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Summary 

Summary – Investment Option Array   
 

Tier I 
Asset Allocation Risk-Profile Funds

Tier II
Core Options 

Tier III
 Specialty Options

Capital Preservation
FDIC-Insured Savings Account

JP Morgan Chase Certificates of Deposit
DCP Stable Value 

(100% Galliard Separate Account)
DCP Bond Fund

DCP Large-Cap Stock Fund
(100% Vanguard Institutional Index Fund)

DCP Mid-Cap Stock Fund*
(100% Vanguard Mid-Cap Index Fund)

Small-Cap Equity***
(100% SSgA Russell Small Cap Index Non-Lending Series)

International Equity**
DWS EAFE Equity Index Fund Brokerage Window

Fidelity Diversified International Fund Schwab PCRA Self-Directed Brokerage Account

* DCP Mid-Cap Stock approved structure is 50% Mid Cap Core + 25% Mid Cap Value + 25% Mid Cap Growth upon completion of Phase II implementation 
** Upon completion of Phase II new DCP International Equity Fund with approved structure of 65% International Developed + 17.5% Emerging Markets + 17.5% International Small Cap 
***Upon completion of Phase II new DCP Small-Cap Stock with approved structure is 34% Small Cap Core + 33% Small Cap Value + 33% Small Cap Growth 

Conservative

Aggressive

DCP Ultra Conservative

DCP Conservative

DCP Moderate

DCP Aggressive

DCP Ultra Aggressive

(50% Vanguard Total Bond Market Index Fund + 50% PIMCO Total 
Return Fund)



 

Defined Contribution Performance Evaluation Report City of Los Angeles - City of Los Angeles Deferred Compensation Plan
 

 

Mercer 12 
 

Distribution of Participant Account Balances

6,466

3,674
2,649

6,267

3,301

1,516
628 726

15,143

0

2,000

4,000

6,000

8,000

10,000

12,000

14,000

16,000

< $25,000 $25,001-
$50,000

$50,001-
$75,000

$75,001-
$100,000

$100,001-
$200,000

$200,001-
$300,000

$300,001-
$400,000

$400,001-
$500,000

>
$500,001

N
um

be
r o

f P
ar

tic
ip

an
ts

 

Summary – Plan Highlights, Key Observations and Recommendations  
Deferred Compensation Plan Assets 
 
 At quarter-end, assets in the Deferred Compensation Plan 

totaled $3,850.6 million, increasing $57.2 million (1.5%) from 
$3,793.4 million at the previous quarter-end as a result of 
investment gains and net cash inflows. Contributions (including 
other deposits) for the quarter totaled $81.1 million compared 
to withdrawals (including fees) of $65.0 million. Investment 
gains totaled $41.1 million.  

 As of June 30, 2013, there were 40,370 participants with 
ending account balances. The average account balance was 
$95,382, while the median account balance was $42,954. The 
distribution of participant balances is shown to the right; 37.5% 
of participants had a balance less than $25,000 and 1.8% had 
a balance greater than $500,000. 

 The Deferred Compensation Plan (DCP) Large Cap Stock Fund held the highest percentage of Plan assets (31.9%), followed by the 
DCP Stable Value Fund (22.5%), FDIC-Insured Savings Account (7.8%), and Schwab PCRA Self-Directed Brokerage Account (6.0%). 
With the exception of the Profile funds, all other funds held less than 5.0% of Plan assets. 

 Assets in the Profile funds (5 customized risk-based Profile funds ranging from Ultra Conservative to Ultra Aggressive) totaled $562.6 
million (14.6%) at quarter end; this was an increase of $21.5 million from $541.1 million at the prior quarter end. 

 
Performance  
 The Plan's investments are generally meeting performance objectives, and we are recommending no changes at this time.   

 The DCP Bond fund trailed its index by 70 basis points during the quarter, driven by its underlying allocation to the PIMCO Total Return 
Fund, which lagged its benchmark by 130 basis points during the quarter. Underperformance during the quarter was driven by holdings 
of inflation-linked bonds as breakeven inflation levels narrowed amid reduced inflation expectations, as well as exposure to emerging 
markets. 
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Summary – Plan Highlights, Key Observations and Recommendations  
Key Observations and Recommendations 
 
 On April 20, 2012, Phase I of the Investment Menu Implementation was completed. The following changes took place: 
 DCP Bond Fund was formed, which is 50% Vanguard Total Bond Market Index Fund and 50% PIMCO Total Return Fund 
 The Vanguard Institutional Index Fund was transitioned to the newly formed DCP Large-Cap Stock Fund, which is 100% passively 

managed 
 The Hartford Capital Appreciation, American Funds Growth Fund of America, and American Funds Investment Company of America 

were terminated and assets were mapped to the newly created DCP Large-Cap Stock Fund 
 Investments in the Vanguard Mid-Cap Index Fund were mapped to the newly created DCP Mid-Cap Stock Fund as part of Phase I. 

Future procurements for active mid value and mid growth managers will occur this year 
 The Lazard US Mid Cap Equity Fund was terminated and assets were mapped to the DCP Mid-Cap Stock Fund 

 
 The next phase of the new line-up configuration will be the procurement process for new managers to build out the DCP Mid-Cap, 

Small-Cap, and International Stock Funds. 
 
 For the FDIC-Insured Savings Account, Bank of the West, Bank of America, and City National Bank have weightings of 50%, 25%, 

and 25%, respectively. For the quarter ending June 30, 2013 their declared rates were as follows: Bank of America = 0.14%, Bank of 
the West = 0.75% and City National Bank = 0.15% yielding a blended rate of 0.45%. 

 
 On January 31, 2013, the Vanguard Mid-cap Index Fund (currently 100% of the DCP Mid-Cap Stock Fund) changed its benchmark 

from the MSCI US Mid Cap 450 Index to CRSP US Mid Cap Index.  
 
 
 
 
 

 



 

Defined Contribution Performance Evaluation Report City of Los Angeles - City of Los Angeles Deferred Compensation Plan
 

 

Mercer 14 
 

Summary – Asset Allocation 
 

Investment Option Current 
Balance 

Prior      
Balance % of Plan % Chg vs. 

Prior 

Money Market $303,963,723 $302,818,021 7.9% -0.1% 

          FDIC-Insured Savings Account $299,068,771 $296,880,462 7.8% -0.1% 

          JPMorgan Chase Certificates of Deposit $4,894,952 $5,937,558 0.1% 0.0% 

Stable Value $867,220,597 $853,616,283 22.5% 0.0% 

          Deferred Compensation Stable Value Fund (Net) $867,220,597 $853,616,283 22.5% 0.0% 

Domestic Fixed $184,906,680 $206,972,806 4.8% -0.7% 

          DCP Bond Fund $184,906,680 $206,972,806 4.8% -0.7% 

Risk-based $562,619,844 $541,089,819 14.6% 0.3% 

          Ultra Conservative $36,955,524 $38,050,340 1.0% 0.0% 

          Conservative Profile $82,053,348 $80,229,404 2.1% 0.0% 

          Moderate Profile $205,021,351 $195,682,815 5.3% 0.2% 

          Aggressive Profile $181,657,845 $174,681,674 4.7% 0.1% 

          Ultra Aggressive Profile $56,931,776 $52,445,585 1.5% 0.1% 

Domestic Equity $1,518,955,278 $1,477,895,450 39.4% 0.5% 

          DCP Large Cap Stock Fund $1,228,769,630 $1,207,175,606 31.9% 0.1% 

          DCP Mid Cap Stock Fund $119,455,842 $109,258,000 3.1% 0.2% 

          SSgA Russell Small Cap Index Non-Lending Series Fund $170,729,805 $161,461,844 4.4% 0.2% 

International Equity $182,684,916 $182,305,814 4.7% -0.1% 

          DWS EAFE Equity Index Fund Institutional $35,597,830 $35,145,884 0.9% 0.0% 

          Fidelity Diversified International Fund $147,087,086 $147,159,931 3.8% -0.1% 

Brokerage Window $230,206,151 $228,701,894 6.0% -0.1% 

          Schwab PCRA Self-Directed Brokerage Account $230,206,151 $228,701,894 6.0% -0.1% 

Total Plan $3,850,557,188 $3,793,400,087 100%  
 

   Prior Asset Allocation - March 31, 2013
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   Current Asset Allocation - June 30, 2013
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Summary – Investment Expense Analysis  
Analysis reflects investment expenses only and does not include an evaluation of plan recordkeeping costs. 

Fund Style Fund Balance 
Estimated 

Fund 
Expense 

Fund Net 
Expense 

Ratio 

Median Net 
Expense 

Ratio1 

Net 
Expense 

Diff. 
Expense 

Reimbursement 
Investment 

Management 
Fee 

 FDIC-Insured Savings Account Cash Equivalents $299,068,771  N/A N/A N/A N/A N/A N/A 

 JPMorgan Chase Certificates of Deposit Cash Equivalents $4,894,952  N/A N/A N/A N/A N/A N/A 

 Deferred Compensation Stable Value Fund (Net) Stable Value $867,220,597  $2,428,218  0.28% 0.46% -0.18% 0.00% 0.28% 

 DCP Bond Fund US Fixed $184,906,680  $480,757  0.26% 0.54% -0.28% 0.00% 0.26% 

 Ultra Conservative Risk-based $36,955,524  $96,084  0.26% 0.80% -0.54% 0.00% 0.26% 

 Conservative Profile Risk-based $82,053,348  $205,133  0.25% 0.80% -0.55% 0.00% 0.25% 

 Moderate Profile Risk-based $205,021,351  $410,043  0.20% 0.86% -0.66% 0.00% 0.20% 

 Aggressive Profile Risk-based $181,657,845  $363,316  0.20% 0.95% -0.75% 0.00% 0.20% 

 Ultra Aggressive Profile Risk-based $56,931,776  $108,170  0.19% 0.95% -0.76% 0.00% 0.19% 

 DCP Large Cap Stock Fund US Large Cap Equity $1,228,769,630  $245,754  0.02% 0.20% -0.18% 0.00% 0.02% 

 DCP Mid Cap Stock Fund US Mid Cap Equity $119,455,842  $71,674  0.06% 0.29% -0.23% 0.00% 0.06% 

 SSgA Russell Small Cap Index Non-Lending Series Fund US Small Cap Equity $170,729,805  $102,438  0.06% 0.29% -0.23% 0.00% 0.06% 

 DWS EAFE Equity Index Fund Institutional International Equity $35,597,830  $192,228  0.54% 0.40% 0.14% 0.00% 0.54% 

 Fidelity Diversified International Fund International Equity $147,087,086  $1,338,492  0.91% 1.02% -0.11% 0.25% 0.66% 

 Schwab PCRA Self-Directed Brokerage Account Brokerage Window $230,206,151  N/A N/A N/A N/A N/A N/A 

Total   $3,850,557,188  $6,042,308  0.18%2   0.01% 0.17%2 

Total with Fixed Per Participant Fee   $3,850,557,188  $8,413,603  0.25%3     

 

                                                      
1 Median institutional share class net expense ratio as defined by the respective Mercer Mutual Fund Universe and Lipper institutional share class categorizations. The median stable value management fee is 
derived from Mercer’s quarterly stable value survey. Profile funds are compared to the median institutional expense ratio of the corresponding Mercer Mutual Fund Target Risk Universe. 
2 Total excludes assets in the FDIC-Insured Savings Account, JPMorgan Chase Certificates of Deposit, and Schwab Self-Directed Brokerage Account. 
3 Total estimated annual asset-based fee is $2,371,295, reflecting a quarterly per participant fee of 0.025% on the first $125,000 of balance. The number of participants with less than a $125k balance during 
the quarter was 29,976, and total assets for this group amounted to $1,072,045,403. There were 10,394 participants with balances in excess of $125k with an aggregate balance of $1,299,250,000. The total 
participant count is 40,370. 
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Summary – Compliance with Investment Policy Performance Standards 
Periods ending June 30, 2013 

3 Years 5 Years I – Index 
U – Universe Median 

I U I U I U I U 

Comments 

Deferred Compensation Stable Value Fund 
(Net)         Retain. 

DCP Bond Fund         
Retain. Fund inception was on April 20, 2012 with 50% allocated to 
PIMCO Total Return Fund Institutional and 50% allocated to Vanguard 
Total Bond Market Index Fund Inst Plus. 

Ultra Conservative Profile  N/A  N/A  N/A  N/A Retain. No changes to allocations. 

Conservative Profile T N/A  N/A  N/A  N/A Retain. No changes to allocations. 

Moderate Profile T N/A T N/A  N/A T N/A Retain. No changes to allocations. 

Aggressive Profile T N/A T N/A T N/A T N/A Retain. No changes to allocations. 

Ultra Aggressive Profile T N/A T N/A T N/A T N/A Retain. No changes to allocations. 

DCP Large Cap Stock Fund T N/A T N/A T N/A T N/A Retain. 

DCP Mid Cap Stock Fund T N/A T N/A T N/A T N/A Retain. 

SSgA Russell Small Cap Index Non-
Lending Series Fund T N/A T N/A T N/A T N/A Retain. 

DWS EAFE Equity Index Fund Institutional T N/A T N/A T N/A T N/A Retain. However, the Fund will be eliminated upon completion of 
investment menu consolidation. 

Fidelity Diversified International Fund         
Retain. However, this investment category will be addressed once 
investment procurements and restructuring are completed. 
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Summary – Performance  
Periods ending June 30, 2013 
 % of Plan 3 Months YTD 1 Year 3 Years 5 Years  

Money Market        

FDIC-Insured Savings Account (Blended Rate – 0.45%)1 7.8% 0.1% 0.2% 0.4% 0.4% NA  

JPMorgan Chase Certificates of Deposit 0.1% NA NA NA NA NA  

Stable Value        

Deferred Compensation Stable Value Fund (Net)2  
3 Yr Constant Maturity Treasury +50bps 
iMoneyNet All Taxable+100bps 
Mercer Stable Value Universe Median (Gross) 
Fund Rank in Universe 

22.5% 0.6% 
0.2% 
0.3% 
0.5% 

21 

1.2% 
0.5% 
0.5% 
1.0% 

12 

2.6% 
0.9% 
1.0% 
2.1% 

13 

3.0% 
1.1% 
1.0% 
2.9% 

37 

3.5% 
1.5% 
1.2% 
3.3% 

31 

 

Domestic Fixed        

DCP Bond Fund3 
Barclays US Aggregate 
Mercer MF US Fixed Core Universe Median 
Fund Rank in Universe 

4.8% -3.0% 
-2.3% 
-2.4% 

80 

-2.8% 
-2.4% 
-2.0% 

77 

0.2% 
-0.7% 
1.1% 

70 

4.1% 
3.5% 
4.1% 

50 

6.2% 
5.2% 
5.4% 

32 

 

Vanguard Total Bond Market Index Fund Inst Plus4 
Barclays US Aggregate 

0.0% -2.4% 
-2.3% 

-2.5% 
-2.4% 

-0.8% 
-0.7% 

3.4% 
3.5% 

5.2% 
5.2% 

 

PIMCO Total Return Fund Institutional 
Barclays US Aggregate 
Mercer MF US Fixed Core Universe Median 
Fund Rank in Universe 

0.0% -3.6% 
-2.3% 
-2.4% 

93 

-3.0% 
-2.4% 
-2.0% 

86 

1.2% 
-0.7% 
1.1% 

47 

4.7% 
3.5% 
4.1% 

33 

7.3% 
5.2% 
5.4% 

14 

 

Risk-based5        

Ultra Conservative 
Ultra Conservative Profile Custom Index6 

1.0% -1.0% 
-0.8% 

0.7% 
0.6% 

4.1% 
3.0% 

5.4% 
4.6% 

5.1% 
4.2% 

 

                                                      
1 The blended rate is as of 6/30/2013. Bank of the West, Bank of America, and City National Bank have weightings of 50%, 25%, and 25%, respectively; their declared rates at the end of the quarter are as follows: Bank of 
America = 0.14%, Bank of the West = 0.75% and City National Bank = 0.15%.   
2 The inception date of the Galliard Stable Value fund is July 1, 2008. Returns prior to the inception date are linked to the Wells Fargo Stable Return fund. 
3 Performance prior to April 2012 is simulated, with a weighting of 50% PIMCO Total Return Fund and 50% Vanguard Total Bond Market Index Fund. 
4 Due to its longer history, performance of the Vanguard Total Bond Market Index Fund Institutional share class is shown for the 5-year period. 
5 Allocation to the profile funds changed June 1, 2009 with the inclusion of a US mid cap equity component.  
6 Effective June 1, 2009, the following composite index is used: 35.0% 3 Yr Constant Maturity Treasury Index + 50 bps/ 50.0% Barclays US Aggregate Index / 5% S&P 500 Index / 2.5% MSCI US Mid Cap 450 Index/ 2.5% 
Russell 2000 Index / 5% MSCI EAFE (NWHT) Index. Prior to June 1, 2009, the following composite index is used: 35.0% 3 Yr Constant Maturity Treasury Index + 50 bps/ 50.0% Barclays US Aggregate Index / 5.0% S&P 
500 Index / 5.0% Russell 2000 Index / 5.0% MSCI EAFE (NWHT) Index. 
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 % of Plan 3 Months YTD 1 Year 3 Years 5 Years  

Conservative Profile 
Conservative Profile Custom Index7 

2.1% -0.9% 
-0.6% 

2.4% 
2.5% 

7.6% 
6.8% 

7.9% 
7.6% 

5.5% 
5.0% 

 

Moderate Profile 
Moderate Profile Custom Index8 

5.3% 0.3% 
0.4% 

6.3% 
6.4% 

12.9% 
12.4% 

11.4% 
11.3% 

6.1% 
5.6% 

 

Aggressive Profile 
Aggressive Profile Custom Index9 

4.7% 0.8% 
0.9% 

8.2% 
8.4% 

16.1% 
15.9% 

13.3% 
13.2% 

5.7% 
5.7% 

 

Ultra Aggressive Profile 
Ultra Aggressive Profile Custom Index10 

1.5% 1.3% 
1.3% 

10.2% 
10.5% 

19.4% 
19.5% 

15.1% 
15.2% 

5.2% 
5.3% 

 

Domestic Equity        

DCP Large Cap Stock Fund11 
S&P 500 

31.9% 2.9% 
2.9% 

13.8% 
13.8% 

20.6% 
20.6% 

18.5% 
18.5% 

7.1% 
7.0% 

 

DCP Mid Cap Stock Fund12 
Vanguard Spliced Mid Cap Index13 

0.0% 2.4% 
2.4% 

15.6% 
15.6% 

25.1% 
25.0% 

19.0% 
19.1% 

8.0% 
8.0% 

 

SSgA Russell Small Cap Index Non-Lending Series Fund 
Russell 2000 

4.4% 3.1% 
3.1% 

15.8% 
15.9% 

24.0% 
24.2% 

18.6% 
18.7% 

8.7% 
8.8% 

 

International Equity        

DWS EAFE Equity Index Fund Institutional 
MSCI EAFE NET WHT 

0.9% -0.9% 
-1.0% 

3.3% 
4.1% 

18.0% 
18.6% 

10.2% 
10.0% 

-0.7% 
-0.6% 

 

Fidelity Diversified International Fund 
MSCI EAFE NET WHT 
Mercer MF Intl Equity Universe Median 
Fund Rank in Universe 

3.8% 0.5% 
-1.0% 
-0.8% 

20 

4.9% 
4.1% 
3.1% 

29 

18.3% 
18.6% 
17.2% 

38 

10.9% 
10.0% 
10.1% 

36 

-1.1% 
-0.6% 
0.0% 

69 

 

                                                      
7 Effective June 1, 2009, the following composite index is used: 15.0% 3 Yr Constant Maturity Treasury Index + 50 bps/ 50.0% Barclays US Aggregate Index / 12.5% S&P 500 Index / 5% MSCI US Mid Cap 450 Index/ 
5.0% Russell 2000 Index / 12.5% MSCI EAFE (NWHT) Index. Prior to June 1, 2009, the following composite index is used: 15.0% 3 Yr Constant Maturity Treasury Index + 50 bps/ 50% Barclays US Aggregate Index / 25% 
S&P 500 Index / 5% Russell 2000 Index / 5% MSCI EAFE (NWHT) Index. 
8 Effective June 1, 2009, the following composite index is used: 10.0% 3 Yr Constant Maturity Treasury Index + 50 bps/ 30.0% Barclays US Aggregate Index / 25.0% S&P 500 Index / 10.0% MSCI US Mid Cap 450 Index/ 
10.0% Russell 2000 Index / 15.0% MSCI EAFE (NWHT) Index. Prior to June 1, 2009, the following composite index is used: 5.0% 3 Yr Constant Maturity Treasury Index + 50 bps/ 35.0% Barclays US Aggregate Index / 
40.0% S&P 500 Index / 10.0% Russell 2000 Index / 10.0% MSCI EAFE (NWHT) Index. 
9 Effective June 1, 2009, the following composite index is used: 5.0% 3 Yr Constant Maturity Treasury Index + 50 bps/ 20.0% Barclays US Aggregate Index / 25.0% S&P 500 Index / 15.0% MSCI US Mid Cap 450 Index/ 
15.0% Russell 2000 Index / 20.0% MSCI EAFE (NWHT) Index. For periods prior to June 1, 2009, the following composite index is used: 20% Barclays US Aggregate Index / 50% S&P 500 Index / 15% Russell 2000 Index / 
15% MSCI EAFE (NWHT) Index. 
10 Effective June 1, 2009, the following composite index is used: 10.0% Barclays US Aggregate Index / 25.0% S&P 500 Index / 20.0% MSCI US Mid Cap 450 Index/ 20.0% Russell 2000 Index / 25.0% MSCI EAFE 
(NWHT) Index. For periods prior to June 1, 2009, the following composite index is used: 60.0% S&P 500 Index / 20.0% Russell 2000 Index / 20.0% MSCI EAFE (NWHT) Index. 
11 The fund is 100% allocated to the Vanguard Institutional Index Fund Inst Pl. Performance is shown and will be updated accordingly with the addition of underlying funds. 
12 The fund is 100% allocated to the Vanguard Mid Cap  Index Fund Instl Pl. Performance is shown and will be updated accordingly with the addition of underlying funds. 
13 S&P MidCap 400 Index through May 16, 2003; MSCI US Mid Cap 450 Index through January 30, 2013; CRSP US Mid Cap Index thereafter. 
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Summary – Performance of DCP Investment Menu Composite Benchmarks 
Periods ending June 30, 2013 
 

 3 Months YTD 1 Year 3 Years 5 Years 

DCP Stable Value Index (100% 3-Yr CMT + 50bps) 0.2% 0.5% 0.9% 1.1% 1.5% 

DCP Bond Fund Index (100% BC Aggregate Bond Index) -2.3% -2.4% -0.7% 3.5% 5.2% 

DCP Large-Cap Stock Fund Index (100% S&P 500 Index) 2.9% 13.8% 20.6% 18.5% 7.0% 

DCP Mid-Cap Stock Fund Composite Index 2.2% 15.4% 25.3% 19.5% 8.3% 

   Russell Midcap Index (50%) 2.2% 15.5% 25.4% 19.5% 8.3% 

   Russell Midcap Value Index (25%) 1.7% 16.1% 27.7% 19.5% 8.9% 

   Russell Midcap Growth Index (25%) 2.9% 14.7% 22.9% 19.5% 7.6% 

DCP Small-Cap Stock Fund Composite Index 3.1% 15.9% 24.2% 18.7% 8.8% 

   Russell 2000 Index (34%) 3.1% 15.9% 24.2% 18.7% 8.8% 

   Russell 2000 Value Index (33%) 2.5% 14.4% 24.8% 17.3% 8.6% 

   Russell 2000 Growth Index (33%) 3.7% 17.4% 23.7% 20.0% 8.9% 

DCP International Fund Composite Index -2.5% 1.9% 16.2% 9.2% 0.1% 

   MSCI EAFE Index (65%) -1.0% 4.1% 18.6% 10.0% -0.6% 

   MSCI EM Index (17.5%) -8.1% -9.6% 2.9% 3.4% -0.4% 

   MSCI EAFE Small Cap Index (17.5%) -2.5% 5.7% 20.9% 11.9% 2.5% 
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Fund Profiles 

Fund Profile 
Stable Value - Deferred Compensation Stable Value Fund (Net)  
Share Class: Separate Account  Benchmark: 3 Yr Constant Maturity Treasury Index + 50 bps 

Investment Philosophy 

Galliard's primary emphasis in managing stable value portfolios is safety of principal. Maintaining appropriate liquidity is another key investment objective, for it must be 
sufficient to accommodate participant changes and provide plan sponsor flexibility. The optimal amount of liquidity typically results in reduced contract charges (wrap fees), 
which helps to increase the crediting rate. The process then focuses on security selection to ensure competitive returns for participants. Portfolios follow a traditional fixed 
income management approach with emphasis on high quality securities, broad diversification, adequate liquidity, controlled market risk (duration) and a disciplined risk 
management process to identify the best fundamental values across fixed income sectors. The investment decision process is team-based, blending top down and bottom 
up decisions. Galliard manages individual stable value portfolios on a customized basis, based on specific plan needs and characteristics. The hallmarks of their strategy 
include high credit quality and diversification through the use of security backed contracts (i.e. Synthetic GICs). In structuring stable value portfolios, the process begins by 
determining the optimal target duration for the plan. Galliard portfolios utilize a two-tiered liquidity management approach, with the first tier comprised of the liquidity buffer. 
The second tier consists of the security backed contracts, which are structured to provide liquidity on a pro-rata basis. Most Galliard separate accounts utilize various 
Galliard advised collective funds as the underlying portfolio although outside sub-advisors may also be utilized. Also, depending on the client mandate, traditional GICs may 
also be used as a diversification strategy. 

Fund Characteristics  

  2Q13 1Q13 4Q12 3Q12 
Mkt/Book Value Ratio 101.7% 103.5% 103.9% 104.4% 
Avg. Credit Quality A1/AA- A1/AA- A1/AA- A1/A+ 
Effective Duration (yrs) 2.95 2.77 2.62 2.47 
Blended Yield 2.4% 2.6% 2.7% 2.9% 

 The Fund had net inflows of $10.8 million during the quarter, representing an 
increase of 1.2% in total fund assets. During the quarter, $27 million was 
reallocated from the Stable Return Fund to the Wells Fargo STIF, which will be 
the initial source of liquidity for daily participant trades going forward. 

 Number of contract issuers: 4 
 Credit quality remains strong with 79.4% of fixed income in AAA rated securities 

and 0.1% in below investment grade securities 
 Duration distribution guidelines ranged between 2.0 – 3.5 years with a target of 

3.0 years 
Portfolio Analysis & Key Observations 

Contributors:  
• Strong stock selection among corporates and Agency MBS as an emphasis on short spread duration and stable cash flow names helped 
• A near zero weight to the underperforming sovereign sector  

 
Detractors: 

• An overweight to spread sectors, specifically an allocation to TIPS and an overweight to municipals  
• Duration and yield curve positioning, as the benefits of a modestly shorter duration were offset by a moderate overweight among intermediate maturities where 

rates rose the most 
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Fund Composition as of June 30, 2013 Underlying Fixed Income Asset Allocation as of June 30, 2013 (% of MV) 

Wells Fargo Stable 
Return Fund, 26.0%Intermediate 

Portfolio (ING, 
Prudential, & 
Monumental), 

45.2%

Cash Receivable/ 
Payable, 2.9%

Short Portfolio 
(Pacific Life & ING), 

16.8%

Short / Intermediate 
Portfolio 

(Monumental Life), 
9.1%  

Corporate, 18.5%

Agency MBS, 
30.8%

Taxable Muni, 
2.8%

GICs, 0.5%

ABS, 4.9%

Muni MBS, 0.2%

CMBS, 5.1%

Intl Gov/Agency, 
0.9%

US Gov Related, 
22.7%

Cash/Equivalent, 
13.6%

 

Key Facts and Figures 

Portfolio Manager: Galliard Capital Management 
Inception (in Plan): July 2008 

Expense Ratio (Net): 0.28% (0.06% Investment Management Fees / 0.028% Sub-
Advisor Fee / 0.137% Wrap Fee / 0.052% Other Fees) 
Mercer Median Expense Ratio (Net): 0.46%  
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Fund Profile 
Domestic Fixed - DCP Bond Fund  
Share Class: N/A Benchmark: Barclays US Aggregate 

Investment Philosophy 

The DCP Bond Fund is a multi-manager strategy using passive and active management. The fund has a 50% allocation to the Vanguard Total Bond Market Index Fund and 
50% to the PIMCO Total Return Fund. 

Performance Characteristics* as of June 30, 2013 Excess Return* 

 

  

Key Facts and Figures 

Expense Ratio (Net): 0.26% 
Mercer Median Expense Ratio (Net): 0.54% 
 

                                                      
* Performance prior to April 2012 is simulated, with a weighting of 50% PIMCO Total Return Fund and 50% Vanguard Total Bond Market Index Fund. 
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Fund Profile 
Domestic Fixed - Passive - Vanguard Total Bond Market Index Fund Inst Plus - VBMPX 
Share Class: Institutional Plus Benchmark: Barclays US Aggregate 

Investment Philosophy 

The fund is designed to provide investors with a low-cost method of consistently capturing the return of the U.S. bond market, as defined by the Spliced Barclays US 
Aggregate Float Adjusted Bond Index. The target index for Vanguard Total Bond Market Index Fund, the Spliced Barclays US Aggregate Float Adjusted Bond Index, 
provides extensive coverage of the major sectors of the debt market.  This unmanaged index consists of government, corporate and mortgage-backed securities. The 
fund is passively-managed using sampling techniques.  Securities are selected that will keep the fund's characteristics in-line with those of the index.  The key index 
characteristics that the fund strives to match are sector weightings, coupon, maturity, effective duration, convexity and quality.  To ensure good tracking with the 
index, the fund attempts to remain fully invested, while maintaining characteristics consistent with those of the index. 

Portfolio Analysis & Key Observations Tracking Error 

• The Fund is tracking its index as expected 

  
Key Facts and Figures 

Portfolio Manager: Kenneth E. Volpert; Joshua C. 
Barrickman 
Portfolio Manager Average Tenure: 10.5 Years 

Total Fund Assets: $110,609 Million 
Total Share Class Assets: $16,832 Million 

Expense Ratio (Net): 0.05% 
Mercer Median Expense Ratio (Net): 0.20% 
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Fund Profile 
Tier IIB - Domestic Fixed - PIMCO Total Return Fund Institutional - PTTRX 
Share Class: Institutional Benchmark: Barclays US Aggregate 

Investment Philosophy 

PIMCO's top-down, core approach to fixed income management is focused on long-term secular trends. The firm seeks to add alpha through multiple sources of 
active risk including duration, yield curve, country, currency, sector rotation and bottom-up security selection. PIMCO's portfolio construction and risk management 
efforts are designed to position the portfolio with exposure to a series of moderate risks, ensuring that no single trade idea or risk factor overwhelms the portfolio. 
Given its dynamic approach to active management, as well as its large size in certain cash markets, PIMCO relies heavily on derivative securities to implement its 
trade ideas. PIMCO relies on its long-term secular outlook when determining portfolio duration. The firm develops its three-to-five-year secular outlook at annual 
strategy sessions. This outlook is fine-tuned quarterly. Portfolio duration is typically within 30% of the benchmark. PIMCO actively manages its yield curve positioning 
based on anticipated central bank actions and inflation expectations. The firm will invest opportunistically across global sovereign curves, and does not limit itself to 
U.S. interest rate exposure. Within mortgages, PIMCO's proprietary mean reversion model is a primary tool to analyze coupon swaps, which is expected to be one of 
the firm's largest sources of alpha in the mortgage space given the firm's primary use of forward-settling TBA mortgages in lieu of specified pools. PIMCO has 
extensive proprietary analytics to evaluate the expected behavior and pricing of specific securities with embedded optionality.  

Portfolio Analysis & Key Observations Sector Allocation as of June 30, 2013 

Contributors: 
• Select exposure to non-Agency RMBS, as these securities rallied on 

the back of an improved housing outlook and recovering household 
sector   

• Exposure to investment grade and select high yield financials, as 
these bonds outperformed the broader credit market   

• Tactical exposure to Italian and Spanish rates, as the European 
Central Bank’s accommodative stance allowed for an improvement in 
Eurozone sentiment and perceived creditworthiness  

 
Detractors: 

• Tactical exposure to emerging market local rates, especially Brazil, as 
rates rose in the region  
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Key Facts and Figures 

Portfolio Manager: William H. Gross 
Portfolio Manager Average Tenure: 26.0 Years 

Total Fund Assets: $267,997 Million 
Total Share Class Assets: $167,421 Million 

Expense Ratio (Net): 0.46% 
Mercer Median Expense Ratio (Net): 0.54% 

 



 

Defined Contribution Performance Evaluation Report City of Los Angeles - City of Los Angeles Deferred Compensation Plan
 

Mercer 25 
 

 

Fund Profile 
Domestic Fixed - PIMCO Total Return Fund Institutional - PTTRX 
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Risk-based Profile Funds   
Profile Funds – Target Allocations 
 

2Q 2013 
Fund 

Return (%) 

2Q 2013 
Benchmark 
Return (%) 

Excess 
Return (%) 

Ultra 
Conservative 

Profile 

Conservative 
Profile 

Moderate 
Profile 

Aggressive 
Profile 

Ultra 
Aggressive 

Profile 

Stable Value   
DCP Stable Value  0.6% 0.2% 0.4% 35.0% 15.0% 10.0% 5.0% 0.0% 

Total Stable Value       35.0% 15.0% 10.0% 5.0% 0.0% 

US Fixed Income                 

DCP Bond Fund1 -3.0% -2.3% -0.7% 50.0% 50.0% 30.0% 20.0% 10.0% 

Total US Fixed Income       50.0% 50.0% 30.0% 20.0% 10.0% 

US Equity             

Total US Large Cap Equity       5.0% 12.5% 25.0% 25.0% 25.0% 

DCP Large Cap Stock Fund2 2.9% 2.9% 0.0% 5.0% 12.5% 25.0% 25.0% 25.0% 

Total US Mid/Small Cap Equity       5.0% 10.0% 20.0% 30.0% 40.0% 

DCP Mid Cap Stock Fund3 2.4% 2.4% 0.0% 2.5% 5.0% 10.0% 15.0% 20.0% 

SSgA Russell Sm Cap NL Series S 3.1% 3.1% 0.0% 2.5% 5.0% 10.0% 15.0% 20.0% 

Total US Equity       10.0% 22.5% 45.0% 55.0% 65.0% 

Non-US Equity                 

DWS EAFE Equity Index Fund Instl -0.9% -1.0% 0.1%  5.0% 12.5% 15.0% 20.0% 25.0% 

Total Non-US Equity        5.0% 12.5% 15.0% 20.0% 25.0% 

Total       100.0% 100.0% 100.0% 100.0% 100.0% 

                                                      
1 Composed of 50% PIMCO Total Return Fund / 50% Vanguard Total Bond Market Index Fund 
2 Composed of 100% Vanguard Institutional Index Fund 
3 Composed of 100% Vanguard Mid-Cap Index Fund 
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Fund Profile 
Domestic Equity – DCP Large Cap Stock Fund – (100% Vanguard Institutional Index Fund Inst Plus – VIIIX) 
Share Class: Institutional Plus Benchmark: S&P 500 

Investment Philosophy 

The Fund seeks to track the investment performance of the Standard & Poors 500 Index, an unmanaged benchmark representing U.S. large-capitalization stocks. 
Using full replication, the portfolio holds all stocks in the same capitalization weighting as the index. The Fund uses proprietary software to implement trading 
decisions that accommodate cash flow and maintain close correlation with index characteristics. Vanguards refined indexing process, combined with low 
management fees and efficient trading, has provided tight tracking net of expenses. 

Portfolio Analysis & Key Observations Tracking Error 

• The Fund is tracking its index as expected 

  
Key Facts and Figures 

Portfolio Manager: Donald M. Butler 
Portfolio Manager Average Tenure: 13.0 Years 

Total Fund Assets: $136,380 Million 
Total Share Class Assets: $58,770 Million 

Expense Ratio (Net): 0.02% 
Mercer Median Expense Ratio (Net): 0.20% 
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Fund Profile 
Domestic Equity – DCP Mid Cap Stock Fund – (100% Vanguard Mid-Cap Index Fund Inst Plus – VMCPX) 
Share Class: Institutional Plus Benchmark: Vanguard Spliced Mid Cap Index* 

Investment Philosophy 

Vanguard Mid-Cap Index Fund seeks to track the investment performance of the CRSP US Mid Cap Index, an unmanaged benchmark representing medium-size 
U.S. firms. Using full replication, the portfolio holds all stocks in the same capitalization weighting as the index. The experience and stability of Vanguard's 
Quantitative Equity Group have permitted continuous refinement of techniques for reducing tracking error. The group uses proprietary software to implement trading 
decisions that accommodate cash flow and maintain close correlation with index characteristics. Vanguard Mid-Cap Index Fund is managed internally by Vanguard 
Quantitative Equity Group.  Donald Butler, CFA, is the Portfolio Manager and has been advising the fund since 2004. 

Portfolio Analysis & Key Observations Tracking Error† 

• The Fund is tracking its index as expected 

  
Key Facts and Figures 

Portfolio Manager: Donald M. Butler 
Portfolio Manager Average Tenure: 15.0 Years 

Total Fund Assets: $38,675 Million 
Total Share Class Assets: $8,144 Million 

Expense Ratio (Net): 0.06% 
Mercer Median Expense Ratio (Net): 0.29% 

 

                                                      
* S&P MidCap 400 Index through May 16, 2003; the MSCI US Mid Cap 450 Index through January 30, 2013; and the CRSP US Mid Cap Index thereafter 
† The chart displayed represents the Institutional share class performance 
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Fund Profile 
Domestic Equity - Passive - SSgA Russell Small Cap Index Non-Lending Series Fund 
Share Class: S Benchmark: Russell 2000 

Investment Philosophy 

As a passive manager, SSgA's aim is to achieve returns as close to the index as possible, but in a cost effective manner.  Market anomalies will be exploited where 
they can be, at very low risk levels. SSgA manages the Russell 2000 Index strategy using a full replication process. With regard to the replication approach, securities 
in the benchmark are purchased in the weights they represent in the benchmark.  However, SSgA does allow for small mis-weights in the portfolio, recognizing that 
the cost of trading to avoid small mis-weights may be greater than any potential improvement in tracking error. 

Portfolio Analysis & Key Observations Tracking Error 

• The Fund is tracking its index as expected 

  
Key Facts and Figures 

Portfolio Manager (Advised Since): David Chin (1999) 
 

Total Strategy Assets: $12,278 Million Expense Ratio (Net): 0.06% 
Mercer Median Expense Ratio (Net): 0.29% 
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Fund Profile 
International Equity - Passive - DWS EAFE Equity Index Fund Institutional - BTAEX 
Share Class: Institutional Benchmark: MSCI EAFE NET WHT 

Investment Philosophy 

The fund seeks to replicate the performance of a key international index that emphasizes stocks of companies in major markets in Europe, Australasia and the Far 
East. Management buys the stocks that make up the majority of the index value in roughly the same proportion as the index, then seeks to match the industry and risk 
characteristics of the index’s smaller companies without buying all of those stocks. This approach is designed to maximize the funds liquidity and returns while 
minimizing its costs. 

Portfolio Analysis & Key Observations Tracking Error 

• The Fund is tracking its index as expected 

  
Key Facts and Figures 

Portfolio Manager: Shaun Murphy 
Portfolio Manager Average Tenure: 6.0 Years 

Total Fund Assets: $236 Million 
Total Share Class Assets: $236 Million 

Expense Ratio (Net): 0.54% 
Mercer Median Expense Ratio (Net): 0.40% 
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Fund Profile 
Tier IIB - International Equity - Fidelity Diversified International Fund - FDIVX 
Share Class: Standard Benchmark: MSCI EAFE NET WHT 

Investment Philosophy 

The Diversified International Fund is constructed in a bottom-up fashion by which sector and country weights are driven from individual stock selection. However, the 
Fund is constructed with concern for diversification and industry risks. The Fund is highly diversified holding between 200 and 300 companies. Sector positions are 
generally kept within five-percent of the benchmark weight. This control mitigates industry risk, but leaves enough flexibility for stock selection to drive sector 
allocations. The Fund has the flexibility to invest in developed and emerging markets; however, emerging market exposure is generally less than 15% of the Fund. 
The amount of emerging market exposure in the Fund is also driven by bottom-up stock selection. While the process is founded on fundamental research and stock 
selection, thoughtful portfolio construction is important in creating a Fund that strives to be consistent and risk aware. 
The Fund does not engage in currency hedging. The manager may employ derivatives in the management of the Fund, in the form of equity index futures to gain 
exposure to a particular market and equitize short-term cash flows. The Fund seeks to remain fully invested at all times, and may maintain an average weight in cash 
of around 5% of total assets.  

Portfolio Analysis & Key Observations Country Analysis as of June 30, 2013 

Contributors:  

• 8 out of 11 sectors outperformed with financials, materials, and 
consumer staples leading due to security selection  

• Asia Pacific ex Japan was the biggest regional contributor due to 
market selection 

 

Detractors:  

• Telecommunication services and consumer discretionary were the 
only two lagging sectors due to market selection 

• Emerging markets and Canada trailed the benchmark due to security 
selection 
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Fidelity Diversified International Fund MSCI EAFE NET WHT   
Key Facts and Figures 

Portfolio Manager: William Bower 
Portfolio Manager Average Tenure: 12.0 Years 

Total Fund Assets: $23,270 Million 
Total Share Class Assets: $13,017 Million 

Expense Ratio (Net): 0.91% 
Mercer Median Expense Ratio (Net): 1.02% 
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Fund Profile 
International Equity - Fidelity Diversified International Fund - FDIVX 
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Appendix A – Investment Manager Updates 
Pacific Investment Management Company (PIMCO) 
Business Meeting Update – June 17, 2013 

 Meeting Highlights:   

• PIMCO continue to develop their executive office, which is designed to contribute to their firm-wide strategic, financial and operational initiatives. 
Kirkowski highlighted how the firm has changed since 2008. In 2008 PIMCO managed USD 700 billion in assets and had 1,200 employees (400 
investment professionals), this has grown to over USD 2 trillion (USD 1.7 trillion in third-party assets) as at end March with over 2,300 employees 
(680 investment professionals). The most interesting development is that just under half of their personnel are now based outside of Newport 
Beach, including a large New York office.  

• Kirkowski went onto highlight that one of the biggest challenges has been communication but believes the investment process brings everybody 
together. The secular and cyclical forums are an important part of their process and by bringing all of the investors under one roof 4 times a year 
ensures that the firm’s culture and investment themes remain constant and aligned. Mohamed added that the firm has invested a lot of resources 
into people training. Most investors have been on courses designed to improve their cognitive thought process and understand behavioral finance. 
Mohamed believed that this will both improve how the various teams think collectively and also how they develop ideas in new challenging 
environments. We were impressed with the ways in which PIMCO continue to develop their investment teams thought process. We see this as a 
way to increase their staff retention record. However, we do note that PIMCO’s employees work a lot harder than those at other firms and the 
constant stream of global conference calls will take its toll on several of the key idea generators. 

• Both Kirkowski and Mohamed discussed the evolving relationship with Allianz. They believe that the relationship has never been better. PIMCO 
have taken full control over distribution and product development, with Allianz stepping back from the thought leadership process. Neither 
individual saw it likely that the ownership structure would change going forward. PIMCO have a supporting parent who has ceded control and now 
allow PIMCO to act autonomously in all decisions. In response Allianz have a partner who deliver a very strong revenue stream. We had some 
fears that this relationship was slowly being dissolved but our fears were reduced following this meeting. We feel that it would be costly to initiate a 
management buy out and saw no reason why PIMCO would do this given the recent changes to the relationship which has ceded more control to 
PIMCO. 

• Mohamed responded to the various concerns we have had in the past about succession planning. He reiterated that he and Bill Gross have no 
future plans to retire and that they continued to have the support of the firm’s 54 global partners. PIMCO go through an election process to elect 
the CIO and CEO of the firm and they continue to receive strong support, as long as this continues Mohamed saw no reason to start thinking 
about his future.  

• Mohamed believes that the strong growth in their personnel has led to their process evolving and increased the importance of their regional 
investment committees, of which there are now three. He believes that the discussion framework is far more global in nature and has broadened 
the debate onto more non-financial factors affecting market movements. Mohamed admitted that they had underestimated the degree to which 
central bank policies had impacted the market and were spending a lot of time attempting to understand when these policies would reverse and 
the resulting market impact. Their investment thesis remains linked to a “stable disequilibrium” whereby central banks continue to “hope” for future 
growth without having the ability to influence it to a great extent. Mohamed went on to suggest that investors are likely to lose money going 
forward with more countries seeking some kind of “debt forgiveness” over the coming few years. He also believed that social and political 
problems will become more heightened and this will increase the need for strong governments, especially within the Eurozone. This all led to what 
he described as a future “T-Junction” scenario, whereby if the road led to the right the global economy would continue to slowly recover and grow 
out of the debt overhang. However, if the road veered off to the left a debt spiral would cause sovereign defaults and further social unrest leading 
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to increased volatility and less homogeneous market movements. This thought process has led PIMCO to de-risk their portfolios in recent weeks 
and focus more on interest rate carry, or term premium, rather than spread carry to add value.   

• We found this meeting useful in adding to our understanding of where PIMCO are heading as a firm. In addition, we found Mohamed’s investment 
insights to be solid and well reasoned and continue to believe his existence at the firm is additive to the whole investment process.  

 Issues to Watch:   

• We questioned PIMCO’s recent venture into active equity management. They appeared enthusiastic about this approach and continued to insist 
they would grow their assets organically rather than look to buy a business. They currently manage USD 16 billion in the StocksPLUS fund, which 
combines derivatives based equity exposure with active bond management, and USD 4 billion in actively managed equities. PIMCO see this move 
as an extension to their process, building out their investment opportunities across a company’s capital structure. We are slightly more skeptical 
and see this move as an attempt to maintain their asset size if bond markets move into a long term bear market. We do not see this as a negative 
move; just pragmatic good business sense. However, we believe if they intend to grow this part of the business they will need to think how 
differently an equity business is managed than a fixed income firm. There are differences between the two and it would be interesting to see how 
the overarching control of the main investment committees at PIMCO can exert influence on the various equity teams going forward. 

• At this meeting we also discussed turnover among investment professionals. PIMCO believe their turnover is about what they would expect from a 
large organization of around 6% to 7% per annum. They informed us that at least half of these individuals are forced out. In discussion it appeared 
that PIMCO spend a lot of time on staff training and individual assessment. They have a huge team of individuals that operate separately from the 
investment teams that evaluate individuals and teams working on a 360 degree assessment process. With the compensation based at least 75% 
on investment performance the team also have to assess how far each individual has contributed to the overall performance of the various funds 
and this is a challenging prospect. PIMCO are in the process of revisiting their existing titles and may adopt a different process going forward. As 
the firm has grown it has been difficult to compare and contrast different products and people in the same manner and they are looking at ways to 
improve the system. Mohamed did mention that their greatest challenge was to retain their most impressive “number 2s”. They increasingly 
contribute to various products and it is difficult to measure and manage their overall contribution at times.  

• One of the concerns we have always highlighted at PIMCO is capacity management. Several of the investors we talked to throughout the day 
highlighted the existing poor liquidity conditions, especially in investment grade credit. Several of the key investors, including Mohamed, believe 
that this has benefitted PIMCO. They believe the fall in liquidity has meant that investment banks have been more forthcoming with their existing 
positions and more eager to off-load their balance sheets, which has led PIMCO to be a liquidity provider to the market. They have also spent a lot 
of time with small and medium sized companies and countries to build closer working relationships in order to develop and align two way 
conversations regarding direct lending. They believe that this will continue to benefit houses of their size. Although we believe this gives them 
great access on the way in, it does not benefit them if they had to exit certain strategies. In addition to building these ties PIMCO are increasingly 
looking to trade more internally. The whole process has been audited by the SEC and as long as they have client permission they believe that with 
so many differentiating products they will be able to increase the percentage of cross trading within their funds. This might be an interesting topic 
for further analysis.  

• Both Kirkowski and Mohamed believe the recently announced regulatory changes across the globe will cause several challenges in the years 
ahead. PIMCO have invested a lot of resources in building a global investment platform. However, if these changes lead to differences in regional 
work practices it will become difficult to maintain a consistent compensation system and working culture. They continue to monitor these changes, 
but believe these changes could provide the greatest risk to them continually operating a global investment platform.  
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Vanguard 
Vanguard Passive Fixed Income Review – July 26, 2013 

 Meeting Highlights:  

• Earlier this year Vanguard promoted Josh Barrickman to lead Vanguard’s Bond Indexing Group. Barrickman has worked for Vanguard for 14 
years, 10 of which were in bond indexing portfolio management. Barrickman will report directly to Ken Volpert, Head of Taxable Bond Group. 
Gregory Davis, the previous Head of Bond Indexing, was promoted to lead Vanguard’s Australian team. These moves are not surprising as 
Vanguard tends to promote from within and frequently transfers personnel in its investment management teams in an effort to expand their 
knowledge.  

• Vanguard runs risk reports using Barclays POINT to monitor contribution to tracking error variance (TEV) from a variety of sources, including 
curve, swap spread, volatility, and various spread sectors. Idiosyncratic risk is the largest source of TEV, which is to be expected given that the 
team does not seek to fully replicate all bonds in the index. As of 06/30/13, the Total Bond Market Index Fund had a portfolio of 5,890 bonds 
compared to the Barclays Aggregate Float Adjusted Index of over 8,000. 

• BlackRock Solutions’ Aladdin has been the analytical engine behind the dashboard, and both the portfolio and index are modeled in this system, 
as would be expected to avoid modeling error between the Barclays and BlackRock systems. Vanguard’s use of the both systems to monitor 
tracking differences is a modest improvement over the use of a single system.   
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• Vanguard almost exclusively invests in cash market securities, but will use derivatives when they are attractively priced. For example in 2007 
Vanguard gained exposure to CMBS through total return swaps (TRS). Vanguard no longer engages in security lending. When the firm did 
conduct security lending, it would only lend securities “on special” and would conservatively manage the cash. Volpert explained that this resulted 
in little added value, and “tainted” the firm for engaging in potentially risky practices.  

 Issues to watch: Currently, all of Vanguard’s index funds are benchmarked against Barclays float-adjusted indices. When the Federal Reserve begun 
its quantitative easing actions in 2009, Barclays adjusted and removed from its indices Treasury securities purchased by the Fed. However Barclays 
did not adjust for the Fed’s Agency MBS purchases. For indexing purposes, Vanguard felt this was inappropriate and thus were instrumental in getting 
Barclays to create float-adjusted indices that accounts for both the Fed’s Treasury and Agency purchases. Year to date, the float-adjusted indices 
have slightly outperformed the non float-adjusted indices. Once the Federal Reserve starts scaling back its easing programs, the returns for the float 
and non-float indices may diverge significantly. For relative performance attribution purposes, the difference in returns between the indices should be 
monitored.  
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Appendix B – Disclosures 
Important notices 
References to Mercer shall be construed to include Mercer LLC and/or its associated 
companies. 
 
© 2013 Mercer LLC. All rights reserved.  
 
This contains confidential and proprietary information of Mercer and is intended for the 
exclusive use of the parties to whom it was provided by Mercer. Its content may not be 
modified, sold or otherwise provided, in whole or in part, to any other person or entity, 
without Mercer’s prior written permission. 
 
The findings, ratings and/or opinions expressed herein are the intellectual property of 
Mercer and are subject to change without notice. They are not intended to convey any 
guarantees as to the future performance of the investment products, asset classes or 
capital markets discussed.  Past performance does not guarantee future results. Mercer’s 
ratings do not constitute individualized investment advice. 
 
Information contained herein has been obtained from a range of third party sources. While 
the information is believed to be reliable, Mercer has not sought to verify it independently. 
As such, Mercer makes no representations or warranties as to the accuracy of the 
information presented and takes no responsibility or liability (including for indirect, 
consequential or incidental damages), for any error, omission or inaccuracy in the data 
supplied by any third party. 
 
This does not constitute an offer or a solicitation of an offer to buy or sell securities, 
commodities and/or any other financial instruments or products or constitute a solicitation 
on behalf of any of the investment managers, their affiliates, products or strategies that 
Mercer may evaluate or recommend. 
 
For the most recent approved ratings of an investment strategy, and a fuller explanation of 
their meanings, contact your Mercer representative. 
 
For Mercer’s conflict of interest disclosures, contact your Mercer representative or see 
www.mercer.com/conflictsofinterest. 
 
Mercer universes: Mercer’s universes are intended to provide collective samples of 
strategies that best allow for robust peer group comparisons over a chosen timeframe. 
Mercer does not assert that the peer groups are wholly representative of and applicable to 
all strategies available to investors. 
 
The value of your investments can go down as well as up, and you may not get back the 
amount you have invested. Investments denominated in a foreign currency will fluctuate 
with the value of the currency. Certain investments, such as securities issued by small 
capitalization, foreign and emerging market issuers, real property, and illiquid, leveraged or 
high-yield funds, carry additional risks that should be considered before choosing an 
investment manager or making an investment decision. 
 
Returns for periods greater than one year are annualized. Returns are calculated net of 
investment management fees, unless noted as gross of fees. 
 

Style analysis graph time periods may differ reflecting the length of performance history 
available. 
 
THE FOLLOWING PROVISIONS APPLY TO DATA OR OTHER SERVICES PROVIDED 
BY THE FOLLOWING COMPANIES: Where “End User” appears before the Vendor name, 
a direct end-user license with the Vendor is required to receive some indices. You are 
responsible for ensuring you have in place all such licenses as are required by Vendors. 
 
BARCLAYS:  © Barclays Bank PLC 2013.  This data is provided by Barclays Bank PLC.  
Barclays Bank PLC and its affiliated companies accept no liability for the accuracy, 
timeliness or completeness of such data which is provided “as is.”  All warranties in relation 
to such data are hereby extended to the fullest extent permitted under applicable law. 
 
BARCLAYS CAPITAL:  The Barclays Indices are a proprietary product of Barclays.  
Barclays shall maintain exclusive ownership of and rights to the Barclays Indices and that 
inclusion of the Barclays Indices in this Service shall not be construed to vest in the 
subscriber any rights with respect to the Indices.  The subscriber agrees that it will not 
remove any copyright notice or other notification or trade name or marks of Barclays that 
may appear in the Barclays Indices and that any reproduction and/or distribution of the 
Barclays Indices (if authorized) shall contain such notices and/or marks. 
 
BLOOMBERG L.P.:  © 2013 Bloomberg L.P.  All rights reserved.  BLOOMBERG, 
BLOOMBERG PROFESSIONAL, BLOOMBERG FINANCIAL MARKETS, BLOOMBERG 
NEWS, BLOOMBERG TRADEMARK, BLOOMBERG BONDTRADER, AND BLOOMBERG 
TELEVISION are trademarks and service marks of Bloomberg L.P. a Delaware Limited 
Partnership. 
 

BNY Mellon Asset Servicing: Source: © 2013 BNY Mellon Performance Risk and 
Analytics, LLC.  All Rights Reserved.  

 
CITIGROUP GLOBAL MARKETS (formerly SALOMON SMITH BARNEY):  Smith 
Barneysm and Citigroup Global Equity Indexsm are service marks of Citigroup Inc. 
"BECAUSE ACCURACY COUNTS®" is a registered service mark of Citigroup Inc. 
FloatWatch© is a trade mark of Citigroup Inc. Citigroup Global Equity Index Systemsm , 
Citigroup Broad Market Indexsm, Citigroup Primary Market Indexsm, Citigroup Extended 
Market Indexsm, Citigroup Cap-Range Indexsm, Citigroup Internet Index (NIX)sm, Citigroup 
Style Indices (Growth/Value)sm, Citigroup Property Indexsm are service marks of Citigroup 
Inc.  ©2013 Citigroup Inc All rights reserved. Any unauthorized use, duplication or 
disclosure is prohibited by law and may result in prosecution.  Citigroup, including its 
parent, subsidiaries and/or affiliates ("the Firm"), usually makes a market in the securities 
discussed or recommended in its report and may sell to or buy from customers, as 
principal, securities discussed or recommended in its report. The Firm or employees 
preparing its report may have a position in securities or options of any company discussed 
or recommended in its report. An employee of the Firm may be a director of a company 
discussed or recommended in its report. The Firm may perform or solicit investment 
banking or other services from any company discussed or recommended in its report. 
Securities recommended, offered, or sold by SSB: (i) are not insured by the Federal 
Deposit Insurance Corporation; (ii) are not deposits or other obligations of any insured 
depository institution (including Citibank); and (iii) are subject to investment risks, including 
the possible loss of the principal amount invested. Although information has been obtained 
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from and is based upon sources SSB believes to be reliable, we do not guarantee its 
accuracy and it may be incomplete or condensed. All opinions and estimates constitute 
SSB’s judgment as of the date of the report and are subject to change without notice. Its 
report is for informational purposes only and is not intended as an offer or solicitation for 
the purchase or sale of a security. Its report does not take into account the investment 
objectives or financial situation of any particular person. Investors should obtain advice 
based on their own individual circumstances before making an investment decision. 
 
CREDIT SUISSE FIRST BOSTON LLC. (CSFB):  Copyright © 1996 – 2013 Credit Suisse 
First Boston LLC and/or its affiliate companies.  All rights reserved. 
 
DataStream : Source: ThomsonReuters Datastream 
 
Dow Jones: The Dow Jones IndexesSM  are proprietary to and distributed by Dow Jones & 
Company, Inc. and have been licensed for use.  All content of Dow Jones IndexesSM © 
2013 is proprietary to Dow Jones & Company, Inc. 
 
“End User” FTSE™ : is a trade mark of the London Stock Exchange PLC and The 
Financial Times Limited and is used by FTSE International Limited under license.  Russell 
Investment Group Europe Ltd is licensed by FTSE International Limited to distribute FTSE 
Advanced Service and other FTSE indices. FTSE shall not be responsible for any error or 
omission in FTSE data.  All copyright and database rights in FTSE products belong to 
FTSE or its licensors. Redistribution of the data comprising the FTSE products is not 
permitted.  You agree to comply with any restrictions or conditions imposed upon the use, 
access, or storage of the data as may be notified to you by FTSE or Russell/Mellon Europe 
Ltd.  You are not permitted to receive the FTSE Advanced Service unless you have a 
separate agreement with FTSE.  “FTSE™”, “FT-SE™” and “Footsie™” are trade marks of 
London Stock Exchange PLC and The Financial Times Limited and are used by FTSE 
International Limited under license. 
 
The FTSE Private Investor Indices are owned and calculated by FTSE International and 
are produced in association with APCIMS (Association of Private Client Investment 
Managers and Stockbrokers).  FTSE International Limited 2013  
The UK Value and Growth Indices are owned and calculated by FTSE International Limited 
in association with Russell Investment Group.  FTSE International Limited 2013. 
 
RUSSELL INVESTMENT GROUP:  Russell Investment Group is the source and owner of 
certain of the data contained or reflected in this material and all trademarks and copyrights 
related thereto. The material may contain confidential information and unauthorized use, 
disclosure, copying, dissemination or redistribution is strictly prohibited. This is a user 
presentation of the data. Russell Investment Group is not responsible for the formatting or 
configuration of this material or for any inaccuracy in presentation thereof. Returns and 
security data for the Russell indices are provided by Mellon Analytical Solutions.  Russell 
indices are trademarks/service marks of the Russell Investment Group. Russell® is a 
trademark of the Russell Investment Group. 
 
HFRI: Source: Hedge Fund Research, Inc., © HFR, Inc. 2013, 
www.hedgefundresearch.com 
 
JPMORGAN:  The JPMorgan EMBI Index (i) is protected by copyright and JPMorgan 
claims trade secret rights, (ii) is and shall remain the sole property of JPMorgan, and (iii) 
title and full ownership in the JPMorgan EMBI Index is reserved to and shall remain with 
JPMorgan.  All proprietary and intellectual property rights of any nature, including patents, 

copyrights, trademarks and trade secrets regarding the JPMorgan EMBI Index, and any 
and all parts, copies, modifications, enhancements and derivative works are owned by, and 
shall remain the property of JPMorgan and its affiliates.  The JPMorgan EMBI Index and 
related materials and software were developed, compiled, prepared and arranged by 
JPMorgan through expenditure of substantial time, effort and money and constitute 
valuable intellectual property and trade secrets of JPMorgan.  The JPMorgan EMBI Index 
shall not be used in a manner that would infringe the property rights of JPMorgan or others 
or violate the laws, tariffs, or regulations of any country. 

 
 
LIPPER: Performance data was supplied by Lipper, A Thomson Reuters Company, subject 
to the following: Copyright 2013 © Thomson Reuters. All rights reserved. Any copying, 
republication or redistribution of Lipper Information, including by caching, framing or similar 
means, is expressly prohibited without the prior written consent of Lipper. Lipper shall not 
be liable for any errors or delays in the Information, or for any actions taken in reliance 
thereon.  Lipper performance data is total return, and is preliminary and subject to revision.  
The data contained herein has been obtained from company reports, financial reporting 
services, periodicals, and other resources believed to be reasonable. Although carefully 
verified, data on compilations is not guaranteed by Lipper Inc. - A Reuters Company and 
may be incomplete. No offer or solicitations to buy or sell any of the securities herein is 
being made by Lipper.  Portions of the information contained in this report was derived by 
Mercer using Content supplied by Lipper, A Thomson Reuters Company. 
 
MERRILL LYNCH: The Merrill Lynch Indices are used with permission.  Copyright 2013, 
Merrill Lynch, Pierce, Fenner & Smith Incorporated.  All rights reserved.  The Merrill Lynch 
Indices may not be copied, used, or distributed without Merrill Lynch’s prior written 
approval. 
 
This Product is not sponsored, endorsed, sold or promoted by Merrill Lynch.  Merrill Lynch 
makes no guarantees, representations or warranties of any kind, express or implied, to any 
person, including, without limitation, any member of the public regarding the use of the 
Indices in the Product, the advisability of investing in securities generally or of the ability of 
the Index to track any market performance.  Merrill Lynch’s only relationship to Mellon 
Analytical Solutions or any other person or entity in respect to this Product is limited to the 
licensing of the Merrill Lynch Indices, which are determined, composed, and calculated by 
Merrill Lynch without regard to Mellon Analytical Solutions or this Product.  Merrill Lynch 
retains exclusive ownership of the Indices and the programs and trademarks used in 
connection with the Indices.  Merrill Lynch has no obligation to take the needs of Mellon 
Analytical Solutions or the purchasers, investors or participants in the Product into 
consideration in determining, composing or calculating the Indices, nor shall Merrill Lynch 
have any obligation to continue to calculate or provide the Indices in the future.  Merrill 
Lynch may, in its absolute discretion and without prior notice, revise or terminate the 
Indices at any time.  IN NO EVENT SHALL MERRILL LYNCH OR ANY OF ITS 
PARTNERS, AFFILIATES, EMPLOYEES, OFFICERS, DIRECTORS OR AGENTS HAVE 
ANY LIABILITY TO ANY PERSON OR ENTITY FOR ANY INDIRECT, PUNITIVE, 
SPECIAL, OR CONSEQUENTIAL DAMAGES, INCLUDING LOST PROFITS. 
 
MOODY’S INVESTORS SERVICE:  Moody’s © Copyright 2013, Moody’s Investors 
Service, Inc. (“Moody’s).  Moody’s ratings (“Ratings”) are proprietary to Moody’s or its 
affiliates and are protected by copyright and other intellectual property laws.  Ratings are 
licensed to Distributor by Moody’s.  RATINGS MAY NOT BE COPIED OR OTHERWISE 
REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, 
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT 
USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR MANNER 
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OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY’S PRIOR 
WRITTEN CONSENT.  Moody’s® is a registered trademark of Moody’s Investors Service, 
Inc..  
 
MSCI®:  Portions of this report are copyright MSCI 2013. Unpublished. All Rights Reserved. 
This information may only be used for your internal use, may not be reproduced or 
redisseminated in any form and may not be used to create any financial instruments or 
products or any indices. This information is provided on an “as is” basis and the user of this 
information assumes the entire risk of any use it may make or permit to be made of this 
information. Neither MSCI, any of its affiliates or any other person involved in or related to 
compiling, computing or creating this information makes any express or implied warranties 
or representations with respect to such information or the results to be obtained by the use 
thereof, and MSCI, its affiliates and each such other person hereby expressly disclaim all 
warranties (including, without limitation, all 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 MSCI, any of its affiliates or any other person involved in or related to compiling, 
computing or creating this information have any liability for any direct, indirect, special, 
incidental, punitive, consequential or any other damages (including, without limitation, lost 

profits) even if notified of, or if it might otherwise have anticipated, the possibility of such 
damages. MSCI is a registered trademark of MSCI, Inc. 
 
NAREIT: NAREIT® is the exclusive registered mark of the National Association of Real 
Estate Investment Trusts. 
 
NCREIF: All NCREIF Data - Copyright by the National Council of Real Estate Investment 
Fiduciaries. This information is proprietary and may not be reported in whole or in part 
without written permission. 
 
STANDARD & POOR’S:  Standard & Poor’s information contained in this document is 
subject to change without notice.  Standard & Poor’s cannot guarantee the accuracy, 
adequacy or completeness of the information and is not responsible for any errors or 
omissions or for results obtained from use of such information.  Standard & Poor’s makes 
no warranties or merchantability or fitness for a particular purpose.  In no event shall 
Standard & Poor’s be liable for direct, indirect or incidental, special or consequential 
damages from the information here regardless or whether such damages were foreseen or 
unforeseen. 
 
WILSHIRE ASSOCIATES:  Copyright © 2013 Wilshire Associates Incorporated. 



 

 

  

 

Mercer (US) Inc. 
777 South Figueroa Street 
Suite 1900 
Los Angeles, CA 90017 
+1 213 346 2200 

 
 




