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MARKET REVIEW
For the third year in a row, U.S. economic
growth in the first quarter of the year
slowed below trend. The primary driver
of growth has been the consumer, and
during the first three months of this
year, weaker household consumption
reduced overall growth.
For 2016,
growth could be less than 2.0%.
We
believe this slower growth may be secular
in nature, not cyclical. Consequently, the
Federal Reserve seems to be putting
future rate hikes on hold.
The defining moment of the second
quarter came on June 24, 2016, when the
tally revealed that the British people
voted to leave the European Union.
Concerns about Brexit contributed to an
increase in market volatility at the end of
the quarter.
Domestic Equity
Our Large Cap Intrinsic Value Equity
strategy posted a gross return of -2.4%
for the quarter, compared to the Russell
1000 Value return of 4.6%. We continue
to manage the strategy as we always have,
blending
attractive
valuation
with
indications that earnings trends are solid
and the market action is constructive for
stocks. Over the past nine months, this
has been cyclically out of favor, but we
believe a recovery should be taking hold
in the near future. We have seen the
strategy underperform like this once
before, during the internet bubble.
Investors’ desire for intrinsic value was
diminished during that episode, and stock
prices disconnected from fundamentals.
This is what we are currently seeing as
well. Following that episode, we went on
to outperform the S&P 500 for eight of
the next nine years between 2000 and
2008. We believe this episode could play
out similarly.

Our U.S. Concentrated Growth strategy
invests in high quality growth companies
that trade at a discount to their intrinsic
values. Quality growth stocks struggled
in the quarter as investors favored
income‐producing securities in a declining
interest rate environment. Our Strategy
does not typically own companies in
income‐oriented sectors because they do
not meet our definition of quality. Despite
the lack of exposure to these areas,
sector allocation was positive overall for
the quarter as the Strategy was
overweight in the Consumer Staples and
Energy
sectors,
both
of
which
outperformed. As a whole, our portfolio
underperformed in the quarter, returning
‐0.53% versus 0.61% for the Russell 1000®
Growth Index due to our stock selection in
a variety of industries.
Our
Small
Value
Equity
portfolio
delivered a solid absolute return of 5.5%
for the quarter, outperforming the
benchmark Russell 2000 Value by 120
basis
points.
Top
economic
sectors
contributing to outperformance included
Information
Technology,
Consumer
Staples, and Utilities. During the quarter,
our
portfolio
trading
focused
on
continued efforts to own companies with
the ability to grow earnings in a slow
economic growth environment.
International Equity
In Global and Non-U.S. Value Equity,
International equities fluctuated for most
of the second quarter, until the Brexit
vote whipsawed stocks during the final
week of the period, resulting in a slight
quarterly gain for global equities and a
slight quarterly loss for international
stocks. We are currently reassessing our
positioning on a stock‐by‐stock basis to
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account for the likely future impact of a
Brexit on companies, industries, and
economies.
We expect volatility and
uncertainty
to
create
additional
long‐term opportunities.

The
High
Yield
market
generated
impressive returns during the second
calendar quarter, outpacing most major
domestic asset classes. However, our
portfolios lagged the benchmark in the
second quarter, due to our higher quality
holdings.
Performance
was
driven
primarily by sector allocation and ratings
quality. As a result, we have used the
rally in the commodity sectors to upgrade
the quality of our portfolios as a whole.

In International and Global Growth
Equity, we saw a spike in volatility
following the UK Brexit vote at the end
of June. Global Equity markets, as
represented by the MSCI World Index,
actually managed a modest gain during
the second quarter in U.S. dollar terms.
However, our portfolios suffered more
than the market in the wake of the Brexit
vote. Our concentrated portfolios have a
growth orientation and tend to be
comprised of more focused mid- to largecap companies as opposed to the mega-cap
stocks that typically do well immediately
following a significant and unexpected
macroeconomic or political event.
Fixed Income
In the Fixed Income market arena,
corporate bonds had the best total
return among the sectors of the
investment grade market. In particular,
bonds with a quality rating of Baa/BBB
significantly outperformed all other
rated bonds.
Within the corporate
sector, bonds issued by industrial
companies outperformed on a relative
basis.
Duration also outperformed as
securities
with
longer
durations
returned more than those with a shorter
maturity.

Thank You
We would like to extend our gratitude to
the Local 731, I. B. of T., Excavators and
Pavers Pension Trust Fund, the Northeast
Carpenters Annuity Fund, and Northeast
Carpenters Health Fund Vacation Benefits
Account for allocating a portion of their
assets to Sierra’s Concentrated Growth
Equity product. Also, we would like to
thank the San Diego Electrical Pension
Trust for additional contributions to
Sierra’s High Yield Fixed Income product,
the Midwest Operating Engineers Pension
Trust Fund for additional contributions to
Sierra’s International Growth Equity
product, and the Bay Area Painters and
Tapers Pension Plan for additional
contributions to Sierra’s Large Cap
Intrinsic Value 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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