
Tulare County 2nd Quarter 2016 
 
WATCH LIST 
 

The Tulare County’s Investment Policy (IPS) states that if a fund fails to meet the criteria standards, as determined by its score or other factors, it will be placed on a 

“Watch List.” (In the event a fund receives a score which is below that of “Watch List” status, or experiences extraordinary circumstances which may render it 

inappropriate to maintain, it may be considered for removal at the earliest administratively reasonable date.) If this fund continues to remain on “Watch List” for the 

following three quarters, or four of the following seven quarters, the fund should be considered for possible removal.   An annual investment review report shall be 

evaluated by the DC Committee to ensure that fund performance complies with the objectives outlined in this Policy.  

Scorecard Point System 

          Good:        9-10 Points 

          Acceptable:        7-8 Points 

          Watch List:        5-6 Points 

          Poor:        0-4 Points 

 
Other reasons for probationary and/or replacement review of investment funds may include: 

1.   Change of portfolio manager  
2.   Change of sub-advisor  
3.   Significant change in ownership or control 
4.   Significant change in fund management style or drift 
5.   Substantive change in portfolio turnover that significantly exceeds the fund’s history 
6.   Any violation of SEC rules or regulations or breach of fiduciary duty 
7.   Operational difficulties concerning fund transfers or pricing 
8.   Excessive costs or trading practices 
9.   Negligible use by participants 
 

1Q2016 Watch List 

CTION FUND # TICKER FUND NAME INVESTMENT POLICY 
QUARTER 

ADDED 

 
  2 FNIAX Fidelity Advisor New Insights 

Remain on Watch List due to risk/return characteristics  
and peer ranking. 

1Q 2015 

 
8 PRFDX T. Rowe Price Equity Income 

Place on Watch List due to risk/return characteristics 
and peer ranking and management change. 

    1Q 2016 

 
15 PSVIX AllianzGI NFJ Small Cap Value 

Remain on Watch List due to style, style drift and peer 
ranking. 

    1Q 2014 
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2. Fidelity Advisor New Insights - Russell 1000 Growth 
 

1Q16 Comments – We have pointed out in recent commentaries about this fund the decline in performance since a co-manager was added. While the 
decision to add a co-manager seemed appropriate due to ballooning assets, the manor in which it was structured didn’t appear to be working. John Roth 
joined Will Danoff in 2013 and while Roth is an accomplished manager, the two tend to have different styles of investing. The style clashes could explain the 
underperformance of the past few years (though underperformance should always be expected of any manager). Fidelity wisely restructured the 
relationship between Roth and Danoff by splitting the portfolio between the two with Danoff getting 60% and Roth 40%.  
 
Performance has been improving and the fund ranks in the top 15% of large cap growth funds for the first quarter 2016, but only time will tell how the 
system will work longer term. 
 
          RECOMMENDATION:    Remain on Watch List due to risk/return characteristics and peer ranking. 

 
2Q16 Update – The fund invests in securities of companies whose value the adviser believes is not fully recognized by the public not be confused 
with a “value style strategy”. It invests in either "growth" stocks or "value" stocks or both. The fund uses fundamental analysis of factors such as 
each issuer's financial condition and industry position, as well as market and economic conditions to select investments. 
 
It is supported by two veteran managers, a solid analyst team, with reasonable expenses. Will Danoff has led the fund since its 2003 inception.  John 
Roth was named as a co-manager in late 2013. Roth focuses a little more heavily than Danoff on turnaround plays and cyclicals, while also taking 
more of an all-cap approach.  The fund upped its Energy stake as oil prices fell, which has been a headwind over the short term.   
 
The Energy stake increased from 6.7% of assets as of May to 8.4% by the end of the quarter.  Some of the recently purchased energy shares missed 
the substantial appreciation of this sector in the second quarter; but enough of the increased energy acquisitions were purchased early enough this 
year to benefit from a strong second quarter performance. The underweighting to the Real Estate sector detracted from performance against its 
peer group. The fund has lagged its average large-growth peer since Roth came on board and this may be due to his contrarian approach. He will 
bet on out of favor sectors, e.g. Energy, along with traditional growth fare. Danoff continues to focus on “Best of Breed” firms with solid 
management teams and upward earnings. The two managers have individual impressive track records. 
 
RECOMMENDATION:   Remain on Watch List due to risk/return characteristics and peer ranking. 
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8. T. Rowe Price Equity Income - Russell 1000 Value 
 

1Q16 Comments – This long time outperformer has struggled over the past five (5) years. Manager Brian Rogers retired from the fund after 20 years and the 
new manager has a good record with other T. Rowe Price funds. 
 
2016 may represent the resurgence of this fund as it has outperformed so far. Ordinarily the replacement of a manager would warrant a recommendation to 
change companies, but in this case we are confident in the changes made. 
 
          RECOMMENDATION:  Place on Watch List due to investment performance and change in manager status.   

 
2Q16 Update – As of July 12, 2016, the fund has assets totaling almost $21.77 billion invested in 116 different holdings. Brian Rogers’s replacement, 
John Linehan, has excellent experience and a very good track record. He heads up U.S. stock picking for T. Rowe, and he co-manages T. Rowe Price 
Institutional Large-Cap Value with Brian Rogers and two others.   During his six (6) year tenure at T. Rowe Price Value the fund returned an 
annualized 8.3%, an average of 2.0 percentage points per year better than the typical large-company value fund. With a record like that, we think 
Linehan has a good shot at producing winning results at Equity Income and should be given time. 
 
Nearly all of the fund's holdings pay a dividend, but absolute yield is not the main objective; the fund's yield hasn't been notably high relative to 
equity-income large-value funds, but it's likely to be above the S&P 500's over time. The fund continues to look a bit lower quality than many equity-
income peers, sporting a higher debt/capital ratio and lower returns on equity, assets, and invested capital.  The fund has returned 1.28 percent 
over the past year, 6.80 percent over the past three (3) years, 9.11 percent over the past five (5) years, and 5.82 percent over the past decade.  We 
believe this fund deserves some time under the new manager to prove itself. 
 
RECOMMENDATION:   Remain on Watch List due to investment performance and change in manager status. 
 

15. AllianzGI NFJ Small Cap Value - Russell Small Cap Value 
 

1Q16 Comments – While performance was decent in the first quarter, we would have expected the fund to fall less than the peers and index during the 
January 2016 sell off. It did fall less, but by a negligible amount. The fund ended the quarter beating the peer and index, but not by much. While the fund has 
superior returns for the 10 and 15 year time periods, almost every other period has disappointed. The fund is more focused on valuations and while such 
strategies in general have struggled, this fund has mostly hung in there (no outperforming, but also not beating the peer or index). 
 
At this point it is hard to believe that the fund will outperform longer term, especially given the high relative expenses. We like the low turnover and the 
disciplined stock picking, but believing that this fund will justify its fee over an index fund is becoming more difficult. 
 
          RECOMMENDATION:  Remain on Watch List due to style, style drift and peer ranking.   

 
2Q16 Update – The fund is trailing over all time-periods and suffers from a similar situation as other AllianzGI NFJ funds because of the deep value 
mandate. Year-to-date the fund has performed reasonably well, but is trailing the index by a margin that is too high. The first quarter was strong, 
but as the rally wore on, Small Cap Value began to fall behind. 
 
RECOMMENDATION:  Remain on Watch List due to style, style drift and peer ranking.     
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Recommended 2Q2016 Watch List 

 
 

CTION FUND # TICKER FUND NAME INVESTMENT POLICY 
QUARTER 

ADDED 

 
  2 FNIAX Fidelity Advisor New Insights 

Remain on Watch List due to risk/return characteristics  
and peer ranking. 

1Q 2015 

 
8 PRFDX T. Rowe Price Equity Income 

Remain on Watch List due to risk/return characteristics 
and peer ranking and management change. 

    1Q 2016 

 
15 PSVIX AllianzGI NFJ Small Cap Value 

Remain on Watch List due to style, style drift and peer 
ranking. 

    1Q 2014 

 
 

 


