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MARKET REVIEW
During 2017, synchronized recoveries in the
Euro-area, Japan, and emerging Asia helped
provide a favorable backdrop for the U.S.
economy,
particularly
the
manufacturing
sector. A revival in industrial production, along
with a recovery in business capital investments,
fueled an acceleration in the Gross Domestic
Product (“GDP”) growth rate during the second
and third quarters. Despite the shocks from
hurricanes and wildfires, the economy posted
growth rates of 3.1% and 3.2%, respectively, in
the second and third quarters of 2017.
A surge in housing activity and strong holiday
sales helped sustain the growth momentum into
the fourth quarter. The housing sector, after
remaining dormant for most of the year, came
back to life in the fourth quarter. Existing
home sales as well as new home sales reached
post-recession highs in November. Importantly,
continued strength in the job market helped
consumers set a new record for holiday sales in
the fourth quarter.
Domestic Equity
Our Large Cap Intrinsic Value Equity strategy
returned 8.6% (gross) during the quarter,
outperforming the Russell 1000 Value at 5.3%.
For the full year, our strategy was up 26.7%
(gross) vs. the Russell 1000 Value at 13.7%.
Performance this year stands in stark contrast
to early 2016, when we had been lagging.
Interestingly, our turnover is still only about
30% annually, so for the most part, this is the
same portfolio that hurt us eighteen months
ago – again, patience is a virtue. The market has
shifted to reward our management style, as it
has become apparent the Federal Reserve is
trying to get U.S. rates back to a more normal
level.
For the quarter, our U.S. Concentrated Growth
Strategy (composite) returned 4.62% versus the
7.86% return of the Russell 1000 Growth Index.
For the year, our U.S. Concentrated Growth
Strategy (composite) returned 23.89% versus
the 30.21% return of the Russell 1000 Growth
Index. Since inception (January 1, 1994),
however, our U.S. Concentrated Growth
Strategy (composite) has returned 11.64%,

significantly outperforming the Russell 1000
Growth Index return of 9.35% during that
period. Our Concentrated Growth Portfolios
have historically underperformed in drastically
rising markets like 2017, but are much more
defensive in moderate to declining equity
markets, resulting in long-term compounded
outperformance.
Our Small Value Equity Portfolio significantly
outperformed its benchmark for fourth quarter
of 2017, delivering a total return of 6.0%
versus 2.0% for the Russell 2000 Value. For the
year, the portfolio returned 19.5% outpacing
the benchmark return of 7.8%. Further, the
portfolio has outperformed the Russell 2000
Value since inception (March 2005), delivering
an average annual return of 10.1% versus 7.8%
for the benchmark.
International Equity
In Global and Non-U.S. Value Equity, Stocks
rallied in 2017 as investors looked beyond
political turmoil and U.S. Federal Reserve Board
tightening and wagered instead on global
growth and fiscal stimulus. Yet, despite a lot
going right in 2017 and the portfolios delivering
sizable absolute gains, the results were a little
disappointing,
with
our
Non-U.S.
Equity
Composite returning 23.11% (gross) for the
year, compared to the 22.12% return of the MSCI
EAFE Value Index, and the 25.62% return of the
MSCI EAFE (Broad) Index. While the composites
broadly benefited from sector and regional
positioning, we faced a bottom-up headwind at
the stock level.
In International and Global Growth Equity, our
portfolios performed extremely well in 2017,
with our EAFE Plus Equity (International Equity)
Composite returning 36.99% (gross) compared to
the MSCI EAFE Growth Index return of 29.34%
and the MSCI EAFE (Broad) Index return of
25.62%,
benefiting
from
the
positive
convergence of favorable market trends and
strong execution from many individual holdings.
With non-U.S. markets and smaller-cap stocks
both outperforming the broad global equity
market, our International and Global Growth
Equity strategies were aligned with market
trends in 2017.
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Fixed Income
In the Fixed Income market arena, The bond
market sold off again in late December on
stronger than expected third quarter GDP
growth of 3.2%. Also, the administration's
success in passing tax reform pushed yields
higher as the quarter ended. The third and
final rate hike of 2017 occurred as expected in
December in spite of muted inflation data.
Higher short- and intermediate-term interest
rates and investors’ continued demand for
income pressed credit spreads tighter. Credit
outperformed Treasuries and agencies as
narrowing corporate spreads offset the
negative price returns of rising interest rates.
Longer-term corporate bonds contributed to
the outperformance due to rates rising more in
the front end of the curve.

Emerging Markets
The combination of stronger economic growth in
all the world’s major economies and weakness in
the U.S. Dollar caused an upsurge in investor
enthusiasm for emerging markets during the
quarter. Fund flows into the asset class, which
had been strong all year, accelerated in the
final months of 2017. This allowed the portfolio
to make good progress overall. However, the
benchmark (MSCI Emerging Markets Index)
outperformed, primarily due to stock selection
of a few notable securities that we believe do
not represent good value.

In the High Yield market, our core strategy
slightly trailed the benchmarks for the
quarter primarily due to security selection.
Significantly positive selection was generated
across a wide variety of sectors, most notably
Midstream, Cable, and Oil Field Services;
however, distinctive credit selection within
Telecommunications (Wireline and Wireless),
Financials, and Retailing were enough to
offset these positive results. For the full
calendar year of 2017, our High Yield composite
returned 7.44% compared to the 6.40% return
of the Citigroup High Yield BB/B ex B/CCC Split
Ratings Index, and 7.50% return of the
Bloomberg Barclays U.S. Corporate High Yield
Index.

DISCLOSURE

Thank You
We would like to extend our gratitude to the
IBEW Local 595 Pension Plan for allocating a
portion of its assets to Sierra’s EAFE Plus
Equity (International Equity) commingled fund.
Also, we would like to thank the Hawaii
Electricians Annuity Fund and the Hawaii
Electricians Pension Fund for additional
contributions to Sierra’s EAFE Plus Equity
(International Equity) commingled fund, the
Electrical Workers Local No. 26 Pension Trust
Fund for additional contributions to Sierra’s
Concentrated Growth Equity product, the San
Diego Electrical Health and Welfare Trust for
additional contributions to Sierra’s High Yield
Fixed Income product, and the Laborers Local
Union No. 158 Pension Fund and the
Steelworkers Pension Trust 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 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 EAFE Value Index captures large and mid-cap securities exhibiting overall value style characteristics across Developed Markets countries
around the world, excluding the U.S. and Canada. The value investment style characteristics for index construction are defined using three variables: book
value to price, 12-month forward earnings to price and dividend yield. 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 Citigroup High Yield BB/B ex B/CCC Split Ratings Index is a U.S. dollar-denominated index, which measures the
performance of High Yield debt issued by corporations domiciled in the U.S. or Canada. Recognized as a broad measure of the North American High-Yield market,
the index includes cash-pay, deferred-interest securities and debt issued under Rule 144A in unregistered form. It excludes split-rated B/CCC securities. The
Bloomberg Barclays U.S. Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market. Securities are
classified as high yield if the middle rating of Moody's, Fitch and S&P is Ba1/BB+/BB+ or below. 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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