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The information contained in this report has been obtained from sources
believed to be accurate and complete.  However, because of the possibility
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Overview 
Yanni Partners was retained by Metropolitan St. Louis Sewer District to measure the ongoing performance results of the Deferred Compensation Plan.  Measuring 
and diagnosing performance is a key link in the fund management process.  It provides information that can be used to evaluate and appraise managers, rethink 
investment policy, and plan portfolio strategies.  Investment monitoring also serves as the basis for a continuing dialogue with your investment managers. 
 
 
 
 
Benchmarks for Comparison 
We concentrate our industry-standard comparisons in four fundamental areas.  Specifically, we show performance relative to: 
 

• stated investment objectives, 
 

• appropriate market indices, 
 

• the amount of risk taken, and 
 

• other professionally managed funds. 
 
Unless otherwise indicated, the following market benchmarks are used throughout this report: 
 
For equities:  BARRA Value Index 
   BARRA Growth Index 
   S&P 500 Stock Index 
   S&P Mid Cap Index 
   Russell 2000 Stock Index 
   MSCI Europe, Australia, & Far East (EAFE) Index 
 
For bonds:  Lehman Brothers Aggregate Index (LB Agg) 
   Merrill Lynch 1-3 Year Government Index (ML 1-3) 
 
For balanced:  Target Market Index (TMI) constructed from the S&P 500, LB Agg and the three month T-Bill Indices weighted according to the target 
   asset allocation of individual fund. 
 
For cash reserves: Three Month T-Bill Rate (T-Bill) 
 
 
In addition, the Consumer Price Index (CPI) is used as a benchmark for inflation. 
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Alpha (Manager Impact) 
Alpha, a measure of the manager’s contribution to performance, is expressed 
as an annual compounded rate of return, adjusted for risk.  Alpha represents 
the difference between the actual performance and the expected 
performance of a fund given its volatility (or risk).  The expected value for 
alpha is zero.  If positive, the fund has achieved a return above that expected 
for its volatility.  A negative alpha reflects fund performance below that 
expected for its volatility. 
 
Beta (Volatility) 
Beta measures the sensitivity of a fund’s return to changes in the S&P 500 
Index.  It is commonly referred to as “market-related risk”.  A fund’s beta 
measures the historical percentage change in the fund’s rate of return 
accompanying a 1% change in the index return.  Funds with a beta of 1.00 
are, by definition, as volatile as the market index.  Funds with a beta of 0.50 
are half as volatile. 
 
Cash and Equivalents 
Cash and equivalents include all money market funds (sweep accounts), 
bonds and debentures that have a maturity of less than one year at a time of 
purchase, and cash held in the income and principal accounts. 
 
Diversification Factor 
Diversification measures the correlation between a fund’s performance and 
the performance of a comparable index.  This correlation identifies the 
amount of variability that is derived from the market.  A value of 1.00 means 
that all variability is due to the market while a value of 0.85 means that only 
85% of the variability can be traced to the market. 
 
Equities 
Equities include all common stocks, convertible preferred stock, convertible 
bonds and debentures, and warrants. 
 
Fixed Income 
Fixed income includes all bonds and debentures that have a maturity greater 
than one year at time of purchase.  When a fixed-income issue’s maturity has 
become less than one year, it remains in the fixed-income section. 

Market 
For comparative purposes, the term “market” normally refers to the S&P 
500 for equities and to one of the Lehman Brothers 
Government/Corporate Bond Indices (LB G/C or LB G/C I) for fixed-
income securities.  For the total fund, a composite index is constructed 
from the S&P 500 Index, the Bond Index and the three-month Treasury 
Bill rates in the same target mix allocation for the fund. 
 
Rates of Return 
All returns are time weighted.  Returns for less than one year are not 
annualized.  Returns for periods greater than one year are presented as 
annual-compounded rates. 
 
Selection 
Selection measures the manager’s ability to select investments that 
outperform a comparable index.  Selection is calculated as the difference 
between your fund’s return and the return of a hypothetical composite 
market index which has the same asset allocation. 
 
Standard Deviation (Variability) 
Standard deviation measures the dispersion of monthly returns around 
their average.  The higher the variability, the greater the total risk 
associated with the portfolio. 
 
Timing 
Timing measures the manager’s ability to add value by altering asset mix.  
Shifting assets into markets that are rising results in positive timing, while 
shifting assets into markets that are falling results in a negative timing 
impact. 
 
Total Fund 
Total fund includes equities, fixed-income securities, cash equivalents, 
and any other investments such as real estate, international, etc. 
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Stocks 
The tragic events of September 11 were a dominant force behind the third quarter 2001 results 
in the equity markets. While generally poor earnings reports throughout the quarter prompted 
downward market movement, the September terrorist attacks in the U.S. did nothing to quell the 
sharp equity downturns. The U.S. financial markets were closed for an unprecedented four 
straight days, adding to the bad news for investors: 
 

• The poor performance was broad based, as evidenced by the fact that eight out of ten 
S&P sectors produced negative returns.  

• The only two sectors posting positive quarterly returns were Consumer Staples at 
2.6% and Health Care at 2.8%.  

• Information Technology, posting a decline of 34.0%, was the worst performing 
economic sector. 

• Based mostly on the poor performance of the Technology sector, the NASDAQ 
Composite was down 30.7% for the quarter, extending the cumulative downturn from 
its March 2000 peak to 70.0%. 

• The Dow Jones Industrial Average officially reached bear-market territory and ended 
the quarter down 25% from its January 2000 peak. 

• During the third quarter, the conservative nature of value stocks continued to 
moderate the long-term downward trend of the broad market. Dating back to March 
2000, value stocks have lost only 4.6% while growth stocks are down 51.6%. 

 
Despite the Fed’s attempt to positively influence business and consumer activity by cutting the 
fed funds rate to 3.0%, investors were hard pressed to find any good news on the economic 
front: 
 

• Widespread layoffs prompted a sharp rise in jobless claims by the end of the quarter. 
• The consumer confidence level in September saw its largest monthly drop since 

October 1990, the height of Desert Shield. 
• Hopes of a continued federal government debt pay-down program were dashed when 

congress approved a $40 billion emergency spending bill and President Bush 
proposed another round of tax cuts. 

• Third quarter GDP figures, when reported, are widely anticipated by economists to be 
in negative territory. 

• Venture Capital and business expansion activity was widely put on hold as analysts 
attempted to sort out new risk assumptions. 

 
The MSCI EAFE Index, the developed market international equity benchmark, moved in step 
with U.S. domestic large cap equities and posted a 14.0% decline. International value stocks 
outperformed growth stocks by 3.5%. The MSCI Emerging Markets Global benchmark was 
down 23.1% on the quarter, reflecting an expected delay in any extended international economic 
recovery. News from around the globe reflected ongoing concerns:  

TABLE I: Total Return Statistics for Equity Market Indices 

 Third    
Quarter 2001 

Second  
Quarter 2001 

S&P 500 (cap weighted) -14.7% 5.9% 

S&P 500 (equal weighted) -17.1 8.6 

Russell 2000 Index -20.8 14.3 

First Boston Convertible Index -14.4 4.1 

MSCI EAFE (International) -14.0 -1.1 

IFC Emerging Markets -22.4 7.2 

TABLE II: S&P 500 Sector Performance & Allocation 

Third Quarter 2001 Performance Allocation 

Health Care 2.8% 15.6% 
Consumer Staples 2.6 9.1 
Telecommunications Services -0.2 6.7 
Energy -11.9 6.8 
Materials -12.2 2.6 
Financials -13.5 18.3 
Utilities -18.6 3.6 
Industrials -19.1 10.8 
Consumer Discretionary -21.8 12.2 
Information Technology -34.0 14.3 
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• While inflation in Continental Europe has been held in check, most governments were 

unable to implement effective fiscal stimulus programs due to statutory restrictions on 
deficit spending above certain levels. 

• Although the Bank of England was restrained from cutting short-term rates due to 
concerns over rising inflation, the U.K. Government began work on a fiscal stimulus 
package. 

• Some analysts believe that the events of September 11 gave Japanese Prime Minister
Koizumi the political capital required to pass his much-needed economic reforms.  

 
Bonds 
As the bond market generally had a very positive quarter, high yield securities and emerging 
markets were the only sectors that finished in negative territory. The slowing economy and 
declining short-term interest rates created an environment in which government debt and high-
quality corporate debt securities easily out-performed equities.  
 
Following are additional observations taken from the third quarter’s bond market: 
 

• The yield curve continued to steepen with declining rates on the short end. (Chart I). 
• The long-term end of the yield curve declined slightly, prompting a corresponding 

change in mortgage rates. 
• Despite poor earnings reports throughout the quarter, investment grade corporate 

debt performed well, primarily due to the Fed’s monetary easing. 
• Investors’ shift to quality late in the quarter adversely effected the high yield sector, 

which posted its worst quarterly return, -4.2%, in three years.  
• The Lehman Brothers Global Aggregate Index saw a quarterly gain of 6.2%, reflecting 

the nearly universal trend towards lower interest rates. 

TABLE IV:  Bond Market Sector Returns and Attributes 

Third Quarter 2001 Return 
Modified 
Duration 

Yield to 
Worst* 

Treasuries 5.5% 6.2   4.1% 
Agencies 5.4 4.4 4.2 
ABS 5.2 3.3 4.5 
MBS 4.2 2.6 5.9 
Corporate Investment Grade 3.8 5.5 6.1 
Corporate High Yield -4.2 4.8 13.8 
Global Aggregate 6.2 4.9 4.0 

*The lesser of Yield to Call or Yield to Maturity  

TABLE III: Bond Market Returns and Attributes 

Third Quarter 2001 Return 
Modified 
Duration 

Yield to 
Worst* 

Three-month Treasury Bills 1.1% 0.3 2.4% 
Lehman Brothers 1-3 Year Treasury 3.5 1.7 2.8 
Lehman Brothers G/C Intermediate 4.6 3.7 4.5 
Lehman Brothers Aggregate 4.6 4.5 5.3 
Lehman Brothers Government Credit 4.8 5.5 5.0 

*The lesser of Yield to Call or Yield to Maturity  
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Net of Fees Investment Performance Ending September 30, 2001
 Quarter Year To Date One Year Three Years Five Years Seven Years  

Equity Funds        
Vanguard Windsor II -10.0% -8.4% -2.5% 5.6% 11.4% 15.0%  
BARRA Value Index -16.2 -18.2 -16.9 4.7 9.8 13.4  
Vanguard US Growth -23.1 -43.0 -57.2 -11.4 0.7 8.2  
BARRA Growth Index -13.2 -22.8 -35.7 -1.3 9.9 14.5  
Vanguard S&P 500 Index Fund -14.7 -20.5 -26.7 2.1 N.A. N.A.  
S&P 500 Index -14.7 -20.4 -26.6 2.0 10.2 14.3  
Mid Cap -16.6 N.A. N.A. N.A. N.A. N.A.  
S&P Mid Cap Index -16.6 -15.8 -19.0 13.2 13.6 15.3  
Vanguard Small-Cap Index Fund -20.7 -14.8 -20.5 N.A. N.A. N.A.  
Russell 2000 Index -20.8 -15.4 -21.2 5.0 4.5 8.3  
Int'l Growth Fund -16.0 -27.9 -28.7 N.A. N.A. N.A.  
MSCI EAFE Index -14.0 -26.6 -28.6 -1.2 -0.2 1.9  

Balanced Funds        
Vanguard Balanced Index -7.8 -9.3 -13.5 N.A. N.A. N.A.  
Combined Balanced -7.8 -9.3 -13.5 4.9 8.0 N.A.  
TMI (60/40/0) -7.3 -9.5 -12.3 3.3 8.6 10.8  
Life Strategy Income Fund -0.2 1.3 3.0 N.A. N.A. N.A.  
TMI (18/62/20) 0.2 1.7 3.2 5.5 8.1 9.0  
Life Strategy Cons Growth Fund -4.2 -4.7 -5.7 N.A. N.A. N.A.  
TMI (38/42/20) -3.7 -4.2 -5.1 4.8 8.6 10.2  
Life Strategy Moderate Growth Fund -7.9 -10.7 -13.5 N.A. N.A. N.A.  
TMI (58/42/0) -6.9 -8.9 -11.5 4.2 9.7 12.1  
Life Strategy Growth Fund -11.8 -16.6 -21.4 N.A. N.A. N.A.  
TMI (78/22/0) -10.6 -14.5 -19.0 3.3 10.1 13.2  
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Asset Allocation Ending September 30, 2001
 @ 9/30/2001 @ 12/31/2000 @ 12/31/1999 @ 12/31/1998 @ 12/31/1997 

      
Equity 63% 68% 67% 71% 70% 

Balanced 19 19 17 14 13 

Fixed Income 8 5 5 5 4 

Stable Value 4 3 4 5 6 

Short Term Investment 6 5 7 5 7 

Net of Fees Investment Performance Ending September 30, 2001
 Quarter Year To Date One Year Three Years Five Years Seven Years  

Fixed Income Funds        
Vanguard Total Bond 4.3% 8.6% 12.9% 6.5% N.A. N.A.  
LB AGG Index 4.6 8.4 13.0 6.4 8.1% 8.4%  

Stable Value Funds        
Retirement Savings Trust Fund 1.5 4.4 6.0 N.A. N.A. N.A.  
Combined Stable Value 1.5 4.4 6.0 6.1 6.3 N.A.  
ML (1-3) G Index 3.4 7.5 10.4 6.4 6.8 6.9  

Short Term Investment Fund        
Vanguard Federal MM 0.9 3.5 5.1 5.2 5.3 5.3  
T-Bills 0.8 2.8 4.3 4.8 4.9 5.0  
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Summary of Principal Changes $(000) - Current Quarter September 30, 2001
 6/30/2001 Beginning Balance + Net Flows + Net Earnings = 9/30/2001 Ending Balance 

Vanguard Windsor II $4,209 $35 $(421) $3,823 

Vanguard US Growth 1,908 79 (449) 1,538 

Vanguard S&P 500 Index Fund 1,983 113 (296) 1,800 

Mid Cap 0 4 0 4 

Vanguard Small-Cap Index Fund 237 (14) (46) 177 

Int'l Growth Fund 151 1 (25) 127 

Vanguard Balanced Index  2,271    (19)  (179)  2,073 

Life Strategy Income Fund 2 19 0 21 

Life Strategy Cons Growth Fund  32  3  (2)  33 

Life Strategy Moderate Growth Fund 42 6 (4) 44 

Life Strategy Growth Fund 103 8 (12) 99 

Vanguard Total Bond 825 138 37 1,000 

Combined Stable Value 436 32 7 475 

Vanguard Federal MM 616 43 5 664 

Combined $12,815 $448 $(1,385) $11,878 
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R2 (Diversification Factor) 
Diversification measures the correlation between a 
fund’s performance and the performance of a 
comparable index.  This correlation identifies the 
amount of variability that is derived from the market.  
A value of 1.00 means that all variability is due to the 
market while a value of 0.85 means that only 85% of 
the variability can be traced to the market. 
 
Beta (Volatility Factor) 
Beta measures the sensitivity of a fund’s return to 
changes in the S&P 500 Index.  It is commonly 
referred to as “market-related risk”.  A fund’s beta 
measures the historical percentage change in the 
fund’s rate of return accompanying a 1% change in 
the index return.  Funds with a beta of 1.00 are, by 
definition, as volatile as the market index.  Funds with 
a beta of 0.50 are half as volatile. 
 
Alpha (Risk-Adjusted Return) 
Alpha, a measure of the manager’s contribution to 
performance, is expressed as an annual compounded 
rate of return, adjusted for risk.  Alpha represents the 
difference between the actual performance and the 
expected performance of a fund given its volatility (or 
risk).  The expected value for alpha is zero.  If 
positive, the fund has achieved a return above that 
expected for its volatility.  A negative alpha reflects 
fund performance below that expected for its volatility. 
 

 
 

Benchmark R2 Beta Alpha 

Total Portfolio     

Vanguard Windsor II BARRA Value Index 0.85 0.87 +2.4% 
Since Inception (3/1992)     

Vanguard US Growth BARRA Growth Index 0.90 1.14 -5.7 
Since Inception (3/1992)     

Vanguard S&P 500 Index Fund S&P 500 Index 1.00 1.01 +0.0 
Since Inception (2/1998)     

Mid Cap S&P Mid Cap Index N.A. N.A. N.A. 
Since Inception (6/2001)     

Vanguard Small-Cap Russell 2000 Index 0.99 1.13 -1.3 
Since Inception (5/2000)     

Int'l Growth Fund MSCI EAFE Index 0.88 1.22 +8.6 
Since Inception (10/1999)     

     
     

     
     

     
     

Period Ending September 30, 2001 
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R2 (Diversification Factor) 
Diversification measures the correlation between a 
fund’s performance and the performance of a 
comparable index.  This correlation identifies the 
amount of variability that is derived from the market.  
A value of 1.00 means that all variability is due to the 
market while a value of 0.85 means that only 85% of 
the variability can be traced to the market. 
 
Beta (Volatility Factor) 
Beta measures the sensitivity of a fund’s return to 
changes in the S&P 500 Index.  It is commonly 
referred to as “market-related risk”.  A fund’s beta 
measures the historical percentage change in the 
fund’s rate of return accompanying a 1% change in 
the index return.  Funds with a beta of 1.00 are, by 
definition, as volatile as the market index.  Funds with 
a beta of 0.50 are half as volatile. 
 
Alpha (Risk-Adjusted Return) 
Alpha, a measure of the manager’s contribution to 
performance, is expressed as an annual compounded 
rate of return, adjusted for risk.  Alpha represents the 
difference between the actual performance and the 
expected performance of a fund given its volatility (or 
risk).  The expected value for alpha is zero.  If 
positive, the fund has achieved a return above that 
expected for its volatility.  A negative alpha reflects 
fund performance below that expected for its volatility. 
 

 

 Benchmark R2 Beta Alpha 
Total Portfolio     

Vanguard Balanced Index TMI (60/40/0) 0.99 1.17 +0.8% 
Since Inception (8/1999)     

Combined Balanced TMI (60/40/0)* 0.85 1.12 -1.4 
Since Inception (6/1995)     

Life Strategy Income Fund TMI (18/62/20) 0.99 1.65 -2.5 
Since Inception (11/1999)     

Life Strategy Cons Growth Fund TMI (38/42/20) 0.99 1.22 +0.2 
Since Inception (11/1999)     

Life Strategy Moderate Growth Fund TMI (58/42/0) 0.99 1.19 -0.2 
Since Inception (10/1999)     

Life Strategy Growth Fund TMI (78/22/0) 0.99 1.13 -0.2 
Since Inception (10/1999)     

     
     
     
     

Period Ending September 30, 2001 

 *50/40/10 prior to 8/30/1999. 
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R2 (Diversification Factor) 
Diversification measures the correlation between a 
fund’s performance and the performance of a 
comparable index.  This correlation identifies the 
amount of variability that is derived from the market.  
A value of 1.00 means that all variability is due to the 
market while a value of 0.85 means that only 85% of 
the variability can be traced to the market. 
 
Beta (Volatility Factor) 
Beta measures the sensitivity of a fund’s return to 
changes in the S&P 500 Index.  It is commonly 
referred to as “market-related risk”.  A fund’s beta 
measures the historical percentage change in the 
fund’s rate of return accompanying a 1% change in 
the index return.  Funds with a beta of 1.00 are, by 
definition, as volatile as the market index.  Funds with 
a beta of 0.50 are half as volatile. 
 
Alpha (Risk-Adjusted Return) 
Alpha, a measure of the manager’s contribution to 
performance, is expressed as an annual compounded 
rate of return, adjusted for risk.  Alpha represents the 
difference between the actual performance and the 
expected performance of a fund given its volatility (or 
risk).  The expected value for alpha is zero.  If 
positive, the fund has achieved a return above that 
expected for its volatility.  A negative alpha reflects 
fund performance below that expected for its volatility. 
 

 
 Benchmark R2 Beta Alpha 
Total Portfolio     

Vanguard Total Bond LB AGG Index 0.99 0.96 +0.4% 
Since Inception (1/1997)     

Retirement Savings Trust Fund ML (1-3) G Index 0.12 -0.02 +6.3 
Since Inception (9/1999)     

Combined Stable Value ML (1-3) G Index 0.00 0.00 +6.3 
Since Inception (6/1995)     

Vanguard Federal MM T-Bills 0.81 1.13 -0.1 
Since Inception (6/1992)     

     
     
     
     
     
     
     
     
     
     
     
     

Period Ending September 30, 2001 
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Yanni Partners maintains a database of managed portfolios through 
the GRID (Graphical Ranking of Investment Descriptors) system according 
to equity exposure and measurement period.  Your portfolio is compared to 
the universe that most closely parallels your equity exposure during the 
evaluation period.  This ensures comparability between rates of return and 
GRID statistics. 
 
The GRID database includes composite and/or individually managed 
portfolio results from nearly 1,200 investment advisors, banks, and 
insurance companies.  There are over 5,000 investment funds tracked in 
the database. 
 
Performance results are requested from managers who participate in the 
GRID database on a quarterly basis.  Either monthly or quarterly data is 
acceptable.  Results are requested as gross of fees.  Performance for client 
accounts is calculated internally, based upon transaction statements and 
asset listings provided by the custodian.  Rates of return include realized 
and unrealized gains and losses, income, and dividends.  Returns have 
been reduced for expenses and other costs of portfolio management, but 
not for management fees.  In addition, our universes are constructed by 

grouping together portfolios according to asset class as well as investment 
style to assure a valid comparison. 
 
The GRID Universe Table below describes the equity exposure of the 
standard GRID Universes. 
 
Yanni Partners’ GRID system also produces a number of proprietary 
balanced fund indices.  These are calculated on a monthly basis from 
specific weightings in recognized market indices (see GRID Index Table).  
They are then used in the evaluation of a balanced fund's performance. 
 
The bar charts on the following page(s) represent the range of returns for 
your fund's appropriate GRID Universe.  The median return is identified by 
the solid line that is approximately in the middle of each bar.  The dashed 
lines denote the 25th and 75th percentiles.  The solid line at the top and 
bottom of each bar indicates the 5th and 95th percentiles, respectively. 
 
Your manager(s) results are plotted on the chart and displayed in the table 
below the graph. 
 

GRID® Universe Table 
  

Universe 
Average Equity 
Exposure (%) 

1) Fixed-Income Funds < 25 
2) Balanced (Low Equity) 25-45 
3) Balanced (Core Equity) 40-60 
4) Balanced (High Equity) 55-75 
5) Equity Funds > 75 

6) Aggressive Equity Funds 
(Beta > 1.5) > 75 

7) Style Universes Varies 

GRID® Index Table 
   Components of 

Index 
 

 Index S&P 500 LB G/C LB G/C I T-Bill 
1) LOW INDEX 35% 50% 0% 15% 

2) LOW INTMD 35 0 50 15 

3) CORE INDEX 50 40 0 10 

4) CORE INTMD 50 0 40 10 

5) HIGH INDEX 65 30 0 5 

6) HIGH INTMD 65 0 30 5 


