Commonwealth of Pennsylvania
Public School Employees’ Retirement System

DATE: June 6, 2012
SUBJECT: Radcliffe Capital Management, L.P.
TO: Members of the Board J

FROM: Mark Heppenstali, CFA M
Managing Director, Fixed Income

Joseph W. Sheva, CPA %
Senior Investment Professional

At the June Finance Committee meeting, we will recommend that the Finance Committee
retain Radcliffe Capital Management, L.P. as a portfolio manager of an ulfra-short high
yield strategy. The strategy focuses on corporate bonds (primarily below investment
grade) which offer high risk adjusted yields. As of April 30, 2012, the unlevered yield on
the portfolio is approximately 4.0% with duration of 0.84 years. This strategy will be
added to the internally-managed LIBOR-Plus Fund portfolio to enhance returns in a new
sector of the fixed income market for the internally-managed LIBOR-Plus Fund.

Radcliffe analyzes credit for short maturity high yield debt in a similar way to how we
internally approach credit analysis for short term investment grade corporate debt, namely
focusing on cash available within a company's balance sheet to meet near term debt
maturities. Radcliffe only invests in companies that have more than a one times cash
coverage (unrestricted cash/all outstanding debt up to the maturity date of the specific
bond being purchased). -

The very front end of the corporate debt yield curve being analyzed by Radcliffe has
supply and demand imbalances which tend to favor the bond buyer. Hedge funds and
long only high yield managers tend to own longer maturity bonds with higher yields, and
the high yield indices drop bonds once they roll to less than one year to maturity. Money
funds and most short duration bond funds do not hold below investment grade debt which
leaves very few buyers in this space. Also, many times companies will tender for or call
their short-term debt and look to refinance into longer term debt which can enhance
returns for this strategy.




Staff and Wilshire completed a review of Radcliffe’s capabilities to manage an ultra-short
high vield mandate and believe they have the resources and industry expertise to
successfully manage such a mandate. Our current plan is to fund an allocation of $200
million from the internally-managed LIBOR Plus Fund for this mandate.

Included with this memo are Biographies of Radcliffe’s investment managers, Wilshire's
recommendation memo and the resolution that recommends the hiring of Radcliffe.

If you have any questions or comments, please contact Joe Sheva at 717-720-4632.
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