
A. ORGANIZATION 

 
1. Provide a brief overview of your firm, including: 

a. Year founded and year registered with SEC. 

 Pacific Asset Management was founded in January 2007 and is an SEC registered investment 

adviser (SEC File No. 801-15057), through its predecessor, since 1980.  

b. Any material developments for the firm within the past three years. 

 As of May 1, 2019, Pacific Asset Management has had no investment professional departures, 

organizational changes, or legal/regulatory issues for the past three years. Pacific Asset 

Management believes its organizational stability is a key differentiator in today’s asset 

management industry. 

 Effective January 1, 2016, professionals of Pacific Asset Management participate in the revenue 

and profit generation, as well as the enterprise value creation of the firm. The terms of revenue, 

profit, and enterprise value participation have been initially set for seven years. We believe this 

agreement puts Pacific Asset Management in a better position to perform and service our clients. 

The structure also strengthens the foundation between Pacific Asset Management and Pacific 

Life Insurance Company (“Pacific Life”) to achieve longterm business objectives. 

 In 2017, Pacific Asset Management launched a CLO platform, issuing our first CLO and closed 

an additional CLO transaction in 2018. We have expectations to launch a third CLO in 2019. 

Our CLO platform may also grow through dedicated separate accounts and/or private funds 

focused on CLO and structured product investment opportunities. We believe our CLO platform 

is a natural extension of our experience in bank loan securities and portfolio management. 

c. Description of the firm’s ownership (specify the % ownership by key employees). 

 Pacific Asset Management is a subsidiary of Pacific Life Insurance Company. Pacific Life owns 

99% of the interests of Pacific Asset Management. Pacific Life & Annuity Company (“PL&A”), 

a State of Arizona insurance company and a wholly owned subsidiary of Pacific Life, owns the 

remaining 1% interest in Pacific Asset Management. No employees or other entities hold equity 

or have ownership interests in the firm. Each of Pacific Asset Management, Pacific Life, and 

PL&A are indirect wholly owned subsidiaries of Pacific Mutual Holding Company, a Nebraska 

mutual insurance holding company that has been in existence, through its successors, since 

1868. 

 Although Pacific Life is the majority owner and parent company, Pacific Asset Management 

operates as an autonomous and independent asset management firm. The firm’s business is 

directed by Pacific Asset Management’s Executive Committee, comprised of Senior Managing 

Directors Dominic Nolan and JP Leasure. 

 

d. State the type of product, name of the proposed product (hereafter known as Subject 

Product (S.P.), and date the firm began managing the S.P for U.S. tax-exempt clients. 

 Corporate (Bank) Loan Strategy (“the Strategy”) – began managing U.S. tax-exempt clients in 

May 2012.  

 



2. Over the past five years, has your organization, affiliates, parent, any officer or principal been 

involved in any inquiry/investigation by a federal or state governmental agency and/or 

business litigation or other legal proceedings related to your investment activities? If so, 

provide a brief explanation and indicate the current status. 

 

 No. 

 

3. Has your firm been audited by the Securities and Exchange Commission (SEC) or any 

regulatory agency in the last ten years? If yes, please provide a summary of findings. 

 

Yes. Beginning in January 2009, the SEC conducted an examination of Pacific Life Fund Advisors 

(“PLFA”), which included Pacific Asset Management. The SEC issued their examination letter in 

September 2010. There were no deficiencies identified in the letter related to Pacific Asset 

Management. 

 

4. Describe any potential conflicts of interest your firm may have in the management of this 

account. Include any activities of affiliated or parent organizations, brokerage activities, 

investment banking activities or any past or current relationships of any kind with Board 

members. Include any other pertinent activities, actions, or relationships not specifically 

outlined in this question. 

 

 Potential conflict of interests in the management of this account may arise due to the financial benefit 

that comes from a client account paying a higher fee or a performance-based fee may provide an 

incentive for Pacific Asset Management to favor such client account over others. As a registered 

investment adviser, Pacific Asset Management has a fiduciary duty to exercise due care to ensure 

that investment opportunities are allocated equitably among all participating clients. In general, 

investment decisions for each client will be made independently from those of other clients, with 

specific reference to the individual needs and objectives of each client. Different account guidelines 

and/or differences within particular investment strategies may lead to the use of different investment 

practices for client accounts within a similar investment strategy. In addition, Pacific Asset 

Management will not necessarily purchase or sell the same securities at the same time or in the same 

proportionate amounts for all accounts, particularly if different accounts have materially different 

amounts of capital under management by Pacific Asset Management or different amounts of 

investable cash available. As a result, although Pacific Asset Management manages multiple 

accounts with similar or identical investment objectives or may manage accounts with different 

objectives that trade in the same securities, the portfolio management decisions relating to these 

accounts, and the performance resulting from such decisions, may differ from account to account. 

Pacific Asset Management has implemented policies and procedures to address trade allocation and 

aggregation decisions. These policies and procedures seek to ensure fair and equitable treatment of 

all participating clients over time. The policies and procedures include compliance monitoring and 

oversight of allocation and aggregation practices. 

 

Pacific Asset Management, as a subsidiary of Pacific Life, is indirectly affiliated with various entities 

and business types. Conflicts of interest regarding the governance between those entities can be 

found in the Code of Ethics and Code of Business Conduct. Copies of those reports have been 

included.  

 

5. Does your firm have a responsible investment (RI) and/or environmental, social, and 



governance (ESG) policy? If so, provide a copy. Also, is your firm a signatory of the PRI 

(Principles for Responsible Investing) or other responsible investment associations? 

 

 Pacific Asset Management does not follow an explicit ESG policy. However, for separate account 

clients, investment guidelines may prohibit certain industries and sectors. Pacific Asset Management 

is not a signatory to the Principles for Responsible Investment (PRI). 

 

6. Who is the firm’s current auditor? Has the firm changed auditors in the past five years? If so, 

please explain why. 

 

Pacific Asset Management’s auditor is Deloitte & Touché, LLP and has been so for the past five 

years. 

 

B. ASSETS UNDER MANAGEMENT 

 

7. Historical breakdown of Assets under Management (AUM) in $ millions. 
 

 2018 2017 2016 2015 2014 

Total AUM (firm-wide, 

all products) 
10,205 7,928 5,792 5,499 4,785 

Total AUM for U.S. tax-

exempt clients (firm-wide, 

all products) 

4,820  4,221  3,136 3,292 2,719 

Total Fixed Income AUM 10,205 7,928  5,792  5,499  4,785  
AUM in the S.P. 3,837 3,118  2,211  1,986  1,892  

 

8. What is the projected asset capacity of the S.P. and what steps would your firm take as assets 

under management approach the capacity level? 

 

We believe security selection drives returns in bank loan strategies. We believe as the Strategy's 

AUM reaches a certain level, you lose the ability to be selective and active. We expect to close the 

Strategy when AUM reaches approximately 1% of the asset class, which currently is approximately 

$8-10bn. 

 

9. List your 3 largest clients (regardless of product) by type and size (follow the format below). 

 

Type of Client 
Size 

(in millions) Type of Mandate 

Sub-Advisory (Mutual Fund) $1,754 Bank Loans 

Sub-Advisory (Insurance) $1,176 High Yield 

Sub-Advisory (Insurance) $1,142 Short Duration 

As of March 31, 2019 

 

10. List your 5 largest clients in the S.P. by type and size (follow the format below) 

 



Type of Client Date of Inception 
Size 

(in millions) 

  Sub-Advisory (Mutual Fund) 7/2011 $1,754 

  Sub-Advisory (Insurance)  5/2013 $674 

  Healthcare            6/2018 $259 

  Insurance 1/2007 $195 

  Public Fund 9/2015 $174 

As of March 31, 2019 

 

11. Please list the number of clients and assets gained and lost for each of the last five calendar 

years for the S.P. in the following format (in US$ millions where applicable): 

 

 

 

Year 

Number of 

Clients Gained 

 

Assets 

Gained 

 

Number of 

Clients Lost 

 

Assets Lost 

Net Assets 

Gained/Lost 

Net Clients 

Gained/Lost 

2018 8 $458 0 0 $458 8 

2017 6 $167 0 0 $167 6 

2016 0 0 0 0 0 0 

2015 4 $233 0 0 $233 4 

2014 13 $451 0 0 $451 13 

1. The table above shows institutional clients gained as defined by separate accounts or investors in our bank loan 

commingled fund products. The table excludes institutional investors in our mutual fund vehicle. 

 

12. Please provide the client name, contact, title, telephone number, the asset value of the 

account, and the reason for termination of your firm’s services for the S.P. in the last five years 

(follow the format below). 

 

Over the past five years, Pacific Asset Management has not had an institutional bank loan client 

terminate our management. Pacific Asset Management defines institutional clients as those who access 

our bank loan strategy through separate accounts or private fund vehicles (commingled funds). 

However, in our 40-Act mutual fund vehicle, a recent client terminated our management due to the 

consolidation of two significant hospital systems.  

 
Client Name Contact Title Email 

Address 

Phone 

Number 

Asset Value Reason 

Advocate Aurora 

Healthcare 
Steve Huser Treasurer 

Steve.Huser

@aurora.org 
414-299-1742 Confidential 

Hospital 

Consolidation 

 
C.      PROFESSIONAL STAFF 

 

13. List the number of employees in your organization by department: 

 

mailto:Steve.Huser@aurora.org
mailto:Steve.Huser@aurora.org


Pacific Asset Management counts 41 total employees with 22 Investment Professionals. Pacific Asset 

Management portfolio managers also have credit research responsibilities.  

 

 2018 2017 2016 2015 2014 

Portfolio Managers 6 6 6 6 6 

Research Analysts 15 13 12 10 9 

Economists 0 0 0 0 0 

Marketing/Client Service 5 5 4 4 4 

Trading 2 2 1 1 1 

Operations1 20 18 17 9 9 

Other (Specify) 0 0 0 0 0 

TOTAL: 41 35 33 25 23 

1. Includes operations, legal, compliance professionals of Pacific Life. Internal operations (in addition, 

certain middle office support functions have been outsourced to Virtus Partners LLC). 

 

14. Please list all principal officers, portfolio managers, analysts, and client service officers 

involved in the S.P. Only list those individuals that will be directly involved in account 

management. Highlight the person(s) who would be responsible for this account (follow the format 

below). 

 

Name Title Responsibilities 
Years 

Experience 

Years 

with Firm 
Education Other 

 JP Leasure  Sr. Managing Director  Portfolio Mgmt/Research 22 12 MBA  

 Michael Marzouk  Managing Director  Portfolio Mgmt/Research 21 12 MBA CFA 

 Bob Boyd  Managing Director  Credit Research 20 7 MBA  

 Brian Robertson  Managing Director  Credit Research 15 12 BS CFA 

 David Weismiller  Managing Director  Credit Research 21 12 MBA CFA 

 Ying Qiu  Managing Director  Credit Research 19 3 MBA  CFA 

 Michael Lonia  Managing Director  Credit Research 15 12 MBA  

 Andrew Ross  Senior Director  Risk Management 13 1 MBA 
CFA, FRM, 

CAIA® 

 Michael Long  Managing Director  Credit Research 34 11 MBA  

 Rex Olson  Sr. Managing Director  Credit Research 31 12 MBA CFA 

 John Brueggemann  Analyst  Credit Research 6 4 BS  

 Shalini Viswanathan  Senior Analyst  Credit Research 11 6 MBA CFA 

 Tommy Zhang  Analyst  Credit Research 6 2 BS  

 Ronald Rangel  Analyst  Credit Research 2 2 BS  

 Valerie Chang  Analyst  Trading Assistant 2 2 BS  



 Edith Vargas  Analyst  Credit Research 1 1 BS  

 Dominic Nolan  Sr. Managing Director  Product/Client Service 19 11 MBA CFA 

 Michael Spitler  Senior Director  Product/Client Service 15 8 BS CFA 

 Megan Hyland  Senior Associate  Product/Client Service 4 3 BS  

 

15. Please provide biographies of all key investment professionals involved in the management 

of the S.P. How is their time allocated between the S.P. and other product responsibilities? 

 

Appendix B lists all Investment Professional Biographies.  

 

Credit analysts are responsible, by sector, for the evaluation of issuers through the capital structure. 

Across our primary disciplines of bank loan, high yield, and corporate bonds analysts have research 

responsibility and idea generation for all products. The percentage of time spent on a specific product 

is dependent on the number of issuers and credits within each portfolio. 

 

Specific to Bank Loan Portfolio Management – JP Leasure is solely a portfolio manager on the bank 

loan strategy while Michael Marzouk is a portfolio manager on other strategies that incorporate bank 

loan investments.  

 

16. Are portfolio managers/analysts industry specialists or generalists? In addition to the proposed 

strategy, what other product responsibilities do the portfolio managers/analysts have? 

 

Investment professionals are specialists in a given sector or responsibility. Portfolio Managers are 

also specialists on given asset classes. Pacific Asset Management focuses on corporate debt 

strategies through the capital structure with centralized research analysts. Each credit analyst covers 

the entire capital structure for their respective sector (high yield, bank loans, corporate). 

 

Specific to Bank Loan Portfolio Management – JP Leasure is solely a portfolio manager on the bank 

loan strategy while Michael Marzouk is a portfolio manager on other strategies that incorporate 

bank loan investments.  

 

17. Please list additions and departures to the management and research team(s) responsible for 

the S.P. in the last five years, including their responsibilities. Provide a brief explanation for 

each departure and list any replacement for these vacancies. 
 

The table below lists management and research team turnover for Pacific Asset Management. The 

responsibilities are those specific to the Bank Loan Strategy. Research analysts are assigned sectors 

across the quality spectrum and capital structure. Thus, all research analysts have coverage of bank 

loan issuers.  

 

Additions 

 Name  Title  Coverage Responsibilities Date of Hire 

 John Brueggemann  Analyst  Credit Research 2015 

 Ying Qiu, CFA  Managing Director  Credit Research 2016 

 Tommy Zhang  Analyst  Credit Research 2016 



 Ronald Rangel  Analyst  Credit Research 2017 

 Valerie Chang  Analyst  Trade Assistant 2017 

 Edith Vargas  Analyst  Credit Research 2018 

 Andrew Ross, CFA  Senior Director  Risk Management 2018 

 

    Departures 

 Name  Title  Coverage Responsibilities Reason for Departure 

 Alex Kerhulas  Analyst  Credit Research  Changed Firms 

 Jason Rosiak  Sr. Managing Director  Portfolio Manager  Personal 
 

 

D. INVESTMENT PHILOSOPHY AND PORTFOLIO CONSTRUCTION PROCESS 

 

18. Describe your firm’s investment philosophy as it relates to the S.P. 

 

We believe a selective approach focused on larger, liquid issuers can provide the upside of the asset 

class while mitigating downside risk. Our more selective approach and focus on larger companies, 

in our view, provides downside risk protection and margins of safety. Since inception (2007), the 

Strategy has emphasized downside risk mitigation, we believe this is critical for long term 

outperformance. Since the inception our downside market capture is 72% and our upside market 

capture is 101% (source: eVestment, as of 3/31/2019). The Strategy’s investment philosophy has 

remained unchanged since inception. 
 

19. Provide a brief description of the S.P. What are its objectives, merits, and risks? 

 

The Strategy seeks to outperform the Credit Suisse Leveraged Loan Index through a selective 

approach focused on the larger issuers within the bank loan universe. We initially screen the 

approximate 1,300 companies in the universe filtering out those companies with less than $100m in 

EBITDA and an issue size of less than $300m. We then seek to construct a portfolio of 

approximately 80-150 issuers that we believe have strong fundamental characteristics along with a 

catalyst for outperformance. Our focus on larger issuers is driven by our view that broadly 

syndicated/large-cap bank loans provide greater liquidity, downside protection, and opportunities 

for active management. We put a premium on liquidity in the companies we invest, seeking the 

ability to nimbly enter and exit positions as market opportunities/risks emerge.  

 

We believe the merits of this approach; selectivity and large cap focus are witnessed through our 

historical performance and the environments in where we have outperformed. Notably, we have 

shown meaningful outperformance in periods of negative market performance. Since inception the 

Strategy’s upside market capture and downside market capture are 101% and 72% respectively.  

 

The risks in our approach are absolute and relative. On an absolute basis, a selective portfolio means 

credit risk and individual security selection will drive returns. Issuer specific defaults and distressed 

sales may lead to poor performance. On a relative basis, our emphasis on larger issuers means that 

the performance of smaller issuers may lead to under/outperformance of our respective benchmark.  

 

20. Describe each phase of the portfolio construction process: 

 

a) Overview of Decision-Making Process (top down/bottom up, etc.) 



b) Security Selection 

c) Portfolio Construction 

d) Portfolio Rebalancing 

 

The investment process begins with a top-down assessment, which incorporates both the macro-

economic environment as well as technical factors that could materially impact the credit markets. 

We assess the economic climate and outlook on items such as interest rates, economic activity, 

employment, and commodity prices. We articulate our top-down assessment through portfolio 

risk positioning, risk scoring, and sector allocations.  

 

In addition to daily investment meetings, Pacific Asset Management conducts rolling quarterly 

sector reviews. During our sector reviews, we seek to identify macro-economic influences on 

each sector. By addressing key themes and industry dynamics, we are able to formulate a short-

term and long-term sector outlook. Sector discussions are led by the analyst assigned to the 

respective sector and are discussed among the entire team. It is through this process that we form 

our sector specific investment thesis. Our current sector holdings are also compared to the 

assigned benchmark weighting to maintain a consistent theme in the positioning in the portfolio 

vs. our sector specific investment thesis. 

  

We then turn to the bottom up part of the portfolio construction process. Pacific Asset 

Management believes fundamental credit research is the foundation by which our bank loan 

strategies are managed. We begin with a screening process seeking to remove the smaller and 

less liquid issuers from the universe. Our screening process starts by removing issuers that have 

less than $100m EBITDA and an issue size of less than $300m. 

  

From this initial screening, our approach is to use traditional credit analysis in a highly scrutinized 

process. Of importance are enterprise valuations, leverage, EBITDA trends, free cash flow, 

competitive position, cost structure, industry dynamics, and the issuer’s management teams. Cash 

flow generation and the particular company’s ability to service its debt is also paramount. We 

then evaluate the capital structure to determine the best relative value. Since each of our analysts 

research issuers with loans and/or bonds, we are able to scrutinize the capital structure of a 

company in greater detail and with greater understanding. We seek to invest with strong 

management teams by evaluating their experience, ability, and track record. Investment 

professionals meet often with management teams and via calls. 

  

The investment decision to act on a security comes in two parts, the first being fundamentals, and 

then relative value. Following an assessment of the credit fundamentals, we evaluate the loan 

structure, paying importance to guarantors, collateral, financial, and maintenance covenants. We 

seek a high conviction in potential issuers, defined as those that meet requirements involved in 

the screening process combined with the research elements mentioned above to determine our 

investment decision.  

 

Each of the positions in the portfolio must be approved by the strategy portfolio managers as each 

portfolio manager on the strategy has the ability to veto or sell a position if he/she desired. The 

portfolio is constructed with each name being approved by the PMs. Core names, which are 

longer-term positions, represent approximately 2/3 of the portfolio, with opportunistic/tactical 

names representing 1/3. The portfolio is monitored daily by the portfolio managers and guidelines 



tracked by compliance and risk management. Rebalancing is mostly performed by adding or 

subtracting issues, rather than trimming each position according to cash flows. 

 

21. List all eligible investments for the S.P.? 

 

The Strategy focuses on broadly syndicated USD bank loans as represented by the Credit Suisse 

Leveraged Loan Index. The Strategy invests at least 80% of its assets in first lien bank loans of non-

investment grade companies. The Strategy may also invest in fixed rate high yield and investment 

grade bonds. The Strategy has not invested in structured products (ABS, CLO), non-USD securities, 

or used derivatives. 

 

Appendix C contains the sample investment guidelines for the Strategy.  

 

22. Describe the role of leverage in the strategy, if any. If leverage is used, please describe the type 

of leverage, its characteristics, and limitations. 

 

The Strategy does not use leverage. The Strategy has never utilized leverage since inception. 

 

23. What is your firm's competitive advantage and why should your firm be hired for this 

mandate? 

 

We believe our selectivity, active approach, and downside risk protection, through a focus on larger 

issuers has been a competitive advantage for this strategy.  

  

Syndicated Loan Focus: We focus on the larger issue/facility sizes, with little to no exposure in 

middle market or mezzanine type issuers or CLO’s. This area of the loan universe sets the foundation 

for our selectivity, active management, and downside risk. Because this segment of the loan market 

is very much a capital market instrument, it provides us the ability to select a reduced number of 

names relative to peers, actively move our portfolio as markets change, and protect investor capital. 

Each of our differentiators essentially is assisted by the other.  

 

Selectivity: We seek a high conviction portfolio. We believe security selection drives returns, and 

thus, hold positions in issues having a catalyst for outperformance. We seek to construct a portfolio 

with 80-120 issuers versus 1,300 for the Credit Suisse Leveraged Loan Index. Since we do not seek 

to replicate the benchmark, we rely on our credit research process and believe a distinction in our 

investment approach is our ability and willingness to have more conviction in our positions.  

 

Active Approach: By investing in larger loans, we are able to actively position the portfolio when 

markets, or credit conditions change. As a result, our turnover tends to be higher relative to peers. 

This active management has been a large catalyst in capturing up markets, while mitigating downside 

risk. Since inception of the Strategy (2007), the Strategy’s upside and downside market capture ratios 

(relative to the CS Leveraged Loan Index) are 101% and 74% respectively (Source: eVestment 

Alliance as of 03/31/2019). 

 

Downside risk protection: We actively seek to mitigate downside risk by focusing on select 

syndicated loans. We believe larger, syndicated loans traditionally have lower default rates and 

greater recoveries. This is due primarily to their greater access to the capital markets, deep 

management teams, divisible assets, and subordinated capital. Additionally, in the event of credit 



deterioration, loan liquidity allows us to move out of positions we no longer have confidence in.  

 

As of result, since inception, the Strategy has had three defaults (two of the defaults had recoveries 

close to par) and a low distressed sales rate. We have sought to minimize downside risk through a 

sell discipline and underwriting process that looks to create margins of safety around issuers. Since 

inception of the Strategy (2007), our historical default rate is 0.44% versus the Moody’s issuer 

weighted default rate over the same period of 3.03%1. Additionally, the Strategy has outperformed 

in periods of negative market performance, notably 2008 and 2015. 
 

1. Strategy defaults are benchmarked against the Moody’s bank loan issuer universe, as of March 31, 2019. 

 

24. What is the benchmark for the S.P.? Does this benchmark include all of the investments you 

would invest in? How do you think about the benchmark when constructing the portfolio? 

 

The benchmark for the Strategy is the Credit Suisse Leveraged Loan Index. The Index is an 

appropriate benchmark as the index generally contains all bank loan issues that would be considered 

for the Strategy. The index does not contain fixed rated securities (i.e. high yield bonds) which may 

be used pursuant to client and portfolio guidelines. The primary role of the benchmark is to provide 

a framework for our top-down risk positioning and over/underweights are evaluated relative to the 

benchmark. Sector allocations are driven more by investment themes and issuer specific 

characteristics than seeking to avoid or overemphasize specific sectors. 

 

25. What is the decision-making body that has final authority for the S.P.? Does it take the form 

of an investment policy committee, a team of portfolio managers and research analysts, or 

some other form? Who comprises this group? 

 

Co-Portfolio managers JP Leasure and Michael Marzouk are the final decision makers for the 

Strategy. They are jointly responsible for all aspects of the investment strategy, including portfolio 

construction, security selection, trading, and trade execution. 

 

26. Provide your portfolio distribution information for each of the last 5 calendar years (follow the 

format shown below). 
 

 2018 2017 2016 2015 2014 

Duration & Yield:      
Average Effective Duration 0.28 0.28 0.44 0.39 0.38 
Average Coupon 5.94 5.03 5.31 4.52 5.00 
Average Dollar Price ($) 95.31 100.32 100.64 97.78 97.43 
Effective Yield (4yr) 7.30 4.93 5.15 5.17 5.77 

Quality Structure:      
Average Rating B+ B+ B+ BB- B+ 

AAA, AA, and A 0 0 0 0 0 
BBB 1.89 2.52 1.10 8.33 2.01 
BB 23.53 34.79 33.12 48.51 27.96 
B 61.33 49.44 54.21 35.32 57.75 
CCC 10.43 8.85 8.64 6.11 8.25 
Below CCC 0 0 1.77 0 0 
Non-rated 0.34 0.53 0.28 0.11 1.53 



Sector Allocation:      
Bank Debt 96.07 93.60 93.35 94.72 94.09 
Cash Equivalents 2.50 3.87 0.88 1.62 2.50 
Other (Corporate Bonds) 1.43 2.53 5.67 3.66 3.41 

Non-U.S. Dollar Denominated 0 0 0 0 0 
Number of Issues 152 154 165 118 137 
Number of Issuers 124 124 123 93 110 

Percent U.S. Issuers 89.72 92.72 97.76 83.71 87.44 
Percent Non-U.S. Issuers 7.58 7.28 1.36 14.67 9.05 

Percent Portfolio in Top 10 
Holdings 

14.02 15.28 17.03 20.38 16.92 

 

        Industry/Sector Weightings: (show % for benchmark in parentheses):  
2018 2017 2016 2015 2014 

1) Three largest sectors 

1st 
Service 

10.95 (12.04) 

Manufacturing 

12.61 (4.60) 

Media/Telecom

10.97 (14.91) 

Service 

12.35 (12.63) 

Service 

9.58 (12.33) 

2nd 
Healthcare 

10.17 (12.01) 

IT 

12.19 (11.25) 

Service 

10.69 (12.25) 

Retail 

11.39 (5.52) 

Manufacturing 

8.85 (4.09) 

3rd 
Media/Telecom 

10.07 (14.87) 

Financial 

9.22 (5.78) 

IT 

10.28 (11.56) 

Housing 

10.59 (2.22) 

Gaming/Leisure 

8.68 (5.99) 

2) Three largest overweights 

1st  
Food/Tobacco 

9.13 (4.21) 

Manufacturing 

12.61 (4.60) 

Housing 

8.24 (2.56) 

Housing 

10.59 (2.22) 

Food and Drug 

6.06 (0.94) 

2nd  
Forest Products 

5.57 (2.01) 

Forest Products 

8.73 (2.36) 

Forest Prod.  

7.01 (2.40) 

Forest Prod. 8.87 

(2.28) 

Housing 

6.50 (1.72) 

3rd  
Manufacturing 

7.47 (4.27) 

Financial 

9.22 (5.78) 

Manufacturing 

7.65 (4.48) 

Retail 

11.39 (5.52) 

Manufacturing 

8.85 (4.09) 

3) Three largest underweights 

1st  
Media/Telecom 

10.07 (14.87) 

Media/Telecom

6.42 (15.76) 

Healthcare 

12.61 (12.46) 

Healthcare 

4.15 (12.72) 

Media/Telecom 

5.06 (15.56) 

2nd  
IT 

8.15 (12.40) 

Healthcare 

5.09 (11.33) 

Media/Telecom 

10.97 (14.91) 

Medial/Telecom 

10.12 (15.47) 

Healthcare 

5.35 (12.50) 

3rd  
Energy 

0.52 (3.15) 

Service 

6.59 (12.14) 

Aerospace 

0.42 (2.58) 

Utility 

0 (3.45) 

IT 

2.64 (8.85) 

 

27. What elements of your strategy have had the greatest influence on returns relative to the 

benchmark? 

 

In general, larger, more liquid issuers have underperformed the broader bench during the most recent 

cycle. Thus, a more passive approach to liquid loans has probably lagged the benchmark.  

 

Conversely, our selective approach and active management have added to relative returns. 

Selectivity has assisted the strategy in avoiding broad sector weakness in certain periods, as well as 



idiosyncratic risks via defaults and stressed sales. Actively positioning the portfolio via sector 

rotation, opportunistic loan holdings, and constant primary and secondary idea generation has 

contributed to capturing up markets and protecting capital on the downside. 

 

28. Do you incorporate non-dollar and other non-U.S. bank loans (including emerging market 

debt) in your strategy? If so, what is your policy on hedging currency exposure? 

 

No. The Strategy does not use non-dollar securities and does not employ currency hedging strategies. 

 

29. Are sector, industry, and geographic weightings explicitly targeted, or are they the result of 

other strategy decisions? Are there any explicit limits on these weightings? 

 

Sector weightings are not explicitly targeted, but evaluated along with other variables relative to 

benchmark in determining risk positioning. Sector weighting are more the result of individual issuer 

selection based on underlying credit fundamentals and potential catalyst for outperformance. In 

many cases, sector allocations are the byproduct of bottom up security selection versus specific 

sector target weightings. The Strategy sector allocation limits for separate accounts are defined by 

the investment guidelines either through absolute or relative to benchmark constraints.   

 

30. Please enter a range for the typical number of positions in the portfolio. Discuss if this has 

changed over time and why. How would this change as assets under management increase? 

 

The number of holdings have ranged from 80-150 positions. The Strategy’s average holdings have 

remained consistent since the launch of the Strategy. We believe that security selection drives returns 

and as AUM grows above a certain level, you sacrifice that ability to be selective and active. We 

expect to close the bank loan strategy when AUM reaches $8-10bn to maintain that ability to be 

selective.  

 

31. What is the minimum and maximum percentage of the portfolio that can be invested in non-

Bank Loans securities? What is the rationale for investing in non-Bank Loans credit sectors 

and in what type of situations will these investments be utilized? Please address potential 

allocations to high yield, securitized credit (all sectors), convertible bonds, preferred stock, 

common stock, municipal bonds and other bond asset classes. 

 

The Strategy may invest in fixed rate securities up to 20%, subject to client investment guidelines. 

Under normal circumstances, fixed rate bonds make up less than 10% of the Strategy. The investment 

rationale has traditionally been associated with relative value and capital structure evaluation in 

which we believe the bond vs loan of a company provides a better risk/reward profile. The Strategy 

has not invested in securitized or structured credit (CLOs) or equites (except in the unique situation 

of warrants on defaulted issuers). 

 

Over the past five years, bank loans and cash (generally 0-3%) have averaged 97% of the Strategy’s 

asset allocation. We focus on a more “pure-play” approach to the asset class with limited non-bank 

loan securities. 

 

32. Provide a brief explanation of your approach to reinvesting cash proceeds. 

 

The Strategy does not use cash as a tactical or strategic asset allocation. The Strategy expects to be 



fully invested at all times with cash historically averaging 0-3%. Given the Strategy’s focus on larger 

issuers with greater liquidity we would reinvest any cash proceeds within 1-3 days. 

 

33. How does your firm manage and monitor the portfolio's liquidity? Please describe the liquidity 

of the S.P. and its investable universe. Does this product have any liquidity constraints? 

 

The Strategy focuses on the larger issuers within the bank loan universe. Given the broader 

syndication, ownership, and facility sizes – our investable universe is considered highly liquid. We 

also seek a high degree of liquidity in our bank loan issues as part of our investment process to 

actively manage the portfolio. While we have no specific requirements towards liquidity, we believe 

most of our issues have daily liquidity and positions could be entered or exited within days. 
 

34. Do you believe your product is capacity constrained given your investment approach? When 

would you consider closing to new investors? 

 

Yes. We believe security selection drives returns in bank loan strategies. We believe as the Strategy's 

AUM reaches a certain level, you lose the ability to be selective and active. We expect to close our 

Strategy when AUM reaches approximately 1% of the asset class, which currently is $8-10bn. 

 

35. Within the last three years, have you made any significant enhancements to your decision-

making process and risk controls? Please elaborate. 

 

The Strategy’s decision-making process has remained the same since inception. Portfolio managers 

have ultimate decision-making authority on the Strategy and are responsible for strategy execution.  

 

Regarding risk controls, Pacific Asset Management has invested considerably in technology and 

human capital to support what is the ultimate decision-making authority of the portfolio managers. 

This has included software and external middle office providers along with human capital in 

compliance, operations, and risk management. We believe data and greater quantitative evaluation 

provides inputs to the portfolio manager’s decisions and portfolio performance. 

 

36. What is your expected return and risk for the S.P. and its benchmark for the next five years? 

In your opinion, what are the key market challenges facing investors in the S.P. over the next 

three to five years? 

The table below shows the annualized standard deviation and returns for our Strategy and the Credit 

Suisse Leveraged Loan Index since inception (January 2007). 

 
Product Return Standard Deviation 

Corporate (Bank) Loan Strategy 5.56 6.53 

Credit Suisse Leveraged Loan Index 4.28 7.00 
 As of March 31, 2019. Source: eVestment Alliance. Data shown Gross of Fees. 

 

 We believe the historical return and risk profile - which includes a full market cycle of recession and 

recovery along with bouts of macro and credit specific events - is a good anchor to evaluate the next 

five years. Given current valuations, our base case of return and risk over the next five years would 

be 4-6% returns with 5-7% volatility.  

 

 Challenges specific to the bank loan market include an aging business cycle, changing investor 



demands, and loan’s development as a capital market instrument. The U.S. business cycle, as 

measured by the NBER, has reached nine years and with it concerns of the next recession and 

downturn in the economy. The Federal Reserve’s recent policy shift to no further rate hikes in 2019 

has impacted the demand for floating rate securities. This has led to outflows from retail orientated 

funds and may negatively impact the technical picture for the asset class. Lastly, challenges in how 

changes in loan structures and covenants will impact the next default cycle is important. The asset 

class has developed into more a capital market instrument, and with it, less financial and maintenance 

covenants and more aggressive issuance in certain sectors. We believe that less covenants should 

lead to lower defaults as companies have more flexibility to manage a downturn, but also believe 

this will lead to lower recoveries due to the more aggressive nature of issuance.  

 

 We believe today’s market challenges are a competitive advantage for our Strategy, notably in our 

Strategy history of mitigating downside risk. While we do not forecast a recession in the near-term, 

our proof statement historically of mitigating downside risk we believe provides compelling 

differentiators relative to peers. 

 

37. Discuss the investment strategy with respect to defaulted debt. What are the historical default 

and recovery rates for the past five calendar years? Please provide a discussion of each default. 

 

 Pacific Asset Management believes that its historical default rates and downside risk management 

substantially differentiates our approach. Since inception, the Strategy has had three defaults of 

which two resulted in par like recoveries. The Strategy has also had limited distressed sales. We have 

sought to minimize downside risk through a sell discipline and underwriting process that looks to 

create margins of safety around issuers. Since inception of the Strategy (2007), our historical default 

rate is 0.44% versus the Moody’s bank loan issuer universe of 3.03% (as of 3/31/2019). 

 
 Corporate (Bank) Loan Strategy Issuer Defaults 

Issuer Year of Default Comments 

Idearc 2009 We realized a recovery in the $50’s 

Charter Communications 2009 Resulted in full recovery with coupon 

Ocean Rig 2017 We bought the loan with the expectation that 

the company would file for bankruptcy, but 

believing the loan was undervalued. We 

bought the loan in the low $90’s and held 

the positions through the reorganization. We 

received a par like recovery. 

 

 Additionally, and as a secondary measure of downside risk, we believe we have a particularly low 

distressed sales rate (defined as a 20 point loss from cost). The table below shows our default and 

distressed sales rates since inception of the Strategy in 2007. 

 

 Corporate (Bank) Loan Strategy Historical Default Rates 

 2007 2008  2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 

Strategy Distressed Sales (%)
1
 0 0 2.46 0 0 0 0.87  0 4.59 0.87 0.91 0.25 

Strategy Issuer Default (%) 0 0 3.92 0 0 0 0 0 0 0 0.82 0 

Moody’s Issuer Default Rate (%) 0.30 3.53 12.02 2.90 0.78 3.40 2.37 0.93 2.30 2.92 2.67 1.91 



Strategy # of Issuer Defaults 0 0 2 0 0 0 0 0 0 0 1 0 

Moody’s # of Issuer Defaults 2 31 101 21 4 21 17 9 26 33 26 23 

As of March 31, 2019 

1. Defined as a 20 point loss from cost. 

 

38. What portions of the investment operational process (if any) are performed by outside firms 

(i.e., services that are “outsourced”). Please explain your rationale for outsourcing any 

operational tasks and to what outside firm they are delegated to. 
 

Pacific Asset Management outsourced its middle office capabilities to Virtus Partners in 2016. The 

determination to do so was achieved through an internal assessment that led us to conclude that 

greater efficiency and scale was offered with Virtus Partners. Although Pacific Asset Management 

has delegated middle office support functions to a third-party, we remain responsible and liable to 

our clients for those functions as if Pacific Asset Management had provided such services directly.



E. RESEARCH 

 

39. Describe your credit research process and resources. What internal and external sources are 

used? Please review the sectors covered by credit analysts/portfolio managers. On average, how 

many companies does each analyst/portfolio manager evaluate? How does their input fit into 

the investment process? 

 

Pacific Asset Management research analysts are sector specialists, focused across the entire capital 

structure. Our credit research process is one of fundamental analysis, relative value, and monitoring. 

 

The core of the credit research process is fundamental analysis. Our approach to underwriting credit 

uses traditional analysis in a highly scrutinized process. Cash flow generation and the particular 

company’s ability to service its debt is paramount. We assess factors such as a company’s cost 

structure, competitive position, and management. We seek to invest with strong management teams 

by evaluating their experience, ability, and track record. Investment professionals meet often with 

management teams via calls. Since each of our analysts research issuers with loans and/or bonds, we 

are able to scrutinize the capital structure of a company in greater detail and with greater 

understanding in order to determine the best relative value. Research is captured within Bloomberg 

Note. This allows for immediate dissemination of all reports, credit updates, or significant events. 

Our credit review frequency is continuous and a function of noteworthy or significant events. An 

analyst provides a formal recommendation for each credit at minimum on a quarterly basis, or more 

frequently to the extent warranted by credit specific news or a change in analyst opinion on the 

credit. Our nimble and selective approach allows our analyst to focus on each credit with intense 

and ongoing scrutiny, with each analyst covering 30-50 credits in total. This allows our analyst to 

become attentively involved with their respective credits. 

 

External research is used to improve the fundamental decision making process and as an input to 

internally developed research and analysis. We utilize third party rating agencies, sellside analyst 

research, economic and market research, along with corporate research services. 

40. Is the research team located at the same office as the portfolio manager(s)? If not, where is 

research conducted? 

 

Yes. All investment professionals are located in Newport Beach, CA. 

 

41. What is the on-going monitoring process once an issue is purchased? 

 

Portfolio Managers have ultimate decision-making authority on the portfolio. Once an investment is 

made, monitoring takes place each business day. Portfolio values are monitored through daily third-

party pricing. Credit updates are captured in Bloomberg Notes which serves as a centralized Credit 

hub for our research team. The system aggregates information such as portfolio holdings, outlooks, 

analyst comments, and investment theses for the portfolio management, operations, and credit teams. 

Research on individual issuers is typically updated quarterly, or where news warrants, and instantly 

shared with the entire investment team. Investments are sold based upon achieving appreciation 

targets and relative value opportunities or changes in the corporate fundamentals. 

 

 

 

42. Provide any commentary you feel communicates the uniqueness of your firm’s research 



efforts. 

 
Pacific Asset Management’s credit analysts look through the capital structure and across the credit 

quality spectrum. We believe that sector specialization leads to deeper understanding of the macro 

and economic drivers that lead to individual security selection within an industry. Our perspective is 

that credit analysts provide better relative value recommendations when they cover credits regardless 

of ratings classification. We believe that our sole focus on corporate credit through the capital 

structure and across the credit spectrum provides a unique perspective on relative value. 

 

Additionally, we have a willingness and ability to not hold bank loan issuers that do not possess 

relative value. We do not seek a portfolio that looks like the index. Rather, we create a selective 

portfolio that typically holds less than 20% of the benchmark with fundamental catalysts for 

outperformance. Given the asymmetry of bank loans, many larger companies and “benchmark 

issues” do not have the relative value we seek in an investment. 
 

F. TRADING AND OPERATIONS 

 

43. What is your firm’s trading philosophy and capabilities related to the S.P.? 

 

We believe trading is large part of our active management differentiation and a value-added 

component of the portfolio management process. To anchor this, portfolio managers having direct 

trading responsibilities, thus improving the efficiency, nimbleness, and ability to act in this market. 

 

Pacific Asset Management trading capabilities are robust and well developed. Trades are processed 

in Bloomberg via the Asset and Information Manager (AIM) system. The main trade compliance 

monitoring tool utilized is the Compliance Manager module (CMGR) within the AIM system. The 

authorization privileges are programmed into the Bloomberg trading system thus allowing each user 

to only be able to authorize trades in their assigned portfolios. This allows for control of trades to be 

limited to authorized individuals to execute and approve trades only in portfolios where they have 

been given permission. Compliance maintains the current list of who is authorized to sign trade 

tickets by portfolio. Currently only portfolio managers on the specific portfolios and senior members 

of the investment team are able to approve trades. The authorized traders and approvers list is 

reviewed on a periodic basis and updated as required. 

 

For allocations our policy is to treat client accounts fairly and equitably when allocating investment 

opportunities. Pacific Asset Management invests funds for client accounts in accordance with the 

client’s specific objectives, together with investment guidelines or restrictions. There are many 

factors that affect the allocation of trades. The portfolio manager evaluates these factors to determine 

the optimal investment in a particular asset and the desired allocation. Generally, when an order is 

placed for multiple portfolios for the same asset, the orders are aggregated and placed as one order. 

The Trader or Portfolio Manager may determine, based on market conditions at the time, that placing 

multiple, smaller orders will result in better trade execution overall. 

 

Compliance utilizes an Electronic Trade Blotter (“ETB”) to monitor all new issue allocations. Any 

variances between the actual allocation and intended amount are reviewed by Compliance for 

adherence with the procedures. All resolutions will be documented in the ETB accordingly. 

Available upon request are the trade policies and procedures manuals. 

 

44. What trading advantages do you have over other managers? What trading systems are in place 



for risk and order management? 

 

We believe trading is large part of our active management differentiation and a value-added 

component of the portfolio management process. To anchor this, portfolio managers having direct 

trading responsibilities, thus improving the efficiency, nimbleness, and ability to act in this market. 

 

Compliance actively monitors the positions and trading activity in all of the portfolios managed by 

Pacific Asset Management using the Bloomberg Compliance system since all trades and positions 

in the portfolios flow through Bloomberg via the Portfolio Order Management System (“POMS”) 

trading platform. The main compliance monitoring tool utilized is the Compliance Manager module 

(“CMGR”) within the AIM system. CMGR is used to identify potential compliance violations on 

the day trades are executed and to monitor daily market value or security characteristics and 

movements for portfolio holdings. 

 

Bloomberg rules are set up in accordance to the portfolios’ guidelines, restrictions and requirements. 

At the time of a transaction, if that particular transaction triggers a possible rule violation, then an e-

mail warning is sent to all members of Compliance where it is researched promptly for validity and 

if necessary, corrective action. Additionally, testing is performed post-trade via a variety of 

schedules and reports on a regular basis. 

 

Investment guidelines are also monitored on a post-trade basis by Virtus Partners, LLC (“Virtus”), 

Pacific Asset Management’s middle office service provider. Virtus notifies Compliance of any 

exceptions on a T+1 basis. The Virtus’ system, Nexus is also used to assist in monitoring our 

valuation policy and used to monitor liquidity. 

 

45. Describe the allocation objectives and implementation procedures across all accounts. 

Distinguish between commingled vehicles and separate accounts. 

 

The internal operations team works closely with Virtus on a daily basis to ensure that all accounts, 

including separate accounts and commingled vehicles, are accurate and functioning as intended 

within the control environment. All processes, and related reports, are initially completed and 

reviewed by Virtus and subsequently reviewed and approved by the internal operations team. The 

core controls relate to the trade communication process, positions and cash reconciliation and the 

settlement process. 

 

Trades are communicated to Virtus from Bloomberg AIM, our order management system. There are 

two main controls in place to ensure that trade data is complete and accurate. At the end of every 

day Pacific Asset Management provides Virtus with a trade blotter which they reconcile against the 

trades that were received for the day. Additionally, every night the positions within Bloomberg AIM 

are reconciled against Virtus to ensure both systems are accurate and complete. 

 

In addition to the trade process controls, a daily par and cash reconciliation to the custodian, and 

administrator where applicable, is completed to ensure that data is being communicated and 

accurately reflected at the custodians. To the extent that breaks exist, the operations team works 

closely with Virtus and the custodian to resolve. Monthly, a full reconciliation is completed. This 

includes par, market value, cash, accrued income and trade payables and receivables. Similar to the 

daily process, the internal operations team is responsible for reviewing and approving the monthly 

reconciliation. Valuation and performance go through a similar review and approval process at both 

Virtus and internally.  Finally, the trade settlement process is monitored through the review of failed 



trades, the monitoring of loans with extended settlement times and the active tracking of settlement 

times in general.      

 

In addition to the above, there are additional steps taken on each date of determination for 

commingled vehicles.  This includes an additional reconciliation to the commingled vehicles 

administrator (that is in addition to custodian reconciliation), review and recalculation of all fees and 

accruals, and verification of investor allocations and statements.  Additionally, Pacific Asset 

Management works closely with the commingled vehicles administrator and independent audit/tax 

provider in the accurate and preparation and completion of all audit and tax reporting. 

 

46. Describe your firm’s risk control procedures pertaining to trading and compliance. Describe 

the systems (proprietary and off-the-shelf) and procedures used to: settle trades, monitor 

trades relative to guidelines, and reconcile accounts with the custodian. Are outside firms used 

to assist with compliance? 

 

We use the following systems to manage client guidelines and regulations: 

• Bloomberg AIM – Portfolio Guideline Compliance, Valuation, Liquidity Monitoring 

• Bloomberg NOTE – Research System 

• Nexus (Virtus Partners LLC) – Portfolio Guideline Compliance, Valuation, Liquidity Monitoring 

• Factset – Portfolio Analytics & Attribution Analysis 

• StarCompliance – Code of Ethics, Conflicts of Interest and Gifts and Entertainment 

 

Pacific Asset Management’s trading and compliance risks are mitigated by the platform they use to 

conduct trades. Trades are processed in Bloomberg via the Asset and Information Manager (AIM) 

system. The main trade compliance monitoring tool utilized is the Compliance Manager module 

(CMGR) within the AIM system. The authorization privileges are programmed into the Bloomberg 

trading system. This allows for control of trades to be limited to authorized individuals to execute 

and approve trades only in portfolios where they have been given permission. Currently only 

portfolio managers on the specific portfolios and senior members of the investment team are able to 

approve trades. The authorized traders and approvers list is reviewed on a periodic basis and updated 

as required. 

 

Bloomberg rules are set up in accordance to the portfolios’ guidelines, restrictions and requirements. 

At the time of a transaction, if that particular transaction triggers a possible rule violation, then an e-

mail warning is sent to all members of Compliance where it is researched promptly for validity and 

if necessary, corrective action. Additionally, testing is performed post-trade via a variety of 

schedules and reports on a regular basis. 

 

Investment guidelines are also monitored on a post-trade basis by Virtus Partners, LLC (“Virtus”), 

Pacific Asset Management’s middle office service provider, to the extent they can be coded in their 

system. Virtus notifies Compliance of any exceptions on a T+1 basis. The Virtus’ system, Nexus is 

also used to assist in monitoring our valuation policy and used to monitor liquidity. 

 

Pursuant to Rule 206(4)-7 of the Investment Advisers Act of 1940 (the “Advisers Act”), the firm 

appointed Carol Rumsey as the Chief Compliance Officer (CCO) and adopted and implemented 

written policies and procedures reasonably designed to prevent violation of the Advisers Act. As part 

of Pacific Asset Management’s compliance program, the CCO manages and oversees the annual 

review of the policies and procedures to determine the adequacy and effectiveness of their 

implementation. 



 

Compliance also provides oversight and monitoring of Investment Adviser Regulations including 

the administration of Compliance Policies and Procedures of the Investment Advisers Act of 1940. 

The Compliance team consists of experienced staff with access to internal and external legal 

resources. 

 

47. If a holding exceeds the firm’s stated limit, what is the process for paring this holding? 

 

Trades are processed in Bloomberg via the AIM system. The main compliance monitoring tool 

utilized is the Compliance Manager module (CMGR) within the AIM system. Rules are set up in 

Bloomberg in accordance to the rules, regulations, guidelines and restrictions of each portfolio 

managed by Pacific Asset Management. If a position exceeds the stated limit, a warning is sent to 

Compliance and the Portfolio Management team, and depending upon the reason for the violation 

(Cash flows, market value fluctuations) a decision is made to remove the violation and return the 

position to below the stated limit. 

 

48. Describe how transaction costs for the S.P. are measured and monitored. What is the typical 

bid/ask spread for the sectors used in the S.P.? Do you expect these costs will be materially 

different in the next 12 months? 

 

As a bank loan strategy, transaction costs are incorporated into the implicit trading costs of a security. 

We focus on the larger and more liquid part of the bank loan market, with average bid-ask spreads 

of 1/8th to 1/4th of a point on a typical transaction. We do not expect these costs to be materially 

different in the next 12 months. 

 

We have a fiduciary obligation to seek the most favorable terms reasonably available under the 

circumstances for the execution of clients’ securities transactions (best execution). We must execute 

securities transactions for clients in such a manner that the client’s total cost or proceeds in each 

transaction is most favorable. The determinative factor is not the lowest possible price but whether 

the transaction represents the best qualitative execution for the managed account. Our investment 

personnel are authorized to negotiate payment only for brokerage services rendered and not for 

research or other services. Pacific Asset Management does not authorize the payment of 

commissions to brokers that include recognition of research or other services provided and that are 

in excess of commissions other qualified brokers would have charged for handling comparable 

transactions. When booking trades, traders are required to document where the best competing bid 

or offer was at the time. Separately, Pacific Asset Management’s Trading Oversight Committee 

reviews trades to ensure the price executed is: (i) within competing quotes seen in the market at the 

time and (ii) not significantly different from where it is marked in the portfolio. 

 

Pacific Asset Management’s Best Execution Policy and Procedures is available upon request. 

 

49. What pricing service do you employ to value the S.P.? When you find pricing differences with 

the custodian, what is your procedure for reconciliation? 

 

Pacific Asset Management utilizes third party pricing services. Pacific Asset Management utilizes 

IDC, Bloomberg, Markit, and Reuters in pricing bank loan securities. Pacific Asset Management has 

the ability to challenge third party pricing through a formal pricing review process. 

 

When Pacific Asset Management identifies material price differences between the custodian’s 



pricing and the pricing that Pacific Asset Management uses it has the ability to challenge the 

custodian’s vendor price by providing the vendor supporting data that will help the vendor establish 

the market appropriate price. 

 

50. What are your policies for managing counterparty risk? Be sure to address diversification of 

counterparty risk and credit requirements of counterparties. 

 

Counterparty risk is mitigated by strict approval standards for adding any counterparties or broker-

dealers to the Approved List of Broker-Dealers. The criteria considered by the Trading Oversight 

Committee for approving a broker-dealer includes, but is not limited to, the creditworthiness, 

professional capabilities, value, and the quality of brokerage services offered. Pacific Asset 

Management monitors counterparty ratings on a regular basis. On a quarterly basis, a review of the 

broker-dealers and counterparties on the List is performed with a focus on credit rating (if available), 

known disciplinary actions, historical experience, and overall industry reputation. Further, 

transactions are generally on a delivery vs. payment basis, thus lessening exposure to counterparty 

risk. The Trading Oversight Committee consists of a senior management representative, portfolio 

managers, Head of Trading Desk, Director of Investment Risk, and Chief Compliance Officer. 

 

Overall Third-Party Risk is mitigated by applying process and controls around third parties in line 

with the broader Pacific Life standards. This includes risk ranking all vendors, conducting due 

diligence, contracting and on-going monitoring. On an annual basis an on-site due diligence visit is 

conducted on all high risk third parties. Finally, tracking of key performance indicators. This function 

is managed by the Operations team. 

 

G. RISK AND PERFORMANCE (No simulated results will be accepted). 

 

51. List and rank the various types of risk inherent in the S.P. How are those risks measured, 

managed, and monitored? What risk limits do you impose? What is the estimated tracking 

error of the proposed strategy? Reference any internal guidelines and risk control factors. 

 

Regarding this strategy, the most important risk factors for our clients are idiosyncratic credit risk 

and overall spread risk. The idiosyncratic credit risk factors tend to be focused on absolute risk, while 

the spread risk framework is driven by relative risk. These two factors drive our risk management 

process.  

 

Beyond these factors are portfolio compliance and various active risk factors. 

 

Our firm investment risk management framework focuses on: 

• Capital preservation 

• Diversification 

• Liquidity 

• Active management 

 

The Portfolio Management group is responsible for portfolio construction, trade decisions, and risk 

management as it pertains to portfolio investment risk. Activities include setting portfolio 

parameters, initial screening of primary and secondary investment opportunities, managing 

individual issuer and single industry investment limits, monitoring overall credit quality and liquidity 

risk, and integrating key market information.  

 



On a daily basis, the investment team meets to discuss general economic news, primary issuance, 

and notable sector or security specific news.  This is discussed openly with the investment team, 

compliance, and operations. Day-to-day monitoring is also done through auto-generated reports from 

our attribution system.  These reports are generated and shared with the entire team prior to market 

open.  

 

On a weekly basis, investment performance and portfolio risk is communicated by each portfolio 

management team to the broader firm, including compliance and operations.  In these meetings, 

which are typically held at the beginning of each week, portfolio performance vs. benchmark and 

peers, general risk positioning, notable trading activity, and overall market color are shared.  

Additionally, every other week, all portfolio managers, head of trading, and Executive Committee 

members meet to discuss/debate views pertaining to each portfolio manager’s area of expertise.  

 

On a quarterly basis, each of the portfolio management teams does an in-depth formal review with 

the broader firm. This review typically consists of documents displaying portfolio returns, 

attribution, sector breakdown, security contribution, performance rankings, broad characteristics of 

each portfolio and benchmark, outlook, and watch listed securities.  

 

We use the following systems to help monitor and manage risk: 

• Bloomberg AIM – Portfolio Guideline Compliance, Valuation, Liquidity Monitoring 

• Bloomberg NOTE – Research System 

• Nexus (Virtus Partners LLC) – Portfolio Guideline Compliance, Valuation, Liquidity Monitoring 

• Factset – Portfolio Analytics & Attribution Analysis 

• StarCompliance – Code of Ethics, Conflicts of Interest and Gifts and Entertainment 

 

52. What security measures does your firm have in place to ensure the protection of firm and client 

assets? 

 

Pacific Asset Management is covered by Pacific Life’s Information Risk Governance department 

and their processes and programs. 

 

Pacific Life maintains an enterprise-wide information security program that is mature, defensible, 

and focused on constant improvement. This program is based and certified against ISO 27001 

(certificate number: IS 540120). The program has also been aligned to the NIST Cybersecurity 

Framework. Cyber risk is recognized as a subset of information security risk and is addressed within 

the information security program. While the program is designed to protect all Company assets 

against all threats, threat assessments and risk assessments are used to help focus resources in a 

manner that links information security risks to business strategy, drivers, objectives, and processes. 

These assessments have been used to develop an information security risk strategy that focuses on 

protecting confidential information from both external and internal threats. Regular updates to the 

threat and risk assessments, in combination with external threat intelligence, are used to ensure the 

strategy remains current and maintains a risk-basis. 

 

Pacific Life regularly has independent third parties assess their security controls. These include: 

• Internal network vulnerability assessments: semi-annually 

• External network vulnerability assessments: bi-monthly 

• Wireless security assessments: semi-annually 

• Social engineering assessments: Quarterly 

• Other types of assessments: Ad-hoc or as needed 



 

There are several technical and process-based controls in place to prevent, detect and respond to 

unauthorized activity on trading systems. Systems are deployed with a secure configuration, 

maintained with security patches and anti-malware software. Network-level monitoring controls 

such as DLP and IDS are also in place to detect unauthorized activity. A dedicated security 

monitoring and response team works together with a Managed Security Services Provider (“MSSP”) 

to detect and respond to unauthorized activity. In addition, regular access and security reviews (both 

internal and independent) are performed. Pacific Life has a formalized incident response plan for 

responding to information security incidents. 

 

Furthermore, Pacific Asset Management ensures the safeguarding of Client Assets by implementing 

controls and procedures to limit authorization to trade or otherwise transact for Client Accounts, 

Operations performs reconciliations daily with custodians, and system controls prevent unauthorized 

access to systems and client information. 

 

53. Does your firm have a dedicated Risk Team? If so, please describe their reporting structure 

and role. 

 

The Portfolio Management group is responsible for portfolio construction, trade decisions, and risk 

management as it pertains to portfolio investment risk. Activities include setting portfolio 

parameters, initial screening of primary and secondary investment opportunities, managing 

individual issuer and single industry investment limits, monitoring overall credit quality and liquidity 

risk, and integrating key market information. 

 

Recently, Pacific Asset Management hired Andy Ross, CFA, FRM as a Director of Investment Risk 

in 2018. Mr. Ross will be dedicated to expanding the Investment Risk Management Program for 

Pacific Asset Management. 

 

54. If the performance history submitted is GIPS compliant, submit a letter from your firm’s 

independent certified auditor or a third party vendor attesting to the accuracy of the 

information provided. 

 

Pacific Asset Management claims compliance with the Global Investment Performance Standards. 

Pacific Asset Management has been externally verified by ACA Performance Services through 

2018. A copy of ACA Performance Services verification letter has been attached. 

 

55. Submit monthly and quarterly time series returns for the S.P. and its benchmark, since 

inception, through December 31, 2018, in an Excel worksheet and a USB (flash drive). Please 

format to two decimals (e.g., 1.34%). 

 

Please see attached excel worksheet. 

 

56. Provide the highest and lowest return contained in the composite return for the S.P. Comment 

as to the cause of the return dispersion for each calendar year from 2014 to December 31, 2018 

(follow the format below). 

 
 2018 2017 2016 2015 2014 

High Return 1.14 5.07 9.80 2.48 1.51 



Low Return 0.71 4.40 7.18 0.86 0.77 

Difference 0.43 0.67 2.62 1.62 0.74 

 
Any variation in portfolio performance between portfolios of similar style can be attributable to 

timing of funding, cash flows in and out of the portfolio, and client driven differences (i.e. quality 

guidelines, specific portfolio restrictions, or cash flow requirements.) 
 

57. Provide a copy of investment guidelines that apply to the investment product for which you 

are submitting performance history. 

 

Appendix C contains the sample investment guidelines for the Strategy.  

 

58. For the periods ended December 31, 2018, please provide the information in the table below 

(rounded to two decimals). 
 

 Corporate (Bank) Loan Strategy CS Leveraged Loan Index 

Composite Inception Date January 1, 2007  

Trailing Five Years 

(Annualized): 

  

Return 3.63 3.33 

Standard Deviation 2.77 3.11 

Tracking Error 1.06  

Information Ratio 0.29 

Correlation with 

Benchmark 
0.94 



Calendar Year Performance: Strategy Benchmark 

2018 1.03 1.14 

2017 4.91 4.25 

2016 9.33 9.88 

2015 1.85 -0.38 

2014 1.26 2.06 

2013 6.43 6.15 

2012 10.69 9.43 

2011 3.29 1.82 

2010 10.67 9.97 

2009 39.30 44.87 

 

59. Describe how you conduct performance attribution analysis, including information on any 

models or tools used. 

 

Pacific Asset Management uses several software programs in support of attribution analysis and risk 

measurement. This includes FactSet, Bloomberg AIM, and Nexus (Virtus Partners LLC). A sample 

attribution report has been included in the appendix. Attribution reports are provided quarterly. 

 

60. Provide performance attribution for each of the last five calendar years. Include specific 

performance drivers and detractors. 

 
2014: The Strategy underperformed the benchmark due to a focus on larger issuers, overweight to B 

vs. BB rated bank loans, and security selection in energy, gaming, and metals/minerals. In particular, 

the late year selloff impacted the Strategy as many energy related and larger issuers saw meaningful 

volatility. The Strategy’s overweight to B rated issuers, which was a benefit to performance over the 

past few years, hurt 2014 results given the weakening growth outlook along with a poor technical 

environment. The Strategy was impacted by security selection in various sectors, notably many 

commodity and gaming companies which had declines in prices during the latter half of the year. 

 

2015: The Strategy outperformed the benchmark due to sector allocations and security selection. The 

Strategy held no exposure to the Energy sector in the second half of the year; this was a material 

driver of outperformance. The Strategy was also meaningfully underweight risk as measured by yield 

to the benchmark through avoiding many of the larger, higher yielding, and in our view, more at risk 

capital structures. Additionally, the Strategy’s underweight to Media/Telecom, Utility, and 

Technology were drivers of outperformance. The Strategy had no exposure to Cumulus Media, 

Millennium Labs, TXU, Clear Channel, Avaya, or Intelsat that were particularly hit hard in the latter 

half of 2015. 

 

2016: The Strategy underperformed the benchmark due to sector allocations and security selection. 

The Strategy was meaningfully underweight risk at the beginning of the year and with the strong 

rally in distressed issuers led to underperformance. The Strategy held limited to no exposure to 

Energy and Metal/Minerals companies which saw a meaningful improvement following the sharp 



deterioration in 2015. Sector underweights in Media/Telecom, Energy, Metals/Mineral, and 

Healthcare detracted from performance while overweight’s to Housing and Forest 

Products/Containers contributed. 

 

2017: The Strategy outperformed the benchmark due to sector allocations and the focus on the 

performing segment of the bank loan market. Distressed Issuers (those below $90-dollar price) 

underperformed, notably in Retail given the negative sentiment and rising bankruptcies. The Strategy 

focused on the performing part of the bank loan market. The Strategy’s underweights to Healthcare 

and Media/Telecom detracted from performance. The Strategy’s overweight to Housing, 

Manufacturing, and Forest Products/Containers benefited performance. The Strategy’s underweight 

to Retail benefited performance. Security selection in the Transportation sector, notably one issuer’s 

exposure to the Energy end market was a negative contributor to performance. 

 

2018: The Strategy underperformed the benchmark due primarily to the Strategy’s focus on larger 

issuers. During the second half of the year, notably November-December, credit markets experienced 

meaningful liquidity driven selling pressure which impacted the larger and most liquid issues. The 

Strategy overweight larger issuers was a material detractor from performance. The Fund benefited 

from the underweight to distressed issuers (defined as those below $90-dollar price). The Strategy’s 

overweight to 2nd lien bank loans benefited performance during the year. The Strategy’s overweight 

to B vs. BB rated issuers benefited performance. The Strategy’s overweight to housing and 

manufacturing detracted from relative performance. 
 

H. FEES 

 

61. Provide your standard fee schedule for the S.P. 

 

For Separate Accounts, the standard feed schedule is 0.50% on the first $100, excess negotiable. 

62. Do you offer a Most Favored Nation (MFN) Clause?  If so, would you be willing to offer an 

MFN? 

We would be open to discussing an MFN. 

 



I. CLIENT REFERENCES 

 

63. Provide the firm name, address, contact name, title and phone number for three references 

invested in the S.P. 

 

Firm Name Address Contact Title Phone 

San Luis Obispo County 

Pension Trust 

1000 Mill Street, San Luis 

Obispo, CA 93408 
Carl Nelson, CFA 

CIO and 

Executive 

Secretary 

805-781-5465 

LA Water and Power 

Retirement System 

111 North Hope Street, Los 

Angeles, CA 90012 
Fahad Haider, CFA 

Investment 

Officer 

213-367-1620 

 

The California State 

University System 

401 Golden Shore, Long 

Beach, CA 
Scott August, CFA 

Investment 

Officer 
562-951-4498 

 
 

J. SUPPLEMENTAL INFORMATION 

 

Provide the following documentation in an Appendix or Binder. If your firm will not provide 

a requested item, explain why. 

 

• Audited Financial Statements, Annual Report, and Auditor's Management Letter 

• ADV's Parts 1, 2a and 2b 

• SOC1 (SSAE 16) or appropriate Internal Control examination document 

Pacific Asset Management does not have a SOC1. However, the firm is currently evaluating 

obtaining a SOC1.  

• Dates of all SEC and other regulatory examinations in the last five years. Copies of deficiency 

letters, if any:  

Pacific Asset Management has not had an SEC examination in the last five years. 

• Disaster Recovery Policy and Business Resumption Plan 

• Code of Ethics 

• Trading/Allocation/Valuation Policies 

• An organizational chart showing interrelationships between the professional staff, proposed product 

team, as well as any parent-subsidiary, affiliate, or joint venture entities 

• Investment guidelines with detailed constraints/diversification requirements 

• Biographies of the team responsible for S.P. (Name, Title, Responsibility, Total Years of 

Experience, Years with the Firm, Education/School, Other Designations) 

• Describe the levels (dollar amounts) of coverage for SEC-required (17g-1) fidelity bonds, errors and 

omissions coverage and any other fiduciary coverage which your firm carries. List the insurance 

carriers supplying the coverage. 

• Sample quarterly client report 

• The attached Supplemental Manager Due Diligence regarding Diversity and Inclusion is voluntary. 



Supplemental Manager Due Diligence Regarding Diversity and Inclusion 

Enhanced Due Diligence Questions 

 

I. POLICY 

 

1. Describe your firm’s approach to workplace diversity and inclusion and how it relates to 

your business model. 

 

      Pacific Asset Management is committed to providing an environment that embraces a diverse 

group of people, talents and ideas, and to providing equal employment opportunities to all qualified 

persons without regard to race, religion, color, creed, gender, age, disability, national origin, 

veteran status, marital status, sexual orientation, genetic testing or genetic information, or any other 

characteristic protected by federal, state, or local law. We foster respect for each person, and 

provide a culture where individuals are valued and motivated by the contributions they make and 

the opportunities that are available to them. 

 

      It is our policy to recruit, select, place, train, and promote the best qualified individuals based upon 

relevant factors such as work experience and skill set, so as to provide equal employment 

opportunity for all our employees in compliance with all federal, state, and local laws.  The 

decision to employ is determined by current openings, and by which candidate best meets the 

requirements for the available position.  Our objective is to employ the most qualified people 

available. 

 

      Pacific Asset Management will make reasonable accommodations for qualified individuals with 

known disabilities unless doing so would result in an undue hardship to the Company.  This policy 

governs all aspects of employment, including selection, job assignment, compensation, discipline, 

termination, and access to benefits and training. 

 

2.  Does your firm have a written policy addressing workplace diversity and inclusion (“Policy”)? 

A Policy defines the firm’s commitment, policies, and practices regarding equal employment 

opportunity, including the recruitment, development, retention, and promotion of a diverse 

and inclusive workforce and non- discrimination based on gender, race, ethnicity, sexual 

orientation, age, veteran’s status, and other legally protected categories. A Policy may be a 

standalone document or part of a larger firm document. Please provide a copy of your firm’s 

Policy. 

 

      Yes. Pacific Asset Management employees are subject to Pacific Life’s Code of Business Conduct 

and must certify to compliance with the Code annually. Applicable excerpt/s from the Code: 

 

Equal Employment Opportunity  

Nondiscrimination and Equal Employment Opportunity  

It is the policy and practice of Pacific Life to provide and promote equal employment opportunities 

for all applicants and employees. The Company is firmly committed to maintaining a workplace 

based on our values, which stress the quality of our products and services, the importance of 

teamwork, and the need for all employees to treat each other with dignity and respect.  

 



Pacific Life requires that all employment-related decisions and practices, including recruiting, 

hiring, promotion, training, compensation, retention, and termination be made on the basis of 

merit, qualifications, performance, potential, and other legitimate business reasons and be free 

from discrimination with respect to an individual’s protected characteristics.  

 

Affirmative Action  

Pacific Life is an affirmative action and equal opportunity employer and ensures that all Company 

policies (including those relating to benefits administration, hiring, selection for training, retention, 

and termination) are based solely on job requirements, job performance, and job-related criteria. 

Any employee who would like additional information regarding Pacific Life’s affirmative action 

efforts or to review the Company’s Affirmative Action Plans should contact Human Resources. 

 

3. Does your Policy address sexual harassment in the workplace? If not, please explain. 

 

Yes. Applicable excerpt/s from the Code: 

 

Preventing Harassment, Discrimination, and Retaliation  

Our values and principles are of little worth if they do not ultimately result in our respecting the 

rights and dignity of each other. Pacific Life is committed to providing a respectful and productive 

work environment that is free from harassment and discrimination. In keeping with this 

commitment, the Company maintains a strict policy prohibiting discrimination and/or harassment 

based on gender, race, color, religion, national origin, ancestry, age, physical or mental disability, 

medical condition, marital status, military or veteran status, sexual orientation, gender identity, 

gender expression, or any other characteristic protected by federal or state law. The Company also 

prohibits sexual harassment and retaliation. The policy applies to conduct by employees and non-

employees (such as vendors, customers, independent contractors, and applicants). 

 

Scope of the Policy  

This policy prohibits discrimination and unlawful harassment by all employees, coworkers, third 

parties, supervisors, and managers, as well as third parties who interact with employees. Prohibited 

Harassment the Company prohibits harassment based on any of the characteristics noted above. 

 

4.   If your firm does not have a written policy, do you commit to promptly adopting and 

providing a copy of such a Policy, if your firm is awarded an agreement to manage assets? 

        

A copy of the harassment policy has been included in the appendix. 

 

 

 

 

II. Oversight 

 

5.  Who is responsible for overseeing the Policy’s implementation? Please provide name and 

title. What processes are employed to implement and enforce the firm’s Policy? 

 

Tim Shontere, Assistant Vice President – Employee Relations (Human Resources).  Employee 



Relations is primarily responsible for investigating and resolving suspected violations of Pacific 

Life’s policies. 

 

6.  Who is responsible for overseeing compliance with the Policy? Please provide name and title. 

What processes are employed to promote compliance with the Policy? 

 

Sharon Pacheco, Vice President, Chief Compliance Officer (and) Tim Shontere, Assistant Vice 

President – Employee Relations. Please see section IV. 17 below for details regarding how we 

promote compliance. 

 

7.  Please describe the oversight and monitoring, if any, exercised by the firm’s board and 

executive team regarding the firm’s diversity and inclusion policy and efforts. 

 

A subcommittee of our board receives an annual compliance report which details the data, trends, 

and analysis of reported violations and how they were resolved. 

 

8.  What data, trends, or analysis does the firm’s board or oversight committee receive regarding 

the firm’s effectiveness in adhering to the Policy and allegations of non-compliance? 

 

Please refer to Section II. 7 above regarding compliance reporting to the board. 

 

9.  Under what circumstances would an alleged incident of non-compliance with the Policy 

prompt notification to and consideration by the firm’s board and/or executive committee? 

 

The board is notified and consulted regarding alleged non-compliance issues involving our most 

senior/high-level executives. 

 

III. Track Record 

 

10. Please complete the charts in Appendix A regarding your firm’s workplace composition by 

gender and race/ethnicity as defined by the Equal Employment Opportunity Commission 

categories for employees of your firm’s U.S. operations. We also request completion of 

similar information for non-U.S. employees, absent any applicable legal or regulatory 

restrictions. 

 

      Please see attached Pacific Life 2017 EEO Report. 

 

11. Does your firm commit to providing the firm’s workforce composition in a format similar to 

Appendix A on a periodic basis, if the firm is awarded a contract to manage assets? 

 

Yes. 

 

12. Has your firm been subject to any judicial, regulatory, or another legal finding, formal 

action, or claims related to equal employment opportunity, workplace discrimination, or 

sexual harassment during the past twelve years? Please describe. 

 



We are interpreting this question as asking whether there have been any charges or claims filed 

with a state or federal agency or court against Pacific Asset Management (“PAM”) alleging claims 

concerning equal employment opportunity including but not limited to discrimination or sexual 

harassment (“Claims”).  No Claims have been filed against PAM in the last 5 years.  After a 

diligent review, we are not aware of any Claims against PAM in the 7 years preceding that period. 

 

13. Please identify the number of confidential settlements and non-disclosure agreements related 

to workplace discrimination and/or sexual harassment entered into by your firm during the 

past twelve years. Please describe the nature of each settlement within the terms of the 

confidential settlement. 

 

We are interpreting this question as asking about confidential settlements and non-disclosure 

agreements resulting from any Claims in question 12.  As there were no such Claims, the response 

to this question is N/A. 

 

IV. Incentives and Risk Mitigation Strategies 

 

14. Does your firm integrate diversity and inclusion into executives’ performance reviews and 

incentive pay objectives? Please describe. 

 

Pacific Life has not integrated D & I goals into our senior officials’ performance assessment or 

compensation programs. 

 

15. Does your firm conduct a compensation or pay disparity analysis to discern any pay 

disparities by gender, race, or ethnicity? Please describe or explain why not. 

 

Pacific Life pay programs, guidelines, and structures are designed to provide equitable and 

competitive pay levels for all employees, regardless of race, ethnicity, or gender; while recognizing 

similarities and differences in jobs and individual performance. Regular reviews are conducted to 

ensure that actual employee pay is consistent with those programs, guidelines, and structures. 

 

16. Does your firm have a clawback or recoupment policy in place by which workplace 

misconduct, such as sexual harassment, may trigger recoupment of incentive pay, awards, 

bonuses, or other compensation? 

 

No. However, such misconduct may affect future pay/compensation and bonuses. 

 

17. Please explain any other incentives or risk mitigation strategies your firm employs to 

promote compliance with your workplace diversity and inclusion and sexual harassment 

policies. 

 

Pacific Asset Management employees are subject to the Code and must certify to compliance with 

the Code annually. Additionally, all employees are required to complete an extensive anti-

harassment training biennially. We also periodically publish compliance articles reminding 

employees of their obligation to report suspected violations of our Code and related policies, and 

we include various ways to report their concerns (including anonymously). 



 

18. Describe any efforts, organizations, or leadership positions related to workplace diversity 

and inclusion in the financial services industry with which your firm is involved. 

 

We’re proud to have been recognized for the second consecutive year in 2019 by Ethisphere as 

one of the World’s Most Ethical Companies in the Life Insurance category, which rates companies 

based on several key attributes including diversity. 
 

 


