
CASH ACCOUNT (G) 
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5th Percentile 7.2 5.1 7.9 5.47.6

25th Percentile 0.8 2.9 5.4 3.35.1

50th Percentile 0.4 2.5 5.1 3.14.9

75th Percentile 0.2 2.1 4.8 2.74.6

95th Percentile 0.0 -0.3 2.4 1.33.2

Return   Rank Return   Rank Return   Rank Return   RankReturn   Rank
December 2007December 2008 December 2005December 2009 December 2006

Cash Funds

1.4 2.2 4.05.0CASH ACCOUNT (G) 23 68 8360

0.2 2.1 4.85.0 3.190-DAY T-BILLS 76 75 5358 48

San Luis Obispo County Pension Trust
Consecutive Performance Comparisons Period Ending: December 31, 2009

Wurts & Associates Performance Measurement System46
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Manager Return Index
Return

Standard
Deviation Alpha Beta Rsqr Up Market

Capture

Down
Market
Capture

Batting
Average

Information
Ratio

TOTAL FUND x CLIFTON  (G) 1.73% 4.20% 13.56 -2.45 1.12 0.98 90% 117% 250 -0.99

AXA ROSENBERG  (G) 1.58%

BRANDYWINE  (G) 4.75%

CASH ACCOUNT  (G) 3.02%

DIRECT REAL ESTATE  (G) 8.30% 5.57

DODGE & COX  (N)

FREG  (G) 18.91% 35.07

FREG II  (G) -13.44% 20.59

FREG III  (G)

INTECH  (G)

JP MORGAN  (G) 4.75%

MANAGED FIXED INC.  (G) 4.97%

MASON EQUITY FD  (G) 4.96% 17.28

MASON HIGH INCOME  (G) 3.63% 0.77% 18.72 2.87 0.99 0.91 113% 92% 600 0.52

RESEARCH AFFILIATES  (G) 0.42%

THE CLIFTON GROUP  (G) 3.02%

VONTOBEL  (G) 4.02%

San Luis Obispo County Pension Trust
Manager Scorecard Five Years Period Ending: December 31, 2009

Wurts & Associates Performance Measurement System47
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Date:  February 22, 2010 
 
To:  Board of Trustees 
 
From: Tony Petruzzi - Executive Secretary 
 Carl Nelson – Deputy Executive Secretary 
 
 
 
Agenda Item Number 10: Investment Consultant Report and Recommendation on 
Intech Capital Management  
 
 
Scott Whalen of Wurts & Associates will be addressing the Board of Trustees about the 
concerns Wurts holds regarding one of the Pension Trust’s investment managers, Intech 
Capital Management.  The attached memo lays out Wurt’s opinions on Intech and it is 
expected that Wurts will recommend the eventual termination of Intech as an investment 
manager for the Trust.  Wurt’s will not be recommending an imminent action, but will be 
advocating an eventual termination.   
 
Representatives from Intech will be making their own presentation to the board of 
Trustees at the March meeting as part of the annual cycle of due-diligence presentations 
by investment managers. 
  
 
 
Respectfully Submitted, 
 
Tony Petruzzi     Carl Nelson 
Executive Secretary    Deputy Executive Secretary 
 

Board of Trustees
San Luis Obispo County Pension Trust

1000 Mill Street 
San Luis Obispo, CA 93408 
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 W U R T S      A S S O C I A T E S

Institutional Investment Consultants 
Seattle and Los Angeles 

MEMORANDUM 
To: Clients and Consultants of Wurts & Associates 

From: Steven J. Center, Senior Research Associate 

Date: December 1, 2009 

Re: INTECH Investment Management: Termination Recommendation 
 
 

 
Overview 
As detailed in memorandums throughout 2009,1 Wurts & Associates has become increasingly 
concerned regarding several issues at INTECH Investment Management (INTECH). These 
concerns include numerous senior level departures and continued performance issues in their 
Enhanced Plus and Broad Large Cap Growth strategies. In our most recent memorandum dated 
September 2, 2009, Wurts & Associates recommended closely watching INTECH due to these 
issues. In light of our recently published analysis of the factors impacting quantitative strategies,2 
as well as issues specific to INTECH, we are recommending termination of all strategies. 
 
Barriers to Success for Quantitative Strategies 

Quantitative investment strategies face a myriad of barriers to success, as detailed in our Topic of 
Interest entitled “What Are You Really Getting?” In this paper we identify factors which 
contribute to the headwinds faced by quantitative strategies. In summary, these factors include:  
 

 Overall market efficiency, as discussed through the prism of the Efficient Markets 
Hypothesis (EMH), implies quantitative strategies face a difficult task of achieving 
excess returns due to their reliance on publically available historical data as opposed to an 
incorporation of fundamental security analysis.   
 

 Quantitative strategies have faced a “crowding out effect,” in which an increasing 
number of strategies (and assets) employ essentially similar investment methodologies 
resulting in diminishing excess returns. 

 
 In order to combat the crowding out effect, quantitative managers put up barriers to 

protect their models and processes from competitors. These “black box” methodologies 
make it impossible for investors to properly perform due diligence, and result in a 
“crowding out conundrum” in which investors are required to invest based on faith rather 
than firsthand knowledge of how a model works 

 
 The historic performance of quantitative strategies show they benefit from periods of 

“goldilocks” market volatility – not too much, but not too little. When volatility is too 
high (or too low), benchmark-relative performance suffers. With market volatility likely  

                                                           
1 Wurts & Associates distributed two memorandums regarding INTECH in 2009. The first was distributed on July 1, 2009, and was 
followed by a second memorandum on September 2, 2009. Please contact your investment consultant if you require copies of these 
memorandums for your reference. 
2 Wurts & Associates’ Topic of Interest paper, entitled “What Are You Really Getting?” is accessible online at the Wurts & Associates 
Knowledge Center: http://www.wurts.com/knowledge/  
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 W U R T S      A S S O C I A T E S

Institutional Investment Consultants 
Seattle and Los Angeles 

to persist as a result of continued economic and political uncertainty, quantitative 
strategies will face yet another headwind for some time. 
 

 The highly benchmark-constrained investment strategies employed by many quantitative 
managers inhibit the likelihood of achieving excess returns and result in strategies that 
are increasingly expensive on an actively-managed basis. 

 
Implications Regarding INTECH 

Many of the aforementioned barriers to success may be minimized through strategy design and 
implementation. Unfortunately, INTECH is directly impacted by most of these factors due to the 
structure of its products. 
 

 EMH: INTECH’s investment process relies entirely on a mathematically and statistically 
based trading strategy. Their proprietary model utilizes publicly available data to 
capitalize on intra-stock volatility by dynamically re-weighting stocks based on historic 
and projected (black box) volatility and correlations. Because this model relies on 
publicly available data and utilizes no fundamental analysis, it faces a serious barrier to 
success through the weak and semi-strong forms of the EMH. 
 

 The Crowding Out Effect: INTECH has seen their assets under management rise 
substantially over the last decade. In fact, their asset base is currently six times what they 
were managing at the end of 2002. As the crowding out effect would predict, INTECH’s 
excess returns have fallen as their asset base has grown (see Chart 1, below). This 
decrease in excess returns has resulted in a drop in AUM since 2007, and thus a 
substantial drop in revenue for the firm.  
 

 Personnel Issues: INTECH has seen key staff departures with Dr. Cary Maguire leaving 
in 2008, followed by Dr. Jason Greene in 2009. Furthermore, INTECH continues to 
prepare for the retirement of the firm’s co-founders, Robert Garvy and Dr. Robert 
Fernholz. These changes lead to concerns regarding the firm’s ability to meet future 
staffing needs and thus their ability to combat continuing intellectual competition. 
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Chart 1: INTECH  AUM vs. 3-Year Rolling Excess Returns

INTECH Firm AUM
INTECH Broad LCG Excess Returns - 3 Years Rolling
INTECH Enhanced Plus Excess Returns - 3 Years Rolling
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Incorporating Big Picture Thinking Into Private Equity
Though manager skill is a large portion of returns, this is not to mean 
top-down/macro factors do not affect opportunity set.

We believe top-down analysis will add value over time.

GDP Growth/Macroeconomics

•Investments made during times of weak GDP tend to do better than
those made during strong GDP environments.

•This is because macro conditions affect valuations and credit markets. 
However, GDP alone does not tell the entire story.

Aggregate Valuations & Market Conditions

•Though it is impossible to forecast individual partnership returns ex-
ante (ahead of time), it is possible to understand the aggregate
opportunity set on a forward looking basis.

•Example: Credit markets play a key role as some strategies rely on 
leverage to produce returns (buyouts).

•Example: Equity markets affect exit strategies (i.e., venture).

Investor Commitments to Strategies

•Competition for deals is a key component to generating returns in 
private equity.

•Aggregate investor commitments can be quantified and provide insight 
into how much money is pursuing various strategies.



9

Ongoing Commitment Decision Making Framework
Generic Approach

• The rule of thumb to reach and maintain an allocation to private equity is “1/3, 1/3, 1/3,” or commit one-third of target 
allocation every year.

• Most investors undertake this approach, and allocate to all private equity strategies mechanistically on an annual basis.

• This approach maximizes diversification by strategy and vintage year.

Base Commitment Size on Annual Outlook

• Given an awareness of various top down considerations for private markets, some investors may choose to modify commitments.

• Entails broad allocations to all strategies, but not within strict confines of funding rules (prior point). 

• This approach introduces risk of not meeting or maintaining targeted policy allocations.

Full Commitments, but Biased Strategically (preferred approach)

• Use top down analysis to identify relative attractiveness of various strategies on a forward looking basis.

• Make full size commitments, but bias them strategically if and when appropriate.

• This approach introduces greater levels of strategy risk.
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Implementation Considerations
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Dispersion of Returns Amongst Managers is a Key Consideration
Return Dispersion

• Unlike public markets, dispersion of returns in private 
markets is tremendous.

• This makes access to skilled investment managers one of the 
most important aspects of private equity investing.

• Access represents a serious barrier to success for investors, 
especially for new entrants to this asset class. 

• Sometimes this barrier can be overcome for very large 
investors allocating large sums to top managers.

• Even with large sums of money, space is often limited in top 
performing partnerships.

• Funds of private equity funds (FOFs) help to overcome the 
barrier of limited access due to investment size by 
aggregating assets, and can provide access to top managers 
due to existing relationships.

• However, FOFs come with an extra layer of fees.

Source: Cambridge Associates

Source: Venture Economics
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Direct Private Equity Investing vs. Fund of Funds

Direct Private Equity Program Private Equity Fund of Funds

• Minimum commitment levels between $5MM and $25MM, 
generally

• Low Probability of gaining access to top quartile 
managers for new entrants (i.e., after late ’90s)

• Low level of diversification without sufficient allocation 
size

• Results in high manager specific risk

• More difficulty in projecting and scheduling cash flows

• Existing access to top-performing, direct equity 
partnerships

• Diversification benefits across investment style, fund 
manager, investment stage, sector, geography, and 
time (vintage year)

• Administrative and cost effectiveness 

• Access to top quartile performers justifies extra fees

Direct Investing

Investor

Capital Calls/Accounting/Legal

Fund of Funds

PE Fund

PE Fund

PE Fund

Company

Company

Company

12

Capital Calls/Accounting/Legal
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The J-Curve Effect
What is the J-Curve?

• The J-Curve is a colloquialism that reflects a return anomaly 
specific to private equity investing during the early years of a
partnership.

• It results from the combination of using internal rates of 
return (IRR’s) alongside the ongoing funding process.

• It essentially reflects poor net of fee performance on capital 
invested. 

• Because capital is invested slowly, fees represent a significant
portion of cash flows in early years.

• To understand, consider the following example:

• $10MM is committed to a partnership

• In year 1 $200k is called, of which $100k is for fees

• This leaves $100k of actual investments

• So $200k invested vs. $100k left = -50% (loss)

13

% 
Re

tu
rn

0

Years

Simple Illustration of the J-Curve Effect

Capital�Called Mgmt.�Fees
Remaining�
Investment

Return�on�
Investment

Year�1 $200k �$100k $100k �50%

Note: Do not confuse the J-Curve with overall poor investment performance.

(Early investment period)

(Maturity/Harvesting)
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Reporting Practices
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Reporting on Private Equity Investments
Data as of December 31, 2009

Total 
Commitments 

(000's)

Capital
Called
(000's)

Capital
Returned 
(000's)

Market 
Values 
(000's)

Distrib./ 
Paid-In 
(DPI)

Tot. Value/ 
Paid-In 
(TVPI)

(IRR) 
Since 

Inception
Inception 

Date Vintage Year Alternative Investment
12/22/99 1999 Manager A $2,000 $192 $207 $58 1.1 1.4 13.8%
11/31/07 2007 Manager B $15,000 $4,034 $302 $3,342 0.1 0.9 -11.6%
05/29/98 1998 Manager C $15,000 $15,000 $14,588 $1,878 1.0 1.1 1.8%
02/27/02 2002 Manager D $15,000 $23,756 $19,368 $5,171 0.8 1.0 2.0%

Total Alt. Investment - Illiquid $47,000 $42,982 $34,465 $10,448 0.8 1.0 3.8%

Total Alternative Investment $10,448

% of Total Fund (Market Value) 10.4%

15

Internal Rate of Return (IRR)

• Based on cash flows over time to create a rate of return; a net present value equation.

• Time weighted rates of return cannot be used for private equity due to size of cash flows and fees during early years.

• IRR’s become more meaningful as time passes; IRR’s during early years are less meaningful due to fees (i.e., J-curve).

Multiples of Invested Capital

Distributions vs. Paid-In (DPI) 

• The amount of distributions received from the partnership relative to the amount of capital called/ paid-in. 

• The higher the number, the more profitable the partnership. 

Total Value vs. Paid-In (TVPI) 

• Total value of the partnership, including distributed cash flows relative to the amount of capital called/ paid-in. 

• This number is more comprehensive because it encompasses realized and unrealized gains/ losses. A number below 1x 
means the partnership hasn’t made any positive returns net of fees. 

(Neither multiple takes into consideration time; hence they are not accurate measurements of returns.)
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Legal & Tax Issues
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Key Consideration: UBIT*

17

UBIT (Unrelated Business Income Tax) is a tax on unrelated business taxable income (UBTI) that is generated from an activity by a 
tax-exempt organization that is not related to its purpose. Typically, UBIT is imposed at federal income tax rates applicable to
corporations or trusts. 

Passive income such as dividends, interest, qualifying rents, realized gains/losses on property, are not treated as UBTI. 

Tax-exempt  (qualified) plans may incur UBTI if income is derived from:

1. “Unrelated trade or business”

•Example: A university owns and operates a pizza parlor that sells to the general public

•For a tax-exempt plan almost any trade or business could be considered “unrelated”

2. “Debt-financed property”

•Generally, any income from property acquired using debt and capital gains from sale of such property may be subject to UBTI

•Simplified example: If 60% of purchase price of asset is borrowed, then 60% of pro-rata income and gains may be subject to UBTI

* The definitions and implications surrounding UBTI have been simplified in this presentation.  The application of UBTI can be extremely complex. Clients should consult a qualified 
tax specialist for definitive opinions and reference the IRS’ Publication 598 (Tax on Unrelated Business Income of Exempt Organizations) for a comprehensive discussion of UBTI. 
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Key Consideration: UBIT* (cont.)
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An investment in or held through a corporation generally does not generate UBTI. 

• Debt incurred by a corporation is not treated as debt of its shareholders

• There is an exclusion from UBTI for dividends received from a corporation

Many private equity general partners will accommodate tax-exempt investors by covenanting that no UBTI will be incurred at the 
fund/partnership level by having:

• No debt at the fund level

• No investments in “flow-through” operating entities such as partnerships or limited liability companies (LLCs), except 
through a “blocker” structure (a corporation)

Another way for a tax-exempt/qualified plan to avoid UBTI is to invest in an offshore corporate entity (“blocker fund”).

• UBTI is effectively “trapped” inside the corporation and “blocked”

• The most common off-shore domicile for U.S. tax-exempt investors is the Cayman Islands

* The definitions and implications surrounding UBTI have been simplified in this presentation.  The application of UBTI can be extremely complex. Clients should consult a qualified 
tax specialist for definitive opinions and reference the IRS’ Publication 598 (Tax on Unrelated Business Income of Exempt Organizations) for a comprehensive discussion of UBTI. 
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206.622.3700 telephone
206.622.0548 facsimile
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El Segundo, California 90245
310.297.1777 telephone
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Eric J. Petroff, CFA, CAIA Bee G. Lim, CFA, CAIA
Director of Research Associate Director of Research
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How We Think About Private Equity Investments
Private market analysis is hindered by many factors unique to this asset class.
Some of these hindrances include data that is updated infrequently and
privately derived, and limited to a very short history, thereby creating barriers
to thorough empirical analysis. Though historic data is always useful in
dimensioning factors affecting returns, this does not mean the power of reason
cannot be employed to illuminate the process, which is the goal of this report.

only currently, but also prospectively based on your outlook for macroeconomic
conditions, at least assuming you have such an outlook.

In practice, we recommend avoiding a fixation on past returns as a driver of
allocations. Not only are returns cyclical due to various systematic factors, but
investors have proven themselves to be backward looking and invariably herd

We recognize manager skill drives a substantial portion of private market
returns, but that the proportion thereof is dependent on the strategy in
question. We also believe the strategies themselves are constrained by macro
factors that are not only quantifiable, but also cyclical in nature and therefore
somewhat predictable. These key factors constrain deal flow, the ability to use

into the most successful strategies, and thus drive down future returns.

It is also important to examine key capital markets factors. For example, venture
capital investments are highly dependent on the amount of committed investor
capital as there are only so many worthwhile opportunities to be found.
Moreover, venture capital requires robust IPO and M&A markets to bringp y y

financial engineering and apply leverage, and seek exit opportunities, all of
which are integral to producing what investors perceive as alpha.

Though we know it is impossible to predict the future with precision, this does
not absolve us of either the ability or responsibility to create educated guesses
about it. Investors demand this practice from money managers who operate in

p q g
investments to fruition, and such markets are a function of equity returns, which
are a function of underlying economic growth. On the other hand, buyout
strategies are driven primarily by financial engineering and the application of
leverage. This implies the need for ample access to credit, and at rates low
enough to produce targeted rates of return. Of course, credit markets and
interest rates are directly linked to the economy. Other such relationships arep y g p

the highly unpredictable realm of company specific risk, and should therefore
expect it from policy level advisors who deal with far more predictable
aggregate risk factors. The alternative is to embrace a blind and mechanistic
allocation to private markets, which is akin to deliberate ignorance of
prospective risks and return. Flying blind is never a wise course of action.

y y p
demonstrated throughout this report.

From time to time private market opportunities present themselves rapidly in
response to economic disruptions. During such times investors will find they are
deluged with firms seeking to raise capital that will ultimately produce robust
returns. Such events occur infrequently. So the best practice is to proactively

Probably the most attractive aspect of private market investing is its inherent
illiquidity, which makes it ideal to act upon strategically. Many would argue this
is the exact reason why the opposite is true, but we posit nothing could be
further from the truth. Because private markets are illiquid, many unique
benefits can be found. Herding behavior is exacerbated by long term lock-ups
and illiquidity; poor decisions are far more costly to reverse than in public

returns. Such events occur infrequently. So the best practice is to proactively
monitor key factors affecting private market strategies in order to have an
educated opinion on prospective risks and returns, and in some instances
commit capital to opportunities in advance of the herd.

Most importantly however, do not confuse the inability to predict the future
with a mandate to avoid thinking about it Though we can never be certain

2

and illiquidity; poor decisions are far more costly to reverse than in public
markets. Asset flows and commitments can be quantified, thereby providing
useful insight into levels of competition for finite opportunities. The underlying
factors contributing to the success or failure of a strategy can be known not

with a mandate to avoid thinking about it. Though we can never be certain
about the future, we can be confident about its general direction. We firmly
believe value can be added through top down analysis of private markets.
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