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MARKET REVIEW
Consumer spending continues to be the
driver for U.S. economic growth. In the last
quarter of 2015 and the first two quarters
of 2016, Gross Domestic Product (GDP)
would have been negative if not for the
contribution of consumption to the economy.
In the second quarter, GDP grew at a
slightly faster pace of 1.4% compared to
0.8% in the first quarter. Much of the
quarters growth can be attributed to a 4.3%
growth spurt in household spending.
After a sizable post-Brexit bounce to start
the third quarter and an increased investor
risk appetite, markets quickly returned to
the sideways trading we have seen over the
past couple of years as economic and
political uncertainties linger. The third
quarter saw investors swing toward more
cyclicals and out of defensives.
Domestic Equity
Our Large Cap Intrinsic Value Equity
strategy rebounded in the third quarter to
gain 6.2% (gross) and outperform the S&P’s
gain of 3.9%, and Russell 1000 Value return
of 3.5%. A reversal in investor preference
from the first half of the year helped to
bring our value discipline back into favor.
The unwinding low-volatility, high yield
trade gave way to fundamentals and value.
Investors have become more comfortable
with the idea of slow growth being
sustainable, which has allowed them the
comfort to start looking at fundamentals
again.
Stock selection drove performance during
the quarter, particularly within Financial,
Technology, and Industrial sectors. Factor
analysis shows that valuation metrics and
our
Multi-factor
Ranking
helped
to
differentiate between winners and losers.
Our underweight position in the higher
yielding
sectors
(Consumer
Staples,
Utilities, and Telecom) also added to
performance.

For the quarter, Our U.S. Concentrated
Growth closely trailed the benchmark
Russell
1000®
Growth
Index.
The
underperformance was primarily due to
sector allocation and stock selection in the
Consumer
Staples
and
Information
Technology sectors. Consumer Staples
declined due to concerns about valuations in
the sector and company specific issues.
Information Technology performed well, but
the Strategy was underweight, as there are
relatively few companies in the sector that
meet the portfolio’s definition of quality.
Our Small Value Equity Portfolio delivered
a total return of 2.3% for the quarter
trailing the 8.9% return of the benchmark
Russell 2000 Value. Since Inception (March
1, 2005), however, our Small Value Portfolio
has earned an 8.9% return compared to the
6.7% return of the benchmark Russell 2000
Value. Performance during the quarter was
negatively impacted by weakness in a handful
of individual securities. Although several
stocks
within
our
portfolio
were
disappointing in the quarter, our analysis
suggests that their problems are temporary
and the long-term profitability and growth
potential of each business is intact.
International Equity
In Global and Non-U.S. Value Equity, Our
portfolio delivered a total return of 7.39%
for the quarter, compared to the 6.5%
return of the benchmark MSCI EAFE. In our
view, the third quarter offered a glimpse of
the turnaround potential inherent in a
“patient value strategy” as some of the
market’s biggest recent laggards rebounded
sharply. Materials was one such example, led
by mining stocks, which recovered after five
years of underperformance. We have
identified select value opportunities in the
sector in recent quarters, increasing
exposure to a roughly market-weighted
position.
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In International and Global Growth Equity,
the rising markets in the third quarter
were positive for our strategies as investor
sentiment
favored
our
portfolio
positioning,
given
the
portfolios’
overweight exposure to the in favor
Information Technology sector and limited
exposure to the out of favor Consumer
Staples, Utilities and Telecommunication
Services sectors. Strong earnings reports
from a number of portfolio holdings were
also beneficial for relative performance.
As a result, our portfolio delivered a total
return of 8.01% for the quarter, compared
to the 4.96% return of the benchmark MSCI
EAFE Growth.

The High Yield market continued its
impressive run during the third quarter. Our
core strategy
lagged the benchmark
primarily due to our underweight allocation
in both lower quality securities and the
cyclical
commodity
sectors.
Positive
contributors to our performance were well
distributed among sector and security
selection while negative contributors were
focused around our sector underweight to
Metals & Mining and our lack of lower
quality exposure in Energy. As a result, we
continue to use the rally in high yield to
gradually upgrade the quality of our
portfolios as we believe that we are in the
later stages of the credit cycle and do not
find that compensation for excess credit risk
is adequate to justify a step-down in quality.

Fixed Income
In the Fixed Income market arena, the U.S.
Treasury ten-year yield intraday fell as low
as 1.32% on lowered global growth
expectations after Great Britain announced
their intention to depart from the European
Union (Brexit). A very weak June employment
number validated the sentiment as did
yields of longer dated bonds of more
countries turning negative. However, as the
quarter unfolded, signs of strength in U.S.
economic data began to emerge. After two
subpar quarters of real growth in the first
half of the year, third quarter GDP is now
expected to come in around 2.5%. This
development caused interest rates to rise
across the board as the market began
discounting the increased likelihood of a
late December rate hike by the Federal
Reserve. The net result of the two
contrasting sentiments was that interest
rates rose and the yield curve flattened.

Thank You
We would like to extend our gratitude to the
Sheet Metal Workers Local 265 Pension
Fund for allocating a portion of their assets
to Sierra’s Concentrated Growth Equity
product. Also, we would like to thank the
Hawaii Masons and Plasterers Annuity Fund
and the San Diego Electrical Pension Trust
for additional contributions to Sierra’s
Fixed Income product, the I.B.T. Local No. 705
Pension Fund for additional contributions to
Sierra’s Fixed Income and International
Growth Equity products, and the Midwest
Operating Engineers Pension Trust Fund for
an additional contribution to Sierra’s
International Growth Equity 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.

DISCLOSURE

Sierra Investment Partners, Inc. (Sierra) is a manager of managers and uses exclusive sub-advisor relationships to manage plan assets. Sierra’s sub-advisors
are: Pioneer Institutional Asset Management, Inc. for Concentrated Growth Equity; Todd Asset Management, LLC for Large Cap Intrinsic Value Equity &
Intrinsic Value Opportunity; Franklin Equity Group for Franklin Non-U.S. Equity & Global Growth Equity; Templeton for Non-U.S. Equity & Global Equity;
StoneRidge PMG Advisors, LLC for Fixed Income; Robert W. Baird & Co. Incorporated for Small Value Equity; and Fort Washington Investment Advisors, Inc. for
High Yield Fixed Income. Performance reflects that of our exclusive 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 Large Cap Intrinsic Value Equity composite includes all fully discretionary, non-taxable portfolios invested in the equity
strategy. The Russell 1000 Index is a market capitalization weighted index that consists of the 1,000 largest securities in the Russell 3000 Index. The S&P 500
Index is a market capitalization weighted index that contains approximately 500 industrial, transportation, utility and financial companies regarded as generally
representative of the U.S. stock market. Investments are not limited to the companies in the Russell 1000 or the S&P 500. The Small Value Equity composite
includes all fully discretionary, institutional portfolios over $5.0 million invested in the Small Value Equity strategy benchmarked against the Russell 2000.
The Russell 2000 is a market capitalization weighted index which measures the performance of approximately 2000 companies that are between the 1000th and
3000th largest in the market. The Russell 2000 Value Index measures the performance of those Russell 2000 companies with lower price/book ratios and lower
forecasted growth values. Investments are not limited to the companies in the Russell 2000 or Russell 2000 Value. 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. Information contained herein should be used for one-on-one
presentations only and should be accompanied by this performance disclosure. 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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