
   
. 

The Retirement Board will provide reasonable accommodations for 
persons with disabilities planning to attend Board meetings who 
contact the Retirement Office at least 24 hours before a meeting. 

 

 
AGENDA  

 
RETIREMENT BOARD MEETING  

 
 

SECOND MONTHLY MEETING 
January 25, 2017 

9:00 a.m. 
 
 

Retirement Board Conference Room 
The Willows Office Park 

1355 Willow Way, Suite 221 
Concord, California 

 
THE RETIREMENT BOARD MAY DISCUSS AND TAKE ACTION ON THE FOLLOWING: 
 

1.  Pledge of Allegiance. 
 

2.  Accept comments from the public. 
 

3.  Presentation on recommended structure and manager lineup for emerging market equity 
mandate. 
 

4.  Presentation from proposed emerging market equity managers: 
a. TT International 
b. PIMCO 

 
5.  Consider and take possible action to retain TT International for emerging market equity 

strategy. 
 

6.  Consider and take possible action to retain PIMCO for emerging market equity strategy. 
 

7.  Presentation on recommended structure and management of passive US equity mandate. 
 

8.  Presentation from BlackRock on proposed passively-managed Russell 1000 Index strategy. 
 

9.  Consider and take possible action to retain BlackRock for passively-managed Russell 1000 
Index strategy. 
 

10.  Consider authorizing the attendance of Board and/or staff: 
 

a. Artisan Partners Investment Forum, Artisan Partners, June 13-14, 2017, Milwaukee, 
WI 

b. Artisan Partners Investment Forum, Artisan Partners, June 15-16, 2017, Milwaukee, 
WI 

c. Commonfund Forum, Commonfund, March 4-7, 2017, San Antonio, TX (Note: 2 
Board members and 2 staff previously approved) 

d. The Pension Bridge Annual Conference, The Pension Bridge, April 18-19, 2017, San 
Francisco, CA  

 
 



   

. 

The Retirement Board will provide reasonable accommodations for 

persons with disabilities planning to attend Board meetings who 

contact the Retirement Office at least 24 hours before a meeting. 

 

 

     11.   Miscellaneous 

a. Staff Report     

b. Outside Professionals’ Report  

c. Trustees’ comments 
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Executive summary
— With the Board’s adoption of the “FFP 4-yr” asset allocation, approximately 10% of Plan assets 

are to be allocated to emerging markets (EM) equity.  Given the EM exposure in the current 
strategies, an incremental $600mm needs to be allocated to dedicated emerging market equity 
strategies to reach the targeted allocation.

— At the October Board meeting, the Board approved a search for dedicated emerging markets 
managers in order to attain the emerging markets exposure required in the asset allocation. 

— Following the October meeting, the search was launched and culminates in this presentation 
which includes:

 Discussion & analysis of six emerging markets equity managers with varying approaches and styles;

 Portfolio structure and characteristics achieved through pairing multiple managers; and

 Fee comparison

The presentation concludes with the recommendation to:

1. Allocate $300mm to the PIMCO and $300mm to the TT strategies; and

2. Authorize Staff to negotiate and the CEO to execute a contract with these investment managers.

January 25, 2017
CCCERA - EM Equity Search
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Manager search process
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General manager search process overview
— Verus’ due diligence and manager search 

process follows a disciplined approach in 
assessing and selecting managers. In our 
assessment of managers, we employ 
quantitative and qualitative criteria in order 
to achieve the following goals:

 Understand the firm, process, people and 
product set;

 Understand the asset class investment and 
competitive environment;

 Understand appropriate balance between fee 
structures and opportunity set over the long 
term and in current market conditions; and 

 Understand risk, style, size and other factor 
exposures, and the effect of different market 
environments on expected outcomes.

January 25, 2017

CCCERA - EM Equity Search

6



Emerging markets equity manager search process

— Verus maintains focus lists 
for each major asset class, 
consisting of the strategies in 
which we have high 
conviction and continuously 
perform operational and 
investment due diligence. 

— Our focus list of managers is 
continuously reviewed, and 
each asset class and 
strategies in the asset class 
are reviewed annually, with 
additional work being done 
as needed. 

Manager Research Group sources candidates
(453 strategies)

In-depth quantitative analysis 
(422 strategies) 

Qualitative reviews, including on-site and 
in-office meetings, and conference calls 

(37 strategies)

Detailed due diligence write-ups 
on top candidates & approval by 

Verus Investment Committee
(9 strategies)

Semi-finalists 
presented to 

CCCERA*
(6 strategies)

* Focus list strategies not presented to CCCERA were excluded due to strategies being closed, on “watch”, or due to the Plan’s manager concentration guidelines.

January 25, 2017
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Emerging markets equity manager search process

— If a manager is identified through the screening process, it will be interviewed more thoroughly 
including on‐site due diligence.

— After a strategy is thoroughly vetted and the manager passes our evaluation regarding 
organizational stability, investment professional depth and experience, philosophical soundness, 
investment process consistency, operational depth and historical return attribution analysis, it 
will formally be recommend to Verus’ Investment Committee for inclusion on the “focus list.”

— Focus list strategies receive a higher level of on‐going scrutiny and monitoring by MRG.

— Client requested strategies that are not included on the focus list may also be reviewed & vetted 
during the search process.

January 25, 2017
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Manager discussion
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EM Equity search – manager summary

Value

Lazard EM Equity - Fundamental, bottom-up, large/mid cap focus, low turnover, focus on valuation & ROE, 70-90 stocks, high quality

PIMCO RAE Fundamental EM - Fundamental indexing approach, diversified, low turnover, underperforms in momentum driven markets

Brandes EM Equity
- High tracking error, deep value, 3-5 year holds, large country tilts, bottom-up, focus on margin of safety, moderate diversification, 
potential for prolonged periods of underperformance

Growth

Baillie Gifford EM All Cap Equity
- High tracking error, fundamental, long term views, 60-12 stocks, underperforms in value-driven markets, strong down-market, 
potential for prolonged periods of underperformance

William Blair EM Leaders - 12-18 month views, high turnover, large/mid cap focus, top-down + bottom-up, high quality growth, strong down market

TT EM Equity - Concentrated, growth/core , SMID cap bias, active FX hedging, top down + bottom up, high turnover, catalyst driven approach

January 25, 2017
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Manager comparison
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Manager performance - as of 3Q16

Source: eVestment, gross of fees

January 25, 2017
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Excess return correlations - as of 3Q16

Source: eVestment, gross of fees

January 25, 2017
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Fee comparison
The following fee calculations assume a $300 mm allocation to the manager:

* TT’s commingled fund operating expenses are currently 33 bps and capped at 50 bps. TT estimates that an additional $300 mm in assets will decrease operating expenses to 12 – 15 bps.
** Brandes’ proposal includes the above stated fee for the first four years, a 30 bps reduction in year five, and a discounted fee of ~69 bps on $300 mm in year 6 and beyond.

Baillie Gifford PIMCO TT
Separate Account ($250 mm min.) Separate Account Separate Account Separate Account 
0 - 50 0.80% 0 - 50 0.50% 0 - 100 0.75% 0-20 0.90%
50 - 100 0.70% 50 - 100 0.45% 100 - 200 0.70% 20-50 0.70%
100 + 0.60% 100 - 200 0.40% 200 + 0.65% 50-100 0.60%

0.65% 200 - 500 0.325% 0.70% 100-150 0.55%
excludes custody 0.40% Commingled 150-200 0.50%

Brandes Private Fund (LLC) 0 - 100 0.70% 200-400 0.40%
Separate Account & Commingled ** 0 - 50 0.75% 100 - 200 0.65% 0.54%
0 - 25 0.95% 50 - 100 0.675% 200 + 0.60% Commingled Trust
25 - 50 0.90% 100 - 200 0.50% 0.65% 0-20 0.90%
50 - 150 0.80% 200 + 0.45% 20-50 0.70%
150 + 0.70% all in 0.55% Commingled Fund of One 50-100 0.60%

0.77% Fund of One 0 - 100 0.70% 100-150 0.55%
0 - 50 0.50% 100 - 200 0.65% 150-200 0.50%

Lazard 50 - 100 0.45% 200 - 300 0.60% 200-400 0.40%
Separate Account 100 - 200 0.40% 0.65% 0.54%
0 - 200 0.75% 200 - 500 0.325%
200 + 0.65% 0.40%

0.72%
Commingled Trust
0 - 100 0.75%
100 - 200 0.70%
200 + 0.65%

0.70%

excludes custody

plus 9 bps operating expense

William Blair

plus 11.5 - 14 bps operating expenses plus 10 bps operating expenses (cap)

excludes custody
plus 20 bps admin & one-time

vehicle set-up costs (~$50,000)

excludes custody for S.A.

excludes custodyexcludes custody

plus 12 - 15 bps operating expenses*

January 25, 2017
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Portfolio structure
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Portfolio mixes & recommendation

- Verus performed quantitative analysis on numerous potential portfolio mixes in order to 
determine how pairings of two or three managers interact from a risk/return perspective (see 
appendix).

- Mixes were created by combining value managers (Lazard, PIMCO, and Brandes) with growth 
managers (William Blair, Baillie Gifford, and TT International). 

- Based on the results of both this quantitative analysis coupled with qualitative analysis of the 
managers and strategies, Verus recommends the following portfolio:

- 50% PIMCO RAE Fundamental EM 

- 50% TT International EM Equity 

January 25, 2017
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Recommendation rationale

- This portfolio mix demonstrated strong quantitative metrics including:
- Outperformance relative to the MSCI Emerging Markets Index;

- Strong risk-adjusted performance (Sharpe & Information Ratios);

- Very low correlation of excess returns between the two strategies; and

- Balance of up market participation & down market protection

- Pairing managers with complementary styles: 
- Concentration: TT – concentrated (40-60 stocks),  PIMCO – highly diversified (~500 stocks);

- Turnover: TT – high (153%), PIMCO – low (30%);

- Growth vs. Value: TT – growth/core, PIMCO - value  

- Market Cap: TT – small/mid cap tilt, PIMCO – large cap tilt  

- Fundamental (TT) vs. Quantitative (PIMCO)

January 25, 2017
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Recommended portfolio characteristics
— The tables below show the characteristics of a combined PIMCO / TT portfolio.

— Relative to the benchmark: 

 The combined portfolio’s sector and regional allocations are roughly in line with the index;

 The combined portfolio is overweight the smaller end of the market cap spectrum.

Source: eVestment as of 9/30/16. 

Consumer 
Disc.

Consumer 
Staples Energy Financials Healthcare Industrials Info Tech Materials Real Estate Telecom Utilities

50% PIMCO / 50% TT  11% 6% 10% 24% 1% 7% 15% 10% 5% 5% 6%
MSCI EM Index 11% 8% 7% 24% 3% 6% 24% 6% 3% 6% 3%

Latin 
America

Africa / 
Middle East

Eastern 
Europe

Far East ex-
China China

Other 
(incl. DM)

50% PIMCO / 50% TT  19% 10% 11% 36% 20% 4%
MSCI EM Index 13% 10% 6% 44% 27% 0%

Small Cap 
(<$1.5 bn)

Mid Cap 
($1.5 - $7.5)

Large Cap 
($7.5 - $50)

Mega Cap 
($> 50)

50% PIMCO / 50% TT  11% 24% 24% 41%
MSCI EM Index 0% 9% 31% 60%

Sector

Region

Market Cap

January 25, 2017
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Manager and combined portfolio fees
The analysis below assumes the following:

— $600 mm total allocation to dedicated EM equity managers; and

— $300 mm allocated to each manager.

The combined portfolio’s all-in expense ratio is 67 bps.

 This fee (including expenses) ranks in the 24th percentile amongst all EM equity managers’ commingled 
funds (excluding expenses) at $600 mm. 

 PIMCO & TT’s fees (including expenses) rank in the 12th & 39th percentile, respectively, amongst all EM 
equity managers’ commingled funds (excluding expenses) at $300 mm. 

* Source: eVestment

PIMCO TT Manager All-in Fee
Private Fund (LLC) Commingled Fund of One PIMCO 0.55%
0 - 50 0.75% 0 - 100 0.70% TT International 0.79%
50 - 100 0.68% 100 - 200 0.65% Blended 0.67%
100 - 200 0.50% 200+ 0.60%
200 + 0.45% 0.65%

all in 0.55%

Manager Fee Schedules Combined Portfolio

plus 11.5 - 14 bps operating expenses

January 25, 2017
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Considerations - PIMCO
PIMCO / Research Affiliates:

— New PIMCO CEO: On July 20th, PIMCO announced that the firm had hired a new CEO, Emmanuel “Manny” 
Roman, from Man Group, a London-based alternative asset manager. Mr. Roman joined the firm on 
November 1st, and while it will take time to see what his ultimate impact will be on the firm, Mr. Roman has 
stated his intention to diversify PIMCO’s product line. While this change will be closely monitored by Verus, it 
is important to note that the PIMCO RAE Fundamental Emerging Markets strategy is a partnership between 
PIMCO and Research Affiliates with PIMCO fulfilling operational, administrative, and client service related 
roles and Research Affiliates serving as a “full discretion sub-advisor”. 

— Key man risk (Rob Arnott): Mr. Arnott is the founder and majority shareholder of the firm, and the 
primary architect of the strategy. However, Mr. Arnott does share final decision responsibilities on the 
investment process with Chris Brightman and has a research staff of over 40 professionals that implement 
the day to day asset management decisions.

January 25, 2017
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Considerations – TT 
TT International:

— Key man risk (Niall Paul): Mr. Paul is architect of the strategy and key decision maker. Co-PMs Robert 
James and Sebastian de Bont both have significant industry experience and could potentially assume 
responsibility in Mr. Paul’s absence, although we do not see them as complete substitutes for him. We would 
need to evaluate any team change critically.

— Spinning out of one of the firm’s hedge funds: In June, TT announced that the firm’s European mid-cap 
long/short equity hedge fund strategy, the TT Focus fund, along with its 4 person team would be spinning 
out. This strategy accounts for roughly $400 mm of the firm’s $6.2 bn and the team functioned 
independently of the emerging markets team. As such, this development is unlikely to have a material effect 
on TT’s EM equity strategy.

January 25, 2017
CCCERA - EM Equity Search

21



EM equity manager 
write-ups

January 25, 2017
CCCERA - EM Equity Search

22



 

Manager Evaluation 

PIMCO RAE Fundamental Emerging Markets  

LAST UPDATED: SEPTEMBER 2016 

 

S E A T T L E                |       L O S  A N G E L E S              |             S A N  F R A N C I S C O             |             V E R U S I N V E S T M E N T S . C O M  

STRATEGY BASICS  

Asset Class: Emerging Markets 

Investment Style: Value 

Firm Inception: 2002 

Firm Assets: $1,548 Billion 

Strategy Inception: 2006 

Strategy Assets: $4.6 Billion 

Min. Acct. Size, S.A.: $100 Million 

Fee, Separate Acct.: 

 

0.50% First $50 Million 

0.45% Next $50 Million 

0.40% Balance Remaining 

Min. Size, Private Account LLC*: $50 Million 

Fee, Private Account LLC: 

 

0.75% First $50 Million 

0.675% Next $50 Million 

0.60% Balance Remaining 

Min. Size, MF (PEIFX): $1 Million 

Fee, MF: 0.75% 

*The Private Account LLC is available for ERISA and non-ERISA clients 

and provides monthly liquidity. 

 

Firm Background and History 

Research Affiliates, LLC was founded in 2002 by Robert D. 

Arnott to offer proprietary solutions in the areas of active 

asset allocation, optimal portfolio construction, equity 

indexing, and enhanced equity indexing. The sole line of 

business is investment management services for 

institutional and retail clients. The company is an 

investment adviser registered under the Investment 

Advisers Act of 1940 with the U.S. Securities and Exchange 

Commission.  

 

Research Affiliates Global Holdings, LLC (RA Global 

Holdings) is the sole owner of Research Affiliates, LLC. RA 

Global Holdings is approximately 95% employee and family 

member owned. The remaining 5% is owned by a non-

affiliated, institutional owner. Research Affiliates is 

headquartered in Newport Beach, CA, and employs over 

40 investment professionals. 
 

Whereas Research Affiliates has historically focused on the 

research and portfolio implementation design, they have 

relied on affiliate partners to establish products for 

distribution to investors.   Pacific Investment Management 

Company (PIMCO) and Research Affiliates have 

collaborated since 2002.   PIMCO was founded in Newport 

Beach, California in 1971 as a subsidiary of Pacific Life 

Insurance Company. The firm was acquired by Allianz in 

2000 and now operates as an autonomous majority owned 

subsidiary of Allianz Global Investors of America. 

 

In January 2014, in an effort to concentrate on its core 

mission, which emphasizes investment research and 

product design, Research Affiliates announced a new 

partnership with PIMCO. Within the new partnership 

structure, PIMCO provides administrative, operational 

oversight and supervisory services and serves as advisor to 

Research Affiliates’ equity portfolios. Research Affiliates 

serves as a full discretion sub-advisor for PIMCO and 

continues to manage its equity strategies. Research 

Affiliates has full investment discretion to manage the 

portfolios, subject to PIMCO’s fiduciary duty and 

responsibility to provide oversight and supervision.  

 

Strategy Background 

The RAFI (Research Affiliates Fundamental Index 

methodology was developed by Mr. Arnott and Jason Hsu 

in an attempt to address the structural return drag that 

Research Affiliates contends is created by traditional 

capitalization-based indexing strategies systematically 

overweighting overpriced securities and underweighting 

underpriced securities. The RAFI approach aims to break 

the link between a stock’s price and its portfolio weight.  
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The fundamentally weighted methodology that underlies 

RAE weights companies based on their economic 

footprints (as measured by accounting variables) rather 

than their market footprints (as measured by market 

capitalization). By removing price from the index 

construction process, RAE attempts to outperform the 

cap-weighted MSCI Emerging Markets Index by eliminating 

the performance drag caused by the systematic 

overweighting of overpriced stocks and underweighting of 

underpriced stocks that occurs in cap-weighted indexes.  

 

The Enhanced Fundamental Index methodology is a 

quantitative bottom-up process which builds fundamental 

weights based on four factors – book value, sales, cash 

flow and dividends – through a simple quantitative 

averaging process. Proprietary enhancements are then 

applied on top of this four-factor portfolio to build the 

PIMCO RAE Fundamental Emerging Markets strategy.  

 

Any buys and sells are done as part of the annual 

reconstitution and quarterly rebalancing to the desired 

fundamental weightings, contra-trading against recent 

price movements. 

  

Key Investment Professionals 

Research Affiliates has a team of over 40 investment 

professionals. The Investment Committee is responsible 

for making investment decisions and reviewing research 

findings. The committee is comprised of Rob Arnott, RAE 

portfolio manager and Research Affiliates chairman; Chris 

Brightman, RAE portfolio manager and CIO; and senior 

investment professionals across Research Affiliates. In 

addition, Vitali Kalesnik, on of the committee members, 

leads a four-member equity research team.  

 

ROBERT ARNOTT, CHAIRMAN/FOUNDER, PORTFOLIO 

MANAGER 

Mr. Arnott has more than 30 years of experience in 

quantitative investing. He is the chairman of Research 

Affiliates. He previously served as chairman of First 

Quadrant, as president of TSA Capital Management (now 

part of Analytic Investors), and as vice president at The 

Boston Company. He also was global equity strategist at 

Salomon Brothers. He has published more than 100 

articles in journals such as the Journal of Portfolio 

Management, the Harvard Business Review and the 

Financial Analysts Journal, where he also served as editor 

in chief from 2002 through 2006. He graduated summa 

cum laude from the University of California, Santa Barbara, 

in 1977 in economics, applied mathematics and computer 

science.  

 

CHRISOPHER BRIGHTMAN, CIO, PORTFOLIO MANAGER 

Mr. Brightman is managing director and head of 

investment management at Research Affiliates. He 

supervises portfolio construction and trading, as well as 

managing the product development process. He also 

contributes to research and client support activities. Mr. 

Brightman has more than 30 years of investment 

experience, including as board chair of The Investment 

Fund for Foundations, chief executive officer of the 

University of Virginia Investment Management Company, 

chief investment officer of Strategic Investment Group, 

director of global equity strategy at UBS Asset 

Management, and senior portfolio manager at Brinson 

Partners. He is a board and investment committee 

member of the Virginia Tech Foundation. Mr. Brightman 

holds a bachelor's degree in finance from Virginia Tech and 

an MBA from Loyola University, Maryland. 

 

VITALI KALESNIK, DIRECTOR, HEAD OF EQUITY RESEARCH 

Vitali Kalesnik is responsible for quantitative research used 

to enhance Research Affiliates products—in particular, 

RAFI Fundamental Index strategies and global tactical 

asset allocation products. Prior to joining Research 

Affiliates, Mr. Kalesnik conducted research in economics at 

the University of California, Los Angeles, where he studied 

international trade and macroeconomics. He also worked 

as a researcher at the Ministry of Economics in Belarus and 

at Priorbank. Mr. Kalesnik published research papers in 

such journals as the Financial Analysts Journal, Journal of 

Portfolio Management, and Journal of Index Investing. He 

earned his Ph.D. in economics from the University of 

California, Los Angeles.  

 

Process 

The foundation of the PIMCO Research Affiliates Equity 

(RAE) Fundamental Emerging Markets strategy is the RAFI 

Emerging Markets Index. The index is constructed by 

selecting 800-1,000 stocks from all publicly traded stocks 

in the emerging markets universe with the highest value of 

the RAFI fundamental score calculated as the equal-

weighted average of non-price fundamental scores of 

book value, sales, free cash flow, and gross dividends. To 

smooth the seasonality effect, the fundamental scores for 

sales, cash flow and dividends are calculated on five-year 
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annual trailing data. The book value score is the most 

recent officially reported number. If a company does not 

pay dividends, its dividends are excluded from the average 

and the other three measures get one-third of the weight. 

Aggregate fundamental scores are converted into index 

weights by dividing each company score by the sum of the 

scores of the stocks in the index.  

 

The construction of the PIMCO Research Affiliates Equity 

(RAE) Fundamental Emerging Markets strategy begins with 

the stocks in the RAFI Emerging Markets Index. The 

original universe comprises the top 89% of the RAFI 

Emerging Markets index portfolio. The RAFI Emerging 

Markets weights are further refined through a series of 

active insights, including financial health/quality and 

momentum adjustments as well as style and size 

diversification. 
 

(1) Quality / Financial health 

Seeking to avoid value traps, the RA investment team 

incorporates three quality channels that focus on distress 

risk, accounting principles, and growth prospects of each 

company. Firms are penalized for excessive leverage, 

employing aggressive accounting measures, or lack of 

growth prospects. 

 

Debt coverage ratio, external financing, payout ratio, and 

volatility of stock returns come together in a model to 

generate an estimate of each company’s distress level. The 

conservativeness of adopted accounting principles is 

estimated based on the company’s level of net operating 

assets, accruals and changes in accruals as well as 

deviations of earning from cash flows. Historical margins 

and profitability, stability and growth of earnings and cash 

flows, and inventory management are used to assess 

growth prospects. 

 

(2) Momentum 

Rebalancing strategies, such as RAE portfolios, exhibit a 

negative exposure to momentum in an attempt to take 

advantage of mean reversion by buying low and selling 

high. RA attempts to eliminate this negative momentum 

exposure in RAE portfolios by delaying rebalancing when a 

company stock trades against positive/negative twelve-

month momentum. RA employs this approach in an 

attempt to avoid catching a falling knife or taking profits 

too early. 

 

 

(3) Style Diversification 

In an attempt to reduce the portfolio’s reliance on the 

value factor for excess returns and increase upside 

potential when prices mean revert, RA increases exposure 

to “cheap” stocks with the low value factor and decreases 

exposure to “expensive” stocks with high value factor. 

 

(4) Size Diversification 

RAE seeks to redistribute active weights from large cap 

stocks to smaller cap stocks that are more likely to be 

mispriced. 

 

Applying proprietary enhancements might reduce the 

fundamental weight of certain stocks to zero or negative 

value. In these instances, the stocks are removed from RAE 

portfolio. In addition, stocks with immaterially small 

weights of less than two basis points are excluded. The 

final portfolio will hold 300-400 holdings. 

 

RESEARCH 

RA research process is collaborative and potential 

enhancements are continually researched by Rob Arnott, 

Chris Brightman, Vitali Kalesnik and the investment team.  

The team also continuously reviews industry and academic 

research. Potential investment ideas or enhancements to 

the process are crafted into tradable strategies and tested 

using historical data. If positive indications exist, a formal 

theory is proposed to explain the phenomenon and 

additional testing is performed and scrutinized by the 

senior research team members. All insights should be 

value creating across all geographic regions.  

 

New enhancements are typically approved every two to 

four years and become an automated part of the 

construction process. The first two enhancements, the 

inclusion of debt coverage ratio and net operating assets, 

were incorporated in 2006, the year the strategy was 

launched. The size diversification methodology was 

implemented in 2009. In 2012, the team added two new 

measures of company size, sales adjusted by cost margin 

and dividends adjusted by net repurchases.  In the same 

year, the team implemented a new improved trading 

methodology, quarterly staggering rebalancing. In 2013, 

the style diversification and delayed 

rebalancing/momentum were implemented. In 2014, the 

investment process was reconstructed to make 

contributions of the four insights/enhancements additive. 

The same year additional factors were added to the 

financial health insight.  
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BUY/SELL DISCIPLINE 

Due to the nature of the construction process, Research 

Affiliates does not make discretionary decisions about 

individual stocks. Any buys, sells, and size adjustments are 

done as part of the annual reconstitution and quarterly 

rebalancing to the desired fundamental weightings. The 

portfolio utilizes an enhanced rebalancing process by 

staggering the investments into four equal amounts 

spread evenly throughout the year. This is done to 

increase trading capacity, lower market impact and 

minimize entry point risk. 

 

Risk Management 

The PIMCO RAE Fundamental Emerging Markets strategy 

stock selection process – based on underlying 

fundamentals and enhancements – determines individual 

security positions, sector and country weights, and market 

capitalization distribution. The RA research team has 

performed extensive back tests and is comfortable with 

the risk controls embedded in the strategy construction 

process and, therefore, has chosen not to add sector, 

country, market-cap, or risk-factor specific constraints. To 

spread out the active stock bets to limit idiosyncratic risk, 

maximum position size is limited to the greater of 2% 

absolute or RAFI EM index weight + 1%.   

 

Given a dynamic rebalancing approach of buying more of 

what has been out of favor, the strategy will tend to be 

overweight stocks, sectors, and countries that have sold 

off significantly in the previous several years. For example, 

in 2015, the strategy had 10% and 7% absolute 

overweights to Russia and Brazil, respectively, as both 

countries suffered dramatic currency depreciations 

resulting in large negative dollar denominated returns. The 

MSCI Russia index (USD) delivered a (-46%) return in 2014 

while the MSCI Brazil Index (USD) declined by more than 

60% over 2013-15, delivering a (-41%) return in 2015 

alone. 

  

Potential Concerns 

In 2014, Research Affiliates announced a new partnership 

with PIMCO. Within the new partnership structure, PIMCO 

provides administrative, operational oversight and 

supervisory services and serves as advisor to Research 

Affiliates’ equity portfolios. Research Affiliates serves as a 

full discretion sub-advisor for PIMCO and continues to 

manage its equity strategies.  The partnership increased 

reliance of Research Affiliates on PIMCO and the 

integration between the two firms.  We do not have any 

concerns about this development at the moment. 

 

The strategy has no country or industry exposure limits. 

However, diversification is achieved based on the large 

number of holdings and sector allocations that are 

included in the underlying index.  

 

A large number of enhancements have been implemented 
since the strategy’s inception in 2006. Therefore, we 
believe the track record in recent years is more 
representative of what could be expected in the future. 
 

In January 2016, Jason Hsu, vice chairman, co-founder and 

former CIO of Research Affiliates, became chairman, CEO, 

and majority owner of Rayliant Global Advisors (formerly 

Research Affiliates Global Advisors), an Asian-focused 

investment firm based in Hong Kong. Research Affiliates 

retains a substantial minority interest in Rayliant.  Dr. Hsu 

remains a partner and owner of Research Affiliates. He 

continues to operate in a non-executive capacity and 

collaborate in research projects. While research 

contributions of Dr. Hsu were very important for original 

design and continuous product enhancement, a capable 

team of investment professionals was assembled over 

time to continue research efforts. Considering enhanced 

research capabilities and ongoing collaboration between 

Dr. Hsu and the RA research team, we do not have 

concerns about this transition at the moment.  

 

Key man risk does exist with Rob Arnott as the founder 

and majority shareholder of the firm. He is the primary 

architect of the strategy and provides final input on 

product innovation and business strategy. However, he 

does share final decision responsibilities on the investment 

process with Chris Brightman and has a research staff of 

over 40 professionals that implement the day to day asset 

management decisions.  

 

Performance 

The strategy will typically underperform in strong 

momentum markets, and when the value style 

significantly underperforms growth. Dynamic value 

exposure (i. e., the value bias) is greatest when value is the 

cheapest, which was the main contributor to 

underperformance in 2015 when the strategy had large 

overweights in Brazil, Russia, and the Energy sector. In 

2015, the strategy underperformed by 8%. 
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The strategy should perform well in the early stages of 

recovery. This was most evident in 2009, following the 

rebound from the global financial crisis, when the strategy 

outperformed the index by 15%. The strategy tends to 

generate moderate positive excess returns during less 

extreme markets that favor value style. 

 

Recommendation 

Verus recommends the PIMCO RAE Fundamental 

Emerging Markets Equity strategy as a compelling 

quantitative approach. The strategy is designed to operate 

with moderate tracking error. We favor the product for 

the following reasons: 

 Independence and sole focus on quantitative 

strategies should help ensure dedicated attention 

to research and serving existing clientele; 

 Consistently repeatable process should help 

mitigate behavioral biases. 
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Manager Evaluation 

TT International Emerging Markets Equity 

UPDATED THROUGH: SEPTEMBER 2016 

 

S E A T T L E                |       L O S  A N G E L E S              |             S A N  F R A N C I S C O             |             V E R U S I N V E S T M E N T S . C O M  

STRATEGY BASICS  

Asset Class: Emerging Markets Equity 

Firm Inception: 1988 

Firm Assets: $6.2 Billion 

Strategy Inception: March 2011 

Strategy Assets: $465 Million 

Min. Size, Sep. Account: $30 Million* 

Fee, Sep. Account: 

First $50 Million 

Next $50 Million 

Next $200 Million 

Remaining Balance 

 

0.85% 

0.80% 

0.75% 

0.70% 

Min. Size, Cayman* 
pooled fund: 

$3 Million 

Fee, Pooled Fund: 

First $50 Million 

Next $50 Million 

Next $200 Million 

Remaining Balance 

 

0.80% 

0.75% 

0.70% 

0.65% 

* The fund charges operating expense of 0.31% (max 0.50%) as well as 

entry and exit fees that vary based on size of investment and market 

conditions. The fund provides monthly liquidity. 

 

Firm Background and History 

Founded in 1988, TT International (TT) is a London-based, 

employee owned investment firm managing mainly 

institutional assets and offering an array of equity 

strategies, the largest being international equity, 

representing nearly a third of firm AUM. The firm also 

offers a range of high conviction macro and equity 

long/short strategies which are managed by a dedicated 

hedge fund team.  Tim Tacchi, firm founder, is the largest 

shareholder owning slightly less than 50% of the firm.  The 

remainder is shared among more than 15 investment and 

business professionals.  Ownership is granted, and new 

partners pay a nominal percentage of regulatory capital 

which is also the mechanism for any exiting partners.  This 

system is analogous to buying in/out at book value 

ensuring partners participate in economic value only while 

at the firm.    

 

During its early history, TT’s assets were heavily weighted 

to EAFE mandates, a top-down oriented product managed 

in a regional silo structure by Tim Tacchi.  The firm 

endured a period of underperformance and subsequent 

redemptions in 2008 and again in 2011.  Since then, the 

firm has bolstered risk management in terms of systems 

and personnel and added new strategies to diversify its 

business.   

 

Strategy Background 

The TT Emerging Markets product can be distinguished by 

its well-integrated use of top-down and bottom-up 

analysis in constructing portfolios.  The team is diligent in 

understanding sources of risk in the portfolio, evaluating 

off-benchmark exposures both in percentage terms as well 

as in terms of contribution to tracking error.  We see this 

explicit recognition of varying volatility within emerging 

markets as a differentiator.  Active currency management, 

while limited to a 10% contribution to tracking error, 

allows the team to conduct local market-based stock 

analysis without being forced to make the implicit 

currency evaluation.   

 

Key Investment Professionals 

The core Global Emerging Markets team consists of four 

portfolio managers, three analysts and an investment 

strategist.  Although these individuals specialize in 

emerging markets, they are considered part of TT’s “Ideas 

Factory” of 20 professionals supporting the firm’s global, 

international and emerging markets equity products.  Two 

of the four portfolio managers are partners in the firm.  
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Partnership share and incentive compensation are 

determined qualitatively based on performance relative to 

objectives.  All members of the team co-invest in the 

emerging markets strategy. 

 

Niall Paul, Lead Portfolio Manager, was recruited by 

founder Tim Tacchi to take a more holistic view of the 

firm’s international equity strategy and to build a 

dedicated emerging markets strategy.  The firm credits Mr. 

Paul with moving the international portfolio away from 

regional to centralized portfolio construction and also 

enhancing integration of top-down and bottom up work. 

 

NIALL PAUL, HEAD OF EMERGING MARKETS, LEAD 

PORTFOLIO MANAGER 

Mr. Paul is head of global emerging markets at TT 

International and also a partner with the third largest 

ownership share in the firm. He joined TT in 2010 to build 

and manage a dedicated global emerging market 

capability. He oversees stock-picking within emerging 

markets but also contributes to developing top-down 

investment strategy and works with Tim Tacchi to 

implement regional allocations and portfolio construction 

for active international strategies. Before joining TT, Mr. 

Paul spent 10 years with Aviva Investors, where he was 

most recently CIO of Equities, having been Head of 

Emerging Markets and Asia. Prior to that he worked for 

Foreign & Colonial for six years. Mr. Paul graduated from 

the University of Liverpool with a BEng in 1993. 

 

ROBERT JAMES, CO-PORTFOLIO - MANAGER EMERGING 

MARKETS 

Robert James is a member of the emerging markets team 

and a partner in the firm. He joined the firm in 2011, and 

acts as co-fund manager on the global emerging markets 

fund and lead portfolio manager for the Horizon Strategy 

which invests in the smallest 25% of countries excluding 

Brazil, China, India, and Russia from the universe of MSCI 

Emerging Markets Index countries. Before joining TT, Mr. 

James spent five years with Pictet Asset Management, 

where he was most recently Head of Latin America, having 

been Senior Portfolio Manager for Emerging Markets. Mr. 

James graduated with a BA (Hons) from Oxford University 

in 1999 and from the University of East Anglia an MA 

(Distinction) in 2000 and a PhD in 2004. 

 

 

 

SEBASTIAAN DE BONT, FUND MANAGER – EMERGING 

MARKETS 

Sebastiaan de Bont joined TT in 2010 as an emerging 

markets portfolio manager based in Hong Kong. As well as 

having some direct stock selection responsibility in 

emerging Asia, Mr. de Bont works with Niall Paul in 

managing TT’s Global Emerging Markets strategy. Mr. de 

Bont joined TT from Fideuram Asset Management where 

he was head of emerging markets and prior to that he 

worked at Robeco Asset Management where he was a 

senior portfolio manager covering emerging markets. 

 

Process 

The team follows an investment philosophy centered on 

the idea of inefficient markets. They believe that there is 

insufficient analysis on emerging markets as well as the 

interaction between macro and microeconomic factors. 

This, combined with the idea that persistent behavioral 

biases exist among investors, leads TT to believe that 

many emerging market securities are mispriced. TT makes 

use of broad macroeconomic views combined with 

fundamental analysis in analyzing securities for 

investment. The firm employs fundamental analysis with a 

bottom-up and top-down approach. The approach tends 

to favor GARP stocks but is opportunistic in terms of style 

and market capitalization. The team focuses on companies 

with long-term growth opportunities at exceptional value 

relative to their peers. 

 

The team meets monthly to do top-down analysis based 

on objective factors (price momentum, valuation, earnings 

revision) and subjective factors (liquidity, politics & 

reform), ranking countries as a framework for bottom-up 

analysis.  The price momentum ranking reflects 1-month 

and 12-month timeframes.  The earnings revision ranking 

reflects ROE, 3-month earnings revision and 12-month EPS 

growth.  The valuation ranking reflects price/book, 12-

month forward P/E and valuation relative to history.  The 

liquidity ranking reflects GDP growth, real rates, the 

current account and fiscal balances.  Top down ranking of 

countries does not build the portfolio, but does inform the 

team which markets to avoid and also identifies themes.  

The result of top-down analysis is a ranking for each 

country in the emerging markets on price momentum, 

earnings revisions, valuation and liquidity.  The team also 

ranks the developed markets of Europe, Japan, UK and US 

as part of this analysis.  This ranking serves as a guide for 

stock analysis, and the team tends to focus on stocks in 
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countries ranking in the top half of the model and avoid 

those in the bottom half. 

 

Separate from top-down analysis, bottom-up analysis 

includes a quantitative ranking of stocks in the universe on 

price momentum, valuation and earnings revision.  Price 

momentum is assessed on 1-month and 9-month 

timeframes.  Earnings Revision is assessed on a 1-month 

and 3-month basis for the current year and the year 

ahead.  Valuation is ranked based on P/E (current and year 

ahead), P/B, EV/EBITDA, ROE and dividend yield.   These 

stock rankings are used to verify existing holdings for a 

catalyst coming through in earnings as well as to prompt 

for new ideas.   

 

The ranking is supplemented with visits to companies to 

determine where the consensus is wrong and to identify a 

catalyst (valuation-verification-catalyst).  For valuation, the 

team applies the most appropriate valuation method for 

each company/sector.  A price target is determined that 

reflects fair value and conducts free cash flow analysis on 

all non-financials.  The team uses a stock verification 

template to record information from company visits and 

other information sources and to prompt challenge within 

the team.  Critical to the analysis is identification of a 

catalyst that will release value as well as a timeframe for 

that catalyst.  Catalysts may be driven by change in 

earnings outlook, market sentiment, management action, 

restructuring or regulatory change.   

 

While the top-down ranking informs the bottom-up work, 

it does not drive stock selection.  If a stock is particularly 

attractive on a bottom-up basis, the team examines the 

disaggregation of the country’s top-down ranking to 

determine what is driving the country ranking and to 

examine their comfort in the stock given the country risks 

highlighted by the top-down work.  Niall Paul has ultimate 

authority for stock selection, and Robert James acts as his 

right-hand man. 

 

Stocks may be sold if they reach their price target, if the 

investment thesis changes or if the catalyst fails to 

materialize.  The team conducts a weekly winners and 

losers meeting as a formal review of stocks that are 

contributing negatively to performance.  In each case, the 

position is cut if they conclude the investment case is 

weakened, but the position is increased if they conclude 

the investment case is strong and recent price action is 

unwarranted. 

Initial position size is typically 1%, but will vary depending 

on conviction, scoring on valuation-verification-catalyst, 

capitalization and liquidity.  A typical portfolio holds 40-60 

stocks and tracking error is in the 4-8% range.   

 

TT actively manages currency, and Niall Paul has ultimate 

responsibility for the currency decision which is 

implemented by a team of FX strategists and traders 

dedicated to that function.  Currency views are assessed as 

part of the portfolio construction process incorporating 

assessment of macro and technical factors.  The firm’s 

default position is to neutralize unintended currency bets 

arising from their equity allocation.  Less frequently, the 

team may implement a policy hedge running an 

intentional over- or underweight to the currency. 

 

Risk Management 

Portfolio limits relative to benchmark are broad and 

defined in terms of contribution to tracking error.  A single 

sector or country can contribute no more than 50% of 

tracking error, a single stock no more than 10%. In 

percentage terms, country or sector active weight has 

rarely exceeded 10%.  The portfolio can allocate to 

developed markets.  Historically, the allocation has varied 

between 0% and 15%.   

 

The team may take an active currency position in excess of 

that implied by the stock position, but will never take a 

short currency position that exceeds the currency 

exposure due to the stock position.  Active currency 

positions cannot contribute more than 10% of tracking 

error.   

 

When measuring stock risk, TT disaggregates tracking error 

into its component parts (market, region, sector, style, and 

stock specific) to ensure that a portfolio’s risk budget is 

deployed in the areas where it is intended.  The portfolio 

management team is responsible for monitoring position 

size relative to downside risk and for ensuring that risk is in 

line with conviction and the alpha target. 

 

There is a formal weekly meeting of the risk management 

team with the portfolio management team to discuss 

portfolio construction and risk distribution.  The Risk, Legal 

and Compliance team comprises over 10 professionals and 

reports to the chief operating officer.  The team produces 

detailed analytics and also conducts scenario analysis.  The 

investment team does not target a particular level of 

tracking error.  Thus, conversations with the risk team 
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involve risk contribution and breakdown of tracking error 

rather than the level itself. 

 

Observations/Potential Concerns 

Niall Paul is architect of the strategy and key decision 

maker.  Robert James and Sebastian de Bont have 

significant industry experience and could potentially 

assume responsibility in Mr. Paul’s absence, although we 

do not see them as complete substitutes for him.  We 

would need to evaluate any team change critically. 

 

In addition to Mr. Paul, TT also recruited Sebastiaan de 

Bont in 2010.  The inception of the TT Emerging Markets 

strategy is in 2011.  However, the firm shows Mr. Paul’s 

track record from Aviva (2001-2006) and Mr. de Bont’s 

track record from Fideuram Asset Management (2007-

2010) as supplemental information.  The firm 

acknowledges the differences in many features of these 

funds, and the return series are not linked to that of the TT 

product 

 

The firm estimates it has approximately $3 billion total 

capacity in the product.  We should revisit the allocation to 

midcap stocks as assets under management grow to 

ensure that liquidity issues do not result in capitalization 

drift. 

 

Performance 

The EM product targets 3-4% annualized alpha over its 

benchmark (MSCI Emerging Markets Index) over a rolling 

3-year period.  

 

By virtue of its higher allocation to midcap, the portfolio 

may struggle in environments characterized by large flows 

into ETFs which boost returns of large cap stocks.  The TT 

investment approach is longer-term oriented and based in 

fundamentals; markets characterized by multiple re-rating 

of companies reflecting changes in shorter term sentiment 

will not favor the portfolio. 

 

TT tracks contribution to return by currency management 

and reports that it has added over 20 basis points per year 

since inception. 

 

 

 

Recommendation 

TT Investment’s emerging markets product can be 

distinguished by a high alpha approach delivered by 

portfolios significantly different from the benchmark.  

Tracking error will tend to be high, ranging from 4% to 8%.   

 

The firm has the resource to actively hedge currency, 

which allows the team to select stocks on a pure local-

market basis and to hedge associated currency risk.  For 

instance, this allows the portfolio to express an active 

position in an exporter despite it being domiciled in a 

country with a deteriorating currency.  Currency is never 

allowed to contribute more than 10% of active risk. 

 

Verus recommends the TT International Emerging Markets 

Equity products for clients seeking a high active share, 

growth oriented emerging markets product.  This product 

may not be appropriate for clients uncomfortable with 

higher tracking error. 
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Next steps

January 25, 2017
CCCERA - EM Equity Search
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Next steps
— Finalists to present to the Board immediately following this presentation;

— Allocate $300mm to the PIMCO and $300mm to the TT strategies; and

— Authorize Staff to negotiate and the CEO to execute a contract with these investment managers

January 25, 2017
CCCERA - EM Equity Search
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Appendix I:
Search Book

January 25, 2017
CCCERA - EM Equity Search
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Notices & disclosures
Past performance is no guarantee of future results.   The information presented in this report is  provided pursuant to the contractual agreement (the “Contract”) by and 
between Contra Costa Employees’ Retirement Association (“Client”) and Verus Advisory, Inc. (“Company”). In the event of conflict between the terms of this disclosure 
and the Contract, the Contract shall take precedence. Client is an institutional counter-party and in no event should the information presented be relied upon by a retail 
investor. 

The information presented has been prepared by the Company from sources that it believes to be reliable and the Company has exercised all reasonable professional care 
in preparing the information presented. However, the Company cannot guarantee the accuracy of the information contained therein. The Company shall not be liable to 
Client or any third party for inaccuracy or in-authenticity of information obtained or received from third parties in the analysis or for any errors or omissions in content.  

The information presented does not purport to be all-inclusive nor does it contain all information that the Client may desire for its purposes. The information presented 
should be read in conjunction with any other material furnished by the Company. The Company will be available, upon request, to discuss the information presented in 
the report that Client may consider necessary, as well as any information needed to verify the accuracy of the information set forth therein, to the extent Company 
possesses the same or can acquire it without unreasonable effort or expense. Nothing contained therein is, or should be relied on as, a promise, representation, or 
guarantee as to future performance or a particular outcome. Even with portfolio diversification, asset allocation, and a long-term approach, investing involves risk of loss 
that the client should be prepared to bear.  

The material may include estimates, outlooks, projections and other “forward-looking statements.” Such statements can be identified by the use of terminology such as 
“believes,” “expects,” “may,” “will,” “should,” “anticipates,” or the negative of any of the foregoing or comparable terminology, or by discussion of strategy, or 
assumptions such as economic conditions underlying other statements. No assurance can be given that future results described or implied by any forward-looking 
information will be achieved. Actual events may differ significantly from those presented.  Investing entails risks, including possible loss of principal. Risk controls and 
models do not promise any level of performance or guarantee against loss of principal.

January 25, 2017

CCCERA - EM Equity Search
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Why TT International

High alpha specialist and advantage of Partnership structure

2

High-alpha specialist
 High-conviction equity and macro strategies designed to match investors’ objectives 

 Highly experienced style agnostic investors with strong sell discipline

 Limit available capacity to maximise chances of success

Independent
 Private partnership established in 1988 which now manages USD5.6bn1

 Consistently profitable and debt-free

 Equity a powerful recruitment, motivation and retention tool

Interests aligned
 Unlimited liability ownership directly aligns TT’s interests with those of investors

 Partners and staff also invest in TT products alongside clients

 Clear incentive to deliver 

1. Estimated AuM as at 31 December 2016



Client Base

TT’s clients are diverse in geography and constitution
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Split by Client Type

Total AuM (USDm)

31 December 2016

International Equity 1,666

UK Equity 720

Emerging Markets Equity 543

Pan European Equity 360

Global Equity 216

Eurozone Equity 185

Asia Equity 168

Europe ex UK Equity 155

Hedge Funds 1,605

Total AuM 5,578

Asset by strategy
1

Type

Split by Client Domicile

10%

16%

29%

45%

Asia Pacific

EMEA

UK

US

34%

23%

18%

13%

3%
2%1% Public Fund

Commingled Hedge Funds

Corporate Pension

Multi Manager

Sub-Advisory

Superannuation

Wealth Management

Other*Source: TT International. 
Asset are an estimate, subject to change

1. The TT International Fund’s investment in the TT Global Equity Fund is not double counted in total firm AuM
* Other client type category includes Sub-advised, Superannuations, Wealth Management Institutions and TT employee investments



TT Emerging Markets - Investment Philosophy
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Investment Philosophy

• Emerging Markets are structurally inefficient, principally because of:

– Insufficient analysis of the interplay between micro and macro factors

– Under researched nature of numerous Emerging Market companies

– Skewed index composition creates behavioural biases 

 Powerful secular growth opportunities exist in Emerging Markets, overlooked in traditional and 
quantitative strategies 

 Best returns are made by consistently investing in undervalued growth companies



TT Emerging Markets - Investment Approach
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Investment objective  Outperform MSCI Emerging Markets Index by 3% p.a. (gross of fees) over rolling 3-year periods

Investment approach

 Rigorous fundamental stock selection within a top-down framework

 High active share – typically >80%

 High conviction portfolio of typically 50-60 stocks

 Active currency management to manage risk and add alpha

Concentrated stock picking within a differentiated top-down framework



Performance
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Source: TT International | MSCI. Note: Performance figures are Gross of fees and are shown against the MSCI Emerging Markets Index.

Performance shown is to the 31 December 2016

Past performance is not necessarily indicative of future results and you may not retrieve your original investment

1.  The Batting Average measures the portfolios ability to generate alpha in up and down markets
Upside Capture Ratio = portfolio return / benchmark return when benchmark up (i.e. > 100% indicates outperformance in up markets)
Downside Capture Ratio = portfolio return / benchmark return when benchmark down (i.e. < 100% indicates outperformance in down markets

2. Capture Ratio = Upside Capture Ratio / Downside Capture Ratio (i.e. >100% indicates outperformance; the higher the number, the better)

5-year Information Ratio 1.05

TT Emerging Markets Composite Performance (USD) (%)

TT Index

Relative 

performance 

(geometric)

   1-year 19.6 11.6 +7.2

   3-years (ann.) 2.5 -2.2 +4.8

   5-years (ann.) 6.8 1.6 +5.1

   Cumulative 11.3 -13.0 +28.0

   Annualised 1.9 -2.4 +4.4

   Since inception (01-Apr-11) 

Benchmark up Benchmark down Total

Ahead months 22 22 44

Behind months 12 13 25

Batting Average 65% 63% 64%

Upside Capture Ratio 106%

Downside Capture Ratio 93%

Capture Ratio 114%

Batting Average (From Inception)1

Capture Ratios (From Inception)2



Asia

Duncan Robertson

Emerging Markets Team

China

Edward Choi

Korea / Taiwan

Sebastiaan de Bont

China

Marco Li

Investment Team

Lead Portfolio Manager

Niall Paul

LATAM / EMEA

Harry Thomas
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Co – Portfolio Manager

Robert James 



Investment Process Summary

- Systematic and repeatable process

- Rigorous fundamental stock selection within a top-down framework

Idea generation:

• Top-down linkage

• Focused research

• Free cash flow focus

Fundamental research:

• Valuation

• Verification

• Catalyst

• ESG

Bottom-up
process

Stock weightings :

• Expected return

• Downside risk

• Conviction

• Liquidity

• Thematic links

• Currency management

• Sell discipline

Portfolio
construction

Independent  Oversight: 

• Portfolio positioning

• Portfolio guidelines

• Weekly winners and 
losers review 

• Proprietary screen

• Currency management 

Risk
management

Macro thematic analysis:

Objective criteria
- Price momentum
- Earnings revisions
- Valuation

Subjective catalysts
- Liquidity
- Politics & Reform

Country allocation and 
framework for bottom-up 

analysis

Top-down
process

8



Current Portfolio Characteristics
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Source: TT International | MSCI | PAS | FinAnalytica Cognity | Bloomberg.

Characteristics shown as at 31 December 2016

TT Index

Value

P/E 11.9 11.8

Yield (%) 2.0 2.9

Price/Book 1.7 1.5

Growth

Historic earnings growth (%) 6.3 -3.2

Forecast earnings growth (%) 20.1 14.8

Forecast dividend growth (%) 15.0 11.3

Quality

Return on equity 14.7 12.8

Dividend cover 4.2 2.9

Risk

Tracking Error (%) 4.9

Active Share (%) 83.3

Beta 0.9 1.0

Weighted Average Market Cap (USDm) 47,578 48,573

Number of stocks 56 820

Percentage of portfolio in cash (%) 5.2

Portfolio Statistics

TT Index

>USD42bn 35.1% 26.5%

USD13bn-42bn 12.6% 29.8%

USD5bn-13bn 8.9% 24.7%

USD1bn-5bn 30.4% 19.0%

<USD1.0bn 13.0% 0.1%

Market Cap Breakdown (%)

2.3



Current Portfolio Positioning

Largest active country weights
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Source: TT International | MSCI. Note: Relative to MSCI Emerging Markets, as at 31 December 2016. 

* Countries where we hold an active position of between +0.5% and -0.5% have not been shown in the chart. This includes exposure to UAE, Indonesia, India, Egypt, Czech Republic, Hungary, Peru and Colombia
** Ukraine exposure is to Luxoft, a software company operating out of a number of East European countries
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Current Portfolio Positioning| Themes

Macro outlook -
Improving picture for 
selective EMs

 Trump - a source of volatility and potential mispricing

 Trade concerns are probably overdone

 EMs with improving economic fundamentals perform well in early stage US rate cycle

 US bond yields a focus but below 3% not problematic

 Overweight “reform” countries including Indonesia, Brazil, Vietnam, Pakistan and Argentina

Brazil & Argentina 
overweight

• Broad and ambitious reform agenda led by Temer and Macri administrations

• Infrastructure/ regulation and fiscal reform key drivers in both markets

• Economies  close to inflexion with inflation sharply declining

• Argentina’s bank credit to GDP just 14%, sovereign debt 17% GDP

India ST pain, LT gain

 Sweeping de-monetisation to broaden tax base and improve bancarisation 

 Powerful  demographics, consumer-led structural growth

 Quality companies compounding earnings

 Headroom for rapid interest rate cuts to spur consumer led loan growth. 

 Declining bond yields drives multiple re-rating

Linking top-down with 
bottom-up

 Target sectors benefiting from reform initiatives:  Infrastructure, real estate and regulated sectors

 Target sectors benefiting from long term secular growth:  Financial services, consumption and real estate

 Hedge unwanted FX risk



Current Portfolio Positioning

Stock & sector weights
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Source: TT International | MSCI. Note: Relative to MSCI Emerging Markets, as at 31 December 2016. 

TT Index
Active 

Position1

Consumer Staples 11.6 7.2 4.5

Industrials 9.7 5.8 4.0

Utilities 6.4 2.9 3.6

Consumer Discretionary 12.8 10.3 2.5

Real Estate 3.2 2.6 0.6

Health Care 2.5 2.5 0.0

Financials 22.2 24.4 -2.2

Information Technology 20.3 23.3 -2.9

Energy 4.7 7.9 -3.1

Materials 3.5 7.4 -3.8

Telecommunication Services 0.6 5.9 -5.3

Sector Weightings (%)

TT Index
Active 

Position1

Naspers 6.0 1.6 4.4

Tencent Holdings 3.5 -3.5

AIA Group 3.0 3.0

China Pacific Insurance 2.9 0.2 2.7

CIA Saneamento Do Parana 2.4 2.4

Luxoft Holding 2.4 2.4

Pampa Energia 2.3 2.3

Sberbank 3.1 0.8 2.3

Samsung Electronics 6.5 4.3 2.2

LG Corp 2.3 0.1 2.2

Top 10 Portfolio holdings (%)



Why TT for Emerging Markets Equity
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Disciplined and highly 
differentiated process

 Intrinsic link between top down and bottom up analysis - the core of our process

 Free cash flow focus 

 Active currency management 

High-alpha specialists
 Concentrated and high conviction portfolios with high active share

 Stable GEM team generating consistent top quartile performance

 Limited capacity

Firm structure
 Private partnership 

 Attraction and retention of exceptional talent

 Strong alignment of interests

Repeatable alpha



Appendix 1: Top-down & Bottom-up Process
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Investment Process | Top-down

15

Liquidity

Earnings
momentum

Politics / Reform

Relative 
valuations

Price  
momentum

Emerging 
Markets Country 

Allocation

Top-down analysis – directs resources to most promising areas

- Monthly meeting used to 
determine most 
attractive markets and 
identify the trouble spots

- Impacts currency 
positioning as well as 
cross sectional macro 
thematic trends

- Standardardised 
framework for discussion

- Proprietary macro 
models examine portfolio 
flows, current account 
changes and inflation 
trends

- The top-down never buys 
a stock

Currency 
outlook



Investment Process | Top-down

Asset allocation - Country selection decisions built within disciplined framework

Source: TT International | Bloomberg | MSCI | IBES 

ASSET ALLOCATION FORECAST - November 2016

1m Perf (USD %) 12m Perf (USD %)

ROE (%) Earnings 

Revisions 3m 

(Local)

12m EPS Growth P/ BV 12m Forward 

Best PE Ratio

Expensive/ Cheap 

relative to 10 year 

val mean

Real Rates*    (2 

Year  - Last 

inflation) %

Current Account/ 

GDP            %

Fiscal 

Balance/ GDP          

% 

DEVELOPED

Europe -3.3% -10.0% 6.8 2.7% 13.0% 1.7 14.1 -2% -0.8 3.2 -2.6 
Japan 1.6% 1.3% 7.0 0.9% 8.4% 1.3 13.2 -3% 0.1 3.6 -6.7 
Asia ex Japan -1.5% 4.0% 10.3 1.6% 12.6% 1.5 12.7 -18% 0.7 2.3 3.4 
U.K. -5.1% -13.8% 4.3 10.6% 17.2% 1.8 14.5 -3% -0.8 -5.7 -4.3 
U.S. -2.0% 2.1% 12.4 2.5% 12.4% 2.8 16.4 14% -1.0 -2.6 -3.1 
LATIN AMERICA

Argentina -0.8% 1.8% 12.0 -9.9% 31.1% 1.9 11.5 3% -14.3 -1.6 -0.5 
Brazil 13.7% 65.5% 2.8 5.1% 12.4% 1.7 13.5 -19% 3.3 -2.5 -8.2 
Chile 7.9% 11.8% 8.8 -0.3% 10.8% 1.6 15.3 36% 0.4 -2.1 4.6 
Colombia -1.4% 5.0% 6.4 7.8% 27.9% 1.3 11.1 -30% -0.1 -6.1 -3.1 
Mexico 4.8% -6.1% 12.1 3.3% 21.4% 2.6 17.6 -2% 2.7 -3.2 -3.5 
Peru -1.1% 29.0% 10.2 8.1% 19.3% 2.0 12.5 -31% 1.7 -4.3 -0.8 
EMERGING EUROPE & MIDDLE EAST

Czech 4.6% -9.6% 9.5 -4.6% -10.5% 1.3 14.5 -9% -1.2 1.4 -0.6 
Egypt 8.6% 17.0% 19.0 6.9% 23.8% 2.4 10.4 19% 0.7 -3.7 -4.5 
Greece 3.3% -42.5% 4.9 0.0% 29.4% 1.5 17.8 -1% 4.9 1.8 -7.5 
Hungary 5.8% 38.8% 4.0 5.2% 5.8% 1.6 11.4 13% 0.2 7.1 -1.6 
Nigeria -2.5% -40.8% 13.0 -0.6% 25.7% 1.2 7.7 -31% -2.7 -1.9 -2.6 
Poland 3.6% -13.6% 3.7 -0.8% 5.1% 1.1 11.5 -18% 2.0 0.3 -2.6 
Qatar -2.1% -10.8% 12.2 -2.3% 10.2% 1.8 11.8 -7% -0.5 8.2 3.9 
Romania -5.3% -3.9% 7.8 4.4% 9.1% 1.0 10.1 - 2.3 -1.1 -2.3 
Russia -0.2% 16.6% 9.8 8.5% 12.8% 0.9 6.1 -19% 2.2 4.1 -2.9 
Saudi Arabia 7.1% -15.6% 9.9 -1.1% 9.2% 1.4 12.1 -36% -0.2 -4.8 -2.1 
South Africa -1.4% -0.9% 15.7 -0.5% 23.7% 2.3 13.8 -4% 1.6 -3.1 -3.8 
Turkey -0.7% -8.4% 14.5 2.0% 15.9% 1.2 7.5 -25% 2.3 -4.1 -1.2 
UAE -4.3% -3.0% 13.4 3.5% 10.3% 1.7 11.0 37% 3.3 3.3 10.3 
EMERGING ASIA

China -2.0% -0.8% 12.0 1.0% 14.6% 1.5 11.7 -14% 0.5 2.4 -3.4 
Indonesia -0.1% 30.3% 16.2 3.6% 15.4% 2.9 16.1 -4% 3.3 -2.1 -1.9 
India -0.5% 2.7% 13.8 2.8% 21.4% 3.0 16.7 -4% 2.4 -0.8 -6.9 
Korea -3.9% 3.7% 8.8 4.6% 12.7% 0.9 9.8 -16% 0.2 7.9 -0.0 
Malaysia -0.6% 3.7% 9.7 -1.0% 8.1% 1.7 15.9 -7% 1.5 2.4 -3.2 
Pakistan -2.1% 5.3% 17.8 2.1% 11.7% 1.8 9.5 -32% -4.2 7.1 -3.0 
Philippines -3.3% -0.3% 13.2 1.1% 8.6% 2.6 17.5 0% 0.6 1.1 -0.9 
Taiwan 1.4% 14.3% 11.2 4.4% 11.0% 1.8 13.2 -26% 0.2 14.5 -0.3 
Thailand -2.5% 9.0% 11.5 2.8% 9.6% 2.0 14.1 6% 1.2 10.3 -3.0 
Vietnam -2.7% -5.2% 19.8 -1.9% 27.5% 4.1 16.2 42% 0.1 1.4 4.6 
GEM TOTAL 0.2% 6.8% 10.4% 1.9% 2.8%

PRICE MOMENTUM EARNINGS REVISIONS VALUATION LIQUIDITY
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Investment Process | Top-down/Bottom-up integration

Top-down Trends Research Focus

Inflation | Interest Rate Property | Financials | Long duration Assets

FX Domestic vs Export Exposure

Wages | Consumer Confidence Consumer Discretionary | Consumer Staples | Financials

PPI | CPI Industrials | Retail

Government Policy Property | Materials | Regulated Sectors

Second Wave | Global Trends Consumer Services | Private Education/Health Care | Travel & Leisure

Idea Generation

Top-down conclusions direct the bottom up research agenda

17



Investment Process | Bottom-up

Stock selection – rigorous fundamental research

18

Verification 

Confirm why pricing anomalies exist, using:

 Internal challenge – Stock ranking tool  

 Company visits

 Conventional and unconventional information sources

 Analysis of ESG factors & ESG monitor

Catalyst 

An ideal stock has bottom up and top down catalysts

 Top down catalyst examples:

 Political change and macro opportunities

 Bottom-up catalyst examples:

 Free Cash Flow inflection or changing use

 Earnings upgrades

 Corporate action / management change

Valuation 

Identify where pricing anomalies exist

 Determine price target that reflects ‘fair value’

 Apply most appropriate valuation method for each company/sector 

 Quantify absolute and relative mispricing 

 Identify where consensus is wrong

 Free Cash Flow analysis critical on all non-Financials



ESG Approach
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Investment Philosophy 
& ESG

• ESG factors are integral within the investment process

• ESG risks given equal parity to all other business risks, framed in context of shareholder value

• Negative risks focused on, but also positive traits conducive to growth in shareholder value

Internal Procedures

• ESG considerations integrated into Investment Case template

• ESG Committee (Investment, Risk, Compliance, Voting) meets monthly

• Proprietary scorecard to evaluate risks and direct further analysis

External Engagement

• TT are signatories to UN PRI

• Dedicated corporate actions and voting desk. Consistent independence of voting

• 3rd party providers of ESG analysis services engaged with selectively



E, S & G Considerations
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Environmental

 Primary focus is given to the risk that the environmental practices of the company may cause to shareholder value

 Positive traits of transparency of environmental disclosure and adherence to international standards – important 
hallmarks of good environmental practice

 Environmental issues considered dynamically – improvement can be a catalyst

Social 
 Our main focus is on how social factors can impact upon shareholder value.

 TT of strong view that a diverse management culture with strong respect for employees yields best corporate results 
– a positive trait  we look for

Governance

 The most consistent element of E,S,G that causes permanent loss of value to shareholders, our key focus

 Core risks relating to Governance consist of treatment of minority shareholders and veracity/quality of reported 
accounts/data

 Verification a key part of VVC process – this also relates to verifying the data available using a range of methods

 Independence of board, CEO/Chairman split, single class of shares, good disclosure – all positive traits that we seek

 Use of forensic accountants on portfolio on bi-annual basis

Votes ‘against’ – some 
examples

Lack of independence of board directors:

 Fila Korea (AGM 27/03/15); Yandex (AGM 21/05/14); Coca-Cola Icecek (AGM 15/4/14); Shoprite (AGM 28/10/13); 
Honhai (AGM 26/6/13); First Pacific (AGM 30/5/13); Shanghai Industrial (AGM 21/5/13)

Other significant votes:

 Fibra Terrafina  (EGM 7/04/16) - Abstained from supporting changes to management share option plan, 
adjustment to advisory fee

 China Galaxy Securities (EGM 26/03/15) - Resolution 1- Approve the new H share issue, we voted against this 
resolution due to the large discount, target subscribers and issue price



ESG Scorecard
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 Scores companies across 14 ESG metrics using Bloomberg data. Low scores and missing data are prompts for further work.

 High or low scores are never sufficient for conclusions. Quantitative analysis directs our questions, doesn’t give answers.

 There is no substitute for knowing our companies well and conducting our own deep ESG analysis as part of research.

 Our prime focus with regards to ESG factors is their impact on shareholder value. An improving ESG score, even from a very 
low base, could be a catalyst for us.

Source: TT International | Bloomberg



Investment Process | Bottom-up 

Stock selection – sell discipline

Sales prompted by VVC-ESG 
process

 Valuation – price target reached

 Verification – investment case changed

 Catalyst – failed to materialise or move price as expected if it did

 ESG – unexpected negative event

Selling is a key strength
 Objective decision making aided by stock ranking tool

 No passengers in the portfolio

Weekly winners and losers 
meeting

 Formal review of stocks that are damaging performance

 Weakened investment case and not overly discounted = CUT

 Investment case remains strong, price action unwarranted = BUY

Stock ranking tool

 Objective check

 EPS revisions consistent with Investment Case 

22



Appendix 2: Case Study & Rationale for EM
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Argentina Macro Checklist
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Our Macro checklist from March 2016

Data Notes Catalysts for PAM

Inflation

• Interest rates have been 
aggressively raised (35 day Lebac
rate to 37.5%).

• Pass through of FX deval to have big 
impact through 2016.

• Lack of adequate Kirchner-era 
statistics, new inflation index 
launched.

• Expectations that inflation would 
peak mid year, reaching 17% by 
2017.

• Reduced inflation would alleviate 
pressure on cost base and decrease 
PAM’s cost of capital.

• Reduced inflation creates more space 
for the government to proceed with 
absolutely vital utility tariff hikes.

FX
• Exchange controls have been 

removed, FX peg removed.
• Ratcheting of central bank rates 

contains scale of currency deval.
• FX stability  would improve investor 

appetite, provide certainty on costs.

Reform

• Government settled with debt hold-
outs. $16.5bn sovereign issuance.

• Fiscal consolidation process 
initiated.

• Huge adjustments to regulated 
prices, including electricity and gas 
tariffs.

• Potential to ignite multi-year 
period of capital markets activity.

• 15 years of underinvestment –
just $1bn FDI in 2015.

• Completion of RAB review and 
resetting of distribution and 
transmission tariffs.

• Argentina returning to MSCI Emerging 
Markets (review process begun)

Economic Activity

• Real GDP decelerating. 2.2% y/y by 
Q4 2015.

• Private consumption down to 1.1% 
y/y

• Expectation that consumption 
would be under pressure in 2016 
as fiscal and monetary policy 
tightened.

• Reacceleration of consumption and 
corporate activity as reforms start to 
work should increase  demand for 
utilities.
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Source: NOU Securities estimates | CAMMESA, Edenor

Argentina residential elect. cost and peers ($ cent/KWh)

Pampa Energia Attributable EBITDA ($m, TT)
Background

Pampa Energia is a vertically integrated Argentinian utility and energy company. Their assets include 52% stake in Edenor

(disco with 21% market share), 2.3 GW of generation capacity, 25% of Transener (90% of transmission share) and 2.3m 

cubic metres daily gas production. After over a decade of sub-economic returns caused by price controls, the new 

government headed by Mauricio Macri has initiated a process of resetting tariffs across the electricity and power sector 

to allow companies to make returns commensurate to their cost of capital. From Pampa’s perspective, the main reforms 

are the move to a Regulatory Asset Base compensation model for distribution (RABs, Reg WACC and other factors to be 

determined this year)  and transmission assets and resetting tariffs for ‘old’ generation capacity that did not fall under 

Kirchner’s emergency EnergiaPlus tariff. In addition to the regulatory reform, Pampa Energia has acquired Petrobras’s

controlling stake in Petrobras Argentina (PZE) which gives greater scale in oil and gas production as well as 1.1 GW of 

generating capacity. We see group attributable EBITDA increasing from $316m in 2016 (TT forecasts) to $1169m in 2019, 

due to both the significant price reforms and the PZE  acquisition.

Valuation
• Due to extreme shifts in regulation, valuing the company on current earnings is of limited insight. That said, the 

multiple of 4.5x 2017 EV/EBITDA (TT numbers) is not demanding.

• We value Pampa on normalised EBITDA in 2019. We take attributable EBITDA (adjusted for minorities in subsidiaries) 

to which we apply a conservative 5x EV/EBITDA multiple (only slightly above current levells) and discount back to 

end’17 using a 15% Ke (higher than regulatory WACC on RAB) to get a $50/ADR price target.

Verification

• Government commitment to the reforms is evidenced by their 185% initial tariff increase to end customers 

announced within weeks of coming to power. In addition they accelerated the full RAB review which wasn’t due until 

December. Residential prices remain far below LatAm peers.

• Management unwilling to raise equity for PZE acquisition – don’t want to dilute their 21% stake.

• In 1990s Edenor’s EBITDA was $350m vs $206m in 2015 – scope of profitability increase we foresee is not large in 

context of previous earnings power. Edenor distributes 40% more electricity than 1990s.

Catalysts

• Pampa is included in MSCI Argentina

• Government to confirm final timetable for implementation of new tariffs. Expected from 1st Feb.

• Successful RAB review (currently ongoing). WACC of 8.04% post tax in real USD good.

• Synergies at PZE; estimated 20-40% of PZE salary base.

• Dec 12th: start of public hearings for increase of tariffs at Transener.

• Adjustment to remuneration of ‘old’ generating assets – likely in 2017/8. Over 85% capacity is under ‘old’ 

compensation and this currently contributes just 10% of genco EBITDA.

• Further acquisitions – debt still < 1.7x ND/LTM-EBITDA post PZE (and much lower using forward metrics)

• Greenfield growth; recently won 300MW gas auction, 100MW wind. Exceptional returns: 18% real $ equity IRR.

• Upside to Argentina local gas prices based on import parity ($7/MMBTU) 

Pampa Energia

Investment Case Summary
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Cheap Valuations

Positive earnings

Supportive liquidity

Compelling entry point for EM as a whole…

26

Aggregate earnings revisions for GEM

Emerging Markets flows turning positive 

Low trailing valuation (P/B) in comparison to 10y history

• Supportive valuations 

• ROE’s are improving

• Dividends growing

• Earnings accelerating

• Global PMI’s expanding

• Currencies stabilising

• EM yields too high

• Flows accelerating



…Particularly for the Horizon markets

Relative GDP growth correlates to superior outperformance
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Source: UN and US Census Bureau | IMF

* “Young EM” is defined as the average of India, Philippines, Mexico, Indonesia and Turkey - 17.5% of the  MSCI EM index
* “Big EM” is defined as the average of South Africa, Korea, Taiwan, Russia, China and Brasil – 71.5% of the MSCI EM index

Annual GDP growth of “Young EM” vs “Big EM” vs G7* 
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Appendix 3: Portfolio Construction
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Investment Process | Risk Management 

29

- Dynamic and interactive approach to risk management

- Collaborative approach, using TT’s highly skilled risk team

Monitors risk:

• Daily risk analysis and reporting (FinAnalytica / UBS PAS)
• Quantitative risk analysis – risk engineering and stress testing of 

portfolios
• Informal regular and formal weekly meeting with portfolio 

managers to discuss portfolio construction and risk distribution
• Target of measures 
• Trend of risk over time

Risk Management Team

Ensures portfolio conforms to risk parameters:

• Exposure/active share by
- Country – max 50% of total TE
- Sector – max 50% of total TE
- Stock – max 10% of total TE
- FX – max 10% of total TE

• Liquidity
• Concentrations
• Position size vs. downside risk
• Risk matches conviction and alpha target

Continuously re-evaluate investment case

Investment Team



Investment Process | Currency Management
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FX in Asset Allocation 
Process

 Currency views assessed as part of the asset allocation process

 A variety of macro and technical factors used to examine the relative attractiveness of currencies 
versus the dollar

 This helps inform judgement on stocks and markets

FX in Risk Management 
Process

 Identify ‘risk currencies’ traded to help manage the beta of the portfolio

FX Parameters

 No more than 10% of tracking error of the fund

 No naked short positions on currencies

 Conventional FX forwards (South African Rand, Turkish Lira, Mexico Peso) or NDFs (Russian Ruble, 
Indian Rupee, Brazil Real)

FX in Stock Selection
 Enhances purity of bottom-up company analysis

 Analysts know currency dealt with independently

 Avoids weighing trade-offs between upside in local terms and downside on FX loss

Active currency management to manage risk and add alpha



Appendix 4: Historical Characteristics, Risk &
Performance Attribution
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Consistent Core Investment Style
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Source: TT International | MSCI | PAS | FinAnalytica Cognity | Bloomberg.

Growth at attractive valuation

TT MSCI EM TT MSCI EM TT MSCI EM TT MSCI EM TT MSCI EM

Value

P/E (12m forward) 10.2 11.1 11.8 11.9 9.0 10.1 8.0 10.4 8.2 10.4

Yield (%) 2.8 3.2 2.4 2.9 2.8 3.0 3.2 2.9 2.9 3.0

Price/Book 1.3 1.2 1.7 1.5 1.6 1.5 1.5 1.6 1.4 1.7

Growth

Historic earnings growth (%) 2.3 -2.9 5.3 0.9 14.7 9.2 5.1 4.9 16.0 10.6

Forecast earnings growth (%) 11.0 4.1 16.4 8.3 20.9 9.7 20.1 13.7 15.3 10.1

Forecast dividend growth (%) 11.1 3.9 17.6 6.9 13.5 5.9 8.8 7.8 17.4 10.8

Quality

Return on equity 13.4 11.1 13.9 12.4 18.0 14.2 18.6 15.7 17.1 16.9

Dividend cover 3.5 2.8 3.5 2.9 3.9 3.3 3.9 3.3 4.2 3.2

Debt/Equity ratio 21.4 30.0 45.6 31.7 31.2 32.5 32.5 29.4 26.5 27.4

Risk

Tracking Error (%) 6.0 4.4 4.1 4.4 4.8

Active Share (%) 85.3 85.7 81.4 82.8 79.1

Beta 0.93 1.00 0.94 1.00 0.94 1.00 0.94 1.00 1.02 1.00

Weighted avg market cap (USDm) 35,771 44,830 43,308 54,527 34,901 42,716 32,743 36,089 36,481 35,252

Number of stocks 61 821 60 836 63 808 58 807 57 810

Q1 2012

Portfolio Statistics

Q1 2016 Q1 2015 Q1 2014 Q1 2013



Current Portfolio Risk Summary
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Source: TT International | MSCI | FinAnalytica Cognity.

Characteristics shown as at 31 December 2016

Number of stocks Tracking error (%) Beta Active share (%)
Stock specific risk 

(%)
Systematic risk (%) Cash levels (%)

Current 56 4.9 0.86 83.3 72.7 27.3 2.3

Typical range 50-60 4.0-8.0 0.8-1.2 >80% 60-80 20-40 0-10

Portfolio characteristics

Sector Active position Tracking error 

Financials -2.3 18.1

Utilities 3.4 11.7

Information Technology -2.9 11.6

Industrials 3.9 10.3

Consumer Staples 2.3 9.0

Materials -3.9 8.8

Consumer Discretionary 4.1 8.5

Energy -3.1 8.1

Telecommunication Services -5.2 5.9

Health Care 0.0 2.8

Real Estate 0.6 2.1

Top 10 risk – sectors (%)

Stock Active position Tracking error 

Pampa Energia 2.2 7.2

Ecorodovias Infra 1.7 5.6

Alpha Bank 1.2 4.1

Luxoft Holding 2.4 3.7

Cia Saneamento Do Parana 2.4 3.5

X 5 Retail Group 2.0 3.2

Banco Macro 1.3 2.6

Dish Tv India 1.3 2.4

Adecoagro 1.5 2.4

Cosan 1.5 2.3

Top 10 risk – held stocks (%)
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Attribution

5-years to 31 December 2016

Source: TT International. 

1. Country breakdown displays the top / bottom 5  Benchmark country level contributors to and detractors from performance, and aggregates the remaining countries as Rest of the World

Asset 

Weighting

Security 

selection

Currency 

effect

Value 

added

Total Portfolio 6.4 16.6 3.6 28.6

Equity 5.3 16.7 1.3 24.5

Top/Bottom 5 EM Countries 2.7 8.8 -1.8 9.8

Mexico 0.0 3.2 0.2 3.4

Turkey 0.7 2.0 0.3 3.0

Indonesia 0.3 2.4 0.1 2.9

Russia 0.0 3.4 -0.8 2.5

Korea 0.5 2.6 -0.8 2.3

Brazil 0.5 -0.7 0.1 0.0

Hungary -0.2 -0.1 0.0 -0.2

India 0.0 -0.5 0.0 -0.5

Taiwan -0.9 -0.6 -0.4 -1.8

China 1.6 -3.1 -0.6 -2.0

Rest of the World 2.5 7.2 3.1 13.4

FX & Cash 1.4 0.0 2.0 3.4

Countries (%)1

Value added

Total Portfolio 28.6

Equities 24.5

Financials 11.1

Consumer Staples 4.1

Industrials 3.7

Utilities 3.0

Health Care 2.1

Consumer Discretionary 1.6

Telecommunication Services 1.3

Index Futures / ETFs 0.7

Real Estate 0.0

Materials -0.5

Energy -2.0

Information Technology -2.3

FX & Cash 3.4

Sectors (%)



Appendix 5: Terms and Capacity Analysis
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Separate Account

Standard schedule CCCERA proposal

Assets USDm
Fee 

(bps)
USDm

Fee 

(bps)

First 50 85 100 75

Next 50 80 100 70

Next 200 75

Thereafter 70 65

Management Fee Proposal

Standard schedule CCCERA proposal

Assets USDm
Fee 

(bps)
USDm

Fee 

(bps)

First 50 80 100 70

Next 50 75 100 65

Next 200 70

Thereafter 65 60

Pooled Fund
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Cayman Pooled Fund

Fund Name TT Emerging Markets Opportunities Fund

Inception September 2014

Base Currency USD

Administrator Centaur

Auditor Deloitte & Touche

Liquidity Monthly

Operating Expenses 50bps max (currently 31bps)

Preliminary Charge* Up to 40bps max (charged by fund to cover cost of investment)

Eligible Investor
Domicile

Include US Persons as defined by the Offering Memorandum.

Please note we now also offer a separate Cayman ERISA Fund for qualifying 
investors. Information available upon request. 

*The Fund will bear the cost of investment for all subscriptions less than 20% of fund NAV. For all investments over this threshold, the actual cost of trading will be charged up to a limit of 40bps  

Cayman Fund Terms



Capacity Analysis

Source: TT International | Bloomberg. Analysis carried out as at August 2016

Methodology
• Analysis assumes $2bn in core GEM strategy and $1bn in EM Unconstrained strategy 
• The analysis models a simultaneous “sell all” order for every position held in the portfolio.
• The initial market value held in each position is based on actual current portfolio holding weights multiplied by hypothetical stated NAV 
• The analysis assumes the market value in each position reduces by 33% of its 30 day average daily traded volume multiplied by current USD price each day until the remaining 

market value held is zero.
• For each day after the sell order, the remaining aggregate market value of the portfolio is subtracted from and then divided by the initial portfolio NAV to calculate the proportion 

of the portfolio that has been liquidated.  ( %Portfolio Liquidated = [Initial NAV – sum(MV at day T)] / Initial NAV  )

$3bn Assets under management
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Appendix 6: Organisational Chart, Bios
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Organisational overview

16 partners, 7 LLP partners* and 78 employees

Note:  This functional organisational chart excludes persons on long term absence or garden leave . * 10 LLP Partners – 3 of whom are also ULP Partners

Tim Tacchi, Senior Partner

Chief Investment Officer

David Burnett, Partner

Senior Business Advisor

Austin Allison, Partner

General Counsel

Eric MacKay, Partner

Risk, Legal & Compliance

Risk & Performance (4)
Legal (3)
Compliance (4)

Risk, Legal & Compliance (11) 

Equities (5)
Nick Carlon
Sydney Chin (HK)
Will Hunter*
Tony Moorhouse, Partner
Arnold Singaram, Partner (HK)

Macro (1)
Mark Waite

Treasury (1)
Ian Campbell 

Trading & Treasury (7)

Matt Mason, Partner (HK)
Andrew Baker
Carla Bakker
Greg Cassano (NY)
Charlie Escott
Laura Esposito (NY)
Jason Hill
Tom Lough
Tancredi Micangeli
Jo Peck
Charlotte Roden
Tia Rowe
Molly Sodeinde
David Woolfenden

Marketing/Client Services (14)
Brett Darke, Partner
Adrienne Giliomee, Partner
Robert James, Partner
Niall Paul, Partner
Martin Pluck, Partner
Andy Raikes, Partner
Dean Smith, Partner

Ideas Factory (17)

Sebastiaan de Bont (HK)
Edward Choi (HK)
Daniel Hobster
Bernie Huepfl
Mike Jennings
Marco Li (HK)
David Mitchinson
Ben Ridley
Duncan Robertson (HK)
Harry Thomas

Mustafa Akay
Edward Cooper
Saurabh Goel
David Grimbley*
John Hobson*
Alex Hugh
Jeremy Ip (HK)
Vikram Kumar*
Shyam Kumar (NY)
Jack Miller

Hedge Funds  (10)

Graham Barr, Partner

Liz Thynne

HR HR Advisor

Averil Hamilton (C)

(7)

Middle  Office & Portfolio Admin

(8)

IT

(9)

Administration 

(6)

Post-trade Processes  & Change Management

(3)

Finance

Chief Financial Officer

Ian Lloyd, Partner

Operations & IT
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Biographies

TT Emerging Markets Team
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Niall Paul
Partner
Head of Emerging Markets
Lead Portfolio Manager

2010–
1999–2010
1994–1998

TT International
Aviva Investors | CIO, Equities & Deputy CEO, Head of Emerging Markets
Foreign & Colonial | Fund Manager, Latin America

Education: 1990–1993 University of Liverpool, BEng (Hons)

Robert James, CFA, PhD
Partner
Co-Portfolio Manager 
Emerging Markets | LATAM | EMEA

Education:

2011–
2009–2010 
2007–2009 
2005–2007 

2000–2004
1999–2000
1996–1999

TT International
Pictet Asset Management | Head of Latin America
Pictet Asset Management | Senior Portfolio Manager, Emerging Markets
Pictet Asset Management | Sector Analyst, Energy and Materials

University of East Anglia, PhD in Development
University of East Anglia, MA (Distinction) Rural Development
Oxford University, BA (Hons) Experimental Psychology

Sebastiaan de Bont, CFA
Portfolio Manager
Emerging Markets | Asia

2010–
2007–2010   
2000–2007   
1999–2000 

TT International
Fideuram Asset Management | Head of Emerging Markets
Robeco Asset Management | Senior Portfolio manager, Emerging Markets
Robeco Direct | Wealth Management Advisor

Education: 1994–2000 Erasmus University, Rotterdam, MSc in Business Economics

Harry Thomas
Senior Analyst
Emerging Markets

2012–
2008–2012

TT International
UBS Investment Bank | Emerging EMEA Equity Team

Education: 2005–2008 Oxford University, BA (Hons) in Philosophy, Politics and Economics



Biographies

TT Emerging Markets Team
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Marco Li, CFA
Senior Analyst, Asia

2013–
2004–2013

TT International
Manulife Asset Management| Asian Equity Team

Education: 2000–2004 Wilfrid Laurier University BBA (Hons) 

Duncan Robertson, CFA
Portfolio Manager, Asia

2014–
2005–2013   

TT International
Universities Superannuation Scheme | Senior Portfolio Manager, GEM

Education: 2000–2003 University of Bristol, BSC (Hons), Economics and Finance

Edward Choi, CFA
Senior Analyst, Asia

2015–
2011–2013
2008-2011
2005-2008

TT International
Bain Capital | Associate, Investment Team, Greater China 
Entropy Ventures | Senior Associate
McKinsey & Company | Business Analyst, Greater China 

Education: 2013-2014
2001–2005    

Kellogg School of Management, Northwestern University, MBA
Cornell University, BSc, Engineering; BA, Economics



Biographies

Eric Mackay
Partner,
Head of Compliance, Legal & Risk

2013–
1999-2012
1997-1999
1997-1997
1995-1996
1990-1995

TT International
F&C Asset Management plc | Chief Risk Officer
Working and travelling in Australia and South East Asia
Dundas & Wilson W.S. | Assistant to Finance Director
CR Smith Glaziers | Sales
Standard Life Assurance Company | Senior Administrator

Graeme Bartlett, CFA
Senior Risk Manager

2010–
2007–2010 

TT International
Fidelity International | Performance Analyst

Education: 2002–2006 University of Cambridge, MA, MEng Mechanical Engineering

Michael Jennings
Investment Strategy

2014–
2008–2013
2001–2007
1989–2001

TT International
Premier Asset Management | Head of Global Equities | CIO
Aviva Investors | Senior Fund Manager | Head of Global Equities
Sarasin Investment Management | Director & Senior Global Equity Manager

Education: 1985–1989 Oxford Brookes University, BA (Hons)
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Greg Cassano
Institutional Relationship Manager –
US Public Funds

2016–
2008–2016
2003–2008
2000–2003

TT International
First Eagle Investment Management | Senior Vice President
Goldman Sachs Asset Management | Vice President
Alliance Bernstein | Senior Associate

Education: 1995–1999 University of Scranton, BSc, Marketing



Disclosures

See specific Country disclosures depending upon your geographic location

This document is issued by TT International, authorised and regulated in the United Kingdom by the Financial Conduct Authority to carry on investment business. This document is restricted in delivery to 
qualified institutional investors as defined in the legislation of the relevant country: that is to say individual, corporate or other institutional investors who regularly buy and sell securities in the course of a 
business. The opinions given in this document are not intended to be advice and may not be relied upon as such.

The information herein does not constitute an offer of shares in any Fund. Any person considering an investment in a TT Fund should consult the relevant Fund’s Offering Documentation.

Prospective clients are advised that investment in the Funds carry a high degree of risk. Past performance is not indicative of future results and investors may not retrieve their original investment.  Net asset 
value of the portfolios will fluctuate with market conditions which includes fluctuations in currency markets. Neither TT International nor TT International Hedge Funds SPC can guarantee that it will achieve 
the objectives set out for the Funds. 

The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of any financial instruments or 
products or indices.  None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied 
on as such. Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and 
the user of this information assumes the entire risk of any use made of this information.  MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI 
information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, 
merchantability and fitness for a particular purpose) with respect to this information.  Without limiting any of the foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, 
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. (www.msci.com)
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Disclosures

Country specific disclosures

USA
The shares have not been and will not be registered under the United States Securities Act of 1933, as amended (“the 1933 Act”) or the securities laws of any of the states of the United States, nor is such registration contemplated. The 
shares may not be offered, sold or delivered directly or indirectly in the United States or to or for the account or benefit of any “US Person” except pursuant to an exemption from, or in a transaction not subject to, the registration 
requirements of the 1933 Act and any applicable state laws.

The Shares are being offered outside the United States pursuant to an exemption from registration under Regulation S under the 1933 Act and inside the United States in reliance on Regulation D promulgated under the 1933 Act and 
Section 4(2) thereof.

There is no public market for the Shares and no such market is expected to develop in the future. The Shares offered hereby are subject to restrictions on transferability and resale and may not be transferred or resold except as 
permitted under the 1933 Act and applicable state securities laws pursuant to registration or exemption therefrom.

The Fund has not been and will not be registered under the United States Investment Company Act of 1940, as amended (the “1940 Act”) pursuant to the provisions of Section 3( c) (7) of the 1940 Act, which excludes from the definition 
of “investment company” a privately offered fund that is organised outside the US and those US Person security holders consist exclusively of “qualified purchasers”, as defined in Section 2(a)(51) of the 1940 Act.

The Fund may arrange or permit the private placement in the United States of a portion of the Shares under the exemption provided by Section 4(2) of the 1933 Act and Regulation D promulgated thereunder to US Persons that are 
“accredited investors” (as defined in Rule 501(a) of Regulation D under the 1933 Act) and “qualified purchasers” (as defined in Section 2(a)(51) of the 1940 Act), under restrictions and other circumstances designed to preclude a 
distribution that would otherwise require registration of the Shares under the 1933 Act, cause the Fund to become subject to the registration requirements of the 1940 Act, oblige the Fund or the Investment manager to comply with 
requirements under the united States Commodity Exchange Act, or cause the assets of the Fund to be “plan assets” for the purposes of the United States Employee Retirement Income Security Act of 1974, as amended (“ERISA”), 
including presentation by such investors, prior to the delivery to them of Shares, of subscription documentation containing specified representations and agreements.

The Fund will not accept any subscriptions from investors that are employee benefit plans subject to Title 1 of ERISA, certain tax qualified plans subject to Section 4975 of the United States Internal Revenue Code of 1986, as amended, 
or other entities deemed to hold assets of such plans (together, “Benefit Plans”) if after such subscription the Shares of any class held by Benefit Plans would be 25 per cent or more of the total outstanding Shares of that class. If the 
Shares of any class held by Benefit Plans were to exceed this 25 per cent limit, the Fund’s assets might be considered “plan assets” under ERISA, which could result in adverse consequences to the Fund, the Investment Manager and the 
fiduciaries of the Benefit Plans.

Canada

This document does not constitute an offer to sell or issue, or an invitation to subscribe for, or solicitation of an offer to buy or subscribe for shares to any person in any jurisdiction to whom it is unlawful to make such offer, invitation 

or solicitation. In particular, this document must not be issued or distributed, directly or indirectly, in or into, Canada, or issued or distributed to, or by any national, resident or citizen of Canada. Accordingly, no shares may be offered or 
sold, directly or indirectly, in, or into, Canada, or in any other country, territory or possession where to do so may contravene local securities laws or regulations. This document and any shares have not been, and will not be, registered 
under any province or territory of Canada, and they may not be offered or sold, directly or indirectly, within Canada, or to or for the account or benefit of any national, citizen or resident of Canada.
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Investor Contacts

46

Investor 
contacts:

www.ttint.com

TT International (London):

62, Threadneedle Street
London, EC2R 8HP

TT International (U.S.):

400 Madison Avenue
Suite 8-A
New York, NY 10017

TT International (Hong Kong):

20/F
18 on Lan Street
Central, Hong Kong

Laura
Esposito
+1 212 303  9195
espositol@ttint.com

Matt 
Mason
+852 3476 6220
masonm@ttint.com

Carla
Bakker
+44 20 7509 1216
bakkerc@ttint.com

Greg
Cassano
+1 212 838 5107
cassanog@ttint.com

David
Woolfenden
+44 20 7509 1192
woolfendend@ttint.com

Molly
Sodeinde
+44 20 7509 1188
sodeindem@ttint.com
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Blue Capital Management and Bain & 

Company. She has 18 years of 

investment experience and holds an MBA 

from Stanford University Graduate 

School of Business and an 

undergraduate degree from the Wharton 

School of the University of Pennsylvania. 

Ms. King is an executive vice president, 

head of the U.S. public client practice and 

an account manager in the Newport 

Beach office, focusing on institutional 

investors within the public sector. 

Previously at PIMCO, she worked with a 

variety of institutional client types and 

headed the U.S. corporate client practice. 

Additionally, she led the firm’s global 

recruiting function as part of PIMCO’s 

business management group and 

worked on a variety of talent 

management initiatives. She currently 

serves on the steering committee for 

PIMCO’s global inclusion, diversity and 

culture initiative. Prior to joining PIMCO 

in 2001, she was with Morgan Stanley, 

 

 

capital market assumptions, new asset 

class opinions, alternative investments, 

portfolio processes and spending 

policies. He is co-author of "The 

Fundamental Index: A Better Way to 

Invest," published in 2008, and holds a 

bachelor's degree in finance from the 

University of Arizona. 

Mr. West is a partner and head of client 

strategies at Research Affiliates, a 

subadvisor to PIMCO. He is responsible 

for product management and for 

spearheading various client service 

initiatives. He also has primary 

responsibility for external communication 

of the firm’s global tactical asset 

allocation strategy. Before joining 

Research Affiliates, Mr. West was a vice 

president and senior consultant at Wurts 

& Associates (now called Verus) and 

managed the firm's overall research 

effort, including the development of 

Mr. Leadbetter is a product specialist for 

Research Affiliates Equity (RAE) 

strategies. In this role, he helps 

institutional asset owners and 

consultants understand the RAE 

methodology and the potential role of 

smart-beta-based strategies in portfolios. 

Prior to joining Research Affiliates, Mr. 

Leadbetter worked as a private client 

manager at AllianceBernstein. He was 

also previously an institutional sales 

associate at A.G. Edwards and a 

retirement specialist at Merrill Lynch. He 

holds a bachelor's degree in history from 

the University of Michigan and an MBA 

from the Anderson School of 

Management at UCLA.  

Ms. Talcott is a vice president and 

account manager in the Newport Beach 

office, focusing on institutional client 

servicing. Prior to joining PIMCO in 2012, 

she was director of communications and 

outreach for Harvard Kennedy School’s 

Belfer Center for Science and 

International Affairs, a research center 

that focuses on topics ranging from 

international security to energy policy. 

Previously, she was a business reporter 

for the Boston Globe, where she covered 

the banking and insurance sectors. She 

holds an MBA from MIT Sloan School of 

Management and received an 

undergraduate degree from 

Northwestern University. 
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Systematic strategies often have the same investment objectives as traditional active but adhere 

to unemotional, rules-based investment processes   

 

Refer to Appendix for additional investment strategy and risk information. 

long_short_equity_phil_10 

Systematic Equity  Traditional Active Equity 

Stock selection  
Model that incorporates quantitative analysis of 

fundamentals Team of analysts performing bottom-up research  

Security weighting and  

buy/sell decisions 

Rules-based process  that does not rely on 

human behavior Judgment of portfolio manager  

Diversification 
Typically broadly diversified and economically 

representative 

Typically concentrated with higher levels of stock-

specific risk 

Risk factor exposure Factor exposures are intentional and transparent 
Performance driven by idiosyncratic risk as well as 

less transparent factor exposures 

Fees Tend to be lower fee Tend to be higher fee 
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‘09 

PIMCO has partnered with Research Affiliates on equity strategies since 2005 

 About Research Affiliates Systematic Equity Strategies: 

• Founded by Rob Arnott and Jason Hsu in 2002 

• Industry thought leaders with over 330 

published pieces of content 

• $170 billion in assets are managed using 

investment strategies developed by  

Research Affiliates 

 
• Potential to achieve superior performance over 

traditional cap-weighted indices 

• Seeks to preserve the benefits of passive investing 

including broad market exposure, diversification, 

liquidity and low-turnover 

• Disciplined, rules-based approach to  

“buy low/sell high” 

‘05 ‘06 ‘07 ‘08 ‘10 ‘11 ‘12 ‘13 ‘15 ‘14 

RAE  

Fundamental 

PIMCO RAE  

Fundamental PLUS 

“Fundamental 

Indexation” 

Published in FAJ 

PIMCO RAE Fundamental 

Advantage PLUS 

PIMCO RAE  

Worldwide 

Long/Short 

PIMCO RAE  

Low Volatility 

As of 31 December 2016 

SOURCE: PIMCO, Research Affiliates 

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

RAE_fundamental_phil_body 

‘16 

PIMCO RAE  

Income 
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RAE RESEARCH AND INVESTMENT MANAGEMENT TEAM 

Equity Research Team, 4 members 

Vitali Kalesnik, Ph.D., Partner, Head of Equity Research 

• Engin Kose, Ph.D. 

• Noah Beck 

• Mark Clements, Ph.D. 

 

• Responsible for the initiation of and ongoing research 

aimed at enhancing RAE 

• Thorough testing of research to ensure robustness across 

all regions and markets 

Investment Management Team, 19 members 

Feifei Li, Ph.D., Partner, Head of Investment Management 

• Tzee Man Chow 

• Stephen Lee, CFA 

• Chris Ariza, Ph.D. 

 

• Focused on process of incorporating research into RAE and 

constructing portfolios  

• Evaluates trading costs, interaction with existing investment 

guidelines and portfolio impact 

Refer to Appendix for additional investment strategy and risk information.  

Rob Arnott, RAE Portfolio Manager  

Research Affiliates Chairman  

Chris Brightman, RAE Portfolio Manager  

Research Affiliates Chief Investment 

Officer 
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Rob Arnott  

Chairman & CEO  

 

Shane Shepherd Partner, Head of Macro Research 

• 4-person team 

Michael Aked Director, Head of Asset Allocation 

• 4-person team 

 

Asset Allocation Research (8) 

Chris Brightman 

Partner & CIO 

Katrina Sherrerd 

President & COO 

John West 

Partner & Head of Client 

Strategies 

Investment & Research(23) 

Vitali Kalesnik Partner, Head of Equity Research 

• 4-person team  

 

Feifei Li Partner, Head of Investment Management 

• 19-person team 

 

Client Facing Americas, EMEA & Asia ex-China (15) 

John West Partner, Head of Client Strategies 

• 12-person team 

 

 

Charles Aram Partner, Head of EMEA 

• 3-person team 

 

 

Research Affiliates 

Leadership 

Jason Hsu 

Vice Chairman & Advisor; 

Chairman & CIO, Rayliant 

Global Advisors 
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• In the short term stock prices 

deviate from “fair value” 

but over time revert back 

towards it 

 

• Investors can profit from this 

mean reverting pattern, by 

systematically trading 

against the market 

 

• This involves buying stocks 

that have underperformed 

(hence becoming cheaper 

and better value), while 

selling those that are 

popular (and hence 

expensive and over-priced) 

SOURCE: Research Affiliates 

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

Fair value 

S
to

ck
 P

ri
ce

 

Mis-pricings due to short-

term market inefficiencies  
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RAE Fundamental Methodology 

Sales 

1 

Dividends 

3 

Book Value 

4 

Cash flow 

2 

Select and weight stocks by 

non-price measures of 

company size  

 

Incorporate quantitative 

enhancements to improve 

portfolio returns 

Rebalance the portfolio back 

to fundamental weights, 

contra-trading against recent 

price movements 

Quality 

1 

Style Diversification 

3 

Size Diversification 

4 

Momentum 

2 
Rebalance 

SOURCE: Research Affiliates 

Refer to Appendix for additional investment strategy, and risk information. 
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As of 31 December 2016 

Performance net of fees 

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

rae_comp_summary_core_vs_value 

PIMCO RAE 

Fundamental US 

Composite

PIMCO RAE 

Fundamental US 

Small Composite

PIMCO RAE 

Fundamental Int'l 

Composite

PIMCO RAE 

Fundamental 

Emerging Markets 

Composite

PIMCO RAE 

Fundamental Global 

Composite

PIMCO RAE 

Fundamental Global 

ex-US Composite

Inception date 31 Dec '04 30 Sep '05 30 Jun '05 31 May '06 31 Dec '09 28 Feb '10

Composite vs. core 

benchmark 

monthly rolling 

5-year periods  

outperformance

87% 76% 92% 74% 96% 96%

Core benchmark S&P 500 Russell 2000 MSCI EAFE MSCI EM MSCI All Country World MSCI AC World ex-US

Value benchmark Russell 1000 Value Russell 2000 Value MSCI EAFE Value MSCI EM Value MSCI ACWI Value
MSCI ACWI ex 

USA Value

0.70 0.67

1.38

1.90

0.96
1.101.06 1.03

2.01
1.91

1.58
1.72

0.0

0.5

1.0

1.5

2.0

2.5

E
xc

e
ss

 r
e
tu

rn
 (

%
)

Since inception annualized excess return (after fees) Excess return vs. core index

Excess return vs. value index
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As of 31 December 2016 

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

Performance presented prior to June 2015 represents the historical track record of the sub-adviser and should not be interpreted as the actual historical performance of PIMCO. PIMCO has adhered to the 

performance record portability requirements outlined in the GIPS standards in regard to the presentation and linking of this performance track record.  

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

retu_cons_1582_3418 

(Inception: 31 

May '06)
10 yrs. 5 yrs. 3 yrs. 1 yr. 

Before fees (%) 6.23 4.37 3.33 0.64 33.62

n After fees (%) 5.65 3.78 2.85 0.13 32.72

n MSCI Emerging Markets Index (%) 3.75 1.84 1.28 -2.55 11.19

n MSCI EM Value Index (%) 3.74 1.97 -0.27 -3.54 14.90

After fees alpha vs. core index (bps) 190 194 157 268 2,153

After fees alpha vs. value index (bps) 191 181 312 367 1,782

-10

-5

0

5

10

15

20

25

30

35

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

R
e
tu

rn
s 

(%
)

Periods ended 31 Dec '16
PIMCO RAE Fundamental Emerging Markets Composite performance 
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Past performance is not a guarantee or a reliable indicator of future results.  

SOURCE: Research Affiliates based on data from MSCI, Bloomberg & Barclays. 

The figure shows the average subsequent five-year returns of the 24 non-overlapping instances in which a country's Shiller P/E drops below 10. The five-year (60-month) span begins in the month 

immediately after the Shiller P/E ratio drops below 10, and the next 60-month span does not begin until the Shiller P/E drops again below 10 after the completion of the first 60-month span. The 60-

month spans of each individual country do not overlap, and no scenarios exist in the data sample of a country's equity market perpetually trading below 10.  
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Copy of 1cs_rae_fundamental_review_16 

As of 31 December 2016 

The representative account information presented is provided as supplemental information to the PIMCO RAE Fundamental Emerging Markets Composite performance presentation included in the Appendix 

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

1.5

0.8

0.5

0.7

0.9

1.1

1.3

1.5

1.7

MSCI EM RAE Fundamental EM

Price-to-book ratio

1.2

0.6

0.0

0.2

0.4

0.6

0.8

1.0

1.2

1.4

MSCI EM RAE Fundamental EM

Price-to-sales ratio

2.6%

2.9%

1.5%

2.0%

2.5%

3.0%

MSCI EM RAE Fundamental EM

Dividend yield

13.4

9.9

0.0

2.0

4.0

6.0

8.0

10.0

12.0

14.0

16.0

MSCI EM RAE Fundamental EM

Trailing 12-month price-to-earnings ratio
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We believe RAE EM is a compelling solution for CCCERA for the following reasons: 

• Potential to deliver excess returns, while maintaining broad representation and liquidity benefits 

• Strong and consistent track record of outperformance 

• Complements traditional active management in portfolio construction 

• Transparent, highly explainable methodology  

• Designed to help minimize implementation costs 

• Highly dynamic strategy that can take advantage of market dislocations 

Both Research Affiliates and PIMCO are committed to being true partners with CCCERA and very 

much value the relationship with you. 

 

Thank you! 

As of 31 December 2016 

Refer to Appendix for additional investment strategy and risk information. 
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Portfolio characteristics 
Number of 

holdings

P/E (Trailing

12-Mo)
P/S P/B Dividend yield

Weighted avg

market cap ($mm)

RAE Fundamental EM 492 9.9 0.6 0.8 2.9 20,447.4

MSCI Emerging Markets Index 815 13.4 1.2 1.5 2.6 29,583.3

As of 31 December 2016  

*As of 30 September 2016 

The representative account information presented is provided as supplemental information to the PIMCO RAE Fundamental Emerging Markets Composite performance presentation included in the Appendix 

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

rae_fundamental_review_01_15662a 

Top 10 Holdings* RAE (%) Benchmark (%)

Petrobras 3.4 0.8

Vale 3.3 0.6

Samsung 3.1 4.3

China Construction Bank 3.1 1.6

Gazprom 2.7 0.8

Lukoil 2.5 0.6

Itaú Unibanco 2.2 0.9

Industrial & Commercial Bank of China 1.9 1.1

Banco Do Brasil 1.9 0.2

Banco Brasado 1.6 0.8

Sector Allocations RAE (%) Benchmark (%)

Financials 27.6 24.5

Energy 18.3 7.9

Materials 16.6 7.4

Information Technology 8.5 23.2

Telecommunication Services 7.4 5.9

Utilities 6.9 2.9

Industrials 4.2 5.8

Consumer Discretionary 4.1 10.2

Consumer Staples 3.5 7.2

Real Estate 2.1 2.6

Health Care 0.2 2.5

Market Cap Weights ($mm) RAE (%) Benchmark (%)

> 50,000 9.2 18.2

10,000 - 50,000 36.4 30.3

2,000 - 10,000 29.4 40.0

0 - 2,000 24.7 11.5

Top 5 countries RAE (%) Benchmark (%)

Brazil 22.4 7.7

China 18.4 25.6

Russia 13.9 4.5

South Korea 13.5 14.4

South Africa 7.4 7.0
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INVESTMENT UNIVERSE AND PORTFOLIO CONSTRUCTION 

Eligible Securities 

All common (and preferred shares where equivalent to common) equity securities traded on primary 

exchanges, issued by companies that are assigned to countries classified by RA as developed and 

emerging markets   

Float adjustment  
Company-level free float factor is calculated and applied as an adjustment to the company’s 

fundamental score (total market cap of shares in free float/ total market cap of the company)   

Liquidity 

Target weight of each security is reduced, if necessary, to keep expected rebalances at no more than 

six times its volume weight.  Volume weighted portfolio is based on company’s aggregate median 

daily trading volume 

Portfolio turnover  20-40% expected annual turnover 

Emerging Market universe  

Portfolio construction process begins by weighting a universe of investable, tradable and sufficiently 

liquid emerging market stocks based on their fundamental size as indicated by each company’s 

sales, cash flow, dividends, and book value and then selecting the top 89%.  

Max position size  Greater of either 2% or fundamental weight +1% 

Min position size  Immaterially small weights less than 2bps are excluded 

Active insights  
RAE’s active insights have the ability to adjust stock weights from 0% to 3x when a company is 

identified as an extreme outlier (very poor financial health, strong price momentum, etc.) 

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

RAE_fundamental_phil_18 



19 

SALES 

(5-year trailing, $B) 

CASH FLOW 

(5-year trailing, $B) 

DIVIDENDS 

(5-year trailing, $B) 

BOOK VALUE 

(current, $B) 

AngloGold $1.7 $2.0 $0.1 $2.9 

MSCI Emerging Market 

Index total 
$1,063 $707 $113 $2,850 

AngloGold % of index 0.16% 0.28% 0.08% 0.10% 

EXAMPLE: Fundamental weight of AngloGold 

Fundamental Weight = (0.16% + 0.28% + 0.08% + 0.10%) / 4 = 0.16% 

SOURCE: Research Affiliates 

Hypothetical example for illustrative purposes only. Not indicative of the past or future performance of any PIMCO product. 

Refer to Appendix for additional hypothetical example, index, investment strategy, issuer and risk information.  

PIMCO RAE begins with a fundamentally weighted portfolio and then incorporates active insights in an effort 

to enhance returns 

4cs_rae_fundamental_phil_body 
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Sample for illustrative purposes only. Refer to Appendix for additional investment strategy, issuer, and risk information.  

Intuitive measures of quality get to a sensible score of a company’s health 

• Using multiple metrics within three broad categories (distress, accounting, and growth) avoids reliance on any single metric 

• A company that scores very poorly on any one metric is penalized more or removed from the portfolio  

 

 

 

 

 

 

 

 

 

 

 

 

 

Example – This insight reduced the weight of Russian energy firm Surgutneftegas this year in an 

attempt to avoid what could have been a “value trap” 

1) Debt Coverage Ratio 

2) External Financing 

3) Payout Ratio 

4) Volatility of Stock Returns 

 

 

Low Distress 

1) Net Operating Assets 

2) Accruals 

3) Change in Accruals 

4) Volatility of Cash Flow 

to Gross Margin 

Conservative Accounting 

1) Margins / Profitability 

2) Stability of Earnings 

     and Cash Flows 

3) Growth of Earnings and 

     Cash Flows 

4) Inventory Management 

 

Strong Growth Prospects 

4cs_rae_fundamental_phil_body 
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• The market can be slow to react to new information.  

Consequently, stocks often exhibit persistence in their 

relative out/underperformance  

• A simple rebalancing strategy’s buy low and sell high 

process typically results in trading against market 

momentum 

• RAE incorporates momentum into the portfolio 

construction process to help reduce the risk of: 

o Catching a falling knife  

o Taking profits early and missing additional upside 

• RAE’s momentum insight tend to result in neutral 

exposure to the momentum factor 

 

SOURCE: Research Affiliates 

Sample for illustrative purposes only.  

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

4cs_rae_fundamental_phil_body 

Example – This insight reduced the weight of Brazilian energy firm Petrobras earlier this year in 

an attempt to avoid what looked like a “falling knife” and allowed the firm’s weight to rise during 

the year as its short term momentum flipped from negative to positive 

$0
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$2

$3
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$5
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$7

Dec '14 Mar '15 Jun '15 Sep '15 Dec '15 Mar '16 Jun '16 Sep '16

Petrobras SA - Weekly closing price 

12/31/2014 - 11/30/2016
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• Value stocks tend to be correlated and clustered in 

certain sectors of the market. This often results in a 

portfolio that is highly exposed to the value factor 

• RAE seeks to diversify active risk by redistributing 

active weights from expensive value stocks to 

cheap growth stocks 

• The diversification of style insight contributes to 

RAE’s dynamic value bias, as the strategy increases 

exposure to value when it is cheap and decreases 

exposure when value is expensive  

Sample for illustrative purposes only. Not indicative of the past or future performance of any PIMCO product.  

SOURCE: Research Affiliates.  A stock’s sensitivity to value is measured using the Fama-French value risk factor (HML). 

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

CORRELATION TO VALUE 
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De-emphasize 

expensive 

value stocks 

Emphasize 

cheap 

growth 

stocks 

LOW 

V
A

L
U

A
T

IO
N

  

RAE_fundamental_phil_body 

Example – This insight reduced the weight of Indian industrial firm Tata Motors because its price 

appeared high relative to its correlation to value 
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• Fundamental weighting typically results in significant active weights in large cap stocks. Large cap stocks are often more 

efficiently priced than small caps, offering less benefit when prices mean revert 

• RAE redistributes the portfolio’s active weights from large cap stocks into smaller cap stocks that are more likely to be 

mispriced 

• Because RAE redistributes both overweights and underweights across the portfolio, this insight does not meaningfully impact 

the portfolio’s weighted average market cap 

 

SOURCE: Research Affiliates 

Hypothetical example for illustrative purposes only.  Not indicative of the past or future performance of any PIMCO product.  

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

Reduce Active Weights in Large Cap Stocks Increase Active Weights in Small Cap Stocks 

4cs_rae_fundamental_phil_body 

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

Large cap stock Large cap stock

Reduce Active Weights in 

Large Cap Stocks

Market cap weight

RAE weight before enhancement

RAE weight after enhancement

Decrease overweight 
Decrease 

underweight

0.00%

0.50%

1.00%

1.50%

2.00%

2.50%

3.00%

Small cap stock Small cap stock

Increase Active Weights in

Small Cap Stocks

Market cap weight

RAE weight before enhancement

RAE weight after enhancement

Increase overweight

Increase underweight 

Example – This insight reduced the weight of Chinese technology firm Tencent because its 

fundamental weight was considerably smaller than its cap weight 
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Hypothetical example for illustrative purposes only.  Not indicative of the weighting of the stock in any PIMCO portfolio. This information is dated and should not be relied upon for investment 

decisions. 

Refer to appendix for additional hypothetical example, investment strategy, issuer, model and risk information. 

4cs_rae_fundamental_phil_body 

Weight Changes From Each Step in The Investment Process:  AngloGold

0.11%

0.16%

-0.02%

0.10%

-0.06%

0.02% 0.20%

0.00%

0.05%

0.10%

0.15%

0.20%

0.25%

Mkt Cap Weight Fundamental

Weight

Financial Health Momentum Diversify Value

Active Bets

Diversify Size

Active Bets

RAE Final Weight

1.

FUNDAMENTAL 
MEASURE OF 

SIZE

2.

FINANCIAL 
HEALTH 

3.

MOMENTUM

4.

DIVERSIFY 
ACTIVE BETS: 

VALUE

5.

DIVERSIFY 
ACTIVE BETS: 

SIZE

RAE

RESEARCH 
AFFILIATES 

EQUITY
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PERFORMANCE AND FEE 

Past performance is not a guarantee or a reliable indicator of future results. Certain performance figures do not reflect the deduction of investment advisory fees (for Pacific Investment 

Management Company LLC described in Part 2 of its Form ADV) in the case of both separate investment accounts and mutual funds; but they do reflect commissions, other expenses (except 

custody), and reinvestment of earnings. Such fees that a client may incur in the management of their investment advisory account may reduce the client's return. For example, over a five-year period, 

annual advisory fees of 0.425% would reduce compounding at 10% annually from 61.05% before fees to 57.96% after fees. The “net of fees’ performance figures reflect the deduction of actual 

investment advisory fees but do not reflect the deduction of custodial fees. All periods longer than one year are annualized. Separate account clients may elect to include PIMCO sector funds in their 

portfolio; sector funds may be subject to additional terms and fees. For a copy of net of fees performance,  unless included otherwise, please contact your PIMCO representative. 

 

COMPOSITE 

Composite performance is preliminary until the 12th business day of the month. 

 

CORRELATION 

The correlation of various indexes or securities against one another or against inflation is based upon data over a certain time period. These correlations may vary substantially in the future or over 

different time periods that can result in greater volatility. 

 

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.  

 

HYPOTHETICAL EXAMPLE 

 No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown. Hypothetical or simulated performance results have 

several inherent limitations. Unlike an actual performance record, simulated results do not represent actual performance and are generally prepared with the benefit of hindsight. There are frequently 

sharp differences between simulated performance results and the actual results subsequently achieved by any particular account, product or strategy. In addition, since trades have not actually been 

executed, simulated results cannot account for the impact of certain market risks such as lack of liquidity. There are numerous other factors related to the markets in general or the implementation of 

any specific investment strategy, which cannot be fully accounted for in the preparation of simulated results and all of which can adversely affect actual 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 suitable for all investors and each investor should evaluate their ability to invest long-term, 

especially during periods of downturn in the market. No representation is being made that any account, product, or strategy will or is likely to achieve profits, losses, or results similar to those shown. 

 

ISSUER 

References to specific securities and their issuers are not intended and should not be interpreted as recommendations to purchase, sell or hold such securities. PIMCO products and strategies may or 

may not include the securities referenced and, if such securities are included, no representation is being made that such securities will continue to be included. 

 

MODEL PORTFOLIO 

No guarantee is being made that the structure of other similar portfolios will remain the same or that similar results will be achieved. 
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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 suitable 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. 

 

REPRESENTATIVE ACCOUNT 

This account was chosen because it represents the largest account in the respective composite. No guarantee is being made that the structure or actual account holdings of any account will be 

the same or that similar returns will be achieved. PIMCO may or may not own the securities referenced and, if such securities are owned, no representation is being made that such securities will 

continue to be held. 

 

RISK 

In managing the strategy’s investments in Fixed Income Instruments, PIMCO utilizes an absolute return approach; the absolute return approach does not apply to the equity index replicating 

component of the strategy. Absolute return portfolios may not necessarily fully participate in strong (positive) market rallies. 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 the current low interest rate environment increases this 

risk. Current 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. 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 while generally backed by a 

government, government-agency or private guarantor there is no assurance that the guarantor will meet its obligations. High-yield, lower-rated, securities involve greater risk than higher-

rated securities; portfolios that invest in them may be subject to greater levels of credit and liquidity risk than portfolios that do not. 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. Investors should consult their investment professional prior to 

making an investment decision. 

 

STRATEGY AVAILABILITY 

Strategy availability may be limited to certain investment vehicles; not all investment vehicles may be available to all investors. Please contact your PIMCO representative for more information. 

 

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.  ©2017, PIMCO 
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Advisors Act of 1940, as amended. 
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Executive summary
— CCCERA will be allocating approximately $70mm to a passive US Equity strategy during “phase 

2” of implementation which will allow the Plan to gain low-cost exposure to US economic growth 
without the risks associated with active management.

— This deck examines the following decisions that are to be made in deciding how to best gain 
passive US Equity exposure, including:

 Index selection

 Manager selection

 Vehicle selection

— The following are the key criteria to be considered in evaluating  the various options:

— The presentation includes recommendations to:

1. Select Blackrock to fulfill the Russell 1000 mandate; and 

2. Authorize Staff to negotiate and CEO to execute a contract with the selected investment manager.

January 25, 2017
CCCERA - Public Equity Portfolio Structure 4

 Cost  Liquidity terms

 Tracking error  Securities lending



Approaches to 
passive US Equity 

5
January 25, 2017
CCCERA - Public Equity Portfolio Structure



Passive US equity – index options

January 25, 2017
CCCERA - Public Equity Portfolio Structure

Index characteristics as of 9/30/16.
Sources: S&P, Wilshire, Russell, eVestment
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S&P 500 Russell 1000 Russell 3000 Wilshire 5000

Index Description Index of ~500 large-cap US 
equities  

Index comprised of ~1000 large-
cap US equities  

Index comprised of ~3000 US 
equities, often used as a 

benchmark for the entire US stock 
market 

Index measuring the performance
of all US equity securities with 

readily available price data

Weighting Methodology Market Capitalization Market Capitalization Market Capitalization Market Capitalization

Constituents 506 994 2955 3,515

Coverage of US Equity 
Market Cap (%) 80% 90% 98% > 99%

Median Market 
Capitalization $18.0 bn $8.4 bn $1.5 bn $0.9 bn

Top 10 Constituents 18% 16% 15% 17%

Price to Earnings 24.2x 20.9x 21.2x 23.8x

Price to Book 2.8x 2.9x 2.8x 2.4x

Dividend Yield 2.1% 2.1% 2.0% 2.1%

PEG Ratio 3.1 3.1 3.2 3.7



Passive US equity – index performance

January 25, 2017
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Source: eVestment. 
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1 Year 3 Year 5 Year 7 Year 10 Year
S&P 500 12.0 8.9 14.7 12.8 6.9

Russell 1000 12.1 8.6 14.7 12.9 7.1
Russell 3000 12.7 8.4 14.7 12.9 7.1

Wilshire 5000 13.4 8.8 14.7 13.0 7.2

2016 2015 2014 2013 2012 2011 2010 2009 2008 2007
S&P 500 12.0 1.4 13.7 32.4 16.0 2.1 15.1 26.5 -37.0 5.5

Russell 1000 12.1 0.9 13.2 33.1 16.4 1.5 16.1 28.4 -37.6 5.8
Russell 3000 12.7 0.5 12.6 33.6 16.4 1.0 16.9 28.3 -37.3 5.1

Wilshire 5000 13.4 0.7 12.7 33.1 16.1 1.0 17.2 28.3 -37.2 5.6

1 Year 3 Year 5 Year 7 Year 10 Year 1 Year 3 Year 5 Year 7 Year 10 Year
S&P 500 10.3 10.7 10.4 12.7 15.3 4.85 1.29 1.60 0.99 0.38

Russell 1000 10.8 10.8 10.5 12.9 15.6 4.45 1.23 1.57 0.97 0.38
Russell 3000 11.3 11.0 10.6 13.1 15.8 3.90 1.16 1.54 0.95 0.37

Wilshire 5000 11.1 10.9 10.6 13.0 15.7 4.20 1.22 1.57 0.97 0.38

Sharpe Ratio 

Calendar Year Returns

Trailing Period Returns - Through Q4 2016

Standard Deviation



Passive US equity – investment vehicle criteria

— Construction methodology: 

• Full replication vs. Statistical sampling

• Optimization

— Securities lending

— Liquidity terms

— Fees: Management, custody, administrative

January 25, 2017
CCCERA - Public Equity Portfolio Structure 8



Passive US equity – vehicle structures

— Commingled Fund: 

 Generally use full replication (lower tracking error)

 Economies of scale (sharing of trading & admin costs, unit level crossing)

— Separate Account: 

 May not be large enough for full replication (potentially higher tracking error)

 May have higher costs vs. commingled fund

— Use of overlay provider:

 Futures used to gain market exposure

 Most liquid option

 Higher fee (subject to overlay fee schedule)

 More suitable for gaining short-term exposure

January 25, 2017
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Recommendation – index selection

Verus recommends selecting the Russell 1000 index for the following reasons:

— The Russell 1000 index’s risk/return characteristics are in line with the exposures modeled in 
the FFP 4-yr asset allocation (US large cap equity); and

— Relative to the other US large cap equity option (S&P 500), the Russell 1000 provides:

 Greater coverage of the US equity market (90% vs. 80%);

 Lower concentration amongst top holdings (16% vs. 18%);

 Increased diversification (994 constituents vs. 506); and

 Exposure to the smaller end of the large cap universe (median market cap of $8.4 bn vs. $18.0 bn)

January 25, 2017
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Russell 1000 
index fund providers

January 25, 2017
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Russell 1000 index implementation options
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Sources: Strategy Assets & Inception: eVestment; Fees & Methodology: managers
* State Street does not recommend a separate account for this mandate at the target asset level.
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AllianceBernstein BlackRock Northern Trust Rhumbline State Street (SSGA)

Strategy Assets
(Separate Accts. / 
Commingled)

$2.5 bn
(separate account only)

$56.6 bn
($12.4 bn / $44.1 bn)

$28.0 bn
($4.1 bn / $24.0 bn)

$7.7 bn
($6.8 bn / $950 mm)

$29.7 bn
($13.7 bn / $16.0 bn)

Strategy Inception 12/2000 1/1987 11/1997 12/1996 7/1992

Separate
Account Fees 
(excludes custody)

First $300 mm: 4 bps
Next $200 mm: 3 bps

Balance: 2 bps

All assets: 10 bps 
$125k annual minimum fee

First $100 mm: 6 bps
Balance: 4 bps

$50k annual minimum fee
(subject to waiving if 

funding is near $75mm)

First $25 mm: 6 bps
Next $25 mm: 5 bps

Balance: 4 bps
n/a*

Separate Account
Construction 
Methodology

Replication if assets 
> $100 mm

Depends on size, and 
cost/tracking error 

considerations

Replication if assets 
> $50 mm

Replication if assets 
> $25 mm n/a*

Commingled Fund 
Fees n/a

All assets: 2 bps

Plus admin expenses
(Actual: 0.49 bp, Cap: 2 bp)

All assets: 2 bps

Plus admin expenses 
(Actual: 0.76 bp, Cap: 1 bp)

First $25 mm: 5 bps
Next $25 mm: 4 bps

Balance: 3 bps

Plus admin expenses 
(1 bp in 2015)

First $50 mm: 6 bps
Next $50 mm: 4 bps

Balance: 3 bps

Plus operating expenses
(1-2 bps)

Commingled Fund 
Liquidity Terms n/a Daily Daily Daily Daily

Commingled
Methodology n/a Replication Replication Replication Replication



Russell 1000 index fund – manager performance

January 25, 2017
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Excess returns relative to Russell 1000 index, gross of fees

Performance shown for each manager’s non-securities lending commingled fund, except for AllianceBernstein which only offers separate accounts.

13

1 Year 3 Year 5 Year 7 Year 10 Year
AllianceBernstein -0.09 -0.03 -0.06 -0.04 0.01

BlackRock 0.01 -0.01 -0.01 0.00 --
Northern Trust 0.02 0.00 -0.01 -0.01 --

Rhumbline -0.06 -0.04 -0.06 -0.05 0.09
State Street 0.04 0.04 0.02 0.03 --

2015 2014 2013 2012 2011 2010 2009 2008 2007 2006
AllianceBernstein 0.04 -0.05 -0.10 -0.08 0.03 -0.03 0.03 0.16 0.06 0.00

BlackRock 0.01 -0.02 -0.02 0.00 0.00 0.02 -- -- -- --
Northern Trust 0.02 -0.01 -0.02 0.00 0.00 -0.03 0.04 -- -- --

Rhumbline 0.03 -0.04 -0.12 -0.07 0.03 -0.10 0.57 0.39 0.00 0.01
State Street 0.08 0.01 -0.01 0.05 -0.01 0.05 0.03 -- -- --

Trailing Period Excess Returns - through 3Q16

Calendar Year Excess Returns



Recommendation & next steps

Verus recommends BlackRock’s Russell 1000 commingled fund (non-lending) for the following 
reasons:

— BlackRock’s fund is the lowest fee option; and

— The fund’s track record has demonstrated the ability to closely track the benchmark.

Next steps:

1. Select Blackrock to fulfill the Russell 1000 mandate; and 

2. Authorize Staff to negotiate and CEO to execute a contract with the selected investment manager.

January 25, 2017
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Notices & disclosures
Past performance is no guarantee of future results.   The information presented in this report is  provided pursuant to the contractual agreement (the “Contract”) by and 
between Contra Costa Employees’ Retirement Association (“Client”) and Verus Advisory, Inc. (“Company”). In the event of conflict between the terms of this disclosure 
and the Contract, the Contract shall take precedence. Client is an institutional counter-party and in no event should the information presented be relied upon by a retail 
investor. 

The information presented has been prepared by the Company from sources that it believes to be reliable and the Company has exercised all reasonable professional care 
in preparing the information presented. However, the Company cannot guarantee the accuracy of the information contained therein. The Company shall not be liable to 
Client or any third party for inaccuracy or in-authenticity of information obtained or received from third parties in the analysis or for any errors or omissions in content.  

The information presented does not purport to be all-inclusive nor does it contain all information that the Client may desire for its purposes. The information presented 
should be read in conjunction with any other material furnished by the Company. The Company will be available, upon request, to discuss the information presented in 
the report that Client may consider necessary, as well as any information needed to verify the accuracy of the information set forth therein, to the extent Company 
possesses the same or can acquire it without unreasonable effort or expense. Nothing contained therein is, or should be relied on as, a promise, representation, or 
guarantee as to future performance or a particular outcome. Even with portfolio diversification, asset allocation, and a long-term approach, investing involves risk of loss 
that the client should be prepared to bear.  

The material may include estimates, outlooks, projections and other “forward-looking statements.” Such statements can be identified by the use of terminology such as 
“believes,” “expects,” “may,” “will,” “should,” “anticipates,” or the negative of any of the foregoing or comparable terminology, or by discussion of strategy, or 
assumptions such as economic conditions underlying other statements. No assurance can be given that future results described or implied by any forward-looking 
information will be achieved. Actual events may differ significantly from those presented.  Investing entails risks, including possible loss of principal. Risk controls and 
models do not promise any level of performance or guarantee against loss of principal.

January 25, 2017
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BlackRock: Clients are our sole focus

We aspire to be the most respected investment and risk manager in the world for clients 

• Understand the outcome each client is looking to achieve

• Recognize the core of any investment solution is performance

• Protect our clients’ interests through our investments in risk management, analytics and systems

We seek to provide what investors need – from a single asset class mandate to full outsourcing 

Single mandate 
(alpha, beta)

Multiple 
mandates

Multi-asset 
solutions

Risk management 
solutions

Lead PM and risk 
management

Fiduciary /
outsourcing
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1970s • Pioneered index and quantitative investing

1980s
• Created the First Term Trust (closed-end fund)

• Initiated fixed income and international indexing

1990s
• Created the industry’s first target date fund

• Introduced exchange-traded funds under World Equity 
Benchmark Shares (WEBS) brand (now iShares® ETFs)

2000s

• Launched BlackRock Solutions® for risk management and 
advisory services 

• Enhanced capabilities by strengthening equities, and adding 
alternatives, real estate, passive, and scientific investments

• Launched Financial Markets Advisory business

2010s

• Engaged by US and European governments for critical risk 
assessments and banking sector stabilization strategies

• Launched BlackRock Investment Institute

• Introduced Global Capital Markets desk

• Launched first target maturity fixed income ETF

• Created an index to track sovereign credit risk (BlackRock
Sovereign Risk Index)

Independent asset manager focused only on clients
• Established in 1988 and public since 1999 (NYSE: BLK)

• Independent Board of Directors

• No proprietary trading

• Group dedicated to corporate governance 

Deep understanding of regulatory requirements
• Manage portfolios for clients subject to varied and complex 

regulatory regimes

• Operate on behalf of investors under more than 80 
regulatory authorities worldwide

• Significant experience managing portfolios for official 
institutions and governments

BlackRock Solutions® foundation for managing risk
• Deliberate, diversified and scaled risk enables us to invest 

with conviction in pursuit of alpha

• Internally developed risk tools and analysis offered directly 
to clients as a service

• Reinforces transparency and our responsibility to clients

Firm culture and structure reinforce our client-centric approach

Timeline includes history from predecessor entities

History of innovation and evolution 
to better serve investors

8FOR CONTRA COSTA COUNTY EMPLOYEES’ RETIREMENT ASSOCATION ONLY. MATERIAL IS ONLY INTENDED FOR USE WITH INTUITIONAL INVESTORS. 
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Organization drives idea and analysis sharing
• 129 investment teams located in 21 countries* connect 

through a common culture and operating platform

• The BlackRock Investment Institute (BII), our internal 
investor forum, facilitates sharing and debates insights

• Daily global meeting for BlackRock’s 1,800+ investment 

professionals to discuss markets, portfolio positioning and 
ongoing trends

• Chief Investment Officers ensure rigorous, deliberate and 
repeatable investment processes

Investors potential benefit from scale of infrastructure
• Global trading function seeks to enable increased access to 

liquidity and produces trading efficiencies, improving 
execution

• Capital Markets Group leverages scale and breadth of 
platform to help maximize allocations and to seek alpha 
opportunities in primary markets

• Dedicated Risk & Quantitative Analysis (RQA) professionals 
partner with portfolio teams to monitor and analyze risk

• Proprietary Aladdin® platform integrates portfolio 
management, risk analytics, trading and operations

Depth of investment resources maximizes performance potential

Built to generate alpha

Collective expertise

Global infrastructure

Trading Dedicated Capital 
Markets

Aladdin®
Risk & 

Quantitative 
Analysis

Investment 
Research

Daily
Global Meeting

BlackRock 
Investment 

Institute

Chief Investment 
Officers

As of 30 September 2016
* As of 30 June 2016
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Positioned to address client needs

Breadth of capabilities enables outcome-based solutions tailored to individual client objectives

AUM As of 30 September 2016
* The alternatives AUM may include committed capital, in addition to invested capital, which remains subject to drawdown

• Capabilities across investment styles: index, active 
fundamental, scientific and absolute return

• Global, regional and sector-specific investing

• Specialized capabilities across real estate, private 
equity, direct hedge funds, fund of hedge funds, 
infrastructure and renewable power

• Solutions-oriented approach extends to alternatives 
portfolio construction

• Manage strategies across benchmark types and 
styles: index, fundamental, model-based and absolute 
return

• Specialized experts covering all market sectors

• Recognized as a ‘go to’ leader in credit and liquidity

• Flexible product range across multiple currencies

• Outcome focused: target-date, balanced risk factor, 
and liability-driven investing

• Asset-class agnostic perspective facilitates unbiased 
market views, advice, and portfolio solutions 

$5.12 trillion in assets under management Scalable services and infrastructure

• Centralized platform analyzes risk across asset 
classes

• Leverage for risk management, investment decision 
support and performance analytics

• Partner with clients to help save costs and reduce 
risks when changing investment exposures

• Executed over 1,900 individual transitions with assets 
totaling $2.2 trillion over the past five years

• Advise public and private financial institutions on 
complex capital markets and balance sheet 
exposures

• Managed or advised on over $8 trillion in asset and 
derivative portfolios

• More than 72,000 trades per day across equity, fixed 
income, cash, currency and futures

• 24-hour global coverage across seven trading desks

• Focus on research, technology and coordination with 
portfolio management functions that seek to deliver 
above market returns

• Covers securities in over 30 markets globally

Equity
$2.57 trillion

Fixed Income
$1.63 trillion

Alternatives* 
$122 billion

Multi-asset
$402 billion

Cash
$389 billion

Risk 
Management

Advisory

Transition 
Management

Securities 
Lending

Trading
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BlackRock’s Index proposition

Seeking to deliver high quality, cost effective access to a broad range of market opportunities

 Provide you with a broad range of market exposures together with a flexible 
range of product features

 An evolving range of products and solutions designed to help meet your needs 
today and in the future

 Partner with you to address your unique investment challenges through our 
customisation and solutions capabilities

 Disciplined investment approach focused on delivering optimal tracking, 
enhanced returns and lowering the total cost of ownership

 Scale, breath and diversity of our clients and strategies helps us to minimise 
transaction costs and seek to preserve the value of your investments

 Design products and solutions that consider the factors that impact your 
investment results from tax-efficiency to access and liquidity.

 Our investment professionals are focused on delivering consistent performance 
and efficient outcomes

 Extensive trading, risk and operational platform positioned to seek efficient 
tracking as well as enhanced returns

 Investment track record spanning four decades that has seen investors entrust 
us with $3.3 trillion of AUM as of 30 September 2016

Flexibility

Efficiency

Precision

13FOR CONTRA COSTA COUNTY EMPLOYEES’ RETIREMENT ASSOCATION ONLY. MATERIAL IS ONLY INTENDED FOR USE WITH INTUITIONAL INVESTORS. 
MATERIAL IS NOT INTENDED FOR USE WITH RETAIL INVESTORS.



PEN-0194

BlackRock’s Index Equity Platform

Global leader in Index Equity assets1

• We seek to deliver consistent performance with efficient outcomes for our clients

• Thousands of skillful and thoughtful decisions made each year for swift response to market trends and client demands

Extensive and flexible platform for index strategies
• Over 2,000 funds managed against 650+ benchmarks

• Daily liquidity with T-1 notification (for US equities) and T-2 notification (for non US equities)2

• Modular fund structure and asset allocation platform facilitates custom and outcome oriented solutions

Source: BlackRock, Inc. and its affiliates (together “BlackRock”) as of 30 September 2016

1  In terms of AUM. Source: Pensions & Investments
2  Frontier markets commingled fund and currency hedged funds are currently open bi-monthly and monthly, respectively

Total Index Equity risk managed assets of $3.2 trillion USD

In billions USD

US Equities
53%

Developed 
Non-US

37%

Emerging 
Markets

9%
Commodities

1%

Distribution of assets by region of mandate

1,281 1,400 1,408 1,490 

734 805 839 917 

2013 2014 2015 YTD 2016

Institutional AUM iShares® AUM IAA Risk Managed

$2.8T $2.9T $3.0T $3.2T
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Over 45 years of experience driving index forward

We constantly reinvest in and reinvent our business so our clients have access to high quality index solutions
 Drive the industry forward through our ability to create specialized, innovative investments afforded by our scale and depth of expertise 

 Forge new ground for clients — first manager to offer opportunities in equity index developed, emerging, and frontier markets

 Evolve capabilities to continuously deliver on emerging trends — smart beta, global benchmarking, overlay strategies

 Serve as an index advocate on behalf of clients and as a key partner to index providers seeking our practitioner knowledge

Fund of fund 
structures

EAFE Equity 
Index

Securities 
Lending

Equity and 
currency 
hedging

First 401(k) 
Target Date 

Fund (LifePath)

Russell Index 
Funds

Investment 
Analysis: 

index portfolio 
management 

tool

Income
strategy 
ETFs

EAFE 
Small 
Cap

EM Directed FX

Daily openings 
for all funds

Emerging 
Markets 

Small Cap

Factor ETFs
Aladdin 

Migration
T-2 for 

International

Currency
Hedged 
iShares 
ETFs

Index pioneer 
and innovator

Defined 
contribution 
capabilities

Emerging 
Market 

Equity Index

World Equity 
Benchmark 

Shares (WEBS)

Triple A: 
asset allocation 

PM tool 

iShares 
Exchange-

Traded Funds

Eliminated 
dividend 
flipping

Risk model 
enhancements

EAFE 
Index Plus

Frontier 
Markets

Fundamentally
weighted 
strategies

Minimum 
Volatility ETFs

Journey 
Management 

Project 
Vision

ESG fund 
series

45 years of Index Equity — Continual evolution of products, technology and capabilities

BlackRock Index Equity AUM

1971 2016
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Americas – Investments Pillar

As of November 2016
* Located outside of the US

Manish Mehta
Global Head of Investments, Products, and Markets

Investments Pillar Leadership

Alan Mason
Head of Americas Portfolio 

Management

Americas  Portfolio Management Global Strategy

Portfolio Management Research Strategy

Americas

Scott Dohemann, CFA
Head of U.S.

Product Strategy

Christian De Leon

Kevin Kim

Timothy Murray, CFA

Jacqueline Ramkumar

EMEA

APAC

Global Strategy

Kristen Dickey
Head of Global 

Product Strategy

DB & DC

Index Asset 
Allocation

Amy Whitelaw
Head of Index 

Asset Allocation

Defined 
Benefit

+ 3 Portfolio 

Managers

Defined 
Contribution

+ 6 Portfolio 

Managers

U.S. &
Canada

Developed & 
Emerging

iShares Portfolio Management

Greg Savage, CFA
Co-Head of iShares 

Portfolio Management

Jennifer Hsui, CFA
Co-Head of iShares 

Portfolio Management

U.S. International 
Developed

+ 6 Portfolio 

Managers

Canada

+ 4 Portfolio 

Managers

+ 5 Portfolio 

Managers

International
Emerging

+ 4 Portfolio 

Managers

Investment 
Research

Index Research

Matthew Lee, Ph.D.
Global Head of Investment

Research

Stephanie Allen
Global Head of 
Index Research

Research OfficersIndex Research

+ 10 Index

Researchers
+ 2 Research

Officers

U.S. &
Developed

Index Plus & 
Emerging

Institutional Portfolio Management

Rachel Aguirre
Co-Head of Institutional 
Portfolio Management

Creighton Jue, CFA
Co-Head of Institutional 
Portfolio Management

U.S. Index Plus

+ 7 Portfolio 

Managers

International
Developed

+ 8 Portfolio 

Managers

+ 2 Portfolio 

Managers

FX / Synthetics

+ 5 Portfolio 

Managers
Andrew Graver*
Head of EMEA
Index Strategy

Rita Gemelou*

Flora Herries* 

Norbert van Veldhuizen*

Ben Garland, CFA*
Head of APAC
Index Strategy

Colin Zhang*

International
Emerging

+ 5 Portfolio 

Managers

Global Research

Ananth Madhavan
Global Head of ETF and   

Index Investment Research

ETF and Index Investments Business
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An extensive and flexible range of index capabilities

Matching the exposures you want with the features you need

Global Developed 
MarketsCore Beta

Extended or 
Segmented Beta

EM & 
Frontier

Small 
Caps

High 
Yield

Countries 
& Sectors

Duration 
& Styles ESG

Property & 
‘Alts’ 

Assets

Smart Beta Factor Strategies Outcome Strategies Reweighting Strategies

Key Developed 
Countries & RegionsLocal Market Developed 

Investment Grade

Currency 
Hedged

Tax 
Efficiency Liquidity Daily Access Intra-Day 

Access

Fixed or 
Variable 
Spreads

Operating 
Model

Distributing & 
Accumulating 

Options

Shares Class 
Currency 
Options

Governance 
(e.g. UCITS, 

ERISA)

Local 
Registration

Ex
po

su
re

s
Fe

at
ur

es
Ve

hi
cl

es

ETFsSeparate 
Accounts LifePath Funds40 Act Funds Unit Trusts/SICAV
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An approach that seeks to deliver efficient investment outcomes

Return

Risk Cost

Total Performance Management

BlackRock’s disciplined, 

pragmatic and adaptable 
approach to index tracking 
is focused on optimally 
managing and balancing 
return, risk and cost.

 Seeks to deliver 
incremental value and 
strong performance

 Deep knowledge of 
financial markets and 
indices

Return Enhancements

 Preserve value for 
clients through our 
intelligent approach to 
index events

 Extensive global trading 
platform helps ensure 
cost are low and we 
have optimal access to 
liquidity

Cost Efficiency

 Risk managed process 
that seeks to 
consistently deliver 
optimal tracking 
outcomes

 Market leading risk 
analytics and 
investment tools 
provided by our 
Aladdin® platform

Risk Management
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Index investment management cycle – dedicated expertise and resources

Benchmark Knowledge
• Detailed knowledge of index 

methodologies
• Experience with predicting and 

projecting index changes
• Focused on optimal treatment of 

corporate actions
• Continual research into index events

Portfolio Construction
• Significant investment in technology
• Market leading portfolio and risk tools 

provided by our Aladdin® platform
• Integrated cost and liquidity analysis
• Knowledge of optimisation challenges

Efficient Trading
• Building smart trading strategies 

designed to access optimal liquidity
• Industry’s largest internal market place 

for potential netting of client flows
• Focused trading research and systems

Performance & Oversight
• Review cumulative effect of investment 

decisions to help identify factors 
contributing to/subtracting from portfolio 
performance

• Risk & Quantitative Analysis Team 
(RQA) monitors dozens of risk factors 
globally on a continuous basis
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EII Strategies has a dedicated Index Research team

Index investment management cycle
Benchmark knowledge

 Daily index loads to provide a clean fund snapshot

 Project daily changes and rebalances

 Field all equity index data requests across the firm

The Index Research Group 
communicates directly with index 
vendors on various levels

Index equity 
benchmark 
management

 9 index analysts (7 US, 2 UK) and 1 global head
Based out of London and San 
Francisco, with daily reconciliations 
and handovers

Global coverage 
model

 Benchmark expertise for index portfolio management

 Seek to predict index changes before announcement

 Lead consultations with index providers to drive 
methodology improvements

Use knowledge of benchmarks to 
assist with daily portfolio 
management, predictions, and 
consultations.

Index methodology 
expertise

Benchmark knowledge
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Index investment management cycle
Portfolio construction

Portfolio construction

Over 140 Investment professionals dedicated to overseeing 2,000 Funds managed against 650+ benchmarks.  
Thousands of investment decisions made every year around:
• Optimizing versus full replication
• Equitizing cash
• Trading around periodic index changes
• Corporate action elections
• Investing / divesting based on client and participant instruction

BlackRock’s propriety portfolio management applications, Portfolio Construction and Index Pro, provide a seamless 

platform, where by every step of the investment process is handled electronically from the time a client order is 
placed to the time any required trades go out to market 

Screenshots are for illustrative purposes only.
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Over 50 equity traders across four trading hubs and 
three spokes
• Leverage traders’ local market expertise

• Benefit from execution in appropriate time zone

• Common technology enables us to pass the book with 
embedded business continuity plan

Index investment management cycle
Efficient trading

NYC
SFO

PRI

LON

HKG

TAI

TKY

24 hour a day, 5.5 day per week coverage
Data as of 30 September 2016
Screenshots are for illustrative purposes only.

Trading hubs

Trading spokes

BlackRock’s global coverage

Proprietary applications are used to monitor expected 
trading costs and actual trading costs
1. Ability to specify date range
2. Custom filters to drill into specific trading activity
3. Data visualization provides intuitive execution insights
4. Extensive library of metrics and analytics for evaluating trading 

performance
5. Enable breakdown of TCA across order, execution, broker, or 

asset-level characteristics and dimensions

BlackRock’s proprietary applications

1 2

3

4

5

Efficient trading
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Performance and oversight of portfolios occurs through the following steps
• Daily Portfolio Management review

• Monthly IRC review with senior management

• Independent review from BlackRock’s Risk and Quantitative Analysis Group

The following additional systematic checks occur for all portfolios and accounts

Index investment management cycle
Performance & oversight

 As part of the account set-up 
process, the OnBoarding group 
identifies client guidelines / 
restrictions

 Any guidelines / restrictions are then 
coded onto various PM and Trading 
systems

New account set-up

 On a real time basis prior to 
executions, the front-end 
compliance systems checks for 
restrictions and violations

 Violating trades would be blocked 
from proceeding

Front-end compliance

 Monitoring reports are generated 
daily as part of the “Green Package” 

reporting process

 Warnings and violations are 
distributed electronically to the 
relevant investment professions

Back-end compliance

Performance & oversight
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Key takeaway
Our approach to Index: anything but passive

Investors today demand more efficient returns and innovative ways to use index products

BlackRock’s Index approach is focused on:

Seek to provide 
consistent performance 

as planned

Performance

Rooted in deep 
understanding of 

benchmarks and capital 
markets

Process

Scale and technology 
innovations enhance 

ability to deliver 
consistent performance 

and minimize costs

Platform

Flexible spectrum of 
solutions featuring 

more than 1,000 funds 
covering 350+ 
benchmarks

Products

Team combines skill 
and ingenuity in 

seeking to enhance 
outcomes

People
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Major sources of tracking error:
Global & domestic index funds

Performance 

“Headwinds”

Performance 

“Tailwinds”

E
nh

an
ce

s
R

et
ur

n

R
ed

uc
es

 R
et

ur
n

Tax Reclaim Process

Securities Lending

Securities Litigation

Treatment of Corporate Actions

Optimization

Treatment of Index Changes

Post Notified Impact

NAV Rounding

Transaction Costs

Cash Drag

Futures Rolling Costs

R
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n

Enhances R
eturn
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Russell 1000® Index Non-Lendable Fund
Performance

Gross total return in USD (annualized* %)

* Period returns for less than a year are cumulative
** Fund inception date 23 January 2009

The Fund’s net asset value does not include an accrual for the investment management fee but does include an accrual for fund level administrative costs and, if applicable, certain 
third party acquired fund fees and expenses. If the Fund’s net asset value did include an accrual for the investment management fee, the Fund’s returns would be lower. Past 
performance is not necessarily an indicator of future performance. Performance is for the Russell 1000® Index Non-Lendable Collective Trust Fund.

MTD % Q4 % YTD % 1-yr % 3-yr % 5-yr % Since 
incept %

Tracking difference
(Gross vs. Benchmark) 0.00 0.01 0.02 0.02 0.00 0.00 -0.01

1.88
3.84

12.07 12.07

8.59

14.69
15.99

1.88
3.83

12.05 12.05

8.59

14.69
16.00

0

5

10

15

20

MTD Q4 YTD 1 year 3 year 5 year Since inception**

Russell 1000 Index Non-Lendable Fund Russell 1000 Index

As of 31 December 2016
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Russell 1000® Equity Index Non-Lendable Fund
Characteristics

Sector diversification

Data is subject to change. Portions of the above characteristics are based on benchmark data as the portfolio fully replicates benchmark and is for analytical purposes only. Index data may 
differ to those published by the Index due to different classification criteria. Breakdowns may not sum to total due to rounding, exclusion of cash, STIF, and statistically immaterial factors. 
The above information is based on the Russell 1000 Equity Index Non-Lendable Collective Trust Fund 's portfolio characteristics. Sources: BlackRock, FactSet
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N
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A
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Top 10 holdings

Fund % Index %

Apple Inc. 2.95 2.95

Microsoft Corporation 2.19 2.19

Exxon Mobil Corporation 1.75 1.75

Johnson & Johnson 1.47 1.47

JPMorgan Chase & Co. 1.46 1.46

Berkshire Hathaway Inc. Class B 1.43 1.43

Amazon.com, Inc. 1.36 1.35

General Electric Company 1.35 1.35

AT&T Inc. 1.22 1.22

Facebook, Inc. Class A 1.20 1.20

Characteristics 

Strategy Russell 1000® Index

Total fund assets $29.07B

Number of holdings 997

12.47

8.76

7.28

15.09

13.08

10.54

20.18

3.23

3.67

2.59

3.10

12.46

8.77

7.28

15.11

13.07

10.55

20.17

3.22

3.68

2.59

3.10

0 8 16 24

Consumer discretionary

Consumer staples

Energy

Financials

Health care

Industrials

Information technology

Materials

Real estate

Telecommunication services

Utilities

Fund Index

As of 31 December 2016
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Platform offerings: Index strategies

US Equity Index Funds

S&P Indexes
S&P 500

S&P/Citigroup Value
S&P/Citigroup Growth
S&P 400 Mid  Cap
S&P 500 Dividend Aristocrats
S&P 500 Equal Weighted

Dow Jones Indexes
US Equity Market (DJ Total 
Stock Market)
Extended Market (DJ 
Completion Total Sk Mkt)

Russell Indexes
Russell 3000

Russell 2500
Russell 1000

Russell 1000 Value
Russell 1000 Growth

Russell 2000
Russell 2000 Value
Russell 2000 Growth

MSCI Indexes
MSCI US
MSCI US IMI
MSCI US Small Cap

Developed International Index Funds

MSCI Canada Index
MSCI EAFE ex-Japan
MSCI EMU and EMU IMI
MSCI EAFE Hedged
MSCI Europe
MSCI Pac Rim
MSCI World
MSCI World ex-US
Russell Developed ex-US Large Cap

Developed International Index Funds 
(cont.)

MSCI EAFE Index

Integrated International Broad and 
Small Cap Index Strategies

MSCI ACWI and ACWI IMI
MSCI ACWI ex-US & ACWI ex US IMI
MSCI Global Investable Market Indices

MSCI EAFE Small Cap
MSCI Canada Small Cap
MSCI World Small Cap
World ex-US Small Cap
MSCI Emerging Markets Small Cap
MSCI ACWI ex US Small Cap

Emerging Markets Index Funds

MSCI EM Index

US Commodity Funds
S&P GSCI Total Return Indexes
Bloomberg Commodity Index
Commodity Smart Beta

Real Estate Investment Trust (REITs) 
and Infrastructure  Indices
DJ US Real Estate Securities Index 
(RESI)
MSCI US REIT Index
FTSE EPRA/NAREIT Developed ex-US 
Index 
FTSE EPRA/NAREIT Developed Index
DJ Brookfield Global Infrastructure
Developed REIT — Non-lending
Global Real Estate — Non-lending

Smart Beta
Russell Defensive  Indices
FTSE RAFI Indices
FTSE EDHEC Efficient US
MSCI Minimum Volatility Indices
MSCI Diversified Multi-Factor Indices
Equal and GDP-Weighted Indices
MSCI USA Risk-Weighted Index
MSCI USA Value Index
MSCI USA Momentum Index

SRI Thematic
US Large Cap Carbon Efficient
Developed ex-Fossil Fuel
MSCI Ex-Controversial Weapons
MSCI AC Asia ex 
Japan/EM/Europe/World (Small Cap) 
ESG Screened
MSCI World Minimum Volatility ESG

Custom Strategies available

BlackRock Frontier Markets Fund 
(countries included)

Frontier Markets ex-GCC Fund

Index Plus Strategies

S&P 500
Russell 1000
EAFE
World ex-US

Non-Lending  Funds
S&P 100
S&P 500
S&P 400
Russell 1000, V, G
Russell 2000
Russell 2500
Russell 3000
Russell Midcap
EAFE
EAFE Small Cap
Canada
Canada Small Cap
Russell Developed 
ex-US Lg Cap

Equity Alternatives

EM
EM IMI
EM Small Cap
ACWI
ACWI ex-US
ACWI ex-US IMI
World
World ex-US
World ex-US Small 
Cap

EM
World ex-US Small Cap
ACWI ex-US
World ex-US IMI

Australia Hong Kong Norway
Austria Ireland Portugal
Belgium Italy Singapore
Denmark Israel Spain
Finland Japan Sweden
France Netherlands Switzerland
Germany New Zealand UK

Brazil Hungary Russia
Chile India South Africa
China Indonesia South Korea
Colombia Malaysia Taiwan
Czech Rep. Peru Thailand
Egypt Philippines Turkey
Greece Poland Qatar
UAE

Argentina Kazakhstan Pakistan
Bahrain Kenya Romania
Bangladesh Kuwait Slovenia
Botswana Lebanon Sri Lanka
Bulgaria Lithuania Tunisia
Croatia Mauritius Vietnam
Estonia Morocco
Ghana Nigeria
Jordan Oman

As of 30 September 2016
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Important Notes

The opinions expressed are as of January 2017 and may change as subsequent conditions vary. The information and opinions contained in this material are derived from proprietary and non-proprietary
sources deemed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) to be reliable, are not necessarily all inclusive and are not guaranteed as to accuracy. There is no guarantee that any
forecasts made will come to pass. Any investments named within this material may not necessarily be held in any accounts managed by BlackRock. Reliance upon information in this material is at the sole
discretion of the reader. Past performance is no guarantee of future results.

Past performance does not guarantee future results.

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

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

This material is for distribution only to those types of recipients as provided below and should not be relied upon by any other persons. This material is provided for informational purposes only and does not
constitute a solicitation in any jurisdiction in which such solicitation is unlawful or to any person to whom it is unlawful. Moreover, it neither constitutes an offer to enter into an investment agreement with the
recipient of this document nor an invitation to respond to it by making an offer to enter into an investment agreement. Where historical performance information of other investment vehicles or composite
accounts managed by BlackRock, Inc. and/or its subsidiaries (together, “BlackRock”) has been included in this material, and such performance information is presented by way of example only. No
representation is made that the performance presented will be achieved, or that every assumption made in achieving, calculating or presenting the historical performance information herein has been
considered or stated in preparing this material. This material is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation to buy or sell
any securities or to adopt any investment strategy.

This document contains general information only and is not intended to represent general or specific investment advice. The information does not take into account an investor’s financial circumstances. An
assessment should be made as to whether the information is appropriate for you having regard to your objectives, financial situation and needs.

None of the information constitutes a recommendation by BTC or a solicitation of any offer to buy or sell any securities. The information is not intended to provide investment advice. Neither BTC nor
BlackRock, Inc. guarantees the suitability or potential value of any particular investment. The information contained herein may not be relied upon by you in evaluating the merits of investing in any
investment. To obtain pricing information, please contact your local service representative. Strategies maintained by BlackRock are not insured by the Federal Deposit Insurance Corporation and are not
guaranteed by BlackRock or its affiliates. There are structural and regulatory differences between collective funds and mutual funds that may affect their respective fees and performance

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

For A Funds:
Strategies include bank collective investment funds maintained and managed by BlackRock Institutional Trust Company, N.A. which are available only to certain qualified employee benefit plans and
governmental plans and are not offered or available to the general public. Accordingly, prospectuses are not required and prices are not available in local publications.

For B Funds:
Strategies include bank common trust funds maintained and managed by BlackRock Institutional Trust Company, N.A. which are available only to certain qualified purchasers and are not offered or
available to the general public. Accordingly, prospectuses are not required and prices are not available in local publications.

© 2017 BlackRock, Inc. All Rights reserved. BLACKROCK is a registered trademark of BlackRock, Inc. or its subsidiaries in the United States and elsewhere. All other trademarks are those of their
respective owners.
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