
Texas Emergency Services Retirement System (TESRS) 
BOARD MEETING AGENDA 
August 11, 2020 12:00 PM 

 

Due to Governor Greg Abbott’s March 13, 2020 proclamation of a state of disaster affecting all counties in Texas 
due to the Coronavirus (COVID-19) and the Governor’s March 16, 2020 suspension of certain provisions of the 
Texas Open Meetings Act, this meeting will be held by video conference call, as authorized under Texas 
Government Code section 551.127. All of the TESRS Board of Trustees may attend by videoconference call.  

TESRS will conduct this meeting virtually; there will not be in-person attendance. A quorum of members of the 
Board will participate in the meeting remotely and will be visible and audible to the public.  

 

Members of the public may access a video stream of the meeting by visiting the following link and selecting the 
link for YouTube:  http://tesrs.org/  

An electronic copy of the meeting materials is available here: 

http://tesrs.org/    

An audio recording of the meeting will be made available on the TESRS website after the meeting here: 

http://tesrs.org/  

Members of the public may provide public comment on agenda items presented to the Board by registering 
intent to provide public comment with TESRS.  

To register, send an email to outreach@tesrs.texas.gov that identifies the name of the speaker no later than 
9:30 a.m. on August 10, 2020. Further instructions will be provided to those who request to make a public 
comment no later than 9:30 a.m. on August 10, 2020. 

 

The TESRS Board will convene to consider and take appropriate action on the agenda items listed below.   

1. Roll Call 

2. Invitation for Public Comment 

3. Interview of Global Fixed-Income Fund Manager (PIMCO Diversified Income Fund) 

4. Selection of Global Fixed-Income Fund - Discussion and Possible Action 

5. Investment Consultant Report on Investment Performance, Asset Allocation, and Investment Policy - 
Discussion and Possible Action 

A. Investment Performance Report for the Quarter Ending June 30, 2020  
B. Investment Manager Watch List Report - Discussion and Possible Action 
C. Written Investment Policy and Asset Allocation - Discussion and Possible Action 

6. Consultant Services Agreement Extension - Discussion and Possible Action 

7. Approval of Minutes for June 11, 2020 

8. Request for Future Agenda Items and Meeting Dates 

9. Adjourn 

The Board may discuss, consider, and/or take action on any item on the agenda.  The Board of Trustees of the Texas 
Emergency Services Retirement System may meet in closed session regarding any item on the agenda if authorized by the 
Texas Open Meetings Act, Chapter 551, Texas Government Code.  This agenda may be amended at the request of the 
Executive Director or a Board Member prior to the meeting to the extent allowed by the Open Meetings Act. Persons who do 
not speak English or persons with disabilities who plan to attend this meeting and who may need auxiliary aids or services 

http://tesrs.org/
http://tesrs.org/
http://tesrs.org/
mailto:outreach@tesrs.texas.gov


TESRS Board of Trustees Agenda 
August 11, 2020 
Page 2 

 

Page 2 of 2 

 

such as language interpreters or interpreters for the deaf or hearing impaired, readers, large print or Braille, are requested 
to contact the agency at (512) 936-3372 or info@tesrs.texas.gov five workdays prior to the meeting so that arrangements 
can be made.   

mailto:info@tesrs.texas.gov


For institutional investor use only 

An introduction to PIMCO’s 
Diversified Income Fund Prospect or Client Name 

Presentation date 

TESRS

August 2020

Binder Page 3



2 

Disclosures 

This material is authorized for use only when preceded or accompanied by the current PIMCO funds prospectus or summary 

prospectus, if available. 

PIMCO Investments LLC 

These materials are being provided on the express basis that they and any related communications (whether written or oral) will not cause Pacific 
Investment Management Company LLC (or any affiliate) (collectively, “PIMCO”) to become an investment advice fiduciary under ERISA or the 
Internal Revenue Code, as the recipients are fully aware that PIMCO (i) is not undertaking to provide impartial investment advice, make a 
recommendation regarding the acquisition, holding or disposal of an investment, act as an impartial adviser, or give advice in a fiduciary capacity, 
and (ii) has a financial interest in the offering and sale of one or more products and services, which may depend on a number of factors relating to 
PIMCO (and its affiliates’) internal business objectives, and which has been disclosed to the recipient.  These materials are also being provided on 
PIMCO’s understanding that the recipients they are directed to are all financially sophisticated, capable of evaluating investment risks 
independently, both in general and with regard to particular transactions and investment strategies.  If this is not the case, we ask that you inform us 
immediately.  You should consult your own separate advisors before making any investment decisions. 

These materials are also being provided on the express basis that they and any related communications will not cause PIMCO (or any affiliate) to 
become an investment advice fiduciary under ERISA or the Internal Revenue Code with respect to any recipient or any employee benefit plan or 
IRA because: (i) the recipients are all independent of PIMCO and its affiliates, and (ii) upon review of all relevant facts and circumstances, the 
recipients have concluded that they have no financial interest, ownership interest, or other relationship, agreement or understanding with PIMCO or 
any affiliate that would limit any fiduciary responsibility that any recipient may have with respect to any Plan on behalf of which this information may 
be utilized.  If this is not the case, or if there is any relationship with any recipient of which you are aware that would call into question the recipient’s 

ability to independently fulfill its responsibilities to any such Plan, we ask that you let us know immediately.   

The information provided herein is intended to be used solely by the recipient in considering the products or services described herein and may not 
be used for any other reason, personal or otherwise.  

CMR2020-0717-1247057 
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Biographical information

Brian R. Leach , CFA
Mr. Leach is a senior vice president in the Newport Beach office. He is a credit strategist and serves as head of PIMCO’s Americas credit product 
strategy team. Prior to joining PIMCO in 2013, he worked at Northern Lights Capital Group, a private equity firm focused on the money 
management industry. Previously he worked at BlackRock, where he evaluated and managed portfolios of private investment funds. He has 11 
years of investment experience and holds an MBA in analytic finance and economics from the University of Chicago Booth School of Business 
and an undergraduate degree from Princeton University.

Rushant Sanathara 
Mr. Sanathara is a senior vice president and account manager with the consultant relations team in the Newport Beach office. He joined PIMCO in
2001 and has held various roles within the organization, most recently as a senior associate within the consultant relations group. He holds an 
MBA in finance from the Paul Merage School of Business at the University of California, Irvine. He received an undergraduate degree from 
California State University, Fullerton.
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Agenda 

1 Introduction to PIMCO’s credit capabilities 

2 Diversified Income Fund overview 

3 PIMCO’s investment process 

4 Portfolio positioning and characteristics 

5 Investment case studies 
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One globally integrated investment platform with unified process & insights  
Strong performance track record across market cycles and credit strategies 

Solutions-orientation to customize mandates to meet specific return, risk, liquidity 
and liability needs 

Proprietary analytics Sourcing relationships 

Global macroeconomic 

insights   

Secular and cyclical economic forecasting has 
been a hallmark of our investment process 

State-of-the-art proprietary analytics and 
big data investment capabilities 

Multiple sourcing channels across public and 
private markets 

Comprehensive global coverage 
across capital and liquidity spectrum, 
with experience navigating multiple 
market cycles 

PIMCO’s Credit Platform 

Broad and deep credit 
resources 

Refer to Appendix for additional investment strategy and risk information. 

Credit_platform_01 
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 • Founded in 1971 

• 17 global offices with 822 
investment professionals  
(2,934 total employees) 

• Assets under management: 
$1.92 trillion1 

• Experienced – Average 
experience of investment 
professionals: 16 years; 
senior professionals: 21 
years  

Bilions in assets under 

management 

Mandates: 
Investment Grade, High Yield, Loans, 
Securitized, Multi-Sector Credit, and 
Bank Capital 
 

PIMCO’s Credit Platform 

As of 30 June 2020. SOURCE: PIMCO 

¹PIMCO manages $1.92 trillion in assets, including $1.48 trillion in third-party client assets. Assets include $15.6 billion in assets of clients contracted with Gurtin Fixed Income Management, LLC, an affiliate and wholly-owned subsidiary of PIMCO. 

Past performance is not a guarantee or a reliable indicator of future results 

Leveraging global experience across major credit asset classes and regions 

PIMCO PIMCO’S Credit Platform  

+$440  

Global experience across credit 

125+ 
Credit portfolio managers across 

Investment Grade, High Yield, Loans, 
EM, Municipals and Securitized 

Corporate research analysts, 
independently rating bonds across 

quality and capital structure 

Portfolio analytics financial 
engineers to help discover 

opportunities and reduce risk 

60+ 60+ 

High Yield & Loans 
1992 

Securitized 
1997 

Investment Grade 
2000 

Bank Capital 
2011 

credit_review_01 
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Why PIMCO in Multi-Sector Credit? 

1 

2 

3 

4 

Key Differentiating Factors Implications for Client Experience 

Broad Resources and Integrated Investment 

Team 

Seasoned Portfolio Management Team with 

Experience Navigating Cycles 

Deep Experience in Flexible Credit / Fixed 

Income Strategies  

Robust Analytics and Credit Research Resources  

As of 30 June 2020. SOURCE: PIMCO 

Refer to Appendix for additional investment strategy and risk information.  

5 Presence Across Risk Spectrum 

Cohesive approach encourages collaboration and risk 

factor diversification, while avoiding drawbacks of 

“sleeved” sector allocations   

Lead PMs have 83+ years of combined experience and 

average tenure of 14+ years at PIMCO 

Strong track record of risk-adjusted returns across 

Investment Grade, High Yield and Emerging Markets 

Bolsters asset selection process to identify risk/reward 

across capital structures and resilient risk profiles  

PIMCO’s team includes 67 credit research analysts and 

71 analytics analysts covering all aspects of the credit 

spectrum 

Strong track record of risk-adjusted returns and breadth of recourses across the credit 
platform 

Binder Page 10
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PIMCO Diversified Income Fund 

A global multi-sector credit strategy designed to capture best ideas across the spectrum 

GIGC_review_18 

Access global credit opportunity 

set 

Focus on attractive risk adjusted 

returns 

Enable manager to identify value 

across credit over full market 

cycles 

Utilize broad credit resources to outperform benchmark by 
capturing best ideas across corporate credit, emerging markets 
and structured credit 
 Benchmark: 1/3 IG, 1/3 HY, 1/3 EM* 
 Duration: 3-8 years 
 Broad guidelines enable diversification and flexibility 

 Designed to capture similar upside to single sector 
approaches but with lower volatility and better downside 
mitigation 

 Integrated team approach  that focuses on risk factor 
diversification and avoiding concentrated risks 

Desired Benefits Implementation 

ubs_phil_08 

 As of 30 June 2020. SOURCE: PIMCO 

    * Secondary benchmark, primary benchmark is the Bloomberg Barclays Global Credit Index  

 Past performance is not a guarantee or a reliable indicator of future results and no guarantee is being made that similar returns will be achieved in the future. Dividend is not guaranteed. 

 Refer to Appendix for additional investment strategy and risk information.  

 Emphasize defensive philosophy which seeks to deliver 
strong returns across various environments 

 PM team averages ~20 years experience with seasoning 
over full market cycles 
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Diversified Income Fund Performance 

History of strong performance across multiple cycles 

Performance as of 30 June 2020. Performance is shown for the institutional class 

The SEC yield is an annualized yield based on the most recent 30 day period. The SEC Yield is as of 30 June 2020 

Primary benchmark: Bloomberg Barclays Global Credit Hedged USD.  

*Current secondary benchmark: Equally weighted blend of the following three indices: Bloomberg Barclays Global Aggregate Credit Ex EM Index (USD hedged), BofA Merrill Lynch High Yield BB-B Rated Constrained Developed Market Only Index (USD 
hedged), JPMorgan EMBI Global.  Previous secondary benchmark: Equally weighted blend of the following three indices: Bloomberg Barclays Global Aggregate Credit (USD Hedged), BofA Merrill Lynch Global High Yield BB-B 2% Constrained (USD 
Hedged), and JPMorgan Emerging Markets Bond Index Global 

Benchmarks provided for comparative purposes only. 

Refer to Appendix for additional performance and fee, index, and risk information. 

retu_744_3237 

Performance quoted represents past performance. Past performance is not a guarantee or a reliable indicator of future results.  Investment return and the principal value of an  investment 

will fluctuate. Shares may be worth more or less than original cost when redeemed. Current performance may be lower or higher than performance shown. For performance current to the 

most recent month-end, visit www.PIMCO.com or call (888) 87-PIMCO. 

S.I. 10 yrs. 5 yrs. 3 yrs. 1 yr. YTD

7.64 6.69 6.32 5.25 2.74 -0.52

n 6.84 5.90 5.53 4.46 1.98 -0.88

n 5.42 5.28 5.18 5.23 5.67 2.27

n 1/3 IG, 1/3 HY, 1/3 EM Sov(%)* 6.62 5.95 5.14 4.27 3.05 -0.60

Value added before fees (bps) 102 74 118 98 -31 8
Value added after fees (bps) 22 -5 39 19 -107 -28

Bloomberg Barclays Global Credit Hedged USD (%)

After fees (%)

Before fees (%)
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As of 30 June 2020. Past performance is not a guarantee or a reliable indicator of future results 
1 Since Diversified Income (DI) Fund Inception: 7/31/2003. DI performance is shown for Institutional share class after fees. 
2Volatility is calculated using the standard deviation of monthly returns. 

Source: ABS is represented by the Barclays Global Aggregate Asset Backed Index, CBMS is represented by the Barclays Global Aggregate CMBS Index, Bank Loans are represented by the CSFB Leveraged Loan Index, Investment Grade is 

represented by the Barclays Global Aggregate Credit Index, High Yield is represented by the BofA Merrill Lynch BB-B Rated Developed Markets High Yield Index, EM Sovereigns are represented by the JPMorgan EMBIG Diversified Composite, and 

EM Corporates are represented by the JPMorgan CEMBI Broad Composite 

These benchmarks were chosen as they reflect the fixed income universe and more specifically the credit universe. The index(es) may materially vary from the composition of the portfolio 

Refer to Appendix for additional performance and fee, chart, index and risk information 

PIMCO’s time-tested approach to multi-sector credit investing has produced 

attractive risk-adjusted returns 

diversified_income_review_30 

Performance quoted represents past performance. Past performance is not a guarantee or a reliable indicator of future results.  Investment return and the 

principal value of an investment will fluctuate. Shares may be worth more or less than original cost when redeemed. Current performance may be lower or 

higher than performance shown. For performance current to the most recent month-end, visit www.PIMCO.com or call (888) 87-PIMCO. 

0%

1%

2%

3%

4%

5%

6%

7%

8%

ABS Bank Loans CMBS IG EM Corp HY Diversified
Income Fund

EM Sov

Annualized Returns

Annualized Return 4.23% 4.28% 4.73% 4.80% 6.35% 6.65% 6.84% 7.19%

Annualized Volatility 3.02% 6.91% 7.85% 4.12% 7.96% 8.75% 6.50% 8.59%

Sharpe Ratio 0.98 0.47 0.47 0.86 0.66 0.64 0.86 0.71
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Diversified Income has shown its resiliency in periods of market stress 

12/31/2007-12/31/2008 6/7/2016-6/27/2016 9/30/2018-12/31/2018 2/19/2020-3/31/2020 

As of 30 June 2020  

Performance shown is total returns for the institutional  share class after fees. 
Source: PIMCO, High Yield represented by the ICE BofAML BB-B Developed Market HY Index, Equities represented by the S&P 500, and Bank Loans represented by the JPM BB/B Leveraged Loan Index 
Refer to Appendix and relevant sections of the Fund prospectus for additional performance and fee, chart, index and risk information. 

Performance quoted represents past performance. Past performance is not a guarantee or a reliable indicator of future results. Investment return and 

the principal value of an investment will fluctuate. Shares may be worth more or less than original cost when redeemed. Current performance may be 

lower or higher than performance shown. For performance current to the most recent month-end, visit www.PIMCO.com or call (888) 87-PIMCO.Ï 
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Multi-Sector Credit investment team 

DI_org_19 

As of 30 June 2020 

Add pic Add pic Add pic Add pic 

Alfred T. Murata, J.D., Ph.D. 

Managing Director  

20 yrs investment experience 

Dan J. Ivascyn 

Group CIO, Managing Director 

28 yrs investment experience 

Eve Tournier 

Managing Director  

22 yrs investment experience 

Sonali Pier 

Executive Vice-President 

17 yrs investment experience 

Large and experienced team across portfolio management, corporate research, portfolio analytics and 
risk management opportunities 

Global public 

corporate credit 

Credit research 

analysis 

Distressed &  

private credit 
Emerging markets 

Securitized/Asset 

backed 
Municipals 

37 PMs/Traders 68 analysts 15 PMs 28 PMs 63 PMs 6 PMs 

20ys average experience 14ys average experience 13ys average experience 15ys average experience 15ys average experience 11ys average experience 

Rates Cash management Global economists Portfolio analytics Risk management 

14 PMs 13 PMs/Traders 3 analysts 64 analysts 14 risk managers 

12ys average experience 17ys average experience 16ys average experience 14ys average experience 13ys average experience 

Global investment committee Regional investment committees Global advisory board 

Portfolio management team 
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Global credit research team 

Analysts cover the full credit quality spectrum to provide fundamental views 

As of 30 June 2020 

new_credit_orga 

• Analysts cover issuers across the rating spectrum and capital structure 
• Independently rate ~4,000 corporate issuers and ~1/3rd of internal ratings differ from agencies 
• 64+ credit research analysts, including 12 distressed analysts  
• 40+ industries covered, 13 years average investment experience 

Credit Analysts by Geography Credit Analysts by Coverage Area 

Christian Stracke 
Head of Global Credit Research 

John Devir 
Head of Americas Credit Research (42 analysts) 

Annisa Lee 
Head of Asia Credit Research (8 analysts) 

Philippe Bodereau 
Head of European Credit Research (14 analysts) 
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Multi-Sector Credit investment process 

Designed to integrate PIMCO’s macroeconomic views with best bottom up ideas 

  For illustrative purposes only.  

        Refer to Appendix for additional investment strategy and risk information. 

Macroeconomic Themes 

Secular Forum Cyclical Forum 

Multi-Sector Credit PM Team 

Sector and regional specialty desks 

Credit Research 

Portfolio construction 
Model portfolio 

consistency 
Portfolio guidelines 

Valuations 
Instrument selection 

Credit selection 
Risk controls 

Liquidity 

TOP-DOWN  

BOTTOM-UP 

Investment 
Committee 
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Portfolio managers utilize broad resources to inform portfolio decisions and 

positioning  

SOURCE: PIMCO  

Refer to Appendix for additional investment strategy  and risk information 

GIGC_phil_09 

Lead Portfolio  
Managers 

Responsible for: 

• Overall portfolio risk  
and performance 

• Sector allocations and 
individual security selection 

• Buys, sells and  
position sizes 

Credit Research Analysts 

• Establish fundamental view  on individual 
credits and provide independent rating 

• Proactively evaluate credit issuers on  
a forward looking basis 

• Stress test balance sheets and  
income statements 

Credit Analytics 

• Use distance to default measures  
to determine relative value across  
capital structures, sectors, curves,  
and instrument types 

• Collaborate with PMs on portfolio construction  
to create less correlated sources of return 

Specialist Portfolio Managers  

• Express investment view in most efficient 
and attractive manner 

• Steer PMs to attractive relative value 
opportunities within their respective 
industries and/or instruments 

• Maintain relationships with traders across 
the street to ensure best execution 

Risk Management 

• Continuously monitor portfolios  
to confirm risk exposures are  
consistent with intended profile  

• Stress test portfolio for different  
scenarios to ensure adequate  
safeguards 

Binder Page 20
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Credit research 

Emphasize fundamentals through disciplined credit selection process 
FINANCIAL 

• Cash flow 

• Source of profitability 

• Balance sheet 

• Leverage 

• Financial flexibility 

• Deployment of capital 

BUSINESS MODEL 

• Competitive position 

• Corporate strategy 

• Management track 
record 

• Transparency of 
financial reports 

• Equity vs. debt market 
financing strategy 

STRUCTURE 

• Place in the capital 
structure of instrument 

• Covenants/legal 

• Off balance sheet 
issues 

RELATIVE VALUE 

• Risk valuation within 
industry 

• Risk valuation vs. 
ratings category 

• Associated technical 
and market volatility 

• Trajectory of credit 
trends vs. valuation 

• Valuation of credit 
across various 
instrument types 

credit_phil_57_c 

SOURCE: PIMCO 

Sample for illustrative purposes only 

Refer to Appendix for additional investment strategy and risk information. 

ESG 

• ESG-related business 
practices and risks 

• Transparency of 
reporting  

• Receptivity to 
engagement efforts 

• Business model likely to 
produce a negative  
environmental or social 
impact  

Binder Page 21
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Investment process: Integrated risk management focused on avoiding 

surprises 

risk_mgmt_09d 

Ensure risk exposures in PIMCO portfolios are consistent 

with:  

• PIMCO’s economic outlook and investment strategy  

• Specific risk factors including duration, curve, FX, vol 

and credit 

• Regulatory 

• Liquidity risks 

• Collateral management 

• Counterparty risks 

• Stress tests 

• Regional, sectoral and single 

name risks 

• Jump to default risks 

• Basis risk 

• Correlation risks 

Macro Factors 

 Credit Specific  

Factors 
Other Factors 

Risk management partners with PM teams to ensure consistent management of portfolios in line 
with client objectives and PIMCO Investment Committee guidelines 

For illustrative purposes only.  

Refer to Appendix for additional investment strategy and risk information. 
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Issuer level recommendations across 

curve,  currency, instrument type, etc 

Tools for asset class dislocations, 

relative value analysis and single 

name scenario analysis 

Tools to Increase Efficiency 

Distance to default approach to have 

a consistent framework for 

evaluating companies 

Credit analytics 

Dedicated 60+ analytics team works with portfolio managers and research analysts to 
discover opportunities and reduce risk 

Sample for illustrative purposes only.  

As of 30 June 2020 

SOURCE: PIMCO  

Refer to Appendix for additional issuer, outlook and risk information. 

Specific Trade Recommendations Distance to Default Approach 

Healthcare 

 – Pharma – Medical Products – Managed Care – Health 
Facilities 

Credit_phil_58_b 
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Identifying sources of structural alpha has become increasingly important 

mk_DI_strat_03 

Structural 
Alpha 

Build a bedrock of 

safe carry assets  

Examples: 

• Going senior secured in 

capital structure 

• Focusing on companies with 

strong asset coverage 

Focus on structurally 

inefficient markets 
Examples: 

• Non-agency RMBS 

• Crossover credit 

• Large issuers with size 

premium 

• Short-dated HY/IG 

Examples: 

• Scaling position sizes 

• Risk factor 

diversification 

Identify assets with 

upside potential 

Examples: 

• Rising stars 

• Special situations 

• M & A 

• Corporate actions 

• Refinancings 

We apply a consistent process for identifying and exploiting potential sources of structural 
alpha. 

Sample for illustrative purposes only  

Refer to Appendix for additional investment strategy and risk information. 

Diversification  
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Performance driven by combination of top down and bottom up elements 

As of 30 June 2020. SOURCE: PIMCO 

Sample for illustrative purposes only 

* Fallen angels: Bonds that were once investment grade but have since been reduced to junk bonds 

Refer to Appendix for additional investment strategy and risk information. 

ACTIVE DECISIONS 

EXPECTED SOURCES  

OF ADDED VALUE  

(% OF TOTAL) 

CURRENT EXAMPLES  

(SUBJECT TO DISCRETION LEVEL AND GUIDELINES) 

Asset allocation/sector rotation 50–60% Focus on senior non-agency mortgages given the relative insulation 
of the asset class to broader macro economic headwinds 

Duration and yield curve management 10–15% Overweight duration, with a focus on the belly of the curve given 
attractive carry opportunities 

Currency management 5–10% May tactically overweight higher yielding EM currencies 

Security selection 25–30% Plan to overweight defensive credits with healthy asset coverage 

Exploiting potential market 
inefficiencies 0–10% Negative basis trades; new issue basis; “fallen angels”* 

Total 100% Multiple, diversified sources of added value 

Top Down 

Bottom 

Up 

Diversified_income_stru_11 
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Where are the tactical sources of alpha in credit markets today? 

As of 30 June 2020. SOURCE: PIMCO. For illustrative purposes only. 

Refer to Appendix for additional investment strategy, outlook and risk information. 

mk_Credit_capabilities_outlook 

OVERALL 
CREDIT 

RISK 

 We are underweight credit risk 
 We plan to take a patient approach focusing on the highest quality 

portions of the market 

INVESTMENT GRADE 

 

HIGH YIELD/LOANS 

 

EMERGING MARKETS 

 

SECURITIZED 

 

Europe 

Financials 

Consumer 
Cyclicals 

Industrials 

Utilities 

Europe 

US 

Financials 

Pharma/ 
 Healthcare 

Energy  

Non-Agency  

Senior CLOs 

Senior CMBS 

US 

Housing-related 
sectors 

Gaming 

Utilities 

Turkey 

Indonesia 

Brazil 

Saudi Arabia 

Mexico 

Argentina 

Russia 

China 

Housing-related 
sectors 

Pipelines 

Over Under 
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As of 30 June  2020 

SOURCE: PIMCO 

“Bend-but-not-break” refers to credits that PIMCO would not expect to default in a credit-stressed environment. 

Refer to Appendix for additional investment strategy, outlook and risk information 

mk_DI_strat_02 

Where we see value in global credit: Current investment themes 

Investment grade 

corporates 

• We see long-term potential in higher quality, “bend-but-not-break” investment grade corporates, 
particularly after the recent repricing. We are focused on default remote issuers in defensive sectors 
and with balance sheet strength that can withstand the current uncertainty. High levels of primary 
concessions among these types of issuers also present opportunity, alongside technical support from 
central banks. 

High yield/Bank loans 
• We remain cautious and selective on high yield overall given the current economic uncertainty and 

downside risk, particularly in commodity related sectors, cyclicals and highly levered companies with no 
clear path to free cash flow generation.  

Emerging markets 

• We remain cautious on EM, as uncertainties over global growth and low oil prices place incremental 
pressure on oil exporting economies and those dependent on tourism. We emphasize a selective 
approach focusing on Sovereign and Quasi Sovereign issuers with strong fundamentals and ability to 
repay and seek to avoid the increasing number of lower quality issuers with the risk of permanent 
capital impairment. 

Financials 

• We continue to find attractive opportunities in the sector, given strong balance sheet fundamentals 
following 10 years of capital build-up. Furthermore, credit quality is expected to remain high even in a 
scenario of declining profitability due to shrinking interest rate margins. In this context senior financials 
screen favorably versus subordinated bonds following the recent repricing. 

Securitized 

• We favor tactical exposure to senior non-agency RMBS as fundamentals on senior mortgage credit 
should remain robust even in the face of a downturn in the economy and the housing market. We 
maintain Agency MBS exposure given the cheap valuations, significant Fed support and lack of 
solvency concerns around the mortgage agencies (unlike during the 2008 crisis).  
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PIMCO Diversified Income Fund 

Portfolio positioning 

GIGC_review_18 

cs_DI_review_04 

As of 30 June 2020. SOURCE: PIMCO 

*Attribution based on relative attribution. 

**Yield to Worst (YTW) is the estimated lowest potential yield that can be received on a bond without the issuer actually defaulting. The YTW is calculated by making worst-case scenario assumptions by calculating the returns that would be 

received if provisions, including prepayment, call, or sinking fund, are used by the bond's issuer. PIMCO calculates a Fund's Estimated YTW by averaging the YTW of each security held in the Fund on a market-weighted basis. PIMCO pulls each 

security's YTW from PIMCO's Portfolio Analytics database. In general, the calculation will incorporate the yield based on the notional value of all derivative instruments held by a Fund. The measure does not reflect the deduction of fees and 

expenses and is not necessarily indicative of the Fund's worst possible performance.  

Duration based on PIMCO internal calculation 

Secondary benchmark: 1/3 each Bloomberg Barclays Global Aggregate Credit USD hedged, BofA Merrill Lynch Developed Markets High Yield BB-B Rated Constrained USD hedged and JPMorgan EMBI Global 

Refer to Appendix for additional performance and fee, attribution analysis, portfolio structure and risk information. 
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Sector positioning vs. secondary benchmark

31 Dec '19 31 Mar '20 30 Jun '20

Portfolio Characteristics Dec-19 Mar-20 Jun-20

Duration (yrs) 5.43 5.88 5.96
Market Weighted Spread (yrs) 12.93 11.20 15.00
Yield to Worst (%)** 4.30 6.38 4.68

Performance quoted represents past performance. Past performance is not a guarantee 

or a reliable indicator of future results. Investment return and the principal value of an 

performance investment will fluctuate. Shares may be worth more or less than original 

cost when redeemed. Current performance may be lower or higher than shown. For 

performance current to the most recent month-end, visit www.pimco.com or call (888) 

87-PIMCO 
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PIMCO Diversified Income Fund 

Portfolio positioning 

GIGC_review_18 cs_DI_review_05 

As of 30 June 2020. SOURCE: PIMCO. 
1Benchmark: 1/3 each Bloomberg Barclays Global Aggregate Credit ex EM, BofA Merrill Lynch BB-B Rated Developed Markets High Yield Constrained and JPMorgan EMBI Global all USD Hedged. 

 *Yield to Worst (YTW) is the estimated lowest potential yield that can be received on a bond without the issuer actually defaulting. The YTW is calculated by making worst-case scenario assumptions by calculating the returns that would be received 

if provisions, including prepayment, call, or sinking fund, are used by the bond's issuer. PIMCO calculates a Fund's Estimated YTW by averaging the YTW of each security held in the Fund on a market-weighted basis. PIMCO pulls each security's 

YTW from PIMCO's Portfolio Analytics database. In general, the calculation will incorporate the yield based on the notional value of all derivative instruments held by a Fund. The measure does not reflect the deduction of fees and expenses and is 

not necessarily indicative of the Fund's worst possible performance.  

Refer to Appendix for additional index, portfolio structure, and risk information 
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* 

Performance quoted represents past performance. Past performance is not a guarantee or a reliable indicator of future results. Investment return and the 

principal value of an performance investment will fluctuate. Shares may be worth more or less than original cost when redeemed. Current performance may 

be lower or higher than shown. For performance current to the most recent month-end, visit www.pimco.com or call (888) 87-PIMCO. 
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Historical sector positioning 

Flexibility to adjust based on PIMCO views, opportunities and market environment 

As of  30 June 2020. SOURCE: PIMCO. 
1Excl. liabilities, unsettled trades with prorated percentage based on the portfolio allocations to: EM, corp, HY, Munis, Treasuries, Tips, Mtgs etc.  

Refer to Appendix for additional portfolio structure and risk information. 
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PIMCO Diversified Income Fund exposure¹

IG Corporates High Yield EM Sov EM Quasi Sov EM Corp EM Local Bank Loans Agency MBS Non-Agency MBS ABS CMBS Munis / BABs

IG Corporates High Yield EM Sov

EM Quasi 

Sov EM Corp EM Local Bank Loans

Agency 

MBS

Non-

Agency 

MBS ABS CMBS

Munis / 

BABs

Max 38% 34% 36% 21% 10% 14% 7% 23% 11% 8% 8% 6%
Min 14% 13% 11% 5% 0% 0% 0% 0% 0% 0% 0% 0%
Average 23% 22% 20% 10% 5% 3% 3% 4% 5% 1% 2% 2%
Current 26% 25% 19% 7% 3% 0% 3% 8% 7% 1% 1% 0%
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Fallen angel risk in Investment Grade credit 

As of 9 June 2020 

SOURCE: PIMCO, ICE BofAML 

*Data is sourced from the ICE BofAML Global Corporate index (G0BC) and captures any bond that is on negative watch and/or outlook by at least 1 rating agency; “BBB- negative outlook” shows the most conservative measure and captures any bond that is 
either on negative outlook, negative watch, or both; Fallen Angels is as a % of the ICE BofAML Developed Markets High Yield Index (HYDC).  

Ratings are placed on watch when a deviation from an expected trend occurs and the rating agency needs to re-evaluate the current rating while rating outlook indicates the potential direction of the rating over the intermediate term (negative outlook or 
watch means a rating may be lowered). 

Refer to Appendix for additional credit quality, index, investment strategy, issuer, outlook and risk information. 

Mk_navigating_bbb 

Mk_BBB_02 

Navigating the BBB market 

                

Fallen Angels  
(% HY Market) 41% 16% 38% 17% 17% 11%* 41%* 

Drivers Recession/ 
Industrials GM & Ford GFC Italian credit/ 

Financials 
Commodity 
producers 

COVID-19/ 
Lock-down 

policies 

COVID-19/ 
Lock-down 

policies 

• Although Fallen Angels on a notional level are expected to increase during 2020, when viewing data as a percentage of the HY market, 
downgrades are likely to be comparable to historical levels 
 

• Currently, BBB- bonds on negative watch are trading close to BB levels reflecting fallen angel risk in the valuations  
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High Yield 

As of 30 June 2020.  

Past performance is not a guarantee or a reliable indicator of future results 

SOURCE: Bloomberg, BofA Merrill Lynch, Barclays, JPMorgan  

Notes: U.S. HY represented by the ICE BofA-ML U.S. High Yield Index, European HY represented by the ICE BofA-ML European Currency High Yield Index, EM bonds represented by the JPMorgan Emerging Markets Global Index (sovereign and quasi 

sovereign), U.S. IGC represented by the Bloomberg Barclays U.S. Credit Index, ; Global High HY represented by the ICE BofA Merrill Lynch Developed Markets High Yield Constrained Index, and Treasuries represented by the Bloomberg Barclays U.S. 

Treasury Index 

Refer to Appendix for additional investment strategy and risk information. 
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Public high yield market may offer relative resiliency versus other parts of the higher beta 
credit universe 

Positives 

• The sector should benefit from the inclusion of high yield in the 
Fed buying program, specifically through high yield ETFs and 
fallen angels 

• Leverage for the HY market has stabilized 

Negatives 

• We expect there to be more volatility in high yield and bank 
loans given the higher correlations to equity 

• Stress in energy and sectors affected by COVID-19 will result in 
deteriorating fundamentals on average 

Takeaways 

• Active management and a defensive mindset are key 
• Robust credit research and active management capabilities are 

crucial in this environment 
• PIMCO’s platform leverages its abilities to: 

o Be disciplined, as high yield returns have varied widely 
by rating and sector 

o Engage with issuers to help them avoid bankruptcy 
o Set covenants in order to finalize a deal with the best 

interest of both the company and the bondholders 
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Emerging Markets 

EM External 

• Favor countries relatively insulated from risk of US protectionism: Brazil 

• Focus on countries with credible reform stories and an IMF backstop :  Ukraine 

• Avoid countries that are vulnerable to the collapse in oil prices or tourism: Angola, Bahrain, Saudi Arabia 

• Underweight in countries with little room for further spread compression:  Philippines, Hungary, China 

EM Local, Corporates, & Currencies 

 

• Emphasize portfolio liquidity and high quality positions 

• Take advantage of strong credit fundamentals, improving politics, and relative value given a steeper curve: Peru 

• Sovereign exposure a bit rich, but company benefiting from debt buybacks: Petrobras 

• Tactical positioning in a high-carry EM currencies that screens analytically cheap while remaining cognizant of specific country risks 

As of 30 June 2020 SOURCE: PIMCO 

The above strategy overview is only intended to illustrate major themes. Refer to Appendix for additional investment strategy, outlook, valuation and risk information. 

EM Currencies 

Diversified_income_strat_72 

 

Recognize biases within benchmark and take a thoughtful approach to portfolio construction 
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Attractive subordination premia and relative value opportunities 

 Subordination premia remain attractive in the context of rapidly improving credit metrics 

Capital_Securities_Strat_17 

As of 7 January 2020. SOURCE: PIMCO. For illustrative purposes only 

* PIMCO Option Adjusted Spread 

Additional Tier 1 (“AT1”) and Contingent Convertible (“Coco”) Bonds  are bonds that are converted into equity of the issuing company or subject to principal write-down if a pre-specified trigger occurs. 

Additional Tier 1 and Contingent Convertible bonds are subject to a different type of risk from traditional bonds and may result in a partial or total loss of value or may be converted into shares of the 

issuing company which may also have suffered a loss in value 

Green values represent areas wee see buying opportunity; yellow represents neutral opportunity; red represents areas we see sell or low opportunity 

Refer to Appendix for additional investment strategy, issuer, OAS, outlook and risk information 

Spread in bps*

Option Adjusted Spread

SOV CDS 16 18 13 41 129 20 17 100 58 32 284

Secured 31 23 26 25 28 20

Sr Unsecured (5Y) 48 82 66 60 78 122 55 44 14 125 76 56 339

Sr Unsecured (10Y) 95 124 109 97 127 207 92 70 158 88 396

Sub Debt / LT2 107 151 127 129 271 112 146 258 107 435

T2 CoCos 147 140 111 93

AT1s / Pfds 159 268 215 239 302 385 221 152 240 338 116

ChinaUS Big 6
UK 

Domestic
Swiss

Core 

Europe
Spain Italy Japan Australia Canada Brazil Russia Turkey
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Bank Loans 

As of 30 June 2020. SOURCE: PIMCO, JP Morgan 

Refer to Appendix for additional index, investment strategy, OAS, and risk information. 

 Bank loans are floating rate instruments, offering additional carry when compared to high yield 

 Because they are senior secured, recovery rates tend to be materially higher for loans than for most bonds in the event of a bankruptcy 

 Careful analysis of the capital structure is paramount in bank loan analysis. We continue to prefer the high quality, liquid capital structures versus the 

loan-only, middle market issuers  

Finding opportunities in a bifurcated market 
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Mortgage Credit 

Hypothetical example for illustrative purposes only. As of 9 July 2020. Source: PIMCO, Bloomberg 

RPLs, Legacy Non-Agency RMBS, and Credit Risk Transfers are modeled using representative securities. RPLs represented by a RPL1 AAA, Legacy non-agency RMBS is represented by Option ARM RMBS security, and CRT is referenced by a CRT M2. 

1Represents non-agency MBS loss adjusted yields (based on pricing from PIMCO’s survey on the market). Loss adjusted yields represent the yield earned after expected losses on a specific mortgage bond across a variety of scenarios. PIMCO’s loss 

adjusted yield calculation is currently at the same range with an addition of factoring in the default risk level. The  Home Price Appreciation axis illustrates the different home price depreciation and appreciation level (i.e., -10% represents 10 

depreciation). 

Refer to Appendix for additional forecast, hypothetical example, investment strategy, outlook and risk information. 

PIMCO’s focus has been on risk and return profiles that stay more resilient across a wide 
range of economic environments 
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Moving to more mezzanine parts of 
the capital structure may mean 
magnified losses in a downturn 
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yield profiles 
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Our view: Impact of COVID-19 on credit markets 

As of 30 June 2020 

OEM: Original Equipment Manufacturer, GDP: Gross Domestic Product 

Refer to Appendix for additional investment strategy, outlook, and risk information. 

Please note that the continued long term impact of COVID-19 on credit markets and global economic activity remains uncertain as events such as development of treatments, government actions and other economic factors evolve.  

Less 

Exposed 

More 

Exposed 

Sector Impact Exposure 

Energy and 

raw materials 

• Headwinds from global demand impact, mine closures and significant oil price 
decline 

• Sectors exposed to the economic cycle 

Autos 

• Automakers and OEMs have significant exposure to site closures and supply 
chain disruption, as well as the global slump in demand  

• Cyclical sector, sensitive to broad economic growth 

Retail 

• Downshift in discretionary consumer spending and store closures may lead to 
defaults from smaller names with a limited online presence, particularly in non-
food segments 

• Food sales expected to be lower as a result of social distancing measures 
Leisure / 

Gaming 
• Resorts, pubs and restaurant businesses closed for duration of lockdown 

Industrials 
• Impacts mainly from site closures and exposure to global GDP slowdown, 

especially for smaller, less diversified issuers 

Technology 
• Limited direct impacts but semi-conductors highly exposed 
• Secular tailwinds in cloud software and IT services 

Select Real 

Estate/REITs 

• Domestic focused and benefitting from the move lower in rates 
• Some earnings impact on retail real estate due to default/delays on rent payments 

Senior Banks 
• Starting conditions for US/European banks are significantly better now (vs. 2008) 

given higher capital ratios, better asset quality, strong liquidity and solid earnings 

Pharma / 

Healthcare 

• Limited direct impacts 
• Stable, defensive sector dynamics 

Utilities 
• Domestic focused 
• Delay in renewable projects and some volume risk through B2B exposure 

Telecom / 

Cable / Towers 

• Limited direct impacts 
• Some revenue pressure from B2B exposure 

We believe the credit 
markets have been 
impacted through a few 
channels: 

• Broad market sentiment 
– beta impact 

• Supply chain –  
production impact 

• Global slow-down –  
demand impact 
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PIMCO’s credit selection: Historically very low default rates across  

credit sectors 

 As of 31 December 2019 

SOURCE: PIMCO, Credit Suisse, Bloomberg Financial Markets, Loan Pricing Corporation, Moody’s Investors Service, Standard and Poor’s LCD, JPMorgan 

*Technical default. Debt was exchanged and restructured.  

For illustrative purposes only 

Default percentages are calculated using cost of the defaulted security over the market values of the Fund on the day prior to the default date. 

Refer to Appendix for additional investment strategy,  and risk information.  

Diversified_Income_review_17 
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PIMCO Diversified Income Fund

(% of diversified credit assets)

1/3 HY, 1/3 IG, 1/3 EM*

Average DI Default Rate since fund Inception vs Benchmark

INVESTMENT GRADE Avg.

Defaults in PIMCO Investment Grade Corporate 
Fund
(% of investment grade assets)

0.1%

Moody’s Investment Grade Default Rate (% of 

principal outstanding basis) 0.2%

HIGH YIELD Avg.

Defaults in PIMCO High Yield Fund
(% of high yield assets) 0.6%

Moody's High Yield Default Rate 
(% of principal outstanding basis) 4.5%

EMERGING MARKETS Avg.

Defaults in PIMCO Emerging Markets Fund (% of 
EM assets) 0.1%

JPMorgan Emerging Market Bond Index (% of 
principal outstanding basis) 1.1%

DIVERSIFIED CREDIT Avg.

Defaults in PIMCO Diversified Income Fund
(% of diversified credit assets) 0.3%
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Summary 

PIMCO Diversified Income Fund is designed to outperform narrow credit strategies over full 
market cycles 

Refer to Appendix for additional forecast, investment strategy and outlook information. 

LINC_outlook_02 

Access global 

credit opportunity 

set through one 
allocation 

Capture best ideas 

across corporate 
credit, emerging 

markets and 
structured credit 

Defensive 

philosophy  

seeks to deliver 
outperformance 
over full market 

cycles 

Integrated and 

collaborative 

approach seeks to 
avoid concentrated 

risk factor exposures 
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PIMCO credit alpha opportunities across global credit 

credit_phil_60 

SOURCE: PIMCO. 

Refer to Appendix for additional investment strategy and risk information. 

• Focus on structurally inefficient 
markets (crossover credit, large 
issuers with size premium, short-
dated) 

• Complex capital structures (banks, 
utilities) 

• Dislocations across curve, cash vs 
CDS, currencies 

 

• Cross Team Collaboration  - Access 
to other specialty teams to give us an 
edge in evaluating companies  

• Reverse inquiries 

• New issue concessions 

• Secondary market liquidity 

• Electronic trading 

 

• Integrating fundamental research 
with credit analytics 

• Independent ratings (rising stars, 
avoid downgrades, mis-rated 
securities) 
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Market structure 

Index rules exist to be broken 

SOURCE: Bloomberg, Barclays Research, PIMCO. Left chart based on a study published in January 2020, right chart based on a study from Jan 2015 to Apr 2018. 

“Rising star” is the term given to a bond that was rated high yield but has since been upgraded to investment grade. “Fallen angels” is the term given to a bond that was rated investment grade but has since been downgraded to high yield. Based on bonds in 
the Bloomberg Barclays U.S. Investment Grade Corporate Index and the Bloomberg Barclays U.S. High Yield Corporate Index 

Refer to Appendix for additional index and risk information. 

Fallen Angels Rising Stars 

Passive investors wait, active investors weight 

mk_IGC_strat_02 
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As of 28 March 2019 SOURCE: PIMCO, Bloomberg 

HY CDX: Markit CDX 5Y HY Series 32 

The above is presented for illustrative purposes only, as a general example of a type of investment for the Strategy and is not intended to represent the Strategy's performance or how the Portfolio will 

be invested or allocated at any particular time. Past performance is not indicative of future results. 

Refer to Appendix for additional case study, investment strategy, issuer, OAS and risk information  

FUNDAMENTALS 

• Company completed major acquisition in 2015, more than doubling its 
size to over $20 billion. 

• Tangible common equity/tangible common assets has more than doubled 
since 2015 and now stands at nearly 12%.   

• Management has adhered to underwriting an intensive loan origination 
model alongside a focus to increase secured lending.  Net charge-offs 
have declined to a mid-6% level from mid-8% in early 2017.   

• Rating agencies have supported the approach, as the company has 
migrated from B to BB ratings. 

 

WHY PIMCO 

• Process & Team Approach:  Lead analyst coordinated with mortgage 
experts to conduct fundamental research and presented the compelling 
thesis to the investment committee alongside valuation considerations 
from specialist trader and credit analytics team 

• Relationships with company management:  PIMCO team proactively 
worked with the issuer’s management team to help address their 
significant short dated debt and the company’s interest in extending their 

maturity profile.   

• Results:  Multiple buybacks of short dated debt, discussion of private 
exchanges, reverse inquiry and anchoring new issues.  As a result, the 
company has been able slowly broaden their investor base as their 
spreads tighten.   
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Leveraging the benefits of scale and long term partnerships with issuers 

Company 5Y CDS 

Case study: U.S. Loan Company 
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As of 31 October 2017. SOURCE: PIMCO, Company financials.  

The above is presented for illustrative purposes only, as a general example of a type of investment for the Strategy and is not intended to represent the Strategy's performance or how the Portfolio will 

be invested or allocated at any particular time. Past performance is not indicative of future results. 

Refer to Appendix for additional case study, investment strategy, issuer, outlook, and risk information. 

mk_fci_strat_04 
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• Company filed for bankruptcy in January 2015 after a failed leveraged buyout left the company overly 
leveraged 

• PIMCO size and scale  provided the opportunity to engage as a negotiator on behalf of 1st lien bond 
holders 

• Under the restructuring support agreement (RSA), the company was restructured into a newly formed 
publically traded gaming REIT and a separate operating company  

• Under the RSA, 1st lien bondholders received cash and securities, including debt securities and dividend-
paying equities 

• Diversified portfolio of gaming assets with significant size and scale that includes an iconic Las Vegas 
property 

• Formation of REIT is supported by a long-term triple-net lease arrangement with operating company, 
alongside parent company sponsorship 

• Further upside upon restructuring given the inclusion of equity securities 
• PIMCO remains constructive on regional and Las Vegas gaming markets due to:  

Improving U.S. economy  
Increasing consumer confidence  
Healthy Las Vegas fundamentals with limited room supply growth 

• Broad collaboration across corporate and distressed portfolio managers, gaming research analyst and in-
house legal team 

• Steering Committee members played key role in influencing the terms of the restructuring  
• Steering Committee members received an allocation of preferred equity in publicly traded gaming REIT 

and can participate in board and management team selection process 

Restructuring expertise 

Case study: Corporate Credit 
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Reverse inquiries  

As of 12 March 2019. SOURCE: PIMCO, Bloomberg. 

The above is presented for illustrative purposes only, as a general example of a type of investment 

for the Strategy and is not intended to represent the Strategy's performance or how the Portfolio will 

be invested or allocated at any particular time. Past performance is not indicative of future results. 

Refer to Appendix for additional case study, investment strategy, issuer, OAS and risk information  

Company: Global European Bank based in Italy  

Agency Ratings: Baa3 / BBB- / BBB 

Coupon: 7.83% 

Maturity: 5 years 

 

Capital_Securities_Trade_Examples_01 

Company / Bond Characteristics 

Reverse Inquiry Background 

 Company is a large bank in Italy by total assets.  

 PIMCO negotiated directly with Company to provide guaranteed 

execution on a large portion of its regulatory bail-in capital 

issuance plan ($3bn), allowing Company to make significant 

progress in meeting its funding requirements. 

 PIMCO and Company agreed to price the new senior non-preferred 

bond at Libor+480bps (7.8% USD yield), i.e. 140bps wider than 

the existing 2023 bond and 40bps wider than Company’s 

existing sub debt, despite its more senior ranking in the capital 

structure. 

 Compared to Italian sovereign bonds (BTPs) the new bonds priced 

260bps wide to the 5yr sovereign, i.e. ~4x wider than the 

historical average spread to the sovereign 
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Case study: European Financial Services Company 
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New issue concessions 

As of 11 April 2018. SOURCE: PIMCO 

The above is presented for illustrative purposes only, as a general example of a type of investment for the 

Strategy and is not intended to represent the Strategy's performance or how the Portfolio will be invested or 

allocated at any particular time. Past performance is not indicative of future results. 

Refer to Appendix for additional case study, investment strategy, issuer, OAS, risk and valuation information  

Rating: Moody’s/Fitch = Baa3/BBB 

Coupon: 6.25% and 6.5%  

Maturity: Perpetual with call date in 2023 and 2028 respectively 

 

Capital_Securities_Trade_Examples_03 

Company / Bond Characteristics 

 The two deals came at attractive new issue premia. Due to their 
size and cheapness, the new deals contributed to the repricing of 
the wider AT1 market, particularly since Company is one of the top 
rated issuers. 

 Since their issue date, Company bonds have performed well as 
the market digested the supply and the curve has recovered 50% 
of its widening linked to the new issuance.  

 This is in stark contrast to the new issues that came at very 
aggressive levels back in late 2017 and January 2018, which have 
been the worst performers in the AT1 market YTD with a multi-
points drop. 

Background 

 On February 20th, Company surprised the market by announcing a 

larger than expected supply in AT1: $5-7bn to be issued before 

June.  

 The announcement of a larger than expected AT1 supply weighed 

negatively on an already weaker market backdrop. 

 Markets interpreted the news as Company’s decision as an 

acceleration of its plans to comply with hybrid capital requirements 

and prepare its capital ahead of the potential restructuring of its 

hybrid capital stack: Indeed Company still has a large excess of 

legacy expensive T1 and T2 instruments, non compliant with the 

new rules. 

 On March 19th Company came to the market with a $4bn dual 

tranche in USD: a 6.25% coupon bond with call date in 2023 and a 

6.5% coupon bond with call date in 2028. 

Performance of newly issued AT1s 

Announcement Execution 
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Case study: U.S. Financial Services Company 
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Company 26s 

Cheapness 

Integrating fundamental research with credit analytics 

• Cheapness is defined as current OAS less fair value spread as calculated 
by PIMCO Analytics. Fair value incorporates PIMCO’s independent 

internal ratings, which differ from agency ratings. 

• The chart above shows how we used PIMCO analytics to swap into a 
longer dated bond when fair value spread diverged from market pricing. 

• The blue line above shows the difference in market OAS of a Company 30Y 
and 10Y bond (OAS 10s30s curve); while the yellow line shows the 
difference between the PIMCO calculated fair value spread of the same 
Company 10Y and 30Y bonds (FVS 10s30s curve) 

• We used PIMCO’s analytical models to decide to add exposure to the 30Y 

bond when the market was pricing the curve as being steeper to fair value 

 

• We have maintained a positive view on Company, as we see a path for the company to follow through on deleveraging targets 

• In March, management further confirmed our view by tying 2019 compensation to leverage targets 

• We continue to invest opportunistically through assessing market opportunities with credit analytics, while participating in new issues as well as 

reverses 

Company View 

As of 5 April 2019. SOURCE: PIMCO 

The above is presented for illustrative purposes only, as a general example of a type of investment for the Strategy and is not intended to represent the Strategy's performance or how the Portfolio will be invested or allocated at any particular time. Past 

performance is not indicative of future results. 

Refer to Appendix for additional case study, investment strategy, issuer, OAS, risk and valuation information  
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Case study: Telecommunications Company 
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Integrating fundamental research with commodities outlook 

Anchored new issue 

in challenging 

market Added to positions 

on volatility 

Sector / company view Company secured and unsecured guaranteed bonds 

• PIMCO top-down view: Balance of risk for oil prices skews to the 

upside. Longer term offshore development is required to offset 

projected reserve declines. 

• PIMCO bottom-up view: Leading operator in the sector with strong 

asset fleet and robust multi-year backlog providing ample liquidity. 

• Opportunity: Utilizing our sector knowledge and relationships, we 

worked closely with the company to structure and negotiate capital 

structure alternatives such as issuance of unsecured guaranteed and 

secured amortizing bonds.  

• Result: PIMCO was the anchor order. Opportunistically added to our 

positions during periods of market dislocation.    

PIMCO analytics sector richness / cheapness model Fundamental bottom-up valuation scenario analysis 

Dayrate Downside Mid-cycle Upside

JU High-Spec $80 $105 $115 $125 $135 $145 $148 $150

FL 6G High-Spec $220 $280 $310 $340 $370 $400 $420 $440

NAV (USD) WACC 9%

Recovery Dayrate vs. mid-cycle (floater)

Year (41%) (24%) (16%) (8%) --   8% 14% 19%

2024 $8,628 $10,963 $12,324 $13,684 $14,659 $16,019 $16,797 $17,576

2023 $8,856 $11,288 $12,708 $14,127 $15,141 $16,560 $17,371 $18,182

2022 $9,077 $11,599 $13,074 $14,549 $15,596 $17,071 $17,911 $18,752

2021 $9,291 $11,896 $13,423 $14,950 $16,028 $17,554 $18,423 $19,291

* Highlighted cell within 7% of appraised value

G'td recovery / Debt/NAV (RIG 9s)

(41%) (24%) (16%) (8%) --   8% 14% 19% 507 <= Market spread

2024 83% 83% 73% 65% 61% 55% 53% 50%

2023 89% 81% 71% 63% 59% 53% 51% 48%

2022 94% 78% 69% 61% 57% 52% 49% 47%

2021 100% 76% 67% 60% 55% 50% 48% 45%

464 <= Fair spread

Transocean Ltd.
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As of 11 April 2019. SOURCE: PIMCO 

The above is presented for illustrative purposes only, as a general example of a type of investment for the Strategy and is not intended to represent the Strategy's performance or how the Portfolio will be 

invested or allocated at any particular time. Past performance is not indicative of future results. 

Refer to Appendix for additional case study, investment strategy, issuer, OAS, risk and valuation information  

Company 

Case study: Offshore Drilling Company 
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PERFORMANCE AND FEES 

Past performance is not a guarantee or a reliable indicator of future results. The performance figures presented reflect the total return performance for Institutional Class shares and reflect changes in share 

price and reinvestment of dividend and capital gain distributions. All periods longer than one year are annualized. The minimum initial investment for Institutional class shares is $1 million; however, it may be 

modified for certain financial intermediaries who submit trades on behalf of eligible investors.  

 

Investments made by a Fund and the results achieved by a Fund are not expected to be the same as those made by any other PIMCO-advised Fund, including those with a similar name, investment objective or 

policies.  A new or smaller Fund’s performance may not represent how the Fund is expected to or may perform in the long-term.  New Funds have limited operating histories for investors to evaluate and new 

and smaller Funds may not attract sufficient assets to achieve investment and trading efficiencies.  A Fund may be forced to sell a comparatively large portion of its portfolio to meet significant shareholder 

redemptions for cash, or hold a comparatively large portion of its portfolio in cash due to significant share purchases for cash, in each case when the Fund otherwise would not seek to do so, which may 

adversely affect performance. 

 

Differences in the Fund's performance versus the index and related attribution information with respect to particular categories of securities or individual positions may be attributable, in part, to differences in 

the pricing methodologies used by the Fund and the index.  

 

There is no assurance that any fund, including any fund that has experienced high or unusual performance for one or more periods, will experience similar levels of performance in the future. High performance 

is defined as a significant increase in either 1) a fund’s [total] return in excess of that of the fund’s benchmark between reporting periods or 2) a fund’s total return in excess of the fund’s historical returns 

between reporting periods. Unusual performance is defined as a significant change in a fund’s performance as compared to one or more previous reporting periods. 

 

ATTRIBUTION ANALYSIS 

The attribution analysis contained herein is calculated by PIMCO and is intended to provide an estimate as to which elements of a strategy contributed (positively or negatively) to a portfolio's performance. The 

attribution results contain certain assumptions that require elements of subjective judgment and analysis.  Attribution analysis is not a precise measure and should generally be considered within a range (e.g., 

+/- 5 bps).  Further, attribution analysis should not be relied upon for investment decisions. 

 

CASE STUDIES 

This presentation contains examples of the firm's internal investment research capability. The data contained within the reports may not be related to the product discussed herein, may be stale and should not 

be relied upon as investment advice or a recommendation of any particular security, strategy or investment product. In selecting case studies, PIMCO considers investment performance in addition to other 

factors, including, but  not limited to, whether the example illustrates the particular investment strategy being featured and processes applied by PIMCO to making investment decisions. Information contained 

herein has been obtained from sources believed to be reliable, but not guaranteed. 

 

CHART 

Performance results for certain charts and graphs may be limited by date ranges specified on those charts and graphs; different time periods may produce different results.  

 

CREDIT QUALITY 

 The credit quality of a particular security or group of securities does not ensure the stability or safety of an overall portfolio. The Quality ratings of individual issues/issuers are provided to indicate the credit 

worthiness of such issues/issuer and generally range from AAA, Aaa, or AAA (highest) to D, C, or D (lowest) for S&P, Moody’s, and Fitch respectively. 

 

FORECAST 

Forecasts, estimates and certain information contained herein are based upon proprietary research and should not be interpreted as investment advice, as an offer or solicitation, nor as the purchase or sale of 

any financial instrument. Forecasts and estimates have certain inherent limitations, and unlike an actual performance record, do not reflect actual trading, liquidity constraints, fees, and/or other costs. In 

addition, references to future results should not be construed as an estimate or promise of results that a client portfolio may achieve. 

 

!mk_Diversified_Income_std_app_01 

Appendix 
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HYPOTHETICAL EXAMPLE  

HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW. NO REPRESENTATION IS BEING MADE THAT ANY ACCOUNT WILL OR IS 

LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN HYPOTHETICAL PERFORMANCE RESULTS AND THE ACTUAL 

RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR TRADING PROGRAM. 

 

ONE OF THE LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL TRADING DOES 

NOT INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL TRADING RECORD CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN ACTUAL TRADING. FOR EXAMPLE, THE ABILITY TO 

WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR TRADING PROGRAM IN SPITE OF TRADING LOSSES ARE MATERIAL POINTS WHICH CAN ALSO ADVERSELY AFFECT ACTUAL TRADING 

RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC TRADING PROGRAM WHICH CANNOT BE FULLY 

ACCOUNTED FOR IN THE PREPARATION OF HYPOTHETICAL PERFORMANCE RESULTS AND ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL TRADING RESULTS. 

 

INDEX 

It is not possible to invest directly in an unmanaged index.  

 

INVESTMENT STRATEGY 

There is no guarantee that these investment strategies will work under all market conditions or are appropriate for all investors and each investor should evaluate their ability to invest long-term, 

especially during periods of downturn in the market.  

 

ISSUER 

The issuers referenced are examples of issuers PIMCO considers to be well known and that may fall into the stated sectors. References to specific issuers are not intended and should not be 

interpreted as recommendations to purchase, sell or hold securities of those issuers. PIMCO products and strategies may or may not include the securities of the issuers referenced and, if such 

securities are included, no representation is being made that such securities will continue to be included. 

 

OUTLOOK 

Statements concerning financial market trends or portfolio strategies are based on current market conditions, which will fluctuate. There is no guarantee that these investment strategies will work 

under all market conditions or are appropriate for all investors and each investor should evaluate their ability to invest for the long term, especially during periods of downturn in the market. Outlook 

and strategies are subject to change without notice. 

 

OPTION ADJUSTED SPREAD (OAS) 

The option adjusted spread (OAS) measures the spread over a variety of possible interest rate paths. A security's OAS is the average  earned over Treasury returns, taking multiple future interest rate 

scenarios into account. 

 

PORTFOLIO STRUCTURE 

Portfolio structure is subject to change without notice and may not be representative of current or future allocations. 

 

RISK 

Investing in the bond market is subject to risks, including market, interest rate, issuer, credit, inflation risk, and liquidity risk. The value of most bonds and bond strategies are impacted by changes in 

interest rates. Bonds and bond strategies with longer durations tend to be more sensitive and volatile than those with shorter durations; bond prices generally fall as interest rates rise, and low interest 

rate environments increase this risk. Reductions in bond counterparty capacity may contribute to decreased market liquidity and increased price volatility. Bond investments may be worth more or less 

than the original cost when redeemed. The strategy may invest all of its assets in high-yield, lower-rated, securities which 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. 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.  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. Equities may decline in value due to both real and perceived general market, economic, and industry conditions. 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. Investing in derivatives could 

lose more than the amount invested. Diversification does not ensure against loss. 

 

 

 

Appendix 
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VALUATION 

The terms “cheap” and “rich” as used herein generally refer to a security or asset class that is deemed to be substantially under- or overpriced compared to both its historical average as well as to the 

investment manager’s future expectations. There is no guarantee of future results or that a security’s valuation will ensure a profit or protect against a loss. 

 

PIMCO as a general matter provides services to qualified institutions, financial intermediaries and institutional investors. Individual investors should contact their own financial professional to determine the 

most appropriate investment options for their financial situation. 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. 

PIMCO is a trademark of Allianz Asset Management of America L.P. in the United States and throughout the world. ©2020, PIMCO 

PIMCO Investments LLC, distributor, 1633 Broadway, New York, NY, 10019 is a company of PIMCO. 

INDEX DESCRIPTIONS 

The Fund measures its performance against two benchmarks. The Fund’s primary benchmark is the Barclays Global Credit Hedged USD Index. Effective July 31, 2015, the Fund’s secondary benchmark is an 

equally weighted blend of the following three indices: Bloomberg Barclays Global Aggregate Credit Component ex Emerging Markets, USD Hedged; BofA Merrill Lynch Global High Yield, BB-B Rated 

Constrained Developed Markets Index, USD Hedged; and JPMorgan EMBI Global, USD Hedged. The Fund believes the secondary benchmark reflects the Fund’s investment strategy more accurately than the 

Bloomberg Barclays Global Credit Hedged USD Index. Prior to July 31, 2015, the components of the secondary benchmark consisted of Bloomberg Barclays Global Aggregate Credit Component (USD 

Hedged); BofA Merrill Lynch Global High Yield, BB-B Rated Constrained Index (USD Hedged); and JPMorgan EMBI Global (USD Hedged).  

The Bloomberg Barclays Global Aggregate Credit Component ex Emerging Markets (USD Hedged) provides a broad-based measure of the global developed markets investment-grade fixed income markets. 

The BofA Merrill Lynch Global High Yield, BB-B Rated Constrained Developed Markets Index (USD Hedged) tracks the performance of below investment grade bonds of corporate issuers domiciled in 

developed market countries rated BB1 through B3, based on an average of Moody’s, S&P and Fitch. Qualifying bonds are capitalization-weighted provided the total allocation to an individual issuer (defined 

by Bloomberg tickers) does not exceed 2%. Issuers that exceed the limit are reduced to 2% and the face value of each of their bonds is adjusted on a pro-rata basis. Similarly, the face value of bonds of all 

other issuers that fall below the 2% cap are increased on a pro-rata basis. The index is rebalanced on the last calendar day of the month. The JPMorgan EMBI Global (USD Hedged) tracks total returns for U.S. 

dollar-denominated debt instruments issued by emerging market sovereign and quasi-sovereign entities, Brady bonds, loans, Eurobonds and local market instruments. 

 

The Bloomberg Barclays Global Aggregate Credit Index is the credit component of the Bloomberg Barclays Aggregate Index. The Bloomberg Barclays Aggregate Index is a subset of the Global Aggregate 

Index, and contains investment grade credit securities from the U.S. Aggregate, Pan-European Aggregate, Asian-Pacific Aggregate, eurodollar, 144A and euro-Yen indices. The Bloomberg Barclays Global 

Aggregate Index covers the most liquid portion of the global investment grade fixed-rate bond-market, including government, credit and collateralized securities. The liquidity constraint for all securities in the 

index is $300 million. The index is denominated in U.S. dollars. 

 

Bloomberg Barclays Global Credit Hedged USD contains investment grade and high yield credit securities from the Multiverse represented in U.S. dollars on a hedged basis, (Multiverse is the merger of two 

groups: the Global Aggregate and the Global High Yield). 

 

The Bloomberg Barclays High Yield Index is an unmanaged market-weighted index including only SEC registered and 144(a) securities with fixed (non-variable) coupons.  All bonds must have an outstanding 

principal of $100 million or greater, a remaining maturity of at least one year, a rating of below investment grade and a U.S. dollar denomination.  

 

Bloomberg Barclays U.S. Credit Index is an unmanaged index comprised of publicly issued U.S. corporate and specified non-U.S. debentures and secured notes that meet the specified maturity, liquidity, and 

quality requirements. To qualify, bonds must be SEC-registered.  

 

 

The JPMorgan Corporate Emerging Markets Bond Index (JPM CEMBI) is a global, liquid corporate emerging markets benchmark that tracks U.S.-denominated corporate bonds issued by emerging markets 

entities. 

 

The JPMorgan Emerging Markets Bond Index Global is an unmanaged index which tracks the total return of U.S.-dollar-denominated debt instruments issued by emerging market sovereign and 

quasi-sovereign entities: Brady Bonds, loans, Eurobonds, and local market instruments. 

 

The S&P 500 Index is an unmanaged market index generally considered representative of the stock market as a whole. The index focuses on the Large-Cap segment of the U.S. equities market. 

 

It is not possible to invest directly in an unmanaged index. 
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Market Update

Russell Indices Style Returns *

Equities  Month  3 M  YTD  1 Year  3 Yr 
Ann 

 5 Yr 
Ann V B G V B G

S&P 500 Total Return 5.64 12.87 2.38 11.96 12.01 11.49
Russell Midcap Index 5.87 15.36 (3.79) 2.04 7.30 7.83
Russell 2000 Index 2.77 13.32 (10.57) (4.59) 2.69 5.10
Russell 1000 Growth Index 7.69 19.93 18.26 29.84 20.91 16.84
Russell 1000 Value Index 3.95 6.80 (12.95) (6.01) 2.70 5.36
Russell 3000 Index 5.68 13.87 2.01 10.93 11.39 10.89
MSCI EAFE NR 2.33 10.42 (9.28) (1.67) 0.63 2.10
MSCI EM NR 8.94 17.84 (1.72) 6.55 2.84 6.15

Fixed Income Month 3 M YTD 1 Year Mod. Adj. 
Duration

Yield to 
Worst Currencies 07/31/20 12/31/19 12/31/18

U.S. Aggregate 1.49 2.61 7.72 10.12 6.09 1.05 Euro Spot 1.18 1.12 1.15
U.S. Corporate Investment Grade 3.25 6.92 8.44 12.44 8.79 1.86 British Pound Spot 1.31 1.33 1.28
U.S. Corporate High Yield 4.69 10.37 0.71 4.14 3.53 5.37 Japanese Yen Spot 105.83 108.61 109.69
Global Aggregate 3.19 4.56 6.27 7.85 7.37 0.82 Swiss Franc Spot 0.91 0.97 0.98

Key Rates 07/31/20 12/31/19 12/31/18 12/31/17 12/31/16 Commodities 07/31/20 12/31/19 12/31/18
US Generic Govt 3 Mth 0.08 1.54 2.35 1.38 0.50 Oil 40.27 57.77 49.40
US Generic Govt 2 Yr 0.11 1.57 2.49 1.88 1.19 Gasoline 2.19 2.59 2.26
US Generic Govt 10 Yr 0.53 1.92 2.68 2.41 2.44 Natural Gas 1.80 2.31 2.53
US Generic Govt 30 Yr 1.19 2.39 3.01 2.74 3.07 Gold 1,985.90 1,550.60 1,187.30
ICE LIBOR USD 3M 0.25 1.91 2.81 1.69 1.00 Silver 24.22 18.16 16.50
Euribor 3 Month ACT/360 (0.46) (0.38) (0.31) (0.33) (0.32) Copper 286.80 282.00 266.60
Bankrate 30Y Mortgage Rates Na 3.09 3.86 4.51 3.85 4.06 Corn 327.00 402.50 411.00
Prime 3.25 4.75 5.50 4.50 3.75 BBG Commodity TR Idx 146.55 172.00 159.72

Source: Bloomberg & Investment Metrics. For informational purposes only and should not be regarded as investment advice. Information is based on sources and data believed to be reliable, but
AndCo Consulting cannot guarantee the accuracy, adequacy or completeness of the information. The material provided herein is valid only as of the date of distribution and not as of any future date.
*Heat maps are displayed utilizing a 9-color scale, with green as the highest return for the time period noted and red as the lowest return for the time period noted.  Color scales within each time period are mutually exclusive.
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Source: Investment Metrics

The Market Environment
Major Market Index Performance

As of June 30, 2020
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1-Year Performance

 Broad asset class returns rebounded sharply in the 2nd quarter following their
harsh drawdown during the 1st quarter. The US government and Federal
Reserve Bank (Fed) implemented a myriad of programs designed to provide
the economy with liquidity while also mitigating the affects from the shelter-in-
place response to the COVID-19 (Coronavirus) pandemic. Despite having
officially entered a recession in February, US economic data began to show
improvement in May with regards to manufacturing, housing and employment
as many States began the process of re-opening. Geopolitical tensions rose
during the quarter following the vote by China to impose security measures in
Hong Kong. Despite these risks, markets reacted positively to continued
monetary easing from the Fed which supported markets directly through bond
purchases and a variety of lending facilities. Within domestic equity markets,
higher beta small cap stocks outperformed large cap stocks during the quarter
with the Russell 2000 Index returning 25.4% versus a 20.5% return for the
S&P 500 Index. US stocks also outperformed international stocks during the
period. US equity results over the trailing 1-year period tell a different story
with large cap stocks, returning 7.5% while mid- and small cap stocks were
negative, returning -2.2% and -6.6%, respectively.

 Broad international equity markets posted positive returns for the 2nd quarter.
Similar to US markets, international markets benefited from coordinated central
bank policies which provided liquidity following the onset of the pandemic and
subsequent re-opening of local economies. International returns also benefited
from a weakening US dollar (USD) which declined against both the Euro and
British pound during the period. Emerging markets outperformed relative to
developed markets during the period with the MSCI Emerging Market Index
returning 18.1% compared to 14.9% for the MSCI EAFE Index. Both developed
and emerging market indices were negative over the 1-year period with the
developed market index returning -5.1% and the emerging market index
returning -3.4%.

 Fixed income returns remained strong during the 2nd quarter as investors
benefited from declining interest rates globally. The broad market Bloomberg
Barclays (BB) Aggregate Index gained 2.9% for the quarter as the Fed ramped
up its purchases of US Treasury and Agency securities to boost market
liquidity. In addition, the Fed announced that it would begin purchasing US
corporate bonds to keep borrowing costs low and further support liquidity. For
the quarter, the BB Corporate Investment Grade Index returned 9.0% as
investors continued to seek out higher yielding assets. Over the trailing 1-year
period, the bond market outperformed stocks with the BB Aggregate posting a
solid return of 8.7%, while corporate bonds posted a higher 9.5%. US TIPS,
which have been a laggard for some time, posted a respectable 8.3% over the
trailing 1-year period despite low expectations for inflation.
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Source: Investment Metrics

The Market Environment
Domestic Equity Style Index Performance

As of June 30, 2020
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1-Year Performance - Russell Style Series

 US equity returns were strongly positive during the 2nd quarter, but results
varied considerably across the style and capitalization spectrum. Following one
of the sharpest drawdowns in history during the previous quarter, various
capitalization and style indices experienced their strongest quarterly
performance in over 20-years. The US labor market showed dramatic
improvement in May and June with more than 7 million jobs added for the
period. However, the unemployment rate remained high at 11.1% in June with
more than 14.7 million people unemployed. While States have taken steps to
re-open by loosening stay-at-home orders, several States such as Florida,
Texas, and Arizona, have experienced significant increases in Coronavirus
cases since the orders were eased causing many States to consider rollbacks.
Several potential treatments and vaccines are in various stages of
development that will hopefully prove effective in treating the virus.

 During the quarter, small capitalization (cap) stocks broadly outperformed large
cap stocks across the style spectrum. The small cap Russell 2000 Index
gained a stellar 25.4% for the quarter versus a return of 21.8% for the large
cap Russell 1000 Index. Investors were attracted to potentially faster growing
small cap stocks which were disproportionately sold during the 1st quarter’s
drawdown. Small cap stocks have historically outperformed when the market
enters a recovery phase. When viewed over the most recent 1-year period the
trend has reversed with large cap stocks far outpacing their small cap
counterparts. The Russell 1000 posted a return of 7.5% over the trailing 1-year
relative to a negative return of -6.6% for the Russell 2000.

 Value stocks continued their recent trend of underperformance relative to
growth stocks during the 2nd quarter recovery as investors gravitated toward
companies perceived to have the potential to grow revenue and earnings
faster. Within large cap, growth significantly outperformed value due to
favorable weightings to the strong-performing technology and consumer
discretionary sectors. The small cap Russell 2000 Growth Index was the best
performing style index for the quarter, returning an outsized 30.6%. At the
other extreme, the large cap value index posted the quarter’s weakest relative
style performance with a still solid 14.3% return. Results over the 1-year period
also reflect the strength of the “growth over value” trend with value
benchmarks posting negative results across the capitalization spectrum with a
range of relative underperformance to growth of greater than 20% at each
level.
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 All eleven economic sectors within the large cap Russell 1000 Index were
positive for the 2nd quarter with four sectors outpacing the return of the broad
index. Growth-oriented sectors such as consumer discretionary and
technology were some of the best performers for the quarter returning 36.4%
and 32.5%, respectively. The energy sector, which had lagged considerably
during the 1st quarter sell-off, also posted a strong return of 32.5% for the
quarter as oil prices recovered on expectations of future economic growth.
Defensive sectors such as consumer staples and utilities were the lowest
performers during the period, but still posted positive returns of 8.6% and
2.8%, respectively. Traditional growth sectors also showed their dominance in
the trailing 1-year period. The technology, consumer discretionary, health care
and communication services sectors returned 35.2%, 16.1%, 15.4% and
11.4%, respectively, versus the core Russell 1000 index return of 7.5%. In
contrast, traditional value sectors such as energy and financials, posted
returns of -36.5% and -14.7%, respectively, for the trailing 1-year period.

 Ten of eleven small cap sectors posted results of greater than 10% for the 2nd
quarter with only the utilities sector falling into negative territory with a return of
-3.6%. In addition, seven of eleven economic sectors in the small cap index
outpaced their respective large cap sector performance. While ten small cap
sectors posting returns of more than 10% would be impressive in any period,
six of them managed to exceed the 25.4% return of the broad Russell 2000
index. Like large caps, sectors sensitive to the consumer and economic growth
were the strongest performers as investors gravitated toward those companies
with the highest growth potential. Performance in consumer discretionary and
health care sectors was particularly impressive with returns of 57.4% and
32.2% respectively for the quarter. Within the health care sector, many
biotechnology stocks rose on hopes and speculation regarding potentially
viable treatments or vaccines for the Coronavirus. Over the trailing 1-year
period, the majority of small cap sector returns were negative with only three
sectors contributing positive absolute performance. The traditional growth
sectors also led the small cap index’s performance over the trailing 1-year
period with health care posting 18.5% and the technology sector returning
10%. On the opposite end of the spectrum, while the energy sector’s 28.0%
return for the quarter is certainly an impressive recovery, the sector led the 1-
year trailing sector performance declines with the return of -57.8%.

The Market Environment
GICS Sector Performance & (Sector Weight)

As of June 30, 2020

Source: Morningstar Direct
As a result of the GICS classification changes on 9/28/2018 and certain associated reporting limitations, sector performance represents backward looking 
performance for the prior year of each sector’s current constituency, post creation of the Communication Services sector.  
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The Market Environment
Top 10 Index Weights & Quarterly Performance for the Russell 1000 & 2000

As of June 30, 2020

Source: Morningstar Direct

Top 10 Weighted Stocks Top 10 Weighted Stocks

Russell 1000 Weight 1-Qtr 
Return

1-Year 
Return Sector Russell 2000 Weight 1-Qtr 

Return
1-Year 
Return Sector

Microsoft Corp 5.30% 29.4% 53.8% Information Technology Deckers Outdoor Corp 0.31% 46.6% 11.6% Consumer Discretionary
Apple Inc 5.19% 43.8% 86.5% Information Technology LHC Group Inc 0.30% 24.3% 45.8% Health Care
Amazon.com Inc 4.07% 41.5% 45.7% Consumer Discretionary BJ's Wholesale Club Holdings Inc 0.29% 46.3% 41.2% Consumer Staples
Facebook Inc A 1.90% 36.1% 17.7% Communication Services Churchill Downs Inc 0.29% 29.3% 16.2% Consumer Discretionary
Alphabet Inc A 1.48% 22.0% 31.0% Communication Services Novavax Inc 0.27% 513.8% 1322.4% Health Care
Alphabet Inc Class C 1.46% 21.6% 30.8% Communication Services MyoKardia Inc 0.27% 106.1% 92.7% Health Care
Johnson & Johnson 1.29% 8.0% 3.8% Health Care Helen Of Troy Ltd 0.27% 30.9% 44.4% Consumer Discretionary
Berkshire Hathaway Inc Class B 1.21% -2.4% -16.3% Financials SiteOne Landscape Supply Inc 0.27% 54.8% 64.5% Industrials
Visa Inc Class A 1.13% 20.1% 12.0% Information Technology EastGroup Properties Inc 0.26% 14.3% 4.9% Real Estate
Procter & Gamble Co 1.01% 9.4% 11.8% Consumer Staples Ultragenyx Pharmaceutical Inc 0.25% 76.1% 23.2% Health Care

Top 10 Performing Stocks (by Quarter) Top 10 Performing Stocks (by Quarter)

Russell 1000 Weight 1-Qtr 
Return

1-Year 
Return Sector Russell 2000 Weight 1-Qtr 

Return
1-Year 
Return Sector

Fastly Inc 0.02% 348.5% 319.8% Information Technology Workhorse Group Inc 0.06% 860.8% 491.5% Consumer Discretionary
Wayfair Inc Class A 0.05% 269.8% 35.3% Consumer Discretionary Veritone Inc 0.02% 537.8% 77.8% Information Technology
Apache Corp 0.02% 223.9% -51.9% Energy Novavax Inc 0.27% 513.8% 1322.4% Health Care
Targa Resources Corp 0.02% 192.7% -44.7% Energy Overstock.com Inc 0.06% 469.7% 109.0% Consumer Discretionary
Etsy Inc 0.04% 176.4% 73.1% Consumer Discretionary Vaxart Inc 0.02% 400.0% 1220.7% Health Care
Bill.com Holdings Inc Ordinary Shares 0.01% 163.8% N/A Information Technology U.S. Auto Parts Network Inc 0.01% 394.9% 592.8% Consumer Discretionary
Livongo Health Inc 0.01% 163.5% N/A Health Care Camping World Holdings Inc Class A 0.05% 380.5% 131.4% Consumer Discretionary
Immunomedics Inc 0.03% 162.9% 155.5% Health Care Macrogenics Inc 0.08% 379.7% 64.5% Health Care
Antero Midstream Corp 0.01% 159.5% -45.7% Energy Aspira Womens Health Inc 0.01% 361.3% 331.5% Health Care
Thor Industries Inc 0.02% 156.2% 87.0% Consumer Discretionary Retractable Technologies Inc 0.01% 350.0% 868.9% Health Care

Bottom 10 Performing Stocks (by Quarter) Bottom 10 Performing Stocks (by Quarter)

Russell 1000 Weight 1-Qtr 
Return

1-Year 
Return Sector Russell 2000 Weight 1-Qtr 

Return
1-Year 
Return Sector

Empire State Realty Trust Inc Class A 0.00% -20.7% -50.8% Real Estate Chesapeake Energy Corp 0.00% -85.8% -98.7% Energy
Xerox Holdings Corp 0.01% -18.0% -54.8% Information Technology Hertz Global Holdings Inc 0.01% -77.2% -91.2% Industrials
Hawaiian Electric Industries Inc 0.01% -15.5% -14.7% Utilities SeaChange International Inc 0.00% -59.4% 5.6% Information Technology
Biogen Inc 0.15% -15.4% 14.4% Health Care CorEnergy Infrastructure Trust Inc 0.01% -50.0% -75.6% Real Estate
Cincinnati Financial Corp 0.03% -14.3% -36.6% Financials Evofem Biosciences Inc 0.01% -46.8% -57.4% Health Care
General Electric Co 0.21% -13.8% -34.7% Industrials Recro Pharma Inc 0.00% -44.3% -48.6% Health Care
Coty Inc Class A 0.00% -13.4% -65.5% Consumer Staples NextCure Inc 0.02% -42.2% 43.1% Health Care
EchoStar Corp 0.00% -12.5% -24.3% Information Technology NeuroBo Pharmaceuticals Inc 0.00% -42.1% -60.2% Health Care
NovoCure Ltd 0.02% -11.9% -6.2% Health Care LendingClub Corp 0.02% -42.0% -72.3% Financials
Molson Coors Beverage Co B 0.02% -11.9% -36.5% Consumer Staples ProAssurance Corp 0.04% -41.9% -58.6% Financials
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Source: MSCI Global Index Monitor (Returns are Net)

 Broad international equity index returns were positive in US dollar (USD) and
local currency terms for the 2nd quarter as international markets rebounded
following the meaningful drawdown during the previous period. USD
denominated international equity index performance also benefited from a
weakening USD which fell against most major currencies during the period.
The MSCI ACWI ex US Index posted a return of 15.4% in USD and a slightly
lower 13.2% in local currency terms. Like US equity market performance,
international equity benchmarks also benefited from a strong monetary policy
response from central banks in reaction to the Coronavirus. Since the virus
ravaged Asia and Europe earlier than the US, many countries also began the
process of re-opening their respective economies earlier than the US, resulting
in improving economic datapoints. Both the ECB and Bank of Japan committed
to significant lending programs designed to provide the capital markets with
liquidity while continuing to purchase bonds under their existing economic
recovery programs.

 Results for developed market international indices were strongly positive in
both USD and local currency terms during the 2nd quarter. The MSCI EAFE
Index returned 14.2% in USD and 11.0% in local currency terms. The spread
of the pandemic slowed in Europe during the quarter allowing countries like
Austria and Italy to begin the process of re-opening. ECB President Christine
Lagarde announced that the bank was expanding its bond purchase program
to $1.5 trillion, and in the UK, the Bank of England increased its bond
purchasing program by roughly $125 billion. Both measures were targeted at
providing the capital markets with liquidity.

 Emerging markets outperformed developed markets by just over 3% during the
2nd quarter. The MSCI Emerging Markets Index rose by 17.3% in USD terms
and 15.9% in local currency. Emerging markets benefited relative to developed
markets during the quarter as global economic activity increased despite
increased geopolitical tensions from China’s new security measures in Hong
Kong. The rebound in commodity prices in anticipation of future economic
growth was particularly beneficial to the emerging countries dependent on
export demand.

 In contrast to the strong 2nd quarter returns, the 1-year trailing performance of
international equity indices was broadly negative with only the Emerging
Market Asia Index posting a positive return of 2.7% in USD for the period. The
1-year trailing currency impact on international index performance also
contrasts with the 2nd quarter’s USD weakness. Persistent strength of the
USD over the 1-year period was a drag on the results realized by domestic
holders of international equities for each of the indices tracked in the graph.
This USD strength is particularly visible in the Emerging Market Middle East &
Africa (EMEA) Index and Emerging Market Latin America Index.

The Market Environment
International and Regional Market Index Performance (Country Count)

As June 30, 2020
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The Market Environment
US Dollar International Index Attribution & Country Detail

As of June 30, 2020

Source: Morningstar Direct, MSCI Global Index Monitor (Returns are Net in USD)
As a result of the GICS classification changes on 9/28/2018 and certain associated reporting limitations, sector performance represents 
backward looking performance for the prior year of each sector’s current constituency, post creation of the Communication Services sector.  

MSCI - EAFE Sector Weight Quarter Return 1-Year Return
Communication Services 5.4% 12.3% -6.5%
Consumer Discretionary 11.3% 17.6% -6.9%
Consumer Staples 12.0% 8.5% -3.8%
Energy 3.4% -1.5% -41.3%
Financials 16.1% 12.6% -20.4%
Health Care 14.5% 13.8% 17.6%
Industrials 14.5% 17.5% -8.0%
Information Technology 8.3% 23.0% 12.4%
Materials 7.3% 22.7% -8.6%
Real Estate 3.2% 7.9% -21.4%
Utilities 4.0% 11.4% 2.4%
Total 100.0% 14.2% -7.4%

MSCI - ACWIxUS Sector Weight Quarter Return 1-Year Return
Communication Services 7.6% 16.9% 2.6%
Consumer Discretionary 12.6% 19.8% -0.6%
Consumer Staples 10.0% 9.4% -4.8%
Energy 4.8% 8.5% -34.5%
Financials 18.1% 10.3% -22.4%
Health Care 10.7% 16.0% 18.3%
Industrials 11.4% 17.1% -8.9%
Information Technology 11.0% 24.1% 19.2%
Materials 7.6% 24.6% -8.7%
Real Estate 2.8% 6.8% -21.4%
Utilities 3.5% 10.3% -3.2%
Total 100.0% 15.4% -7.1%

MSCI - Emerging Mkt Sector Weight Quarter Return 1-Year Return
Communication Services 13.5% 22.6% 14.2%
Consumer Discretionary 17.4% 22.1% 12.7%
Consumer Staples 6.5% 12.6% -9.1%
Energy 6.0% 21.6% -25.3%
Financials 19.1% 6.6% -27.4%
Health Care 4.3% 37.1% 33.5%
Industrials 4.7% 16.0% -15.9%
Information Technology 16.9% 19.9% 21.3%
Materials 6.9% 23.3% -16.2%
Real Estate 2.6% 3.6% -20.3%
Utilities 2.3% 9.2% -20.3%
Total 100.0% 17.3% -5.7%

MSCI-EAFE MSCI-ACWIxUS Quarter 1- Year
Country Weight Weight Return Return
Japan 25.4% 16.5% 11.5% 0.9%
United Kingdom 14.1% 9.1% 7.4% -20.8%
France 10.9% 7.1% 15.3% -11.4%
Switzerland 10.3% 6.7% 9.7% 3.8%
Germany 9.3% 6.0% 24.5% -4.4%
Australia 6.7% 4.4% 28.6% -14.6%
Netherlands 4.3% 2.8% 24.0% 7.1%
Hong Kong 3.4% 2.2% 7.7% -17.4%
Sweden 3.1% 2.0% 19.5% 0.8%
Spain 2.4% 1.6% 9.6% -22.5%
Denmark 2.3% 1.5% 18.8% 20.7%
Italy 2.3% 1.5% 15.0% -13.1%
Singapore 1.1% 0.7% 7.3% -23.8%
Finland 1.0% 0.7% 18.6% -3.6%
Belgium 0.9% 0.6% 11.9% -23.3%
Ireland 0.6% 0.4% 19.6% 3.6%
Israel 0.6% 0.4% 20.0% 0.8%
Norway 0.5% 0.3% 13.2% -25.1%
New Zealand 0.3% 0.2% 28.0% 19.6%
Austria 0.2% 0.1% 20.6% -28.2%
Portugal 0.2% 0.1% 9.2% 4.2%
Total EAFE Countries 100.0% 64.9% 14.2% -7.4%
Canada 6.5% 19.4% -10.5%
Total Developed Countries 71.4% 14.6% -7.7%
China 11.7% 14.2% 11.2%
Taiwan 3.5% 20.8% 17.8%
Korea 3.3% 19.3% -1.4%
India 2.3% 20.4% -18.2%
Brazil 1.5% 22.6% -35.3%
South Africa 1.1% 25.8% -26.9%
Russia 0.9% 17.6% -17.7%
Saudi Arabia 0.8% 12.2% -22.7%
Thailand 0.7% 22.4% -25.8%
Malaysia 0.5% 12.6% -14.8%
Mexico 0.5% 10.6% -26.8%
Indonesia 0.4% 22.4% -26.0%
Philippines 0.2% 19.3% -21.4%
Qatar 0.2% 6.7% -13.1%
Poland 0.2% 20.8% -31.2%
Chile 0.2% 13.5% -36.9%
United Arab Emirates 0.2% 14.4% -21.7%
Turkey 0.1% 18.3% -8.5%
Peru 0.1% 5.5% -35.7%
Hungary 0.1% 14.1% -18.3%
Colombia 0.1% 7.2% -43.6%
Argentina 0.0% 43.7% -47.0%
Greece 0.0% 9.6% -35.1%
Czech Republic 0.0% 24.1% -26.8%
Egypt 0.0% 4.9% -13.7%
Pakistan 0.0% 11.7% -17.3%
Total Emerging Countries 28.6% 17.3% -5.7%
Total  ACWIxUS Countries 100.0% 15.4% -7.1%
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Source: Bloomberg

The Market Environment
Domestic Bond Sector & Broad/Global Bond Market Performance (Duration)

As of June 30, 2020

 Broad fixed income benchmarks rose sharply in the 2nd quarter as interest
rates fell globally in response to the economic implications of the pandemic.
The Fed continued purchasing bonds under programs announced during the
first quarter to support capital markets and mitigate the damage to the
economy. With US interest rates already near zero, the Fed announced
several additional lending facilities to bridge the gap until economic activity
picks up. These combined programs swelled the Fed’s balance sheet to $7.0
trillion, an increase of more than $3 trillion since the beginning of the year.
Late in the quarter the Fed commented that the economy faces a number of
future challenges and expects interest rates to remain low for a prolonged
period of time. Last August, the US Treasury yield curve inverted with the 2-
year yield briefly surpassing the 10-year yield. Historically, a 2-10 inversion
in the yield curve has preceded a US recession within the next 6-24 months.
Recently, the National Bureau of Economic Research reported that the US
economy entered a recession in February. While long-term US interest rates
have moved lower recently, the Treasury yield curve has actually steepened
which historically portends better economic growth.

 During the quarter, the Bloomberg Barclays (BB) US Aggregate Index
returned 2.9%. Within the broad BB US Aggregate index, the US Treasury
and mortgage-backed segments dramatically underperformed the corporate
bond sector during the 2nd quarter. Investment grade corporate credit
returned a strong 9.0% due to narrowing credit spreads and a high demand
for yield. In contrast, over the 1-year period, US Treasuries outpaced both
corporate and mortgage-backed issues with US Treasuries posting 10.4%
versus returns of 9.5% and 5.7% for corporate and mortgage bonds,
respectively. Outside of domestic markets, the BB Global Aggregate ex US
Index increased by 3.4% for the quarter and 0.7% for the year.

 Within investment grade credit, lower quality issues outperformed higher
quality issues during the 2nd quarter. Lower quality issues benefitted from
both spread compression and investors seeking out higher yields when
compared to US Treasury or mortgage bonds. On an absolute basis without
adjusting for the duration differences in the sub-indices, Baa rated credit was
the best performing investment grade (IG) segment, returning 11.2% for the
quarter. AAA issues were the worst performing IG credit segment, returning
just 0.7%. Despite a much lower duration, the high yield index returned
10.2% for the quarter. These issues benefited from credit spreads
narrowing significantly following the drawdown in the first quarter. Outside of
high yield performance, which was flat on the year, credit returns were all
impressive with each segment returning greater than 8% for the period.
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Source: US Department of Treasury, FRED (Federal Reserve of St. Louis)

The Market Environment
Market Rate & Yield Curve Comparison

As of June 30, 2020

 Much of the index performance detailed in the bar graphs on the previous
page is visible on a time series basis by reviewing the yield graph to the
right. The ‘1-Year Trailing Market Rates’ chart illustrates that over the last
year, the 10-year Treasury yield (green line) fell from yields of greater than
2.0%, to a low of roughly 0.5% before ending the quarter at 0.66%. A
decrease in yields provides a boost to bond performance. The blue line
illustrates changes in the BAA OAS (Option Adjusted Spread). This measure
quantifies the additional yield premium that investors require to purchase
and hold non-Treasury investment grade issues. This line illustrates an
abrupt increase in credit spreads beginning in early 2020 as investors
moved to higher quality assets during the quarter’s risk-off environment.
Spreads increased dramatically in February following the US onset of the
pandemic, reaching a high of 4.88% on March 23rd. Since then, spreads
have steadily declined as markets stabilized following the aggressive actions
taken by the Treasury and Fed. During the quarter, the BAA OAS spread fell
by 1.98%. Similar to Treasury yield declines, spread tightening in corporate
bonds is equivalent to an interest rate decrease, which causes bond prices
to rise. This compression produces an additional tailwind for corporate bond
index returns. The green band across the graph illustrates the decrease in
the Fed Funds Rate range due to the recent US monetary policy easing. The
Fed began the year with a rate range of 1.50%-1.75%, which it aggressively
cut to a range of 0.00%-0.25% during the 1st quarter, where it remained at
the end of the quarter.

 The lower graph provides a snapshot of the US Treasury yield curve at the
end of each of the last four calendar quarters. The higher yields and curve
inversion experienced in the 2nd half of 2019 have given way to 2020’s
extremely low interest rate environment. The curve continued to flatten
during the 2nd quarter, particularly between the 1- and 5-year maturities. On
the longer end of the curve, rates rose slightly during the period as the US
Treasury issued longer-dated bonds to lock in low borrowing costs. An
increase in Treasury supply, in conjunction with concerns about the potential
for rising inflation, resulted in slightly higher yields during the quarter.
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Executive Summary

Policy Target In Policy Outside Policy

0.0% 8.0% 16.0% 24.0% 32.0% 40.0% 48.0%-8.0 %

R&D Invesco US Gov MM (IUGXX)
$404,461.0 (0.4%)

Multi-Asset Investments 
$5,795,449.2 (5.0%)

US Core Real Estate 
$5,013,726.9 (4.3%)

Total MLP
$2,737,562.6 (2.4%)

Total Fixed Income
$26,965,955.5 (23.3%)

Total International Emerging Markets
$5,551,181.7 (4.8%)

Total International Developed Markets
$15,489,926.5 (13.4%)

Total SMID Cap 
$18,364,250.5 (15.9%)

Total Large Cap Growth Equity
$20,004,689.3 (17.3%)

Total Large Cap Value Equity
$15,215,267.0 (13.2%)

Asset Allocation Compliance

Asset
Allocation

$

Current
Allocation (%)

Minimum
Allocation (%)

Maximum
Allocation (%)

Target
Allocation (%)

Target Rebal.
($000)

Total Retirement System 115,542,470 100.0 N/A N/A 100.0 -

Total Large Cap Value Equity 15,215,267 13.2 5.0 20.0 10.0 -3,661,020

Total Large Cap Growth Equity 20,004,689 17.3 5.0 20.0 10.0 -8,450,442

Total SMID Cap 18,364,250 15.9 0.0 20.0 10.0 -6,810,003

Total International Developed Markets 15,489,926 13.4 10.0 20.0 15.0 1,841,444

Total International Emerging Markets 5,551,182 4.8 0.0 10.0 5.0 225,942

Total Fixed Income 26,965,955 23.3 15.0 40.0 30.0 7,696,786

Total MLP 2,737,563 2.4 0.0 10.0 5.0 3,039,561

US Core Real Estate 5,013,727 4.3 0.0 15.0 10.0 6,540,520

Multi-Asset Investments 5,795,449 5.0 0.0 10.0 5.0 -18,326

R&D Invesco US Gov MM (IUGXX) 404,461 0.4 0.0 5.0 0.0 -404,461

Asset Allocation Compliance

Total Retirement System

As of June 30, 2020

5% of the US Core Real Estate which is unallocated/uncalled is allocated to Total Fixed.
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Historical Asset Allocation by Segment

Domestic Equity International Equity Emerging Equity Domestic Fixed Income

Real Estate Alternative Investment Real Return Cash Equivalent
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Financial Reconciliation

Market Value
04/01/2020

Net
Transfers

Contributions Distributions
Management

Fees
Other

Expenses
Income

Apprec./
Deprec.

Market Value
06/30/2020

Total Equity 60,461,892 - 61,481 - -61,481 - 119,763 14,043,660 74,625,315

Total Domestic Equity 43,282,219 - 48,620 - -48,620 - 119,763 10,182,225 53,584,207

Boston Partners LCV 13,019,752 - 23,751 - -23,751 - 77,654 2,117,861 15,215,267

ClearBridge LCG 15,882,198 - 24,869 - -24,869 - 41,701 4,080,790 20,004,689

Clarkston Partners (CISMX) 7,438,272 - - - - - 407 1,087,092 8,525,771

Jackson Square Partners 6,941,997 - - - - - - 2,896,483 9,838,480

Total International Equity 17,179,673 - 12,860 - -12,860 - 1 3,861,434 21,041,108

Invesco Int'l Growth 2 Class A 7,177,563 - 12,860 - -12,860 - - 1,443,989 8,621,552

Oakmark Int'l (OANIX) 5,519,998 - - - - - 1 1,348,375 6,868,374

Wells Fargo Emerging Mkts R6 (EMGDX) 4,482,112 - - - - - - 1,069,070 5,551,182

Total Fixed Income 25,860,289 - 16,833 -115,557 -16,833 - 180,051 1,041,173 26,965,955

Garcia Hamilton 12,964,994 - 8,447 -51,047 -8,447 - 74,416 558,356 13,546,719

Richmond Capital 12,895,294 - 8,386 -64,511 -8,386 - 105,635 482,817 13,419,236

US Core Real Estate 5,160,309 -50,864 - - -15,936 - 50,864 -130,646 5,013,727

Morgan Stanley Prime Property 5,160,309 -50,864 - - -15,936 - 50,864 -130,646 5,013,727

Total MLP 2,097,671 - 5,107 -49,697 -5,107 - 61,477 628,111 2,737,563

Harvest MLP 2,097,671 - 5,107 -49,697 -5,107 - 61,477 628,111 2,737,563

Multi-Asset Investments 5,299,971 - - - - - 71,882 423,596 5,795,449

Blackrock Multi Asset Income (BKMIX) 5,299,971 - - - - - 71,882 423,596 5,795,449

R&D Invesco US Gov MM (IUGXX) 353,443 50,864 18,750 - - -18,750 154 - 404,461

Total Retirement System 99,233,575 - 102,171 -165,254 -99,357 -18,750 484,191 16,005,894 115,542,470

Financial Reconciliation

Quarter to Date

1 Quarter Ending June 30, 2020
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Financial Reconciliation

Market Value
09/01/2019

Net
Transfers

Contributions Distributions
Management

Fees
Other

Expenses
Income

Apprec./
Deprec.

Market Value
06/30/2020

Total Equity 71,666,690 - 246,889 -1,400,000 -246,889 - 1,421,593 2,937,031 74,625,315

Total Domestic Equity 51,029,815 - 193,047 -1,400,000 -193,047 - 1,184,323 2,770,069 53,584,207

Boston Partners LCV 17,031,633 - 102,553 -700,000 -102,553 - 359,406 -1,475,772 15,215,267

Clarkston Partners (CISMX) 8,399,980 - - - - - 321,719 -195,929 8,525,771

Jackson Square Partners 7,900,787 - - - - - 356,269 1,581,424 9,838,480

ClearBridge LCG 17,697,415 - 90,494 -700,000 -90,494 - 146,929 2,860,345 20,004,689

Total International Equity 20,636,875 - 53,842 - -53,842 - 237,270 166,963 21,041,108

Invesco Int'l Growth 2 Class A 7,852,636 - 53,842 - -53,842 - - 768,917 8,621,552

Oakmark Int'l (OANIX) 7,665,678 - - - - - 175,378 -972,681 6,868,374

Wells Fargo Emerging Mkts R6 (EMGDX) 5,118,562 - - - - - 61,892 370,728 5,551,182

Total Fixed Income 25,436,768 - 64,685 -115,557 -64,685 - 630,058 1,014,688 26,965,955

Garcia Hamilton 12,752,232 - 32,426 -51,047 -32,426 - 278,065 567,469 13,546,719

Richmond Capital 12,684,536 - 32,259 -64,511 -32,259 - 351,993 447,218 13,419,236

US Core Real Estate 5,130,394 -203,455 - - -61,104 - 203,455 -55,563 5,013,727

Morgan Stanley Prime Property 5,130,394 -203,455 - - -61,104 - 203,455 -55,563 5,013,727

Total MLP 4,102,775 - 24,619 -49,697 -24,619 - 213,055 -1,528,571 2,737,563

Harvest MLP 4,102,775 - 24,619 -49,697 -24,619 - 213,055 -1,528,571 2,737,563

Multi-Asset Investments 5,831,391 - - - - - 228,509 -264,451 5,795,449

Blackrock Multi Asset Income (BKMIX) 5,831,391 - - - - - 228,509 -264,451 5,795,449

R&D Invesco US Gov MM (IUGXX) 193,633 203,455 79,940 - - -75,000 2,433 - 404,461

Total Retirement System 112,361,651 - 416,133 -1,565,254 -397,297 -75,000 2,699,103 2,103,134 115,542,470

Financial Reconciliation

Fiscal Year to Date

September 1, 2019 To June 30, 2020
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Comparative Performance

QTR FYTD YTD 1 YR 3 YR 5 YR 7 YR Inception
Inception

Date

Total Retirement System (Net) 16.52 (5) 3.89 (51) -3.33 (69) 2.59 (69) 6.13 (48) 5.23 (76) 6.22 (77) 6.31 (18) 10/01/1999

   Total Fund Policy 17.25 (3) 2.66 (75) -4.35 (87) 1.55 (83) 5.38 (67) 5.55 (67) 6.64 (62) 7.28 (1)

      Difference -0.73 1.23 1.02 1.04 0.75 -0.32 -0.42 -0.97

   All Public Plans-Total Fund Median 13.12 3.93 -2.25 3.72 5.99 5.94 6.97 5.75

Total Retirement System (Gross) 16.62 4.26 -3.15 2.96 6.50 5.63 6.64 6.66 10/01/1999

   Total Fund Policy 17.25 2.66 -4.35 1.55 5.38 5.55 6.64 7.28

      Difference -0.63 1.60 1.20 1.41 1.12 0.08 0.00 -0.62

Total Equity 23.43 6.01 -5.01 3.29 7.88 7.29 8.74 6.46 11/01/1999

Total Domestic Equity 23.80 (42) 7.73 (29) -2.30 (30) 5.56 (36) 10.62 (32) 8.91 (40) 10.72 (43) 7.24 (77) 10/01/1999

   Domestic Equity Policy 22.75 (47) 4.25 (41) -5.87 (44) 3.08 (41) 8.45 (42) 9.15 (39) 11.04 (41) 6.53 (89)

      Difference 1.05 3.48 3.57 2.48 2.17 -0.24 -0.32 0.71

   IM U.S. Equity (SA+CF) Median 22.18 0.46 -8.26 -0.67 6.17 7.14 9.45 8.67

Boston Partners LCV 16.86 (52) -7.24 (71) -16.78 (71) -8.49 (66) 1.98 (62) 4.42 (65) 7.20 (62) 9.84 (48) 01/01/2010

   Russell 1000 Value Index 14.29 (79) -6.85 (66) -16.26 (66) -8.84 (67) 1.82 (64) 4.64 (62) 7.11 (65) 9.34 (65)

      Difference 2.57 -0.39 -0.52 0.35 0.16 -0.22 0.09 0.50

   IM U.S. Large Cap Value Equity (SA+CF) Median 16.98 -5.08 -14.65 -6.61 3.16 5.32 7.80 9.77

ClearBridge LCG 25.96 (55) 17.28 (58) 7.20 (58) 16.61 (63) 17.64 (49) N/A N/A 18.70 (53) 11/01/2016

   Russell 1000 Growth Index 27.84 (37) 21.49 (32) 9.81 (44) 23.28 (29) 18.99 (37) 15.89 (29) 16.62 (32) 20.59 (34)

      Difference -1.88 -4.21 -2.61 -6.67 -1.35 N/A N/A -1.89

   IM U.S. Large Cap Growth Equity (SA+CF) Median 26.58 19.07 8.79 19.56 17.42 14.27 15.77 19.03

Clarkston Partners (CISMX) 14.62 (94) 1.73 (1) -7.76 (1) -0.12 (1) 4.55 (1) N/A N/A 4.54 (1) 06/01/2017

   Russell 2500 Value Index 20.60 (55) -11.75 (57) -21.18 (56) -15.50 (45) -2.60 (43) 1.85 (21) 4.74 (35) -1.70 (43)

      Difference -5.98 13.48 13.42 15.38 7.15 N/A N/A 6.24

   IM U.S. SMID Cap Value Equity (MF) Median 21.00 -11.05 -20.98 -16.23 -3.54 0.70 4.01 -2.70

Jackson Square Partners (DCGTX) 41.72 (8) 24.53 (7) 13.64 (22) 16.27 (20) 19.20 (27) N/A N/A 19.32 (26) 06/01/2017

   Russell 2500 Growth Index 32.87 (64) 10.68 (58) 2.02 (57) 9.21 (53) 12.10 (56) 9.57 (53) 12.06 (39) 12.58 (55)

      Difference 8.85 13.85 11.62 7.06 7.10 N/A N/A 6.74

   IM U.S. SMID Cap Growth Equity (MF) Median 33.84 11.87 4.28 9.90 13.42 10.12 11.51 13.82

Comparative Performance

Trailing Returns

As of June 30, 2020

Returns for periods greater than one year are annualized.
Returns are expressed as percentages.
*Returns prior to 10/1/2012, consist of a blend of net and gross returns.
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Comparative Performance

Trailing Returns

As of June 30, 2020

QTR FYTD YTD 1 YR 3 YR 5 YR 7 YR Inception
Inception

Date

Total International Equity 22.48 (22) 1.96 (46) -11.29 (59) -2.02 (46) 1.07 (56) 3.12 (51) 4.44 (57) 5.75 (63) 10/01/1999

   Total International Equity Hybrid 15.71 (73) -0.25 (57) -10.90 (55) -4.62 (59) 1.14 (55) 2.34 (61) 3.86 (67) 4.49 (87)

      Difference 6.77 2.21 -0.39 2.60 -0.07 0.78 0.58 1.26

   IM International Equity (SA+CF) Median 18.40 1.02 -10.23 -3.05 1.50 3.20 4.95 6.60

Invesco Int'l Growth 2 Class A 20.12 (49) 9.79 (36) -3.46 (53) 5.83 (44) 3.91 (70) 4.57 (66) 5.90 (69) 8.32 (53) 01/01/2012

   MSCI EAFE (Net) Index 14.88 (93) -1.36 (93) -11.34 (91) -5.13 (91) 0.81 (90) 2.05 (91) 3.93 (93) 5.69 (94)

      Difference 5.24 11.15 7.88 10.96 3.10 2.52 1.97 2.63

   IM International Large Cap Growth Equity (SA+CF) Median 19.95 7.21 -3.20 4.55 6.36 5.44 6.91 8.40

Oakmark Int'l (OANIX) 24.43 (1) -10.40 (99) -22.95 (100) -15.06 (99) N/A N/A N/A -2.77 (98) 01/01/2019

   MSCI AC World ex USA (Net) 16.12 (53) -0.56 (40) -11.00 (48) -4.80 (47) 1.13 (23) 2.26 (30) 3.71 (45) 5.36 (46)

      Difference 8.31 -9.84 -11.95 -10.26 N/A N/A N/A -8.13

   IM International Multi-Cap Core Equity (MF) Median 16.22 -1.28 -11.12 -5.11 0.07 1.49 3.57 5.24

Wells Fargo Emerging Mkts R6 (EMGDX) 23.85 (30) 8.45 (18) -5.51 (26) 5.71 (14) 4.55 (20) 5.66 (15) 4.44 (27) 4.12 (38) 01/01/2012

   MSCI Emerging Markets (Net) Index 18.08 (75) 2.82 (44) -9.78 (55) -3.39 (53) 1.90 (44) 2.86 (46) 3.22 (44) 3.46 (50)

      Difference 5.77 5.63 4.27 9.10 2.65 2.80 1.22 0.66

   IM Emerging Markets Equity (MF) Median 20.27 2.06 -9.44 -3.04 1.15 2.57 3.03 3.39

Total Fixed Income 4.73 (49) 6.47 (18) 6.79 (16) 9.40 (19) 5.64 (26) 4.69 (35) 3.93 (54) 5.73 (38) 10/01/1999

   Blmbg. Barc. U.S. Aggregate Index 2.90 (73) 5.76 (28) 6.14 (23) 8.74 (26) 5.32 (33) 4.30 (46) 3.96 (53) 5.14 (60)

      Difference 1.83 0.71 0.65 0.66 0.32 0.39 -0.03 0.59

   IM U.S. Fixed Income (SA+CF) Median 4.64 4.20 3.64 5.96 4.42 4.05 4.05 5.41

Garcia Hamilton 4.89 (34) 6.64 (24) 7.25 (14) 9.80 (20) 5.70 (42) N/A N/A 4.69 (49) 10/01/2015

   Blmbg. Barc. U.S. Aggregate Index 2.90 (90) 5.76 (65) 6.14 (60) 8.74 (68) 5.32 (84) 4.30 (90) 3.96 (92) 4.27 (91)

      Difference 1.99 0.88 1.11 1.06 0.38 N/A N/A 0.42

   IM U.S. Broad Market Core Fixed Income (SA+CF) Median 4.42 5.90 6.24 8.93 5.57 4.70 4.41 4.66

Richmond Capital 4.57 (44) 6.30 (34) 6.33 (46) 9.00 (47) 5.58 (50) N/A N/A 4.52 (66) 10/01/2015

   Blmbg. Barc. U.S. Aggregate Index 2.90 (90) 5.76 (65) 6.14 (60) 8.74 (68) 5.32 (84) 4.30 (90) 3.96 (92) 4.27 (91)

      Difference 1.67 0.54 0.19 0.26 0.26 N/A N/A 0.25

   IM U.S. Broad Market Core Fixed Income (SA+CF) Median 4.42 5.90 6.24 8.93 5.57 4.70 4.41 4.66

Returns for periods greater than one year are annualized.
Returns are expressed as percentages.
*Returns prior to 10/1/2012, consist of a blend of net and gross returns.

Page 15

Binder Page 73



Comparative Performance

Trailing Returns

As of June 30, 2020

QTR FYTD YTD 1 YR 3 YR 5 YR 7 YR Inception
Inception

Date

US Core Real Estate -1.55 2.87 -0.64 2.87 N/A N/A N/A 5.46 07/01/2018

Morgan Stanley Prime Property -1.55 2.87 -0.64 2.87 N/A N/A N/A 5.46 07/01/2018

   NCREIF Fund Index-Open End Diversified Core (EW) -1.27 2.56 -0.36 2.56 5.99 7.63 9.25 4.71

      Difference -0.28 0.31 -0.28 0.31 N/A N/A N/A 0.75

Total MLP 32.78 (18) -32.11 (88) -32.16 (86) -36.19 (88) -13.24 (88) -10.89 (88) N/A -9.15 (83) 06/01/2014

   Alerian MLP Index 50.18 (3) -37.89 (98) -35.71 (94) -41.43 (98) -16.79 (96) -12.85 (94) -9.69 (97) -13.06 (98)

      Difference -17.40 5.78 3.55 5.24 3.55 1.96 N/A 3.91

   IM U.S. Other Equity (SA+CF) Median 22.83 -3.87 -10.30 -5.09 3.64 4.61 6.75 4.86

Harvest MLP 32.78 (18) -32.11 (88) -32.16 (86) -36.19 (88) -13.24 (88) -10.89 (88) N/A -9.15 (83) 06/01/2014

   Alerian MLP Index 50.18 (3) -37.89 (98) -35.71 (94) -41.43 (98) -16.79 (96) -12.85 (94) -9.69 (97) -13.06 (98)

      Difference -17.40 5.78 3.55 5.24 3.55 1.96 N/A 3.91

   IM U.S. Other Equity (SA+CF) Median 22.83 -3.87 -10.30 -5.09 3.64 4.61 6.75 4.86

Multi-Asset Investments 9.35 -0.62 -3.41 0.16 N/A N/A N/A 2.94 10/01/2018

Blackrock Multi Asset Income (BKMIX) 9.35 (71) -0.63 (48) -3.41 (33) 0.15 (46) N/A N/A N/A 2.93 (30) 10/01/2018

   50% MSCI World / 50% BC Agg 10.96 (55) 5.68 (12) 0.51 (13) 6.35 (12) 6.38 (9) N/A N/A 6.45 (7)

      Difference -1.61 -6.31 -3.92 -6.20 N/A N/A N/A -3.52

   IM Flexible Portfolio (MF) Median 11.29 -0.77 -5.63 -0.52 2.61 3.55 4.48 0.57

Returns for periods greater than one year are annualized.
Returns are expressed as percentages.
*Returns prior to 10/1/2012, consist of a blend of net and gross returns.
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Yes No N/A Yes No N/A Yes No N/A Yes No N/A

A. Less than four (4) consecutive quarters of relative under-performance verses the benchmark. ● ● ● ●  

B. Three (3) year trailing return within the top 50th percentile and performance exceeding the benchmark. ●  ● ● ●

C. Five (5) year trailing return within the top 50th percentile and performance exceeding the benchmark. ●  ●  ● ●

D. Three (3) year downside volatility less than the index (lower than 100), as measured by down market capture ratio. ● ● ● ●

E. Five (5) year downside volatility less than the index (lower than 100), as measured by down market capture ratio. ●  ● ●  ●

F. Style consistency, no drift from the mandate. ●   ●   ●   ●   

G. No management turnover in portfolio team or senior management. ●   ●   ●   ●   

H. No investment process change, including varying the index or benchmark. ●   ●   ●   ●   

I. Adherence to the Investment Policy Statement, and no other compliance issues. ●   ●   ●   ●   

J. No investigation of the firm by the Securities and Exchange Commission (SEC). ●   ●   ●  ●   

K. No significant asset flows into or out of the company. ●   ●  ●   ●   

L. No merger or sale of firm. ●   ●   ●   ●   

M. No fee increases outside of the competitive range. ●   ●   ●   ●   

Compliance is based off live data, not composite level data.

Yes No N/A Yes No N/A Yes No N/A Yes No N/A

A. Less than four (4) consecutive quarters of relative under-performance verses the benchmark. ●  ●   ●

B. Three (3) year trailing return within the top 50th percentile and performance exceeding the benchmark. ● ●    ●

C. Five (5) year trailing return within the top 50th percentile and performance exceeding the benchmark. ● ●    ●

D. Three (3) year downside volatility less than the index (lower than 100), as measured by down market capture ratio. ● ●     ●

E. Five (5) year downside volatility less than the index (lower than 100), as measured by down market capture ratio. ●  ●    ●

F. Style consistency, no drift from the mandate. ●   ●   ●   

G. No management turnover in portfolio team or senior management. ●  ●  ●   

H. No investment process change, including varying the index or benchmark. ●   ●   ●   

I. Adherence to the Investment Policy Statement, and no other compliance issues. ●   ●   ●   

J. No investigation of the firm by the Securities and Exchange Commission (SEC). ●   ●   ●   

K. No significant asset flows into or out of the company. ●   ●   ●   

L. No merger or sale of firm. ●   ●   ●   

M. No fee increases outside of the competitive range. ●   ●   ●   

Compliance is based off live data, not composite level data.

Texas Emergency Services Retirement System
Manager Compliance Checklist

June 30, 2020

Domestic Equity:
Clearbridge LCG

A "Yes" result means the Fund is In compliance with the IPS. Some criteria are N/A for index funds and are not included in the Compliance Checklist.

Boston LCV Clarkston Jackson

Invesco Int'l Wells Emerging
International Equity:

Oakmark Int'l
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Yes No N/A Yes No N/A Yes No N/A Yes No N/A

A. Less than four (4) consecutive quarters of relative under-performance verses the benchmark. ●    ●    

B. Three (3) year trailing return within the top 50th percentile and performance exceeding the benchmark.  ●    ●    

C. Five (5) year trailing return within the top 50th percentile and performance exceeding the benchmark.  ●   ●    

D. Three (3) year downside volatility less than the index (lower than 100), as measured by down market capture ratio. ●    ●    

E. Five (5) year downside volatility less than the index (lower than 100), as measured by down market capture ratio. ●    ●    

F. Style consistency, no drift from the mandate.   ● ●      

G. No management turnover in portfolio team or senior management.   ● ●      

H. No investment process change, including varying the index or benchmark.   ● ●      

I. Adherence to the Investment Policy Statement, and no other compliance issues.   ● ●      

J. No investigation of the firm by the Securities and Exchange Commission (SEC).   ● ●      

K. No significant asset flows into or out of the company.   ● ●      

L. No merger or sale of firm.   ● ●      

M. No fee increases outside of the competitive range.   ● ●      

 

Yes No N/A Yes No N/A Yes No N/A Yes No N/A

A. Less than four (4) consecutive quarters of relative under-performance verses the benchmark. ● ●        

B. Three (3) year trailing return within the top 50th percentile and performance exceeding the benchmark. ● ●       

C. Five (5) year trailing return within the top 50th percentile and performance exceeding the benchmark.   ●   ●       

D. Three (3) year downside volatility less than the index (lower than 100), as measured by down market capture ratio. ●  ●       

E. Five (5) year downside volatility less than the index (lower than 100), as measured by down market capture ratio.   ●   ●       

F. Style consistency, no drift from the mandate. ●   ●         

G. No management turnover in portfolio team or senior management. ●   ●         

H. No investment process change, including varying the index or benchmark. ●   ●         

I. Adherence to the Investment Policy Statement, and no other compliance issues. ●   ●         

J. No investigation of the firm by the Securities and Exchange Commission (SEC). ●   ●         

K. No significant asset flows into or out of the company. ●   ●         

L. No merger or sale of firm. ●   ●         

M. No fee increases outside of the competitive range. ●   ●         

Compliance is based off live data, not composite level data.

A "Yes" result means the Fund is In compliance with the IPS. Some criteria are N/A for index funds and are not included in the Compliance Checklist.

Fixed Income:
Garcia Richmond

Texas Emergency Services Retirement System
Manager Compliance Checklist

June 30, 2020

MLP's and Multi-Asset:
Harvest MLP Blackrock
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Weight (%)

Jan-1999

zz- TESRS Historical Total Fund Policy 100.00

Dec-2016

Russell 1000 Value Index 16.00

Russell 1000 Growth Index 16.00

Russell 2000 Index 5.00

Russell 2000 Growth Index 5.00

MSCI EAFE (Net) Index 21.00

MSCI Emerging Markets (Net) Index 6.00

Blmbg. Barc. U.S. Aggregate Index 26.00

Alerian MLP Index 5.00

Jun-2017

Russell 1000 Value Index 16.00

Russell 1000 Growth Index 16.00

Russell 2500 Value Index 7.50

Russell 2500 Growth Index 7.50

MSCI EAFE (Net) Index 15.00

MSCI Emerging Markets (Net) Index 5.00

Blmbg. Barc. U.S. Aggregate Index 28.00

Alerian MLP Index 5.00

Jun-2018

Russell 1000 Value Index 16.00

Russell 1000 Growth Index 16.00

Russell 2500 Value Index 7.50

Russell 2500 Growth Index 7.50

MSCI EAFE (Net) Index 15.00

MSCI Emerging Markets (Net) Index 5.00

Blmbg. Barc. U.S. Aggregate Index 23.00

Alerian MLP Index 5.00

NCREIF Fund Index-Open End Diversified Core (EW) 5.00

Weight (%)

Oct-2018

Russell 1000 Value Index 15.00

Russell 1000 Growth Index 15.00

Russell 2500 Value Index 7.50

Russell 2500 Growth Index 7.50

MSCI EAFE (Net) Index 15.00

MSCI Emerging Markets (Net) Index 5.00

Blmbg. Barc. U.S. Aggregate Index 20.00

Alerian MLP Index 5.00

NCREIF Fund Index-Open End Diversified Core (EW) 5.00

50% MSCI World / 50% BC Agg 5.00

Jun-2020

Russell 1000 Value Index 10.00

Russell 1000 Growth Index 10.00

Russell 2500 Value Index 5.00

Russell 2500 Growth Index 5.00

MSCI EAFE (Net) Index 15.00

MSCI Emerging Markets (Net) Index 5.00

Blmbg. Barc. U.S. Aggregate Index 35.00

NCREIF Fund Index-Open End Diversified Core (EW) 5.00

50% MSCI World / 50% BC Agg 10.00

Benchmark History

Total Fund Policy

As of June 30, 2020
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SMID Cap Policy Domestic Equity Policy International Equity Policy

Total Equity Policy Domestic Fixed Policy 50% MSCI World, 50% Barclays Agg

Allocation Mandate Weight (%)

Jun-2017

Russell 2500 Growth Index 50.00

Russell 2500 Value Index 50.00

Allocation Mandate Weight (%)

Oct-1999

Russell 3000 Index 100.00

Jun-2017

Russell 1000 Value Index 34.00

Russell 1000 Growth Index 34.00

Russell 2500 Value Index 16.00

Russell 2500 Growth Index 16.00

Weight (%)

Oct-1999

MSCI EAFE (Net) Index 100.00

Jan-2001

MSCI EAFE (Net) Index 77.00

MSCI Emerging Markets (Net) Index 23.00

Jun-2017

MSCI EAFE (Net) Index 75.00

MSCI Emerging Markets (Net) Index 25.00

Allocation Mandate

Jun-2017

Russell 1000 Value Index

Russell 1000 Growth Index

Russell 2500 Growth Index

Russell 2500 Value Index

MSCI EAFE (Net) Index

MSCI Emerging Markets (Net) Index

Oct-2018

Russell 1000 Value Index

Russell 1000 Growth Index

Russell 2500 Growth Index

Russell 2500 Value Index

MSCI EAFE (Net) Index

MSCI Emerging Markets (Net) Index

Allocation Mandate

Jun-2020

Russell 1000 Value Index

Russell 1000 Growth Index

Russell 2500 Growth Index

Russell 2500 Value Index

MSCI EAFE (Net) Index

MSCI Emerging Markets (Net) Index

Allocation Mandate Weight (%)

Oct-1999

Blmbg. Barc. U.S. Aggregate Index 100.00

Allocation Mandate Weight (%)

Mar-2017

MSCI World (net) 50.00

Blmbg. Barc. U.S. Aggregate Index 50.00

Sep-2018

MSCI World (net) 50.00

Blmbg. Barc. U.S. Aggregate Index 50.00

Benchmark Policies

Investment Policy Benchmarks

As of June 30, 2020
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Estimated
Annual Fee

(%)

Market Value
($)

Estimated
Annual Fee

($)
Fee Schedule

Boston Partners LCV 0.63 15,215,267 96,076 0.70 % of First $10 M
0.50 % of Next $40 M
0.40 % of Next $50 M
0.30 % Thereafter

ClearBridge LCG 0.50 20,004,689 100,023 0.50 % of First $25 M
0.45 % Thereafter

Clarkston Partners (CISMX) 1.00 8,525,771 85,258 1.00 % of Assets

Jackson Square Partners (DCGTX) 0.87 9,838,480 85,595 0.87 % of Assets

Invesco Int'l Growth 2 Class A 0.65 8,621,552 56,040 0.65 % of First $50 M
0.60 % of Next $50 M
0.50 % Thereafter

Wells Fargo Emerging Mkts R6 (EMGDX) 1.14 5,551,182 63,283 1.14 % of Assets

Oakmark Int'l (OANIX) 0.81 6,868,374 55,634 0.81 % of Assets

Garcia Hamilton 0.25 13,546,719 33,867 0.25 % of Assets

Richmond Capital 0.25 13,419,236 33,548 0.25 % of First $40 M
0.15 % Thereafter

Morgan Stanley Prime Property 0.90 5,013,727 45,124 0.90 % of Assets

Harvest MLP 0.75 2,737,563 20,532 0.75 % of Assets

Blackrock Multi Asset Income (BKMIX) 0.54 5,795,449 31,295 0.54 % of Assets

R&D Invesco US Gov MM (IUGXX) 0.17 404,461 688 0.17 % of Assets

Total Retirement System 0.61 115,542,470 706,963

Texas Emergency Services Retirement System

Fee Analysis

As of June 30, 2020
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Report Statistics 
Definitions and Descriptions 

  
 
 Active Return - Arithmetic difference between the manager’s performance and the designated benchmark return over a specified time period. 
 
 Alpha - A measure of the difference between a portfolio's actual performance and its expected return based on its level of risk as determined by beta. It determines the portfolio's 

non-systemic return, or its historical performance not explained by movements of the market. 
 
 Beta - A measure of the sensitivity of a portfolio to the movements in the market. It is a measure of the portfolio's systematic risk. 
 
 Consistency - The percentage of quarters that a product achieved a rate of return higher than that of its benchmark. Higher consistency indicates the manager has contributed more to the 

product’s performance. 
 
 Distributed to Paid In (DPI) - The ratio of money distributed to Limited Partners by the fund, relative to contributions.  It is calculated by dividing cumulative distributions by paid in capital.  This multiple 

shows the investor how much money they got back.  It is a good measure for evaluating a fund later in its life because there are more distributions to measure against. 
 
 Down Market Capture - The ratio of average portfolio performance over the designated benchmark during periods of negative returns. A lower value indicates better product performance 
 
 Downside Risk - A measure similar to standard deviation that utilizes only the negative movements of the return series. It is calculated by taking the standard deviation of the negative 

quarterly set of returns. A higher factor is indicative of a riskier product. 
 
 Excess Return - Arithmetic difference between the manager’s performance and the risk-free return over a specified time period. 
 
 Excess Risk - A measure of the standard deviation of a portfolio's performance relative to the risk free return. 
 
 Information Ratio - This calculates the value-added contribution of the manager and is derived by dividing the active rate of return of the portfolio by the tracking error. The higher the 

Information Ratio, the more the manager has added value to the portfolio. 
 
 Public Market Equivalent (PME) - Designs a set of analyses used in the Private Equity Industry to evaluate the performance of a Private Equity Fund against a public benchmark or index. 
 
 R-Squared - The percentage of a portfolio's performance that can be explained by the behavior of the appropriate benchmark. A high R-Squared means the portfolio's performance has 

historically moved in the same direction as the appropriate benchmark. 
 
 Return - Compounded rate of return for the period. 
 
 Sharpe Ratio - Represents the excess rate of return over the risk free return divided by the standard deviation of the excess return. The result is an absolute rate of return per unit of risk. A 

higher value demonstrates better historical risk-adjusted performance. 
 
 Standard Deviation - A statistical measure of the range of a portfolio's performance. It represents the variability of returns around the average return over a specified time period. 
 
 Total Value to Paid In (TVPI) - The ratio of the current value of remaining investments within a fund, plus the total value of all distributions to date, relative to the total amount of capital paid into the fund 

to date.  It is a good measure of performance before the end of a fund’s life 
 
 Tracking Error - This is a measure of the standard deviation of a portfolio's returns in relation to the performance of its designated market benchmark. 
 
 Treynor Ratio - Similar to Sharpe ratio but utilizes beta rather than excess risk as determined by standard deviation. It is calculated by taking the excess rate of return above the risk free 

rate divided by beta to derive the absolute rate of return per unit of risk. A higher value indicates a product has achieved better historical risk-adjusted performance. 
  
 Up Market Capture - The ratio of average portfolio performance over the designated benchmark during periods of positive returns. A higher value indicates better product performance. 
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Disclosures 

  
 
AndCo compiled this report for the sole use of the client for which it was prepared.  AndCo is responsible for evaluating the performance results of the Total Fund along with the investment advisors by comparing 
their performance with indices and other related peer universe data that is deemed appropriate.  AndCo uses the results from this evaluation to make observations and recommendations to the client. 
 
 
AndCo uses time-weighted calculations which are founded on standards recommended by the CFA Institute.  The calculations and values shown are based on information that is received from custodians.  AndCo 
analyzes transactions as indicated on the custodian statements and reviews the custodial market values of the portfolio.  As a result, this provides AndCo with a reasonable basis that the investment information 
presented is free from material misstatement.  This methodology of evaluating and measuring performance provides AndCo with a practical foundation for our observations and recommendations.  Nothing came to 
our attention that would cause AndCo to believe that the information presented is significantly misstated. 
 
 
This performance report is based on data obtained by the client’s custodian(s), investment fund administrator, or other sources believed to be reliable.  While these sources are believed to be reliable, the data 
providers are responsible for the accuracy and completeness of their statements. Clients are encouraged to compare the records of their custodian(s) to ensure this report fairly and accurately reflects their various 
asset positions. 
 
 
The strategies listed may not be suitable for all investors.  We believe the information provided here is reliable, but do not warrant its accuracy or completeness.  Past performance is not an indication of future 
performance.  Any information contained in this report is for informational purposes only and should not be construed to be an offer to buy or sell any securities, investment consulting, or investment management 
services. 
 
 
Additional information included in this document may contain data provided by from index databases, public economic sources and the managers themselves.   
 
 
This document may contain data provided by Bloomberg Barclays.   Bloomberg Barclays Index data provided by way of Barclays Live.   
 
 
This document may contain data provided by Standard and Poor’s.  Nothing contained within any document, advertisement or presentation from S&P Indices constitutes an offer of services in jurisdictions where 
S&P Indices does not have the necessary licenses. All information provided by S&P Indices is impersonal and is not tailored to the needs of any person, entity or group of persons. Any returns or performance 
provided within any document is provided for illustrative purposes only and does not demonstrate actual performance. Past performance is not a guarantee of future investment results.   
 
 
This document may contain data provided by MSCI, Inc.  Copyright MSCI, 2017.  Unpublished.  All Rights Reserved.  This information may only be used for your internal use, may not be reproduced or 
redisseminated in any form and may not be used to create any financial instruments or products or any indices.  This information is provided on an “as is” basis and the user of this information assumes the entire 
risk of any use it may make or permit to be made of this information.  Neither MSCI, any of its affiliates or any other person involved in or related to compiling, computing or creating this information makes any 
express or implied warranties or representations with respect to such information or the results to be obtained by the use thereof, and MSCI, its affiliates and each such other person hereby expressly disclaim all 
warranties (including, without limitation, all 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 MSCI, any of its affiliates or any other person involved in or related to compiling, computing or creating this information have any liability for any direct, indirect, 
special, incidental, punitive, consequential or any other damages (including, without limitation, lost profits) even if notified of, or if it might otherwise have anticipated, the possibility of such damages.   
 
 
This document may contain data provided by Russell Investment Group.  Russell Investment Group is the source owner of the data contained or reflected in this material and all trademarks and copyrights related 
thereto.  The material may contain confidential information and unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited.  This is a user presentation of the data.  Russell Investment 
Group is not responsible for the formatting or configuration of this material or for any inaccuracy in presentation thereof. 
 
 
This document may contain data provided by Morningstar.  All rights reserved.  Use of this content requires expert knowledge.  It is to be used by specialist institutions only.  The information contained herein: (1) is 
proprietary to Morningstar and/or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate, complete or timely.  Neither Morningstar nor its content providers are 
responsible for any damages or losses arising from any use of this information, except where such damages or losses cannot be limited or excluded by law in your jurisdiction.  Past financial performance is not 
guarantee of future results. 
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Clients first.
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Texas Emergency Services Retirement System 
 

 

 

P.O.Box 12577  Austin, TX  78711-2577 (800)-919-3372 www.tesrs.texas.gov  

Investment Policy 
March 10, 2020 

I. Introduction 

The Texas Emergency Services Retirement System (System) is a pension trust fund operating under the 
constitutional and statutory provisions of the State of Texas. A Board of Trustees (“Board”) governs the System. 

A. The System provides service, disability, death, and survivor benefits for volunteer fire fighters 
and EMS personnel in departments in the System and for their beneficiaries. Benefits are funded by 
contributions of the governing entities of participating departments, state contributions, and investment 
returns. 

B. The assets of the pension system are for the exclusive benefit of the members of the System.   

C. The assets of the pension system shall be invested and reinvested in accordance with Section 
67, Article XVI, Texas Constitution and Title 8 Gov Code, Title H. Sections 865.007 and 865.008. 

D. The Texas Emergency Services Retirement Fund (“Fund”) is a trust fund established with the 
comptroller. 

II. Purpose 

A. The purpose of the Investment Policy is to define policies to guide the implementation of the 
Board’s investment goals and objectives in addition to establishing delegations of authority and 
responsibility, with the end result being effective management and control of the investment process.  

B. This investment policy applies to all financial assets of the System with the exception of cash 
residing in the state treasury for routine operating expenses and benefit payments.  

C. This investment policy is binding upon all persons with authority over the System’s assets, 
including:  

1. investment managers/advisors;  

2. custodians;  

3. consultants;  

4. brokers/dealers; and 

5. the Executive Director.  

D. Board Members, the Executive Director, and System employees shall observe the Ethics Policy, 
and avoid conflicts of interest and prohibited transactions.  

III. Investment Objective 

The Board’s investment objectives over extended periods of time (generally, ten to twenty years) are to 
achieve an annualized investment return that equals or exceeds the actuarial investment return 
assumption of the System. The assumed rate of return as of August 31, 2012, is 7.75%. 

Virginia Moore, Chairman 
Kevin Deiters, Executive Director 
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IV. Investment Strategy 

A. It is the policy of the Board to invest funds in a manner that will provide investment return with 
security while meeting the daily cash flow demands of the System and conforming to all state statutes 
governing the investment of public funds.  

B. The Board may acquire, hold, manage, purchase, sell, assign, trade, transfer, and dispose of any 
security, evidence of debt, or other investment in which the System's assets may be invested.  

C. The objectives of the Board will be implemented based on the following principles:  

1. Asset allocation is the most important determinant of investment performance. 

2. Reasonable liquidity shall be maintained by the System to meet benefit payment 
requirements. 

3. The investment strategy is long-term, recognizing that the average age of the System’s 
liabilities is relatively long. For this reason, emphasis will be placed upon long-term or strategic 
decisions rather than tactical or short-term market timing decisions. 

4. All major sectors of the capital markets should be considered in order to diversify and 
minimize total investment program risk.  

5. Periodic rebalancing of the allocation of assets among asset classes will be performed to 
maintain the asset allocation after consultation with the System’s investment advisor.  

6. The Board of Trustees has delegated to the Investment Committee the responsibility for 
monitoring the implementation of policies approved by Board and for making appropriate 
recommendations to the Board.  

7. Ongoing due diligence will emphasize investment manager performance over a market 
cycle, typically a three to five-year period or as otherwise determined by the Board of Trustees.  

8. Cost control is valued, particularly regarding investment management fees, and the 
focus will be on returns net of fees.  

9. Economic justification for investment proposals will override social and/or local 
justifications. Social and/or local investments will only be considered when they provide 
reasonable and competitive rate of return expectations versus other comparable investments.  

10. Formal asset allocation studies will be conducted at least every 5 years, with annual 
evaluations of the validity of the adopted asset allocation based on updated return projections.    

V. Responsibilities of the Board of Trustees 

The Board, as fiduciaries of the System, shall:  

A. manage the assets for the exclusive benefit of the members of the System; 

B. establish prudent investment policies defining investment objectives and strategies;  

C. seek to maximize investment return while maintaining the safety of principal;  

D. diversify the assets to reduce risk of loss;  

E. monitor and document investment performance; and  
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F. efficiently manage the costs associated with implementation of its investment program.  

VI. Responsibilities of the Investment Committee 

A. The Board Investment Committee is composed of three board members selected by the 
Chairman.  

B. The Board Investment consultant reports to the Investment Committee. 

C. The Investment Committee shall advise the Board and make recommendations on the 
investment programs of the System and compliance of the investment programs with Board policies. 

D. The Investment Committee shall be responsible for preparing and maintaining an Investment 
Policy for the Board. 

E. The Investment Committee shall advise the Board and make recommendations with respect to 
the appointment of the following service providers: 

1. investment managers; 

2. transition managers; 

3. investment consultants; and 

4. custodian banks.  

F. The Investment Committee will recommend to the Board specific actions to achieve the 
investment goals and objectives of the System 

G. Duties of the Investment Committee: 

1. monitor the System’s compliance with the Investment Policy and report to the Board as 
appropriate; 

2. monitor asset allocation to individual asset classes utilized in the investment programs; 

3. review the performance of each asset class within the investment programs 

4. review investment manager performance; 

5. conduct due diligence activities concerning the selection of investment managers and 
consultants to assure that they are consistent with the policies of the Board; 

6. review the net of fee performance of the investment program; and 

7. review the performance and independence of the investment consultant. 

VII. Responsibilities of the Executive Director 

A. The Executive Director is delegated full authority and responsibility by the Board of Trustees in 
the implementation and administration of its investment programs subject to Board policies, rules, 
regulations, and directives consistent with constitutional and statutory limitations. 

B. Under the authority of the Board of Trustees, the Executive Director will carry out the following 
duties: 

1. Assist the Board in the procurement of investment managers, consultants and 
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custodians;  

2. Authorize guidelines and contracts for each investment manager retained by the 
System;   

3. Recommend to the Investment Committee revisions to the Investment Policy; and 

4. Supervise staff in carrying out actions of the Board and Investment Committee. 

VIII. Responsibilities of the Investment Consultant 

The Board shall use a third party investment consultant working with the Investment Committee to:  

A. assist in appraising performance,  

B. to provide performance comparison data as requested,  

C. assist in evaluating advisor style discipline and peer comparisons,  

D. perform manager search and evaluation and perform ongoing manager due diligence, 

E. recommend replacement managers and perform fund evaluations as necessary, 

F. assist in asset allocation studies, and  

G. other duties the Board or Investment Committee deems appropriate.  

IX. Responsibilities of the Investment Manager 

A. Act as a fiduciary to the System 

B. Due Diligence: Each Investment Advisor shall utilize the same due care, skill, prudence and 
diligence under the circumstances then prevailing that experienced, investment professionals acting in a 
like capacity, as a fiduciary, and fully familiar with such matters would use in like activities for like plans 
with like aims, while maintaining appropriate diversification to avoid the risks of large losses, in 
accordance and compliance with all applicable laws, rules and regulations from local, state, federal and 
international political entities as it pertains to fiduciary duties and responsibilities. 

C. The duties and responsibilities of each of the registered investment managers retained by the 
Board include managing the assets under its management in accordance with the policy guidelines and 
objectives expressed herein in addition to any separate written agreement. 

X. Proxy Voting Policy 

Voting of proxies shall vest with each manager. Each manager’s voting guidelines and procedures shall 
be submitted to the System. 
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XI. Asset Allocation 

A. The most important component of an investment strategy is the asset mix, or the resource 
allocation among the various classes of securities available to the System for investment purposes. The 
Board of Trustees should set long-term asset allocation targets or ranges that will best meet the needs 
of the plans and their beneficiaries. 

B. Within each asset class, the Board of Trustees should adopt implementation strategies and 
investment styles to meet the overall investment objective of each asset class. 

C. The Board should periodically rebalance the asset allocation of the investment portfolios to 
maintain appropriate diversification. 

Target Allocations Lower 
Limit 

Target Upper 
Limit 

Benchmark 

U.S. Market Equities – Large Cap      

   Value 5.0% 10.0% 20.0% Russell 1000 Value 

   Growth 5.0% 10.0% 20.0% Russell 1000 Growth 

U.S. Market Equities – Small/Mid 
Cap  

    

   Value 0% 5.0% 10.0% Russell 2500 Value 

   Growth 0% 5.0% 10.0% Russell 2500 Growth 

International Equity – Developed 
Markets 

10.0% 15.0% 20.0% MSCI EAFE 

International Equity – Emerging 
Markets 

0.0% 5.0% 10.0% MSCI Emerging Markets 

Core Fixed Income 15.0% 20.0% 25.0% Bloomberg Barclays Aggregate 

Non-Core Fixed Income^^ 0% 10% 15% Strategy Specific 

Cash & Equivalents 0.0% 0.0% 5.0%  

Global Infrastructure^ 0.0% 5.0% 10.0% 50% MSCI World/50% 
Bloomberg Barclays Aggregate 

US Core Real Estate*  0.0% 10.0% 15.0% NCREIF ODCE Equal Weighted 

Multi Asset Investments 0.0% 5.0% 10.0% 50% MSCI World/50% 
Bloomberg Barclays Aggregate 

*The unallocated or uncalled portion of the target allocation to Real Estate will be allocated to Core 
Fixed Income.   

^The unallocated or uncalled portion of the target allocation to Infrastructure will be allocated to Multi 
Asset Investments 

^^ The unallocated or uncalled portion of the target allocation to Non-Core fixed income will be 
allocated to Core fixed income 
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XII. Investment Performance Benchmarks 

A. Total Portfolio Performance 

1. To earn an average rate of return over the long term (3 to 5 years) which exceeds the 
return of a Target Index.  The Target Index for the Plan is defined in the TARGET ALLOCATIONS 
table. 

2. On a relative basis, it is expected the total portfolio performance will rank in the top 
50th percentile of the appropriate peer universe over three- and five-year time periods.  

B. Investment Manager Performance 

1. The specific investment objectives for each investment manager will be outlined in 
addenda to this overall Statement of Investment Policy.   

2. On a timely basis, but not less than four times a year, the Board will review actual 
investment results achieved by each manager (with a perspective toward a five-year time 
horizon) to establish manager adherence with performance guidelines established herein. 

3. The Board wishes to adopt standards by which judgments of the ongoing performance 
of a portfolio manager may be made.  If, at any time, any three of the following are breached, 
the portfolio manager may be warned of the Board's serious concern for the Plan's continued 
safety and performance.  If any five of these are violated, the consultant may recommend a 
manager search for that mandate.  

a) Four (4) consecutive quarters of relative under-performance verses the 
benchmark.  

b) Three (3) year trailing return below the top 50th percentile within the 
appropriate peer group and under performance verses the benchmark.  

c) Five (5) year trailing return below the top 50th percentile and under 
performance verses the benchmark.  

d) Three (3) year downside volatility greater than the index (greater than 100), as 
measured by down market capture ratio.  

e) Five (5) year downside volatility greater than the index (greater than 100), as 
measured by down market capture ratio.  

f) Style consistency or purity drift from the mandate.  

g) Management turnover in portfolio team or senior management.  

h) Investment process change, including varying the index or benchmark.  

i) Failure to adhere to the IPS or other compliance issues.  

j) Investigation of the firm by the Securities and Exchange Commission (SEC).  

k) Significant asset flows into or out of the company.  

l) Merger or sale of firm.  

m) Fee increases outside of the competitive range.  
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n) Servicing issues – key personnel stop servicing the account without proper 
notification.  

o) Failure to attain a majority vote of confidence by the Board.  

4. Nothing in this section shall limit or diminish the Board’s right to terminate the manager 
at any time for any reason. 

XIII. Allowable Investments 

Unless otherwise specifically stated by the Trustees in an official document separate from this policy, 
each investment manager may invest and reinvest the assets in a diversified portfolio of fully negotiable, 
US dollar denominated fixed income, equity and money market securities provided they meet the 
following criteria: 

A. Equity Securities 

1. Investment in all equity securities shall be limited to those actively traded on a national 
exchange or network; and 

2. Not more than five percent (5%) of the System’s assets, at the time of purchase, shall be 
invested in the common stock, capital stock or convertible stock of any one issuing company, 
nor shall the aggregate investment in any one issuing company exceed five percent (5%) of the 
outstanding capital stock of the company; and 

3. Additional criteria may be outlined in the manager’s addendum 

4. Pooled vehicles as defined under the Pooled Investment Funds section of the policy.   

B. Fixed Income Securities 

1. Direct fixed income investments at purchase must have a minimum rating of investment 
grade as reported by a major credit rating service. In the case of split ratings, fixed income 
securities are permissible when rated investment grade or higher by at least one major rating 
agency.  Fixed income securities, which are downgraded below the minimum rating by the 
rating agency used to justify the purchase, shall be sold at the earliest beneficial opportunity. 

2. The value of bonds issued by any single corporation shall not exceed five percent (5%) of 
the total fund; and  

3. Additional criteria may be outlined in the manager’s addendum 

4. Pooled vehicles as defined under the Pooled Investment Funds section of the policy.   

C. Real Estate 

1. Investments in real estate shall not exceed 15% of the market value of the total Plan 
assets at the time of purchase.   

2. The Plan will seek to diversify its real estate investments by property type (multi-family 
residential, industrial, office, retail, timberland, etc.) and property location (geographic region).   

3. Real estate investments are intended to provide a high level of income, low volatility of 
total return, and a low correlation to other asset classes.  
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4. All real estate investments shall be managed by experienced and qualified professional 
real property investment managers.  

D. Pooled Investment Funds:  Investments made by the Trustees may include pooled funds.  For 
purposes of this policy pooled funds may include mutual funds, commingled funds, and exchange-traded 
funds.   

1. Such funds may be governed by separate policy which may include investments not 
expressly permitted in this Investment Policy Statement. In the event of investment by the 
Trustees into a fund the Plan will adopt the prospectus of that fund as the stated addendum to 
this Investment Policy Statement.  

2. The asset classification of the fund will be based upon its investment objective. 

3. All pooled funds should have investment objectives that are consistent with the Plan’s 
to qualify for investment by the Plan. 

E. Use of Derivatives:  

1. Derivatives may be used for the purpose of reducing or controlling risk, reducing 
transaction costs or shifting an asset mix.  

2. Prior to the use of specific derivative methodologies, the Investment Manager will seek 
approval of the Board. The Investment Manager must identify the purpose of the derivative 
exposure. The Investment Manager must demonstrate the expertise, strategy and internal 
controls to effectively manage the derivative positions. If the Investment Manager cannot 
explain the use and purpose of derivatives to be used in lay terms, derivatives may not be used 
in the System's portfolio.  

3. Investment Managers using derivatives will have a written policy in place and the 
capability to readily report on the derivative instruments and exposures. In the Investment 
Manager's quarterly report, or more frequently as requested by the Board, the Investment 
Manager will outline the derivative(s) used currently in the portfolio and include a statement 
identifying that the Investment Manager is in compliance with the Investment Policy Statement. 

XIV. PROHIBITED INVESTMENTS 

Unless otherwise specifically approved by the Trustees, the following investments and/or transactions 
are prohibited: use of derivatives, short sales or margin purchases of securities, the use of commodities, 
private placements or restricted securities, investments in interest only or principal only CMOs, interest 
rate swaps, precious metals, limited partnerships of any kind, venture capital, futures contracts or 
options contracts. 

XV. Evaluation and Due Diligence Process for Closed End Funds 

In the development of a diversified investment portfolio of Closed End Funds within the System’s overall 
target allocation, it is the intent of the Board, pursuant to recommendations made by the Investment 
Committee, to implement this portion of the portfolio through the recommendation of various 
investment offerings that are typically structured as illiquid interests in Closed End Funds.  

The Investment Committee's due diligence process and ultimate fund selection criteria considers a 
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variety of attributes of individual managers. This enables the Investment Committee to recommend 
funds that show the greatest potential for superior future financial returns. Although the following 
criteria may not apply to all Closed End Fund opportunities, the items listed do outline the qualities and 
attributes to be sought in identifying appropriate Closed End Funds for the Board's consideration.  

A. People/Organization – Stable, established organization with a committed team that has 
successfully worked together for a significant period of time, indicating high compatibility and low 
organizational risk.  Key areas of focus include:  

1. Assets under management; 

2. Industry presence/tenure; 

3. Significant general partner, manager or similar position commitment to the fund;  

4. Significant and relevant experience of senior professionals; 

5. Low turnover rates and significant tenures; and 

6. Alignment of interests, including:  

a) Reasonable distribution of ownership among senior professionals; 

b) Reasonable compensation, including the sharing of carried interest;  

c) Regular performance reviews; 

d) Sufficient staffing to support the attention and needs of the portfolio; 

e) Good "bench strength" and a business that is not overly reliant on any single 
person; and 

f) With respect to "next generation" funds, a history of the principals working 
together as a team and a clear attribution of prior success to that team.  

B. Operational Expertise – Operational expertise, either internal or through some proprietary 
relationship, especially that gained through prior difficult market cycles or leveraged situations specific 
to the Closed End Fund’s underlying strategy. Exceptional returns are driven by post-acquisition 
operational improvements and not so much by financial engineering. In addition, operational expertise 
can be crucial in attracting deals and facilitating transactions.  

C. Independence – Preference is given to truly independent managers because of the lower 
tendency for conflicts of interests, widely variable investment focus, and potential misalignment of 
interests among the principals. In general, situations to be avoided include:  

1. Funds sponsored by investment banks or large financial institutions engaged in other 
activities focused on investment or financing businesses.  

2. Firms with large or controlling interests.  

D. Investment Strategy/Philosophy – A clearly defined and articulated strategy that is supported by 
the experience of the manager's professionals and consistently applied. Preference is given to firms 
whose funds are appropriately sized for the stated strategy since they are better able to deliver the type 
of return required from this potentially illiquid asset class.  

E. Track Record – Manager track records are examined as an indicator of their ability to add value 
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to companies in which they invest. However, it is often difficult to evaluate managers on fund returns 
alone, because data is often immature. As such, considerable emphasis is placed on qualitative factors 
(i.e., adherence to strategy; team dynamics; etc.). It is important that the track record provide evidence 
that the strategy employed has been successful and will likely remain so in the future. The track record 
information will be reviewed in the following manner:  

1. Historical rates of return – Internal Rates of Return (IRR) are calculated on a consistent 
basis in order to assure accuracy and some degree of comparability between managers. Returns 
are analyzed in a variety of ways: absolute and relative to benchmarks; realized and unrealized; 
returns of attributable to current principals; returns attributable to deals following the current 
strategy, etc. In addition to IRR, cash-on-cash returns are also considered.  

2. Historical quality of returns – The quality and consistency of returns are as important as 
the absolute level of returns. Therefore, examination will be conducted of the concentration of 
returns and the timing of capital deployment and exits. The manager's rate of deploying capital 
in past funds is analyzed against the size of the new fund and any difference between past and 
prevailing market conditions, which may affect future deployment.  

3. Record of realizations – A record of realizations from past investments shall be 
reviewed. This provides a valuable measurement of returns; it indicates a manager's ability to 
properly manage exists; and it lessens the time required by the manager to manage past funds' 
investments (where such activity would dilute their attention to the new fund).  

4. Financing Experience – Managers with solid reputations in the leveraged finance 
markets, proven ability to access debt and other capital, and a demonstrated ability to manage 
through difficult periods in the capital markets cycle. A manager's history of dealing with 
problem investments, loan workouts, and restructurings will be addressed.  

5. Deal Flow/Research – Managers with proprietary sources of deal flow and, therefore, 
the ability to make acquisitions at reasonable multiples. In addition, preference will be given to 
firms that perform target-market research to help focus investment activity and deal sourcing.  

6. Decision Making – Defined processes and shared decision-making. A concentration of 
decision-making power is not desirable. A diversity of backgrounds and experience within a firm 
may add to the quality of decision-making.  

7. Investor Base – Managers that have a significant number of returning institutional 
investors. It can be a warning sign when investors opt not to return or reduce their 
commitments to subsequent funds. The quality and diversity of the investor base is also 
considered.  

8. Terms – Investments will have suitable financial terms (management fees, carried 
interest, claw back, key man, etc.) and governance provisions, which will be properly reflected in 
the underlying governing documents. 
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XVI. Investment Policy History 

Date Action Comments 

August 29, 2007 Board adopted new 
asset allocation 

Added international fixed bonds as an asset class and 
adjusted target allocations accordingly. 

August 26, 2009 Board recommended 
update to performance 
benchmarks 

Eliminated Section XII. “Performance Benchmarks For Asset 
Classes” column, “Percentile Expectation Relative to other 
managers” and related information in the paragraph B.1. 
Also updated Lehman Brothers Index to Barclays Capital 
Global Aggregate Bond and Barclays Capital US Aggregate 
Bond Index. 

December 10, 2009 Board adopted new 
Investment Policy as 
recommended August 
26, 2009. 

 

August 31, 2010 Board adopted updated 
Investment Policy 

Changed Section III. Investment Objective actuarial rate of 
interest from 8.0 to 7.75%. Also changed Section XII 
Performance Benchmarks from 40th to 50th percentile 
expectation relative to style peers and adjusted Total Fixed 
Income Annualized return relative to Index. Added language 
to A.2. and B. in the same section to reflect the change. 

August 31, 2011 Board adopted new 
asset allocation 

Added International Equity – Emerging Markets as an asset 
class and adjusted target allocations accordingly. 

December 2013 Board adopted Master 
Limited Partnerships as 
a new asset class with 
an allocation of 5% 

 

June 2014 Board presented with an 
updated Investment 
Policy for approval 

References to ‘Commissioner’ and ‘Firefighter Pension 
Commission’ were changed; reference to the Ethics Policy 
adopted in April 2014 was added; and, the asset allocation 
method was adjusted per the addition of an MLP asset class. 

June 2015 Board presented with an 
updated Investment 
Policy for approval 

Use of the word ‘Core’ was dropped from the description of 
US Market Equities, after the words ‘Large Cap’ and ‘Small 
Cap’ on Page 4.  The asset class name for ‘Core Bond’ was 
changed to ‘Domestic Fixed Income’ on Page 4. 

June 2016 Board Revised Asset 
Allocation 

Removed International Bonds as an asset class and 
increased allocation to Domestic Fixed Income. 

May 2017 Board adopted updated 
investment policy 
language and revised 

Updated language on manager performance measurement, 
allowable investments, and the use of derivatives. 

Asset allocation replaced the use of small growth and value 
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Date Action Comments 

asset allocation with small/mid growth and value.  Core real estate was 
introduced. 

August 2017 Board revised asset 
allocation 

Asset allocation was amended to reflect the use of core real 
estate 

August 2018 Board revised asset 
allocation 

Asset allocation was amended to reflect the use of multi-
asset class fund investments 

March 2020 Board revised asset 
allocation and Other 
Changes  

The changes included in the allocation table reflect the 
discussions and findings from the asset liability study which 
AndCo presented in Q4 2019. 

The tangible changes: 

• Addition of Infrastructure to replace MLPs at 5% 
target 

• Addition of Non-Core fixed income at 10% target 

• Increase in target to Core Real Estate to 10% 

• Reduction in US Large Cap from 30% to 20% 

• Reduction in small/mid equity from 15% to 10% 

Also:   

Expanded the responsibilities of the investment consultant 
to include manager searches. 

Removed Real Estate from the list of prohibited investments 
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August 6, 2020 

Texas Emergency Services Retirement System 

P.O. Box 12577 Austin, TX   78711-2577 (800) 919-3372 www.tesrs.texas.gov 

MEMORANDUM 

TO: Board of Trustees 
FROM: Kevin Deiters, Executive Director 
DATE: August 6, 2020 
RE: Investment Consultant Services Agreement Extension 

AndCo Consulting LLC 

The Consultant Services Agreement with AndCo Consulting LLC will expire on December 31, 2020 and it is my 
recommendation that the Board extend the contract for an additional one-year term pursuant to Section 8.1 of the 
agreement and continuing the current fee schedule. 

• If the extension is approved by the Board, the term will be January 1, 2021 through December 31, 2021
• Total fees for the one-year extension are $75,000

AndCo Consulting LLC has agreed in principle to the extension. 

Jenny Moore, Chairman 
Kevin Deiters, Executive Director 
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Texas Emergency Services Retirement System  
Board Meeting Minutes 
June 11, 2020 9:00 a.m.  

Virtual Meeting Only, No Physical Location 

Members Present via Teleconference: 
Jenny Moore, Chairman 
Courtney Gibson Bechtol, Secretary 
Frank Torres, Trustee 
Ed Keenan, Trustee  
Dan Key, Trustee 
Rod Ryalls, Trustee 
Taylor Allen, Trustee 
Stephanie Wagner, Trustee 
 
Members Absent: 
Pilar Rodriguez, Vice-Chairman 
 
Staff and Others Present Via Teleconference: 
Kevin Deiters, Executive Director, TESRS  
Shirley Hays, Contract Manager, CTCM, TESRS 
Jessica O’Brien, Data and Technology Officer, TESRS 
Wayne Oberhoff, CPA, Chief Financial Officer, TESRS 
Chana Kramer, Staff Services Officer, CTCD, CTCM, TESRS 
David Gordon, Assistant Attorney General 
Chuck Campbell, Jackson Walker, L.L.P. 
Alyca Garrison, Jackson Walker, L.L.P. 
Jonathan D. Breth, CFP, AndCo Consulting, L.L.C. 
Mark Fenlaw, F.S.A., Rudd and Wisdom, Inc. 
Bryan Burnham, Pension Review Board 
Janice Babcock, City of Lucas 
Larry Bowman, City of Lucas 
 

Chairman Moore called the meeting to order at 9:00 a.m. 

1. Roll Call 

Secretary Bechtol called the roll. Six trustees were present. Vice-Chairman Rodriguez, 
Trustee Torres and Trustee Wagner were absent. Chairman Moore announced that a 
quorum of the Board was present.   

Chairman Moore announced that due to safety concerns related to COVID-19, the 
meeting would be virtual and would be limited to 90 minutes.  

Trustee Wagner joined the meeting at 9:02 a.m. 

2. Invitation for Public Comment 
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Chairman Moore called for public comment. No public comments were made. 

The Chairman moved out of agenda order to Agenda Item 6. 

6. Consultation with Legal Counsel Regarding Indemnification and Limitation of Liability in 
the Procurement and Contracting Process 

David Gordon, Assistant Attorney General, provided the Board with a high level overview 
of the procurement process and considerations that may arise for the agency during 
contract creation and negotiation.  

Mr. Gordon advised that State agencies are prohibited by Texas Constitution Article III, 
Section 49 from creating State debt unless authorized by legislation. Mr. Gordon further 
advised that there are required limitation of liability and indemnity clauses that must be 
included in State contracts as detailed in the Texas Procurement Management Guide. He 
added that it is not recommended to allow vendors to limit their liability, which would put 
a cap on the amount of damages that a contractor would pay to TESRS if TESRS suffered a 
loss due to the contract. Exceptions are allowed only in specific cases, such as not being 
able to find an alternative contractor, and the reasons must be documented in the 
procurement file. Lastly, Mr. Gordon described the indemnification clause, which would 
require a contractor to cover TESRS’s losses against a third party in the event the contract 
creates a liability.  Mr. Gordon cautioned against allowing vendors to place a cap on their 
indemnification unless no other option is available because of the potential of the 
creation of State debt if damages exceed the cap amount listed in the contract. 

No action was taken regarding this agenda item. 

7. Request for Proposal for Actuarial Audit Services – Discussion and Possible Action 

Kevin Deiters, Executive Director, requested the Board’s authority to issue a request for 
proposal (RFP) to receive competitive bids for actuarial audit services. 

Trustee Keenan moved that the Board authorize the staff to issue a request for proposal 
for actuarial audit services. The motion was seconded by Trustee Key and passed 
unanimously by the Board. 

The Chairman returned to Agenda Item 3. 

3. Approval of Minutes from June 11, 2020   

Secretary Bechtol made a motion to adopt the minutes of the meeting of June 11, 2020 as 
presented. The motion was seconded by Trustee Ryalls and unanimously passed by the 
Board. 

Trustee Torres joined the meeting at 9:16 a.m. 

4. Investment Consultant Report on Investment Performance, Asset Allocation, and 
Investment Policy - Discussion and Possible Action 

Mr. Breth presented his report entitled Texas Emergency Services Retirement System 
Investment Performance Review Monthly Flash Report– Period Ending May 31, 2020. He 
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provided an overview of the capital markets, the economy, and TESRS investment 
performance for the period ending May 31, 2020. He explained to the Board that although 
the first quarter had been volatile, the fund ended slightly positive for fiscal year to date. 

 
Asset Class Amount Percent 

Domestic Equities $52,357,206  46.3% 

International Equities $19,780,559 17.5% 

Fixed Income $26,759,268 23.6% 

US Core Real Estate $5,160,309 4.6% 

Master Limited Partnership $2,912,521 2.6% 

Multi-Asset Investments $5,748,490 5.1% 

Money Market $353,569 0.3% 

Total $113,071,923  100.0% 
See page 4 of Texas Emergency Services Retirement System Investment Performance Flash Report – Period Ending May 31, 2020. 

No action was taken regarding this agenda item. 

5. Executive Director's Report on State Mandated Budget Reductions and the Impact upon 
TESRS Administration – Discussion and Possible Action 

Kevin Deiters provided an overview of a May 20, 2020 letter sent by the Governor, 
Lieutenant Governor, and the Speaker of the House to agencies and universities directing 
them to immediately reduce spending due to expected loss of state revenues caused by 
COVID-19 pandemic. 

The leadership directed agencies to reduce their operating budgets for the current 
biennium by at least five-percent and to submit a plan detailing the cost savings to the 
Legislative Budget Board and the Office of the Governor by June 15, 2020. 

Mr. Deiters then presented his report entitled Texas Emergency Services Retirement 
System FY 2020-2021 Budget Reductions. He described the agency budget structure and 
outlined two possible options to achieve the five percent reduction to general and general 
revenue related appropriations.  

 

Option One 

• Reduce State contributions to 
pension fund by $132k 

• Charge departments a Part II 
Contributions of 4% to make up 
for lost revenue 

• Delay filling vacancies 

• Reduce travel 

Option Two 

• Reallocate agency budget to 
replace lost State pension 
contributions of $132k 

• No Part II contributions charges  

• Eliminate 2 staff positions 

• Cut staff pay by 10% 

• Reduce Travel 
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Mr. Deiters recommended that the Board select Option One in order to best serve the 
members of TESRS while maintaining the actuarial soundness of the pension system. 

Trustee Key moved that the Board accept the recommendation of the Executive Director 
to propose the cost savings identified in Option One as needed to reduce the agency 
budget for the current biennium by five percent as directed by the leadership. The motion 
was seconded by Trustee Keenan and passed unanimously by the Board. 

 

8. Adoption of Board Rules as Published in the Texas Register on April 24, 2020 - Discussion 
and Possible Action 

Trustee Key explained to the Board that the proposed rule changes were published in the 
Texas Register on April 24, 2020, and that no public comments were submitted. Mr. Key 
recommended that the Board adopt the proposed new rules. 

A. Chapter 302 General Provisions Relating to the Texas Emergency Services Retirement 
System 

1) Proposed Amendment of Rule §302.2 Benefit Distributions 

Trustee Key moved that the Board adopt the amendment to Chapter 302, General 
Provisions Relating to the Texas Emergency Services Retirement System, §§302. as 
published in the Texas Register on April 24, 2020. The motion was seconded by Trustee 
Ryalls and was passed unanimously by the Board. 

B. Chapter 304 - Membership in the Texas Emergency Services Retirement System 

1) Proposed New Rule §304.2 Revocation of Participation in the Pension System 

2) Proposed New Rule §304.3 Determination of Accrued Benefit 

3) Proposed New Rule §304.4 Employees of Participating Departments 

Trustee Key moved that the Board adopt the new rules for Chapter 304, Membership in 
the Texas Emergency Services Retirement System, §§304.2-304.4, as published in the 
Texas Register on April 24, 2020. The motion was seconded by Trustee Ryalls and passed 
unanimously by the Board. 

C. Chapter 310 - Administration of the Texas Emergency Services Retirement System 

1) Proposed Amendment of Rule §310.5 Local Board of Trustees 

2) Proposed New Rule §310.13 Delegation of Local Board Duties to Executive Director 

3) Proposed New Rule §310.14 Delegation of Duties Upon Discontinuance of 
Participation in the Pension System  

Trustee Key moved that the Board adopt the amendment to Chapter 310, 
Administration of the Texas Emergency Services Retirement System, §310.5 as 
published in the Texas Register on April 24, 2020. The motion was seconded by Trustee 
Ryalls and passed unanimously by the Board. 
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Trustee Key moved the Board adopt new rules to Chapter 310, Administration of the 
Texas Emergency Services Retirement System §§ 310.13 and 310.14 as published in the 
Texas Register on April 24, 2020. The motion was seconded by Trustee Ryalls and passed 
unanimously by the Board. 

9. Request for Future Agenda Items and Meeting Dates 

 Kevin Deiters advised that the Board would need to meet in August to consider: 

• the TESRS Legislative Appropriation Request; 

• actuarial experience study; 

• the assessment of Part II contributions; 

• investment reports; and 

• Board officer elections. 

 No action taken regarding this agenda item. 

 Chairman Moore moved to agenda item 21. 

10. Adjourn 

 Chairman Moore requested a motion to adjourn at 10:11 a.m.  

 Trustee Keenan made a motion to adjourn the meeting, was seconded by Trustee Key and 
was passed unanimously by the Board. 

 

Minutes Approved by: 

 

___________________________________   ___________________ 

Courtney Bechtol, Secretary     Date: 
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