reserve (Fed) left key policies unchanged. The Fed reiterated that 
the fed funds target rate will remain within a range of 0% to 0.25% 
through at least late 2014 and that the second round of the Maturity 
Extension Program (aka “Operation Twist”) will continue through 
the end of the year. While the Fed acknowledged that the economy 
has slowed somewhat over the first half of the year, it didn’t sound 
any alarms regarding economic deceleration. Some market partici-
pants had hoped that the Fed would unveil some form of further 

Investment Report
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Exhibit 1
Yield Curve Changes in July
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Exhibit 2
Sector Returns (%)

Sector
MTD

Total Return
YTD

Total Return
MTD

Excess Return
YTD

Excess Return
US Aggregate 1.38 3.78 0.50 1.40

US Treasury 1.01 2.53 0.00 0.00

US TIPS 1.90 6.01 n/a n/a

US Agency 0.83 2.51 0.24 1.01

US Agency MBS 0.80 2.47 0.28 0.72

CMBS 1.66 6.09 1.19 4.91

Baa Corporate 2.93 7.83 1.63 4.30

US Corporate IG 2.88 7.67 1.62 4.35

US Corporate High-Yield 1.90 9.31 1.25 7.37

Emerging Markets (USD) 3.82 11.04 2.67 7.57

Source: Barclays Capital
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stimulus. However, unless the economy sours 
considerably, the Fed is unlikely to launch any 
potentially controversial actions until after the 
presidential elections.

Economic Review 
Economic data again indicated an economy 
slowly moving along while largely mired in 
the doldrums. As already discussed, 2Q12 real 
GDP registered an annualized growth rate of 
1.5%. Due largely to a slackening in consumer 
expenditures, this is down 0.5% from the previ-
ous quarter’s upwardly revised rate of 2.0%. The 
economy continued to struggle to create new 
jobs. According to the U.S. Department of Labor, 
nonfarm payrolls in June grew by 80,000, slightly 
below the market’s diminished expectations. 
The unemployment rate remained unchanged 
at 8.2%. Weekly initial jobless claims remained 
volatile due to summer retooling at auto plants. 
However, the month-end four-week moving 
average was 365,500, which is about 20,000 
fewer than its reading at the end of the previous 
month, indicating improvement. 

Core CPI (seasonally adjusted), which excludes 
the volatile food and energy components, in-
creased by 0.2% in June, matching the pace over 
the previous three months. Over the previous 12 
months, core CPI grew at a 2.2% rate, which is 
0.6% higher than the 1.6% rate posted one year 
ago. Outside of the core figures, headline infla-
tion (seasonally adjusted) remained unchanged 
in June, as expected. Headline inflation increased 
at a 1.7% pace year-over-year.

Housing news was mixed, as sales of existing homes disappointed, 
whereas other figures generally indicated improvement. Existing-
home sales unexpectedly dropped by 5.4% in June. While the number 
of new homes sold in June was 20,000 lower than expected, numbers 
for May and June were substantially upwardly revised, by 13,000 and 
15,000, respectively, so the net effect over the last three months still 
points to improvement. The supply of new homes increased to 4.9 
months. In May, the most recent data period available, the S&P/Case-
Schiller 20-City Composite Home Price Index (seasonally adjusted; 
data released on a two-month lag) increased by 0.9% for its fourth 
consecutive gain (Exhibit 3). 

As previously mentioned, US equities gained over the month as mar-

ket measures of volatility were mixed. The VIX Index, which measures 
volatility in equity markets, increased from 17.1% to 18.93%, which 
is below its long-term average. The MOVE Index, which measures 
interest-rate volatility, dipped from 73.2 to 69.8 over July (Exhibit 4). 
The price of crude oil increased by $3.85 as West Texas Intermediate 
crude ended the month at $88.06 per barrel. Gold increased by 1.1% to 
end the month at $1,614 per ounce. The US dollar rose by 2.90% versus 
the euro over the month as markets reacted to the lack of definitive 
action in Europe despite the positive developments in late June.       

Performance Review
US strategies generally outperformed their benchmarks in July. An 
overweight to investment-grade credit, particularly to financials, 
added to returns as spreads narrowed. High-yield allocations, 

Exhibit 4
Market Volatility
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Exhibit 3
S&P/Case-Shiller Home Price Index (20-City Composite, Seasonally Adjusted)

S&P/Case-Shiller Home Price Index (20-City Composite, Seasonally Adjusted)
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Past results are not indicative of future investment results. This publication is for informational purposes only and reflects the current opinions of Western Asset Management. Information 
contained herein is believed to be accurate, but cannot be guaranteed. Opinions represented are not intended as an offer or solicitation with respect to the purchase or sale of any security 
and are subject to change without notice. Statements in this material should not be considered investment advice. Employees and/or clients of Western Asset Management may have a 
position in the securities mentioned. This publication has been prepared without taking into account your objectives, financial situation or needs. Before acting on this information, you 
should consider its appropriateness having regard to your objectives, financial situation or needs. It is your responsibility to be aware of and observe the applicable laws and regulations 
of your country of residence. 
Western Asset Management Company Distribuidora de Títulos e Valores Limitada is authorized and regulated by Comissão de Valores Mobiliários and Banco Central do Brasil. Western 
Asset Management Company Pty Ltd ABN 41 117 767 923 is the holder of the Australian Financial Services Licence 303160. Western Asset Management Company Pte. Ltd. Co. Reg. No. 
200007692R is a holder of a Capital Markets Services Licence for fund management and regulated by the Monetary Authority of Singapore. Western Asset Management Company Ltd is 
a registered financial instruments dealer whose business is investment advisory or agency business, investment management, and Type II Financial Instruments Dealing business with 
the registration number KLFB (FID) No. 427, and a member of JSIAA (membership number 011-01319). Western Asset Management Company Limited (“WAMCL”) is authorized and 
regulated by the Financial Services Authority (“FSA”). In the UK this communication is a financial promotion solely intended for professional clients as defined in the FSA Handbook and 
has been approved by WAMCL.

where held, generated positive results. Exposure to the non-agency 
mortgage-backed sector added to performance as investors felt 
more comfortable taking risk. Diversification into US TIPS had a 
slightly positive impact on performance as inflation expectations 
increased. The agency mortgage sector outperformed similar dura-
tion UST; our generally neutral exposure to the sector resulted in a 
minimal impact. Our tactically short duration positioning detracted, 
while curve positioning, overweight the long-end of the yield curve, 
added to performance.

Outlook
Economic data continued to support our view that economic growth 
proceeded along its subdued, yet positive trajectory. Barring a sudden 
contagion or scenarios involving major spillover effects throughout 
the globe, we expect a continuation of positive domestic economic 
growth and for spread sectors to perform modestly well through 
the second half of 2012. The Fed remains highly accommodative, 
corporate balance sheets are strong and earnings reports are gen-
erally positive. While valuations are still generally attractive despite 
recent spread tightening, we are unlikely to add to positions given 
the current elevated uncertainty in markets. 

In terms of strategy, we continue to favor financials, which remain 
discounted by the market. However, we do have a bias toward trim-
ming our positions, given the richer valuations as well as continued 
heightened market uncertainty. Where permitted, we are maintaining 
a modest exposure to the high-yield sector. We will tactically shift 
around a neutral position within agency mortgages. Although we 
slightly trimmed our non-agency mortgage positions earlier in the 
year, we believe that potential returns for this sector remain more 
heavily skewed to the upside, especially as delinquency rates have 
improved. We will maintain a slightly short duration position, which 
we may tactically adjust. We will continue to favor an overweight to 
the back end of the yield curve as a hedge against periodic flights 
to safety.

For more information on Western Asset, visit our website at 
westernasset.com.
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Performance Summary Report

July 31, 2012

Ventura County Employees' Retirement Association Core Fixed Income Portfolio

Current
Month

Inception
to Date

Latest
5 Years

Latest
3 Years

Latest
2 Years

Latest
12 Months

Year
to Date

Latest
3 Months

Latest
10 Years

Latest
15 Years

Latest
6 Months

Latest
7 Years

Annualized

1 

Gross

 3.21%  5.54%  7.25%  9.59%  8.57%  11.00%  7.80%  6.55%  7.15%  7.13%  7.30%Portfolio  1.97

 2.34%  2.88%  3.78%  7.25%  5.84%  6.85%  6.91%  5.92%  5.65%  6.18%  6.35%Benchmark 3  1.38

 0.88%  2.66%  3.47%  2.34%  2.74%  4.15%  0.89%  0.63%  1.50%  0.95%  0.95%Excess Return  0.59

Net

 3.16%  5.44%  7.13%  9.39%  8.37%  10.79%  7.59%  6.34%  6.93%  6.96%  7.13%Portfolio 2  1.96

 2.34%  2.88%  3.78%  7.25%  5.84%  6.85%  6.91%  5.92%  5.65%  6.18%  6.35%Benchmark 3  1.38

 0.83%  2.56%  3.35%  2.13%  2.54%  3.94%  0.68%  0.42%  1.28%  0.78%  0.78%Excess Return  0.58

Base Currency: US DOLLAR

Total Account Value (Market Value & Accrued Interest): $ 252,854,201.42  

1  
Subject to the performance clock date, close of business day 01/31/1997, as agreed upon by Client and Investment Manager.

2
Net-of-Fees performance returns are an estimate of time-weighted rate of return. The effective fee, based on a fee schedule, is deducted from the monthly gross return.

3
Barclays U.S. Aggregate

Past investment results are not necessarily indicative of future investment results.

Benchmark and excess returns may not sum to portfolio performance, due to rounding.

Page 1 of 1    0100-0015 - 851
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Performance Summary Report

July 31, 2012

Ventura County Employees' Retirement Association

Current
Month

Inception
to Date

Latest
5 Years

Latest
3 Years

Latest
2 Years

Latest
12 Months

Year
to Date

Latest
3 Months

Latest
6 Months

1 

Annualized

Gross

Portfolio  1.98%  0.02%  8.46%  14.06%  10.20%  16.77%  20.61% -2.94% -3.89%

Benchmark  1.39% -0.78%  6.25%  11.01%  9.13%  14.27%  14.13%  1.13%  0.15%3

Excess Return  0.59%  0.80%  2.21%  3.05%  1.07%  2.50%  6.48% -4.07% -4.04%

Net

Portfolio  1.96% -0.03%  8.36%  13.93%  10.00%  16.60%  20.46% -3.04% -3.99%2

Benchmark  1.39% -0.78%  6.25%  11.01%  9.13%  14.27%  14.13%  1.13%  0.15%3

Excess Return  0.57%  0.75%  2.11%  2.93%  0.87%  2.33%  6.33% -4.17% -4.14%

Base Currency: US DOLLAR

Total Account Value (Market Value & Accrued Interest): $ 113,608,031.82  

1  
Subject to the performance clock date, close of business day 05/31/2007, as agreed upon by Client and Investment Manager.

2
Net-of-Fees performance returns are an estimate of time-weighted rate of return. The effective fee, based on a fee schedule, is deducted from the monthly gross return.

3
S&amp;P 500

Past investment results are not necessarily indicative of future investment results.

Benchmark and excess returns may not sum to portfolio performance, due to rounding.

Page 1 of 1    0100-0015 - 2887
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Western Asset Management Company 

385 East Colorado Blvd. Pasadena, CA 91101 • Tel: (626) 844-9400 • Fax: (626) 844-9450 
 

 
 
 
 
August 3, 2012 
 
 
 
Mr. Henry Solis 
Fiscal Manager  
Ventura County Employees’ Retirement Association 
1190 South Victoria Avenue, Suite 200 
Ventura, CA 93003-6572 
 
Re: Ventura County Core Full Account, WA # 851 
 
Dear Mr. Solis: 
 
This letter is to confirm that all investment activity during the month ending July 31, 2012 
was consistent with the investment policies and restrictions set forth in the Ventura County 
Statement of Objectives, Guidelines and Procedures.  
 
 
Should you have any questions, please contact your client service team. 
 
 
Sincerely, 
 
 
 
 
Vanui Ayvazyan 
Portfolio Compliance 

vayvazyan
VA signature



 
 

   

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

(This page left blank intentionally) 
 

56



 
 

Western Asset Management Company 
385 East Colorado Blvd. Pasadena, CA 91101 • Tel: (626) 844-9400 • Fax: (626) 844-9450 

 

  
 
 
 
 
August 3, 2012 
 
 
 
Mr. Henry Solis 
Fiscal Manager  
Ventura County Employees’ Retirement Association 
1190 South Victoria Avenue, Suite 200 
Ventura, CA  93003-6572 
 
Re: Ventura County Index Plus Account, WA # 2887 
 
Dear Mr. Solis: 
 
This letter is to confirm that all investment activity during the month ending July 31, 2012 
was consistent with the investment policies and restrictions set forth in the Ventura County 
Statement of Objectives, Guidelines and Procedures.  
 
 
Should you have any questions, please contact your client service team. 
 
 
Sincerely, 
 
 
 
 
Vanui Ayvazyan 
Portfolio Compliance 
 

vayvazyan
VA signature
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227 Washington Street, P.O. Box 727    Columbus, IN 47202     812.372.6606    www.reamsasset.com 

August 10, 2012 
 
Mr. Leon Kung 
Performance Analyst 
Ennis Knupp & Associates 
10 S. Riverside Plaza 
Suite 1600 
Chicago, IL  60606 
 
Dear Leon: 
 
Listed below are answers  to your monthly request  for  information regarding  the Ventura County 
fixed income portfolio: 
 
1. Change in talent, process, organization and/or regulatory development. 
 
No changes. 
 
2. What hurt or helped relative performance in the last month and 12 months. 
 

   
 

July 
 2012 
Perf (%) 

   
 

July 
2012 

Attribution 

  Last  
12 

Months 
Through 
7/31/12 
Perf (%) 

  Last  
12 Months 
Through 
7/31/12 
Attribution

               
Portfolio  1.59  Duration  (0.14)  Portfolio  11.07  Duration  (0.24) 
Benchmark  1.38  Yield Curve  0.02  Benchmark 7.25  Yield Curve  0.22 
    Sector Selection  0.52      Sector Selection  0.49 
    Security Selection  (0.19)      Security Selection  3.35 
Difference  0.21  Total  0.21  Difference  3.82  Total  3.82 

 
Sector and Security Selection Detail, July 2012 

   
Sector 

 
Security 

 
Total 

       
Gov’t Related  (0.05)  (0.01)  (0.06) 
MBS  0.02  (0.10)  (0.08) 
ABS  0.02  0.06  0.08 
Inv. Credit  0.43  (0.26)  0.17 
High Yield  0.10  0.12  0.22 
Non $  0.00  0.00  0.00 
TIPS  0.00  0.00  0.00 
Total  0.52  (0.19)  0.33 
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It has been said that talk is cheap, but apparently that does not apply to Mario Draghi, President of 
the European Central Bank (ECB).   Early  in  the month, European  capital markets slumped as Mr. 
Draghi  commented  that  he  saw  weakness  across  the  whole  of  Europe,  implying  that  even  a 
relatively healthy country like Germany was exhibiting signs of economic weakness.   A few global 
central bank actions to spur economic growth corresponded with this dour assessment, including a 
25 basis point cut by China’s central bank (the second cut in less than a month), a 25 basis point cut 
by  the  ECB,  and  a  £50  billion  increase  in  the  Bank  of  England’s  quantitative  easing  program.  
Despite  the  central bank actions, yields on  Italian and Spanish debt moved  to unsustainably high 
levels  as  investors’  fears  increased  that  a  potential  Greek  exit  from  the  Euro  could  be  very 
disruptive.  Moody’s lowered its rating on Italian debt to Baa2 from A3, further dampening investor 
interest in European sovereign debt.  Speculation grew throughout the month that the U.S. Federal 
Reserve would launch a third round of quantitative easing, but no evidence materialized indicating 
an  imminent  launch  of  another  program.    Despite  all  of  the  actions  taken  during  the month,  the 
significant market rally late in the month was once again a result of rhetoric.  Mr. Draghi promised 
to do “whatever it takes” to preserve the Euro, adding, “believe me, it will be enough”.  The markets 
read  this as a  clear  indicator  that outright debt purchases would soon  follow,  in  spite of ongoing 
opposition  by  Germany.    Later  the  ECB  statement  would  fall  short  of  expectations  set  by  Mr. 
Draghi’s tough talk, but not before a multiple day rally to close the month.  
 
For the second month in a row, all spread sectors tightened during July.  CMBS tightened 24 basis 
points, high yield tightened 21 basis points, investment grade credit tightened 21 basis points, MBS 
tightened 18 basis points, and ABS tightened 7 basis points during the month.  The Treasury yield 
curve moved lower and flattened as the 2, 5, 10, and 30‐year yields declined 9, 14, 18, and 21 basis 
points, respectively.   
 
The Ventura portfolio outperformed its benchmark in July, returning 1.59% compared to 1.38% for 
the benchmark.  Macro performance factors were mixed as duration subtracted 14 basis points due 
to our short bias as interest rates declined.  Our bulleted yield curve strategy added 2 basis points 
to performance.  Sector and security selection were mixed, with sector adding 52 basis points and 
security  selection  subtracting  19  basis  points  from  performance.    Within  these  categories, 
investment grade credit added 17 basis points and CMBS added 1 basis point due to an overweight 
in these outperforming sectors.  High yield added 22 basis points and ABS added 8 basis points due 
to  superior  security  selection.    Government  related  subtracted  6  basis  points  due  to  our 
underweight in this outperforming sector.   MBS (excluding CMBS) subtracted 9 basis points as our 
holdings in this sector underperformed. 
 
For  the  last  twelve months,  the Ventura County  portfolio  return was 382 basis  points  above  the 
benchmark  at 11.07%,  compared  to 7.25%  for  the benchmark.   Macro performance  factors were 
mixed,  with  duration  subtracting  24  basis  points  due  our  short  duration  bias  as  rates  declined.  
Yield curve added 22 basis points to performance.  Sector and security selection were positive, with 
sector  adding  49  basis  points  and  security  selection  adding  335  basis  points  to  performance.  
Within these categories, investment grade credit added 143 basis points, high yield added 115 basis 
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points,  ABS  added  65  basis  points,  and  MBS  (excluding  CMBS)  added  42  basis  points  due  to 
superior security selection in these sectors.   CMBS added 45 basis points due to an overweight in 
this outperforming sector.   Government related subtracted 10 basis points as our holdings in this 
sector underperformed.  Non‐dollar subtracted 16 basis points from performance. 
  
3. What is your 12 month outlook for the investment markets? 
 
We continue to be overweight in the corporate sector as spreads remain attractive relative to the 
fixed income universe.   Our positions are focused in financial  issuers which we view as offering a 
superior risk/reward opportunity relative to industrial and utility issuers.  The portfolio is slightly 
underweight  in  the mortgage‐backed  sector.   We  are  focused  the  portfolio more  on multi‐family 
agencies versus traditional pass‐throughs that dominate the index in this sector.  We continue to be 
overweight in the ABS sector, focusing on short‐duration, high‐quality issues.  We remain biased to 
a  shorter  duration  position  as  real  interest  rates  are  unattractive  across  the  yield  curve,  but  in 
reacting  to  changing  market  conditions,  our  position  will  fluctuate  between  neutral  and  short 
duration. 
 
If you have any questions regarding portfolio activity, please do not hesitate to contact our office. 
 
Sincerely, 

 
Mark M. Egan, CFA, CPA 
Managing Director  
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July 31, 2012

Ventura County Employees' Retirement Association

Portfolio

Sector Structure Portfolio

Mortgage‐Backed

Treasury
Govt Related

Asset‐Backed

Non‐US Dollar
Money Market
    Total

11.1
21.7
22.7
18.8
17.4
1.8
6.5

0.0
26.6
33.5
16.6
10.2
3.5
9.6

Maturity Distribution (%)

0 ‐ 1 yr.
1 ‐ 3
3 ‐ 5
5 ‐ 7
7 ‐ 10
10 ‐ 20
20+
    Total

Portfolio

100.0 100.0

Total Market Value ($)
Avg. Portfolio Duration (Years)

Avg. Yield to Maturity/Worst (%)
Avg. Maturity (Years)
Avg. Quality

4.3

2.5
6.5
AA3

5.0

1.7
7.0
AA1

16,760 billion

17.6

0.0

36.1

32.2
10.6

0.3

0.0

100.0

28.2

0.5
0.0

7.6

1.1

100.0

BC AGG Index

BC AGG Index

BC AGG Index

Avg. Portfolio Convexity 0.17 ‐0.33

332,406,169

(% of Portfolio)

Duration Distribution (Years) Portfolio

0 ‐ 1 yr.

    Total

0.0
0.4
0.2
0.9
0.7
2.1

0.0
0.9
0.6
0.8
0.6
2.2

4.3 5.0

1 ‐ 3
3 ‐ 4
4 ‐ 6
6 ‐ 8
8 +

BC AGG Index

AAA
AA
A
BBB
Other
    Total

50.7
4.4
21.9
15.4
7.5
100.0

10.1
0.0

73.9
4.6
11.4

100.0

Quality Structure Portfolio BC AGG Index(% of Portfolio)

Corporate 20.845.0

Month Ending 1.59

Portfolio (%)

1.387/31/2012

Barclays Aggregate
BC AGG Index

Year to Date 7.26 3.78

Fixed Income Performance (Preliminary) Summary Portfolio Characteristics

Portfolio Structure

227 Washington Street, P.O. Box 727   Columbus, IN 47202   812.372.6606   www.reamsasset.com
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1. Change in talent, process, organization and/or regulatory development 
 

New Hires 

We are pleased to announce that Hank Lynch has joined the fixed income 
product management team as a product manager supporting the global bond team. 
Hank will serve as an integrated member of the global bond investment team. This 
is a replacement position for Peter Frick who will transition to his new role as a 
dedicated emerging markets debt portfolio manager.  

 Departures 
 

 
2. What hurt or helped relative performance in the last month and 12 months  
  

Please refer to the VCERA Sector Month and Trailing Year Attribution Slides. 
 
3. What is your 12-month outlook for the investment markets?  
  

Please refer to the July Mailer.  
 

4. Confirmation of compliance with investment guidelines  
  

The account was in compliance with its investment guidelines for the period 
7/01/2012 through 7/31/2012. 
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Maturity Distribution Quality Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

Under 1 year 13.37 (2.44) (0.10) Aaa 22.38 0.34 0.07

1 - 3 years 7.90 1.49 0.20 Aa 4.10 1.77 0.01

3 - 5 years 17.61 1.56 0.15 A 10.87 3.37 0.01

5 - 7 years 14.91 2.07 0.10 Baa 42.50 3.11 0.55

7 - 10 years 14.90 2.97 0.11 Ba 10.90 2.96 0.18

10+ years 31.30 3.36 0.28 B 7.10 (0.23) (0.21)

Caa & Lower 1.70 3.20 0.06

Not Rated 0.45 0.24 0.09

Sector Distribution Currency Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

US Treasuries 4.54 0.14 0.05 Euro 1.26 (3.50) 0.08

US Agencies 0.00 0.00 0.03 British Pound Sterling 0.24 2.25 0.00

Gov Related 3.15 1.93 (0.01) Japanese Yen 0.00 0.00 (0.03)

Securitized Credit 6.67 3.10 0.11 Philippine Peso 0.21 4.77 0.01

Securitized Agency 1.98 0.96 0.13 Australian Dollar 1.71 3.55 0.03

US Invest Grade 36.10 3.29 0.45 New Zealand Dollar 1.65 1.26 0.00

IG - Financial 12.65 3.90 0.25 U S Dollars 85.82 2.28 0.66

IG - Industrial 19.40 2.97 0.17 Brazilian Real 2.26 (1.09) (0.06)

IG - Utility 4.05 2.88 0.03 Canadian Dollar 5.02 1.96 0.02

US High Yield 25.23 1.86 (0.01) Mexican Peso 1.83 4.04 0.05

HY - Financial 5.52 3.11 0.07

HY - Industrial 16.82 0.75 (0.13)

HY - Utility 2.89 5.89 0.05

Non-US Dollar 14.18 (1.24) 0.10

Convertibles 1.67 (1.07) (0.05)

Preferreds 0.42 2.21 0.00

Other 0.46 6.18 0.02

Cash & Equivalents 5.16 0.01 (0.08)

No Category 0.43 1.21 0.00

For split rated securities in the quality distribution, the highest of Moody, S&P, and Fitch is used. Unrated securities are rated by Loomis Sayles Research. The Attribution benchmark is 65% Barclays
Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. Cash, Government & Agencies, and Aaa rated positions are reflected in the Aaa category. Total Effects are impacted by
sector returns, allocation shifts and market timing. Data Source: Barclays Capital, Citigroup, JP Morgan

06/30/2012 THROUGH 07/31/2012 (%)
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ACCOUNT(GROSS) BENCHMARK 

Jul 12 2.22 1.48

YTD 9.30 5.32

1 Year Trailing 6.18 7.64

3 Year Trailing 12.70 8.99

5 Year Trailing 8.78 7.67

7/31/05 - 7/31/12 

Annualized
7.96 6.64

The current benchmark is comprised of 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US.  (1) 60% Barclays Aggregate, 35% Citigroup 
High Yield Mkt, 5% JP Morgan Ex US Hedged $US from 7/31/2005 to 11/30/2007; and 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US 
Hedged $US from 11/30/2007 to 7/31/2012.  For split rated securities in the quality distribution, the highest of Moody, S&P, and Fitch is used.  Unrated securities are rated by 
Loomis Sayles Research.  The account's split rating treatment is based on client guidelines.  The benchmark follows the vendor's methodology.  Cash, Government & Agencies, and Aaa
rated positions are reflected in the Aaa category.  Data Source: Barclays Capital,  Bloomberg, JP Morgan, Citigroup  This report is a service provided to customers of Loomis Sayles for 
informational purposes and is not a recommendation to purchase or sell securities.  The performance shown is gross of management fees.  Past performance is not a guarantee of future results.  
Loomis Sayles believes the information contained in this report is reliable but we do not guarantee its accuracy.  

$120,745,205

0.5

1.7

7.1

10.9

42.5

10.9

4.1

22.4

5.0

4.1

14.0

11.9

6.6

7.4

3.0

48.1

0 14 28 42

Aaa

Aa

A

Baa

Ba

B

Caa & Lower

Not Rated

Account Benchmark

Effective Duration 5.97 years 4.73 years

Average Maturity 10.05 years 6.40 years

Yield to Maturity 4.94% 3.45%

Average Quality Baa1 Baa1

0.4

5.2

0.5

0.4

1.7

14.2

0.0

2.9

16.8

5.5

25.2

4.1

19.4

12.7

36.1

2.0

6.7

3.2

0.0

4.5

0.0

0.0

0.0

0.0

0.0

5.0

0.1

3.7

24.1

2.1

29.9

1.5

7.7

4.4

13.5

19.7

1.4

3.5

3.4

23.5

0 10 20 30 40

US Treasuries

US Agencies

Gov Related

Securitized Credit

Securitized Agency

US Invest Grade

IG - Financial

IG - Industrial

IG - Utility

US High Yield

HY - Financial

HY - Industrial

HY - Utility

Emerging (IG & HY)

Non USD (IG & HY)

Converts (IG & HY)

Preferreds

Other

Cash & Equivalents

No Category

Account Benchmark

july 2012

performance review
PERFORMANCE (%) MARKET VALUE

Ventura County Employees Retirement

SECTOR ANALYSIS AT JULY 31, 2012 (%) QUALITY ANALYSIS AT JULY 31, 2012 (%)

CHARACTERISTICS



The Attribution benchmark is 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US.  Figures on bar charts may not add up to total excess 
return as they exclude impact of trading and pricing differences.  Attribution account returns are gross of fees  Data Source: Barclays Capital, Citigroup, JP Morgan  

0.00

-0.08

0.02

0.00

-0.05

0.10

0.00

-0.01

0.45

0.13

0.11

-0.01

0.03

0.05

-0.7 -0.4 0.0 0.4 0.7

US Treasuries

US Agencies

Gov Related

Securitized Credit

Securitized Agency

US Invest Grade

US High Yield

Emerging Markets

Non-US Dollar

Convertibles

Preferreds

Other

Cash & Equivalents

No Category 0.00

-0.51

-0.13

0.01

-0.10

-1.24

0.01

0.18

0.69

0.48

0.24

-0.08

0.11

-0.50

-2.0 -1.0 0.0 1.0 2.0

US Treasuries

US Agencies

Gov Related

Securitized Credit

Securitized Agency

US Invest Grade

US High Yield

Emerging Markets

Non-US Dollar

Convertibles

Preferreds

Other

Cash & Equivalents

No Category

Account Return 6.18

Benchmark Return 8.21

Excess Return -2.03

0.21

0.32

0.22
0.19

0.03

-0.5 -0.3 0.0 0.3 0.5

Yield Curve

Allocation

Selection

Total Parallel Non-Parallel

-1.39

-2.35

2.90
1.62

1.28

-4.0 -2.0 0.0 2.0 4.0

Yield Curve

Allocation

Selection

Total Parallel Non-Parallel

Account Return 2.22

Benchmark Return 1.36

Excess Return 0.85

july 2012

performance review
CURRENT MONTH TOTAL RETURNS (%)

Ventura County Employees Retirement

TRAILING YEAR EXCESS RETURN ATTRIBUTION (%)

TRAILING YEAR TOTAL RETURNS (%)

CURRENT MONTH EXCESS RETURN ATTRIBUTION (%)

EXCESS RETURN ATTRIBUTION BY SECTOR (%) EXCESS RETURN ATTRIBUTION BY SECTOR (%)
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MONTHLY INVESTMENT UPDATE 

VENTURA COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION 
 
 
August 2012  
Market Highlights 
• Despite rumblings of bad news throughout the month, nothing really materialized and equities had a good August. 

Most of the gains came early, in response to word from the head of the European Central Bank (ECB) that it would 
do whatever it took to support the euro.  U.S. markets ended August close to four-year highs. For the month, the 
S&P 500 Index showed a gain of 2.3 percent, while the Dow Jones U.S. Total Stock Market Index showed a slightly 
higher gain of 2.5 percent. 

• Within the U.S. equity market, small cap stocks outperformed their large cap counterparts, while growth stocks 
outperformed value stocks across the large, mid, and small cap asset classes.  

• Foreign markets trailed the U.S. markets, with the MSCI EAFE Index gaining 0.3 percent, the MSCI ACWI ex-US 
returning 0.4 percent, and the MSCI Emerging Markets Index increasing 0.6 percent.   

• The U.S. 10-year Treasury yield spiked up above 1.8 percent in mid-August. Generally, a lack of major changes in 
the economic picture may have caused interest in safe assets to wane slightly over the month.  The Barclays Capital 
Aggregate Bond Index returned 0.1 percent during the month.  

  
Preliminary Manager Highlights 
• The Total Fund’s preliminary August return of 1.7 percent, beat the Policy Portfolio return of 1.5 percent.  The Fund’s 

international equity asset class hurt results versus their respective benchmarks, domestic fixed income aided results 
by over 60 basis points, while domestic equity, global equity, and global fixed income matched their performance 
benchmark returns. 

• During the month, the Fund’s U.S. equity portfolio returned 2.5 percent, matching its benchmark’s return of 2.5 
percent.  BlackRock performed well in the month matching their respective indices, while Western outperformed its 
benchmark by 40 basis points.   

• The international equity component returned 1.9 percent, underperforming the 2.1 percent return of its benchmark.  
Sprucegrove’s underperformance was attributable to stock selection in Telecommunication Services, Utilities and 
Consumer Discretionary and an underweight position in Financials relative to the Index.  Hexavest’s overweight cash 
position finally hurt them in the month of August, as they slightly underperformed by 20 basis points.  Their 
underweight position in Spain and Italy detracted from results.  Walter Scott returned 1.4 percent versus 2.1 percent 
for the benchmark, much of this outperformance was attributable to the overweight position in Health Care and stock 
selection in the Consumer Discretionary sector.  BlackRock’s international equity index fund tracked its benchmark. 

• The collective return of the Fund’s global equity component returned 2.2 percent, matching the benchmark return of   
2.2 percent.  GMO’s return of 2.2 percent matched the benchmark return of 2.2 percent during the month, as many 
sub-strategies across all asset classes were positive for the month.  The BlackRock MSCI ACWI Equity account’s 
tracked its benchmark in its first full month of performance.  

• In August, the Fund’s U.S. fixed income component returned 0.7 percent, outperforming the Barclays Aggregate 
Bond Index return of 0.1 percent.  Reams outperformed, returning 0.9 percent versus 0.1 percent for the benchmark.  
Reams was aided by its allocation and security selection in investment grade credit and high yield sectors.  
BlackRock’s fixed income index fund tracked its benchmark.  The Loomis Sayles Global Fixed Income account was 
funded during the month of July and matched the benchmark, returning 0.9 percent. 

 
Key:  Positive   Mixed/Cautionary  Alert          Informational 
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Period Ending 8/31/2012
($ in Thousands)

U.S. Equity Non-U.S. Equity Fixed Income Real Estate Private Equity Cash Total 
Percent of 

Total Policy
BlackRock Extended Equity Index $29,686 $29,686 0.9%  
Western Index Plus $116,722 $116,722 3.4%
BlackRock Equity Market Fund $1,093,193 $1,093,193 32.3%
Total U.S. Equity $1,239,600 $1,239,600 36.6% 36.0%
BlackRock ACWI ex-U.S. Index $274,488 $274,488 8.1%
Sprucegrove $143,974 $143,974 4.3%
Hexavest $63,476 $63,476 1.9%
Walter Scott $76,984 $76,984 2.3%
Total Non-U.S. Equity $558,922 $558,922 16.5% 19.0%
GMO Global Equity $75,386 $88,853 $0 $164,239 4.9%
BlackRock MSCI ACWI Equity Index $60,889 $60,889 $0 $121,779 3.6%
Total Global Equity $136,275 $149,743 $0 $286,018 8.4% 10.0%
Western $274,083 $274,083 8.1%
BlackRock U.S. Debt Fund $133,133 $133,133 3.9%
Reams $335,362 $335,362 9.9%
Loomis Sayles Global $66,667 $66,667 2.0%
Loomis Sayles $122,351 $122,351 3.6%
Total Fixed Income $931,597 $931,597 27.5% 27.0%
Prudential Real Estate $80,018 $80,018 2.4%
UBS Real Estate $171,826 $171,826 5.1%
Guggenheim $21,787 $21,787 0.6%
RREEF $9,582 $9,582 0.3%
Total Real Estate $283,213 $283,213 8.4% 8.0%
Adams Street Partners $22,708 $22,708 0.7%
Pantheon Ventures $6,108 $6,108 0.2%
Total Private Equity $28,816 $28,816 0.9% 0.0%
Clifton Group $57,239 $57,239 1.7%
Total Cash $57,239 $57,239 1.7% 0.0%
Total Assets $1,375,875 $708,664 $931,597 $283,213 $28,816 $57,239 $3,385,404 100.0% 100.0%
Percent of Total 40.6% 20.9% 27.5% 8.4% 0.9% 1.7% 100.0%

* Asset allocation reflects net exposure
* Private Equity reflects Market Values as of 3/31/2012 plus Capital Calls from 4/1/2012-6/30/2012

VENTURA COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
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VENTURA COUNTY EMPLOYEES' RETIREMENT ASSOCIATION
Period Ending 8/31/2012

August Year-to-Date
1 Year Ending 

8/31/2012
3 Years Ending 

8/31/2012
5 Years Ending 

8/31/2012
10 Years Ending 

8/31/2012 Since Inception Inception Date
BlackRock Extended Equity 3.6 12.3 13.8 15.7 3.0 -- 10.6 10/31/02
Dow Jones U.S. Completion Total Stock Market Index 3.5 12.0 13.2 15.4 3.0 -- 10.6
Western U.S. Index Plus 2.7 16.9 20.2 19.1 -2.6 -- -3.6 5/31/07
S&P 500 Index 2.3 13.5 18.0 13.6 1.3 -- 0.6
BlackRock Equity Market Fund 2.5 13.3 17.3 14.1 -- -- 2.8 5/31/08
Dow Jones U.S. Total Stock Market Index 2.5 13.2 17.1 14.0 -- -- 2.7
Total U.S. Equity 2.5 13.6 17.4 14.6 1.0 6.6 7.8 12/31/93
Performance Benchmark** 2.5 13.2 17.1 14.0 1.7 7.1 8.2
BlackRock All Country World ex-U.S. 2.2 6.7 -2.2 4.1 -3.1 -- -1.8 3/31/07
MSCI All Country World ex-U.S. IM Index 2.2 6.5 -2.4 3.9 -3.3 -- -1.9
Sprucegrove 1.5 7.0 1.9 6.7 -2.3 8.5 7.5 3/31/02
MSCI EAFE Index 2.7 6.9 0.0 2.4 -4.8 6.7 5.1
MSCI All Country World ex-U.S. Index 2.1 6.4 -1.9 3.6 -3.6 8.2 6.5
Hexavest 2.5 8.6 4.1 -- -- -- -0.8 12/31/10
MSCI EAFE Index 2.7 6.9 0.0 -- -- -- -3.7
Walter Scott 1.4 12.0 3.9 -- -- -- 1.0 12/31/10
MSCI All Country World ex-U.S. Index 2.1 6.4 -1.9 -- -- -- -5.0
Total International 1.9 8.1 -0.3 4.8 -3.3 7.9 6.2 3/31/94
MSCI All Country World ex-U.S. Index 2.1 6.4 -1.9 3.6 -3.6 8.2 4.8
GMO Global Fund 2.2 8.9 6.7 8.6 0.2 -- 5.4 4/30/05
MSCI All Country World Index 2.2 9.4 6.2 7.7 -1.7 -- 4.4
BlackRock MSCI ACWI Equity Index 2.2 -- -- -- -- -- -- 6/30/05
MSCI All Country World Index 2.2 -- -- -- -- -- --
Total Global Equity 2.2 8.1 5.0 7.9 -2.2 -- 3.4 4/30/05
MSCI All Country World Index 2.2 9.4 6.2 7.7 -1.7 -- 4.4
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VENTURA COUNTY EMPLOYEES' RETIREMENT ASSOCIATION (Continued)
Period Ending 8/31/2012

August Year-to-Date
1 Year Ending 

8/31/2012
3 Years Ending 

8/31/2012
5 Years Ending 

8/31/2012
10 Years Ending 

8/31/2012 Since Inception Inception Date

Loomis Sayles Global Fixed Income 0.9 -- -- -- -- -- 2.0 6/30/12
Barclays Capital Global Aggregate Bond Index 0.9 -- -- -- -- -- 2.1
Total Global Fixed Income 0.9 -- -- -- -- -- 2.0 6/30/12
Barclays Capital Global Aggregate Bond Index 0.9 -- -- -- -- -- 2.1
Western 0.5 7.5 9.2 10.0 7.4 6.6 7.0 12/31/96
Barclays Capital Aggregate Bond Index 0.1 3.9 5.8 6.5 6.7 5.5 6.3
BlackRock U.S. Debt Fund 0.1 3.9 5.9 6.6 6.8 5.5 6.2 11/30/95
Barclays Capital Aggregate Bond Index 0.1 3.9 5.8 6.5 6.7 5.5 6.2
Reams 0.9 8.1 10.9 10.2 9.9 7.8 7.2 9/30/01
Barclays Capital Aggregate Bond Index 0.1 3.9 5.8 6.5 6.7 5.5 5.6
Loomis Sayles 1.3 10.5 9.3 12.1 8.5 -- 7.7 7/31/05
Performance Benchmark*** 0.4 5.7 8.2 8.7 7.5 -- 6.6
Total U.S. Fixed Income 0.7 7.5 9.3 9.9 8.7 7.0 6.9 2/28/94
Barclays Capital Aggregate Bond Index 0.1 3.9 5.8 6.5 6.7 5.5 6.3
Total Real Estate**** 0.0 5.2 10.7 8.0 -3.6 5.0 7.4 3/31/94
NCREIF Open-End Fund Property Index***** 0.0 5.3 9.5 10.5 1.6 7.9 9.0
Total Fund 1.7 9.7 10.2 10.7 2.1 7.0 7.8 3/31/94******
Policy Portfolio 1.5 8.6 9.2 9.6 2.2 7.0 7.8
Total Fund (ex-Private Equity) 1.6 9.2 -- -- -- -- --
Total Fund (ex-Clifton) 1.6 9.5 10.2 10.5 2.0 6.9 7.8

*All returns contained in this flash report are net of investment management fees.
**The Dow Jones U.S. Total Stock Market Index. Prior to May 2007, the Russell 3000 Index.
***A mix of 65% of the Barclays Capital Aggregate Bond Index, 30% of the Salomon Brothers High Yield Index and 5% of the J.P. Morgan Non-U.S. Hedged Bond Index.
****Real Estate returns are based on market values and cash flows provided by managers.

******Total Fund inception date is the longest time period that Hewitt EnnisKnupp has reliable historical monthly data.
*****Prior to January 2006, the NCREIF Property Index.
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Manager "Watch" Status Policy 
A manager may be placed on "Watch" status for: 
 
 Failure to meet one or more of the standards, objectives, goals, or risk controls as set forth in this policy 

statement 
 Violation of ethical, legal, or regulatory standards 
 Material adverse change in the ownership of the firm or personnel changes 
 Failure to meet reporting or disclosure requirements 
 Failure to meet performance objectives or goals 
 Any actual or potentially adverse information, trends, or developments that the Board feels might impair 

the investment manager's ability to deliver successful outcomes for the participants of the plan 
 
The Board may take action to place a manager on Watch status. Managers placed on Watch status shall be 
notified in writing, and be made aware of the reason for the action and the required remediation. Watch 
status is an optional interim step that may be used to formally communicate dissatisfaction to the investment 
manager and the potential for termination. Watch status is not a required step in terminating a manager. 
Watch status will normally be for a period of six months, but the time frame may be determined by action of 
the Board. The Board retains the right to terminate the manager at any time, extend the period of the Watch 
status, or remove the manager from Watch status at any time. 
 
Watch status indicates that the manager shall be subject to increased focus on the remediation of the 
factors that caused the manager to be placed on Watch status. Discussion of the manager on Watch status 
shall become a regular monthly reporting agenda item for the Board. Staff or retained Consultant shall 
prepare a written monthly report addressing the progress of the manager in the remediation of the 
dissatisfaction. 
 
 
 RREEF is currently on watch for performance reasons. 

 
 

           
            
  Manager Date Added Reason Follow-up Date   

  RREEF February 2009 Performance September 2012   
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Private & Confidential 

SPRUCEGROVE U.S. INTERNATIONAL POOLED FUND 
(GROUP TRUST) 

INTERNATIONAL MARKET SUMMARY 
August 2012 

 
Performance1 
 

1 
Month 

3 
Months 

 
YTD 

1 
Year 

3 
Years 

4 
Years 

5 
Years 

10 
Years 

15 
Years 

26 
Years 

Fund 1.5 8.2 7.3 2.3 7.2 2.0 (1.8) 9.0 8.1 11.0 

MSCI EAFE2 2.7 11.1 6.9 0.0 2.4 (2.2) (4.8) 6.7 3.6 5.6 
 
The Fund return in August was +1.5% versus the MSCI EAFE Index return of +2.7%. 
 

Top Five Contributors for the Month  Bottom Five Contributors for the Month* 

   

Fund Holding 

Average 
Weighting 
1 Month 

(%) 

Contribution 
to Fund 
Return 
(bps)  Fund Holding 

Average 
Weighting 
1 Month 

(%) 

Contribution 
to Fund 
Return 
(bps) 

Banco Santander 1.7 27   China Mobile 1.7 (16) 

Total 2.3 18   Samsung Electronics 2.4 (15) 

Tesco 1.9 13   SMC 1.3 (10) 

SBM Offshore 0.7 10   Fugro 1.2 (9) 

Royal Dutch Shell 2.7 9   Cobham 1.4 (6) 

  77    (56) 
 
Banco Santander (Spain/Financials), a diversified financial services provider, traded higher as investor 
anticipation grew for a new listing of Santander’s Mexican operations.  SBM Offshore (Holland/Energy), 
a supplier of floating oil and gas production platforms, maintained management’s full-year earnings 
guidance.  There was no company-specific news for stronger performers Total (France/Energy), Tesco 
(U.K./Consumer Staples) and Royal Dutch Shell (U.K./Energy). 
 
China Mobile (China/Telecommunication Services), the world’s largest mobile carrier, had its share 
price drop sharply after reporting earnings that disappointed investors.  Samsung Electronics 
(Korea/Information Technology), a diversified manufacturer of electronic equipment, fell after a 
California court ruled that Samsung had copied critical features of Apple’s iPhone and iPad and should 
pay $1.05 billion USD in damages to Apple.  Fugro (Holland/Energy), a leader in geophysical surveys, 
announced financial results for the first half of the year.  Cobham (U.K./Industrials), a manufacturer of 
aerospace and defense systems, traded lower after management predicted earnings growth for the 
second half of the year would slow from the pace in the first half.  There was no company-specific 
news for weaker performer SMC (Japan/Industrials).        
 
Transactions 
 
During August, the Fund added to the following holdings:  Shin-Etsu Chemical (Japan/Materials), 
Straumann (Switzerland/Health Care) and Bank of Nova Scotia (Canada/Financials).  Mandarin 
Oriental (Hong Kong/Consumer Discretionary), Singapore Telecommunications (Singapore/ 
Telecommunication Services), Ambuja Cements (India/Materials) and Samsung Electronics 
(Korea/Information Technology) were reduced for valuation reasons.  Schindler (Switzerland/ 
Industrials) was eliminated for valuation reasons. 

 

Average Weighting is calculated as the average daily weight of the holding in the portfolio.  Contribution to Fund Return is calculated using the 
geometric daily linking of the return multiplied by the beginning of day weight.  A list of all holdings’ contributions is available upon request. 
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Attribution  
 
Individual equity weightings are determined by our bottom-up stock selection process and therefore 
the following attribution analysis is for information purposes only.  From a sector perspective, the Fund 
underperformance was attributable to stock selection in Telecommunication Services, Utilities and 
Consumer Discretionary and an underweight position in Financials relative to the Index.  From a 
country perspective, negative contributions from the Fund’s exposure to emerging markets 
(particularly Korea and China) and a combination of underweighting and stock selection in Germany 
were partially offset by outperformance due to stock selection in Japan. 
 
Index Performance and Weightings 
 

Index3 Change (%) Weightings (%) 

 Local Currency  U.S. $  

Region  
1 

Month 
3 

Months 
1 

Year  
1 

Month 
3 

Months 
1 

Year 
 

Fund 
 

Index2 

Europe  2.3  10.8  11.4  4.4  14.0  1.4  48.0 65.6 
Pacific  0.3  4.4  (0.1) (0.3) 6.4  (2.5) 35.1 34.4 
EAFE2  1.6  8.4  7.0  2.7  11.1  (0.0) 83.1 100.0 
EM4  (0.2) 3.7  3.4  (0.3) 5.5  (5.8) 10.6  
Canada  2.6  4.4  (4.9) 4.2  9.6  (5.7) 2.9  
World6  2.0  7.8  11.4  2.5  9.1  8.1    
       Cash 3.4  
        100.0  
Country          
Japan  (0.5) 1.7  (3.2) (0.7) 1.9  (5.5) 20.2 20.4  
U.K.  2.0  8.5  10.3  3.4  12.0  7.6  17.9 23.3  
U.S.6  2.3  7.7  16.9  2.3  7.7  16.9  N/A N/A 
          
Sector2          
Energy  3.5  10.4  11.1  5.1  13.9  4.6  10.6 8.5  
Materials  (0.5) 1.4  (9.9) 0.4  4.7  (15.5) 10.7 9.3  
Industrials  0.6  4.9  3.4  1.7  7.2  (3.0) 19.1 12.4  
Cons. Disc.  1.3  4.9  8.5  2.3  6.8  2.1  13.8 10.4  
Con. Staples  1.1  9.6  21.8  2.6  12.3  12.2  4.9 12.2  
Health Care  (0.4) 11.3  22.8  1.1  13.5  11.2  9.3 10.3  
Financials  3.4  13.9  6.4  4.1  17.3  0.4  10.2 22.9  
Technology  (0.1) 1.7  (4.7) 0.7  3.4  (9.7) 11.8 4.3  
Telecom  1.9  11.3  5.4  3.2  14.3  (1.6) 3.1 5.6  
Utilities  3.8  5.5  (3.4) 5.2  7.6  (10.0) 3.1 4.0  
       Cash 3.4  
       100.0 100.0 
 
Footnotes 
1 In U.S. dollars gross of fees (management and impact fee where available), annualized for periods over 1 year.  Fund performance reflects a 

linking in December 1994 between the Sprucegrove U.S. International Pooled Fund and the Confederation Life American International Pooled 
Fund (for which the Sprucegrove Investment Management team managed the portfolio since its inception in 1985). 

2 MSCI Europe, Australia and Far East Index (EAFE) Net Index.  
3 Source: MSCI.  The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not 

be used as a basis for or a component of any financial instruments or products or indices.  None of the MSCI information is intended to constitute 
investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied on as such. 
Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The 
MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this 
information.  MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information 
(collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, 
completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information.  Without 
limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, 
consequential (including, without limitation, lost profits) or any other damages. (www.msci.com) 

4 MSCI Emerging Markets Net Index (EM). 
5 Brazil, China, Hungary, India, Korea, Malaysia and South Africa included. 
6 Presented for comparative purposes only. 
   Note:  Weightings may not total 100% due to rounding. 
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Tuesday, September 11, 2012 
 
 
Walter Scott & Partners Limited 
 
Dear Manager, 
 
Per the monthly request by Ventura County; please provide a monthly summary/update of 
portfolio performance. Ventura County would like the following four questions answered: 
 

1. Change in talent, process, organization and/or regulatory development 
None 

 
 

2. What hurt or helped relative performance in the last month and 12 months? 
Please refer to the most recent monthly report 

 
 

3. What is your 12 month outlook for the investment markets? 
This is also referred to in the monthly report 

 
 

4. Confirmation of compliance with investment guidelines 
Compliance with investment guidelines are disclosed on a quarterly basis and 
will be reported in each quarterly report going forward.  If the fund is out of 
compliance, we would contact the client directly.   
 

 
Additionally, please provide monthly deliverables typically provided/requested. This would include 
market value and monthly return requests (preliminary data is OK). 
 
Please provide us with an update by the morning of the second Monday of each month. Please 
let me know if you have questions or concerns. 
 
 
Sincerely, 
 
Leon Kung 
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August 2012 

MONTHLY 
COMMENTARY 

Walter Scott & Partners Group Trust International Fund 
The views expressed in this report are those of Walter Scott & Partners Limited.  
This report is not an invitation to subscribe for any fund, account or investment vehicle. 
 

Objective 
The investment objective is to achieve superior long term after inflation returns by 
investing in a fund of international stocks that have high internal rates of return and 
are growing at above average rates. 
 

Comment 
On first glance global equity markets appear in remarkably good spirits. Following a 
healthy performance in July, most equity markets remained buoyant in August. US 
equity markets have shown particular strength in 2012. At the heart of troubled 
Europe, Germany’s DAX index has experienced similar strength in recent months and 
a number of South-East Asian markets have performed well despite the mixed 
outlook for China. Admittedly, volumes across equity markets have been extremely 
low but these numbers certainly suggest confidence and optimism. That mood 
contrasts with the downbeat impression that might be gained from analysing
economic newsflow. Business confidence in the euro zone has fallen and 
employment data across Europe continues to worsen. Euro zone unemployment was 
11.3% in July with youth unemployment 22.6%. With the growing polarity between 
the euro zone core and the periphery, youth unemployment in Spain now stands at 
52.9%. It is difficult to comprehend the future cost of this increasingly lost generation 
of young people. Elsewhere in Spain, Catalonia, the second largest region, has been 
forced to tap Spain’s €18bn rescue fund that was only established this summer. The 
economic challenges facing many euro zone countries remain unrelenting and 
structural questions are also looming. The German Constitutional Court will soon rule 
upon the legality of the European Stability Mechanism and there will inevitably be 
diplomatic jostling around proposals for a single European banking regulator. These 
issues, amongst others, have the potential to disturb equity markets. 
 
Away from the near permanent state of worry in the euro zone, Australia’s resources 
minister, Martin Ferguson also struck a somewhat negative note during August. 
Whilst his colleagues, most notably the prime minister, have sought to correct his 
message, he has not yet appealed to the increasingly common defence of 
“misspeak”. The minister noted, “you’ve got to understand, the resources boom is 
over… the commodity price boom is over and anyone with half a brain knows that”. 
Whilst talk of an end to the so-called commodity supercycle is not new, those fears, 
until now, have been brushed off by markets. Such disregard may not continue. 
Elsewhere, amongst many cautious comments from luxury goods companies 
commentators have pointed to the decline in the Liv-ex fine wine indices as a proxy 
for a serious slowdown in China. Since highs in June 2011 the main indices tracking 
the most sought after wines have fallen markedly. Views on investment opportunities 
in China have become increasingly divided as have views on the real long term 
implications of the spate of political scandals. The growth engine may be slowing but 
it seems unlikely at this stage that it will falter significantly. Comfort can be taken 
from the near absolute power of the Chinese government to apply fiscal and 
monetary medicine. Markets may find it more difficult to find comfort in US political 
power. Much has been said about the need to address the US fiscal cliff.  
 
 

  

 

 

Performance 

Period 
Fund 

% 
MSCI EAFE 

% 

Aug-12 1.5 2.7 

Year-to-date 12.8 6.9 

Inception  
17-Sep-03* 

8.8 5.8 

*Annualised return 

 
 
 
 
 

Top Ten Holdings 

Company Sector 

Novo Nordisk  Healthcare 

Essilor Healthcare 

Fanuc Industrials  

Adidas  
Consumer 
discretionary  

CSL Healthcare 

SGS Industrials  

L’Oreal Consumer staples  

CNOOC Energy 

Daito Trust 
Construction 

Financials  

Novartis  Healthcare  
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Whilst it seemed inconceivable and against all economic logic, and indeed good old 
fashioned housekeeping and budgeting, that this issue would be avoided once again, 
there is a growing feeling that this political "can" will be kicked into 2013.  It was 
perhaps naïve to think that economic reality would conquer over the political will to 
avoid this issue, albeit one that goes to the heart of US economic health. 
 
Concerns and risks within Europe, China, the US and still simmering tensions in the 
Middle East have been with us for some time now but that does not negate their 
seriousness. The contrasting picture of equity markets can only suggest a continued 
and growing belief that the ECB and the US Federal Reserve will act soon and yet 
again deluge financial markets with funds via quantitative easing (QE). 
 
Whilst it is relatively easy to become downbeat from a macro-economic perspective, 
from a company perspective, grounds for optimism remain. High quality, world 
leading companies have shown the ability to pursue profitable growth, expand and 
grow market share not only in August but over many months. Time and time again, 
companies have shown an ability to maintain pricing power and margins and grow at 
a rate above that of their respective market. However, economic realities, and more 
specifically continued economic uncertainties, can only weigh upon management 
decision making. Such sentiment is certainly spreading and US companies in 
particular now often reference the impact of uncertainty around federal budgets and 
specifically employee healthcare costs.  
 
That economic-related uncertainty has also recently been joined by growing 
confusion around the regulatory environment. The financial sector has grown 
accustomed to a shifting landscape as regulators try to find the best route to ensure 
that banking risks are understood and managed, and appropriately limited across all 
banks in every jurisdiction. Those admirable efforts are often combined with a more 
politically driven need to be seen to do something. But with the recent substantial 
and high profile fines against both HSBC and Standard Chartered one has to question 
whether the balance has tilted towards politics rather than robust regulation. There is 
no doubt the regulatory burden has grown with a recent Bank of England report 
noting that in 1980 there was one regulator for every 11,000 working in finance. In 
2011, there was one regulator for every 300. 
 
Outside the financial sector, questions around proper regulation have also arisen and 
for many, fears of protectionism are looming. Apple’s high profile legal wrangles with 
Samsung have certainly fuelled such debate. The legal specifics have varied between 
jurisdictions but the outcome of Apple’s legal proceedings around the world have 
been marked in their differences. At one extreme, Apple’s claims were rejected in the 
UK and Apple was asked to publish a clarification by way of apology in the UK 
national press. Whilst in the US, the court found in favour of Apple and Samsung may 
be prohibited from selling a number of its products in the US market. Does this 
indicate outdated patent protection laws outwith the US or a US fight to protect its 
technological industry and a return to old fashioned protectionism?  Whichever side 
of the debate one favours, the result for companies is the same; uncertainty. 
Uncertainty can destroy confidence and in the board rooms of global corporations 
confidence is needed to lay the ground work for growth not only in the next year but 
in the coming decades. 
 
 
 

 

 

 

Geographic Breakdown 

 Weight % 

Europe ex UK 30.7 

Japan 25.7 

Asia Pacific ex Japan 16.4 

UK 15.7 

Emerging markets 8.2 

Canada 1.7 

Liquidity 1.6 

Total 100.0 

 
 
 

Sector Breakdown 

 Weight % 

Consumer staples 18.3 

Healthcare 15.7 

Consumer discretionary 13.3 

Energy 12.3 

Financials 10.6 

Information technology 8.3 

Industrials 7.9 

Utilities 6.5 

Materials 3.4 

Telecom services 2.1 

Liquidity 1.6 

Total 100.0 
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As investors in the US, Europe and elsewhere return from their traditional summer 
break, and with little good news expected, there seems a reasonable prospect that 
markets will return to a more familiar volatile pattern following such an upbeat 
summer. Japan Airlines filed for bankruptcy protection back in 2010 but hopes to 
conclude its $8.5 billion IPO in September. This will be the largest IPO since 
Facebook Inc and a test of the depth of confidence within equity markets. Time will 
tell whether the airline has picked the right moment to relist but if uncertainty brings 
volatility back to global equity markets, for Japan Airlines turbulence may not only be 
in the air. 
 

Companies 
Essilor, the world leader for corrective lenses, reported half year sales up 22.8%. 
Within that figure acquisitions represented 11.7% and there was some currency 
benefit. However, like-for-like sales growth was still a respectable 6.6%. Essilor is 
present in more than 100 countries and its focus has always rested more on 
innovation than straightforward consumer marketing. Both these factors have 
underpinned the company’s continued growth. In North America like-for-like growth 
was 6.4% whilst 3.6% like-for-like growth in Europe reflected sufficient strength in 
France, Germany and the UK to offset weakness in Southern Europe. With 14 bolt-on 
acquisitions over the first half, Essilor continues to take advantage of market 
weakness to build on its own industry position and the company confirmed guidance 
for 12-15% revenue growth over the full year. 
 
At the beginning of August the newly formed New York State Department of 
Financial Services (DFS) released claims that Standard Chartered had wrongly 
concealed transactions with Iranian parties from US regulators over a ten year period. 
In prompt response, Standard Chartered released a statement strongly rejecting the 
DFS’ position and portrayal of the facts. Of over 150 million transactions conducted 
over the period only 236 were not fully compliant. According to Standard Chartered, 
of the 236, the issues involved can mostly be described as clerical and none were 
related to any terrorist activities. Despite this staunch defence, in the face of 
mounting media attack, Standard Chartered reached the pragmatic decision to settle 
with the DFS. Whilst the details have still to be finalised, Standard Chartered's 
settlement fine with the DFS is likely to be in the region of $340 million. That figure 
represents 6% of Standard Chartered’s estimated net income in 2012 ($5.3 billion). 
The episode is certainly regrettable but the investment team has been encouraged by 
management’s open and direct communication through a number of telephone calls 
and a face-to-face meeting with the CFO. Standard Chartered appears to have found 
itself embroiled in a politically motivated regulatory maelstrom for which, arguably, 
the repercussions have been disproportionate to the activities under scrutiny. That 
said, Standard Chartered may face further fines from other US financial regulators 
and its previously held “safe haven” status will take some time to rebuild. However, 
the investment rationale for this stock has been largely based on the growth 
opportunities offered by its strategic presence in Asia. The bank is well positioned to 
capture meaningful market share of both the wealth management and banking 
markets that will expand with the growing middle class across the region. Whilst the 
stock must remain under review, those prospects have not been impacted by these 
recent events. 
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Fund Changes 
There were no changes to the fund during August.   
 

Outlook 
At the recent Jackson Hole gathering of central bankers the US Federal Reserve 
Chairman Bernanke noted, in a characteristically understated way, that the economic 
situation is “far from satisfactory”. The question is whether the prospect of QE will 
continue to support markets regardless of economic realities. It seems likely that at 
some point economic realities must puncture the current “onwards and upwards” 
mindset of equity markets. Timing of such markets’ shifts are however well beyond 
the remit of an investment firm solely focused on “bottom up” stock selection. Walter 
Scott will maintain its strict focus on companies able to grow despite challenging 
markets and able to finance investment to drive future growth with or without the 
fillip of economic growth that is lacking in so many parts of the world. 
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Valuation Statement

Page 1 of 1

01 Aug 12 - 31 Aug 12

Account number:   VCera

Contents

Holdings Statement

Transaction Detail

Market and Book Value Reconciliation

NOTE: All amounts are denominated in USD

Participant Name

Sponsor

Walter Scott

Questions?

Ventura County Employees Retirement Assn

 

 

 

If you have any questions about this report, please direct them to 

pooledfunds@walterscott.com.

*Generated by Northern Trust from reviewed periodic data on 06 Sep 12 C4789  Northern Trust
1
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Valuation Statement

Page 1 of 1

31 AUG 12

Holdings Statement

Account number:   VCera

Description Units

Market

Price

Market

Value Value

Unrealized

Gain/Loss

Book % of 

Total

Walter Scott

Participant: Ventura County Employees Retirement Assn

 100.00%3,305,753.3773,678,577.7876,984,331.15 21.315246555 3,611,702.588WS Group Trust International

Total 76,984,331.15 73,678,577.78 3,305,753.37  100.00%

*Generated by Northern Trust from reviewed periodic data on 06 Sep 12 C4790  Northern Trust 2
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Valuation Statement

Page 1 of 1

01 AUG 12 - 31 AUG 12

Transaction Detail

Account number:   VCera

Date Description

Transaction

Amount Charges

Net

Amount

Unit

Price

Price

Date Units

Book

Value

Realized

G/L

Walter Scott

WS Group Trust International

Participant: Ventura County Employees Retirement Assn

Opening Balance  3,611,702.588 73,678,577.78

Closing Balance  3,611,702.588 73,678,577.78

*Generated by Northern Trust from reviewed periodic data on 06 Sep 12 C4791  
Northern Trust 3
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Valuation Statement

Page 1 of 1

01 AUG 12 - 31 AUG 12

Market and Book Value Reconciliation

Account number:   VCera

Current Period Year to Date

Book Value Market ValueBook Value Market Value

Ventura County Employees Retirement Assn

WS Group Trust International

Walter Scott

46,514,544.2749,953,577.7875,882,591.6973,678,577.78Opening Balance

Contributions and Withdrawals

0.00 0.00 23,725,000.00 23,725,000.00Participant Contributions

0.00 0.00 23,725,000.00 23,725,000.00Total Contributions and Withdrawals

1,101,739.46Net Change in Unrealized Gain/Loss

0.00Realized Gain/Loss on Sales

0.000.00Realized Gain/Loss Distribution 0.00 0.00

0.00

6,744,786.88

Total Gains/Losses 1,101,739.46 6,744,786.88

Net Income 0.00 0.00 0.00 0.00

Total Investment Change 1,101,739.46 6,744,786.880.00 0.00

0.000.00

76,984,331.1573,678,577.7876,984,331.1573,678,577.78Closing Balance

*Generated by Northern Trust from reviewed periodic data on 06 Sep 12 C4792 
Northern Trust 4
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 GMO LLC 
Ventura County Employees’ Retirement Association 

Hewitt EnnisKnupp, Inc., an Aon Company 
August, 2012 

 
Monthly summary/Portfolio performance 
 
Please refer to the attached “Ventura County ERA August 2012 
Performance_PRELIM” and “Ventura County ERA August 2012 
Transactions_PRELIM” reports. 
 
 
1. Change in talent, process, organization and/or regulatory development. 
 

GMO Asset Allocation Team 
 
There were no changes to the GMO Asset Allocation Team during August, 2012. 
 
Investment Process 
 
There were no changes to the investment process during August, 2012. 
 
Organization 
 
There were no changes at the organization level during August, 2012. 
 
Regulatory developments during August, 2012: 
  
There were no regulatory developments during August, 2012. 

 
 

2. What hurt or helped relative performance in the last month and 12 months. 
 

This information will be provided in your quarterly client reporting package.   
 
 
3. What is your 12 month outlook for the investment markets. 
  

GMO does not generate a 12 month investment outlook.  This information is 
available quarterly and in our 7 year Asset Class Return Forecast.  A copy of the 
“GMO 7 Year Asset Class Return Forecast August 2012” will be forwarded as soon 
as it becomes available.   
 

4. Confirmation of compliance with investment guidelines. 
 

Please refer to the monthly letter provided by GMO's compliance department. 
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5
Year

3
Year

1
Year

% of
Account

Market
Value (M)

*Since
InceptionInvestment YTDMonth

Annualized

N/AN/AN/A 36.8 %60.44.03 %U.S. Flexible Equities 1

(07/23/2012)
4.03 %1.88 %

N/AN/AN/A 4.53Russell 3000 4.532.50

N/AN/AN/A -0.50Value Added -0.50-0.62

2.2413.9619.87 6.510.64.12U.S. Core Equity
(05/02/2005)

13.201.99

1.2813.6218.00 4.81S&P 500 13.512.25

0.960.341.87 -0.69Value Added -0.31-0.26

3.1613.9519.71 43.371.14.86Domestic Equity
(05/02/2005)

12.881.89

-5.850.73-2.21 22.837.42.03International Intrinsic Value 2

(05/02/2005)
3.903.90

-6.12-0.050.07 2.08MSCI EAFE Value 6.073.42

0.270.78-2.28 -0.05Value Added -2.170.48

-4.812.40-0.04 2.94MSCI EAFE 6.922.69

-1.04-1.67-2.17 -0.91Value Added -3.021.21

-1.128.114.79 7.312.05.22International Growth Equity 2

(05/02/2005)
11.352.51

-3.564.85-0.22 3.74MSCI EAFE Growth 7.691.95

2.443.265.01 1.48Value Added 3.660.56

-4.812.40-0.04 2.94MSCI EAFE 6.922.69

3.695.714.83 2.28Value Added 4.43-0.18

Ventura County Employees' Retirement Association
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Periods Ending August 31, 2012
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5
Year

3
Year

1
Year

% of
Account

Market
Value (M)

*Since
InceptionInvestment YTDMonth

Annualized

N/AN/AN/A 10.1 %16.68.86 %Currency Hedged Int'l. Equity 2

(12/12/2011)
7.20 %2.26 %

N/AN/AN/A 8.67MSCI EAFE (Hedged) 7.741.60

N/AN/AN/A 0.19Value Added -0.540.66

N/A6.53-9.22 13.922.8-4.21Emerging Markets 2

(06/04/2008)
4.080.90

N/A7.16-5.91 -1.99S&P/IFCI Composite 6.340.01

N/A-0.63-3.31 -2.22Value Added -2.260.89

N/A6.64-5.80 -2.52MSCI Emerging Markets 5.61-0.33

N/A-0.11-3.42 -1.69Value Added -1.531.23

N/A-5.21-6.57 2.74.4-3.70Flexible Equities 2

(12/12/2008)
-1.22-0.83

N/A7.918.12 12.89MSCI World 9.992.54

N/A-13.12-14.69 -16.59Value Added -11.21-3.37

N/A-1.41-5.43 3.62MSCI Japan IMI -0.10-0.70

N/A-3.80-1.14 -7.32Value Added -1.12-0.13

-3.604.25-2.76 56.793.13.99International Equity
(05/02/2005)

5.612.41

-0.418.556.70 100.0164.24.96Total Equity
(05/02/2005)

8.942.16

Ventura County Employees' Retirement Association

Performance Net of Fees and Expenses - Preliminary in USD - Detail

Periods Ending August 31, 2012
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5
Year

3
Year

1
Year

% of
Account

Market
Value (M)

*Since
InceptionInvestment YTDMonth

Annualized

0.10 %8.45 %6.72 % 100.0 %164.25.31 %Total Asset Allocation
(05/02/2005)

8.91 %2.16 %

-1.937.726.22 3.78Policy Benchmark ** 9.432.17

2.030.730.50 1.53Value Added -0.52-0.01

* Periods of less than a year are not annualized
** 100% MSCI ACWI
Note:
1 The Fund is generally priced as of the NYSE close. Among other potential adjustments, the Fund fair values non-U.S. securities to take into account general market movements and other events
that occur after the non-U.S. markets close but before the close of the NYSE. The Fund's benchmark does not similarly adjust foreign market closing prices. Consequently, on any given day, the
Fund's performance may be affected by the differing pricing methodologies. Please see the Fund's prospectus for further details.
2 The Fund is generally priced as of the NYSE close.   Among other potential adjustments, the Fund fair values non-U.S. securities to take into account general market movements and other events
that occur after the non-U.S. markets close but before the close of the NYSE.  The Fund's benchmark does not similarly adjust foreign market closing prices.  Consequently, on any given day, the
Fund's performance may be affected by the differing pricing methodologies.  Please see the Fund's prospectus for further details.
The pricing, transaction and performance information above is preliminary, for informational purposes only and subject to revision.
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Current
Shares

Gains/
Losses

Market
Value

08/31/2012Price
% Of
FundFund

Cash
Flows

Market
Value

12/31/2011

5,868,035.9512,274,849 60,440,77010.300.82U.S. Flexible Equities Fund-III 58,165,9220

770,511.5671,558,756 10,648,47013.820.75U.S. Core Equity Fund-III -3,478,64012,568,354

0.0004,257,257 023.510.00Quality Fund-III -54,900,07750,642,820

1,924,571.9511,430,278 37,413,67919.440.43International Intrinsic Value Fund-III 9,371,78426,611,617

524,077.8921,344,791 11,980,42122.860.53International Growth Equity Fund-III -5,220,05815,855,688

748,686.052819,201 16,568,42222.130.54Currency Hedged Int'l. Equity Fund-III 5,218,50310,530,719

2,111,272.433905,249 22,801,74210.800.22Emerging Markets Fund-II 4,382,93917,513,555

262,907.323100,684 4,385,29416.680.48Flexible Equities Fund-III -1,634,7565,919,366

0.000-14,023 024.600.00Alpha Only Fund-III -1,905,6161,919,639

12,677,041 164,238,798Total 10,000,000141,561,758

If you are an investor in a GMO fund who receives statements directly from the relevant fund's transfer agent or administrator, we urge you to compare those statements with your GMO
statements.

Transaction Details

PriceFees Paid Total Shares
Shares This
TransactionTransactionDate Net AmountGross Amount

U.S. Flexible Equities Fund-III in USD

9.900.00 5,672,914.0005,672,914.000Receipt In-kind07/23/2012 56,165,921.7556,165,921.75

10.250.00 5,868,035.951195,121.951Purchase by Wire08/30/2012 2,000,000.002,000,000.00

U.S. Core Equity Fund-III in USD

13.420.00 1,029,513.0604,361.858Dividend-Reinvested04/05/2012 58,536.1358,536.13

Ventura County Employees' Retirement Association

Change in Market Value, Account Detail in USD - PRELIMINARY

YTD Ending August 31, 2012

GMO Page 1, September 05, 2012 8:15:50 pm
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Ventura County Employees' Retirement Association

Change in Market Value, Account Detail in USD - PRELIMINARY

YTD Ending August 31, 2012

Transaction Details

PriceFees Paid Total Shares
Shares This
TransactionTransactionDate Net AmountGross Amount

12.970.00 929,698.584-99,814.476Exchange Redemption06/12/2012 -1,294,593.76-1,294,593.76

13.720.00 854,216.005-75,482.579Exchange Redemption08/08/2012 -1,035,620.98-1,035,620.98

13.720.00 820,372.998-33,843.007Exchange Redemption08/08/2012 -464,326.05-464,326.05

13.720.00 770,511.567-49,861.431Exchange Redemption08/08/2012 -684,098.84-684,098.84

Quality Fund-III in USD

23.880.00 2,330,103.84532,335.222Exchange Purchase04/05/2012 772,165.11772,165.11

23.880.00 2,350,777.18420,673.339Exchange Purchase04/05/2012 493,679.33493,679.33

23.880.00 2,363,901.79213,124.608Dividend-Reinvested04/05/2012 313,415.64313,415.64

22.580.00 2,377,218.36913,316.577Dividend-Reinvested07/06/2012 300,688.31300,688.31

22.580.00 2,476,904.25499,685.885Long Term Cap Gain-Reinvest07/06/2012 2,250,907.292,250,907.29

22.580.00 2,483,939.4277,035.173Short Term Cap Gain-Reinvest07/06/2012 158,854.20158,854.20

22.610.00 0.000-2,483,939.427Redemption In-kind07/23/2012 -56,165,921.75-56,165,921.75

International Intrinsic Value Fund-III in USD

19.670.00 1,417,231.23411,440.567Exchange Purchase04/05/2012 225,035.95225,035.95

19.670.00 1,451,546.19934,314.965Exchange Purchase04/05/2012 674,975.36674,975.36

19.670.00 1,458,860.6607,314.461Exchange Purchase04/05/2012 143,875.45143,875.45

17.930.00 1,531,063.32472,202.664Exchange Purchase06/12/2012 1,294,593.761,294,593.76

17.930.00 1,555,803.35424,740.030Exchange Purchase06/12/2012 443,588.73443,588.73

17.930.00 1,662,084.207106,280.853Exchange Purchase06/12/2012 1,905,615.691,905,615.69

18.500.00 1,681,535.08419,450.877Dividend-Reinvested07/11/2012 359,841.23359,841.23

19.410.00 1,716,779.74335,244.659Exchange Purchase08/08/2012 684,098.84684,098.84

GMO Page 2, September 05, 2012 8:15:50 pm
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Ventura County Employees' Retirement Association

Change in Market Value, Account Detail in USD - PRELIMINARY

YTD Ending August 31, 2012

Transaction Details

PriceFees Paid Total Shares
Shares This
TransactionTransactionDate Net AmountGross Amount

19.250.00 1,924,571.951207,792.208Purchase by Wire08/30/2012 4,000,000.004,000,000.00

International Growth Equity Fund-III in USD

22.580.00 681,546.965-76,735.581Exchange Redemption04/05/2012 -1,732,689.42-1,732,689.42

22.580.00 651,654.345-29,892.620Exchange Redemption04/05/2012 -674,975.36-674,975.36

20.670.00 663,722.71812,068.373Dividend-Reinvested06/11/2012 249,453.28249,453.28

20.960.00 502,322.965-161,399.753Exchange Redemption06/12/2012 -3,382,938.83-3,382,938.83

20.960.00 480,844.333-21,478.632Exchange Redemption06/12/2012 -450,192.13-450,192.13

20.960.00 459,680.749-21,163.584Exchange Redemption06/12/2012 -443,588.73-443,588.73

22.780.00 480,063.80720,383.058Exchange Purchase08/08/2012 464,326.05464,326.05

22.720.00 524,077.89244,014.085Purchase by Wire08/30/2012 1,000,000.001,000,000.00

Currency Hedged Int'l. Equity Fund-III in USD

21.850.00 588,029.66179,299.287Exchange Purchase04/05/2012 1,732,689.421,732,689.42

20.590.00 609,894.26221,864.601Exchange Purchase06/12/2012 450,192.13450,192.13

21.570.00 610,810.376916.114Dividend-Reinvested07/11/2012 19,760.5719,760.57

21.570.00 611,542.701732.325Long Term Cap Gain-Reinvest07/11/2012 15,796.2615,796.26

22.300.00 657,983.10446,440.403Exchange Purchase08/08/2012 1,035,620.981,035,620.98

22.050.00 748,686.05290,702.948Purchase by Wire08/30/2012 2,000,000.002,000,000.00

Emerging Markets Fund-II in USD

10.2325,952.36 2,018,648.717328,151.170Exchange Purchase06/12/2012 3,356,986.473,382,938.83

10.718,000.00 2,111,272.43392,623.716Purchase by Wire08/30/2012 992,000.001,000,000.00

Flexible Equities Fund-III in USD

GMO Page 3, September 05, 2012 8:15:50 pm
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Ventura County Employees' Retirement Association

Change in Market Value, Account Detail in USD - PRELIMINARY

YTD Ending August 31, 2012

The pricing, transaction and performance information above is preliminary, for informational purposes only and subject to revision.

Transaction Details

PriceFees Paid Total Shares
Shares This
TransactionTransactionDate Net AmountGross Amount

18.710.00 337,403.692-12,027.576Exchange Redemption04/05/2012 -225,035.95-225,035.95

18.710.00 296,133.510-41,270.182Exchange Redemption04/05/2012 -772,165.11-772,165.11

18.710.00 288,443.748-7,689.762Exchange Redemption04/05/2012 -143,875.45-143,875.45

18.710.00 262,057.894-26,385.854Exchange Redemption04/05/2012 -493,679.33-493,679.33

17.400.00 262,907.323849.429Dividend-Reinvested07/11/2012 14,780.0714,780.07

Alpha Only Fund-III in USD

24.460.00 0.000-77,907.428Exchange Redemption06/12/2012 -1,905,615.69-1,905,615.69

GMO Page 4, September 05, 2012 8:15:50 pm
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Grantham, Mayo, Van Otterloo & Co. LLC

40 Rowes Wharf Boston, MA 02110
T: (617) 330-7500 F: (617) 261-0134 I www.gmo.comGMO

September 6, 2012

Mr. Donald Kendig
Retirement Administrator
Ventura County Employees' Retirement Association
1190 S Victoria Avenue, Suite 200
Ventura, CA 93003

Dear Mr. Kendig,

Pursuant to the Investment Management Agreement for the Ventura County Employees'
Retirement Association and Grantham, Mayo, Van Otterloo & Co. LLC dated as of April
18, 2005 (the 'Agreement'), the Ventura County Employees' Retirement Association
account was in compliance with the Client Mandate Form (the Investment Guidelines set
forth in Schedule A to the Agreement) for the month of August 2012.

Sincerely,

Mark Landis
Compliance Specialist

North America Europe Asia-Pacific
49
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© Western Asset Management Company 2012. This publication is the property of Western Asset Management Company and is intended for the sole use of its clients, consultants, and 
other intended recipients. It should not be forwarded to any other person. Contents herein should be treated as confidential and proprietary information. This material may not be 
reproduced or used in any form or medium without express written permission.

Market Review
The Barclays U.S. Aggregate Bond Index posted 
a total return of 1.38% in July as rates fell across 
the yield curve (Exhibit 1). It was a relatively 
hum-drum month in terms of both domestic 
and global news, yet investors trained a wary 
eye on Europe as its sovereign debt saga con-
tinued to play out in a painfully slow fashion. At 
home, domestic economic data were mixed. 
Growth persisted in mildly positive territory, 
with the initial estimate of 2Q12 GDP register-
ing a 1.5% annualized rate. While otherwise 
tepid, positive growth remains a far cry from 
contraction or recession. In Spain, a multitude 
of regional governments made formal requests 
for bailout aid to the national government, in-
dicating Spain’s financial stress is greater than 
previously thought. Signaling the bond market 
equivalent of a four-alarm fire, Spanish 10-year 
government bonds reacted by climbing above 
7.50%. Spanish yields eventually retreated to 
the high 6% range – which is itself unsustain-
ably high – upon European Central Bank (ECB) 
President Mario Draghi’s promise that “…within 
our mandate, the ECB is ready to do whatever 
it takes to preserve the euro. And believe me, it 
will be enough.” While his statement served its 
immediate purpose, the market will eventually 
demand concrete actions, not further verbiage. 
As investors sought safety, the German 10-year 
bund ended the month 30 basis points (bps) 
lower, yielding 1.28%, and the French 10-year 
note fell about 63 bps to 2.06%.

Spreads narrowed across major spread sectors 
as investors expressed a preference for riskier 
assets (Exhibit 2). Investment-grade credit, high-yield bonds and 
agency mortgages generated positive total returns as well as positive 
excess returns relative to duration-neutral US Treasuries (UST). Equi-
ties surged ahead over the month, with the S&P 500 Index gaining 
1.26% and the Dow Jones Industrial Average up by 1.00%.          

Washington Review
At its late July meeting (which concluded on August 1), the Federal 

Reserve (Fed) left key policies unchanged. The Fed reiterated that 
the fed funds target rate will remain within a range of 0% to 0.25% 
through at least late 2014 and that the second round of the Maturity 
Extension Program (aka “Operation Twist”) will continue through 
the end of the year. While the Fed acknowledged that the economy 
has slowed somewhat over the first half of the year, it didn’t sound 
any alarms regarding economic deceleration. Some market partici-
pants had hoped that the Fed would unveil some form of further 

Investment Report

US

Exhibit 1
Yield Curve Changes in July
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Exhibit 2
Sector Returns (%)

Sector
MTD

Total Return
YTD

Total Return
MTD

Excess Return
YTD

Excess Return
US Aggregate 1.38 3.78 0.50 1.40

US Treasury 1.01 2.53 0.00 0.00

US TIPS 1.90 6.01 n/a n/a

US Agency 0.83 2.51 0.24 1.01

US Agency MBS 0.80 2.47 0.28 0.72

CMBS 1.66 6.09 1.19 4.91

Baa Corporate 2.93 7.83 1.63 4.30

US Corporate IG 2.88 7.67 1.62 4.35

US Corporate High-Yield 1.90 9.31 1.25 7.37

Emerging Markets (USD) 3.82 11.04 2.67 7.57

Source: Barclays Capital
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stimulus. However, unless the economy sours 
considerably, the Fed is unlikely to launch any 
potentially controversial actions until after the 
presidential elections.

Economic Review 
Economic data again indicated an economy 
slowly moving along while largely mired in 
the doldrums. As already discussed, 2Q12 real 
GDP registered an annualized growth rate of 
1.5%. Due largely to a slackening in consumer 
expenditures, this is down 0.5% from the previ-
ous quarter’s upwardly revised rate of 2.0%. The 
economy continued to struggle to create new 
jobs. According to the U.S. Department of Labor, 
nonfarm payrolls in June grew by 80,000, slightly 
below the market’s diminished expectations. 
The unemployment rate remained unchanged 
at 8.2%. Weekly initial jobless claims remained 
volatile due to summer retooling at auto plants. 
However, the month-end four-week moving 
average was 365,500, which is about 20,000 
fewer than its reading at the end of the previous 
month, indicating improvement. 

Core CPI (seasonally adjusted), which excludes 
the volatile food and energy components, in-
creased by 0.2% in June, matching the pace over 
the previous three months. Over the previous 12 
months, core CPI grew at a 2.2% rate, which is 
0.6% higher than the 1.6% rate posted one year 
ago. Outside of the core figures, headline infla-
tion (seasonally adjusted) remained unchanged 
in June, as expected. Headline inflation increased 
at a 1.7% pace year-over-year.

Housing news was mixed, as sales of existing homes disappointed, 
whereas other figures generally indicated improvement. Existing-
home sales unexpectedly dropped by 5.4% in June. While the number 
of new homes sold in June was 20,000 lower than expected, numbers 
for May and June were substantially upwardly revised, by 13,000 and 
15,000, respectively, so the net effect over the last three months still 
points to improvement. The supply of new homes increased to 4.9 
months. In May, the most recent data period available, the S&P/Case-
Schiller 20-City Composite Home Price Index (seasonally adjusted; 
data released on a two-month lag) increased by 0.9% for its fourth 
consecutive gain (Exhibit 3). 

As previously mentioned, US equities gained over the month as mar-

ket measures of volatility were mixed. The VIX Index, which measures 
volatility in equity markets, increased from 17.1% to 18.93%, which 
is below its long-term average. The MOVE Index, which measures 
interest-rate volatility, dipped from 73.2 to 69.8 over July (Exhibit 4). 
The price of crude oil increased by $3.85 as West Texas Intermediate 
crude ended the month at $88.06 per barrel. Gold increased by 1.1% to 
end the month at $1,614 per ounce. The US dollar rose by 2.90% versus 
the euro over the month as markets reacted to the lack of definitive 
action in Europe despite the positive developments in late June.       

Performance Review
US strategies generally outperformed their benchmarks in July. An 
overweight to investment-grade credit, particularly to financials, 
added to returns as spreads narrowed. High-yield allocations, 

Exhibit 4
Market Volatility
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Exhibit 3
S&P/Case-Shiller Home Price Index (20-City Composite, Seasonally Adjusted)

S&P/Case-Shiller Home Price Index (20-City Composite, Seasonally Adjusted)
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Past results are not indicative of future investment results. This publication is for informational purposes only and reflects the current opinions of Western Asset Management. Information 
contained herein is believed to be accurate, but cannot be guaranteed. Opinions represented are not intended as an offer or solicitation with respect to the purchase or sale of any security 
and are subject to change without notice. Statements in this material should not be considered investment advice. Employees and/or clients of Western Asset Management may have a 
position in the securities mentioned. This publication has been prepared without taking into account your objectives, financial situation or needs. Before acting on this information, you 
should consider its appropriateness having regard to your objectives, financial situation or needs. It is your responsibility to be aware of and observe the applicable laws and regulations 
of your country of residence. 
Western Asset Management Company Distribuidora de Títulos e Valores Limitada is authorized and regulated by Comissão de Valores Mobiliários and Banco Central do Brasil. Western 
Asset Management Company Pty Ltd ABN 41 117 767 923 is the holder of the Australian Financial Services Licence 303160. Western Asset Management Company Pte. Ltd. Co. Reg. No. 
200007692R is a holder of a Capital Markets Services Licence for fund management and regulated by the Monetary Authority of Singapore. Western Asset Management Company Ltd is 
a registered financial instruments dealer whose business is investment advisory or agency business, investment management, and Type II Financial Instruments Dealing business with 
the registration number KLFB (FID) No. 427, and a member of JSIAA (membership number 011-01319). Western Asset Management Company Limited (“WAMCL”) is authorized and 
regulated by the Financial Services Authority (“FSA”). In the UK this communication is a financial promotion solely intended for professional clients as defined in the FSA Handbook and 
has been approved by WAMCL.

where held, generated positive results. Exposure to the non-agency 
mortgage-backed sector added to performance as investors felt 
more comfortable taking risk. Diversification into US TIPS had a 
slightly positive impact on performance as inflation expectations 
increased. The agency mortgage sector outperformed similar dura-
tion UST; our generally neutral exposure to the sector resulted in a 
minimal impact. Our tactically short duration positioning detracted, 
while curve positioning, overweight the long-end of the yield curve, 
added to performance.

Outlook
Economic data continued to support our view that economic growth 
proceeded along its subdued, yet positive trajectory. Barring a sudden 
contagion or scenarios involving major spillover effects throughout 
the globe, we expect a continuation of positive domestic economic 
growth and for spread sectors to perform modestly well through 
the second half of 2012. The Fed remains highly accommodative, 
corporate balance sheets are strong and earnings reports are gen-
erally positive. While valuations are still generally attractive despite 
recent spread tightening, we are unlikely to add to positions given 
the current elevated uncertainty in markets. 

In terms of strategy, we continue to favor financials, which remain 
discounted by the market. However, we do have a bias toward trim-
ming our positions, given the richer valuations as well as continued 
heightened market uncertainty. Where permitted, we are maintaining 
a modest exposure to the high-yield sector. We will tactically shift 
around a neutral position within agency mortgages. Although we 
slightly trimmed our non-agency mortgage positions earlier in the 
year, we believe that potential returns for this sector remain more 
heavily skewed to the upside, especially as delinquency rates have 
improved. We will maintain a slightly short duration position, which 
we may tactically adjust. We will continue to favor an overweight to 
the back end of the yield curve as a hedge against periodic flights 
to safety.

For more information on Western Asset, visit our website at 
westernasset.com.
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Performance Summary Report

August 31, 2012

Ventura County Employees' Retirement Association Core Fixed Income Portfolio

Current
Month

Inception
to Date

Latest
5 Years

Latest
3 Years

Latest
2 Years

Latest
12 Months

Year
to Date

Latest
3 Months

Latest
10 Years

Latest
15 Years

Latest
6 Months

Latest
7 Years

Annualized

1 

Gross

 3.25%  4.84%  7.74%  9.44%  7.78%  10.42%  7.72%  6.44%  6.89%  7.23%  7.29%Portfolio  0.46

 1.49%  2.97%  3.85%  5.78%  5.20%  6.51%  6.66%  5.74%  5.48%  6.25%  6.32%Benchmark 3  0.07

 1.76%  1.86%  3.89%  3.66%  2.58%  3.92%  1.06%  0.70%  1.41%  0.98%  0.97%Excess Return  0.39

Net

 3.20%  4.74%  7.61%  9.23%  7.57%  10.21%  7.51%  6.23%  6.67%  7.05%  7.12%Portfolio 2  0.44

 1.49%  2.97%  3.85%  5.78%  5.20%  6.51%  6.66%  5.74%  5.48%  6.25%  6.32%Benchmark 3  0.07

 1.71%  1.77%  3.76%  3.46%  2.38%  3.71%  0.85%  0.49%  1.19%  0.81%  0.80%Excess Return  0.38

Base Currency: US DOLLAR

Total Account Value (Market Value & Accrued Interest): $ 274,083,483.97  

1  
Subject to the performance clock date, close of business day 01/31/1997, as agreed upon by Client and Investment Manager.

2
Net-of-Fees performance returns are an estimate of time-weighted rate of return. The effective fee, based on a fee schedule, is deducted from the monthly gross return.

3
Barclays U.S. Aggregate

Past investment results are not necessarily indicative of future investment results.

Benchmark and excess returns may not sum to portfolio performance, due to rounding.
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Performance Summary Report

August 31, 2012

Ventura County Employees' Retirement Association

Current
Month

Inception
to Date

Latest
5 Years

Latest
3 Years

Latest
2 Years

Latest
12 Months

Year
to Date

Latest
3 Months

Latest
6 Months

1 

Annualized

Gross

Portfolio  2.74%  9.43%  6.07%  17.18%  20.63%  20.51%  19.54% -2.29% -3.33%

Benchmark  2.25%  7.94%  4.14%  13.51%  18.00%  18.25%  13.62%  1.28%  0.58%3

Excess Return  0.49%  1.49%  1.93%  3.67%  2.63%  2.26%  5.92% -3.57% -3.91%

Net

Portfolio  2.72%  9.38%  5.97%  17.04%  20.41%  20.33%  19.39% -2.39% -3.43%2

Benchmark  2.25%  7.94%  4.14%  13.51%  18.00%  18.25%  13.62%  1.28%  0.58%3

Excess Return  0.47%  1.44%  1.83%  3.53%  2.41%  2.08%  5.77% -3.67% -4.01%

Base Currency: US DOLLAR

Total Account Value (Market Value & Accrued Interest): $ 116,721,643.34  

1  
Subject to the performance clock date, close of business day 05/31/2007, as agreed upon by Client and Investment Manager.

2
Net-of-Fees performance returns are an estimate of time-weighted rate of return. The effective fee, based on a fee schedule, is deducted from the monthly gross return.

3
S&amp;P 500

Past investment results are not necessarily indicative of future investment results.

Benchmark and excess returns may not sum to portfolio performance, due to rounding.
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Western Asset Management Company 

385 East Colorado Blvd. Pasadena, CA 91101 • Tel: (626) 844-9400 • Fax: (626) 844-9450 
 

 
 
 
 
September 6, 2012 
 
 
 
Mr. Henry Solis 
Fiscal Manager  
Ventura County Employees’ Retirement Association 
1190 South Victoria Avenue, Suite 200 
Ventura, CA 93003-6572 
 
Re: Ventura County Core Full Account, WA # 851 
 
Dear Mr. Solis: 
 
This letter is to confirm that all investment activity during the month ending August 31, 2012 
was consistent with the investment policies and restrictions set forth in the Ventura County 
Statement of Objectives, Guidelines and Procedures.  
 
 
Should you have any questions, please contact your client service team. 
 
 
Sincerely, 
 
 
 
 
Vanui Ayvazyan 
Portfolio Compliance 
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vayvazyan
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Western Asset Management Company 
385 East Colorado Blvd. Pasadena, CA 91101 • Tel: (626) 844-9400 • Fax: (626) 844-9450 

 

  
 
 
 
 
September 6, 2012 
 
 
 
Mr. Henry Solis 
Fiscal Manager  
Ventura County Employees’ Retirement Association 
1190 South Victoria Avenue, Suite 200 
Ventura, CA  93003-6572 
 
Re: Ventura County Index Plus Account, WA # 2887 
 
Dear Mr. Solis: 
 
This letter is to confirm that all investment activity during the month ending August 31, 2012 
was consistent with the investment policies and restrictions set forth in the Ventura County 
Statement of Objectives, Guidelines and Procedures.  
 
 
Should you have any questions, please contact your client service team. 
 
 
Sincerely, 
 
 
 
 
Vanui Ayvazyan 
Portfolio Compliance 
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227 Washington Street, P.O. Box 727    Columbus, IN 47202     812.372.6606    www.reamsasset.com 

September 10, 2012 
 
Mr. Leon Kung 
Performance Analyst 
Ennis Knupp & Associates 
10 S. Riverside Plaza 
Suite 1600 
Chicago, IL  60606 
 
Dear Leon: 
 
Listed below are answers  to your monthly request  for  information regarding  the Ventura County 
fixed income portfolio: 
 
1. Change in talent, process, organization and/or regulatory development. 
 
No changes. 
 
2. What hurt or helped relative performance in the last month and 12 months. 
 

   
 

August 
 2012 
Perf (%) 

   
 

August 
2012 

Attribution 

  Last  
12 

Months 
Through 
8/31/12 
Perf (%) 

  Last  
12 Months 
Through 
8/31/12 
Attribution

               
Portfolio  0.89  Duration  0.17  Portfolio  11.11  Duration  0.20 
Benchmark  0.07  Yield Curve  0.01  Benchmark 5.78  Yield Curve  0.17 
    Sector Selection  0.20      Sector Selection  1.89 
    Security Selection  0.44      Security Selection  3.07 
Difference  0.82  Total  0.82  Difference  5.33  Total  5.33 

 
Sector and Security Selection Detail, August 2012 

   
Sector 

 
Security 

 
Total 

       
Gov’t Related  (0.02)  0.00  (0.02) 
MBS  0.02  0.06  0.08 
ABS  0.04  0.00  0.04 
Inv. Credit  0.07  0.34  0.41 
High Yield  0.09  0.04  0.13 
Non $  0.00  0.00  0.00 
TIPS  0.00  0.00  0.00 
Total  0.20  0.44  0.64 
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In August,  the  attention  of  capital markets  once  again  focused  on Mario Draghi,  President  of  the 
European  Central  Bank  (ECB).    After  strong  talk  at  the  end  of  July,  which  many  felt  implied 
sovereign  bond  purchases were  eminent,  August  started with  some  disappointment  when  these 
purchases  did  not  materialize.    Mr.  Draghi  continued  to  promise  “unconventional”  measures  to 
lower borrowing costs  in stressed Euro countries.   This rhetoric was successful  in bringing down 
the unsustainably high rates in Italy and Spain, but will require follow up with concrete plans lest 
these rates move back up. 
 
Domestically, we  seemed  stuck  in  an unfortunate  goldilocks‐like  environment  during  the month: 
the economy is not hot enough to bring unemployment down and grow solidly on its own, but it is 
not  cold  enough  yet  to  drive  the  Fed  to  a  third  round  of  QE.    Late  in  the month,  the  Fed  subtly 
indicated a shift toward additional support for more QE from board members.  Chairman Bernanke 
furthered  speculation  that  QE  was  forthcoming  as  his  speech  at  the  Jackson  Hole  symposium 
focused on a defense of past programs and their effectiveness.  The economy faces several hurdles 
during  the  remainder  of  the  year,  including  the  presidential  elections,  the  fiscal  cliff,  a  slowing 
Chinese economy and potential Mideast unrest.  Risk assets have rallied for three months, but now 
may face a more difficult road ahead.  
 
Despite  a  somewhat mixed  environment,  most  spread  sectors  tightened  during  August.    Spread 
tightening was lead by high yield (20 basis points) and CMBS (17 basis points).  Investment grade 
credit  tightened  6  basis  points  and  ABS  tightened  5  basis  points.   MBS was  the  only  sector  that 
bucked the trend, widening 2 basis points during the month.   The Treasury yield curve moved up 
slightly  and  steepened  as  the  2,  5,  10,  and  30‐year  yields  rose  1,  1,  8,  and  13  basis  points, 
respectively.   
 
The Ventura portfolio outperformed its benchmark in August, returning 0.89% compared to 0.07% 
for the benchmark.  Macro performance factors were positive as duration added 17 basis points due 
to our  short bias as  interest  rates  rose.   Our bulleted yield  curve  strategy added 1 basis point  to 
performance.   Sector and security selection were positive, with sector adding 20 basis points and 
security selection adding 44 basis points to performance.  Within these categories, high yield added 
13 basis points, ABS added 4 basis points, and CMBS added 1 basis point due to an overweight in 
these outperforming sectors.    Investment grade credit added 41 basis points and MBS (excluding 
CMBS) added 7 basis points to superior security selection.  Government related subtracted 2 basis 
points due to our underweight in this outperforming sector.    
 
For  the  last  twelve months,  the Ventura County  portfolio  return was 533 basis  points  above  the 
benchmark  at 11.11%,  compared  to 5.78%  for  the benchmark.   Macro performance  factors were 
positive, with duration adding 20 basis points due our dynamic duration positioning.   Yield curve 
added  17  basis  points  to  performance.    Sector  and  security  selection were  positive,  with  sector 
adding  189  basis  points  and  security  selection  adding  307  basis  points  to  performance.   Within 
these categories, investment grade credit added 203 basis points, high yield added 176 basis points, 
ABS  added  57  basis  points,  and  MBS  (excluding  CMBS)  added  56  basis  points  due  to  superior 
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security  selection  in  these  sectors.    CMBS  added  38  basis  points  due  to  an  overweight  in  this 
outperforming sector.  Government related subtracted 18 basis points as our holdings in this sector 
underperformed.  Non‐dollar subtracted 16 basis points from performance. 
  
3. What is your 12 month outlook for the investment markets? 
 
We  modestly  reduced  our  overweight  in  the  corporate  sector  as  spreads  have  tightened 
significantly over the past few months, but spreads remain attractive relative to other sectors in the 
fixed income universe.   Our positions are focused in five‐year maturity financial issuers which we 
view as  offering  a  superior  risk/reward opportunity  relative  to  industrial  and utility  issuers,  but 
more defensive than ten‐year financials.  Within the MBS sector we continue to focus the portfolio 
on multi‐family  agencies  versus  traditional  pass‐throughs  that  dominate  the  index  in  this  sector.  
The portfolio continues to be overweight in the ABS sector, focusing on short‐duration, high‐quality 
issues.    We  remain  biased  to  a  shorter  duration  position  as  real  interest  rates  are  unattractive 
across  the  yield  curve,  but  in  reacting  to  changing market  conditions,  our  position will  fluctuate 
between neutral and short duration. 
 
If you have any questions regarding portfolio activity, please do not hesitate to contact our office. 
 
Sincerely, 

 
Mark M. Egan, CFA, CPA 
Managing Director  
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August 31, 2012

Ventura County Employees' Retirement Association

Portfolio

Sector Structure Portfolio

Mortgage‐Backed

Treasury
Govt Related

Asset‐Backed

Non‐US Dollar
Money Market
    Total

18.7
23.2
23.2
11.5
15.2
1.8
6.5

0.0
26.4
32.1
17.0
11.6
3.3
9.6

Maturity Distribution (%)

0 ‐ 1 yr.
1 ‐ 3
3 ‐ 5
5 ‐ 7
7 ‐ 10
10 ‐ 20
20+
    Total

Portfolio

100.0 100.0

Total Market Value ($)
Avg. Portfolio Duration (Years)

Avg. Yield to Maturity/Worst (%)
Avg. Maturity (Years)
Avg. Quality

3.8

2.0
5.7
AA3

5.0

1.7
7.0
AA1

16,755 billion

19.2

0.0

36.1

32.1
10.7

0.3

0.0

100.0

23.2

6.7
0.0

13.0

0.9

100.0

BC AGG Index

BC AGG Index

BC AGG Index

Avg. Portfolio Convexity 0.40 ‐0.31

335,362,150

(% of Portfolio)

Duration Distribution (Years) Portfolio

0 ‐ 1 yr.

    Total

0.1
0.4
0.2
0.8
0.4
1.9

0.0
0.8
0.6
0.9
0.6
2.2

3.8 5.0

1 ‐ 3
3 ‐ 4
4 ‐ 6
6 ‐ 8
8 +

BC AGG Index

AAA
AA
A
BBB
Other
    Total

58.6
4.7
18.1
11.7
7.0
100.0

10.2
0.0

73.9
4.5
11.4

100.0

Quality Structure Portfolio BC AGG Index(% of Portfolio)

Corporate 20.937.0

Month Ending 0.89

Portfolio (%)

0.078/31/2012

Barclays Aggregate
BC AGG Index

Year to Date 8.21 3.85

Fixed Income Performance (Preliminary) Summary Portfolio Characteristics

Portfolio Structure

227 Washington Street, P.O. Box 727   Columbus, IN 47202   812.372.6606   www.reamsasset.com
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Loomis Sayles 
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1. Change in talent, process, organization and/or regulatory development 

 
New Hires 

We are pleased to announce that Li Ping Yeo has joined Loomis Sayles as a 
senior analyst in credit research. She will be working in our Singapore office. 
Li Ping is a CFA charterholder and is fluent in English, Mandarin, and a few 
Chinese dialects.  

 Departures 
 
None 

 
2. What hurt or helped relative performance in the last month and 12 months  
  

Please refer to the VCERA Sector Month and Trailing Year Attribution Slides. 
Global fixed income attribution is not yet available. 

 
3. What is your 12-month outlook for the investment markets?  
  

Please refer to the August Mailer. The global fixed income mailer is not yet available.  
 

4. Confirmation of compliance with investment guidelines  
  

Both accounts were in compliance with their investment guidelines for the period 
8/01/2012 through 8/31/2012. 
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Maturity Distribution Quality Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

Under 1 year 14.56 2.71 (0.04) Aaa 21.84 0.31 0.19

1 - 3 years 7.43 0.40 0.05 Aa 4.06 0.58 0.02

3 - 5 years 17.09 0.66 0.04 A 10.27 0.55 0.02

5 - 7 years 14.63 1.48 0.11 Baa 43.33 1.20 0.31

7 - 10 years 15.76 1.50 0.11 Ba 11.23 1.95 0.17

10+ years 30.54 2.17 0.56 B 6.73 2.16 0.08

Caa & Lower 2.05 3.96 0.06

Not Rated 0.48 5.08 0.00

Sector Distribution Currency Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

US Treasuries 4.49 0.01 0.11 Euro 1.27 4.45 (0.03)

US Agencies 0.00 0.00 0.01 British Pound Sterling 0.24 3.66 0.00

Gov Related 2.68 0.49 0.01 Japanese Yen 0.00 0.00 0.02

Securitized Credit 6.63 1.69 0.08 Philippine Peso 0.21 (2.64) (0.01)

Securitized Agency 1.95 0.14 0.06 Australian Dollar 1.01 (0.40) (0.01)

US Invest Grade 37.03 1.14 0.29 New Zealand Dollar 1.62 (0.44) (0.01)

IG - Financial 12.63 1.88 0.16 U S Dollars 86.57 1.37 0.84

IG - Industrial 20.38 0.78 0.11 Brazilian Real 2.28 1.90 0.03

IG - Utility 4.02 0.68 0.02 Canadian Dollar 5.05 1.74 0.06

US High Yield 24.85 2.33 0.24 Mexican Peso 1.77 (1.84) (0.04)

HY - Financial 5.47 0.41 0.00

HY - Industrial 15.86 1.91 0.09

HY - Utility 3.52 7.18 0.15

Non-US Dollar 13.43 3.08 0.02

Convertibles 1.45 2.43 0.04

Preferreds 0.42 0.72 0.00

Other 0.48 7.80 0.03

Cash & Equivalents 6.14 0.01 (0.03)

No Category 0.43 0.82 0.00

For split rated securities in the quality distribution, the highest of Moody, S&P, and Fitch is used. Unrated securities are rated by Loomis Sayles Research. The Attribution benchmark is 65% Barclays
Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. Cash, Government & Agencies, and Aaa rated positions are reflected in the Aaa category. Total Effects are impacted by
sector returns, allocation shifts and market timing. Data Source: Barclays Capital, Citigroup, JP Morgan

07/31/2012 THROUGH 08/31/2012 (%)

attribution analysis
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Maturity Distribution Quality Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

Under 1 year 14.56 (13.23) (0.65) Aaa 21.84 (1.39) (0.37)

1 - 3 years 7.43 1.62 0.19 Aa 4.06 4.59 (0.08)

3 - 5 years 17.09 8.84 0.74 A 10.27 11.68 (0.06)

5 - 7 years 14.63 12.36 0.45 Baa 43.33 12.79 1.75

7 - 10 years 15.76 13.40 (0.12) Ba 11.23 18.66 1.05

10+ years 30.54 17.01 1.54 B 6.73 9.88 (0.74)

Caa & Lower 2.05 24.99 0.13

Not Rated 0.48 (9.01) 0.48

Sector Distribution Currency Distribution

Final

Weight

Portfolio

Return

Total

Effect

Final

Weight

Portfolio

Return

Total

Effect

US Treasuries 4.49 0.27 0.27 Euro 1.27 (16.60) 0.32

US Agencies 0.00 0.00 0.18 British Pound Sterling 0.24 (3.27) (0.04)

Gov Related 2.68 5.81 (0.05) Japanese Yen 0.00 0.00 0.18

Securitized Credit 6.63 16.58 0.55 Indonesian Rupiah 0.00 (3.16) (0.14)

Securitized Agency 1.95 3.38 0.88 Malaysian Ringgit 0.00 1.17 (0.02)

US Invest Grade 37.03 13.61 1.68 South Korean Won 0.00 (6.98) (0.19)

IG - Financial 12.63 18.52 1.16 Indian Rupee 0.00 (14.44) (0.15)

IG - Industrial 20.38 12.22 0.66 Philippine Peso 0.21 8.64 0.00

IG - Utility 4.02 5.20 (0.14) Australian Dollar 1.01 7.32 0.01

US High Yield 24.85 16.69 0.13 New Zealand Dollar 1.62 2.75 (0.09)

HY - Financial 5.47 17.30 0.23 U S Dollars 86.57 12.24 3.20

HY - Industrial 15.86 14.49 (0.38) Brazilian Real 2.28 (13.76) (0.61)

HY - Utility 3.52 25.68 0.28 Canadian Dollar 5.05 2.89 (0.27)

Emerging Markets 0.00 8.87 0.01 Mexican Peso 1.77 5.90 (0.04)

Non-US Dollar 13.43 (13.13) (1.03)

Convertibles 1.45 6.01 0.00

Preferreds 0.42 26.27 0.07

Other 0.48 13.65 0.06

Cash & Equivalents 6.14 0.08 (0.56)

No Category 0.43 3.37 0.00

For split rated securities in the quality distribution, the highest of Moody, S&P, and Fitch is used. Unrated securities are rated by Loomis Sayles Research. The Attribution benchmark is 65% Barclays
Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US. Cash, Government & Agencies, and Aaa rated positions are reflected in the Aaa category. Total Effects are impacted by
sector returns, allocation shifts and market timing. Data Source: Barclays Capital, Citigroup, JP Morgan

08/31/2011 THROUGH 08/31/2012 (%)

attribution analysis
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Ventura County Employees 
Retirement

August 31, 2012
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ACCOUNT(GROSS) BENCHMARK 

Aug 12 1.32 0.39

YTD 10.74 5.74

1 Year Trailing 9.78 8.21

3 Year Trailing 12.45 8.74

5 Year Trailing 8.81 7.49

7/31/05 - 8/31/12 

Annualized
8.06 6.62

The current benchmark is comprised of 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US.  (1) 60% Barclays Aggregate, 35% Citigroup 
High Yield Mkt, 5% JP Morgan Ex US Hedged $US from 7/31/2005 to 11/30/2007; and 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US 
Hedged $US from 11/30/2007 to 8/31/2012.  For split rated securities in the quality distribution, the highest of Moody, S&P, and Fitch is used.  Unrated securities are rated by 
Loomis Sayles Research.  The account's split rating treatment is based on client guidelines.  The benchmark follows the vendor's methodology.  Cash, Government & Agencies, and Aaa
rated positions are reflected in the Aaa category.  Data Source: Barclays Capital,  Bloomberg, JP Morgan, Citigroup  This report is a service provided to customers of Loomis Sayles for 
informational purposes and is not a recommendation to purchase or sell securities.  The performance shown is gross of management fees.  Past performance is not a guarantee of future results.  
Loomis Sayles believes the information contained in this report is reliable but we do not guarantee its accuracy.  

$122,340,076

0.5

2.1

6.7

11.2

43.3

10.3

4.1

21.8

5.0

4.1

13.9

12.0

6.6

7.4

2.9

48.1

0 14 28 42

Aaa

Aa

A

Baa

Ba

B

Caa & Lower

Not Rated

Account Benchmark

Effective Duration 5.94 years 4.75 years

Average Maturity 9.59 years 6.39 years

Yield to Maturity 4.79% 3.40%

Average Quality Baa1 Baa1

0.4

6.1

0.5

0.4

1.5

13.4

0.0

3.5

15.9

5.5

24.9

4.0

20.4

12.6

37.0

2.0

6.6

2.7

0.0

4.5

0.0

0.0

0.0

0.0

0.0

5.0

0.1

3.7

24.3

2.0

29.9

1.5

7.7

4.4

13.6

19.6

1.4

3.6

3.4

23.4

0 10 20 30 40

US Treasuries

US Agencies

Gov Related

Securitized Credit

Securitized Agency

US Invest Grade

IG - Financial

IG - Industrial

IG - Utility

US High Yield

HY - Financial

HY - Industrial

HY - Utility

Emerging (IG & HY)

Non USD (IG & HY)

Converts (IG & HY)

Preferreds

Other

Cash & Equivalents

No Category

Account Benchmark

august 2012

performance review
PERFORMANCE (%) MARKET VALUE

Ventura County Employees Retirement

SECTOR ANALYSIS AT AUGUST 31, 2012 (%) QUALITY ANALYSIS AT AUGUST 31, 2012 (%)

CHARACTERISTICS
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The Attribution benchmark is 65% Barclays Aggregate, 30% Citigroup High Yield Mkt, 5% JP Morgan Ex US Hedged $US.  Figures on bar charts may not add up to total excess 
return as they exclude impact of trading and pricing differences.  Attribution account returns are gross of fees  Data Source: Barclays Capital, Citigroup, JP Morgan  

0.00

-0.03

0.03

0.00

0.04

0.02

0.00

0.24

0.29

0.06

0.08

0.01

0.01

0.11

-0.5 -0.3 0.0 0.3 0.5

US Treasuries

US Agencies

Gov Related

Securitized Credit
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Update on Fixed Income Market Environment 



To protect the confidential and proprietary information included in this material, it 
may not be disclosed or provided to any third parties without the approval of Aon 
Hewitt.

Market Environment
Second Quarter 2012
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Market Highlights
U.S. economic growth, as well as job growth, 
slowed during the second quarter.

European economic data remained weak 
throughout the second quarter.

Europe’s strongest economy, Germany, fell victim 
to waning economic conditions while its 
unemployment rate rose to 6.8%.

Equity markets rebounded during the last week of 
June mainly due to the extension of Operation 
Twist, an expected rate cut by the European 
Central Bank, and market anticipation of 
quantitative easing by the Bank of England. 

Non-U.S. equity significantly underperformed U.S. 
equity.

The 10-year U.S. Treasury approached a record 
low yield of 1.44% at the beginning of June. 

The Spanish 10-year yield rose above 7.0% amid 
concerns over the deepening European debt 
crisis. 

Long duration bonds outperformed shorter 
duration bonds. 

Commodity indices experienced negative returns 
during the quarter, primarily stemming from lower 
energy prices.

Second 
Quarter

Year-to-
Date 1-Year 3-Year 5-Year 10-Year

Equity
MSCI All Country World IMI -5.7% 5.8% -6.9% 11.3% -2.4% 6.2%
MSCI All Country World -5.6% 5.7% -6.5% 10.8% -2.7% 5.7%
Dow Jones U.S. Total Stock Market -3.1% 9.4% 4.0% 16.9% 0.6% 6.1%
Russell 3000 -3.1% 9.3% 3.8% 16.7% 0.4% 5.8%
S&P 500 -2.8% 9.5% 5.4% 16.4% 0.2% 5.3%
Russell 2000 -3.5% 8.5% -2.1% 17.8% 0.5% 7.0%
MSCI All Country World ex-U.S. IMI -7.8% 2.9% -14.8% 7.4% -4.5% 7.2%
MSCI All Country World ex-U.S. -7.6% 2.8% -14.6% 7.0% -4.6% 6.7%
MSCI EAFE -7.1% 3.0% -13.8% 6.0% -6.1% 5.1%
MSCI EAFE Index (100% Hedged) -6.4% 2.3% -11.1% 1.7% -9.6% -0.1%
MSCI Emerging Markets -8.9% 3.9% -15.9% 9.8% -0.1% 14.1%
Fixed Income
Barclays Global Aggregate 0.6% 1.5% 2.7% 6.0% 6.7% 6.5%
Barclays Aggregate Bond 2.1% 2.4% 7.5% 6.9% 6.8% 5.6%
Barclays Long Gov't 10.3% 4.2% 31.4% 13.5% 11.9% 8.9%
Barclays Long Credit 5.0% 5.8% 19.2% 15.1% 10.0% 8.6%
Barclays Long Gov't/Credit 7.3% 5.0% 24.6% 14.4% 11.0% 8.7%
Barclays High Yield 1.8% 7.3% 7.3% 16.3% 8.4% 10.2%
SSB Non-U.S. WGBI 0.2% 0.0% 0.4% 5.1% 7.4% 7.1%
JP Morgan EMBI Global (Emerging Markets) 2.5% 7.4% 10.9% 13.5% 9.4% 11.7%
Commodities
Dow Jones UBS Commodity -4.5% -3.7% -14.3% 3.5% -3.7% 5.0%
Goldman Sachs Commodity -12.4% -7.2% -10.7% 2.1% -5.5% 3.4%
Hedge Funds
HFR Fund-Weighted Composite Index -2.7% 1.9% -4.2% 5.2% 1.1% 6.1%
HFR Fund of Funds Index -2.2% 1.1% -4.4% 2.2% -2.0% 3.2%
Real Estate
NAREIT U.S. Equity REITS Index 3.7% 14.9% 12.9% 32.4% 2.6% 10.3%
NCREIF ODCE1 2.5% 2.5% 13.6% 3.2% -1.3% 5.4%
Private Equity
Thomson Reuters VentureXpert2 4.6% 9.4% 9.4% 14.2% 6.7% 9.8%
Infrastructure
Macquarie Global Infrastructure - North America 3.5% 3.5% 13.4% 17.5% 4.5% 10.1%

1 The benchmark is as of 3/31/2012
2 The benchmark is as of 12/31/2011

Returns of the Major Capital Markets
Annualized Periods Ending 6/30/2012
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U.S. Fixed Income Markets

An inadequate economic recovery helped fuel a flight to 
quality favoring Government bonds.

Long duration outperformed intermediate and short-term 
bonds.

Long-term government bonds remained the strongest 
performing sector over the one-year period. 

Government and corporate bonds outperformed their peers 
during the quarter and the one-year period.

Investment grade outperformed high-yield during the 
quarter and one-year period.

Source: Barclays Live

Source: Barclays Live

Source: Barclays Live
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U.S. Fixed Income Markets

Concern over mounting European uncertainty and worsening emerging markets economic conditions forced investors to look 
for a safe haven in the U.S., pushing Treasury yields to historic lows.

The U.S. 10-year Treasury yield hit a record low of 1.44%, while the 30-year Treasury yield remained at an exceptionally low 
level.

The Federal Open Market Committee pledged to keep downward pressure on long-term Treasury rates, while also extending 
Operation Twist through the end of the year.

Source: U.S. Department of Treasury

U.S. TREASURY YIELD CURVE

0.00

1.00

2.00

3.00

4.00

5.00

0 5 10 15 20 25 30

Maturity (Years)

Yi
el

d 
(%

)

6/30/2012 3/31/2012 6/30/2011



4

European Fixed Income Markets

Spanish and Italian 10-year bond yields rose during the quarter amid renewed investor concerns over the debt crises in both 
countries.

Greece’s 10-year spread decreased prior to elections, but a lack of commitment from the new government to stay in the 
European Union pushed spreads wider towards the end of the second quarter. 

Spanish, Italian, and Greek 10-year spreads widened, while Portuguese and Irish 10-year spreads narrowed during the 
quarter.

Source: Bloomberg
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Credit Spreads

Source: Barclays Live

Global Emerging Markets
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Credit spreads widened during the quarter across most segments, mainly due to a persistent decline in U.S. Treasury yields.

Credit spreads across most segments remain higher relative to a year ago.

Over the year, high-yield and emerging market bonds have seen their credit spreads widen by 90 bps and 114 bps, 
respectively.



 

 

 

(This page left blank intentionally)



 

 

Investment Managers Transition Update 



Memo 
 
 
To: Staff and Board  

Ventura County Employees’ Retirement Association 

From: Russ Charvonia, ChFC, CFP®, Esq. 

Kevin Vandolder, CFA 

Kevin Chen 

Date: September 17, 2012 

Re: Investment Managers Transition Update 

 
 
Background 
The following is a summary update on where the transitions in Global Equity and Global Fixed 
Income managers currently stand.  We continue to work with staff and the various money 
managers involved moving the transitions forward.   
 
Global Equity  
As a reminder, the Acadian fund has been previously terminated and liquidated. Assets were 
transferred to BlackRock for investment in the BlackRock MSCI ACWI Equity Index Fund on July 
5.  At the summary level, results were favorable with transaction cost savings of approximately 
$60,000, or 7 bps, when compared to the pre-trade estimate.  The BlackRock MSCI ACWI Equity 
Index Fund has performed as expected and is tightly tracking the index. 
 
Global Fixed Income 
As a reminder, there are two accounts being funded for the Global Fixed Income mandates. 
Loomis was fully funded as of June 30, 2012.  We are still in process of funding the account at 
PIMCO, as the account setup documents have been extremely tedious.  Given the amount of time 
staff would need to devote to attending to the account, we evaluated using the commingled fund 
product instead.  However, based on our discussions with PIMCO and VCERA Staff, this path 
wasn’t attractive because of the higher management fees that would be assessed. 
 
We look forward to discussing this with you at the September 17th Board meeting.  
 
 

Hewitt EnnisKnupp, Inc. 
707 Wilshire Boulevard, Suite 2500  |  Los Angeles, CA  90017 
t 213.630.3300  |   f 213.996.1762   |  www.hewittennisknupp.com 
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HEK Client Conference 11/6/12  
 

 

 

 

 



HEK Conference Series
Insights from the 2012 Client Conference

An Aon Company

We are excited to announce our upcoming conference series, 
With You Every Step: Bringing Solutions to You.

Hewitt EnnisKnupp will host a series of client conferences this fall, highlighting best 
practices and forward-thinking approaches taken from our recent May 2012 Client Conference. 

The events will feature a number of dynamic speakers, a thought-provoking agenda, and the 
chance for us to share our latest thinking and research with clients and prospects.  

9:00 a.m. to 1:00 p.m.
Registration opens at 8:30 a.m.

Atlanta – September 11, 2012
City Club of Buckhead
3343 Peachtree Road Northeast, Atlanta, GA 30326

Dallas – October 11, 2012
Hilton Dallas Lincoln Centre
5410 Lyndon B. Johnson Freeway, Dallas, TX 75240

New York City – October 30, 2012
Omni Berkshire Place
21 East 52nd Street, New York, NY 10022

Huntington Beach – November 6, 2012
Hyatt Regency Huntington Beach
21500 Pacifi c Coast Highway, Huntington Beach, CA 92648

Click here to view the agenda.
http://respond.aonhewitt.com/?elqPURLPage=305

Register now for this complimentary, half-day conference. 
http://respond.aonhewitt.com/?elqPURLPage=300

For questions and inquiries, please contact
Caroline Kinahan at 312.715.2940 or
caroline.kinahan@aonhewitt.com
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EuroZone Crisis - The Draghi Plan  
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The Eurozone Crisis: The Draghi Plan 
raises the stakes 
7 September 2012 
 
 
The leaks before the European Central Bank (ECB) announcement were accurate. The 
Draghi plan aims to tackle the crisis by direct intervention in the bond markets most 
impacted by Eurozone break-up risk fears. The key intent is to allay 'convertibility risk' 
(the risk that a country departs from the single currency and that debt is not repaid in 
euros). This would be done by the ECB purchasing shorter-dated sovereign securities of 
up to three years maturity.  
 
A country would apply for a European Financial Stability Fund/European Stability 
Mechanism (EFSF/ESM) rescue program, and have to meet conditions to receive 
assistance (such as fiscal deficit targets or other economic reform conditions). If these 
conditions are met and the ECB judges that the bond market's pricing of convertibility risk 
is excessive in terms of yields, it could purchase these bonds. If necessary, this would be 
on an unlimited basis, to bring those yields down to levels which no longer price in 
significant convertibility risk.  
 
ECB's involvement was expected 
 
We had expected the ECB's resources to be marshalled in to bolster the limited firepower 
of the European Financial Stability Fund/European Stability Mechanism (EFSF/ESM). It 
was becoming very apparent to most that the escalation in the crisis by the middle of this 
year had reached a point where only the ECB's full 'lender of last resort' powers appeared 
capable of breaking the vicious circle of single currency break-up fears becoming self-
fulfilling. 
 
'Conditionality' - but of what sort?  
 
To guard against the moral hazard being faced by creditors (principally Germany) 
providing support to governments who do not get their economic houses in order, 'strict' 
conditionality terms must be met. There are two kinds of assistance programs on offer 
from the EFSF/ESM, one being a 'precautionary' program, and the other entailing an 
'enhanced' macroeconomic adjustment program. The latter comes with much more 
detailed conditions attached and requires external monitoring, in the manner that Greece 
has had to endure. Though Draghi seemed to suggest that bond purchases would only be 
done where the country enters the 'enhanced' adjustment program, there was some 
ambiguity noted in a question and answer session with journalists at the press 
conference.  
 
This difference in conditionality matters. Neither Spain nor Italy has as yet applied for an 
EFSF/ESM rescue program. It is far from certain that Spain or Italy's fragile domestic 
political stability will withstand a full-fledged Greek style rescue program with a high 
degree of conditionality and external monitoring/intervention. Given the Greek experience 
and the problems that both the Rajoy and Monti administrations are currently enduring in 
meeting fiscal austerity programs, the lighter conditionality of a 'precautionary' program 
could very well prevail, setting a lower hurdle for ECB purchases. This is 'good' from the 



 

. 

point of view of making intervention more likely. It is 'bad' from the point of view of 
fracturing creditor-debtor relations further. 
 
Creditor- debtor standpoints: German opinion 
 
These creditor-debtor relations go to the heart of the crisis. Our note on the Eurozone 
crisis a month ago had mentioned that one of the indicators of break-up risk we were 
monitoring was political attitudes in Germany, the principal creditor, towards assuming 
some responsibility for peripheral Europe's debt. The difficulty is that recent opinion polls 
show a widespread distrust of the ECB under Mario Draghi and a clear unwillingness to 
extend further assistance to Greece. It is likely that this new program will increase, not 
reduce, such scepticism. This does not undermine the Draghi intervention measures as 
such, but alongside the Bundesbank's clear opposition to the Draghi plan; it shows that 
the Europe-wide political consensus involved in bridging the debtor-creditor divide is still 
notable for its absence. 
 
Fundamental problems behind the Eurozone crisis still remain 
 
The fundamental economic problems are still with us. Government borrowing costs at the 
front end of the yield curve have indeed fallen substantially since the initial Draghi 'we will 
do what it takes' announcement in July, with helpful (albeit much smaller) declines even 
at longer maturities in the past few days. However, debt refinancing costs still remain 
unaffordable for economies that are shrinking, alongside sharp declines in tax receipts. 
More pressingly, financial conditions in the banking systems of Italy and Spain are 
worsening. Spain, in particular, is encountering significant deposit flight and acute bank 
deleveraging. With austerity programmes also dragging on growth, there is no obvious 
indication that economic growth is likely to come back in a hurry. We have argued that 
economic conditions would be critical to the question of whether Euro break-up fears 
would retreat on a lasting basis; we are still left with the thought that the current toxic mix 
of fiscal austerity and tightening financial conditions remains a rather large obstacle for 
the success of the ECB plan. 
 
Raising the stakes 
 
A key concern here is that the ECB has, in effect, raised the stakes in the battle to save 
the euro. While this was inevitable at some stage, it means that the markets will be 
unforgiving if the commitment to intervene and 'do what it takes' stance taken by Draghi 
falls short of what is needed. At this time, the mere promise to intervene is reducing the 
need to actually purchase peripheral bonds, but at some time, the ECB's commitment will 
be tested. Previous attempts by the ECB such as the Long Term Refinancing Operations 
(LTRO) at the turn of the year did lower the temperature of the crisis, but not for long. 
Against this backdrop and given the more sweeping nature of the ECB's commitments 
this time, the stakes are clearly higher now. A failure now and break-up risks do widen 
appreciably. 
 
Our stance remains unchanged 
 
Our evaluation of Eurozone crisis probabilities in early August saw us backing the 
'muddle through' scenario as the most likely for the coming year. Here, there would be no 
break-up, though markets would still be impacted by non-trivial risks of an eventual break-
up. This view remains unchanged.  
 
 
 



 

. 

Market conditions 
 
Markets have enjoyed the respite from earlier acute tail risk fears in Europe as well as the 
promise of further liquidity boosts from the Federal Reserve. From an equity market 
standpoint, and especially after recent gains, we regard it as difficult to envisage a 
sustainable move to significantly higher levels at this time. As we have noted before, 
there are a number of challenges to sustaining further equity market gains, of which 
Eurozone worries are merely one.  
 
Given that gilts/bunds/Treasury bonds have been supported by safe haven demand since 
2010, one of the key areas of interest and relevance to assessing market views of break-
up risk is whether this 'safe haven bid' to their yields declines. This would imply yields 
moving significantly higher. While there has been some upward drift in yields of late, there 
is as yet little sign of momentum building towards a major yield adjustment. Of course, 
yields ought to move higher in time given their ultra-low levels, but the lack of a major 
move in particularly German bund yields (which ought to be particularly vulnerable) may 
be another indication of a lack of conviction that we have seen a lasting reduction in 
Eurozone break-up risks.  
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Disclaimer 
This document and any enclosures or attachments are prepared on the understanding 
that it is solely for the benefit of the addressee(s). Unless we provide express prior written 
consent, no part of this document should be reproduced, distributed or communicated to 
anyone else and, in providing this document, we do not accept or assume any 
responsibility for any other purpose or to anyone other than the addressee(s) of this 
document. 

Notwithstanding the level of skill and care used in conducting due diligence into any 
organization that is the subject of a rating in this document, it is not always possible to 
detect the negligence, fraud, or other misconduct of the organization being assessed or 
any weaknesses in that organization's systems and controls or operations. 

This document and any due diligence conducted are based upon information available to 
us at the date of this document and take no account of subsequent developments. In 
preparing this document we may have relied upon data supplied to us by third parties 
(including those that are the subject of due diligence) and therefore no warranty or 
guarantee of accuracy or completeness is provided. We cannot be held accountable for 
any error, omission or misrepresentation of any data provided to us by third parties 
(including those that are the subject of due diligence). This document is not intended by 
us to form a basis of any decision by any third party to do or omit to do anything. 

Any opinions or assumptions in this document have been derived by us through a blend 
of economic theory, historical analysis and/or other sources. Any opinion or assumption 
may contain elements of subjective judgement and are not intended to imply, nor should 
be interpreted as conveying, any form of guarantee or assurance by us of any future 
performance. Views are derived from our research process and it should be noted in 
particular that we cannot research legal, regulatory, administrative or accounting 
procedures and accordingly make no warranty and accept no responsibility for 
consequences arising from relying on this document in this regard. 

Calculations may be derived from our proprietary models in use at that time. Models may 
be based on historical analysis of data and other methodologies and we may have 
incorporated their subjective judgement to complement such data as is available. It 
should be noted that models may change over time and they should not be relied upon to 
capture future uncertainty or events. 
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Medium Term Views 
 

 

 

 

 



Monthly Summary of Medium Term Views – U.S.

August 2012
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Definition: Medium term unexploited
– Over attention to the short term (tactical) and to the very long term (strategic) has left the 

medium term (~12 to 36 months) largely unexploited as a source of outperformance.
– By not needing to focus unduly on week to week or even month to month performance we 

can add value from asset allocation in the medium term. 
Opportunity: Capitalize on market dislocations

– We believe in mean reversion over the long term, but to parameters which change over 
time.

– Our approach places considerable emphasis on valuations through taking advantage of 
excessive under or over valuation.

– Beyond valuations, we carry out considerable fundamental and quantitative analysis, 
including on the major investment themes. 

– We use a range of timing and sentiment indicators to establish good entry and exit levels.  
Some of the best opportunities arise where/when we differ most from consensus. 

Approach: Medium term views complement strategic allocations
– The following slides summarize our medium term views. These views are under continual 

review based on global economic and market developments, together with changes in 
market levels.

– These views are quite separate from our long-term strategic assumptions. As such, clients 
should work with their consultant in determining how to capitalize on medium term 
opportunities in their particular portfolio.  

Medium Term Views Background



Very Unfavorable Unfavorable Neutral Favorable Very Favorable
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4

Absolute Medium Term Views – August 2012

1. Global Macro strategy is favored. More detail is on slide 10.
2. Attractive opportunities in certain sectors where value is created through venues other than leverage 

and the IPO market. More detail is on slide 10.
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Relative Equity Medium Term Views – August 2012

Note: Historical perspective given by stating our view one month and one year ago, as well as today, August 2012.
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Relative Fixed Income Medium Term Views – August 2012

Note: Historical perspective given by stating our view one month and one year ago, as well as today, August 2012.
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Relative Currency Medium Term Views – August 2012

Note: Historical perspective given by stating our view one month  and one year ago, as well as today, August 2012.

Hedge Consider Hedge 
Benefits Unhedged

Strong USD August 2012, 
1 month ago, 

1 year ago Weak USD
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Asset Class Medium Term View Rationale

Equity Market Remains constrained The prospect of another round of policy stimulus from central banks and some 
easing in tail risks in Eurozone has fed another rise in markets. Our view is that 
policy stimulus is offering diminishing returns, and the Eurozone crisis backdrop 
remain unsettling for equities. Analysts’ earnings revisions are generally 
downward, suggesting that the rally is not on strong ground. Market valuations 
versus government bonds are supportive, but this is not enough. 

U.S. Large vs. Small Cap Prefer U.S. Large Cap U.S. large cap continuing to outperform, resulting in some narrowing in the 
valuation gap that has been hurting small cap. However, earnings momentum is 
clearly down for both and weakness of global economy is a headwind for large 
cap. Still, risk aversion and higher than normal valuations for small cap make us 
continue to favor large.

Non-U.S. Large vs. Small 
Cap

Prefer Non-U.S. Large Cap With the exception of Japan large caps are outperforming. There is less relative 
valuation support than the U.S., but we continue to see investors favoring the 
global diversification and greater earnings predictability of large cap.

U.S. Equities vs. EAFE Use U.S. outperformance to 
raise EAFE allocations

Some signs of U.S. losing steam versus EAFE have appeared. As noted, 
valuation gap helps EAFE. Near-term unsettled European conditions could 
extend U.S. outperformance which may allow some allocation adjustments in 
favor of EAFE on a currency hedged basis. 

U.S. Growth vs. Value 
Stocks

Prefer U.S. growth This has become much less one-sided after the strong relative performance 
surge of growth in the past few years. Valuations have still not moved in favor of 
value yet, and this area’s exposure to financials and sensitivity to risk appetites 
suggests a modest preference for growth.    

Developed vs. Emerging 
Markets

Prefer developed markets Relative performance much more even against developed markets recently, but 
poor macroeconomic momentum in leading emerging economies and 
constrained risk appetites continue to keep our preference for developed 
markets. Valuations are now broadly neutral between emerging and developed.

Equity Market Views – August 2012
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Asset Class Medium Term View Rationale

Global Government Bonds Negative view Ultra low yields, which price in considerable economic pessimism keep us 
nervous about the risks. Fed/Central Bank support, weak commodity prices are 
supportive, but continued buying at these low yields not guaranteed.  Difficult 
outlook ahead for all but the worst economic scenarios. 

Global Corporate Bonds Prefer to government bonds Search for yield has pushed spreads down a little more, with European and 
U.S. corporate bond yields going below 3%. We continue to prefer to 
government bonds, but need to recognize low return outlook. Duration must be 
managed carefully at current yield levels. 

Intermediate vs. Long 
Duration

Extend duration only to match 
liabilities

Yield curve flattening pressures have eased, notwithstanding Operation Twist. 
Possible steepening after this policy ends is an issue to worry about given the 
30yr2yr yield differential has fallen 1.5% in the past year. Extend only for liability 
matching purposes.

U.S. vs. Non-U.S. 
Aggregate Bonds

Prefer the U.S. Greater vulnerability in core European government component of aggregate 
bonds than U.S. sits less well against the recent trend towards a faster 
reduction in European yields. Prefer corporate bonds to government bonds.

U.S. High Yield vs. U.S. 
Investment Grade 
Corporate Bonds

Prefer investment grade High yield has rallied strongly against a general backdrop of strong yield-
searching behavior and this suggests some vulnerability in absolute terms. 
Better buying opportunities should be awaited. Relative market moves are now 
suggesting a strong preference for investment grade.  

U.S. Bonds vs. Emerging 
Market Debt 

Prefer U.S. bonds Emerging market dollar debt moving in line with high yield bonds above, and 
vulnerable to a setback in risk assets. Significant duration risk in emerging 
market dollar debt also keeps us cautious. 

Treasury Inflation 
Protected Securities

Prefer TIPS to fixed interest Break-even inflation has been pushing up a little thanks to further falls in TIPS 
yields. Still only at levels that correspond with long-term inflation expectations.  
is still hovering at levels below consensus expected inflation over the long-term 
suggesting reasonable switching opportunity from fixed Treasuries to TIPS.  

Bond Market Views – August 2012
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Asset Class Medium Term View Rationale

U.S. Commercial Real 
Estate

Good investment opportunity 
for the longer term investor

While core performance is moderating, expected returns still remain attractive. 
Market bifurcation during the rebound to-date drives continued attractive tactical 
investments in  value-added and opportunistic real estate due to on-going 
recovery in fundamentals and attractive valuation spreads. Manager selection 
remains key. 

Hedge Funds Favored investment strategy Weak upside prospects for equities alongside still fluid and volatile market 
conditions should allow hedge funds to add value. Selection of funds and 
strategies all important. Global macro strategy is favored with CTAs and a multi-
strategy approach also worth considering. 

Private Equity Selective opportunities Attractive opportunities in certain sectors where value is created through 
avenues other than leverage and the IPO market (small and midcap focus 
within buyouts). Opportunities exist in venture capital, growth equity, control 
oriented distressed debt, mezzanine, secondaries, and bank loans. 

Commodities Continued weakness expected Industrial metals prices have weakened as we expected, but food prices have 
been supported by weather patterns and crude oil is being driven by both the 
status of the Iran threat and the state of the global economy. Overall, a weak 
picture likely to continue.

Global Infrastructure More attractive opportunities 
appearing

Pressures on the public sector and corporate deleveraging are bringing more 
and better valued opportunities to the marketplace.

U.S. Dollar Consider hedging exposures, 
particularly the Euro

A countertrend to the bearish pattern has come through, but medium-term 
outlook is still towards more Euro weakness. Emerging market currencies have 
stabilized, but current economic conditions suggest that dollar strength could 
reassert itself against these currencies too, albeit not on the scale of the past 
year.    

Other Market Views / Investment Strategy – August 2012
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Determining the timing of moving to new strategic allocations
– Buying/selling at the right price improves long-term returns, badly timed decisions 

destroy returns

Rebalancing decisions
– When and to what extent to reallocate assets

Adjusting hedges
– Pension liability – synthetic or cash market positions
– Other hedges – equity, inflation, etc.

Managing an opportunistic allocation mandate
– Portfolio segment managed to a one- to three-year horizon

Primary Uses of Medium Term Views
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Capital Market Assumptions



 

What are they?
– Aon Hewitt's asset class return, volatility and correlation assumptions
– Long-term (10-year), forward-looking assumptions
– Best estimates (50/50 better or worse)
– Market returns: no active management value added or fees (other than 

hedge funds and private equity, where traditional passive investments are 
not available)

– Produced quarterly by Global Asset Allocation Team
– Justifiable, credible and market-leading
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Coverage

Equities Bonds Alternatives
Macro 
Indicators

All major regions 
covered including 
emerging markets

Nominal U.S. and 
non-U.S. 
government bonds

Hedge funds (7 
single strategies 
and funds of hedge 
funds)

Inflation

U.S. large and 
small cap

Inflation-linked 
government bonds

Real estate (total 
market and core)

Currency 
movements

Non-U.S. 
developed and 
emerging markets

Corporate bonds Private equity

Global equity High yield Infrastructure

Emerging market 
debt

Commodities

Bank Loans
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Key Attributes



 

Assumptions are globally consistent
– Same assumptions used by Aon Hewitt clients wherever they are located
– All regional assumptions modelled in consistent manner (no “home country 

bias”)


 

Ability to model diverse range of asset classes and portfolios


 

Based on consensus expectations rather than extreme subjective views


 

Forward-looking and reflect current market pricing/levels


 

Assumptions for alternative asset classes incorporate input from specialist 
research teams (Global Private Equity, Global Real Estate, Liquid Alternatives)
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Equities

Earnings 
Yield 

x 
Sustainable 

Payout 
Ratio

Inflation
Real
EPS 

Growth
+

Equity 
Return+
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Equities (cont’d)



 

Using normalized dividend payout ratios, we establish future “payouts” to 
investors
– Differs from use of current dividend yield to forecast income component in that it 

establishes a linkage to forecasted earnings and sustainable payout ratios, and 
includes the impact of share buybacks

– Inclusion of buybacks shifts expected returns on equities moderately upward


 

We forecast future earnings growth using consensus inputs and in-house 
fundamental analysis (profit and margin trends, geographical exposure)



 

We then establish the discount rate which equates the discounted value of the 
cash flows to current market prices; this is the expected (real) return



 

We do not normally make adjustments for the future revaluation of equity markets.  
However, we would do so if valuations were very far from historic norms



 

The process generates real (after inflation) terms. To generate nominal returns we 
incorporate expected inflation.



 

This process results in local currency returns. We also produce returns in a range of 
currencies with currency movements assumed to be related to inflation differentials
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Government Bonds



 

We start from the current yield curve for government bonds


 

Using a simulation model, we combine the current yield curve with an 
assumption on the long-term behavior of the yield curve to derive how 
yields are expected to evolve over time



 

Total return assumptions are then derived from the forward looking yield 
curves



 

A similar methodology is followed for inflation-linked bonds but based on real 
yields and incorporating our inflation assumptions



9

Corporate Bonds and Aggregate Index



 

Our corporate bond expected return is made up of three components: 
– Government yield
– Corporate spread
– Expected losses from defaults and downgrades



 

All three are modeled using a wide range of simulation scenarios


 

Government yield modeling is as described previously


 

We assume that corporate spreads revert over time from current levels to our 
estimate of fair value



 

The expected losses from defaults and downgrades developed using a 
simulation model

Aggregate bond index returns are modeled as a combination of 
government and corporate bonds
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Real Estate



 

Starting point is the rental yield each market is offering


 

Real rental growth incorporates both a short term cyclical and long term aspect
– We assume rents increase in line with consensus expectations over short term
– In the long-term we assume rents grow in line with inflation



 

Allow for unavoidable costs of direct real estate investment


 

A real return assumption is calculated as the internal rate of return (IRR) of the projected 
cash flows (discounted cash flow analysis similar to equities)



 

Nominal return is then calculated using our expected inflation

Rental 
Yield Costs

Real
Rental
Growth

Real 
Estate 
Return

-+ + Inflation =



 

Methodology similar to equities:
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Alternative Asset Classes



 

Private Equity
– Return assumptions are formulated for each strategy (sub-sector) based 

on an analysis of the exposure of each strategy to various market 
factors with associated risk premiums.

– Strategies include leveraged buyouts (LBOs), venture capital, mezzanine, and 
distressed investments

– Assumptions for a diversified (broad) private equity portfolio is aggregation of 
assumptions for these underlying strategies



 

Hedge Funds
– Returns formulated by factor analysis of underlying building blocks of 7 

individual hedge fund strategies. For example, equity long/short has net long 
position in equity markets

– Unlike most other asset classes, manager skill (alpha) is allowed for. We also 
make allowance for fees

– Fund of Hedge Funds assumptions is aggregation of assumptions for these 7 
individual strategies (allowing for additional fees charged by Fund of Hedge 
Funds).



 

We also produce assumptions for infrastructure, commodities, high yield debt, bank 
loans and emerging market debt
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Volatility and Correlation



 

We take a forward-looking view when setting volatility assumptions as opposed to 
using purely historic averages. The credit crisis demonstrated the dangers of relying 
solely on historical values. 



 

We consider:
– Implied volatilities priced into option contracts of various terms
– Historical volatility levels
– The broad economic/market environment



 

We assume that volatilities are not constant over time; we assume that the 
volatility of "risky" asset classes such as equities will be at historically high levels in the 
next few years before declining over time. 



 

For illiquid asset classes such as real estate, de-smoothing techniques are employed 
when assessing historic volatility levels.



 

Correlation assumptions are formulated with reference to historic experience over 
different time periods and during different economic conditions
– We take into account the fact that correlations are highly unstable over time 

and, in particular, we take into account the fact that correlations are very different in 
stressed environments
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Fees



 

Objective is to develop return assumptions that reflect the cost of implementing 
an investment program



 

Liquid, publicly traded asset classes are investable passively at very low cost
– Fee assumption is zero



 

For asset classes such as emerging market debt which cannot be invested in 
passively at very low cost, it is assumed for modeling purposes that manager 
alpha is offset by fees



 

For real estate there is an allowance for the unavoidable costs associated with 
investing in a real estate portfolio. These include property management costs, 
trading costs and investment management expenses. 



 

For hedge funds, private equity and infrastructure, explicit fee assumptions are 
subtracted from expected returns; include base and performance-based 
fee/carry as appropriate
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Q3 U.S. Equity Assumption



 

US equity 10-year assumption 7.5%, up from 7.4% last quarter primarily as a 
result of weak market performance over the quarter



 

Near term earnings growth assumption based on in-house trend analysis and 
is now closer to consensus expectations (recent downward adjustments by 
analysts/consensus of near term earnings expectations)



 

Long term real earnings growth assumed to be 2.2%, which includes benefit of 
exposure to emerging markets at constituent (company) level



 

Inflation component was decreased to 2.2% from 2.3% last quarter



15

Q3 Non-U.S. Equity Assumptions



 

EAFE return in US dollar = 8.7%, Global Equity return in US dollar = 8.5%

UK Europe ex 
UK

Japan Canada Emerging 
Markets

Real returns 
(local currency)

6.3% 6.0% 5.8% 5.7% 6.9%

Inflation 2.4% 1.9% 1.0% 2.0% 2.6%

Nominal returns 
(local currency)

8.8% 8.0% 6.9% 7.8% 9.8%

Nominal returns 
(US dollar terms)

8.7% 8.4% 8.2% 8.1% 9.8%
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Q3 U.S. Fixed Income Assumptions



 

Treasury return assumptions are 1.7% for 5-year duration and 2.4% for 10- 
year duration. These are both above the current yields to maturity



 

AA-rated corporate bond return assumptions are 2.6% for 5-year duration and 
3.3% for 10-year duration. 



 

This leads to a 10-year return assumption of 2.1% for core U.S. fixed income 
(5-year duration)



 

TIPS 10-year return assumptions are 2.0% for both 5-year duration and for 10- 
year duration
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Intermediate (5-year Duration) Government Bond Return Assumption

* Components do not sum perfectly to the total because they are medians, which are not additive. All figures are 
rounded.

Return Component* June 30 March 31 Change

Initial Yield 0.8% 1.1% -0.3% Lower initial yield offers lower 
current income

Capital Gain/Loss -0.8% -1.0% 0.2%
Lower projected yield increases 
relative to last quarter result in 
lower projected capital loss

Increase/Decrease in Yield 
(Income) 1.2% 1.7% -0.5%

Lower projected yield increases 
result in lower projected increase in 
income over 10 years

Roll Return 0.6% 0.5% 0.1%
When yield curve slopes upward, 
as bonds approach maturity, yields 
falls and prices rise. Flatter yield 
curve reduces this beneficial effect.

Median Effect* -0.1% -- -0.1% --

Total 10-Year Return 
Assumption

1.7% 2.3% -0.6% --
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Intermediate (5-year Duration; AA Rated) Corporate Bond Return 
Assumption

* Components do not sum perfectly to the total because they are medians, which are not additive. All figures are 
rounded.

Return Component* June 30 March 31 Change

Intermediate Gov’t Bond 
Return 1.7% 2.3% -0.6% See previous slide

Initial Spread 1.3% 1.2% 0.1% Higher initial spread offers higher 
current income

Increase/Decrease due to 
Spread -0.4% -0.4% --

Spreads are assumed to revert to 
fair value in the long run. 
(Projected) narrowing/widening of 
credit spreads relative to last 
quarter result in decline/increase of 
income

Capital Gain/Loss (from 
spread) 0.3% 0.3% --

(Projected) narrowing/widening of 
credit spreads relative to last 
quarter result in projected capital 
gain/loss

Roll Return 0.3% 0.3% --
When yield curve slopes upward, 
as bonds approach maturity, yields 
falls and prices rise. Flatter yield 
curve reduces this beneficial effect.

Defaults & Downgrades -0.5% -0.4% -0.1%

Expected default and downgrade 
losses depend on the probability of 
a bond defaulting or being 
downgraded, and will vary over 
time

Median Effect* -0.1% -0.1% -- --

Total 10-Year Return 
Assumption

2.6% 3.2% -0.6% --
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Core Fixed Income (5-year Duration) Return Assumption 

* Components do not sum perfectly to the total because they are medians, which are not additive. All figures are 
rounded.

Return Component* June 30 March 31 Change

Intermediate Gov’t Bond Return 1.7% 2.3% -0.6%

Initial Spread 0.6% 0.6% --

Increase due to Spread -0.2% -0.2% --

Capital Gain (from spread) 0.1% 0.1% --

Roll Return 0.2% 0.1% 0.1%

Defaults & Downgrades -0.4% -0.2% -0.2%

Median Effect* 0.1% -- 0.1%

Total 10-Year Return Assumption 2.1% 2.7% -0.6%
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Q3 U.S. Real Estate Assumptions

Core June 30 March 31

Rental Yield 5.9% 5.9%

Real Rental Growth 0.1 0.1

Management Costs -2.0 -2.0

Inflation 2.2 2.3

Total 10-Year Return 
Assumption

6.3% 6.4%

Total Market June 30 March 31

Rental Yield 6.8% 6.8%

Real Rental Growth 0.2 0.1

Management Costs -2.0 -2.0

Inflation 2.2 2.3

Total 10-Year Return 
Assumption

7.2% 7.2%
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Q3 Private Equity Assumptions

Expected Return June 30 March 31

Venture Capital 11.5% 11.4%

Buyouts 9.0% 8.2%

Distressed Debt 9.7% 9.7%

Mezzanine 8.9% 9.1%

Total Private Equity 9.7% 9.3%
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Q3 2012 Assumptions (10-Year): Expected Returns and Risks
Asset Class Expected Nominal Return Expected Nominal Risk (Volatility)

Large Cap U.S. Equity 7.5% 21.0%

Small Cap U.S. Equity 7.7 27.0

Global Equity (Developed & Emerging) 8.5 21.0

International Equity (Developed) 8.7 22.5

Emerging Markets Equity 9.8 31.5

Cash (Gov’t) 1.3 1.0

Cash (LIBOR) 1.8 1.0

TIPS 2.0 4.5

Core Fixed Income (Market Duration) 2.1 3.0

Long Duration Bonds - Govt/Credit 3.1 9.0

Long Duration Bonds – Credit 3.6 11.5

Long Duration Bonds – Govt 2.5 9.0

High Yield Bonds 4.6 14.0

Bank Loans 4.5 7.0

Non-US Developed Bonds (0% Hedged) 3.0 10.0

Non-US Developed Bonds (50% Hedged) 2.5 5.5

Non-US Developed Bonds (100% Hedged) 1.7 2.5

Emerging Market Bonds 4.2 14.0

Hedge Funds (Median Manager) 5.4 8.0

Real Estate (Total Market) 7.2 16.5

Core Private Real Estate 6.3 14.0

REITs 6.0 22.5

Commodities 4.2 21.5

Private Equity 9.7 28.5

Infrastructure 8.7 18.5

U.S. Inflation (CPI) 2.2 1.5
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Q3 2012 Assumptions (10-Year): Expected Nominal Correlations

Correlations
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20 21 22 23 24 25 26

1 Large Cap U.S. Equity 1.00 0.90 0.94 0.78 0.62 0.08 0.07 -0.03 0.06 0.01 0.11 -0.10 0.42 0.39 -0.03 -0.03 -0.01 0.36 0.44 0.35 0.33 0.67 0.27 0.60 0.36 0.06
2 Small Cap U.S. Equity 1.00 0.84 0.70 0.56 0.06 0.06 -0.03 0.04 0.01 0.10 -0.10 0.39 0.36 -0.02 -0.03 -0.02 0.33 0.40 0.32 0.30 0.61 0.23 0.55 0.33 0.05
3 Global Equity (HalfDiversification) 1.00 0.92 0.79 0.07 0.07 -0.02 0.05 0.01 0.11 -0.10 0.39 0.37 0.17 0.14 -0.01 0.33 0.41 0.37 0.34 0.64 0.34 0.56 0.34 0.08
4 International Equity (HalfDiversification) 1.00 0.67 0.06 0.06 -0.01 0.05 0.01 0.10 -0.08 0.33 0.32 0.35 0.29 0.00 0.28 0.34 0.34 0.32 0.54 0.35 0.47 0.29 0.10
5 Emerging Markets Equity 1.00 0.05 0.04 -0.02 0.03 0.00 0.07 -0.07 0.26 0.25 0.22 0.18 0.00 0.22 0.27 0.27 0.25 0.43 0.30 0.38 0.22 0.06
6 Gov Cash 1.00 0.94 0.46 0.53 0.24 0.20 0.25 0.11 -0.01 0.21 0.38 0.67 0.16 0.26 0.11 0.13 0.08 0.26 0.06 0.09 0.49
7 LIBOR Cash 1.00 0.43 0.51 0.23 0.20 0.24 0.12 0.03 0.19 0.36 0.63 0.17 0.25 0.11 0.12 0.08 0.24 0.06 0.09 0.46
8 TIPS 1.00 0.27 0.08 0.06 0.09 0.03 -0.04 0.12 0.17 0.23 0.06 0.10 0.02 0.03 -0.01 0.29 -0.02 0.02 0.57
9 Core Fixed Income (Market Duration) 1.00 0.84 0.81 0.79 0.41 -0.01 0.22 0.38 0.63 0.49 0.23 0.06 0.07 0.05 0.06 0.05 0.06 0.08

10 Long Duration Bonds – Gov’t / Credit 1.00 0.96 0.95 0.39 -0.04 0.18 0.31 0.50 0.44 0.16 0.02 0.02 0.02 -0.07 0.01 0.02 -0.16
11 Long Duration Bonds – Credit 1.00 0.82 0.60 0.22 0.16 0.28 0.45 0.63 0.23 0.06 0.06 0.08 -0.05 0.09 0.06 -0.14
12 Long Duration Bonds – Gov’t 1.00 0.11 -0.32 0.18 0.31 0.51 0.19 0.06 -0.03 -0.03 -0.06 -0.09 -0.07 -0.03 -0.16
13 High Yield Bonds 1.00 0.69 0.05 0.09 0.16 0.87 0.39 0.18 0.16 0.29 0.07 0.31 0.19 0.03
14 Bank Loans 1.00 -0.03 -0.04 -0.06 0.63 0.29 0.17 0.15 0.27 0.08 0.28 0.17 0.06
15 Non-US Developed Bond (0% Hedged) 1.00 0.96 0.39 0.07 0.04 0.01 0.01 -0.02 0.32 -0.01 0.00 0.17
16 Non-US Developed Bond (50% Hedged) 1.00 0.64 0.13 0.09 0.02 0.03 -0.01 0.30 -0.01 0.01 0.21
17 Non-US Developed Bond (100% Hedged) 1.00 0.22 0.17 0.04 0.05 0.01 0.09 -0.01 0.03 0.22
18 Emerging Market Bonds 1.00 0.35 0.16 0.15 0.25 0.07 0.27 0.17 0.03
19 Hedge Funds Universe 1.00 0.17 0.17 0.30 0.15 0.28 0.18 0.13
20 Real Estate 1.00 0.94 0.49 0.08 0.27 0.16 0.07
21 Core Real Estate 1.00 0.46 0.08 0.25 0.15 0.07
22 REITs 1.00 0.17 0.42 0.26 0.05
23 Commodities 1.00 0.10 0.07 0.48
24 Private Equity 1.00 0.27 0.04
25 Infrastructure 1.00 0.06
26 Inflation 1.00
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Memo 
 
 
To: Staff and Board  

Ventura County Employees’ Retirement Association 

From: Russ Charvonia, ChFC, CFP®, Esq. 

Kevin Vandolder, CFA 

Kevin Chen 

Date: September 17, 2012 

Re: Rob Arnott Interview Paper 

 
Background 
Robert D. Arnott is Chairman and Founder of Research Affiliates, LLC. He has authored over 70 
articles and has received five Graham and Dodd Scrolls and Awards, awarded annually by the 
CFA Institute for best articles of the year, and has received two Bernstein-Fabozzi/Jacobs-Levy 
awards from the Journal of Portfolio Management and Institutional Investor magazine. 
He edited the CFA Institute's Financial Analysts Journal from 2002–2006, and has edited three 
books on equity management and tactical asset allocation.  He is a co-author of the book The 

Fundamental Index: A Better Way to Invest.  Rob will be speaking at the upcoming VCERA Board 
Retreat.   
 
Rob recently discussed his views of the past decade.  Below are some of the key points we found 
to be of interest:  
 
In 2002, Rob believed the US and world economies entering a low-return environment and 
investors were generally too narrowly-focused on stocks and bonds only.  In the interview, he 
discusses adding a third investment pillar beyond stocks and bonds.  This third pillar is designed 
to generate absolute returns and provide a hedge against inflation risk, while aiming for a risk level 
that is comparable to a classic balanced portfolio.  U.S. stocks and bonds are generally negatively 
correlated with U.S. inflation; when U.S. CPI inflation rises, U.S. stocks and bonds generally fall. 
 
Bonds are not a monolithic asset class. Within bonds, there are remarkably diverse categories 
such as high yield, floating rate, emerging markets, developed markets, investment grade 
corporates, convertibles, etc.   
 
We have attached the full article for the Board’s reading pleasure and we look forward to 
discussing with you at the upcoming September 17 meeting.  



PI:MCO 

Your Global Investment Authonty 

Q&A 

The All Asset strategy marks its 10-year anniversary this 
month. Can you offer some reflections on your original mission 
in 2002 and how the strategy has fared during the last decade's 
tumultuous markets? 

Arnott: The 10-year anniversary of the All Asset strategy is a milestone that all of 

us at Research Affiliates feel deeply privileged to be a part of. We are grateful to 

our investors and to the PIMCO team, who have entrusted us with creating and 

managing this path-breaking set of strategies. 

At launch 1n 2002, both PIMCO and Research Affiliates were confident t hat we 

were entenng a low-return environment, especially for the mainstream markets 

that so dominate client portfolios. We felt that the classic reliance on mainstream 

stocks and bonds would fall far short of investors' expectations, undermining 

many clients' future hopes and plans. We felt that investors had an Achilles' heel1n 

the1r Investment portfolios- the heavy allocations to domestic stocks and bonds 

- wh1ch would fare poorly when inflation inevitably reappeared on the scene. 

Investors classically build their financ1al future on two pillars: stocks to participate 

1n macroeconomic growth potential, and bonds to seek reliable 1ncome while 

re1n1ng 1n portfolio volatility. We believed that they urgently needed to establish a 

third pillar. That th1rd pillar should seek rea l returns rather than nominal returns, 

while seeking to hedge against inflation risk by investing in markets that can fare 

well in an Inflationary regime. It should also seek higher returns than those 

offered by the ma1nstream markets, while aiming for nsk comparable to that of 

t he class1c balanced portfolios. And, finally, it should diversify away from 

ma1nstream stocks and bonds unless t hese are very attractively priced. 

We also saw three paths to improved returns relative to the classic balanced 

portfol1o: f1rst, broaden our opportunity set by embracing the f ull spectrum of 

alternative markets; second, seek value-added performance w1th1n each asset 

class; and third, act1vely manage the asset mix by concentrating 1n the unloved 

asset classes that we believe are pnced to offer supenor return potentia l. While 
our own fears for the prospects of conventional assets were on target, no one 

could predict the precise journey of the capital markets from 2002 to 2012. 

In terms of the environment, it has been a remarkable 10 years, with changes that 

were Inconceivable 1n 2002. For example, the 10-year Treasury note offers a scant 

1.6% y1eld, well below the expected rate of inflation, even as our nation has lost 

its AAA rat1ng by S&P. Our view in 2002, that TIPS ought to yield well under 2%, 

was dismissed; yet, TIPS yields breezed through 2%. then 1% ... then 0%, to 

their current negative y1eld. In 2002, we believed that emerging market debt 

m1ght have true cred1t quality rival1ng developed economy debt, so that the 

emerging market bond spreads were a rich opportunity. Again, our view was too 

conservative: a credible case can now be made that many emerging markets 

could conceivably be more creditworthy than much of the developed world. 

You might say the cap1tal markets Witnessed the good, the bad and the ugly in a 

decade-long seesaw between greed and fear. By mld-2007 w1th Investors intent 

on more and more nsk-tak1ng, long TIPS y1elds approached 2.5%, as credit 



spreads narrowed to near-record lows and convertible bonds 

offered less yield than Treasuries. Less than two years later, w1th 

an economic depression "imminent," some convertibles and 

high yield bonds briefly offered well over 20%. 

Where does this leave us today? Treasury yields grab the headlines 

but bonds are not a monolithic asset class. Within bonds, there 

are remarkably diverse categones: h1gh y1eld, float1ng 1ncome, 

emerging markets, developed markets, Investment grade 

corporates, convertibles, and the list goes on. How can we like 

bonds, with a y1eld that's below 2%? We don't like~ bonds! 

With U.S .stocks yielding just 2% and a Shiller P/E ratlo1 above 20, 

how can investors expect to earn 5% real returns? We don't have 

to use~ stocks! There are almost always a few markets where 

one can fmd reasonable starting income levels. Today, these 

would 1nclude high yield bonds and emerging market debt, as 

well as non-U.S. and emerging market value stocks. We found 

that these also tend to be priced at attractive spreads, which 

could narrow, prov1d1ng cap1tal gains atop a nch starting yield. 

Ill What changes have you seen in the opportunity 
ti':l set over the past decade? 

Arnott: By and large, our opportunity set is a much lower

yielding one than we found in 2002. At the same time, our 

toolkit of strategies has grown handsomely. One of the reasons 1 

was so thnlled to partner w ith PIMCO 1n 2002 was the firm's 

obsess1on w1th alpha and 1ts penchant for product innovation . 

They were the first to offer mutual funds for TIPS, and among 

the first for emerging market debt and commodity mutual 

funds. This pace of 1nnovat1on has accelerated over the past 10 
years. This is not our 2002 All Asset toolkit! 

Furthermore, PIMCO and my team at Research Affiliates have 

been among the leaders 1n recognizmg the dangers m traditional 

market-cap-weighted stock and bond 1ndexes. Why would we 

want a stock index that commits our cap1tal in direct proportion 

to a company's share price, so that the more expens1ve the 

stock, the more we rely on it? Why would we choose a bond 

index that commits capital in direct proportion to a borrower's 

appetite for debt, so that our mvestments are concentrated 1n 

the most debt-addicted borrowers? Whether we rely on a 
fundamentals-based approach m equ1t1es or a GDP-we1ghted 

index in sovereign bonds, we aim to earn sizable excess returns 

by applying common sense to benchmark construction. These 

are all newcomers to the All Asset toolkit m the past decade, as 

are a host of new asset classes - local currency emerging market 

bonds, emerging market stocks, REITs and senior floating rates, 

to name JUSt a few. 

Finally, we look to PIMCO to deliver the excess return potential 

that we rely on as our "secret weapon" in the All Asset strategy. 

We expect that act1ve management alpha will cont1nue to be a 

cornerstone of our "third pillar" solution. This quest for alpha 

also shows up in the fast-growing spectrum of absolute return 

strateg1es that seek multiple layers of alpha, while neutralizing 

our exposure to stocks or bonds or both. Again, these are new 

to the strategy in the past decade. 

Ill Could you speak to the differences between the 
ti':l All Asset and All Asset All Authority strategies? 

Is All Asset All Authority more bearish? 

Arnott: All Asset All Authonty provides three additional "levers" 

1n our asset allocation management of the strategy. First. we can 

use a strategy to obtam short exposure to the S&P 500, thereby 

prof1tmg when U.S. equ1t1es decline. Second, we can use 

leverage 1n our pursu1t of h1gher returns or to adJUSt our nsk 

appet1te up or (surpnsingly) down. Th1rd, because our asset 

allocation ranges are based on gross assets - inclusive of 

leverage -our asset allocation v1ews can be more aggressively 

re'lected m All Authonty than in All Asset. It is important to note 

that we have discretion to use these additional tools- or not 

-and that their use will change based upon the asset allocation 

v1ews of Research Affiliates and our model-driven process. 

It's fa1r to say that All Asset All Authority should generally beat All 

Asset 1n weak or turbulent markets and that All Asset should 

generally win in strong or steady markets. But, it's also fair to say that 

th1s will not always be true. For example, if we're bullish, All Authonty 

can be more bullish than All Asset, because of the leverage. 

The extra levers in All Asset All Authonty provide additional 

flex1b11ity in Implementing our strateg1es. For example, we do not 

have to believe that stocks will fall, a bearish outlook for U.S. 

stocks, in order to use a short strategy. We can also use it when 

we believe that bonds will beat stocks or when we believe that 
other " nsk on " asset classes, such as emerg1ng market stocks or 
bonds, or high y1eld bonds, offer better rewards than U.S. 

stocks. In this latter case, we can use a short strategy to reduce 

1 The Sh1ller P/E ratio divides the 10-year average of real (inflation-adjusted) earmngs nto the current real pr~ce for the market portfolio. In th1s case, we're us,ng the S&P 500. 
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the e.o.uit¥ beta inherent in these other asset classes. while 

capturing their (hopefully) superior risk premium. 

In short. the bearishness- or bullishness- of All Asset All 

Authority vs. All Asset will change over time. But if our models 

correctly indicate serious downside risk to equities and other 

related pro-cyclical assets. the All Asset All Authority strategy 

has the ability to take a substantially more bearish posture than 

the All Asset strategy. This was certainly the case in 2007 and 

2008. Today it 's less so. It's not that we are exceedingly bullish 

on the S&P 500. We're not. But we do see some opportunities 

worthy of expanding the leverage to gain exposure to some 

attractively priced risks, while using some of that leverage 

budget to buy a short strategy to tamp dow n our overall direct 

and indirect exposure to the fully priced U.S. stock market. 

IPII Why might the All Asset strategy be a good 
ti'i:l fit for investors looking to add alternative 

strategies to their portfolios? 

Arnott: Our objective for the All Asset strategy is to deliver a 

meaningful real return outcome over a full business cycle. A critical 

factor in this effort is the willingness to use a far wider toolkit of 

asset classes than other asset allocation solutions. Emerging 

market debt. high yield bonds, convertibles, floating rate securities, 

TIPS, commodities and absolute return strategies have all at various 

times been sizable allocations within the strategy. We rely on 

mainstream stocks and bonds only when they offer prospective 

returns that are fully competitive with the vast spectrum of 

alternative markets. Most of the time, the All Asset strategy is 

focused in investments well outside of mainstream asset classes. 

So the All Asset strategy might be seen as a chameleon product. 

fitting a variety of needs. It can be considered a core investment 

for an investor's allocation to alternative markets or a " third 

pillar" seeking real returns, or for an investor's quest for tactical 

response to changing market conditions. 

There are two primary reasons for this versatility. First. the two 

asset classes that utterly dominate most U.S. investors' portfolios 

-U.S. stocks and bonds- are, ironically, among the very few 

asset classes that are negatively correlated with U.S. inflation. 

When U.S. CPI inflation rises. U.S. stocks and bonds generally fall. 

Most of the alternative asset classes that are central to the All 
Asset process have a pos1tive correlation to U.S. inflation, offenng 

a reasonable prospect for reliable long-term real returns. 

Second, we very often find that these "alternative" markets 

suffer disproportionate price dislocations in times of crisis as 

investors inevitably sell whatever they know least. The 

dislocations afford us an opportunity to rebalance into a "risk 

on" posture, when investors are terrified, that can provide 

equity-like return potential with wonderful diversification of risk 

for our investors. Conversely, we often see greater adoption of 

these alternative asset classes toward market peaks, as investors 

scratch and claw for greater yield. This dynamic very often leads 

to a substantial shortfall for do-it-yourself investors when, 

inevitably, the markets fall. In other words, they buy high and 

sell low! Accordingly, we assert that gaining these exposures in a 

tactical and disciplined manner, combined with PIMCO's active 

management within the asset class, provides for a more efficient 

means of gaining these strategies' diversification benefits. 

IPII Does the size of the portfolios challenge your 
ti'i:l ability to make tactical shifts? 

Arnott: We see no evidence that th is is an issue, nor do we 

expect it to be one in the foreseeable future. Our process is 

patient , tactical and contrarian -we seek to profit from 

intermediate-term price movement, and we contra-trade against 

the market's prevailing whims. We are not a global macro hedge 

fund strategy that seeks to profit from daily or weekly price 

moves. Our relative value approach seeks to profit from cheap 

assets appreciating to what we believe are fair premia (and vice 

versa for expensive ones). This adjustment period typically lasts 

18 to 36 months; our average bets last a sim1lar span. 

While we do trade on a daily basis, the primary driver of our daily 
model inputs are asset class yields, which move relatively slowly. 

Just as the expected return on a 30-year bond - its yield

changes every single day by a little bit, without changing its 

30-year horizon, our desired asset mix changes a little bit every 

day. So, our tactical shifts tend to be trivial on a daily basis, 

modest on a monthly basis and can become quite substantial only 

over a three- to six-month window. A lot of small moves in the 

same direction can have a big impact over dozens of trading days! 

It's also very important to note that our process tends to 

contra-trade against recent asset class performance, allowing for 
far more capacity than a more trend-chasing approach. In other 

words, we tend to provide liqu1dity in difficult markets, when 

liquidity is scarce, and sell pro-cyclical asset classes in frothy 

markets with ample liquidity. 
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Ill How are you investing in this environment and 
K:l where are you finding attractive opportunities? 

Arnott: The turbulent markets of May hit hard several asset 
classes we like for the long term, such as commodities, emerging 

market equities and local currency emerging market debt. The 
latter is particularly interesting given what we believe to be a 
sizable tailwind of favorable demographics and reasonable debt 

burdens. We continue to emphasize emerging market debt as a 
quality asset class with at tract ive yields in today's era of financial 

repression and tumbling credit quality among developed market 

sovereign debt. 

EAFE Value Index currently has a dividend yield north of 4.5%. 
Outside of a scant handful of months during the global financial 

crisis, the last time we saw these kinds of yields was in the early 

1980s. Incidentally, we had real interest rates then of over 6% 
vs. today's negative real yields. While we are finding opportunity, 

we do have concerns about encountering another economic 
slowdown where cheap assets can get much cheaper. Thus, we 

are entering some of these areas gradually and carefully, w ith 

each major market correction. 

We also find increasing appeal in developed ex-U.S. value 

equities. Driven largely by price declines in Europe, the MSCI 

Th1s Q&A 1s taken from a recent discuss1on between Rob Arnott 
portfolio manager and head of Research Affil iates, and PIMCO 
product manager John Cavalieri about PIMCO's All Asset strategy 
and how it IS be1ng pos1t1oned 1n the current enwonment. 

Past performance is not a guarantee or a reliable indicator of future results. 

A word about risk: Investing in the bond market is subject to certain risks including market, interest rate, 
issuer, credit and Inflation risk; investments may be worth more or less than the original cost when redeemed. 
Investing in foreign-denominated and/or -domiciled securities may involve heightened risk due to 
currency fluctuations, and economic and political risks, which may be enhanced in emerging markets. 
Commodities contain heightened risk including market, political, regulatory and natural conditions, and may not 
be suitable for all investors. Mortgage- and asset-backed securities may be sensitive to changes in interest 
rates, subject to early repayment risk and their value may fluctuate in response to the market's perception of issuer 
creditworthiness; while generally supported by some form of government or private guarantee, there is no 
assurance that private guarantors will meet their obligations. High yield, lower-rated securities involve 
greater risk than higher-rated securities; portfolios that invest in them may be subject to greater levels of credit 
and liquidity risk than portfolios that do not. Bank loans are often less liquid than other types of debt 
instruments and general market and financial conditions may affect the prepayment of bank loans, as such the 
prepayments cannot be predicted with accuracy. There is no assurance that the liquidation of any collateral from a 
secured bank loan would satisfy the borrower's obligation, or that such collateral could be liquidated. Inflation
linked bonds (ILBs) issued by a government are fixed income securities whose principal value is periodically 
adjusted according to the rate of inflation; ILBs decline in value when real interest rates nse. Treasury Inflation
Protected Securities (TIPS) are ILBs issued by the U.S. government. Equities may decline in value due to both 
real and perceived general market, economic and industry conditions. Derivatives and commodity-linked 
derivatives may involve certain costs and risks such as liquidity, interest rate, market, credit, management and 
the risk that a position could not be closed when most advantageous. Commodity-linked derivative instruments 
may involve additional costs and risks such as changes in commodity index volatility or factors affecting a 
particular industry or commodity, such as drought, floods, weather, livestock disease, embargoes, tariffs and 
international economic, political and regulatory developments. Investing in derivatives could lose more than the 
amount invested. 

The Consumer Price Index (CPI) is an unmanaged 1ndex representing the rate of inflation of the U.S. consumer prices 
as determined by the U.S. Department of Labor Statistics. There can be no guarantee that the CPI or other indexes 
will reflect the exact level of inflation at any given time. The Morgan Stanley Capital International ("MSCI") Europe, 
Australasia, Far East Value Index ("EAFE Value") is an unmanaged index consisting of that 50% of the MSCI EAFE 
with the lowest Price/Book Value (P/BV) ratio. Index weightings represent the relative capitalizations of the major 
overseas markets included in the index on a U.S. dollar-adjusted basis. The index is calculated separately, without 
dividends, with gross dividends reinvested and estimated tax withheld, and with gross dividends reinvested, in both 
U.S. dollars and local currency. It is not possible to invest diredly in an unmanaged index. 

This material contains the current opinions of the manager and such opinions are subject to change without 
notice. This material has been distributed for informational purposes only and should not be considered as 
investment advice or a recommendation of any particular security, strategy or investment product. Information 
contained herein has been obtained from sources believed to be reliable. but not guaranteed. No part of this 
material may be reproduced in any form, or referred to in any other publication, without express written 
permission. Pacific Investment Management Company LLC, 840 Newport Center Drive, Newport Beach, CA 
92660, 800.307.4626. © 2012 PIMCO 

For institutional investor use only. 
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Memo 
 
 
To: Staff and Board 

Ventura County Employees’ Retirement Association 

From: Russ Charvonia, ChFC, CFP®, Esq. 

Art Goulet, Trustee 

Date: September 17, 2012 

Re: Hexavest Onsite Due Diligence – August 6, 2012 

 
Location:  Montreal, Canada 
 
VCERA Attendee:  Art Goulet 
 
HEK Attendees:  Russ Charvonia, Kevin Vandolder 
 
Hexavest Presenters: Vital Proulx, CFA, Nadia Cesaratto, CFA, Lucie Kouyoumijian, Charles Gagné 
 
 
Background: 
 
The Hexavest team started out at St. Lawrence Financial Consultants (a Fixed Income Asset 
Management firm). Vital Proulx began using the top-down equity investment approach in 1991 with a 
portfolio that was seeded by three clients, all of whom are still with them. 
 
The team has been running this product for 21 years and they were able to port the performance 
back to the beginning, even though Hexavest itself wasn’t established until 2004.  The team has not 
lost any investment professionals since 1991.  Hexavest currently has 38 employees (they just hired 
one more and will be hiring another analyst next month). 
 
Hexavest is content with its rate of growth in assets and personnel, but feels they are reaching a point 
where it would be difficult to support world-wide clients from their office in Montreal. The recent Eaton 
Vance (EV) acquisition should help them to maintain their “single office’ so they can continue to focus 
on investment management.  EV approached Hexavest about a year ago.  Hexavest thought it was 
just to be a sub-advisor, but it turned into more. The transaction closed on August 6.   
 
EV wanted to buy a majority interest but Hexavest wasn’t comfortable giving up shareholder control, 
so only a 49% interest was sold.  However, EV has a 60 day window in five years to increase their 
interest to 75%, at their option.  Vital feels there is about a 50/50 chance that EV will purchase the 
additional 26% at a pre-determined multiple of EBITDA. Hexavest has told EV their maximum AUM 
capability is $40 billion (currently $10.6 billion). Part of the reason for the sale to EV was that it was 
getting too difficult and expensive to recycle shares among existing employees/owners.  They also 
did not want to open any new offices and felt EV could provide them with a world-wide presence.  
Due to the acquisition of the 49% interest, one EV director will be added, for total of seven directors 
(no others of whom are from outside). 
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Hexavest’s self-imposed $40 billion cap is because they don’t want to own more than 20% of the 
weekly volume of any single stock, so that they can always dispose of a position within a week’s time. 
There won’t be any integration of systems between EV and Hexavest. Hexavest will treat EV as a 
client, and they fully expect to continue with complete autonomy.  EV was planning on launching four 
new mutual funds at the end of August, for which Hexavest will be the sub-advisor. Hexavest will also 
be in EV’s institutional line up. They don’t plan to launch any new products.  EV has engaged in 
similar transactions with Parametric and Atlanta Capital. 
 
Every Hexavest shareholder has signed employment contracts with EV. All employees have non-
compete agreements (5-years for Vital, 3 years for the other portfolio managers, 2 years for client 
service personnel). Vital owns 50.1% of remaining shares and the other 14 shareholders own the 
balance.    Vital does not expect key employees to leave Hexavest due to their new-found wealth. 
Their compensation structure is base salary plus bonus based on firm profitability and a pool from 
some clients who have performance based fees. Any bonus is based on team performance and is 
distributed pro rata. 
 
Marc Veilleux, who works in quantitative research is phasing out due to personal family matters, 
although they are keeping him onboard due to loyalty to him, as he started with Vital.   Hexavest had 
hired Jean-Francois Berube, who holds two masters degrees & his Ph.D. in quantitative research, in 
2009.  He has five years total industry experience.  
 
Portfolio Management: 
 
Hexavest’s Tactical Asset Allocation portfolio is the older strategy (2003) that started while the team 
was at Natcan (then a subsidiary of the National Bank of Canada – the team’s previous employer).  In 
May 2011, they launched a similar global macro fund for Canadian clients, which utilized less 
leverage, but can use futures.  EV may expand this product. 
 
The stand-alone emerging markets (EM) portfolio was started in 2011. They are currently 
underweight EM in the All-Country portfolio. 
 
Their practice is to stay within +/- 15% of the country benchmark weighting.  Hexavest is willing to 
deviate from the benchmark by 15% for regions and currencies, and 10% for sectors. Their stock 
selection can be 0 to 2% over the index and hold up to 10% cash.  Prior to 2008, the average portfolio 
turnover was about 40% per year; it is now over 100%. 
 
Hexavest’s Investment Process consists of: 

 Top-down, looking at the macro view—focus on evaluating the economy 
 They make many diversification decisions (regions, countries, currencies, sectors) 
 Valuation is examined 
 Investor Sentiment is taken into account 
 Stock selection = ~20% of their decision process 

 
After forming their macro view, Hexavest uses proprietary quantitative models to validate those views. 
They rate macro conditions as high as + + + or as low as - - -.   
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The Investment team meets daily. Investment Committee meetings are held three times a month. 
However, portfolio decisions can be made anytime.  Their sell discipline is similar to their buy 
decisions. When their analysis indicates a sale is appropriate, the position is liquidated. However, 
they tend to scale into and out of positions.   
 
Hexavest hedges currencies by using forward contracts, but they do more than hedging—they will 
make active currency bets.  For example, if they like a Japanese company, but not the yen, they will 
hedge against the impact of the yen. 
 
Hexavest viewed the market negatively in August 2006 due to concerns over housing and sub-prime 
mortgages. They then turned optimistic in 2009.  Hexavest will tend to underperform when uptrends 
extend longer than anticipated (e.g. 2007). They attempt to perform better in down markets due to 
their value bias and contrarian approach, which helps to avoid market bubbles. 
 
Current Outlook: 
 

 The macroeconomic environment is very negative with no obvious solutions. Printing more 
money will help, but won’t resolve the issues in Europe.  The central banks will continue to 
print more money, but each round of quantitative has had a smaller impact. 

 Because they expect more worldwide quantitative easing (QE), they feel it will eventually lead 
to inflation, and that people will lose confidence in the monetary system.  

 They predict the Euro will fall considerably (there have been 19 European economic 
summits). 

 They also predict Greece will leave the European Union. 
 Eventual higher inflation will help equities, but hurt fixed income. 
 They anticipated the market would have dropped as the European recession deepened, and 

are still very defensive.  They predict the European recession will be more severe and longer 
lasting than markets expect 

 Their view is that investors are negative on the economy, but positive central banks will bail 
the markets out. They expect the market to be caught off guard when it learns the central 
banks can’t save the world. 

 They predict Europe will remain in recession in 2013, the US will have to face its deficit in 
2013, and the poor economy will prevail; so they remain defensive. 

 They expect Japan will slow down after tsunami rebuilding is behind them. 
 They believe China’s slowdown is worse than the markets are taking into account. The 

cyclical portion of economy is in a hard landing. Housing in 50+% of the markets is 
contracting. Housing starts are in the range of 5-6 million/year, down from 16 million. China 
should only grow at 4-5%/year, which will hurt commodities. 

 Their view is that Canada is entering a housing crisis similar to what the US experienced. 
 US employment should be watched. Deleveraging slows the economy. 
 Profits haven’t slowed as much as they expected, although companies can’t improve profit 

margins and revenues aren’t growing. 
 They believe stocks are fairly valued (neutral) 
 They recommend being underweight to Europe, hoping it will get to neutral and then probably 

positive subsequently.  They believe earnings estimates are too high. 
 Investors are overweight in emerging markets, which is a concern, because a recession in 

Europe will hurt the emerging markets. 
 They will probably be more interested in the BRICs when those countries turn around.  
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 Because European stocks are cheap relative to the US, investors seem to be getting 
complacent. 

 Because of the trend towards “deglobalization,” the focus should be on country allocations. 
 They believe the new norm for P/E will be about 10, as opposed to the current 11. 

  
Hexavest’s currency trades have helped performance in the last couple of years. They will reduce 
their short Euro exposure at $1.20 and will neutralize their exposure at $1.10. They also believe the 
Australian dollar will be hurt. 
 
Hexavest produces quarterly research reports on regions, countries and currencies. In the 
quantitative models used to validate the team’s fundamental research, they weigh various factors. 
The weightings change over time, but they will always place the most emphasis on valuation. 
 
Their objective is to generate 2% of alpha per year over 4-year rolling-periods. Most of the alpha will 
come from top-down decisions (regions, countries, currencies, sectors, and industries), with a 
marginal portion derived from stock selection. Their target for total active risk is 3 to 5.  Hexavest only 
invests in publicly traded securities and they validate the trades and valuations.  They use about 25 
different brokers for trades.  The execution of trades is monitored through State Street. 
 
Hexavest uses some soft dollars for research.  We emphasized how we would prefer that they didn’t 
use soft dollars, but instead pay separately for research they need.  However, they feel very strongly 
that this is the best arrangement for their needs. 
 
They don’t generally meet with company management before investing because of the top-down 
approach. However, the team will meet with company management that travels to Montreal, but the 
meeting will usually focus on more macro factors affecting the company and its industry. 
 
Hexavest viewed the period of 2009-2011 as either “risk on” or “risk off.”  They feel 2012 is returning 
to “normal” where country, sector and stock selection matters. 
 
Their current cash holdings are about 7%; down from 8.9% as of 6/30/12.  Clifton does not overlay 
Hexavest’s portfolio level cash. 
 
Compliance: 
 
Michel Lajoie is chief compliance officer. He reports directly to the board of directors, and is currently. 
updating the Code of Ethics and establishing Social Media Policy, in part due to the EV acquisition. 
 
The Custodian for the US pooled fund (which is organized as a New Hampshire Trust) in which we 
are invested is State Street.  The segregated account minimum is $50 million.  It is slightly more 
expensive (about 10 basis points) than the pooled fund, and would also increase custody fees.  The 
segregated account does not make sense for VCERA to consider at this time. 
 
Hexavest does their own currency repatriation instead of using custodians. They perform quarterly 
analyses for trading costs (they use Eklins McSherry for equities and FX transparency for currencies).  
For foreign exchange (FX), they use 3-month traded maturity forwards (and exchange traded futures, 
although not for the pooled fund). The main counter-party for FX forwards is State Street Bank & 
Trust and CIBC has also recently been approved by the broker selection committee.  
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They re-started a securities lending program in the Spring of 2012, which State Street is managing. 
They hope to earn 4-6 bps. They do not accept cash collateral. They had done securities lending 
previously, but stopped in 2008 when they saw impending problems with it.  We spent considerable 
time discussing the security of this program and had several follow up communications, and are 
reasonably satisfied with the way the securities lending program was operated. 
 
They replaced their former soft dollar arrangement with Societe Generale with a Commission Sharing 
Agreement with Pictet Canada. It totals about 12% of gross commissions. They only use commission 
sharing (soft dollars) for benefit of client accounts and insure the costs are warranted for value 
received. 
 
They have gift acceptance and given policy that allows employees to receive some gifts from 
vendors. 
 
They handle proxy voting in in a manner they consider is the best for investors. Groupe 
Investissement Responsible (GIR) has handled the voting based on Hexavest’s policies for 
approximately 18 months. 
 
For backup/disaster recovery, they perform daily internal backups plus twice daily replication to a data 
center 45 minutes away through CANIX. We suggested that they consider moving this location farther 
away. Hexavest tests its disaster recovery plan twice a year, and once a year KPMG audits the test  
and issues a letter of comfort.  They also have an alternative work site where they can log into the 
home office or the CANIX site. 
 
The SEC has never audited Hexavest, and there is no outstanding litigation. 
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Memo 
 
 
To: Staff and Board 

Ventura County Employees’ Retirement Association 

From: Russ Charvonia, ChFC, CFP®, Esq. 

Art Goulet, Trustee 

Date: September 17, 2012 

Re: Sprucegrove Onsite Due Diligence – August 7, 2012 

 
Location: Toronto, Canada 
 
VCERA Attendee: Art Goulet 
 
HEK Attendee: Russ Charvonia 
 
Sprucegrove Presenters: Craig Merrigan, PM; Shirley Woo, PM; Arjun Kumar; Sabu Mehta, Sr., 
Analyst; Mark Wolff, CFO 
 
Fair Haven Partners: Mark Shevitz 
 
 
Background: 
 
Portfolio Manager Craig Merrigan has been in the investment business for 25 years. He and Shirley 
Woo started with the predecessor firm Confederation Life, he in Atlanta she in Toronto (there were 
three original founders). The company encountered financial trouble and senior management 
turnover, so the investment group then formed Sprucegrove in 1994.  Sprucegrove purchased the 
separate account clients from Confederation, and most of the clients followed them. 
 
Craig rejoined Sprucegrove as an investment analyst directly from Confederation Life U.S.in 1998. He 
now co-manages the global and US equity portfolios.  Shirley was one of the first analysts for 
Sprucegrove’s EAFE equity product in Toronto and eventually became a portfolio manager.  We met 
with both of them. 
 
We also met with Arjun Kumar, who has been with Sprucegrove since 2002, and Sabu Mehta, Sr. 
who has been with the firm since its inception.   
 
The three products now offered by Sprucegrove are: International Equity (bellwether product); Global 
Equity; US Equity.  Sprucegrove currently has $19 billion in total; with $14 billion International, $4 
billion global, and $1 billion U.S.  The firm’s assets under management peaked at $23 billion. 
 
Sprucegrove invests in all capitalization levels of stocks (market cap agnostic), with minimum market 
cap of $1 billion.  
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Sprucegrove had considered starting a dedicated emerging market product, but they have since 
decided to focus on the three existing products, for now. They aren’t sure they would be able to find a 
working list of 75-100 names in the emerging markets that meet their qualifications. 
 
Sprucegrove will close products when they have concerns about capacity constraints in terms of 
liquidity, or their ability to service the clients.  The International portfolio has been closed more often 
than it has been open, and is in the process of being closed now due to reduced liquidity in 
companies at the lower end of the market capitalization range in which the fund invests. 
 
Sprucegrove doesn’t want to have to be “asset gatherers,” so they use Fair Haven to conduct all of 
their marketing in the US.  We don’t pay any extra fee to source through Fairhaven. Rather, 
Sprucegrove pays Fairhaven 20% of the investment fees paid by clients.  Sprucegrove feels they 
work well with Mark Shevitz and Ed of Fairhaven. While it would be cheaper for Sprucegrove to 
handle their own distribution, they appreciate the relationship with Fairhaven and don’t want to have 
to build their own distribution channel. 
 
All of their research analysts are global generalists.  They emphasize the importance of the analysts.  
Sprucegrove attempts to develop a cross section of employees in order to bring in younger, fresher 
talent to hand the business to over time.  Employees are mentored for several years. They are 
looking to hire a new analyst. 
 
Sprucegrove plans to continue to operate from their single office.  They want to remain independent 
and small in order to retain their unique culture. The founders’ relationship with Confederation Life 
convinced them that they don’t want to be part of another larger company. The company is 100% 
employee owned with 29 employees, of which 27 have ownership. Employees can buy shares based 
on a determination by the four board members of the employee’s merit. All owners are all able to buy 
and sell at the same price multiple, so there are no “bargain” purchases or sales. The mandatory 
retirement age is 65. The purchase amount can be financed through a retiring shareholder, 
Sprucegrove or by bank loan.  At least 75% of quarterly profit sharing bonus must be used to pay 
back the loan. 
 
President Peter Clark will retire on 12/31/12 (age 56) to pursue other passions, including 
environmental issues. He was a founder and an important part of the investing process. Former 
founders John Watson and Ian Fyfe have already retired. When a key player plans to retire, they 
begin to “step away” as their retirement date nears.  Clark still participates in weekly portfolio 
management and business meetings. He is now a participant, not leading, these meetings. All 
portfolios are team-managed, not a star system. Shirley has worked closely with Peter since the 
inception of the portfolio.  
 
Retired founders would participate if the company were ever sold.  They insist it is very unlikely the 
firm will ever sell out. 
 
Sprucegrove has never had any layoffs (including 2008/09) and survived those tough periods by 
reducing profit sharing bonuses. They have only lost one professional employee (in 2009).   
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Compensation:   
 
Every employee’s base salary is relatively modest. In order to provide sufficient incentive, the profit 
sharing bonuses are typically a multiple of base salaries. 
 
Portfolio Management: 
 
VCERA invests in Sprucegrove’s pooled fund. 
 
The Sprucegrove portfolios are constructed to be bottom-up, low turnover, high quality at reasonable 
valuations investment style. Their intent is to always be fully invested.  Portfolio turnover averages 
less than 10% per year. 
 
There are currently 86 holdings in the International portfolio and 105 in the Global portfolio. 
 
Portfolio managers maintain a “Working List” which is a proprietary tool of investible stocks. A 
company must have ten years of history to make the Working List. 
 
The EAFE portfolio includes MSCI names as well as others and emerging market companies.  US 
clients also have Canadian names in their portfolios. 
 
Ideas are obtained from looking at company’s suppliers, peers, attending conferences, etc.  When 
they identify a “quality” company, they will wait for an attractive valuation to make the purchase. 
Idea generating meetings are held monthly. Portfolio managers set the priorities for the analysts’ 
focus. An analyst then prepares a comprehensive (30-page) Basic Research Report. If the company 
meets the requirements, then the name makes it to the Working List.  When the stock becomes 
attractively priced, it is added to the portfolio. 
 
For example, an analyst found RyanAir (Ireland) by looking for companies that are similar to 
Southwest Airlines.  They were able to buy Ryan after the company had an earnings miss and the 
stock price fell. 
 
Since portfolio managers are constantly looking for companies that produce reasonable growth at a 
an attractive valuation, they will tend to lean on the value side. They also focus on quality of 
management. 
 
They have eight research analysts and two research associates. Company managements travel to 
see them (about two a week), and analysts also visit companies.     
 
Spruegrove doesn’t identify a price target to sell.  Instead, they will let the price run if the valuation is 
still attractive relative to the company’s earnings. 
 
They held a market weight in the banks in 2008 that hurt performance and have since made their 
analysis on the banks more rigid.  They do not currently hold any German banks and very little euro-
zone exposure.  They will likely stay underweighted in financials in general, and banks in particular. 
 
They currently like South Korean steel company POSCO and Indian natural gas pipeline company 
GAIL. 
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Operational Issues: 
 
Sprucegrove employs about 40% soft dollar commissions for research.  Among the roughly 25 
brokers they use, only 3 to 5 are execution only.  They rely on sell-side research for background 
industry information.  Their brokers also provide access to corporate management and conferences 
that they feel they otherwise wouldn’t have.  They feel they can’t get away from soft dollars because 
of their low trading volume, which doesn’t afford them much negotiating power. 
 
Commissions average 10 to 12 bps for international holdings. 
 
The securities lending program is run through JP Morgan Chase and generates about 3-4 bps, which 
comes close to covering custodial fees. This is about half of what it was in the past. They had some 
losses on the collateral pool in 2008, and as a result they are considering not participating in the 
program in the future. 
 
Portfolio managers scale into purchases (and out) of holdings very methodically.  They initially buy 
0.25% toward roughly 1% ultimate target.  They will sell quickly if the stock is selling off due to a 
quality issue, while they will phase out if the sale is due to the stock reaching near-full valuation. 
 
Samsung holdings have been trimmed due to valuation. 
 
Sprucegrove abides by a cap of 5% holding per position but, at 4%, Novartis is about the highest 
holding they have had. 
 
Disaster preparedness:   
 
Sprucegrove conducted a risk assessment and identified potential flood or lack of access to the office 
as the biggest threats to their operations.  
 
All of the firm’s computer files can be accessed remotely. All of their systems are cloud-based except 
for portfolio management system (SS&C Technologies in Connecticut) which is on the provider’s 
server. Weekly back up tapes are maintained that are kept in Mark Wolff’s home, as well as a daily 
incremental data backup.   
 
We spent a considerable amount of time providing suggestions as to how they might be better 
prepared for a possible disaster. 
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