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Capital Market Review

Third Quarter 2013

Merced County Employees' Retirement Association

 The postponement of tapering by the Federal Reserve led to broad increases in the major indices during the third quarter. The
delay helped boost the S&P 500 total return index, which rose 5.2% in the third quarter.  

 The postponement of tapering also increased sentiment for emerging market equities. The MSCI EM Net Return Index rose 
5.8% during the third quarter.  

 An improved European outlook also lifted Europe ex-UK in the third quarter, where equities rose 14.4%.  

 Despite the lack of Federal Reserve tapering, the euro rose 4.1% against the dollar in the third quarter. The re-election of 
German Chancellor Angela Merkel in September may have provided a boost to sentiment for the euro.  

 The State Street Investor Confidence Index® (ICI) measures risk appetite by analyzing buying and selling patterns of 
institutional investors. While confidence increased among Asian and European institutions, weaker appetite in the North 
American region drove the Global ICI lower 3.5 points to 101.4 in September, but it still remained above the neutral level of 
100.  

 For the period ending 9/30/13, the one quarter returns for, respectively, the NAREIT Equity index and the NCREIF Property 
index (one quarter lag), were -3.1% and 2.9%; one year, 5.9% and 10.7%; three years, 12.3% and 13.1% and five years, 5.7%
and 2.8%.  

 It has now been more than four years since March 9th of 2009 when the S&P 500 index closed at 676.53.  Since then, prices  
      of “core” assets have rebounded to near peak levels; in the public markets, equity and debt capital raising for REITs has

eclipsed the 2004 to 2007 period. 

 With the Fed considering an increase in rates, there are concerns about the potential impact on real estate.  When the index of
pending home sales fell 5.6% in September (after a 1.6% decrease in August), many pundits pointed to mortgage rates that 
reached two-year highs.  This may have an impact when the Fed meets to determine where rates are headed later this year 
and 2014. 
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 U.S. equities, as measured by the S&P 500 total return index, rose 5.2% during the quarter as the 
Federal Reserve postponed the onset of the tapering of quantitative easing. 

 Technology stocks outperformed, with the NASDAQ returning 10.8% in Q3. 

 Small caps, as measured by the Russell 2000 index, also had a strong quarter, rising 10.2%. 
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6 S T U V W 2 X Y Z [ V \ G ] O P R D H I ^ R D H I
S&P 500 5.2 19.3 16.3 

Dow Jones Industrial Average 2.1 15.6 14.9 

NASDAQ 10.8 21.0 16.8 

Russell 1000 6.0 20.9 16.6 

Russell 2000 10.2 30.1 18.3 

Russell 3000 6.3 21.6 16.8 

MSCI EAFE (Net) 11.6 23.8 8.5 

MSCI Emerging Markets (Net) 5.8 1.0 -0.3

MSCI All Country World ex US 10.1 16.5 5.9 _ ` a b 2 X Y Z [ V \ G ] O P R D H I ^ R D H I
Barclays Capital Aggregate 0.6 -1.7 2.9 

Barclays Capital Gov/Credit 0.4 -2.0 2.9 

Barclays Capital Universal 0.7 -1.0 3.4 

Barclays Capital Corp. High Yield 2.3 7.1 9.2 

CG Non-US World Govt. 4.1 -5.6 0.6 c ` a d e T f g U h 2 X Y Z [ V \
lagged quarterly G ] O P R D H I ^ R D H I
NCREIF Property 2.9 10.7 13.1 

State Street Private Equity Index  2.6 12.5 13.3 
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 Diminished Fed tapering fears helped boost most sectors; industrials rose 9.5% in 

the third quarter, while materials stocks rose 9.9%. 

 More defensive sectors were less in favor, with telecom falling 3.0% and utilities 
rising only 0.8%. 

 Overall, the Russell 3000 index returned 6.3% during the quarter; the yearly return 
was 21.6%. 

; B C > B j k D l ? L I m D > j N ? n
Consumer 

Discretionary
13.5%

Consumer 
Staples

8.6%

Energy
9.4%

Financials
17.5%

Health Care
12.6%

Industrials
11.4%

Info Tech
17.8%

Materials
3.8%

Telecom 
Services

2.2%

Utilities
3.2%

o N H I H l ? D I > n ? > l n
Div Yield (%) 1.97 

P/B Ratio 4.10 

P/E Ratio 18.31 

Forward P/E Ratio 15.05 

Fundamental Beta 1.02 

Market Cap - Cap 
Wtd (MM$) 

85,443 

Qtr 1.2 0.1 0.6 0.5 1.0 1.1 1.5 0.4 -0.1 0.0 6.3
1 Year 4.2 1.5 1.4 4.5 3.5 3.5 2.0 0.7 0.0 0.3 21.6

k D l ? L I O D ? = I B n p q r

o L B ? I > s = ? > L B ? L O D ? = I B t



 Improved Chinese growth metrics helped boost the Pacific ex-Japan index by 10.3% in the third 
quarter. 

 An improved European outlook also boosted Europe ex-UK in the third quarter, where equities 
rose 14.4%. 

 Overall, the MSCI EAFE index rose 11.6% in the third quarter. 
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 Despite lagging developed Non-U.S. equity markets, emerging markets also received a boost  
from the postponement of Federal Reserve tapering. The MSCI EM index rose 5.8% in the third  
quarter, highlighting an improvement of capital flows to emerging markets.  

 On a regional basis, EM Europe and the Middle East outperformed, rising 9.6% in the third quarter. 

c u c d 9 i 8 i 2 3 4 5 6 7 8

EM Asia
62.2%

EM Latin America
20.2%

South Africa
7.5%

EM Europe + 
Middle East

10.1%

5.3
4.2 4.1

-7.5

8.8

-2.7

9.6

3.2

5.8

1.0

-10

-8

-6

-4

-2

0

2

4

6

8

10

12
Quarter

1 Year

EM Asia        EM Latin America        South Africa          EM Europe & Mid East    Total GEM

Qtr 3.3 0.8 0.7 1.0 5.8
1 Yr 2.6 -1.5 -0.2 0.3 1.0

O D j > L B H J O D ? = I B n p q r



v T Y Y [ a h W 4 [ V T Y a \ w x y

                                                                                                                                                

0%

1%

2%

3%

4%

0 5 10 15 20 25 30

z{ |}~ �� � �� �� ��{� �
� � � � � � � � � � � � � � � � �

INTEREST RATE TERM STRUCTURE 
Government Issues - 3 Months to 30 Years Maturity

28-Sep-12

28-Jun-13

30-Sep-13

v 9 4 4 6 c v : 3 c � _ u c � 2 3 4 5 6 7 8
 With improved sentiment in Europe, the euro rose 4.1% against the dollar in the 

third quarter. 

 The U.S. dollar trade-weighted index, which measures the dollar’s movement 
against a basket of currencies, fell 3.5% in the third quarter. 

 Abenomics has helped weaken the yen over the past year; the yen rose 0.9% in 
the third quarter but has fallen 20.7% on a yearly basis. 

 The long-end of the U.S. yield curve rose on a 
quarterly basis as market participants factored in when 
the Fed could begin tapering quantitative easing. 

 Ten-year yields rose twelve basis points during the 
third quarter. 
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 The postponement of tapering led to broad increases in fixed income asset returns.  Treasury bonds 

rose 0.1% in the third quarter, while lower quality credits increased at a faster rate. 

 Lower-rated corporate bonds outperformed, with BAA rated securities returning 0.8% in the third 
quarter. 
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 Equities in EAFE outperformed, rising 11.6% during the quarter.  However, emerging market equities underperformed on a relative basis in the third quarter, 

as investors remained hesitant given the potential impact of tapering on EM assets.   

 Small cap equities in the U.S. outperformed, with small cap growth stocks rising 12.8% in the third quarter. 

 Overall, non-U.S. equities rose 10.1% in the third quarter. 
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Executive Performance Summary

Third Quarter 2013

Merced County Employees' Retirement Association

 The composite fund returned 5.3% in the third quarter of 2013 and ranked in the 26th percentile among other $250mm-$1B public 
funds (4.6% median).  The fund beat its policy index (5.0%) during this time period.  Longer term, the three- and five-year returns 
of 9.9% and 7.4%, ranked above and below the median among its peer public plans (9.8% and 7.9%, respectively).    

 Third quarter results were enhanced by the following factors: 

1. The Mellon Tangent Added Fund surpassed its benchmark, the S&P 500 Index (6.1% vs. 5.2%) and ranked in the 48th

percentile among large cap core managers.  It was helped by its extended long exposure to S&P 500 equity.    

2. The Mellon Large Growth Index Fund returned 8.1% for the quarter.  The Fund matched the Russell 1000 Index but ranked 
below the large cap growth manager median (8.9%). 

3. The Mellon Large Value Index Fund (4.0%) slightly led the Russell 1000 Value Index return (3.9%) but was behind its 
median large cap value manager return of 5.2%. 

4. EARNEST Partners (10.2%) was on par with the MSCI ACWI ex-US Index and ranked 45th among ACWI ex-US Core 
equity managers (median of 10.2%).  The portfolio carried an overweight to Austria and select UK investments (helped).
EARNEST also carried weak stocks in India, Hong Kong and Germany (hurt).  Over three years, EARNEST (7.9%) was 
surpassed by its benchmark (8.5%). 

5. GMO’s return of 12.4% out-performed the MSCI EAFE Index return of 11.6%.  It placed above the median among EAFE 
core equity managers (11.3% median).  It carried select French and Japanese investments, a position in Spain and a value 
tilt.  Three-year results led the benchmark (10.6% vs. 9.0%).  International small cap manager UBS was replaced by
Copper Rock in September.  Copper Rock’s benchmark will be the MSCI World ex US Small Cap Index. 

6. The AXA 3.0% return surpassed its benchmark, the BofA ML US High Yield Master II Index (2.3%) and ranked in the top 
quartile among high yield managers, median return of 2.3%.  The portfolio’s underweight to the lower yielding, interest rate
sensitive portion of the market was a positive attribute to performance, as was the overweight to the higher yielding, more
equity-like portion.  Three year returns fared better than its benchmark (10.7% vs. 8.9%).
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7. Barrow Hanley’s 0.7% return beat its benchmark return of 0.6% and ranked in the second quartile among core bond 
managers, with a median return of 0.7%.  The portfolio’s overweight to financials, security selection within the ABS and
industrial sectors and focus to the A quality sector boosted relative returns. Effective 6/1/2013, the Barclays Aggregate 
Index was linked to its prior benchmark.  BH was up 3.6% for three years while its benchmark was up 3.2%.    

          

 Third quarter results were hindered by the following factors: 

1. WHV, 9.5%, trailed the median small cap equity manager (10.4%) and the Russell 2000 Index (10.2%).  Below par stock 
selection in the Info Tech (Earthlink, Interdigital, Rovi) and Healthcare (Vivus, NxStage Medical, Team Health Holdings) 
sectors, dampened performance.  Three-year returns were behind its benchmark (18.0% vs. 18.3%).  An additional small 
cap manager, PanAgora was funded in September. 

2.  The Wells Capital portfolio returned 5.5%, ranking in the 53rd percentile among emerging market managers (median of
5.7%).  The MSCI Emerging Markets Index was up 5.9%.  The consumer staples, energy, industrials and materials stock 
selection and cash drag were the largest detractors to performance.  One-year relative results were good for Wells (4.1% 
vs. 1.3%). 

3. The Real Estate Composite added 2.6%, while its blended benchmark, the 75% NCREIF ODCE/ 25% FTSE NAREIT
Developed Index appreciated 3.3%.  European Investors lagged the FTSE NAREIT Developed Index (1.9% vs. 2.4%). 
UBS Trumbull Property was behind the NCREIF ODCE Index (2.8% vs. 3.6%). 

4. The Private Equity Composite carried a quarterly time-weighted rate of return (one-quarter lagged) of 2.0% while its 
benchmark, the Russell 3000 +3% Index 1Q Lag appreciated 2.7%.   Adams Street gained 0.9%.  Invesco IV (2.6%) fared 
better.  Pantheon I, II and Secondary carried quarterly returns of 3.4%, 0.9% and 2.5%, respectively.  Invesco VI was 
funded in July. 
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Periods Ending September30, 2013
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Market Value 3 Mo Rank YTD Rank 1 Yr Rank 2 Yr Rank 3 Yr Rank 5 Yr Rank 7 Yr Rank 10 Yr Rank

Since 

Inception**

Since 

Inception 

Rank**

Since 

Inception 

Date***

Total Fund * 588,871,199                5.3 26 10.0 48 12.9 31 14.5 48 9.9 45 7.4 64 4.6 86 6.5 85 8.3 Dec-94

   Policy Index
1 5.0 35 10.7 31 13.2 27 15.5 29 10.7 19 8.2 44 5.2 46 6.7 69 5.6

      IFx Public DB $250mm-$1B Gross Median 4.6 9.6 11.8 14.4 9.8 7.9 5.2 7.1 8.3

US Equity 196,632,559                6.9 50 23.2 27 24.8 21 25.9 53 16.4 69 10.6 60 6.0 63 8.2 62 9.3 Dec-94

   US Equity Custom Index
2

6.6 62 21.7 62 22.0 70 26.0 52 16.9 49 10.6 58 6.1 58 8.1 65 9.4

      IFx All DB US Eq Gross Median 6.9 22.1 22.9 26.1 16.8 10.8 6.3 8.5 9.5

Mellon Tangent 49,812,931                 6.1 48 24.1 11 24.1 11 Dec-12

Mellon Tangent - net 6.1 24.1 24.1

   S&P 500 Index 5.2 71 19.8 62 19.8 62

      eA US Large Cap Core Equity Gross Median 6.0 20.5 20.5

Large Cap Growth 

Mellon Large Growth 51,145,784                 8.1 64 20.9 53 19.3 62 24.2 50 17.0 41 12.1 35 7.6 48 7.9 69 9.2 67 Mar-03

Mellon Large Growth - net 8.1 20.8 19.3 24.1 16.9 12.0 7.5 7.7 9.1

   Russell 1000 Growth Index 8.1 64 20.9 53 19.3 63 24.1 51 16.9 41 12.1 35 7.6 49 7.8 70 9.2 67

      eA US Large Cap Growth Equity Gross Median 8.9 21.1 20.1 24.1 16.2 11.3 7.5 8.4 9.8

Large Cap Value

Mellon Large Value 49,691,323                 4.0 81 20.5 63 22.3 60 26.6 41 16.3 47 8.9 76 4.3 85 8.1 73 9.5 77 Mar-03

Mellon Large Value - net 4.0 20.5 22.3 26.5 16.2 8.8 4.2 8.0 9.4

   Russell 1000 Value Index 3.9 82 20.5 64 22.3 60 26.5 43 16.2 48 8.9 77 4.2 86 8.0 74 9.4 77

      eA US Large Cap Value Equity Gross Median 5.2 21.4 23.5 25.9 16.2  10.0 5.9 8.9 10.4

Small Cap

PanAgora
3

20,000,000                 Sep-13

PanAgora - net

WHV 25,982,520                 9.5 62 28.6 52 32.9 44 27.5 83 18.0 74 12.0 69 9.1 48 13.4 14 13.2 17 Mar-97

WHV - net 9.3 27.9 31.9 26.5 17.0 11.1 8.2 12.6 12.3

   Russell 2000 Index 10.2 53 27.7 60 30.1 68 31.0 59 18.3 70 11.2 82 7.2 80 9.6 85 8.6 93

      eA US Small Cap Equity Gross Median 10.4 28.8 32.2 32.1 19.9  13.5 8.9 11.4 11.6

* Managers are ranked against the eVestment Alliance (eA) style universes.  Asset class composites are ranked against the InvestorForce (IF) universes.

** Since inception returns and ranks are based on the first full quarter of performance.

*** Since inception date denotes last day of the month.

1
As of 7/1/2013, Policy Index is 25% Russell 1000 / 4% Russell 2000 / 24% MSCI ACWI ex US / 29% Barclays Aggregate / 5% ML HY II / 6% NCREIFODCE / 2% FTSE EPRA/NAREIT Dev / 5% Russell 3000 + 3% 1QL.

2
As of 6/1/2013, 86% Russell 1000 / 14% Russell 2000.  As of 1/1/1995, 100% Russell 3000.

3
Funded on 9/26/2013.
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Market Value 3 Mo Rank YTD Rank 1 Yr Rank 2 Yr Rank 3 Yr Rank 5 Yr Rank 7 Yr Rank 10 Yr Rank

Since 

Inception**

Since 

Inception 

Rank**

Since 

Inception 

Date***

International Equity 157,565,801                9.3 72 10.2 70 18.8 49 17.0 62 8.1 34 7.8 26 3.8 34 9.1 41 5.9 Dec-98

   International Equity Custom Index
4

10.2 50 12.4 42 19.7 40 16.9 64 7.5 48 6.0 64 2.3 67 8.1 65 4.4

      IFx All DB ex-US Eq Gross Median 10.1  11.6  18.7  17.8  7.4  6.6  3.0  8.8  6.1

Copper Rock
5

20,968,931                 Sep-13

Copper Rock - net

   MSCI World ex USA Small Cap

      eA EAFE Small Cap Equity Gross Median

EARNEST Partners 61,029,700                 10.2 45 9.2 88 19.3 52 17.0 86 7.9 71 10.0 17 4.8 15 Jun-08

EARNEST Partners - net 10.0 8.7 18.5 16.2 7.1 9.2 4.1

   Earnest Custom Index
6

10.2 50 15.1 20 22.7 19 18.4 62 8.5 52 6.6 80 1.7 80

      eA ACWI ex-US Core Equity Gross Median 10.2 12.5 19.4 19.1 8.6 7.9 2.7

GMO 55,143,349                 12.4 32 17.3 48 25.5 48 19.7 80 10.6 54 7.3 74 1.0 52 Dec-07

GMO - net 12.2 16.8 24.7 18.9 9.9 6.6 0.4

   MSCI EAFE Gross Index 11.6 44 16.6 61 24.3 58 19.2 83 9.0 87 6.9 83 -0.2 78

      eA EAFE Core Equity Gross Median 11.3  17.2  25.3  21.5  10.7  8.1  1.0

Wells Capital 20,423,821                 5.5 53 -1.1 39 4.1 50 1.4 60 Mar-12

Wells Capital - net 5.3 -1.8 3.1 0.4

   MSCI Emerging Markets Gross Index 5.9 47 -4.1 70 1.3 73 -0.2 70

      eA Emg Mkts Equity Gross Median 5.7 -2.2 4.0 2.0

Fixed Income 155,730,409                1.2 13 -0.4 23 0.5 25 4.8 25 4.9 30 5.6 81 4.2 96 4.0 91 6.1 Dec-94

  US Fixed Income Custom Index
7

0.8 35 -1.9 66 -1.7 71 1.7 87 2.9 85 5.4 83 5.1 79 4.6 81 6.3

      IFx All DB US Fix Inc Gross Median 0.7 -1.4 -0.8 3.3 4.1 7.1 5.9 5.2 6.8

AXA 32,027,334                 3.0 9 6.7 10 10.0 13 14.6 18 10.7 12 11.2 10 Mar-10

AXA - net 2.9 6.4 9.6 14.1 10.3 10.8

   BofA Merrill Lynch US High Yield Master II TR 2.3 57 3.8 58 7.1 54 12.9 55 8.9 68 9.5 69

      eA US High Yield Fixed Inc Gross Median 2.3  4.1  7.3  12.9  9.3  9.9

Barrow Hanley 123,703,075                0.7 34 -2.0 82 -1.7 80 2.7 51 3.6 46 4.8 51 Mar-10

Barrow Hanley - net 0.7 -2.1 -1.9 2.5 3.4 4.5

   Barrow Hanley Custom Index
8

0.6 65 -2.4 92 -2.1 91 1.8 84 3.2 69 4.5 70

      eA US Core Fixed Inc Gross Median 0.7  -1.6  -1.1  2.7  3.5  4.8

4
As of 7/1/2013, 100% MSCI AWCI ex US. As of 4/1/2012, 83% MSCI EAFE / 17% MSCI Emerging Markets. As of 1/1/1999, 100% MSCI EAFE.

5
Funded on 9/5/2013.

6
As of 7/1/2013, 100% MSCI ACWI ex US. As of 7/1/2008, 100% MSCI EAFE.

7
As of 6/1/2013, 85.29% Barclays Aggregate / 14.71% ML HY II. As of 4/1/2013, 70.58% Barclays Aggregate / 14.71% ML HY II / 14.71% BC US TIPS.

8
As of 6/1/2013, 100% Barclays Aggregate. As of 4/1/2010, 82.8% Barclays Aggregate / 17.2% BC US TIPS.



Performance Summary

Periods Ending September 30, 2013

Merced County Employees' Retirement Association

Market Value 3 Mo Rank YTD Rank 1 Yr Rank 2 Yr Rank 3 Yr Rank 5 Yr Rank 7 Yr Rank 10 Yr Rank

Since 

Inception** Rank

Real Estate Composite 40,245,155               2.6 63 6.5 72 9.9 66 11.8 54 11.2 83 3.5 15 4.7 9 8.1 14 8.7 Mar-99

   Real Estate Custom Index
9

3.3 41 9.2 44 12.7 25 14.5 17 12.5 56 3.3 16 5.5 2 8.6 7 8.5

      IFx All DB Real Estate Gross Median 3.0 8.9 10.7 11.9 13.2 0.4 2.6 6.1 6.9

European Investors 8,310,376                 1.9 67 1.2 88 9.0 74 18.2 73 9.6 35 10.3 3 4.1 Mar-08

European Investors - net 1.7 0.5 8.1 17.1 8.5 9.2 3.1

   European Investors Custom Index
10

2.4 53 4.9 20 10.9 44 20.4 45 10.5 12 7.0 48 2.5

      Global Real Estate MStar MF Median 2.5  3.6  10.3  19.9  9.1  6.7  2.6

UBS Trumbull Property 31,504,779 2.8 57 8.0 60 10.1 62 10.3 77 11.7 72 2.2 25 4.5 14 7.9 18 8.5 Mar-99

UBS Trumbull Property - net 2.5 7.2 9.1 9.3 10.6 1.1 3.3 6.6 7.2

   NCREIF ODCE
11

3.6 30 10.4 15 13.0 20 12.3 45 14.3 31 4.7 13 6.5 1 9.4 6 10.1

      IFx All DB Real Estate Gross Median 3.0 8.9 10.7 11.9 13.2 0.4 2.6 6.1 6.9

Other Real Estate 430,000                    

Private Equity Composite 25,949,548               2.0 28 -1.0 95 -4.3 99 1.5 95 8.6 70 3.6 89 7.7 51 6.2 Jun-05

   Russell 3000 + 3% 1Q Lagged
12

2.7 22 28.5 1 29.6 1 33.0 1 23.4 1 16.3 1 11.4 10 12.3

      IFx All DB Private Equity Net Median 0.1 5.3 8.6 7.7 10.3 6.8 7.8 8.4

Adams Street 8,076,188                 0.9 8.6 7.8 9.8 13.9 6.5 8.7 8.7 Sep-05

Invesco IV 6,486,062                 2.6 -11.4 -17.6 -4.4 7.6 3.7 8.4 6.7 Jun-05

Invesco VI
13

1,366,277                 0.0 Jun-13

Pantheon I 3,711,461                 3.4 2.6 1.4 2.7 8.1 3.9 6.3 3.3 Dec-05

Pantheon II 1,187,204                 0.9 10.2 6.6 5.4 Dec-11

Pantheon Secondary 5,122,356                 2.5 -2.3 -4.8 -1.8 3.7 -0.5 -- 6.1 Jun-07

Cash 9,836,002                 0.0 0.2 0.2 0.1 0.7 3.6 7.0 5.7 5.7 Sep-03

Treasury Cash 2,911,725                 

9 As of 1/1/2010, 75% NCREIF ODCE / 25% FTSE NAREIT Developed. As of 1/1/2002, 100% NCREIF Property.

10 As of 1/1/2010, 100% FTSE NAREIT Developed.  As of 4/1/2008, 100% FTSE NAREIT Global.
11 As of 1/1/2010 is 100% NCREIF ODCE. As of 1/1/2002 is 100% NCREIF Property.
12 As of 4/1/2013, 100% Russell 3000 + 3% 1Q Lagged.  As of 7/1/2005, 100% S&P 500 + 5% .
13 Funded 7/1/2013.








































































































