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MARKET REVIEW
The U.S. GDP growth accelerated in the
second quarter, spurred by a rebound in
consumer spending and acceleration in
manufacturing
activity.
Industrial
production remained robust and business
capital spending held up, supported by the
tailwind from the late-cycle fiscal stimulus.
Nonresidential construction expanded at a
faster pace. Housing activity, however,
remained
lackluster.
Residential
construction has so far failed to keep up
with demand for replacement units and new
housing needs. Sales activity of existing
homes has also been relatively flat in the
last two years, partly due to lack of supply.
Domestic Equity
Our Large Cap Intrinsic Value Equity (LCIV)
strategy declined -0.7% (gross) during the
quarter, underperforming the Russell 1000
Value (+1.2%).
Year to date, our LCIV
strategy is down -1.1% (gross), outperforming
the Russell 1000 Value at -1.7%. For the
trailing one year, our LCIV strategy is up
14.0%, significantly outperforming the
Russel 1000 Value return of 6.8%. U.S.
markets seem to disbelieve the economic
recovery (which we have been in since the
Great Recession) can sustain itself much
longer. We believe the economic recovery
that the U.S. and rest of the world is
enjoying should last for some time to come,
although with some hiccups along the way.
our U.S. Concentrated Growth Strategy
(composite) returned 3.27% versus the 5.76%
return of the Russell 1000 Growth Index in
the second quarter of 2018, but through the
many different and varied market cycles, we
have successfully returned 11.58% compared
to the Russell 1000 Growth return of 9.46%
since inception (January 1, 1994). The primary
reason for the underperformance during the
quarter was the Portfolio’s emphasis on
quality stable growth stocks, with more
modest valuations in comparison to the high
growth, high valuation, high volatility stocks

that accounted for much of the gain in the
Index during the second quarter of 2018. The
Portfolio’s emphasis on stable growth is
consistent with its investment philosophy and
discipline
of
seeking
high
quality,
attractively valued growth stocks that can
perform well in rising markets (but almost
never keep up in momentum driven markets)
but will also help mitigate risk when equity
markets decline.
Our Small Value Equity Portfolio (composite)
delivered a total return of 5.0% versus 8.3%
for the benchmark Russell 2000 Value. For
the last twelve months the Portfolio
returned 17.3%, outpacing the benchmark
return of 13.1%. Furthermore, the Portfolio
has outperformed the Russell 2000 Value
since inception (March 1, 2005), posting an
average annual return of 9.8% versus 7.9%
for the benchmark.
International Equity
In Global and Non-U.S. Value Equity, Equities
delivered lackluster returns in the second
quarter amid escalating trade tensions and
Italian political drama. Stocks began each
month of the quarter with an attempted rally
that ultimately fizzled out, resulting in a
loss for international indexes and a slight
gain
for
global
markets
(in
USD).
Performance
trends
remained
broadly
consistent in recent periods with a few
exceptions.
Although it was a bumpy quarter for the
broader markets, our International and
Global Growth Equity strategies continued to
perform extremely well against their
respective benchmarks, with our EAFE Plus
Equity Composite returning 4.6% (gross) for
the quarter, compared to the 0.4% return of
the MSCI EAFE Growth Index, and the -1.0%
return of the MSCI EAFE (Broad) Index. For
the one-year trailing, our EAFE Plus Equity
Composite has returned 22.4% (gross)
compared to the 9.8% return of the MSCI
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EAFE Growth Index, and the 7.4% return of
the MSCI EAFE (Broad) Index. Not only has
growth continued to outperform value, but
the strategies have benefited from strong
stock selection as a number of individual
holdings continued to execute well, notably
in
the
Information
Technology
and
Industrials sectors.

Energy, and Metals & Mining. The volatility
that entered the markets in 1Q18 stayed in
2Q18, as both rates and spreads continued to
widen (although to a lesser extent).

Fixed Income
In the Fixed Income market arena, The
corporate
bond
market
continued
to
deteriorate during the last quarter.
Consistent with the equity markets’ peak in
late January, credit spreads reached
historic
tightening.
Interest
rates
continued their upward drift during 2018’s
second quarter, driven by higher inflation,
stronger economic growth, and tighter
Federal Reserve policy.
In the High Yield market, our core strategy
lagged the benchmark, as contribution from
sector allocation was modestly negative
while attribution from credit selection was
negative primarily due to the lack of
ownership
of
CCC-rated
securities.
Attribution among sectors and credits was
well distributed with an even weighting of
overweight
and
underweight
positions
making the list of top and bottom
performers, highlighting the importance of
credit selection in the current market.
Notably positive selection was generated in
Wireless, Food and Beverage, and Midstream
while detractors were distributed across
several sectors including Cable/Satellite,

DISCLOSURE

Emerging Markets
Political and trade tensions dominated
investor sentiment in emerging markets in the
second quarter of 2018. Despite an apparent
diminution of risk on the Korean Peninsula,
the vulnerability of Asian economies to the
effects of increasing trade tariffs and the
possibility of a trade war between China and
the USA weighed heavily on markets. As a
result, the MSCI Emerging Markets Index
returned -7.9% for the quarter, and our
Emerging Markets Equity Composite returned
-7.8% (gross). Since Inception (July 1, 2012),
our Emerging Markets Equity Composite has
returned 5.9% compared to the 5.0% return
of the MSCI Emerging Markets Index.
Thank You
We would like to extend our gratitude to the
Michigan
Laborers
Annuity
Fund
for
allocating a portion of its assets to Sierra’s
EAFE Plus Equity (International Equity)
commingled fund. Also, we would like to
thank the International Brotherhood of
Teamsters Local No. 705 Health and Welfare
Fund for additional contributions to Sierra’s
Fixed Income Product and the San Mateo
Electrical
Workers
Health
Plan
for
additional contributions to Sierra’s Fixed
Income product. We at Sierra Investment
Partners, Inc., value each of our clients and
are grateful for the opportunity to manage a
portion of your assets.

Sierra Investment Partners, Inc. (Sierra) is a manager of managers and uses exclusive sub-advisory and marketing relationships to manage plan assets. Sierra’s
sub-advisors are: Amundi Pioneer Institutional Asset Management, Inc. for Concentrated Growth Equity; Todd Asset Management LLC for Large Cap Intrinsic
Value Equity & Intrinsic Value Opportunity; Franklin Templeton Institutional, LLC for Franklin EAFE Plus Equity & Global Growth Equity; Templeton
Institutional Asset Management, LLC for Non-U.S. Equity & Global Equity; StoneRidge PMG Advisors, LLC for Fixed Income; Robert W. Baird & Co. Incorporated
for Small Value Equity; Fort Washington Investment Advisors, Inc. for High Yield Fixed Income; and Edinburgh Partners Limited for Emerging Markets Equity.
Performance reflects that of our sub-advisor for each respective product. Returns are calculated and presented gross of fees. Gross of fees performance is
calculated after the deduction of trading costs, but before the deduction of management fees, custodial fees or other fees. Fee schedules are described in
Part II of Sierra’s Form ADV. Sierra client returns would be reduced by investment management fees. For example, a five-year gross annualized return of
20.10% would be reduced to 18.96% after the deduction of annualized fees of 1%. The information provided is historic in nature and should not be taken as any
indication of future performance as future investments will be made under different economic conditions and may utilize different securities. The Russell
1000 Value Index is a widely recognized index of market activity based on the aggregate performance of common stocks from the Russell 1000 Index, with lower
price-to-book ratios and lower forecasted growth values. The performance data was supplied by Frank Russell Trust Company. The Russell 1000 Growth Index
measures the performance of the Russell 1000’s growth segment, which is defined to include the firms whose share prices have higher price-to-book ratios and
higher expected earnings growth rates. The Russell 2000 Value Index measures the performance of the small-cap value segment of the U.S. equity universe. It
includes those Russell 2000 Index companies with lower price-to-book ratios and lower forecasted growth values. The Russell Indices are a trademark of the
Frank Russell Company. Indices are unmanaged and are not available for direct investment. The MSCI EAFE Growth Index is a free float-adjusted market
capitalization weighted equity index comprised of securities in MSCI’s developed market country specific-indexes, excluding the U.S. and Canada, that have more
growth-oriented investment style characteristics. The MSCI EAFE Index is an equity index calculated by MSCI. The index measures the total returns (gross
dividends are reinvested) of equity securities in the developed markets in Europe, Australasia and the Far East. Securities included in the index are weighted
according to their Free Float adjusted market capitalization (Price x Shares outstanding x Foreign Inclusion Factor). The MSCI Emerging Markets Index captures
large and mid-cap representation across 24 Emerging Markets (EM) countries, including Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary,
India, Indonesia, Korea, Malaysia, Mexico, Pakistan, Peru, Philippines, Poland, Russia, Qatar, South Africa, Taiwan, Thailand, Turkey and United Arab Emirates.
With 846 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in each country. The indexes chosen to compare
performance are not identical in structure to the composites and are provided to represent the investment environment existing during the time periods shown.
Indexes are unmanaged, fully invested and do not include deduction of fees or expenses. This information is only an explanation of investment philosophy and
historic performance and is not meant to be an investment recommendation. For a disclosure prepared in compliance with the Global Investment Performance
Standards (GIPS®) and a list of composites and performance results, please call our corporate headquarters at (925) 941-6300. GIPS has not been involved
with the preparation or review of this report. Past performance is no guarantee of future results.
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