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INVESTMENT ADVISORY COUNCIL
CONFERENCE CALL
* * *
MR. COBB: Since we have a quorum, we'll call

4

1

with your introductory comments and summary of our

2

past (inaudible).

3

MR. WILLIAMS: Thank you, Ambassador. I'd like

4

to first thank the IAC for your leadership and

5

the meeting to order. The subject is, of course, an

5

support on this issue. I want to say it was in the

6

important subject, which is for the IAC to make a

6

fourth quarter of 2011 when focus really began to be

7

recommendation to the trustees on a compensation

7

formed on this issue as a risk to the SBA. Human

8

plan, incentive compensation plan. I think we all

8

capital risk in terms of our productivity and our

9

are unanimous in that we believe that we're not

9

ability to accomplish our long-term goals is a very

10

competitive without an incentive plan, and so our

10

11

charge is to form a committee to deal with the

11

12

details, since the devil is in the details.

12

go to work on that issue and did so back in 2012.

13

And we've laid out in the Investment Advisory Council

13

And it's going to be a lot of hard work for our

real risk exposure for the board.
And the IAC approached the trustees and asked to

14

compensation committee, and hopefully the group we've

14

conference call background, you can see a chronology

15

come up with are all prepared to serve. But before

15

of the steps that have been taken. But suffice it to

16

we talk about selecting a subcommittee and talk about

16

say appropriate resources were brought in from the

17

our plans to go forward as a board, I'd like to ask

17

private sector to gain market information and policy

18

Ash to go through the material he sent out in not as

18

guidance on how to structure a plan.

19

much detail as you have provided us, Ash, but give us

19

20

a summary of the previous dialogue, particularly for

20

background information, at which an appropriate

21

the benefit of Bobby Jones, our newest member. I

21

benchmark was selected against which the

22

think everybody else was on the (inaudible) then.

22

competitiveness of the SBA's compensation should be

23

evaluated. And after doing that evaluation, I think

23

Peter, have you joined yet? He has not. I

A number of public meetings were held to review

24

think maybe some of this might be new to Peter. I

24

the conclusion was taken that we were significantly

25

forget his tenure. In any event, Ash, go forward

25

below market in our peer group and that that should
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5

6

1

be adjusted in a way that over a period of ideally

1

2

about two years' time, total cash compensation, which

2

comparative data, we're roughly at 90 to 95 percent

3

is of course comprised as base pay and any incentive

3

of what would have been a competitive level in 2012.

4

comp, should be brought to a competitive level.

4

That's the good news. The bad news is the market has

5

pulled away from us, as other public funds have

5

It was clearly understood that at the end of the

We have advanced on the bases, and using 2012

6

day that would be a function of the normal budgeting

6

continued to adjust their compensation schemes,

7

process and would be addressed through that process

7

payout incentive comp, et cetera.

8

at the discretion of the trustees.

8

Where we have not gotten across the goal line

9

yet and what I think our current priority is, as a

9

In the ensuing couple of years, fiscal 13/14 and

10

fiscal 14/15, we did in fact make a number of

10

byproduct of the budget process we went through with

11

adjustments, with the support of the trustees, based

11

the trustees for fiscal 15/16 -- and this was just

12

on the recommendations of the IAC and Mercer, that

12

resolved last month -- is that the direction we've

13

substantially improved our competitiveness on our

13

been given is, okay, we've made a couple of years'

14

base pay. You can see in some of the exhibits, in

14

budgets where we focused on base pay. Let's get an

15

some of the background materials, the way the curves

15

element of the incentive built in here, because

16

are much more normalized in that regard now, in terms

16

that's the most conspicuous gap between us and our

17

of who's at what portion of a competitive market

17

competitors, and it provides the superior degree of

18

level of pay.

18

alignment. I think that's a fair observation, and

19

that's what we're trying to get underway now.

19

However, as is often the case when there are

20

competing needs, there were changes made in the

20

21

proposals in each budget year, and we ended up with

21

Mercer and the IAC and the comp committee did a

22

less than what was requested in both years. Pretty

22

significant amount of work on this effort previously

23

normal outcome in any budgeting process. But as a

23

and came up with essentially a number of policy

24

result, we haven't made quite as much progress as we

24

attributes that create the proper alignment between

25

might have hoped by now.

25

stakeholders and employees, and those were reflected
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8

1

in a series of designs that the comp committee -- a

1

2

series of design attributes that the comp committee

2

of the elements that we hope to capture in any

3

discussed and adopted over the prior couple of years.

3

incentive program is a retention device. So to the

4

extent any incentive comp is awarded, only half of it

4

And where we are now is that we have done some

I say the first part because you will recall one

5

additional work at the State Board to try and fill in

5

would be paid out in the year in which it's earned,

6

the detail of what the financial and nonfinancial

6

and the second half would be paid out in the

7

criteria would be by which those who would be

7

subsequent year, contingent upon that individual

8

eligible for incentive comp would be judged and, to

8

still being at the board and still being in good

9

the extent incentive comp is triggered and earned,

9

standing.

10

would be awarded.

10

Which brings up another issue, which is in order

11

So what we would like to do is re-create a

11

to put a program like that in place July 1 and make

12

channel in the form of a comp committee for the IAC

12

sure the IRS is not potentially taxing people

13

to hear these recommendations, evaluate them, use

13

incorrectly, we'd have to file a plan document with

14

your experience, insight and judgment to help us get

14

the Internal Revenue Service and make sure our ducks

15

to the right place and advise the trustees

15

were in order there.

16

accordingly, with the desired end game from our

16

17

perspective to be, we would like to commence a

17

October 1 or any other number is that, particularly

18

measurement period starting with the 15/16 fiscal

18

given our status as a public plan, I think it's

19

year, which will commence July 1, 2015, and end on

19

absolutely critical that we have no ambiguity

20

June 30, 2016, such that when we hit the end of that

20

whatsoever about what our performance numbers are on

21

fiscal year June 30, 2016, and we get the audited

21

which any incentive activity might be based.

22

performance numbers that will be available in the

22

23

fourth quarter of that year, if we qualify, we'll be

23

the year that's subject to external audit. So it is

24

in a position to pay out the first part of incentive

24

absolutely airtight in terms of its integrity. And

25

comp.

25

rather than use any other time period than July 1,
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1

June 30, our thinking was, why take the risk of any

1

the details. So hopefully there's also consensus

2

kind of restatement or clawback or anything like

2

that we as a full board shouldn't try to be -- all

3

that? Even though any sort of restatement is

3

nine us focus on the details, and in fact a group of

4

extraordinarily rare at the board, who needs the

4

us should in fact dive into the details and come up

5

risk? In a public environment, it's just destructive

5

with appropriate criteria, time frame, participation,

6

and caustic.

6

et cetera, et cetera, along with the consultant.

7

So our thinking was, try and get at least a

7

8

rudimentary plan in place at a bare minimum for those

8

a subcommittee, I'd like to hear any disagreements on

9

members of the SBA team who report up to me, and then

9

that at this point, but let's assume there's going to

10

have the IAC's comp committee spend more of its time

10

be a subcommittee. Are there any disagreements on

11

doing what I can't do, which is my compensation and

11

the subcommittee?

12

what the criteria are by which my performance should

12

13

be judged.

13

assume that there is a consensus we want to form a

14

subcommittee. It seems to me the next thing to

14

So I think that's the general background. And

And so if there is a consensus we ought to form

So if there is agreement -- hearing none, I will

15

I'm happy to answer any questions, or if I've left

15

discuss, before we select a subcommittee, is an

16

something out, please give me a prod, and I'll try

16

agreement among ourselves what we expect of the

17

and fill it in.

17

subcommittee. And I'll go first, but somebody else

18

can chime in.

18
19
20
21

MR. COBB: Good. I think -- am I echoing again?
Is there an echo again?
MR. COLLINS: No. And this is Peter Collins, by
the way. I joined.

19

It seems to me that the subcommittee,

20

compensation subcommittee should be like it is on any

21

large organization, be it a public company or be it a

22

MR. WILLIAMS: Welcome, Peter.

22

university or big museum or whatever other charities

23

MR. COBB: So hopefully there is an agreement at

23

or public companies you've served on, or government

24

this point in our dialogue that an incentive

24

entities, that the compensation committee should get

25

compensation plan is warranted, and the devil is in

25

into a level of detail that the full board can't,
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1

that the compensation subcommittee will get into some

1

MR. JONES: I agree as well.

2

personal and confidential things that maybe the full

2

MR. COBB: Okay. Well, hearing none, I think

3

board will not.

3

that -- now, from my point of view, I'm going to tell

4

you, I think we at the full board should give some

4

And so, therefore, what we're looking for the

5

subcommittee to do is to come back with a report and

5

macro direction to the subcommittee up front. But,

6

that what we as the board will do is give it a smell

6

again, you know, not details, but macro. And I have

7

test. And maybe an analogy would be sort of like

7

shared with Ash some of my kind of macro concerns.

8

fast-track, which is a debate here in the United

8

At the last time around, I personally was

9

States Congress right now, that do we give the

9

uncomfortable with 100 percent of the quantitative

10

president the right -- and in my judgment we should

10

criteria, which would be 85 percent of Ash's bonus,

11

be giving the president of the United States the

11

with 85 percent of the criteria, financial criteria

12

right to negotiate the trade deal, and then Congress

12

being solely on benchmarks. I'm convinced that

13

could give an up or down vote. But clearly there's a

13

benchmarks is the most important of the criteria of a

14

role for Congress. The president has to come back to

14

quantitative plan, but that in addition, absolute

15

Congress for an up or down vote. Similarly, I think

15

performance should be considered.

16

our subcommittee would come back to our full board

16

17

for an up or down vote, but that we should not be

17

guess it's still part of this dialogue, that there

18

trying to micromanage that subcommittee.

18

would be, if there was a loss and we as a committee

19

had less of a loss, that the payment wouldn't be made

19

Is there an agreement on that, that's what we're

Now, in response to that, last time -- and I

20

trying to do with the subcommittee? Is there

20

until there had been two quarters of profit. From my

21

agreement on that?

21

point of view, that wasn't quite strong enough in

22

MR. HARRELL: Yeah, I agree with that.

22

terms of absolute performance, that if in fact we had

23

MR. COLLINS: I agree.

23

another 30 percent loss, even though we maybe would

24

MR. COBB: Is there anybody who disagrees with

24

only lose 28 percent, I mean, I think the case for

25

the full incentive bonus was weaker than with strong

25

that?
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14

1

absolute performance. And then, secondly, I think

1

particularly since the previous committee had to deal

2

was the issue of peer review, how we compare to

2

both with competitive salary and with incentive.

3

others.

3

This is going to be mostly focused on incentive.

4

Now, I might be the only person that thinks

4

MR. COLLINS: So, Will -- this is Peter Collins.

5

that -- I might be the only person that's

5

6

uncomfortable with benchmarks being the total point,

6

7

but let's discuss that at this point. And if I am

7

the topic the ambassador is focused on is of interest

8

the only position, then let's just forgot it. But

8

to me, too.

9

what's the rest of the view of the committee on the

9

10
11

instructions we're going to give our committee?
MR. HARRELL: This is Will Harrell. I guess the

Do you have a follow-up on that?
MR. HARRELL: No. Just that -- I mean, I think

MR. COLLINS: Well, I agree. This is Peter.

10

I'll put my hat in the ring on what the ambassador

11

said. I do share that concern. I guess the other

12

question I have is to what degree are we -- well,

12

question that I have, I came onto the Advisory

13

first, let me say you're not the only person that has

13

Council as this was really getting wrapped up. I

14

some concerns about that. And then my question is,

14

think we might have talked about this incentive or

15

to what degree are we going back and just readopting

15

the changes in the compensation a little bit at one

16

what we did before and to what degree are we sort of

16

of the first meetings that I was at, but that was it.

17

reopening it and starting on a blank slate?

17

18

MR. COBB: Well, one person's view on that, I

So I really -- outside of what Ash sent out to

18

us, which I read through, I had no real previous

19

think we ought to take advantage of the good work

19

knowledge of this, or the structure or the time and

20

that was done before. But I'm mentioning one piece

20

the subcommittee, et cetera. So I guess my question

21

of the hundreds of details in the previous one. I'm

21

is a little bit -- the ambassador said it, was

22

mentioning one piece that I was personally

22

alluding to it. There was a lot of good work done.

23

uncomfortable with.

23

I know that the subcommittee and the IAC spent a lot

24

of time on this.

24
25

But I'm not sure this new subcommittee needs to
spend as much agonizing time as the other one,
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15

16

1

what Ash said relative to his performance? What are

1

2

we being asked to do? Are we going to redo their

2

3

recommendations? Are we just going to focus on this

3

know, we addressed the issues of bases, but we didn't

4

one aspect of it, as the ambassador talked about?

4

address for a long time the incentives. And it's

5

been dormant for quite a while. And Mercer did good

5

MR. COBB: Again, maybe we'll answer that

you.
MR. PRICE: Okay. I was just going to say, you

6

question after we pick the committee, but I guess

6

work on comparables and benchmarks. And I think our

7

from my point of view, the committee should come back

7

focus is going to be mostly on the incentives versus

8

with a recommendation that has a 99 percent chance of

8

a benchmark going forward.

9

being accepted by the trustees. Last time, I think

9

And I think, you know, I always worry, being in

10

we came in with a plan that was maybe 50-50

10

the business for 40 years, paying analysts and money

11

probability of being accepted. And maybe the

11

managers for 40 years, and I'm still doing it, you

12

environment was different just before an election and

12

know, of losing good people and then having to

13

some other things.

13

re-create what we already have. I told Ash a little

14

turnover is good, but too much turnover is bad, and

14

But I think we want the subcommittee to come up

15

with a plan that's going to be highly probable it's

15

no turnover is bad. We don't want to be in a place

16

going to be accepted. From my point of view, I think

16

of not addressing incentives for a long period of

17

a lot of good work was done previously, so I don't

17

time and having good people leave who are very

18

think you need to start with a blank sheet of paper.

18

familiar with the portfolio.

19

I think you can use a lot of that stuff, but maybe

19

MR. WENDT: Gary Wendt has three questions. And

20

tweak here and there.

20

I'm hoping that the answer to these questions will at

21

least clarify my understanding of what is happening

22

here, the process. The first one I wanted to ask --

23

I'll ask two of them at this point. The first one

24

is, have the trustees not approved this plan already?

21
22
23
24
25

Ash, why don't you respond to that, or somebody
else on the committee.
MR. PRICE: This is Michael Price. Do you want
to go ahead, Ash?
MR. WILLIAMS: No. I'll defer to you. Thank
ACCURATE STENOTYPE REPORTERS, INC.
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18

1

that. The answer is, the background information on

1

and, further, that the IAC has done the work on it,

2

the plan has been built into the budgets for the

2

we've approved an incentive program, with the detail

3

13/14, 14/15 and now the 15/16 fiscal years.

3

filled in that we didn't have previously, and we're

4

Importantly, in the budget for the 15/16 year, the

4

going to be moving forward, so keep the faith and

5

trustees specifically put in an amount of $750,000 as

5

stay in your job. That's the message.

6

an initial encumbrance, if you will, for incentive

6

7

comp payments that could potentially occur during the

7

odd thousand dollars that is in the budget, at least

8

fourth quarter of 2016, consistent with the

8

for now, of that amount, did the trustees tell us how

9

measurement period I described earlier.

9

we were supposed to spend it? What I'm trying to get

10

at here is, why are we thinking about any changes to

10

So it is that budget decision in the 15/16 year

MR. WENDT: A follow-on. Of the 700 and some

11

that gives us the current focus on the incentive

11

the plan that we put together two or three years ago

12

piece, because unlike the prior two years, the amount

12

but didn't have the money to fund it?

13

of money that was set aside for recruitment and

13

14

retention purposes and bases is much, much smaller.

14

trustees did not approve the plan, and now they're

15

So really there are not going to be any significant

15

looking to us to come up with a recommendation. And

16

raises, broadly certainly, in base pay for SBA staff

16

it's possible they will approve the same plan, or

17

during calendar 2015.

17

it's possible we'll tweak it and improve the

MR. COBB: It's my understanding, Gary, that the

18

And, in fact, if we can get an agreement on an

18

probability. That's for the compensation

19

outline of an incentive plan in time to be approved

19

subcommittee to deal with.

20

at the meetings the IAC has coming up June 22 and the

20

21

trustees June 23, then we would be in a position to

21

authority (inaudible) because the trustees don't know

22

at least say to our people, okay, look, everybody is

22

how we're going to spend that money. Is that

23

still on the track of making us competitive, as

23

correct?

24

evidenced by the fact that the trustees have actually

24

MR. COBB: Ash, that's my understanding.

25

put some money in for the first wave of the incentive

25

MR. WILLIAMS: I think there's a nuance here
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20

1

that's sort of between those two statements that have

1

germane to that. My second question has to do with,

2

been made or the question and the answer that was

2

since we delayed the implementation of any incentive

3

provided. And that would be that what's different

3

plan until now, I think we did that because there was

4

this time is that the trustees made an explicit

4

no money in the budget for a couple of years, are

5

budget category for incentive comp. That's what's

5

there any issues with us having a plan, whatever it

6

new.

6

turns out to be, putting it in place and then there

7

not being money in next year's budget to pay for it?

7

And so what we told them we would come back to

8

them on, and it's consistent with all of the

8

9

conversations we had in the IAC back in '12, '13, 14,

9

MR. WILLIAMS: Well, I think a reality of any
budget process is that's always a risk. As a

10

is we will go back, work on the detail of how we

10

practical matter, I would say that the trustees are

11

would execute -- as the ambassador said, because the

11

well familiar with the history on this and that there

12

devil is in the details of any incentive program, we

12

has been a terrific amount of good work done that is

13

would go back and fill in some additional detail on

13

known to the trustees. And I think the task at this

14

what our execution plan would be, run that by the IAC

14

point is less of a reinvention of the wheel and more

15

as a sanity check, and then share it with the

15

of a refining of the wheel we have before us.

16

trustees, just as I shared with them, with the

16

MR. COLLINS: This is Peter Collins. Are we

17

offices, information that we did on bases before we

17

refining the wheel because they don't like the wheel,

18

implemented it, because we're fully transparent with

18

or are we refining the wheel because the wheel was

19

our trustees.

19

lacking completion?

20

MR. WENDT: Thank you. I think I understand the

20

MR. COBB: I was going to address that. I have

21

answer to that question, which is we're basically

21

had a long conversation with Jeff Atwater, the chief

22

wide open now. We could redo the whole thing if we

22

financial officer. And his view is that the last

23

wanted to because they don't know that we have done

23

plan was thoughtful and good and he was probably

24

something to begin with. So that answers that.

24

inclined to vote for it but that he, in his mind, the

25

only thing that maybe would improve it was to have

25

But this is a question, and this is directly
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21

22

1

more focus on peer comparison. That's one input from

1

to the trustees. And there is a detailed

2

one trustee. He was prepared to vote for the other

2

compensation plan.

3

one, but he might prefer some elements relating to

3

4

peer review. In other words, i.e., other pension

4

5

funds. More particularly, i.e., other state pension

5

6

funds and their results that have similar risk

6

what I wanted to do here, which is to discuss that

7

profiles as ours.

7

one subject. There is one other subject that was

MR. COLLINS: Okay. So if we -- I'm sorry. Go
ahead.
MR. COBB: Okay. I think we've accomplished

8

MR. COLLINS: And that gets to your comment

8

discussed, and Martin Garcia was concerned about

9

about not just -- not so much focus on benchmark; is

9

Mercer being the consultant. And at the time I

10

that right, Mr. Chairman?

10

thought it was a legitimate question. I think, in

11

MR. COBB: Yes.

11

the eyes of the trustees, that has been resolved, and

12

MR. COLLINS: And I'm sorry, but again, I wasn't

12

that there is a view that Mercer is the most

13

around. I think most of you-all were when they did

13

qualified person to be the consultant. They did a

14

the last comp subcommittee. So did we actually

14

good job last time. They probably lost money doing

15

have -- because what I got from the conference call

15

it last time and are probably the right people to do

16

piece, I can't see if there was a detailed piece on

16

it again.

17

the incentive comp, if that had already been set up

17

But it seemed to me that's another macro issue

18

by the previous subcommittee, and are we -- or are we

18

that we should deal with and make sure everybody is

19

really supposed to focus on that because that piece

19

comfortable. Again, it's my view that all the

20

was missing, or -- I'm just a little unsure about the

20

trustees are comfortable with Mercer. Clearly,

21

incentive comp.

21

management is. And so hopefully everybody is

22

comfortable with Mercer being our main consultant.

22

MR. COBB: You will see in the documents, there

23

was a definitive recommendation made by the

23

MR. GARCIA: Mr. Ambassador, I don't recall

24

consultant, and the compensation committee approved

24

having an issue with Mercer or their qualifications.

25

it, and the full board approved it, and it was sent

25

My issue was in terms of who retained Mercer. And I
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23

24

1

felt that the IAC should directly have retained them,

1

Taylor. I'm just kind of interjecting here for a

2

as opposed to management. And that was the issue

2

little bit of maybe a procedural break point, just to

3

that I raised.

3

kind of wrap things up, because it seems that you-all

4

have had a great discussion sort of getting to this

4

MR. COBB: Okay. So in this case, I guess -- I

5

guess I'm bringing that up to make sure that the full

5

point. And maybe right now would be a good time for

6

board are comfortable with our compensation committee

6

a motion, just to be on record and sort of

7

using Mercer. And so unless somebody disagrees with

7

formalizing the action of the committee, a motion

8

that, then hopefully it's unanimous that we think

8

recommending the formation of a compensation

9

Mercer is the right person to be our consultant here.

9

subcommittee, retaining Mercer as the consultant, the

10

MR. GARCIA: I never had any objection to Mercer

10

scope of the -- as you had mentioned, the discussion

11

regarding the scope of the full committee of the IAC

12

with respect on the recommendation of the

11
12

at all or their qualifications.
MR. COBB: Good. Okay. So I guess it's

13

unanimous then. There's no concern with Mercer

13

subcommittee, just some sort of summarizing motion,

14

being -- and we effectively, by this approach I'm

14

kind of bringing home all the points that you-all

15

taking here, we're approving Mercer. So with that, I

15

have discussed so far.

16

think we have maybe a consensus of what we expect of

16

17

our compensation committee. I think we've had

17

next point of then appointing the members to that

18

general discussion of the macro issues and that we're

18

committee.

19

pretty much prepared hopefully to be comfortable with

19

20

a yes or no vote without a lot of (inaudible).

20

motion? I'm looking for somebody to make that

21

motion.

21

And so maybe I think the next part of the agenda

And then that would be a nice transition to the

MR. COBB: Good. So who would like to make the

22

should be to talk about who are the best

22

23

representatives. I think one of the first things

23

24

that I think is important, that each of the --

24

MR. COBB: Is there a second?

25

MR. PRICE: Second.

25

MR. TAYLOR: Ambassador, hi. This is Lamar
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26

1

MR. COBB: Is there further discussion?

1

2

MR. TAYLOR: I apologize again, Ambassador.

2

it's just cutting out people's response. I think

3

Maybe just for our reporter, just kind of clarifying

3

that might be what's happening.

4

for the record, the motion would be moving to form a

4

MR. WILLIAMS: So, Ambassador, this is Ash.

5

compensation subcommittee of the IAC, that Mercer be

5

What has happened is Bobby Jones made the motion that

6

retained as the consultant for purposes of that

6

Lamar clarified. Michael Price seconded it.

7

committee's function, and that the role of the full

7

MR. COBB: All in favor say aye.

8

IAC with respect to the subcommittee is to receive

8

(Ayes)

9

the recommendation of the subcommittee for an up or

9

MR. COBB: Okay. That motion passes. Am I

10
11
12

down vote. That would be the -MR. COBB: Good. I didn't hear who made the
motion. Hopefully they agree --

10

MR. COLLINS: I think you're echoing again, and

still getting an echo?

11

MR. COLLINS: Yes.

12

MR. COBB: Am I getting the echo just at

13

MR. JONES: This is Bobby Jones. I did. I

13

Tallahassee, or am I getting the echo to the other

14

think that Lamar summarized it very well. That would

14

recipients?

15

be the motion.

15

16

MR. COBB: And so the seconder was whom?

16

17

MR. PRICE: Michael Price seconded.

17

18

MR. COBB: Okay. If everybody agrees with the

18

MR. WILLIAMS: You're not echoing in
Tallahassee. You sound fine here.
MR. COLLINS: You're echoing on the conference
call.

19

motion and the second, is there any other discussion

19

MR. GARCIA: Yeah, you're echoing for me, too.

20

or comment, or are we ready to vote? Who just said

20

MR. COLLINS: It could be somebody else has

21

something that was garbled? I did not hear that. I

21

got -- it could be it's just tripping up because

22

did not hear who --

22

somebody has got it on speakerphone and that's

23

cutting it out.

23
24
25

MR. COLLINS: I think you're echoing again,
Ambassador.
MR. COBB: Excuse me?
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ACCURATE STENOTYPE REPORTERS, INC.

27

1

3

1

help.

2

28

MR. COBB: I'm going to go off of mute. Does
that help?

2
3

MR. WILLIAMS: I think we need a communications
subcommittee.
MR. COBB: I'm going to go forward anyway.

4

MR. COLLINS: That's better.

4

There needs to be three representatives. I've had

5

MR. COBB: Okay, good. Okay. We have now made

5

conversations with the Chief Financial Officer

6

that decision. So next is the committee. Hopefully,

6

Atwater, as I mentioned, and he thought that Peter

7

there's an agreement that each of the trustees should

7

Collins would be the best representative from the

8

have at least one representative on the committee.

8

chief financial officer's.

9

And, further, I think -- I'm getting an echo again.

9

I have the impression, and I could be wrong on

10

MR. COLLINS: Pick up your handset.

10

this, Ash, but I have the impression you have talked

11

MR. COBB: I have the handset picked up. I

11

to people in the Attorney General's Office about

12

think it's the conference line, but I'm going to make

12

various options, and they agreed that each person

13

another call, so I'm going to hang this up. Excuse

13

should have one and that they had somewhat of a

14

me.

14

preference for Will Harrell to be one of the

15

representatives.

15
16

Hello. I'm still getting the echo. This is
with another fixed line.

16

And then in communications with the chief

17

MR. WILLIAMS: Is anybody else having an echo?

17

financial officer, we talked about a committee of

18

MR. GARCIA: I am.

18

maybe five, and including Michael Price and Gary

19

MR. DANIELS: I don't hear an echo.

19

Wendt and Les Daniels, all because they're hopefully

20

MR. WENDT: Connecticut is okay.

20

going to encourage the governor to be positive about

21

MR. COBB: So is it just Martin? Am I having it

21

this, and secondly, they all have been on the

22

committee for a long time and have just been

23

reappointed for a four-year term.

22
23
24
25

just with your phone?
MR. WILSON: The Mercer folks can hear the echo
as well.
MR. COLLINS: Should we set up a subcommittee?
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1

Michael, are you prepared to be that chair?

30

1

MR. COBB: Does Chuck Cobb have an echo? Good.
MR. PRICE: So what I was about to say is that

2

MR. PRICE: Yes, I am.

2

3

MR. COBB: So what I would like is, Michael, for

3

there's a currently scheduled meeting of the full

4

you now to respond on some of your ideas for the

4

board June 22nd, and I think between now and then we

5

committee, how you hope it will work, what you hope

5

have enough time to review the Mercer memos and the

6

to accomplish, and let's see whether the full board

6

history of this, some of the Mercer recommendations.

7

is comfortable with your comments, direction and

7

8

leadership, and then we'll have a vote for these five

8

middle of that period of time so that people have

9

people and you as the chairman.

9

time prior to the call, on the subcommittee, to ask

10

MR. PRICE: Fine. Thank you. We have currently

And if we can schedule a call sometime in the

10

questions and think about the Mercer recommendations,

11

scheduled a June 22nd full board meeting. And I

11

and then we have a discussion in mid-June or so prior

12

think we have enough information in front of us from

12

to the June 22nd meeting, which we'll attend.

13

the --

13

MR. COBB: Did everybody hear Michael? Because

14

MR. COBB: I'm getting the echo from Michael.

14

I heard an echo, but I think I heard it. Did

15

MR. PRICE: Can you hear me okay?

15

everybody else hear it?

16

MR. COLLINS: Let's try this. Can everybody

16

17

mute their phone that isn't talking, so Michael would

17

out any of it, but if somebody just restates it

18

be the only person talking?

18

briefly.

MR. HARRELL: This is Will. I could not make

19

MR. WENDT: Total chaos.

19

20

MR. COBB: Because I can't hear.

20

21

MR. COLLINS: How about if we all hang up and

21

MR. PRICE: Yes.

22

MR. COBB: Yes.

22

call back in?

MR. WILLIAMS: This is Ash. Let me see if I can
help. Can everybody hear me clearly?

23

MR. COBB: Okay. Let's do that.

23

MR. HARRELL: Yes.

24

(Off the record)

24

MR. WILLIAMS: Okay. So Mr. Price's suggestion

25

MR. PRICE: Okay. Do we have everyone?

25
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1

Tallahassee. It's the annual joint meeting of the

1

2

IAC and PLGAC. The notion would be that in between

2

3

now and that meeting, somewhere in mid-June perhaps,

3

(Ayes)

4

that we schedule another telephone conference after

4

MR. COBB: Anybody opposed? Hearing none, we

5

everyone has had an opportunity, on the comp

5

6

committee, has had an opportunity to review the

6

MR. WILLIAMS: Who was the second on that? The

7

background information Mercer has provided and the

7

court reporter didn't pick it up. Who seconded that

8

other background provided, come up with any

8

motion that Mr. Jones made?

9

modifications that you feel are needed, and let's

9

10

discuss it and be ready to come to the IAC with a

10

11

recommendation from the comp committee on 22 June.

11

MR. WILLIAMS: Les did, good. Thank you.
MR. PRICE: (Inaudible) for either the week of

12

MR. PRICE: That's right.

12

13

MR. COBB: Okay. Good. So is there a motion to

13

MR. COBB: Any objection? If not, all in favor
say aye.

have a committee, a chairman.

MR. DANIELS: This is Les Daniels. I'll second
it.

the 8th or the week of the 15th?

14

approve the five-person committee and Michael as the

14

MR. WILLIAMS: Yes.

15

chair and the schedule that Michael has drawn out?

15

MR. WENDT: Gary Wendt would now like to ask a

16

Hearing no objection, is there a motion to that

16

third question, if it's appropriate. If it's not, I

17

effect?

17

can hold it.

18

MR. JONES: So moved. This is Bobby Jones.

18

19

MR. WILLIAMS: Did everybody hear the chairman's

19

20

request for a motion?

20

MR. COBB: Yes, sir. You have no echo. That's
great.
MR. WENDT: My third question was to you,

21

MR. COLLINS: Yes.

21

Mr. Ambassador, and I think there was one other

22

MR. HARRELL: Yes.

22

person also who said that they thought too much

23

MR. DANIELS: I thought I heard Bobby Jones make

23

weight on the financial performance versus benchmarks

24

was not right. And I just wondered what you would

25

replace that with.

24
25

the motion.
MR. JONES: Yes, sir.
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1

MR. COBB: A possibility -- again, I don't want

34

1

Mr. Chairman, of the compensation committee, you can
adjourn or continue.

2

to be accused of micromanaging, but a possibility

2

3

would be with 50 percent on benchmarks and maybe

3

4

25 percent on peer comparisons and 25 percent on

4

members have got the material that I received,

5

absolute performance.

5

correct, including the Mercer background? So what

6

I'd like to do is have people have a week to study it

6

MR. HARRELL: And this is Will. And I'll -- you

MR. PRICE: Well, Ash, I assume that all the

7

know, my two cents, I would like to see it tied to

7

and think about it and think about the need for

8

long-term achievement of the actuarial rate of return

8

adjustments, and then we'll get a call together for

9

that fully funds the liabilities.

9

the second or third week of June, before the

10

MR. COBB: I'm convinced this committee is a

10

June 22nd meeting.

11

terrific committee, with a lot of smart people, and

11

MR. WENDT: Sounds good.

12

is going to come up with a great plan.

12

MR. PRICE: We'll be adjourned.

13

MR. COBB: Thank you.

14

MR. WILLIAMS: Thank you all very much.

15

(Whereupon, the meeting was concluded at 2:55

13
14
15

MR. WENDT: Thank you, Will, for those thoughts.
We need to consider that.
MR. COBB: Anything else to come before this

16

committee, or can we adjourn? And have better

16

17

communications for the next phone call.

17

18
19

MR. WILLIAMS: I'm into that, or perhaps we
could all meet in Greenwich.

18
19

20

MR. WENDT: Or New York City or someplace

20

21

convenient. Is the compensation committee still in

21

22

session, or have we started, or are we -- is this the

22

23

end of today?

23

24
25

MR. COBB: This is the end of the board meeting,
and the compensation committee has started. But,
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INVESTMENT ADVISORY COUNCIL MEETING

4

1

MR. WILLIAMS: Thank you, Mr. Chairman. I would

2

* * *

2

echo your thanks not only to the comp committee

3

MR. COBB: Well, I think it's 1:00. So I

3

members but to the members of the IAC as well, who

4

welcome everyone to this meeting. I'd like to

4

have worked for a long time on some of the -- the

5

particularly thank our subcommittee on compensation

5

proposal we have coming before us a little bit later

6

and particularly the efforts of Chairman Michael

6

this afternoon.

7

Price, who did a lot of work prior to that meeting.

7

8

And I think you have developed an excellent

8

this in the joint meeting, but to the extent we have

9

recommendation, which we'll hear from later in this

9

listeners who were not present for the joint meeting,

10

I would say that through yesterday's close, the fund

11

is up 4.98 percent fiscal year to date. That's 141

10
11

agenda.
The first order of business is to approve the

Also, sorry to be repetitive, because we covered

12

minutes of the last meeting. Is there a motion that

12

basis points ahead of target. The balance is at

13

they be approved?

13

$150.5 billion. That's 1.4 billion above where we

14

MR. PRICE: Move it.

14

closed the prior fiscal year, net of distributions of

15

MR. COBB: Second by anybody?

15

$600-million-plus monthly.

16

MR. JONES: Sure. I'll second it.

16

Happy to say that all asset classes are

17

MR. COBB: The minutes have been moved and

17

performing ahead of target, very pleased with that

18

seconded. Any other suggestions for changes or

18

outcome. It continues to be a challenging

19

comments? Hearing none, all in favor of the minutes

19

environment. I was interested this morning early to

20

being approved say aye.

20

listen to yet another iteration of the Greek drama,

21

(Ayes)

21

where yet again we're at the brink, yet again a

22

MR. COBB: Any objection? Hearing none, they

22

solution was supposed to be in place, yet again

23

there's not one, and yet again everybody is committed

24

to coming up with one in the near term. The good

25

news it seems to be more or less priced into what we

23
24
25

passed.
So, Ash, please give us your report and your
opening remarks.
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1

see before us.

2

So with that, I would simply move on into the

6

1

and processes around portfolio construction, discuss

2

the performance of our asset class and its various

3

meeting, I believe. I don't think there's anything

3

components. I will then turn it over to Cambridge,

4

else of a broad nature that I need to draw attention

4

who will briefly discuss the current private equity

5

to.

5

environment, take a look at our pacing model and also

6

touch on our program's performance.

6

MR. COBB: Okay. We'll wait and loop back to

7

questions after we hear the reports from the various

7

8

asset classes. And John Bradley is first.

8

equity has a target allocation of 6 percent of the
total fund, an allocation range of 2 to 9 percent,

So as a quick refresher for the group, private

9

MR. BRADLEY: Thank you, Mr. Chairman. It's my

9

10

pleasure to present our asset class today. I'm John

10

and we're currently at 5.7 percent, or right at

11

Bradley, senior investment officer, strategic

11

target.

12

investments and private equity, where my focus is on

12

13

the private equity asset class.

13

utilizing a prudent process to maximize long-term

14

access to attractive risk-adjusted investment

14

I have with me a member of our team, Wes Bradle.

Per the investment policy, we are charged with

15

Wes is a senior portfolio manager. He joined us

15

opportunities through the use of partners with

16

almost 18 months ago from the California Public

16

appropriate financial, operational, investment

17

Employees Retirement System, also known as CalPERS.

17

experience and resources, alignment, transparency and

18

He was a member of the CalPERS team for six years,

18

repeatability and controls on leverage.

19

where he was responsible for sourcing and due

19

We are staffed with six investment

20

diligence. We'll also joined by our asset class

20

professionals, a senior investment officer, two

21

consultant, Cambridge Associates. With us are Sheila

21

senior portfolio managers, two portfolio managers and

22

Ryan, Liqian Ma and Marina Kedrun.

22

one senior analyst. Our primary benchmark is the

23

MSCI All Country World Investable Market Index, plus

23

So I thought I'd start with a quick outline of

24

what we're going to cover today. Wes and I will

24

a 300-basis-point premium, and our secondary

25

begin with an overview of our program, our thoughts

25

benchmark is the Cambridge Associates peer benchmark.

ACCURATE STENOTYPE REPORTERS, INC.

ACCURATE STENOTYPE REPORTERS, INC.

7

1

Now, internally at the asset class level, we

8

1

as discuss some of the tools we use in our diligence
process.

2

have three goals or objectives. They are, one, to

2

3

create a portfolio that outperforms both our primary

3

4

and secondary benchmarks, while remaining within the

4

5

bounds of our asset class risk budget. Two, to

5

MR. BRADLE: I'm not going to comment on that.

6

construct the portfolio to avoid concentrated

6

MR. BRADLEY: No comment? Okay. So the heart

7

exposure to a particular vintage year, manager,

7

of managing our program and building our portfolio is

8

strategy or geography. And finally, three, to

8

the strategic planning process for the production of

9

establish prudent portfolio diversification, while

9

our annual investment plan. And this plan serves as

10

minimizing proliferation of manager relationships.

10

a roadmap for upcoming years, as well as sets the

11

tone in our beliefs internally around things such as

11

And this last goal is important in that it

MR. COBB: And hopefully he can contrast that
with his previous employer.

12

requires us to be disciplined and to invest with

12

allocation to strategies, portfolio construction, the

13

conviction, as it's far too easy to lose focus and

13

appropriate number of managers we should have in our

14

find that one day you have a portfolio of over 100

14

portfolio, and attractive geographies, et cetera.

15

managers. Our program today consists of 47 active

15

16

managers, which given our size and I believe relative

16

including a portfolio construction model and a

17

to our peers, is very concentrated.

17

strategy heat map, both of which can be seen here on

18

the slide, as well as a number of in-house strategic

18

So managing our program involves four main

We use a number of models built internally,

19

functions, strategic planning, sourcing, due

19

planning sessions, both internally and with Cambridge

20

diligence and monitoring. We've discussed these in

20

Associates.

21

detail in the past, so I'll only briefly touch on

21

So I think the takeaway here is that we have a

22

these today. However, since we have Wes with us, I

22

very methodical approach to portfolio construction,

23

thought it would be both interesting and helpful for

23

one that's transparent, repeatable, and designed to

24

you guys to hear from Wes, and he's going to take us

24

impart discipline, which is a must when investing in

25

through how we evaluate prospective managers, as well

25

long-term, illiquid partnerships.
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9

1

Next we have sourcing, so establishing where we

10

1

cover that. Here we just show a few of the things

2

want to go and how much we want to put there. It's a

2

done to monitor the portfolio, including attending

3

start, but in order to execute, we need to source

3

annual meetings, participating on advisory boards.

4

investments. And so the market today for new fund

4

We hold an advisory board seat on a vast majority of

5

investments is very competitive and gaining

5

the funds in which we invest. As well as biannual

6

allocation to top performing funds is becoming

6

strategy sessions with our consultant Cambridge.

7

extremely difficult. So we're focused on finding,

7

8

staying in front of and ultimately gaining access to

8

five private equity sub-strategies. As you can see,

9

these top funds around the globe.

9

exposures to all five remain within range, and we

10

A lot of effort goes into our sourcing. And so

I'll now turn to our portfolio. We invest in

10

continue to reposition the portfolio, increasing our

11

as you can see here in this deal funnel, last year

11

allocation to growth equity, distressed and

12

our asset class made investments with five new GPs,

12

secondary, while decreasing our exposure to buyouts.

13

or GPs in which we had no previous fund investment

13

14

with. We actually made 24 investments on the year,

14

this every quarter. Not much has changed from a

15

but I've excluded the 19 re-ups or commitments to

15

sector perspective. The consumer and IT sectors

16

existing funds in order to show you the effort put in

16

remain our largest exposures, while geographically

17

to find these five new GPs.

17

the U.S. and Canada remain our largest geographic

18

exposure by a pretty wide margin.

18

And so for our five new GP fund investments, we

Next is our portfolio weights. We go through

19

reviewed 138 opportunities, took meetings with 91.

19

20

Thirteen of the fund opportunities made it to our

20

is as of 12/31/14. As we've done in the past, I've

21

full diligence process, and five made it into the

21

broken down our PE asset class returns into three

22

portfolio. And so this is about a 3 percent hit

22

components. There's total private equity, which is

23

rate, or to put it differently, we said no to

23

the SBA's entire history with private equity

24

97 percent of the new fund opportunities we received.

24

investments. There's the legacy portfolio, or

25

pre-asset class portfolio, which is everything prior

25

I'm going to skip over diligence, as Wes will
ACCURATE STENOTYPE REPORTERS, INC.
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ACCURATE STENOTYPE REPORTERS, INC.

11

12

1

to November '99. And there's the asset class

1

2

portfolio, which is everything post-November 1999, or

2

the buyout area, and yet buyouts are 60 percent of

3

post-formation of the private equity asset class.

3

what you do.

4

The asset class portfolio has performed nicely

4

MR. WENDT: Eight of your 12 are low priority in

MR. BRADLEY: Yeah. So this -- the colored

5

on an absolute basis and outperformed its longer term

5

chart, the low priority, is a going-forward kind of

6

10 year and since inception benchmark periods, while

6

model over the next three to five years on where we

7

our three and five year performance has trailed the

7

should spend our time. And so given that we are, in

8

benchmark slightly. Now, we have made up a lot of

8

our respect, we think we're over-allocated, at least

9

ground as of late, and we would expect our returns,

9

at the moment, in buyouts. So finding new buyout

10

as measured over the shorter time periods, to show

10

investments would be a low priority for us. So we

11

outperformance.

11

would rather spend our time --

12

MR. WENDT: Excuse me. Before you go too far, I

12

MR. WENDT: So you change this thing on

13

have a question that won't be relevant later.

13

14

Looking at -- you don't have any numbers on your

14

MR. BRADLEY: We do.

15

pages. Well, anyway, this one, looks like this, and

15

MR. WENDT: A lot of green in buyouts, and now

16

then you have another one that I'm sure you remember

16

17

that looks like this.

17

18

When you look at where your priorities are,

occasion. You change the colors on occasion.

it's a lot of green in small -- in growth equity.
MR. BRADLEY: Correct. So every year we'll meet

18

with Cambridge. We'll go through each sub-strategy,

19

there seems to be a total mismatch between the

19

its attractiveness. We'll talk through its exposure

20

priorities on your colored chart than your actual

20

in the portfolio, whether we feel we have enough of a

21

investments. Explain that, please.

21

single strategy or not enough. And that kind of

22

guides how we prioritize things and how we plan to
spend our time over the next few years.

22

MR. BRADLEY: Well, so I guess, when we look at

23

this chart, our exposure is also driven by market

23

24

value. And so when we go through, if we look at -- I

24

MR. WENDT: Well, since you're not as excited

25

think you're on this page, our areas of focus?

25

about the buyout business as you were apparently a
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14

1

few years ago, do you ever consider trying to sell

1

area that we're actively trying to increase our

2

your positions in some of the buyouts and investing

2

allocation, so those would be a higher priority area

3

it elsewhere?

3

for our staff when going out and meeting new funds,

4

creating new investments.

4
5

MR. BRADLEY: We do. So, absolutely, we price
our portfolio on a quarterly basis.

5

MR. PRICE: So can I chime in? Are your private

6

MR. WENDT: But you don't trade in it, do you?

6

equity managers industry-specific? Because most of

7

MR. BRADLEY: We do. So we've completed two

7

these guys are generalists, right? KKR or

8

secondary sales within the past 18 months. We

8

Blackstone, they can usually buy anything anywhere in

9

continue to --

9

the world, any size, whenever they want, right?

10

MR. PRICE: For what percent of carrying value?

10

11

MR. BRADLEY: What percent of the NAV was that?

11

portfolio is probably about 50-50 between generalists

MR. BRADLEY: Yeah. So I think today the

12

Probably roughly 1, maybe 2 percent of our

12

and industry specialists. You're absolutely correct

13

allocation, and so --

13

in the large buyout space. Probably 75 percent of

14

our large buyout funds are generalists. We do have a

14

MR. PRICE: No, no. You get a letter from a

15

private equity firm saying this is the value of your

15

few specialists in there. As we get smaller and push

16

investment in the fund. You then sell that fund.

16

into small buyout, growth equity, obviously venture

17

MR. BRADLEY: Yeah. So both sales are at a

17

is sector focused, those GPs in our portfolio tend to

18

premium to NAV, so at a premium to the current mark.

18

be all specialists.

19

But I guess a point, though, I wouldn't say large

19

20

buyout being red means that we don't like buyouts, or

20

can pretty much determine with the smaller buyout

21

the buyouts being red. It would just say, given

21

shops where you're going, but with the big boys, you

22

where the portfolio is today, given the number of

22

don't have much control?

23

managers we have, that it's not an area of focus to

23

MR. BRADLEY: Correct.

24

add new funds, to go source new investments.

24

MR. PRICE: So half your portfolio is with the

25

And so if you looked at growth equity, that's an
ACCURATE STENOTYPE REPORTERS, INC.
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big boys, half of the 15 -- is it 15 percent? Six
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16

1

percent of -- it's about 15 billion in total. So

1

chance. And so what that number doesn't include is

2

seven or eight billion is with big shops.

2

the kind of firms you're referring to, which may be a

3

$20 million buyout fund, you know, focused in a

3

MR. BRADLEY: It's probably closer to 30, and

4

that number is coming down. And so as we look at

4

single state out West. Those we'll prescreen out and

5

things, if we project forward and say where do we

5

not include in that 138.

6

what to spend our money, where are we going to put

6

7

our allocation, we've targeted buyouts in general to

7

last year in a fund, a $250 million fund, where we

8

be about 50 percent of the dollars we put to work.

8

put $25 million into. We've done $20 million checks

9

Within buyouts, as we break it into large, middle

9

of late. And so we kind of consider -- the full

I would say, however, we have invested over the

10

market and small market, I believe large buyouts is

10

market is available. And what we don't do and I

11

30 percent of that 50. And so we would envision

11

think what Wes will show you is, in our investment

12

70 percent of our buyout portfolio being in either

12

process, whether we look at a $200 million fund or a

13

middle market or small market, and largely with

13

$20 billion Blackstone fund, it's the exact same

14

sector-focused or industry-focused GPs.

14

process, the exact same criteria that the managers go

15

through. So that 138 would be fully vetted funds
that we could invest in if we were so inclined.

15

MR. COLLINS: If I may, Mr. Chairman. A state

16

like Florida, much like CalPERS, you can't -- you're

16

17

limited. And out of the 138 that you looked at, some

17

18

of those that didn't -- that you said no to, they

18

said is that 10 percent is the max you want to be of

19

never had a chance because of their size. Or is that

19

a fund?

20

138 -- are those 138 fully qualified for you, meaning

20

21

they can take an investment of $100-plus-million and

21

has been 25 percent. And so we've gone up to

22

it's not more than a certain percentage of their

22

25 percent. In a few instances we've gone over.

23

fund? So all those 138 qualified, but even of those

23

Frankly, the GPs are usually the constraint on that

24

138, how many of those really had a chance?

24

end. We would put more with some if we could, but

25

the GPs tend not to want any single LP to be more

25

MR. BRADLEY: So of the 138, all 138 had a
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1
2

than a quarter of the fund.
MR. PRICE: Do you segregate the six billion

18

1

over half a billion of cash coming into the program.

2

MR. COLLINS: Mr. Chairman, one comment on that.

3

three of unfunded commitments at all in the

3

So we've actually had this discussion at the last

4

portfolio? Is there any segregated reserve for

4

couple of meetings about, as Ash calls it, the high

5

unfunded, or you just figure that you're getting

5

class problem, and not being able to attain our

6

distributions in, you know, it's monthly, and no

6

target because of the cash coming in and having a

7

segregation?

7

3 percent hit rate on the firms that we're looking

8

at.

8
9

MR. WILLIAMS: We don't need to do segregation
because we've looked at that in the context of our

9

So I was actually a little surprised when we're

10

overall liquidity needs, including distributions, and

10

at 5.7 percent. That's up in terms of percentage of

11

we're managing our liquidity needs holistically. And

11

our target from the last time we discussed this. So

12

it has to be noted, too, and there was a graphic in

12

that's good. But we do have all that cash coming

13

here to this effect, that there's been very

13

back in, and you guys have got to stay ahead of it.

14

significant cash flow in from private equity and from

14

MR. BRADLEY: Yeah, absolutely.

15

strategic investments and from real estate.

15

MR. PRICE: One last thing before we let you

16

So we've got the high class problem of a lot of

16

move on. In a percent of funds you own, you own, I
think you told us --

17

cash coming our way from mature portfolios, and we

17

18

net all our liquidity out against that.

18

MR. BRADLEY: We have 47.

19

MR. PRICE: Forty-seven funds.

19

MR. BRADLEY: I think that number is close to a

20

billion dollars now over the last two years of net

20

MR. BRADLEY: Yeah.

21

cash inflows into the asset class. And if you looked

21

MR. PRICE: How many do you have side letters

22

at over the history, since the eighties, I think our

22

where you get significantly better terms for your

23

largest year of drawdowns has been around 400 million

23

size?

24

of net cash out of the private equity program, and

24

25

our largest inflow I think was last year at a little

25
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fund.
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1
2
3

MR. PRICE: But significantly better financial
terms.
MR. BRADLEY: Significantly better, I would say

20

1

of non-U.S. growth equity, all are outperforming

2

their Cambridge Peer Benchmark, with U.S. buyouts,

3

secondaries and distressed securities leading the
pack.

4

probably 40, 50 percent. So we absolutely actively

4

5

push for better terms, be they either economic terms

5

6

or governance terms, terms to align us with the GP.

6

If you were to look at the shorter term over the last

7

I would say we get those terms in 100 percent of the

7

three years, our venture portfolio has actually led

8

funds.

8

the pack, with a 20 percent annualized return,

9

followed closely by U.S. growth equity and U.S.

9
10
11

MR. PRICE: You do that with one in-house
counsel? Is one person here responsible for -MR. BRADLEY: We have the general counsel's

Now, these numbers are since inception numbers.

10

buyouts, both at 17 percent annualized returns. And

11

not surprisingly, our distressed securities strategy

12

office, which is a team. And then we also have an

12

has underperformed over the short term. They've

13

external counsel we use in New York that helps us.

13

performed poorest on an absolute basis at
12.6 percent.

14

MR. PRICE: Thank you.

14

15

MR. BRADLEY: I think we ended on this slide. I

15

16

think the only other thing here I guess I'd point out

16

recap of our activity over the first half of the

17

is we continue to oversee the complete wind-down of

17

year, over the last six months, we've committed

18

the legacy portfolio. As of today that portfolio has

18

1.25 billion to 14 funds, 920 million to 10 buyout

19

a market value of a few million dollars, the majority

19

funds, 187 million to two venture capital funds,

20

of which is the proceeds held in escrow. And so we

20

100 million to one growth equity fund, and 50 million

21

would expect that portfolio to be wound down in very,

21

to one secondary fund.

22

very short order.

22

23

So this slide shows performance of the various

23

So all in, my part of the presentation or the

So I'll now turn it over to Wes, who will talk a
little bit about our diligence process.

24

sub-strategies within the asset class. So within the

24

MR. BRADLE: Good afternoon. As John said, my

25

asset class, any sub-strategies, with the exception

25

name is Wes Bradle. I'm a senior portfolio manager
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22

1

on the private equity team, and I've been tasked with

1

this is really where the majority of investments are

2

presenting some key components of our due diligence

2

declined. We have our full diligence step, where we

3

process without causing you to fall asleep. So I

3

drill down on specific items related to the firm or

4

will do my best.

4

the fund. And I'll talk more about this shortly.

5

On this slide it talks about our investment

5

And then we have legal negotiations, and finally

6

process as being transparent and repeatable. And we

6

closing.

7

really feel like that is critical to successful

7

Once a fund passes the initial screening stage,

8

decision-making. This process ensures that

8

we begin full diligence. This starts with a meeting

9

regardless of who on our team is reviewing a fund,

9

with the GP at SBA's offices in order to gather more

10

the information we collect and the quality of

10

detailed information on the fund. This typically

11

analysis that we conduct is consistent.

11

includes an in-depth review of strategy, team, track

12

record, investment process and fund terms. Each SBA

12

But we also feel like a process is only as

13

strong as the people and the plumbing or the tools

13

private equity team member then rates the manager

14

available to implement it. So in terms of people, we

14

using our standard private equity score card. And

15

have smart, capable professionals who exhibit strong

15

the findings are discussed at our weekly meeting.

16

judgment and work as a team to execute new

16

17

investments. In terms of plumbing, the SBA has

17

our team drafts a two- to three-page preliminary

18

provided the tools necessary to effectively gather

18

diligence summary highlighting the fund's strategy

19

and analyze data, which can be particularly difficult

19

differentiation and performance relative to a

20

in private equity, where data is not always available

20

benchmark. And then the team meets again, and if

21

through systems and other things.

21

further work is warranted, we begin gathering data

If the team decides to move forward, a member of

22

As you can see, our diligence process can be

22

and populating the interim diligence summary, which

23

broken down into four stages. Initial screening,

23

is a 20- to 40-page memo that addresses standard

24

where we review a fund's strategy and portfolio fit

24

diligence items, as well as the spoke issues

25

in the context of the existing SBA portfolio. And

25

associated with that fund.
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1

Standard diligence items addressed in this memo

1

administration and compliance. So this is a very

2

include details on the fund's strategy, performance,

2

long, thorough document that we request.

3

team, organization, competitive position, market

3

We also have a quantitative data request tool

4

conditions, terms and key risks. Summary findings

4

that we send to each fund. And this includes more

5

from our due diligence questionnaire, our

5

than 70 data points for each company where the firm

6

quantitative data requests, reference calls and our

6

or the fund has invested. This data is then used to

7

on-site visit are incorporated into this memo as

7

test hypotheses and draw conclusions on a fund.

8

well, which you can see on the right side of the

8

So, for example, of the previous funds invested

9

slide. As an additional check, we engage Cambridge

9

in the geographies, strategies and sectors where the

10

manager invests today, which areas have outperformed

11

or underperformed. How does the performance of

10
11

Associates to write a prudent person opinion.
Again, our findings are then discussed and

12

debated by the team, and a decision is made to

12

previous funds compare to relevant benchmarks. If

13

approve or decline the investment. If approved, the

13

those same cash flows were invested in a public

14

investment approval memo is drafted and sent to the

14

market index, would the manager outperform. How much

15

executive director for approval, and then we begin

15

risk was required to generate the returns. Has one

16

legal negotiations.

16

company driven the majority of returns or was it

17

multiple winners. And these are really just a few of

17

As I previously mentioned, we leverage

18

standardized documents and data collection tools to

18

the areas we analyze to determine whether a fund

19

populate the interim diligence summary. The first

19

warrants a commitment or not.

20

one on the slide is the ILPA due diligence

20

We also utilize a legal terms checklist to

21

questionnaire. That's the Institutional Limited

21

review and score a fund on 65 different legal terms.

22

Partners Association. They have a standardized tool.

22

This helps us better assess alignment and identify

23

This includes 112 questions around the firm, fund

23

key red flags. And this tool, combined with our data

24

strategy, investment process, market environment,

24

analysis, allows us to tactically negotiate terms

25

legal terms, valuation, methodology, reporting,

25

based on key risks identified in the data.
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1

So, for instance, if a firm's performance has

1

2

been driven by a few key professionals, we want to

2

3

negotiate the key person terms heavily. If their

3

MR. BRADLE: It's really everything, because if

4

returns are spread across the team, we might focus

4

a fund comes in and says we're going to invest in, I

5

our legal negotiation efforts on other key terms.

5

don't know, China and you look back at their track

6

record and they've never invested in China, then

6

So these tools, in the context of our diligence

MR. COLLINS: So is that the main goal, the
attribution analysis?

7

process, allow us to make more effective decisions

7

that's a big red flag. So it's really to form

8

and provide a consistent framework for considering

8

hypotheses. And every fund is different. You just

9

the investments. Thank you.

9

never know -- until you run the data, you don't

10

MR. COBB: Questions?

10

really know where you really want to drill down with

11

MR. COLLINS: One. So you-all have a 71 data

11

that specific fund.

12

point request on each investment?

12

MR. COLLINS: And is this a proprietary model of

13

MR. BRADLE: On each portfolio company, yes.

13

the SBA? Is this something Cambridge helped you

14

MR. COLLINS: Each portfolio company of a

14

build? Is this a product that's just out there in

15

the marketplace?

15

particular firm.

16

MR. BRADLE: Yes.

16

17

MR. COLLINS: And so you're putting those data

17

the tools that I helped develop at CalPERS, but then

18

it's also been -- we've leveraged Cambridge

19

information to continue to build that out. John and

18
19

points into an Excel model?
MR. BRADLE: Essentially, yes, that then spits

MR. BRADLE: Number one, it came from a lot of

20

out a host of charts that we then use to form

20

the team, we've also gone through it and tweaked it

21

hypotheses. And this is around, you know, what

21

over time. It's not rocket science. Is it

22

geographies have you invested in, strategies,

22

proprietary? I think other people typically have

23

sectors, how much ownership, who led the investment,

23

tools like these, but to the extent that they use

24

so we can run attribution analysis, how much leverage

24

them, how in depth they use them, I don't know.

25

are you using, a whole host of things.

25

Cambridge might --
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1

MR. WILLIAMS: If you're interested, I'm sure we

28

1

objectives, which again is to outperform public
markets over a long-term period.

2

could work out a modest licensing agreement.

2

3

MR. BRADLE: Yes, yes, definitely.

3

4

MR. COLLINS: It's a lot of data.

4

over the last ten years, and we have two

5

MR. BRADLEY: Thank you, Wes. I will now turn

5

methodologies here, both time-weighted returns, as

6

well as dollar-weighted IRRs. Some folks look at it

7

differently, but we've done both here. And the story

6
7

it over to Cambridge.
MR. MA: Thank you, John, Wes, members of the

You can see since inception, as well as since

8

IAC and everyone, for the opportunity to present to

8

is the same, in that the IRRs as well as the returns

9

you today. My name is Liqian Ma with Cambridge

9

over those long-term periods have outperformed the

10

Associates. I'm a private equity consultant. And

10

public market equivalent, which is the MSCI ACWI

11

I'm joined today by my colleagues Sheila Ryan and

11

Investable Markets Index, plus 300 basis points. So

12

Marina Kedrun.

12

it does incorporate that illiquidity premium that we

13

would expect to lock up capital in private equity.

13

And today we'll be giving you an update and

14

overview of the performance of the private equity

14

15

portfolio, both on an absolute basis, as well as on a

15

periods, three and five year terms, it has lagged.

16

relative basis. Some of these you will have seen

16

And I would say that is consistent with the universe

17

from John's slides, but hopefully we can provide some

17

of organizations, institutions we work with who have

18

commentary, and also provide an update and some

18

private equity portfolios. They have lagged the

19

observations of the market environment today in

19

public markets, given the very strong recent run-up,

20

private equity.

20

especially in the U.S. but in public markets in
general.

Obviously you can see in the more near-term

21

So apologies for the small font, if you can't

21

22

see on the screen, but this should be on the first

22

And I guess I attribute that to a couple of

23

page in our presentation. So I would say the

23

things. One is the mark to market for private equity

24

takeaway here is that the Florida State Board's

24

is on a quarterly basis, and a lot of times it

25

private equity portfolio is meeting long-term

25

doesn't quite catch up to the public market
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1

valuations, and we've actually -- and Marina will

1

U.S. and non-U.S., they have lagged, especially

2

talk to this later on in a slide, where at

2

non-U.S., where it is a more recent asset class. The

3

realization, at exit, we do have some data that shows

3

first investment in non-U.S. was actually in 2008.

4

private equity funds do see an uptick in that exit

4

And it's a very thin sample size of four investments.

5

value compared to where they're marking it about, you

5

So that J curve effect is taking hold. I am

6

know, three to six months before the exit.

6

reassured to see the five and three year numbers for

7

non-U.S. moving in the right direction, as those
investments mature and are deployed into the ground.

7

And I would say that -- so the story is across

8

the board, both on the IRR perspective and

8

9

time-weighted returns. Now, if we dig in deeper and

9

10

look at the asset classes underneath the portfolio --

10

MR. MA: Sure.

11

and here we look at the sub asset classes venture

11

MR. WENDT: How large is that legacy portfolio

12

capital, growth equity, buyouts, distressed and

12

13

secondaries, over the long-term, again, if you look

13

MR. MA: Today?

14

at the bar to the right of each column, the black

14

MR. WENDT: Today, yeah. Today is a good time.

15

bar, that's the benchmark, the public benchmark --

15

MR. BRADLEY: It's a few million dollars today.

16

you can see most of the asset classes have

16

It's somewhere between three and five million

17

delivered -- they're either on pace or outperformed

17

dollars.

18

that public benchmark. Venture capital, growth

18

MR. WENDT: So basically inconsequential.

19

equity, distressed and secondaries leading the pack.

19

MR. BRADLEY: It's inconsequential. And of that

20

I would say distressed and secondaries, being more

20

three to five million, half of that are sale proceeds

21

mature and also with good manager selections, those

21

just held in escrow. So we would expect those to be

22

have led the pack in terms of performance. But also

22

delivered back. And so we would think maybe within a

23

over the last ten years, buyouts have outperformed

23

matter of six months to a year, that will be zero,

24

slightly as well.

24

should be.

25

Now, you can see the growth equity piece, both
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25

MR. WENDT: Question?

now?

MR. PRICE: What's the benchmark?
ACCURATE STENOTYPE REPORTERS, INC.

31

1

MR. MA: In this case it's the MSCI ACWI IMI
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1

MR. BRADLEY: It's probably this one.
MR. COLLINS: We've had the discussion in the

2

plus 300, which is the benchmark that we revised to

2

3

last year.

3

past, and I thought we had said, look, because it's

4

so small, can't we just get away, can't we just get

4

MR. BRADLEY: Or it's a blend of our benchmarks.

5

And so -- and John Benton might know the timeframe

5

away from seeing pre-1999 every time we start to talk

6

more. But when the asset class started, it was a

6

about private equity? And can't we just say, this is

7

public markets plus 750 benchmark. That then changed

7

what it is?

8

to public markets, which I think at the time was

8

9

Russell 3000, public markets plus 450. In July 2010

9

10

that was changed to 300 basis points. And then July

10

11

of last year it was the MSCI ACWI. So this number

11

since '92 or '93, but we didn't separate it out until

12

you see is a blend.

12

'99, which is why we start talking about pre- and

13

post-1999. But it's almost like it didn't occur or

14

something happened prior to '99. Let's just call it

13
14

MR. PRICE: So what's the -- the three year
benchmark is 20.8 percent.

MR. WENDT: So that I don't have to ask the
question.
MR. COLLINS: Because we've had the asset class

15

MR. BRADLEY: Yeah. So it is -- the three year

15

what it is. Let's just say private equity. There's

16

benchmark is -- the majority of it is Russell 3 plus

16

only 3 to $5 million left. I don't know. It just

17

300. The last six months of this three year period

17

seems like a caveat that we shouldn't carry around

18

is the MSCI plus 300.

18

anymore.

19

MR. COLLINS: I just have one question,

19

MR. BRADLEY: We'd have to discuss it with John

20

Mr. Chairman. I'm not sure if it's this asset class.

20

Benton, but I think we've always defaulted to it's

21

I don't think it is. I think it had to do with

21

better to show it. Maybe we can show it and not

22

Trent. But we had this whole pre and post and --

22

discuss it, and we'll form our comments around just

23

before, we like to account for things a certain way,

23

the post asset class performance in the future. But

24

and after, we like to account for things a certain

24

I think we've always looked at it and said, total

25

way.

25

private equity is indicative of everything the SBA
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1

has ever done in private equity, and so we would

1

look at performance, and given that the private

2

never want to be accused of hiding the bad piece.

2

equity asset class as it's been structured since

3

MR. WENDT: Peter, you're just saying put it in

3

1999, is a view on are we doing things the right way,

4

with -- so it would be one number as opposed to two,

4

are we going in the right direction.

5

right? Makes a lot of sense.

5

And some of that is, when you include that

6

MR. COLLINS: Well, there's a sense, I think --

6

piece, which was when private equity was just a

7

the only reason you're -- unless I'm wrong, the only

7

sub-strategy of domestic equities, no different than

8

reason that you would separate it like that is if you

8

large cap value, it kind of blurs that, and it's hard

9

felt like that there was performance pre-1999 that

9

to then take a look and say, are we doing well or are

10

wasn't that good but it was because it was part of

10

11

the structure that it was in, and so you really don't

11

MR. COLLINS: So then why can't we say we didn't

12

want to look at it that way, so you've pulled it out

12

start private equity until '99 for reporting purposes

13

into a separate group in '99, and that's when you

13

and just say what it is and cut out this pre- and

14

start the line of demarcation for returns.

14

post-1999?

15

And I get that, I do, because private equity --

15

we not doing well.

MR. COBB: What I would suggest is the next time

16

but what I don't get is somehow, hey, we weren't good

16

we review private equity, that management come back

17

at private equity before '99 because it was in

17

with a more comprehensive analysis on pre and post.

18

domestic equity, it was under the domestic equity,

18

So let's just continue.

19

and we just weren't good at it. And that's the

19

20

connotation that I get. Either we did a good job or

20

heed the direction the discussion is going, why don't

21

we did a bad job, and if we did an okay job and we

21

we put a little more of an edge on your direction and

22

only got mediocre results, then so be it. It is what

22

say what we'll try and do is come up with a

23

it is.

23

consolidated single number to report, and if we need

MR. WILLIAMS: And, Mr. Chairman, if I may, to

24

MR. BRADLEY: Yeah, I think I would agree. But

24

a footnote for purposes of completeness, put it

25

I think part of the thing, too, though, that when we

25

there, but make it simpler, focus on a single digit,
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1

and not run everybody around the track and not

1

above median, and in most cases, in most fund

2

forcing Mr. Wendt to follow up every meeting.

2

periods, in the first quartile relative to that

3

universe of real client portfolios.

3

MR. JONES: And it does seem it's going to cure

4

itself anyway, you know, 16 years ago. So it's

4

5

better to look at the number without it, because

5

line item including the legacy piece, it's a little

6

that's the number we're going to see going forward.

6

bit more mixed. Over the last ten years, just below

7

median, at 9.6 percent, but for the most recent

7

MR. WILLIAMS: Well, and it will be diminishing.

Obviously, if you look at the total, the single

8

It will get further and further and smaller and

8

periods still second quartile. So on a relative

9

smaller in the rearview mirror with the passage of

9

basis, you know, it has been positive. And on an

10

time. So your direction is received and we'll pursue

10

absolute basis, too, I think generally reaching the

11

it. Thank you.

11

numbers that we would expect for, on a net basis, for
private equity.

12

MR. MA: Until we have that long-term solution,

12

13

here we still break out both pre- and post-'99. I'd

13

14

say here the analysis basically is we look at the

14

comment earlier about the illiquidity and the

15

SBA's private equity returns compared to the private

15

unfunded commitments, you can see here that -- and

16

investment portfolios that we at Cambridge Associates

16

John alluded to this as well. Over the last couple

17

track. These are real portfolios, not some

17

of years, 2013 and 2014, we have seen positive net

18

benchmark. These are real constructed portfolios.

18

cash flows. So the blue bars show gross

19

And you can see the sample size over the last ten

19

distributions from the portfolio back to the SBA, and

20

years, over 250, over the last year, over 330 of

20

green shows contributions or paid-in capital to

21

these. And for a portfolio to make it into the

21

private equity funds. And you can see we've been net

22

sample size or this universe, it has to have at least

22

cash flow positive over the last couple of years;

23

ten funds, so one or two funds would not count.

23

2013, over half a billion, 500 million, and 2014,
150 million.

24

So I would say that if you look at the post

24

25

asset class returns, across the board, it's been

25
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1

to be around cash flow break even. So the

1

this asset class in light of all this capital flowing

2

distributions coming back, assuming capital markets

2

into the sector. And the question is, you know, will

3

maintain favorable conditions, the distributions

3

returns be compressed. But we're showing here some

4

should fund the contributions that we're making into

4

pretty great outcomes over the last several years.

5

the portfolio.

5

And we continue to believe that private equity will

6

And so with that I'll turn it over to my

6

provide for very solid returns and allow us to

7

colleague Sheila Ryan. Actually, I have one more

7

outperform public markets by three to five hundred

8

slide. Sorry about that. You've seen this slide

8

basis points over the long-term.

9

before. I think we presented this last year. This

9

10

is showing the expected pacing of commitments going

10

graph, on the right-hand side, just looking at the

11

forward. So really not much change since last time

11

three year numbers, the light blue bar is the

12

you saw this June of last year. We expect to

12

performance of the private equity funds in our

13

continue to deploy about 2 billion in commitments per

13

benchmarks that are the top -- in the top two

14

year for the foreseeable future to maintain target of

14

quartiles. And then the dark blue bar is the

15

that 6 percent of NAV. And with that, I'll turn it

15

average. And then the gray bars are public markets,

16

over to my colleague, Sheila, who will be talking

16

S&P and Russell 2000.

17

about the market environment.

17

18

MS. RYAN: Great. Thanks, Liqian. I'm Sheila

You'll see here, just to get grounded on the

So you'll see, and we've alluded to this

18

already, that the three year numbers, private equity

19

Ryan from Cambridge Associates. Marina and I are

19

has struggled to keep up with public markets. And as

20

going to spend a few minutes talking about the

20

Liqian was mentioning earlier, that's largely driven

21

current market environment for private equity and

21

by the fact that we've seen such a strong public

22

venture capital.

22

market, and it's quite common that private equity

23

markets lag public markets, especially when we see
the type of run-up that we've seen here.

23

Now, there's been a lot of stories in the press

24

about a lot of capital flowing into private equity

24

25

and some folks questioning the return potential of

25
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1

private equity has handily outperformed public

1

2

markets, and we expect going forward that this trend

2

3

will continue. We do think, relative to the returns

3

the three year period, we're basically at public

4

in the market from 15, 20 years ago, we will see some

4

equity type returns. One of the things that's

5

compression, but we still do expect some solid

5

interesting here over longer periods is we had the

6

returns from the asset class.

6

2000 technology bubble, and you'll see the 10 year

7

average returns in the dark green bar for venture

7

The other thing that's interesting to note here

construct this portfolio.
A similar story here for venture capital. In

8

on this chart is the difference between that light

8

capital at 10 percent, for 10 years and 15 years. So

9

blue and the dark blue in terms of the top two

9

not very exciting, quite frankly, and that's being

10

quartiles versus the average. And that difference is

10

captured by what we saw after 2000, where we had

11

driven by manager selection. And that's something

11

probably a seven or eight year period where venture

12

that the process that we're following here and John

12

capital returns were very depressed.

13

was mentioning earlier in terms of the example of

13

14

looking at 138 funds to come up with five, we follow

14

over the last five years in venture, posting some

15

a very similar process.

15

very, very positive results. You'll also notice a

But we have seen really strong tail winds here

16

We last year had 2,000 meetings with managers.

16

huge dispersion in returns, you can see it

17

And from there we whittled it down and came up with

17

particularly in the 15 year numbers, between the top

18

about 200 due diligence reports. So it's casting

18

performing managers and the average managers. And

19

this very wide funnel and looking for the best

19

venture capital is really an asset class where

20

managers and really narrowing it down to those top

20

manager selection is particularly important, and you

21

ideas, with the objective of being in those top two

21

really do get paid for getting into those better

22

quartiles, because that's what manager selection --

22

managers.

23

that's what getting it right gets you, and it's

23

24

significant. And that's really what our goal is here

24

to, and it's tough to talk to because it's showing us

25

in terms of constructing and working with you-all to

25

valuations and leverage ratios in the private equity
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1

market today and how they've been creeping up

1

managers in the market that are different from these

2

steadily. They went down after the spike back in

2

more plain vanilla opportunities and really trying to

3

2007 at the height of the market. They went down

3

drive performance in what is really a fairly

4

during the global financial crisis, and now they're

4

expensive market.

5

back up.

5

6

Now, I would say that this is really going to be

There's two points that I wanted to make on this

6

slide. What we're showing here in the blue line is

7

largely in the very large end of the market where we

7

the gross return of U.S. private equity, and in the

8

see this. So how are we addressing this? How do you

8

green line are EBITDA purchase price multiples. And

9

invest in this type of an environment? Well, you

9

not surprisingly, there's a very strong relationship

10

have to look for interesting and different types of

10

between purchase price multiples and performance. So

11

opportunities. And the areas that we've been looking

11

when you pay a lot for a company, then that's going

12

have been in smaller, smaller buyouts, where leverage

12

to impact your performance in a non-positive way.

13

ratios are much lower and purchase price multiples

13

14

are much lower.

14

that even when we had the global financial crisis, so

But what's really most interesting from this is

15

We're looking in the growth equity markets, as

15

you'll see down there on the bottom in the sort of

16

John was mentioning earlier, where the growth rates

16

2008 time period, so even when the markets were as

17

are very compelling, so paying higher purchase price

17

ugly as they can get, private equity still delivered

18

multiples is a lot more comfortable to do because

18

a 10 percent gross return, with the sort of upside

19

you've got such high growing companies.

19

potential that you can see here on the chart.

20

Venture capital is an area that's been very

20

21

compelling as well, and also some sector specialists.

21

we think the asset class is quite compelling, but

22

As we mentioned earlier, about half of the portfolio

22

even when it got as ugly as we've all seen it get in

23

is in sector specialist firms, doing a lot in

23

a long time, it still delivered some decent numbers.

24

technology-focused firms, some health care, and just

24

And you've got that sort of option on the upside in

25

looking for those types of funds in the market,

25

terms of good performance.
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1

MR. PRICE: Why do you use gross returns?

1

we've got a cute word on top of the slide, I don't

2

MS. RYAN: In this case, this was done at a

2

know if you see it, called the frenemy. Basically

3

company -- yes, right, because we're comparing it to

3

what we're talking about here is late stage

4

EBITDA purchase multiples. So we did it at a company

4

valuations in venture are quite high and quite

5

level. And when we're looking at company level

5

expensive. So we're avoiding that end of the market

6

analysis, we have to use gross returns.

6

and focusing in on the lower end lines, which is the

7

earlier stage, first round and second round, venture
capital opportunities.

7

MR. WENDT: In the three previous charts -- and

8

you don't have any page numbers on them, but in the

8

9

three charts before this, I just want to make sure I

9

But the reason we call it our frenemy is that

10

understand this. You don't have -- there's no bar

10

even though -- so what we're able to do is invest on

11

for Florida SBA. There's a bar for top two

11

the earlier stage at much cheaper valuations and sell

12

quartiles, right?

12

into those later stage rounds once the companies

13

MS. RYAN: Right, right.

13

mature. So we're actually being able to take

14

MR. WENDT: And so are we always in the top two

14

advantage of this movement that we've seen in late

15

stage valuations. It's actually -- it's our friend.

15
16

quartiles?
MS. RYAN: No, you're not always. I don't know

16

Okay. I'm going to turn it over to Marina to

17

a single portfolio that is, frankly. But your hit

17

share a couple of additional perspectives on the

18

ratio is quite strong. And this is really more

18

market.

19

talking about the market in general. And we do track

19

20

your quartile rankings. It's in our quarterly

20

Associates, and I'll continue sharing some of the

21

performance reports. It's a fairly high percentage

21

observations that we see on the private equity

22

in those top two quartiles.

22

markets. So you can see over the past four years the

23

MR. WENDT: Thank you.

23

amount of distributions was nearly 500 billion. This

24

MS. RYAN: And then the last slide before I turn

24

number is almost double that from 2004 and 2007

25

number. And the distributions from private equity

25

it over to Marina, here in terms of venture capital,
ACCURATE STENOTYPE REPORTERS, INC.
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1

funds to the LPs were primarily driven by

1

2

availability of credit, by favorable equity market

2

I mentioned, we sit on the advisory board of a

3

conditions. So a lot of private equity firms were

3

majority of these funds. And so as we meet and as we

4

taking advantage of positive equity markets, exiting

4

talk through recaps as an LP, what we're doing is we

5

the companies and completing recapitalizations and

5

actively question the GP, so we don't have the right

6

returning capital to the LPs.

6

or the ability to veto a recap or have a GP not

7

undertake a recap. But what we do do is look at,

7

Also there has been an increase in the M and A

MR. BRADLEY: I think as far as -- you know, as

8

activity over the -- since after the global financial

8

okay, where was the leverage multiple, how has it

9

crisis. This is primarily driven by the corporate

9

been bought down, what are you recapping the company

10

buyers who have a lot of cash on their balance sheets

10

11

and were buying companies from private equity

11

And frankly they're good for us from a return

12

players.

12

perspective, but we always have to have our eye on

13

the long-term game, which is, is it good for the

13

MR. COBB: I have a question on that subject.

to.

14

And we discussed this at one of the previous

14

company over the long-term and is this short time IRR

15

meetings. And I think there was an emphasis, Ash, by

15

bump going to be detrimental to the company at exit.

16

you on, we're insisting on more governance provisions

16

And so we actively -- that's one of the 71 data

17

to enable us to have a judgment on recapitalizations.

17

points that we look at in our spreadsheet, is where

18

So some of these recapitalizations which are being

18

has leverage gone, has that been appropriate,

19

done at a cost of capital greatly in excess of our

19

reasonable, and have you done it in the right way.

20

cost of capital, the question I would have as an LP

20

But we don't have governance at the fund level to

21

investor in some of these, whether these

21

approve or disapprove any transactions.

22

recapitalizations are in fact in our best interest as

22

MR. COBB: Thank you.

23

an LP and are we challenging that with our added

23

MS. KEDRUN: So another point I wanted to make

24

governance capabilities. Maybe that's for you, John,

24

on this slide is that, if you look at the cash flows

25

or Cambridge, either one.

25

for the State Board of Administration of Florida,
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1

they actually mimic this trend. And in 2014 it was a

1

investments in the market. Almost 80 percent of

2

record year of distributions, and the Florida

2

these investments were valued at or above cost. And

3

portfolio received almost 2.3 billion in

3

we'll see the number of realizations increasing.

4

distributions from the private equity program.

4

During the global financial crisis, the markets were

5

dried up. And with increased valuations that we've

5

Turning to the next slide, as limited partners,

6

as investors, a lot of times we are concerned whether

6

seen in the market recently, we'll see this left bar

7

the valuations that we see on paper from private

7

going down.

8

equity funds will actually match those valuations at

8

9

exit. And this data shows that they actually do and

9

10

often exceed the valuations that we see on paper. So

10

amount of capital raised by private equity funds but

11

basically it shows that the average -- the middle bar

11

not deployed, not invested. So with positive recent

12

shows that, on average, the total value to paid in

12

trends in private equity, we've seen a lot of private

13

multiple of exited deals exceeded by 11 percent the

13

equity firms fund-raising. So you'll see that the

14

multiples of -- the valuations of these deals six

14

bar in 2014, the amount of uncalled capital was

15

months prior to their realization.

15

almost 440 billion.

16

And this is also driven by the fact that private

16

Finally, so this slide shows private equity
overhang. So we define private equity overhang as

And what does it tell us as investors?

17

equity valuations often lag valuations of the equity

17

Basically it tells us that we should look for more

18

markets. So, you know, this data basically should

18

nontraditional opportunities. And that's what we've

19

provide us some comfort as investors that we will be

19

been trying to do, and not just investing in plain

20

able to see positive realizations at multiples that

20

vanilla funds, and looking for private equity

21

we've seen before on paper.

21

strategies and managers that have an edge and have a

22

specific ability to outperform based on their ability

22

Turning to the next slide, again, the data that

23

I just described provides us some comfort in the

23

to find attractive opportunities, given the market

24

multiples that we see in the market. Up to 2011

24

presence or a specific expertise in specific sectors

25

there have been almost 2,000 unrealized PE-backed

25

or operational capabilities and other advantages.
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1
2
3

MS. RYAN: That was really all we had in terms
of market update.
MR. COBB: Okay. Questions from the board on

50

1

stress that it puts on. I'm just trying to get at

2

the total dollar volume.

3

MS. RYAN: It's actually in the appendix.

4

private equity in general? Any other comments from

4

MR. BRADLEY: It's 9 and a half percent.

5

management?

5

MS. RYAN: It's right here.

6

MR. COLLINS: I think that's good, obviously.

6
7

MR. COLLINS: I just have one question,
Mr. Chairman.

7

We're getting 3 billion a year, or almost 3 billion a

8

MR. COBB: Yes, sir.

8

year back. I mean, you want to be over, I think.

9

MR. COLLINS: On the 5.7 percent, to the point

9

I'm not sure what the proper ratio would be, but --

10

of this slide, how much of that -- what would you say

10

MR. BRADLEY: I think, you know, in the model,

11

our funded percentage is? Well, if 5.7 is committed

11

and they show the pacing model, I mean, all of that

12

relative to our 6.0 target, how much is funded?

12

is incorporated. We look at every fund, what they

13

MR. BRADLEY: That 5.7 is market value, so

13

have yet to call, the aging of the assets, when we

14

expect them to come back, when the new money we

14

that's funded.

15

MR. COLLINS: So that's all funded.

15

expect to be put out. And so that's how we're kind

16

MR. BRADLEY: Correct.

16

of baselining our 2 billion a year commitment pace,

17

MR. COLLINS: So if the remaining uncalled

17

given what we know and historically what we've seen

18

in the funds would keep us at that 6 percent invested
level for market value.

18

capital was called tomorrow, what would we be at?

19

MR. BRADLEY: I'm not sure of the number.

19

20

MR. COLLINS: It would be over six.

20

21

MR. BRADLEY: It would be over six. Now, the

21

investments we made -- is that right, 18 investments,
including re-ups?

MR. COLLINS: Last question. Of the 18

22

remainder couldn't technically be called because

22

23

there's -- we call them speed bumps, but funds --

23

MR. BRADLEY: Well, 24 total.

24

there are certain provisions that funds can't --

24

MR. COLLINS: Twenty-four total.

25

MR. COLLINS: No, I'm not worried about the

25

MR. BRADLEY: Yes.
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1

MR. COLLINS: How much was the five, the five

1

2

new investments, again, how much total capital was

2

3

that commitment?

3

hope that none of my comments meant that we were like

target, I applaud them.
MR. COLLINS: I don't disagree with you, and I

4

MR. BRADLEY: I'm not sure. I think --

4

a dog chasing a car. Quite the opposite. I like the

5

MR. PRICE: Probably close to a billion, right?

5

3 percent hit ratio. Nothing wrong with that at all.

6

MR. BRADLEY: Those five investments probably

6

MR. COBB: Any other comments on private equity?

7

represented about 300 -- I'm thinking 15 percent of

7

MR. PRICE: May I, Mr. Chairman?

8

our pacing that year, so maybe 300, 350 million of

8

MR. COBB: Sure.

9

that 2 billion we put to that year was in new

9

MR. PRICE: I remember '08, '09 going to some of

10

commitments. Now, that's largely because, again,

10

the private equity firm annual meetings, and so many

11

we're pulling down, or not pulling down, but not

11

of the limiteds were begging for distributions and

12

actively seeking large buyout funds. We have a

12

begging not to be called for more capital because

13

portfolio full of them. We probably have too many.

13

they were so capital constrained, because hedge funds

14

We are actively seeking smaller funds, niche funds,

14

gated. And it was a great time to put private equity

15

sector-focused funds, which are a smaller commitment.

15

money out.

16

So of those five deals, we probably average somewhere

16

17

from 50 to 75 million per fund.

17

please call me on capital. Right? So I would love

18

you guys to get in a position, especially when

18

MR. COBB: Peter, to make one different view

So I was going out there telling these guys,

19

than I think you've just expressed, as one member of

19

they're paying 10 times EBITDA for companies, get in

20

this committee, I think we should not encourage

20

a position to say to them, you know, wait, keep your

21

management in private equity or strategic or real

21

powder dry, you know, because stuff is going to

22

estate to chase deals to get to their target. I

22

happen.

23

think, from my point of view, we should continue to

23

MR. BRADLEY: Absolutely.

24

emphasize making good deals and continuing to be

24

MR. PRICE: And remind them that you would love

25

rigorous. And if that means we don't meet our

25
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1

they want to buy something, you've got 200 million in

1

2

their fund, give them another 200 million, right, as

2

3

a co-investment with a lesser fee or no fee, so that

3

ago, about sales of assets in the current

4

they have the fire power to do things quickly when

4

environment, we have used the current rich private

5

the time is right. That would be a great call to

5

equity asset pricing environment to call our

6

get, right?

6

portfolio by shedding a handful of funds that were

forward at reduced risk levels.
By the same token, as John referenced a moment

7

MR. BRADLEY: Yeah, I would agree.

7

later in their stage, where we felt the IRRs to

8

MR. JONES: One question I had, John and Ash.

8

maturity were lower than what we could get with

9

incremental private equity capital deployed in the

9
10

Where does Lexington Partners fit into all this?
MR. WILLIAMS: Perfect question. That's exactly

10

current environment.

11

where I was going to go. I was going to make the

11

So there we would use Lexington or other

12

point, not only do we share the view that Michael

12

vehicles as a seller. Commonly, the MO we use is,

13

just outlined, which is we want people putting money

13

rather constraining ourselves to Lexington, if we're

14

to work when it makes sense, when the valuations are

14

a seller, we will retain a third party marketer,

15

depressed, that's the time to really put capital to

15

figure out our own strategy for how we should price

16

work, not when prices are at all time heights.

16

the portfolio, distribute it widely to the

17

And where Lexington comes into it is they

17

marketplace, and essentially go with whoever gives

18

provide sort of a flywheel effect in both market

18

the highest and best bid for us. That could be

19

extremes. So going back to the window Michael was

19

Lexington. It could be somebody else. But that's

20

talking about, '08, '09, you had a number of very

20

exactly the way we've used -- maybe the way to do it

21

distinguished endowments and foundations who found

21

would be, to rephrase your question, Bobby, how do

22

themselves liquidity constrained and became forced

22

you use the secondary market, as opposed to

23

sellers of private equity assets. We could use

23

Lexington, per se.

24

Lexington as a flywheel in that environment to buy in

24

MR. COBB: Okay. Hearing no other comments on

25

exposures at discounts and boost our IRRs going

25

private equity, we'll go and talk about the defined
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1

contribution plan. Joan.

2

MS. HASEMAN: Good afternoon. Just a real quick

56

1

MS. HASEMAN: Okay.

2

MR. COBB: So our pension fund, retirement fund

3

overview for me, and then I'm going to have Kristen

3

managers don't manage the defined plan?

4

take over and do performance. Before I get started,

4

MS. HASEMAN: That's correct.

5

I did want to introduce several of my -- I think I'm

5

MR. COBB: So I guess they're used as resources

6

on.

6

only, but they're not the managers.

7

MR. WILLIAMS: You need to get closer.

7

MS. HASEMAN: That's correct.

8

MS. HASEMAN: Better?

8

MR. COBB: I didn't understand that before.

9

MR. WILLIAMS: Better.

9

10

MS. HASEMAN: Two of my team members are here

10

Thank you very much.
MS. HASEMAN: Assets as of March 31st,

11

today, and I did want to introduce them. Some of you

11

12

may or may not have met them yet. But we're a group

12

13

of six individuals who work in the DC office. In the

13

14

audience today is Walter Kelleher, who is the

14

15

director of educational services, responsible for the

15

membership is at 161,596 as of March 31st. We're up

16

financial guidance program that we're very proud of.

16

a little bit to 162,904 as of May 31st. We have a

17

Walter oversees the entire relationship and puts that

17

set of active members, and those are members

18

all together for us. Also in the audience is Stephen

18

receiving contributions, of 114,216. And inactive

19

Tabb, the director of financial management. He

19

members are members who are holding funds in the

20

oversees our investment managers, oversees and

20

investment plan but are no longer receiving

21

monitors the allocations to those managers.

21

contributions, 47,000.

22
23
24
25

My first slide today is just a real quick
overview of where we are as of March 31st.
MR. COBB: I have a question on that. You just
confused me.
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22

$9.12 billion. Membership -MR. DANIELS: There's difficulty hearing the
speaker on the phone.
MS. HASEMAN: I'm sorry. It's my voice. Our

Our average account balance is 56,449. Our

23

average age is 46, and the average years of service

24

is 8.51. Retirees -- and these are members who have

25

taken a distribution from the plan, any distribution
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1

regardless of the amount are considered retirees from

1

in this space for us. And then eight actively

2

the plan, is 91,000.

2

managed funds, again, utilizing the existing managers

3

under contract at the time and plugging them into our
white label funds.

3

Total distributions inception to date is

4

$8.3 billion. Lump sums continue to be a lower

4

5

percentage of the assets, and rollovers the higher

5

6

percent, but in count we have a larger number of lump

6

such a suburb job with our passive activities. We're

7

sums being paid out.

7

lower cost than anybody. Why wouldn't we use our

8

team here rather than going to BlackRock?

8
9
10

MR. WENDT: That 162,000 members, what
percentage of that, of the total eligible population
is that?

11

MS. HASEMAN: It's about 17 percent. We have

MR. COBB: So just to follow up on that. We do

9

MS. HASEMAN: Well, statutorily we are not

10

allowed to use the State Board as an investment

11

manager. There were discussions with the legislature

12

about 627,000 members total in the Florida Retirement

12

to allow that to occur, but it has not gotten legs

13

System.

13

and allowed that to happen. We also run into the

14

issue, too, of daily liquidity and daily pricing in

15

the DC arena, which is not something that the defined
benefit team has perfected.

14
15

MR. WENDT: Thank you. That's all I was looking
for.

16

MS. HASEMAN: Just a quick overview here as

16

17

well. We just wanted to give you an idea of what our

17

MR. WENDT: What's a white label fund?

18

investment options are. We have ten target date

18

MS. HASEMAN: It's usually a fund that is owned

19

funds. And you may recall we rolled these out in

19

and operated and uses the sponsor's name, in this

20

July of 2014. In addition, we also moved to white

20

case Florida Retirement System, FRS, where we are

21

label funds for the Florida Retirement System

21

using as a plug and play, where it's our lineup. And

22

Investment Plan, utilizing our existing investment

22

underneath the underlying managers are delegated a

23

managers.

23

certain percentage of those funds. So no single one

24

manager holds that space.

24
25

And then three of them are passively managed.
BlackRock being one of our larger investment managers
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We also have a self-directed brokerage account.
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1

This was something that we introduced in January of

1

9.115 billion. As of the close on I guess May 31st,

2

2014. We currently have about, as of March 31st,

2

we're at 9.2 billion, and we're up about 2 percent

3

$264 million, which is about 3 percent of our assets

3

over last year.

4

and about 1 percent of our membership. That number

4

5

has grown just a little bit. As of Friday we're at

5

our allocations looked like by our members. This is

6

297 million, at 1735 members. Not unexpected, given

6

by their age. Not surprising, you would see the

7

self-directed brokerage accounts are very active in

7

allocations of our younger members in the equities

8

the DC arena. We are not surprised by the dollar

8

field and reducing down as they head into the --

9

amount, and the 1 percent is about what we would

9

getting ready for retirement and into retirement. A

I thought you might be interested in seeing what

10

expect to see, given what we've gathered from other

10

lot of this is driven also by our retirement date

11

plans.

11

funds, which is reflected in these allocations as

12

well.

12

Over the last year, you may recall we replaced

13

PIMCO and brought in three managers, Principal

13

14

Diversified Real Assets, Prudential Core Plus Fixed

14

is responsible for watching the allocations, making

15

Income, and Wells Capital Montgomery. All of these

15

sure our managers stay rebalanced. It's a full-time,

16

members -- these three funds came in. We plugged

16

active job for him, and a lot of hard work goes into

17

them into our FRS funds and allocated their assets

17

making sure that things stay within the bounds that

18

from the PIMCO to the -- to their fund allocations.

18

they should be.

19
20

MR. JONES: Just out of curiosity, what was the
reason to get rid of PIMCO?

19

One of the things I should mention, Stephen Tabb

The next tab is just an allocation by gender. I

20

don't think there are any surprises here. The

21

MR. WILLIAMS: Management upheaval.

21

females are inclined to be a little more conservative

22

MR. JONES: Okay. Yeah, gross. Yeah, okay.

22

than the males. Also, our retirement date funds for

23

MS. HASEMAN: Just a quick note, as far as the

23

our females, it appears to us that they have held

24

growth of our assets, over the last five years, we've

24

their position in the retirement date funds when we

25

grown about 35 percent, from 6.7 billion to

25

did the allocations. Some movement out by the males.
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1

This is a slide that I'm particularly proud of

62

1

snapshot of our financial guidance program. This is

2

for our team. As you can see, our fees are

2

the program that Walter is responsible for, oversees

3

substantially, I think, less than what we would see

3

the investment plan -- Ernst & Young financial

4

in the retail marketplace. Our average overall fee

4

planners. He does all of the outreach to our members

5

is about 21 basis points for the fund itself. A

5

and to our employers and is working actively on our

6

really good, I think, result for the managers we have

6

workshops. And trying to get the members to those

7

under contract.

7

workshops is always a challenge.

8
9

Our membership growth has been steady, plodding
along. Dan Beard, who is not here today, is

8

One of our highlights here is that we have

9

started our first Spanish webcast, and we're working

10

responsible for the relationship with our -- oh, I'm

10

with E & Y now to do a second one, which I think will

11

sorry. There he is in the back. Dan is responsible

11

also help in reaching a population.

12

for the relationship with our custodian and our

12

13

investment plan administrator, oversees the choice

13

trying to explore private real estate or looking at

14

service, and makes sure that all of these numbers are

14

other alternative investment vehicles for the

15

where they need to be.

15

retirement date funds. It's an area that we feel we

16

may have some room for in the years to come. We're

16

This is our choice history. As you can see,

And upcoming initiatives for the DC plan, we're

17

there's some activity here. As you watch back five

17

also exploring further diversification among our

18

years ago, we were hitting a default rate, which is

18

investment management firms. Too much concentration

19

members who are not taking an active choice, we

19

in one is always a worry. You want to be sure that

20

started seeing a nice decline of that until about

20

you're not putting all your eggs in one basket. And

21

2012. And it has steadily been growing again. And I

21

as I mentioned, the additional Spanish financial and

22

think we can attribute that to the legislative

22

retirement planning workshops for the future.

23

activities that have taken place over the last

23

24

several years.

24

25

And my last slide today is just to give you a
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Kristen, unless you have questions for me, I'm
going to have her jump right into performance.
MS. DOYLE: Okay. So generally I provide just a
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1

brief overview of performance along with all the

1

this when we look at the asset allocation, the

2

other major mandates that are managed by the SBA.

2

default option for the fund, so meaning if a

3

But for this meeting, I'm going to do a little bit of

3

participant does not make a selection, they are

4

a deeper dive into the investment structure of the

4

defaulted into the target retirement date fund. So

5

program.

5

the overall allocation within the fund to target

6

retirement date funds is about 43 percent.

6

So just at a high level, the DC plan, the way

7

that it's structured in terms of the investment

7

8

options that are available to participants are

8

a DC plan to have a high allocation to target

9

adequately diversified across asset types, across

9

retirement date funds because those are

That's really good, and it's really positive for

10

investment styles and represent the full risk-return

10

professionally managed and they are constantly

11

spectrum that exists in the marketplace.

11

rebalanced. The asset allocation is constantly

12

managed, similar to the way that you would manage an
asset allocation for a DB plan.

12

Joan talked a little bit about the tiers. And

13

we like to structure DC plans in terms of tiers so

13

14

that participants can think about what their

14

And then when we look at performance, you'll see

15

investment expertise is, how active they want to be

15

that performance for the total plan and aggregate has

16

in managing their actual underlying investments, how

16

been very strong both on an absolute and a relative

17

often do they want to rebalance on their own, do they

17

basis and then for the underlying investment options

18

want to outsource that to somebody else, and then how

18

as well.

19

sensitive are they to cost and active risk. So

19

20

helping them think through all those decisions and

20

actually just going to skip to this slide. So this

21

fit their allocation into the right tier has been

21

is sort of the tier structure I was talking about and

22

really helpful in helping participants make better

22

kind of framing the decision for participants in the

23

investment decisions and structure their investments

23

most appropriate and easy to understand way. So

24

more appropriately.

24

thinking about, if I'm not that interested in

25

managing my underlying investments or I don't know

25

One of the things I'll point out, and you'll see
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1

investments very well, then I probably want to

1

total assets are invested in the target retirement

2

default into a target date fund.

2

date funds, which is very strong. This shows about

3

If I think I am more knowledgeable about

3

13 percent are invested in the index funds,

4

investments but I don't want active management, I

4

41 percent in the active options. We still tend to

5

don't believe that active management works, and I

5

see pretty healthy allocations to active options,

6

just want to pick passive options, a DC plan should

6

even though we've seen a huge uptick in the last ten

7

have those available to participants. And then the

7

years or so to target retirement date funds.

8

bottom two are really for those investors that

8

9

believe that they have some investment expertise and

9

you can see there at 3 percent. That's pretty

10

want to make active decisions with their portfolio.

10

average. I wouldn't expect that to go up much.

And then the new self-directed brokerage account

11

So the number of options matters as well because

11

That's probably where it's going to be for a little

12

we don't want to overwhelm participants with too much

12

while. We don't tend to see very high percentages to

13

choice. And there's a ton of research and data

13

self-directed brokerage accounts.

14

around too many options is detrimental to

14

15

participants. They can't make decisions. So here

15

illustrate what I had talked about, wanting to have

16

we've shown that on average -- well, I would say, so

16

investment options that span the entire risk-return

17

about -- a little more than 25 percent of DC plans

17

spectrum. So we divided it into three different

18

have 11 to 15 options, and then another 30 percent

18

slides here. So this illustrates the target

19

have about 16 to 20 options. So the SBA at 12

19

retirement date funds. So as you would expect, the

20

options is kind of right there in that sweet spot

20

ones for retirement later, so the 2045, 2050 funds,

21

where we normally see DC plans. We tend to err on

21

will tend to have higher risk and higher return.

22

the side of less options, so 12 is a pretty good

22

That's obviously because they have a much healthier

23

number to be at.

23

allocation to equities and other, what we would
consider riskier assets.

24

So this is the asset allocation that I was

24

25

mentioning, so you can see that 43.4 percent of the

25
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And then as you go to the left, down and to the
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1

left, then you get to the retirement income fund,

1

the managers collectively are outperforming their

2

which would be for those participants that are very

2

respective underlying benchmarks.

3

near or at retirement.

3

4

Here are the passives options. You have three

MR. COBB: I have a question on fees. If I was

4

a state employee and I wanted to be in this plan,

5

passive options, two equity funds, which obviously we

5

could I say, look, I can get an index fund cheaper

6

would tend to see on the riskier end of the

6

than this, can I direct it to that index fund, or do

7

risk-return spectrum, and then a bond fund, which

7

I have to stick with this index fund?

8

again would be at the lower end, so that a

8

9

participant that wanted to pick only passive options

9

fund, you'd have to go through the brokerage window.

10

The only one offered under the plan is the one that's

11

shown here. You could go and search for it. I'd be
surprised if you found one less expensive.

10
11

could construct an efficient portfolio.
And then lastly the active options and the

MS. HASEMAN: If you wanted a specific index

12

active core options again are -- span that entire

12

13

risk-return spectrum as well. So when we look at the

13

14

fund lineup here, we don't see any major gaps in

14

using the funds that are available within the plan is

15

terms of the fund options that are available to

15

that they've been able to achieve that economies of

16

participants.

16

scale and get the lowest institutional fee share

17

class available to the participants that you wouldn't
be able to get on your own.

17

And then Joan did show a slide on costs, and

MS. DOYLE: Yeah. So obviously the benefit of

18

this illustrates the same point, that the cost for

18

19

each of the investment options tends to be much lower

19

20

than the average mutual fund fees that are out in the

20

bit differently as well than what I typically show.

21

marketplace for retail funds, which is exactly what

21

But here we just did it by asset category, so you can

22

we want to see.

22

see that collectively all of the underlying asset

23

categories within the plan are also outperforming
their respective benchmarks.

23

And then performance, as I mentioned, has been

24

positive across all periods. So relative to the

24

25

total plan aggregate benchmark, meaning that in total

25
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So especially in the real assets, domestic
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1

equity and international and global equity, those

1

advice and managed solutions for participants. And

2

asset classes have collectively outperformed their

2

that's sort of the communication, education and

3

respective benchmarks and have ranked fairly well in

3

advice component that Joan was mentioning is a big

4

a universe of similar strategies.

4

part of the plan and they spend a lot of time and

5

effort on.

5

And then lastly, this is just a closing slide.

6

There's obviously quite a lot of trends happening in

6

7

the DC marketplace today. So I just wanted to

7

8

mention a couple. And most of these the SBA is

8

9

thinking about or taking action on or already

9

10
11

implemented.
So one of the things that you may hear a lot

So with that, I'm happy to take any other
questions.
MR. COBB: Questions? So when I saw on the
first chart that the average U.S. stock funds was

10

.37, that's where I got the conclusion maybe we

11

weren't that competitive. But now that I see the

12

about is this retirement income challenge. So we've

12

details on what is called page 13, I see that our

13

spent a lot of time over the past 15 years or so

13

stock index fund is only 2 basis points.

14

understanding the accumulation phase, how to get

14

MS. DOYLE: That's right.

15

participants to contribute more, how to get them to

15

MR. COBB: Which is really dramatic. I didn't

16

make better investment decisions. But then there's

16

realize that. Any comments or questions? Hearing

17

this, well, okay, how do we help them better manage

17

none, thank you. Where do we start here on the asset

18

the decumulation phase once they're in retirement,

18

class -- Ash, why don't you give us a --

19

and what does that look like. So that's a big trend

19

20

in the DC marketplace right now and something that I

20

with the global equity review, and we have Alison and

21

know Joan and her team are spending a lot of time on.

21

Scott at the ready for that purpose.

22

Investment options, fewer, focused and

22

MR. WILLIAMS: I think we're going to lead off

MR. SEERY: That is correct. And I will start

23

institutional in nature. So you just saw the

23

with the first couple of pages and then hand it over

24

streamlined approach that the FRS has. It's very

24

to Alison. The first page just shows the top-line

25

much in line with best practice. And then providing

25

performance. You can see that it continues to
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1

compare favorably to the underlying index over all

1

that we continue to raise considerable liquidity to

2

major time periods. If you look beneath those

2

fund benefits. Fiscal year to date it's 3.5 billion.

3

numbers across the spectrums of active, passive,

3

On the currency overlay program, which as I mentioned

4

domestic, international, they have all contributed to

4

has performed well, we are finally close to

5

the favorable results.

5

finalizing the prime brokerage relationship, which

6

will we think ensure smoother operations and allow us

6

The next page is the risk. Risk tends to be

7

well contained and well rewarded, with the

7

to fund a more options-based strategy in the near

8

information ratio tracking consistently above 1.5.

8

term.

9

The next page talks about some of the things that

9

We're continuing to increase our commitment to

10

we've been working on. We broke it into three broad

10

internally managed passive. The global passive fund

11

categories, alpha, execution and operations and the

11

which we launched in the last year has performed

12

team. Just to highlight, within the alpha section,

12

well, and for that reason we increased the funding.

13

we have the tools in place to support the launch of a

13

On the team front, we continue to work to ensure that

14

smart beta strategy, so the research has begun on

14

our team has the training and resources they need to

15

that.

15

contribute to our bottom line.

16

In the emerging market program we recently

16

And Alison will finish up.

17

replaced a risk control strategy with concentrated

17

MS. ROMANO: Over the next two slides I'll

18

managers, with the thought that in these relatively

18

quickly review the market conditions under which we

19

less efficient markets, that kind of approach has

19

are investing the $87 billion in equity. And

20

been rewarded historically. The adding to the active

20

starting here on this slide labeled 145, a very

21

return sources, we have a currency overlay program

21

simplistic illustration, but one which we hope

22

and a U.S. microcap program, which reflect or

22

demonstrates what's going on in the market right now.

23

represent off-benchmark bets. Both have performed

23

There are a lot of competing forces, some of which

24

well and contributed to the bottom line.

24

are interlinked. But on the left-hand side of the

25

scale we have characteristics that support continued

25

Within execution and operations, just a reminder
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1

strong market returns, and on the right-hand side we

1

expensive, maybe particularly in the U.S. They've

2

have risk to those returns. And I'll walk through

2

gone up certainly in the Europe and the U.K. There

3

each of these, some of the details on the slide

3

are inexpensive markets if you look relative to

4

behind this.

4

historic terms, but those come with risks.

5

Emerging market divergence, we're seeing a

5

An example is Russia, which leads me to the next

6

spread in returns across emerging markets, between

6

point. There's a reason that's cheaper. There's a

7

oil exporters and oil importers, with the decline in

7

lot of geopolitical risk, among other things there.

8

oil prices. Just to give you a flavor of that, over

8

We still have Greece, though. That may be changing

9

the quarter Brazil was down 14.4 percent, while India

9

soon. And certainly ongoing risk in the Middle East

10

was up 6.8 percent. This creates opportunity.

11

Next, liquidity in Europe. I'm sure most are

10

that could potentially cause some risk to the

11

markets.

12

familiar, but that remains. Ongoing quantitative

12

13

easing, that is favorable for equity markets in

13

exceed expectation. That was before the discussions

14

Europe, and we've seen many managers transitioning to

14

last week. I think that is definitely less likely

15

take advantage of that opportunity. Improving macro

15

now. Those have been tempered, and the markets are

16

economic conditions, again, we're seeing generally

16

responding favorably to that.

17

positive numbers. Recently out of the U.S. strong

17

18

home sales, strong unemployment, reduction in

18

continue to maintain our passive exposure and have

19

unemployment. Japan unemployment is at an 18-year

19

active exposure where we think we can get active

20

low.

20

returns and be rewarded for that risk. Where could

21

there be some opportunities? A lot of the rising

21

So these are all favorable. On the other hand,

Other news that we've put in here, rate hike,

What does this all mean for global equity? We

22

one thing that a lot of us have talked about across

22

market has been through PE expansion. Active

23

asset classes is valuation. So whatever metric you

23

management may not do as well in that environment.

24

want to pick, price to book, price to cash flow,

24

We're moving to a period hopefully there will be

25

price to earnings, markets could be considered

25

earnings growth, and active managers can benefit from
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1

benefits of shortening our durations from the

2

Barclay's Ag about a year and a half ago to the

3

rather than through a subset of companies, again,

3

intermediate aggregate, which is a year and a half

4

this is favorable to managers who may right now want

4

shorter in duration.

5

to buy more value-oriented companies whose growth

5

6

will be rewarded over time.

6

points positive, so basically flat on the year,

7

versus the intermediate ag, and that's just year to

7

Correlations between stocks are coming down;

So year to date, on the ag, we are at 18 basis

8

again, favorable for active managers. And finally,

8

date now, is 84 basis points. So up about 66. So at

9

as I mentioned, even with the EM divergence, there's

9

least a little bit of benefit from shortening our

10

a widening of returns between countries, and managers

10

11

can find an opportunity to take advantage of that.

11

12

So while the markets are fully valued, there are

12

it's not good to make big bets, so big duration bets

13

risks to the market. We maintain committed to being

13

is not our style. Security selection is more in our

14

in areas where we think we can be rewarded for that

14

style. And we've seen some benefits lately from

15

active approach. With that, are there any questions?

15

doing some tilts in corporates and specifically

16

MR. WILLIAMS: No questions? Why don't we

16

buying cheap insurance in the securitized assets, a

17

little plug to my asset class. So we're seeing that

17

then -- Bobby, did you have one?

duration a while ago.
We're kind of in our sweet spot right now, and

18

MR. JONES: No.

18

pay off without looking like we have large overall

19

MR. WILLIAMS: Okay. Why don't we then move on

19

risks.

20
21

to fixed income. Katy.
MS. WOJCIECHOWSKI: Yes, sir. I just included a

20

So, John, if you could just go forward one,

21

please. And as boring as you would think it is, just

22

couple of slides, which hopefully can let you sleep

22

as you can see, we've had really good information

23

well at night, which is my purpose. Returns solid,

23

ratios, because that dark blue line at the bottom,

24

if a little boring. Year to date -- excuse me, the

24

that's our annualized total risk, and our active risk

25

one year return is 2.61. We're finally seeing the

25

is on the right. We have very little active risk.
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1

So it's -- I hate to make it sound easy -- but easier

1

security selection. So just option adjusted and

2

in securitized assets to take on little risk versus

2

spreads in general have ebbed and flowed, ebbed and

3

the market but come up with some pretty decent

3

flowed, but we can find little bets and have seen a

4

returns.

4

little bit of backup in spreads in our markets. So

5

as rates rise, we've seen a little bit of backup in

5

Like everybody else, and Alison touched on it,

6

we are held hostage by what's going on in Greece,

6

spreads. We put some more risk on, and then we'll

7

which is really not that big of a deal but could turn

7

take it off. Tight bets, I would say, close to the

8

out to be a big deal, things going on, just EU in

8

vest.

9

general and what's going to happen in Spanish

9

10

elections, elections that we have coming up.

10

will start tightening -- my bet, it's only worth a

We do feel right here, by the way, that the Fed

11

John, if you could go forward one. I guess I

11

can of Coke, if anybody wants to take the other

12

can do that, too, can't I? Sorry. Balance sheets

12

side -- in September, September, no later than

13

have ballooned across the world. We've shifted from

13

December. The market is priced in kind of two-ish,

14

a private balance sheet to public balance sheet, so

14

this year, September and December. Don't think that

15

now it's on the taxpayers' shoulders. Right? So in

15

that will make a big rise in rates in the long end.

16

2011, if Greece would have defaulted, or they

16

You might even see a rally at some point. You'll see

17

technically did default I guess, you would have seen

17

a curve flattening. So 10 years, about at 2.35

18

a bigger upheaval than you will now if they actually

18

today, 2.35, 2.50, call it. Some are saying we might

19

exit the EU, because now it's shifted from private to

19

have to see 3. But that's kind of where we think

20

public debt essentially. Still seeing billions flow

20

we'll be.

21

out of the Greek banking system. They were good

21

If that does happen, we have kind of muted

22

through today. We'll see what happens tomorrow, I

22

response in the marketplace, you won't see negative

23

guess, to be determined.

23

returns. You'll see about the same that you're

24

seeing right now. And that's what our scenario

25

analysis is showing.

24
25

And just one last note. So we've seen -- and
this speaks to what I was talking about, about
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MR. COBB: Questions for Katy? I guess I have
one.

80

1

like to take this opportunity to introduce a new

2

employee in real estate. Today is literally his very

3

MS. WOJCIECHOWSKI: Yes, sir.

3

first day. He's a senior portfolio manager. Michael

4

MR. COBB: I've been reading a lot about a

4

Fogliano, if you'd just stand up.

5

potential bubble in corporate covenant light or no

5

6

covenant debt that maybe is in a bubble stage. What

6

give a little snapshot of where the portfolio stands

7

is your judgment on that, and what are you -- if it

7

versus our policy targets and everything. So for

8

is a concern, what are you doing about that?

8

rates, we have a range of 5 to 15 percent, a target

9

of 10 percent, and we're almost right on top of that.

9

MS. WOJCIECHOWSKI: You know, it is a concern.

So the first slide, I just kind of wanted to

10

If you look at the maturity spectrum, and it's also,

10

In the private market, we are targeting 20 percent

11

where you see this is in high yield, and we did see a

11

non-core and 80 percent core, and that's exactly

12

lot of issuance in high yield. Definitely the market

12

where we are today.

13

for new issuance was open. Everybody could issue,

13

The next slide shows total real estate portfolio

14

issue debt, right? And there's been a lot more debt

14

performance, which as you can see, is strong absolute

15

issued to repurchase stock. And now we see some more

15

and relative performance across all time periods.

16

M and A activity, things like that.

16

And the following slide is principal investments.

17

You may remember I've explained to you that's our

17

Increasing covenant light for sure. It looks

18

like debt service coverage ratios are still in great

18

direct-owned portfolio. And it has a secondary

19

shape right now. But we do see a cliff out a couple

19

benchmark and the private market benchmark. And

20

of years from now. So increasing concern but not

20

except for the one year return, it's handily beating

21

immediate, like we're in a crisis concern. And oil

21

its benchmarks also. The one year return is probably

22

settling in here doesn't hurt.

22

due to a slight over-exposure to apartments and

23

office, which for the one year period hurt us. For

24

the three and five year periods it was a very good

25

position to be in, because those were the higher

23
24
25

MR. COBB: Any other questions on fixed income?
If not, Steve, let's go to real estate.
MR. SPOOK: Good afternoon. Thank you. I'd
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performing property sectors.
And we have the externally managed portfolio.

82

1

little concerning. It kind of shows how expensive

2

the market is, all the kinds of conditions that kind
of -- you know, are we at the top?

3

As I've explained to you before, that's our

3

4

commingled funds and our REITs. And, again, very

4

5

strong absolute and relative performance across all

5

believe that that kind of will at least for some time

6

time periods there, one, three, five year. If we

6

to come support the pricing, because that capital,

7

went out ten year, it would look the same.

7

there's a lot of it. It's foreign. It's domestic.

8

Fundamentals are improving. Other than multifamily

9

there's still almost no new supply. And interest

8
9

Again, we've got property type diversification,
private market, well diversified, not real far off

You look at the last four bullet points, and I

10

our benchmarks, well within policy ranges and policy

10

rates certainly are supportive of real estate pricing

11

targets, very close to the policy targets also.

11

today.

12

Geographic, pretty much the same story as property

12

MR. COBB: Questions, comments?

13

type, pretty close to the benchmark, well within our

13

MR. WENDT: What does "weight of capital

14

ranges, close to our target.

14

continues" mean?

15

And recent activity, we've been -- this calendar

15

MR. SPOOK: There's a lot of capital looking for

16

year we've been pretty even, as far as dollar volume,

16

yield, so it's coming into real estate. And a lot of

17

between dispositions and acquisitions. And then we

17

that is sovereign wealth funds, but also a lot of

18

have some commitments to multifamily. That's going

18

domestic capital. There's just -- as low as cap

19

to be development. Student housing is a joint

19

rates and yields are in real estate, they look pretty

20

venture, continuation of an existing joint venture.

20

attractive to what Katy can show on bonds, so there's

21

And we committed 250 million to commingled funds

21

just a lot of capital looking for yield.

22

between domestic, global and -- well, two domestics

22

23

and one global.

23

24

And market conditions, I've got eight bullet

24

25

points there. The first four bullet points are a

25
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MR. COLLINS: Yeah. So we talked last time
about core, apartments, core apartments, and we
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1

talked about being a seller in this market. Any more

1

Just as a reminder, so we currently have four

2

thought on that?

2

objectives in the policy. The first one is to

3

MR. SPOOK: Are you talking about multifamily?

3

generate a 5 percent real return over time. So we do

4

MR. COLLINS: Yes, multifamily specifically.

4

that over multiple market cycles. The second thing

5

MR. SPOOK: We are currently looking at the

5

is to diversify the Florida Retirement System. And

6

portfolio and have some ideas for some dispositions

6

by that we mean investing in things that these four

7

there, yes. Haven't made any final decisions on

7

asset classes do not, or in different ways that they

8

that. But it's a good time to be a seller,

8

already invest. We're also here to dampen the

9

especially if you own an older property maybe and you

9

volatility of the entire plan as well.

10

want to upgrade. Most of our dispositions, the sales

10

11

prices that we're achieving are exceeding what we're

11

provide a hedge against inflation. We see very

12

carrying them on the books for.

12

little inflation, but if it ever arises, then it's

13

something we will think about. And finally, as the

14

ambassador noted, we're here to invest

15

opportunistically.

13
14

MR. COLLINS: Right. Given the weight of all
that capital, it's pretty nice to sell into that.

15

MR. COBB: Opportunism is more important than

The third thing we're charged with doing is to

16

meeting targets, I think you're hearing from some of

16

17

us.

17

weights. Our largest allocation is debt. Our second

Now, this is our portfolio based upon strategy

18

MR. SPOOK: Yes. And we do have a pacing model.

18

largest allocation is real assets, and our third

19

We're at 8 percent. Our target is 10 percent. We're

19

largest allocation is equity. What we've really been

20

not in a hurry to get there, given current market

20

focusing on the last year or two has been that purple

21

conditions.

21

part, which for the most part did not exist a few

22

MR. COBB: Good. Okay. Strategic, Trent.

22

years ago, and it's in diversifying strategies, which

23

MR. WEBSTER: Ambassador, thank you. That is a

23

is currently 11 percent of the asset class. We

24

fantastic segue into strategic investments, perhaps

24

intend to bring that up to about 20 to 30 percent.

25

the ill-appropriately named strategic investments.

25

And these are strategies which generally have low
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correlation to equity markets.
And if you flip the page, you can see here a
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1

And you can see here the effect of strategic

2

investments, and this is since June 2010. And the

3

breakdown by sub-strategy. Distressed is our

3

yellow bar is the Florida Retirement System excluding

4

largest. I've mentioned in the past that we really

4

strategic investments. That's the volatility of the

5

like distressed and will continue to maintain it.

5

plan. And then the purple bar -- and next time I'll

6

That green part, and competing with Steve here on the

6

make sure that's garnet and not purple, or blue.

7

real estate, we're going to shrink that over time.

7

Garnet? Okay.

8

And in the purple area, in the diversifying

8

So you can see the purple, that strategic

9

strategies, we have global macro. We're going to get

9

investments has lowered the volatility over the last

10

that up to about 8 or 10 percent over the next 12 to

10

nearly five years in the Florida Retirement System by

11

24 months.

11

about 30 basis points. And during that time period

12

we have been, on average, four and a half percent of

12

This is performance. Performance has been

13

strong. We've significantly outperformed. There

13

the total FRS. So we think that had we been up to a

14

will be a time where we significantly underperform.

14

full location, instead of volatility of about eight

15

So I just want y'all to remember this, you know, when

15

and a half percent or just under, we'd probably be

16

things don't go so well for us, as it will eventually

16

around seven and a half percent.

17

happen.

17

18

So we measure ourselves multiple ways. In

Recent activity, in the first quarter, we had

18

cash outflows of $212 million. Weren't quite as

19

alternative investments, it's difficult to get --

19

active as we were in the fourth quarter of last

20

difficult to benchmark appropriately. So I think,

20

calendar year. We had three new funds hired,

21

when you look at assessing our performance, you

21

totaling nearly -- just over half a billion dollars.

22

should look at it in many single ways, not just

22

We have two new funds totaling $350 million that have

23

against the benchmark as you saw earlier.

23

already been hired this quarter, and we're working

24

like heck to get another three or four funds closed

25

by the end of the week.

24
25

One of the things that we do, as I mentioned
earlier, was that we're here to diversify the FRS.
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The last bullet point is actually a little
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1

MR. WENDT: Do you do anything that isn't

2

outdated. We have dropped one of the funds in our

2

3

pipeline, upon further due diligence, and we now have

3

4

11 funds, totaling $1.4 billion in our pipeline

4

possible. We have discussed that at specific --

5

across several strategies.

5

during the financial crisis we had discussed options,

6

for example, in bank recapitalizations, getting the

6

Market opportunities, we've seen this before.

through funds, any investing direct?
MR. WEBSTER: We have not thus far. It's

7

Things haven't changed a whole lot. Most things are

7

exposure through equity markets systematically as

8

expensive, and so we have been spending a lot of time

8

opposed to going through funds. We didn't do it, but

9

and opportunities on recommitting to funds and

9

those are things that we considered. But thus far

10

managers that we already have and been allocating to

10

11

that purple part of the pie that we mentioned

11

12

earlier, which should give us a cushion whenever the

12

13

next bear market comes, you know, if of course it

13

MR. WEBSTER: We're stressed buyers, so yeah.

14

ever comes.

14

MR. COBB: Kristen, do you want to give an

15

But opportunities currently are in Europe,

15

everything has been through fund investments.
MR. WENDT: Because I have a couple of lots over
in Homosassa, I wondered if you might --

overall perspective on this?

16

primarily with the bank deleveraging and

16

17

disintermediation. We're seeing opportunities in

17

you'll hear from me today. I'll just cover

18

distressed energy and mining. We like some of the

18

performance through the end of March briefly and then

19

trading strategies because it's -- they're

19

move on to the next agenda item. So the defined

20

uncorrelated or they have lesser correlation to

20

benefit plan, you can see here, has outperformed its

21

equity markets. But frankly there isn't really a lot

21

performance benchmark over all trailing periods.

22

of things that are particularly enticing right now.

22

Similar results relative to the absolute nominal

23

So our weight in the FRS is rising, but it's not

23

target rate of return, which is CPI plus 5 percent,

24

rising at a particularly breakneck speed. That's all

24

over all trailing periods, with one exception, and

25

I had.

25

that is the 15 year time period. We do tend to like
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1

to look at that relative to the longer term benchmark

1

even 10 basis points or 20 basis points difference in

2

over longer term periods. So if you look at the 20,

2

return can cause you to sort of flip around the

3

25 and 30 year periods, the DB plan has significantly

3

universe. But in general, over the period, it's been

4

outperformed that CPI plus 5 percent return

4

right around that 50th percentile.

5

consistently.

5

6

And then if we look at performance versus one

And then the CAT Fund, just as a reminder, is

6

invested in -- it's a short-term bond fund

7

peer universe, which is the TUCS Top 10, so these are

7

essentially. So performance on an absolute basis has

8

the top 10 defined benefits plans in the U.S., a

8

been fairly weak, given the low interest rate

9

couple of things to point out. And these things

9

environment that we are in, but has outperformed the

10

we've looked at every quarter, but just to remind the

10

performance benchmark, both the operating fund and

11

IAC. The FRS tends to be a little bit overweight to

11

the 2013-A operating fund.

12

global equities, underweight to fixed income,

12

13

overweight to real estate, and then kind of right in

13

Chiles. I thought this was the DC plan. So Lawton

14

line in alternatives.

14

Chiles Endowment Fund has outperformed its

And then I'm going to skip -- this is the Lawton

15

So the difference between the FRS, the DB plan,

15

performance benchmark over all trailing time periods.

16

and the peer group has actually been shrinking quite

16

And almost a hundred percent of that outperformance

17

a bit as we've changed the asset allocation a little

17

has been due to the global equity active manager that

18

bit and started to move more into private equity,

18

manages assets on behalf of the endowment. Any

19

real estate and strategic investments.

19

questions on performance that I can answer? Okay.

20

And so this is performance. So performance of

20

MR. COBB: So, Ash, are we -- so we need to go

21

the DB plan was basically at the median for that

21

22

particular universe. You can see that a little bit

22

MR. WILLIAMS: Correct. And Mike is --

23

differently here. So, remember, this is a pretty

23

MR. McCAULEY: Down here.

24

small universe. It's only 10 plans, so the

24

MR. WILLIAMS: He's hiding.

25

distribution tends to be really, really tight. So

25

MR. COLLINS: He's come to the dark side.
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MR. McCAULEY: I've just got a couple of slides.
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1

And just in the last couple of weeks we

2

We've got the full copy of the memo, the standing

2

completed a long-term study of our historical proxy

3

quarterly reports in the meeting materials. Before I

3

voting. And we went through this process, kind of a

4

get into it, I just want to -- I was hoping to have

4

months-long study, for a couple different reasons.

5

Jacob here as well. He had to step out for

5

One, it was to essentially examine the voting

6

something. But Tracy Stewart, maybe if you can just

6

decisions that we've made historically, look at the

7

raise your hand or stand up. Tracy is our senior

7

pattern and really kind of gage and hopefully

8

corporate governance analyst. We have a staff of

8

validate the process that we go through, the research

9

four, including myself within the unit.

9

effort, the analysis.

10

And I'll cover this in a couple of slides, but

10

And we went into the process, even really

11

Tracy was essentially the lead analyst on a voting

11

frankly without knowing the results. We really did

12

study that we went through and did a lot of the late

12

not know what it was going to show us and indicate.

13

stage data analysis, so she was kind of instrumental

13

We went back as far as we could go from a data

14

in that regard.

14

collection perspective, went back to the beginning of

15

'06 through the end of 2014. So it's a very

15

The first slide, just to kind of touch on high

16

level voting, the voting for the first quarter was

16

long-term study, about nine years. It covers over a

17

essentially in line with full-year figures. We had a

17

hundred proxy contests, where we actually were

18

slight uptick in the kind of director support. And

18

presented with a vote and a choice between supporting

19

that was due to kind of a similar uptick in non-U.S.

19

one or more of the dissident slates, either a short

20

markets, specifically South Korea. And that's shown

20

slate or a full board, less commonly, or supporting

21

on the next slide. So that was the number one market

21

incumbent management.

22

where we had -- at least in terms of the total number

22

23

of meetings for the first quarter. Usually the

23

wanted to try to quantify that, not just to know,

24

United States is in the number one position, but

24

okay, how many times are we supporting dissidents or

25

South Korea was largely February and March.

25

management, which is helpful and meaningful in and of
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1

itself, but we want to try to quantify and put a

1

dissidents but management wins, i.e., all the other

2

dollar value on those voting decisions. So we feel

2

investors essentially go against the SBA vote or vice

3

that we went through this study and we looked at --

3

versa, however you want to look at it, the absolute

4

and I've got a couple of the charts here from the

4

and relative performance was actually negative. So

5

full study, which is available on our website. We

5

we feel that that kind of underscores the fact that

6

looked at a number of different time frames, as short

6

we're trying to -- and, again, we're not a swing

7

as three months after the contest, the announcement

7

vote. We're not a controlling shareowner, but to the

8

date, through five years, this is five year. We

8

extent that we own equity, and we do quite often in

9

looked at dollar-weighted results. We looked at kind

9

thousands of companies, to the extent that they have

10

of nominal or absolute performance, and we also

10

a proxy contest and we're presented with that

11

looked at industry or relative -- what we call

11

decision point, we want to go through a fiduciary and

12

relative performance.

12

prudent process.

13

So these two charts, the one on the left is

13

14

absolute, the one on the right is relative. And

14

that. And we've put some dollar values on it,

15

essentially the results are very positive. We feel

15

percentage. It was all positive and double digit

16

it kind of validates the process that we go through.

16

percentages through the one and three, five year

17

We were hoping to see this kind of a V shape, so to

17

periods, for both dissident and management, where we

18

speak, if you look at the two end -- the dark bars,

18

were on the right side. And vice versa, it was

19

those are where the party that the SBA supported

19

negative double digit percentages over the one, three

20

actually won the contest and was elected into office.

20

and five year time frames.

21

So on the far left side, where we supported

21

22

dissident, the dissident wins. You see both absolute

22

organizations, shareowner groups. We're not aware of

23

and relative outperformance.

23

any other institutional investor that's really gone

24

through this type of analysis or at least not as

25

publicly or reported it.

24
25

And likewise, when the -- in the light blue
bars, where the SBA supported, in the case of the
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MR. PRICE: Just out of curiosity, how did you
vote in DuPont?
MR. McCAULEY: We supported two of the Trian.
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1

MR. COBB: To support that point, I totally

2

agree with Michael. This is really important, and I

3

guess, for one, I'd like to see it as a separate item

4

And Trian and DuPont was not in the sample study,

4

on the agenda maybe every other meeting. And I think

5

because it was only through -- we did look at

5

you've done this once before, given us an example on

6

performance. We looked at the one, three and five

6

three or four high profile proxy fights and our

7

year period for the whole time frame. But then we

7

thought process and our diligence, which was very

8

also had a case study piece in the study where we

8

impressive.

9

looked at individual -- you know, Darden, CSX and

9

And I think if we could have that maybe every

10

some others, and we did look at performance all the

10

other meeting, it would be really helpful. And I

11

way through the first quarter. So we feel very good

11

think we can be helpful to our trustees that have

12

about the results of the study, and did not know how

12

asked us to serve on this board, so we can brief

13

it was going to pan out going into it.

13

them.

14

The last slide just covers some of the key

14

15

regulatory comments that we made through the quarter,

15

very important, but do you also get involved in

16

and company engagement has been largely in line with

16

working on negotiating going-private prices, like

17

last year.

17

Michael Dell's deal? Do you talk to the bankers?
Because that's a very similar process.

18

MR. PRICE: I just want to say I think it's

18

19

terrific what you do internally, paying attention to

19

20

these kinds of things. It's absolutely a hundred

20

21

percent the right thing to do. You've got big

21

22

proxies, and you've got to throw your weight around,

22

23

and it's absolutely the right thing to do.

23

24

MR. McCAULEY: Thank you.

24

25

MR. PRICE: It's really good.

25
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MR. PRICE: A couple of questions. And this is

MR. McCAULEY: Not as much on a -- relative to a
proxy contest.
MR. PRICE: Do you ever go for appraisal, don't
tender your shares and go for Delaware appraisal?
MR. McCAULEY: Historically, we've never done
that. We have looked at it very, very closely.
MR. PRICE: Those are two extensions of the same
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1

we engaged Mercer to help look at other state plans

2

MR. McCAULEY: We did consider it in the Dell

2

that are in a 12-state peer group, including us, to

3

case and some others, ArcelorMittal and some other

3

look at results over rolling one, three and five year

4

historical cases. But that presents its own set of

4

time periods, and to look at what is reasonable and

5

challenges, as I'm sure you know, in terms of the

5

how the economics work.

6

liquidity and the potential payoff. Over the last

6

7

several years it's been very attractive, and I think

7

discussions with staff and Mercer, we want to present

8

in hindsight it's been a good thing.

8

a plan that rewards a bonus pool based on salary that
is payable over the following two years, 50 percent

And after having several meetings and

9

But if you go back a little further than that,

9

10

it can get episodic or company-specific in terms of

10

and 50 percent, so it tends to retain employees,

11

the overall outcome, and given our fiduciary

11

which is, to me, crucial with the staff that's here.

12

component and kind of the time frame, either global

12

I want to hand it over to Josh in a second, but

13

equity, securities, so that to the extent that it

13

one of the things I've noticed over many, many,

14

would impact their asset class with trading

14

several decades, is that there's a continuing push to

15

restrictions and the like, are all things to consider

15

hire investment professionals, first by hedge funds

16

and to balance against.

16

in the mutual fund industry, then by private equity

17

MR. COBB: Okay. If there's no more questions

17

people from the hedge fund industry and investment

18

there, we would like Michael Price to report on the

18

banks. And that's in a large part happened over 20

19

subcommittee on compensation. Again, thanks for all

19

or 30 years.

20

your deliberations, and tell us what you have

20

And the group here in Tallahassee I think are

21

concluded.

21

first rate and have to be retained. I think their

22

institutional knowledge of the portfolio, your

22

MR. PRICE: Sure. We formed a committee about

23

two months ago -- Ash, is that correct -- and had

23

specific investments, like real estate and some of

24

several meetings to study a comp plan for 62 members

24

the private equity fund involvements they have with

25

of the staff, including the executive director. And

25

the general partners is very important to maintain.
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So, Josh, if you could go through some of the

100

1

talk about who's eligible, and there are 62 total

2

things we looked at briefly, and then we'll introduce

2

people eligible. We're going to look at performance.

3

the specifics.

3

And you'll see that the performance that we're

4

MR. WILSON: Sure. Could I get the clicker

4

demanding, the outperformance above the benchmarks

5

back? Thank you. Again, Josh Wilson from Mercer. I

5

pays for this plan many, many, many times over.

6

appreciate the opportunity to be here. We have a

6

You'll see the performance standards. You'll see the

7

presentation that we prepared to begin with several

7

levels of incentives by person. And it varies.

8

years ago and have updated it since. But to

8

There's a threshold, a target and a maximum. And it

9

Mr. Price's point, the main reasons for the plan are

9

varies by the level within the organization and the

10

on page two.

10

level of influence.

11

Hard to argue with any of these. We want to

11

12

align the employee with the stakeholder goals and

12

a period of multiple years, and we're going to

13

interests. We want to reward strong performance. To

13

measure multiple years. So it really is a rolling

14

the point made just now, assist in attracting and

14

plan. We will have a cut-in period that you'll see.

15

retaining top talent for the SBA, which has been a

15

Part of the theory that we have on this is we want to

16

historical problem. A lot of turnover in prior

16

make sure we're measuring where people have actually

17

years. SBA has been treated like a training ground

17

performed. So in other words, we don't want to look

18

for other money market institutions, and fairly easy

18

back historically when there wasn't an incentive

19

to take people. As long as you can get them out of

19

period and reward people or punish them for past

20

Tallahassee, the dollars haven't been a problem. So

20

performance. We want to start the clock and say,

21

we're trying to put in something that's going to help

21

based on how you've done going forward, we're going

22

the continuity, continue the philosophy and the good

22

to look at that.

23

work that's been done, obviously is defensible to all

23

24

stakeholders.

24

several pages on this. There are 62 people. I'll

25

move this forward to -- is there any way to make

25

Some of the points we're making, we're going to
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1

that -- that's all right. We'll get there. This is

1

that level. This is obviously the most visible

2

page five in the presentation. You can see it splits

2

participant in the plan. In the bottom table there,

3

it out by tier. The executive director is in a tier

3

with an annual salary of just under 400,000, the

4

by themselves. Then you have three more tiers below

4

maximum opportunity is 204,000. At target it's 136.

5

that. The threshold, for example, for the executive

5

At threshold it's 68. And you can see it breaks down

6

director is 17 and a half percent of salary. The

6

by organizational component, which makes out

7

target is 35 percent. The maximum is 52 and a half

7

85 percent. That's financially based. And

8

percent.

8

15 percent would be individually based.

9

The measurement for each of these participants

9

MR. PRICE: You want to pay the max.

10

is shown on the right-hand columns. A combination of

10

11

total fund, you have appropriate asset class, and

11

everyone wants to pay the max. When we look at what

12

also individual performance. And just a word on

12

the goals should be, on page nine, we want to make

13

individual performance, there's been some debate.

13

sure that there is, you know, overused, smart goals,

14

Our view on this, and many plans have adopted this,

14

but essentially strategic goals for each level of the

15

is you want something to be able to help the

15

organization. And we have this in a framework on the

16

long-term viability and sustainability of the plan

16

following page, page 10. We break it out into four

17

and not just financial performance.

17

components; obviously the financial, but then

MR. WILSON: If performance warrants it,

18

So we'll get into that a little bit more, in how

18

mission, skills and people, and efficiencies and

19

we've carved that. But that was a discussion we had,

19

infrastructure.

20

and we ended up on having, obviously not an

20

21

overwhelming majority, but a percentage to be able to

21

If we have great financial results but we're not

22

focus the efforts of the participants in the way that

22

developing people, that's not sustainable. We have

23

the trustees and the IAC see appropriate.

23

to keep building infrastructure, and obviously

So that really goes to the sustainability piece.

24

A little bit more on the executive director

24

adherence to the mission is critical. So those are

25

here. You can see just how the numbers fall out for

25

the general buckets, and it will vary by person. But
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that's the framework that we've proposed.
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1

At threshold it's 700,000, which is half of it. And

2

Moving forward to how it breaks down, the

2

at maximum it's one and a half times target, or 2.1

3

outperformance level, so we're asking for in total

3

million. And to put that into some context, on the

4

5 basis points of outperformance to achieve the

4

final page, page 14, from a dollar perspective -- and

5

threshold level, 25 basis points of outperformance

5

this is really the business case. If the fund can

6

for target, and 50 basis points of outperformance to

6

perform at target, which is 25 basis points of

7

hit the maximum. You can see how it breaks out by

7

outperformance, it generates $375 million of excess

8

the individual asset classes. It's fairly

8

funds. The cost of the incentive plan is

9

standardized, except for fixed income, which

9

1.4 million, or said differently, the fund is

10

obviously has lower risk.

10

returning 99.6 percent of that outperformance to the
stakeholders.

11

A word about how the actual plan will work out.

11

12

So it's a little bit confusing with a cut-in period,

12

13

but let me explain this briefly. As we talked about,

13

most financially sophisticated person on this board.

14

we want to make sure we measure people on performance

14

Gary, would you spend 2 million to make 750 million?

15

when they know they're being measured on it. So the

15

MR. WENDT: Well, there would be a lot of

16

first year of the plan, the first cycle would have a

16

17

one year performance, at which point six months

17

MR. PRICE: So I think the business case is

18

later, assuming positive performance, the plan would

18

pretty good. It's going to be reviewed annually. We

19

pay out 50 percent, and the other half would be

19

have looked at the last three and five year track

20

deferred for a year. In year two we'd have two year

20

records, which is in the brochure, and the plan is --

21

rolling performance, with the same deferral of

21

the SBA has done better than the peer group. The

22

payment. And then starting with year three we have a

22

peer group includes comparable state plans. We've

23

rolling three year period.

23

also reviewed incentive schemes of how many state

24

plans? Were there 12 in that? No. About five in

25

that review.

24
25

From a cost perspective, at the bottom there,
you can see, at target, the plan costs 1.4 million.
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1

MR. WILSON: Right.

1

2

MR. PRICE: Because they're less available.

2

3

MR. WILSON: Yes.

3

MR. COBB: Yes.

4

MR. PRICE: Both in terms of executive director

4

MR. HARRELL: I do have a few comments that I

5
6

compensation and incentive, as well as staff.
MR. WILSON: And generally our plan is

MR. HARRELL: This is Will Harrell. Can you
hear me?

5

wanted to make on this. As a member of the

6

compensation subcommittee, I'm going to be voting for

7

conservative compared to those. It's conservative in

7

the proposal, but I have a couple of, I don't know,

8

terms of the amount being paid out to individuals,

8

concerns or reservations that I just wanted to put on

9

also conservative in that the targets are aggressive.

9

the record. The next time this comes up, I won't be

10

around, and so I wanted to get my two cents in here
for whenever it does come around again.

10

MR. PRICE: The last thing I want to mention is

11

the Florida plan -- there's a firm called CEM, and

11

12

they benchmark the overall costs of running this

12

I think what we're talking about here for

13

office. And Florida is well below the lowest cost,

13

roughly the tier three, tier four employees is

14

actually one of the lowest costs, I guess, in terms

14

basically sound. At the higher levels, what I would

15

of overall overhead to run the plan. So I don't

15

like to see is probably three major elements. One,

16

think this disturbs that. I think this is a terrific

16

I'd like to see the dollars be much larger. And by

17

incentive to induce people to stick around. So I am

17

much larger, I don't mean 50 percent, but probably

18

a hundred percent confident in recommending this,

18

multiples larger. I'd like to see it tied to

19

Mr. Chairman, to the trustees tomorrow.

19

longer-term results, and I would like to see it tied

20

to whether we achieve the actuarial return over a

20

MR. COBB: Good. So I'd like to call on you to

21

make a motion in a moment, but I think we ought to

21

long period of time, which at the end of the day is

22

have discussion and see if there's questions for you

22

the only thing that really matters to the taxpayers

23

before we go to the motion. So what comments or

23

and the pensioners that we're here to serve.

24

questions are there from members of the board? Any

24

25

comments or questions?

25
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1

sums, but it's very easy for those amounts of

1

do it for employees at the tier one and tier two

2

outperformance to still not add up to the actuarial

2

levels. That's all I have to add. But I will be

3

return that we need to achieve for this fund to fully

3

voting for this.

4

fund the obligations that it has ahead of it.

4

MR. PRICE: Thank you, Will. I just want to

5

comment on that. I'm with you on the larger amounts,

5

So those three elements. Much larger payouts.

6

And maybe one comment on the much larger payouts. I

6

actually, but we're in a pretty conservative state,

7

think the staff, particularly the senior staff,

7

with a lot of factors to take into account. And I

8

particularly through the higher up you go, has

8

had those conversations with Josh from Mercer. And

9

significant career risk that I don't know if the

9

where we're coming in is also, you know, I'm going to

10

basic salary fully compensates them for, relating to

10

agree with you, lower than I'd like to be, but I

11

how they invest. There's significant -- if the

11

think it's politically acceptable.

12

market booms and they've been playing it safe,

12

13

there's a lot of career risk around not participating

13

with. And I think over the years we can look at how

14

in that. And after a crash, there's a lot of career

14

to pay people more over longer periods of time. But

15

risk around how much did you participate in that

15

this is a start. I think this is where we begin.

16

crash and how much fear there is of future volatility

16

The last point, which is your actuarial rate,

17

and so on. And so a significant pot of gold out at

17

that will -- our results will come from what we're

18

the end of the rainbow I think is a very appropriate

18

implementing, and you'll get there. We have been

19

offset to that risk, and I think it helps with the

19

there, Ash, right? We've been beating the 7.65, I

20

whole psychology of investing, which is always

20

think it is, rate, something like that. And I think

21

difficult.

21

the way to do that is by implementing a plan like
this. So I'm with you on your point of view.

Secondly, your time period I'm also in agreement

22

At any rate, those three elements, a much larger

22

23

payout, tied to much longer-term results, and tied to

23

And over the next few years, as we continue to

24

the actuarial return that we need to achieve to fully

24

review this plan, it should be a living plan, not a

25

fund the future obligations, is more the way I would

25

set in stone, once in a lifetime plan, we'll address
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2

all these issues. Thank you very much.
MR. COBB: I'd like to make some similar

110

1

defined plans. And we're about -- if I understand,

2

Kristen, we're about at the median of those 10 plans.

3

comments but a little bit different. First, I

3

I guess I think it would be helpful in the future to

4

enthusiastically support the recommendation of the

4

know what those 10 plans are, to know where

5

compensation committee. I think they have thought of

5

California and Texas and some of our competitors are

6

all the important variables. I think they have come

6

that might have a similar risk profile to us, just to

7

up with a good first step, and I think that was your

7

see where we are as part of this annual review. And

8

word, Michael Price, I think, first step. It is a

8

if we're beating our benchmarks but we're not beating

9

modest first step.

9

other pension funds, then I think we have to deal

10

with that. I don't know what we do, but we might
challenge our benchmarks.

10

I agree with the comments. This is not a lot of

11

money. And no one has mentioned the view of what I

11

12

understand is a concern of some, which is how do we

12

So during the dialogue I heard Gary Wendt

13

compare to other pension funds, particularly how do

13

consistently talk about this as a first step and to

14

we compare to other state pension funds. I have

14

challenge this. And you, the chairman of the

15

been -- and I was earlier one who felt strongly about

15

committee, kept saying, absolutely, absolutely. So I

16

that. But I'm convinced that there's no way to

16

think that should be part of the motion. So are

17

really measure different pension funds with different

17

there any other comments before we have a motion put

18

risk profiles and different dynamics, and it really

18

on the floor? So, Mr. Chairman of the committee --

19

is difficult to come up with a definitive. But on

19

20

the other hand, I think it's important to review

20

21

annually or periodically how we're doing generally

21

MR. COBB: Great.

22

with other pension funds. And I think you talked

22

MR. WENDT: I will second it.

23

about that in your dialogue.

23

MR. COBB: And it's seconded.

24

MR. DANIELS: This is Les Daniels. I'd like to

24
25

And so in the report that we got today, for
example, we are compared against the TUCS's top 10
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MR. PRICE: I'd like to move the adoption of the
new incentive plan.

second it.
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1

MR. PRICE: Les Daniels just seconded.

1

you have to stay a little bit after the meeting to

2

MR. COBB: Good, great. Thanks for joining the

2

sign it, or send in a fax signature page.

3

meeting, Les. So it's been moved and seconded. And

3

MR. WILLIAMS: Authorize us to sign.

4

is there any other discussion or comments? Les

4

MR. COBB: By what time tomorrow? You'll make

5

Daniels, since you're not participating today, please

5

the presentation by 10:00 tomorrow morning, something

6

say something about the plan.

6

like that?

7

MR. DANIELS: I strongly support the plan, and

7

MR. WILLIAMS: Ideally, I think if we can wrap

8

if it were up to me, as I think most of the

8

this up, and I think we can turn this very, very

9

committee, we would have made it a bigger plan, but

9

quickly, if we could wrap this up today before

10
11

that just might be tough politically.
MR. COBB: Good. So we've now heard from all

10

everybody leaves, that way we can put the support in

11

the backup materials for tomorrow's meeting. And the
meeting starts at 0900 tomorrow.

12

the members that would like to speak. We're ready to

12

13

vote. All in favor say aye.

13

MR. COBB: Good. So is there a motion for a

14

(Ayes)

14

15

MR. COBB: Any opposition? So hearing none,

15

MR. PRICE: I move it.

letter?

16

it's unanimous. Now, it would be my suggestion that

16

MR. JONES: Second.

17

we have more than Ash communicating this tomorrow to

17

MR. COBB: Any discussions?

18

the trustees, if we wrote a letter. I unfortunately

18

MR. WENDT: Only are we close to having one

19

can't go to the meeting tomorrow. And, Michael, I

19

prepared, or are you going to have to -- you're not

20

understand you can't go. And so -- but I think there

20

starting from scratch, you have a pretty good

21

should be more than Ash making this recommendation or

21

outline?

22

more than the consultants.

22

MR. WILLIAMS: We've been thoughtful on --

23

MR. WENDT: We're close, okay. Good. Thank

23

So I would -- or hopefully somebody will move

24

that we will draft a letter. I think it would be

24

25

great if we could all sign it. It might mean some of

25
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1

comments. Then all in favor of a letter being sent

1

already got a slate of preliminary dates? I think

2

with our unanimous vote say aye.

2

the next to the last page in the book has got that in

3

(Ayes)

3

it. Yes. So apparently what we have is IAC meetings

4

MR. COBB: Anybody opposed? Okay.

4

on March 23. Let's see. What else?

5

MR. WENDT: The employees may want to send

5

MR. COBB: June 22.

6

MR. WILLIAMS: That's the joint meeting.

7

MR. WENDT: Next year now, 2016?
MR. WILLIAMS: These are remaining meetings in

6
7

flowers and candy, too, along with the letter.
MR. COBB: So, again, thanks to the committee,

8

the chair, a lot of work and good presentation and

8

9

good action. And my hope, as I stated in the

9

'15. So we've got really September 28 and
December 7, remaining meetings this year.

10

committee, that we came up with something that had a

10

11

90 percent probability of acceptance. And hopefully

11

MR. COBB: Any objection to those meetings?

12

we're going to meet that objective and have something

12

MR. JONES: I've got a conflict, but I can call

13

that's 90 percent probable.

13

14

Okay. We're now ready for audience comments and

14

in. I'm going to be in Scotland.
MR. WILLIAMS: Oh, my. Well, we could consider

15

participation and discussion of future meetings. So

15

16

does the audience, anybody in the audience have any

16

MR. COLLINS: I make that motion.

17

comments or questions? If not, Ash, why don't you

17

MR. COBB: Okay. It's moved and seconded that

18

talk about the next meeting date.

18

we have our meetings on September 28th and

19

December 7th. Any objection? If not, we'll schedule

19

MR. WILLIAMS: Well, first of all, Mr. Chairman

a venue change.

20

and members, I'd like to thank you for your ongoing

20

that. And if there's no other comments or questions,

21

support. This has been a significant lift on this

21

we stand adjourned before it rains. Thank you.

22

comp effort over a number of years, and I appreciate

22

23

it. We all do. And I think it's the right thing to

23

24

do for our beneficiaries.

24

25

In terms of 2015 scheduled meetings, have we
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INVESTMENT ADVISORY COUNCIL MEETING

2
3

* * *
MR. COBB: So welcome, everybody. Call the

4

1

basis points, which is about 115 basis points ahead

2

of target, which is to say we would be down more but

3

for value added of portfolio management. Still on an

4

meeting to order. Vinny, why don't you briefly

4

absolute basis not where any of us would like to be.

5

introduce yourself in a few moments, tell everybody

5

As a client once said to me, I can't put gas in my

6

about yourself and welcome aboard.

6

boat with relative performance. It's also not

7

edible.

7

MR. OLMSTEAD: I'm Vinny Olmstead. Thanks for

8

having me today. I'm honored to be on the Investment

8

9

Advisory Council. I am a private equity venture guy,

9

10

have a fund that invests out of Vero Beach, Florida,

10

magicians, and we don't take risk at a level that

11

although I have an office up in Atlanta also,

11

allows huge dispersion between our performance and

12

broad-based investments up and down the East Coast.

12

broad market performance.

13

Prior to that I operated a business, and prior to

13

14

that I did investing with a large corporation, a

14

evolution of the management team. You may recall

15

public company, a lot of buying and selling of

15

that we had a retirement of our chief risk and

16

companies. So it's a pleasure to be here, and I look

16

compliance officer the better part of a year ago.

17

forward to contributing over the next few years.

17

Karen Chandler stepped into an acting responsibility

18

as chief risk and compliance officer at that time.

18

MR. COBB: Good. Welcome. Who do we have on

But at any rate, we can do a bit better than the
markets will do by themselves, but we're not

The only other thing I wanted to touch on is an

19

the phone? So we're expecting, I think, two others,

19

She has done an exemplary job since that time. Karen

20

so we will wait to approve the minutes until we get a

20

is with us. Say hello, Karen.

21

full quorum on the phone. So, Ash, take over,

21

And we went ahead with the process, through

22

please.

22

which we advertised the position nationally. We had

23

46 external applicants from all over the country, two

23

MR. WILLIAMS: Thank you, Mr. Chair. A couple

24

of announcements in terms of where we are so far.

24

internal applicants. We set up a team of people to

25

Year to date, funds down as of Friday's close by 115

25

do interviews, created a matrix of questions to ask
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6

1

each of the candidates, interviewed all of them,

1

MR. WILLIAMS: I'm really good, Mr. Chair. We

2

interviewed a short list of three externals and two

2

have a lot of ground to cover, and rather than take

3

internals, debriefed after each interview and after

3

up time, I think we'd be better served getting

4

all interviews, and it was an overwhelming consensus

4

underway.

5

to go in the direction of Karen Chandler.

5

6

For that reason we will submit her name for

MR. COBB: Good. So item three on the agenda is

6

to focus on our strategic investments. So, Trent,

7

affirmation to the trustees tomorrow. All of their

7

introduce your colleagues, and let's focus on this

8

offices, of course, have been briefed on this, and

8

important part of our portfolio.

9

she's been around to meet them, et cetera. So I

9

MR. WEBSTER: Thanks, Ambassador. I think most

10

suspect by close of business tomorrow she will

10

of you know who I am. I'm Trent Webster. I'm the

11

officially be our chief risk and compliance officer

11

senior investment officer of the strategic

12

without any modifications to that title.

12

investments asset class. To my left I'd like to

13

introduce to you all Mr. Subhasis Das. Subhasis is a

14

senior portfolio manager in strategic investments.

13
14

So at the risk of being presumptive, welcome,
Karen, and congratulations.

15

MR. COBB: Ash, let me interrupt there and say,

15

He joined us over three years ago. And during the

16

Karen, in an earlier meeting, we discussed pages 11,

16

time that he's been with us, he's focused on activist

17

12 and 13 of the July 31st report. The SBA has made

17

equity, equity long-short, royalties, CTAs, managed

18

all the (inaudible) focused on risk. And so at the

18

futures and multi-strategy hedge funds. He's also

19

next meeting what we'd like to do as a board is to

19

spearheading our research into insurance strategies.

20

totally understand these risk calculations and how

20

21

they were arrived at, how they're checked, so we can

21

Subhasis had spent ten years with Scott in global

22

all gain more confidence in understanding these risk

22

equity, where he was responsible for analytics and

23

levels.

23

external manager oversight. Subhasis has a

Prior to joining us in strategic investments,

24

MS. CHANDLER: Absolutely. That will be fine.

24

bachelor's of the arts from Presidency College in

25

MR. COBB: Good. Go ahead. Excuse me, Ash.

25

Calcutta, India, a master's in economics from
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7

1

Jawaharlal Nehru -- did I say that right?

8

1

colleagues to my left, they all represent different

2

MR. DAS: Yes.

2

asset classes. They represent global equity, fixed

3

MR. WEBSTER: Okay. Good. Close enough. I

3

income, private equity and real estate. And anything

4

practiced. Jawaharlal Nehru University in New Delhi.

4

that doesn't fit nice and neatly into those four

5

He has a master's in economics and a Ph.D. in

5

asset classes, it comes to us. So you can think of

6

economics from the University of Florida. He also

6

us as the alternative asset class for the Florida

7

has an MBA from the University of Florida and a

7

Retirement System.

8

master of science in computer science from Florida

8

9

State. He's also a chartered alternative investment

9

10
11

analyst.
And I just realized, Subhasis, you've got more

So we have four objectives by policy. The first
one is to generate a real return over a long period

10

of time of 5 percent. That doesn't mean we're always

11

going to generate a real turn of 5 percent each and

12

letters behind your name than I have in my name. So

12

every year, but when we construct a portfolio of

13

I'm going to embarrass Subhasis a little bit to say

13

alternative assets, that's what our ultimate goal is.

14

that he's a very talented individual. He's part of a

14

15

group of talented individuals in the strategic

15

Florida Retirement System. So what does that mean?

16

investments asset class. And they're all sitting in

16

The fact that you have all these asset classes here,

17

the crowd there. Guys, just wave your hands. Let

17

aren't we trying to diversify the Florida Retirement

18

everyone know.

18

System? That's a broad way of saying that we're

19

going to invest in assets, structures and strategies

19

That group is excellent. They're mostly

Our second policy objective is to diversify the

20

responsible for the strong performance we'll see

20

that the other asset classes generally do not invest

21

later. So if you have any hard questions, they're

21

in.

22

the people to ask, and I'm more than happy to field

22

23

all the easy ones.

23

to see the benefits of strategic investments through

24

the risk-adjusted return, either by higher return for

25

the same amount of risk or a lower risk for the same

24
25

Well, who is strategic investments, for those
who are maybe not familiar with us? You see here my
ACCURATE STENOTYPE REPORTERS, INC.
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1
2

amount of return or some combination thereof.
The third policy objective we have is to provide

10

1

We tend to look out three to five years. We're

2

not nimble enough and I don't know if we're smart

3

a hedge against inflation. We don't see any

3

enough to look out three to five days or three to

4

inflation today, at least any consumer price

4

five weeks or three to five months. But we look out

5

inflation. We obviously have a lot of asset

5

three to five years to try to find the best

6

inflation. But we don't see a lot of consumer price

6

risk-adjusted returns.

7

inflation. If it does, it's something we'll start

7

And that means that we generally execute a

8

thinking about. So we will take into consideration

8

contrarian philosophy, either by investing in assets

9

inflation if it arises.

9

that are attractive on a risk-adjusted basis or

10

Finally, we're here to invest opportunistically.

10

investing in strategies where there's been capital
that's moved outside of the strategy.

11

What makes us a little different is that all the

11

12

asset classes have a target and bands around the

12

13

target in which they tend to fluctuate in terms of

13

the previous slide. And I've made this comment

14

asset allocation. We too have a target of

14

before, and maybe there's a disagreement on it. But

15

12 percent. However, we think of ours a little

15

it seems to me that the diversification, number two,

16

differently.

16

is too narrow or maybe too broad, excuse me, maybe

MR. COBB: Trent, I'd like to ask a question on

17

We think of our target as a ceiling and that we

17

it's too broad, and where downside protection really

18

can be between zero and 12 percent of the total FRS.

18

is what you're talking about here.

19

Strategic investments was in part created to provide

19

20

a flexible pool of capital to invest

20

say -- because you can get diversification lots of

21

opportunistically. In theory, we're probably never

21

different ways. And some ways don't provide downside

22

going to be zero percent. But on the other hand, we

22

protection. But I do believe it's your philosophy to

23

don't necessarily feel the need to rush out and

23

provide downside protection for the portfolio. And

24

invest in things where we think things are

24

in fact you have.

25

unattractive.

25
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12

1

definitively. One of them states their objective in

1

2

this area is to have 75 percent of the ups and only

2

careful because the first thing with generating a

3

have 50 percent of the downs. In other words, a very

3

5 percent real return, if we focus too much on the

4

precise objective. And I'm not suggesting that.

4

down side, I think the odds of hitting that first one

5

Maybe that's too precise. But it seems to me that we

5

are probably reduced.

6

need to make that number two more specific really

6

7

than downside protection. What's your response that?

7

Subhasis is going to talk a little bit later about

8

the diversifying strategies. We have been spending a

9

lot of time on investing in things which should help

8
9

MR. WEBSTER: I hear you. I think it's a very
good argument. The things that I would caution,

I also would think that we've got to be a little

And we have been spending a lot of time --

10

though, is I think that diversification in itself is

10

protect the down side. And I absolutely hear you on

11

downside protection, which is why we have a variety

11

our focus, because that's what we -- we've been more

12

of different asset classes. Much of our portfolio

12

focused on that than anything. But it's really meant

13

will go down in a bear market. So we've done

13

to be a flexible pool of capital and to diversify the

14

scenario analysis of what we think the portfolio will

14

FRS.

15

do in a bear market.

15

16

We think strategic will go down. The typical

There are some people here who know more about

16

this than I do. Some pension plans have slices where

17

bear market, say if stocks went up 30 percent, we

17

that's all they do, is focus on downside protection.

18

think we'll be down 10 to 15 percent. And there will

18

We don't have that, but we view that as part of our

19

be times where you won't want us to focus on downside

19

mandate.

20

protection. You'll want us to be aggressive if

20

21

you've got PEs in the market of eight, nine or ten or

21

have four objectives, four objectives. And I don't

22

spreads are a thousand wide, that's when you want us

22

have a problem with all four of them, and I would

23

to be focusing on generating good returns as opposed

23

think a hedge against inflation is kind of a second

24

to downside protection, because the down side has

24

area. And investing opportunistic, yes, in a low

25

probably already happened.

25

price earnings ratio, high interest rate environment,
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1

we'd want you to invest. But you don't say there

1

2

anywhere to protect the down side, which is one of

2

broad, so we have flexibility for portfolio

3

your key objectives, seems to me.

3

construction. But on the individual components of it

And for the aggregate asset class, we left it

4

MR. WEBSTER: I guess I would say that

4

and on individual write-ups of specific investments,

5

diversifying the FRS is what -- we would consider

5

it is very definitely something that's referenced.

6

that to be protecting the down side.

6

For example, one of the things you'll see in our

7

standard dilly on any proposed partnership with an
investment manager will be their performance history.

7

MR. WILLIAMS: Maybe I can help out, Ambassador.

8

When we went to the legislature and gained the legal

8

9

authority to double our alternative investment

9

Part of what we're looking at is how do they do

10

exposure, a big component of that dialogue was the

10

in down markets in particular. And of course, given

11

notion of increased diversification and buying

11

where we are in financial history, if the manager was

12

alternative investments that have minimal or negative

12

around during the '08 downturn, what they did and how

13

correlations to other positions we hold as a means to

13

they handled it during that crucible of reality is

14

do exactly what you have expressed, reduce downside

14

very interesting to us and very important. And if

15

exposure by, over the fullness of time, better

15

they did preserve capital, reduce down side, improve

16

protecting capital in down markets, leaving more

16

long-term portfolio efficiency by the way they were

17

capital there that has not been subject to permanent

17

positioned going into and coming out of that period,

18

impairment for compounding over the fullness of time.

18

that's useful for us to know.

19

So our intent is to do that. We've deliberately

19

MR. COBB: Any other comments from management or

20

left it written broadly at this level. And if you

20

the board on the subject? If not, we'll go ahead.

21

look -- and if you'll stand by, when we go through

21

Hearing none, excuse me, Trent, for interrupting.

22

the presentation and when we come down for example to

22

23

the section on hedge funds, we specifically say, I

23

investments was formed in 2007. In June 2007 we were

24

believe, in the slide deck we have today that that is

24

funded with a $6 billion global equity portfolio.

25

one of the things we're doing.

25

The idea at the time, another reason why strategic
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1

investments came into being was to be able to go

1

2

across asset classes, to invest across different

2

3

asset classes.

3

MR. COLLINS: I have one question.

4

MR. COBB: Yes, sir.

4

We were originally funded with a $6 billion

So does anybody have any questions before I turn
it over to Subhasis?

5

global equity portfolio, and that's all the assets

5

MR. COLLINS: How long did it take to determine

6

that were in the portfolio at the time, were in

6

the proper target weight that strategics should play

7

strategic investments at the time. The idea was, was

7

within FRS? It started out as an idea, right, and a

8

that we would sell down the global equity portfolio

8

group of assets. And then obviously between '07 and

9

and use it to fund up alternative investment

9

'10 there was a lot of thought given to your role

10
11

strategies. And that indeed happened.
What also happened was the global financial

10

within the FRS, right, on the asset allocation. How

11

did we get to six, how did we pick six?

12

crisis. So from June 2007 onward, we got hammered

12

13

like the rest of the FRS did. And even though we

13

happened, so I'm not sure. Originally there was

14

were funding other strategies, what happened was that

14

no -- there was zero. There was no -- I mean, we

15

we didn't provide a whole lot of protection to the

15

could invest in it, but the idea would be a flexible

16

down side, and we went down a lot.

16

pool of capital, and there would be no set target

17

allocation.

17

In 2010, with the formation of the global equity

MR. WEBSTER: I actually wasn't here when that

18

asset class, the remaining amount in the global

18

19

equity portfolio was transferred out of strategic

19

part of the recommendation from the IAC, and I think

20

investments into global equity. And from that time,

20

it went to 11 because we found ourselves bumping up

21

you'll see through the presentation, that we use

21

against our original allocation, and there was a lot

22

June 2010 as a demarcation point because it's around

22

more that we could invest in. There was a greater

23

then when we view that time as being when the vision

23

desire to diversify. But how originally they decided

24

of an alternative investment portfolio came into

24

five or six, I don't know.

25

being.

25
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1

Mr. Chairman, to say I think we all realize the

1

can see that the target weight for strategics is 12,

2

strategic, for lack of a better word, importance of

2

and I think the target weight for private equity

3

the asset class to the FRS. But I think there was

3

is --

4

probably a lot of thought that went through the

4

MR. BRADLEY: Six.

5

process of getting to 6 percent. And, you know, a

5

MR. MNOOKIN: -- six. So you're talking, you

6

mere two years later we were at 11, and now four

6

know, approaching 20 percent, which is not that much

7

years later we're at 12. So we've doubled from our

7

behind what other institutions have.

8

initial, where we decided to set it up. It's bigger

8

MR. COBB: Ash just shared with me the ten other

9

than the -- what's the real estate portfolio today

9

large pension funds, and they were at 17 all together

10

and we were at 13. So we're still a little bit low.

10

percentage-wise?

11

MR. SPOOK: Eight percent.

11

12

MR. COLLINS: Yeah. So it's a major program.

12

target of 18. We have a little less than 7 percent

MR. MNOOKIN: Right. We are not yet at this

13

And we've gone from 6 percent to 14 percent or

13

in the strategics, and we have a little less than

14

12 percent in four years.

14

6 percent in --

15

MR. COBB: I guess I have a question to

15

16

Cambridge on that. I think we're still relatively

16

of peers, with strategics and private equity, is at

17

low compared to other state pension funds and other

17

what?

18

endowments.

18

MR. COBB: 17 compared to our 13.
MR. COLLINS: Well, we'd be 18, because they

MR. COLLINS: So you're saying that our universe

19

MR. MNOOKIN: Ambassador, the fund is certainly

19

20

low relative to other endowments, many of which have

20

lump strategics and private equity together to come

21

15 or 20 or 25 percent in sort of so-called strategic

21

up with that.

22

investments. But I'm not sure that they're that much

22

MR. WILLIAMS: Right. But if you look under Tab

23

behind other pension plans. I think pension plans

23

6, which is Aon Hewitt materials, go to slide 13, you

24

are newer in this. And what -- you know, the SBA

24

can see the comparison of the FRS versus the top 10

25

separates out private equity from strategic, and you

25

DB plans. And as the ambassador said, the top 10
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1

show alternatives at 17 percent. We show -- we don't

1

is also very important. If a fund has good

2

have a category for alternatives. It's slide 13

2

performance but can't meet our information and

3

under Tab 6. If you sum our 6.9 of strategic and

3

reporting needs, it's not for us. It's going to be

4

6 percent of private equity, we're right about on 13.

4

difficult for us to monitor those kinds of funds.

5

So we're a little south of the 17 combined

5

And last but not the least, we need funds to

6

alternatives exposure of our large public plan peers.

6

have a clear investment process, which we can break

7

down into a sequence of actions, starting from

7

So it lines up with what Jim was saying. We're

8

still in the building mode. And we have the high

8

defining risk-return parameters, all the way to

9

class problem of trying to move net allocations at a

9

actually coming up with a portfolio. That kind of

10

time when we have a lot of cash coming back to us

10

process-driven investment vehicle gives us the

11

from prior investments. So to get that reinvested

11

confidence that this is repeatable and we can expect

12

and invest more and move the dial is tricky because

12

to get the kind of high risk-adjusted returns that we

13

we're always going to be driven by valuations and

13

seek.

14

discipline on that front rather than just filling

14

This slide is a flow chart of all the different

15

against a target allocation.

15

things that we do within our fund selection process.

16

MR. COLLINS: I'm good.

16

The fund selection process begins with an idea, and

17

MR. COBB: Okay. No further questions on that.

17

if it's something that we have not done before, then

18

we'll take the time to research it in depth, maybe

19

write a white paper, and in certain cases as

20

required, we'll seek the approval of the senior

21

management groups, the senior investment group and

18
19
20
21

Excuse us. Keep going.
MR. WEBSTER: Okay. I'll pass it over to
Subhasis.
MR. DAS: Thank you, Trent. These are the high

22

level objectives or things we look at when we are

22

the senior operating group as well. And finally,

23

trying to select funds. First thing is, funds have

23

obviously, we need the approval of the CIO to

24

to have a high ethical standard and a very good

24

proceed.

25

reputation in the marketplace. Institutional quality

25
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1

observing market dislocations such as the

1

strategic investments, and these primarily are done

2

dislocations we observed in the energy markets, or it

2

by risk management and compliance, where they look

3

can come bottom up through discussions with funds who

3

into the guidelines and portfolio restrictions that

4

are presenting ideas to us. For example, our royalty

4

are being met as specified in contract on a regular

5

investment idea started with a fund presenting to us

5

basis.

6

a health care royalty fund, and that made us ask

6

7

ourselves, okay, what else is there in this kind

7

investment group discusses all major initiatives

8

of -- in this space. And we took a good hard look at

8

undertaken by the asset classes, and the CIO approves

9

the entire space and then finally made a couple of

9

the final work plan that gives direction to those

10
11

investments.
Our diligence process is multistage. It starts

10
11

Also it's important to point out that the senior

classes over the next 12 months.
Then we have a set of processes which are

12

with an introductory call to get to know the basics

12

external to SBA. So what that is is we would conduct

13

of a strategy and ultimately ends with an investment

13

channel checks on funds and PMs using our

14

approval memo. At all stages we go back and forth to

14

consultants, our fund of fund relationships and any

15

the funds and our consultants to gain better insight

15

other contacts that we may have with other

16

into each of the funds.

16

institutions. So that kind of provides third party

17

verification that funds are doing what they are

17

It's important to stress that at any stage a

18

fund may be declined for a variety of reasons, such

18

supposed to be doing or what we think they should be

19

as maybe identification of key personnel turnover,

19

doing.

20

inadequate alignment of interests or a bad reference.

20

21

This slide shows all the different things we do

And then last but not the least are processes

21

which are internal to strategic investments. So we

22

as part of our risk management. I won't go through

22

will go into the operational capabilities of funds.

23

every one of these bullet points. But broadly there

23

The overall SI portfolio risk control is done through

24

are things that are done -- three types of activities

24

diversification of strategies and management of

25

occur here. First is processes that are external to

25

exposures that check using holding based exposure
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1

reporting. And also it's a point to note that we

1

2

have a very high bar for new funds on the public side

2

This slide represents the classic investment

3

or first time funds on the private side. Such funds

3

funnel. We refrained from putting the actual graphic

4

would have to have something really compelling for us

4

on there, but as you can see, we try to cast a very

5

to invest in them.

5

wide net and speak with as many managers as we can.

6

Investment approval memo does not always mean an

6

Our monitoring processes begin with quarterly

time.

7

calls. Calls are usually done on a quarterly basis,

7

investment will be made. It may not happen, as I

8

but we will do them more frequently, such as monthly,

8

stated earlier, if something comes up at a late stage

9

if there's some change going on within a fund or we

9

or if legal agreement doesn't quite work out.

10

feel that the market climate is such that their

10

And then the two bullets at the bottom represent

11

performance may be affected.

11

calls done for monitoring purposes and external party

12

Calls and exposure reports and newsletters are

12

calls for references or checking with other investors

13

reviewed for additional information on performance,

13

in the fund.

14

organizational changes, growth and introduction of

14

15

new products by managers. We lean on our consultants

15

16

heavy for color on managers, things that they may

16

17

learn from their colleagues at the firm, at their

17

18

firm, or anything they may have come across in their

18

MR. COBB: Yes, sir.

19

talking to their contacts.

19

MR. COLLINS: On the 12 investment memos, is it

20

On the private side, we ask for membership on LP

At this point, I'll hand it back to Trent unless
there are any questions.
MR. COLLINS: Could I ask one question,
Mr. Chairman?

20

possible for us to see one of those, you know,

21

advisory committees, and we will always attend the

21

periodically? I'd love to see the thought process

22

annual general meetings of the funds. We have now

22

and the work. I know you guys put a lot into them.

23

on-boarded our hedge funds into a portfolio

23

I'm also aware that you like to keep things

24

monitoring and risk system. This helps us gain

24

confidential. So I don't know if it's possible for

25

additional insight in terms of seeing trends over

25

us to see one of those. If we have to go into a room
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1

under a guard, you know, we could do that. I'd just

1

can invest opportunistically and that we can move

2

be curious to see the product.

2

capital across a variety of different asset classes,

3

MR. WILLIAMS: Sure. The answer is I'm not

3

but we want to make sure that we're disciplined when

4

entirely sure on that. That could be investment work

4

we're allocating capital. We don't want to fall too

5

product that's confidential until such time as we

5

much in love with a strategy or with a group of

6

exit the --

6

managers.

7

MR. COLLINS: So we do have to go in the room?

7

So throughout the year we're meeting both

8

MR. WILLIAMS: It could be as long as we do a

8

formally and informally with our consultants, with

9

our managers, with our peers, amongst ourselves,

9

mind wipe on you afterward.

10
11
12

MR. COLLINS: That wouldn't be hard, I assure
you.
MR. WILLIAMS: Let me check on that. Certainly

10

across a variety of different meetings, I'm sorry,

11

across a variety of different venues, and come up

12

with a market view that we hash out at the beginning

13

we have nothing to hide and we're very proud of our

13

of the year and we incorporate into our annual work

14

work product.

14

plan.

15

MR. COLLINS: At the same time I have respect

15

And that looks forward three to five years, and

16

for the process and respect for the work product. I

16

it's an estimate of where we think we want to

17

don't want to do anything that --

17

allocate capital over the intermediate term. Now, we

18

can change because markets will change, opportunities

18

MR. WILLIAMS: Those documents are very honest

19

as well, and I don't necessarily want something

19

will change. It's meant to be a guideline rather

20

showing up somewhere and having some manager call me

20

than a fixed target. But it does impose some

21

and saying, You said what?

21

discipline into our process such that we can continue
to manage a well-diversified portfolio.

22

MR. COLLINS: I totally understand.

22

23

MR. COBB: Okay. Trent.

23

24

MR. WEBSTER: Okay. Thanks. Just to finish up

24

total FRS. It's our current intention that if

25

on asset allocation, I had mentioned earlier that we

25

current market conditions hold, and they keep
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1

slipping away every day it seems, but if they

1

2

continue to hold, it's our intention to rise to 9 to

2

3

10 percent of the FRS and then float and take

3

strategies. You see debt equity, real assets,

4

advantage of whenever the next bear market occurs.

4

diversifying strategies, flexible mandates and

5

Perhaps it's occurring right now. We're not sure.

5

special situations. So our plan is to get that

6

purple part of the pie, that diversifying strategies,

6

You can see here, this is our weight within the

we'll talk about performance here in a bit.
Currently we have allocations to six broad

7

FRS. We're currently at 7 percent. We blame this on

7

which is currently 12 percent, that's the area where

8

Scott and Alison for doing such a great job in global

8

most of our uncorrelated and lowly correlated

9

equity, making it so hard to keep up with them. But,

9

strategies reside, to get that up to 20 to

10

again, we expect to get up to that 9 to 10 percent,

10

30 percent, and then the other parts of the pie,

11

if we get there, within the next, depending on market

11

particularly the debt equity, real assets, will

12

conditions, the next 18 to 36 months.

12

shrink.

13

Currently the portfolio is about $10 billion.

13

Now, if the S&P is at 1200 next week, God

14

Including unfunded commitments, we're at 13 and a

14

forbid, if it were, then we'll shift our thinking.

15

half billion dollars. It's split roughly equally

15

And if we're doing our job properly, at the bottom,

16

between private market funds and evergreen funds.

16

or when equity markets and credit is cheap again,

17

And evergreen funds is our catchall for everything

17

you'd see that expand and diversifying strategies

18

that's not a private market fund. So that's where

18

come down.

19

most of our hedge funds reside.

19

20

What's important to note is that roughly half --

I've got a couple of slides here on allocation

20

to show you the progression of exposures by strategy

21

well, half the portfolio is benchmarked to CPI plus

21

over time. So that bright red part of the graph is

22

5 percent, which is our long-term goal. What this

22

our global equity portfolio. And you can see there

23

means is that when we do have a downdraft in the

23

that for the first several months in strategic we

24

market or a sustained bear market, we will

24

were 100 percent global equity. We then funded up a

25

underperform. And I'll show you in a little bit,

25

variety of debt funds, primarily distressed debt and
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1

senior loan funds, until June 2010, when the global

1

2

equity portfolio was taken out of strategic

2

3

investments. During that time period global equity

3

see our largest allocation is distressed. We like

4

was 75 percent of the asset class, meaning that our

4

distressed as a strategy. It will go down if there

5

risk was dominated by public equities in the face of

5

is a prolonged bear market, but we like the

6

a fierce bear market.

6

risk-adjusted returns it offers over time. You see

7

in that green part of the pie, that's real estate.

7

That light blue part of the graph there, that's

there.
This is the allocation by sub-strategy. You can

8

high yield. And we were funded with a $2 billion

8

You're saying, Well, what do you have real estate

9

high yield portfolio as well, which we then

9

for? Steve is here. He's a smart guy. They invest

10

liquidated early but then totally got out of a couple

10

11

of years ago. You can see that purple part there of

11

12

that graph continuing to expand.

12

estate, and it is also real estate debt. It is our

13

intention to bring that down a little bit over time

13

This is another iteration of it excluding the

in real estate. How come you guys are doing it?
And the reason is because that's distressed real

14

global equity portfolio and the high yield portfolio.

14

as well. And in the purple part of the pie, under

15

What you saw, that when global equity went away, we

15

diversifying strategies, CTAs at 8 percent is about

16

became dominated by debt. And so for the last

16

where we like it and keep it. It's the global macro

17

several years we had a very high bar. We actually

17

where we've been spending a lot of time as of late.

18

put a halt on most new debt investments because we

18

And we want to get that out to somewhere between 8

19

were so dominated by it.

19

and 12 percent, to get that purple part, diversifying

20

strategies, up to 20, 25 percent of the asset class.

20

We were looking at a variety of different

21

strategies to bring into the portfolio. As it's

21

22

worked its way down, it's becoming less imperative

22

we have spent a lot of time on global macro, if we do

23

that we diversify away from it. It's our intention

23

not find funds that we do not like or we do not feel

24

that we will get that somewhere below 30 percent

24

comfortable with, we will not populate the portfolio

25

under current market conditions and take it from

25

with them. First and foremost they all must stand on
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1

their own, and we're not going to force money into

1

three, four times that of our equity portfolio. And

2

the fund just to get an exposure. But we have been

2

that is in contrast to the entire FRS, where equity

3

spending a lot of time on global macro.

3

has been two to three times that of fixed income.

4

Here's strategic investments performance.

4

We also want to see if we're adding value on a

5

June 2010 was our five-year anniversary. You can see

5

risk-adjusted basis. We think this is exaggerated,

6

that we've done pretty well. The cumulative

6

but we'll take it. Our Sharpe ratio is just under

7

outperformance during that time period has been

7

four. We expect -- well, we will. That will come

8

28 percent. Now, this has been right in the middle

8

down when we go into a bear market. We think over

9

of a fantastic bull market in risk assets. We think

9

the long-term an appropriate Sharpe ratio for an

10

that in a bear market, in a typical bear market,

10

11

we'll give back a third to a quarter of that relative

11

12

performance. But we still should outperform our

12

13

benchmark over the cycle.

13

MR. WEBSTER: Because we've been in a bull

alternative strategy is around one.
MR. COLLINS: And why do you think it's
exaggerated?

14

We compare ourselves many different ways.

14

market. This doesn't include the downdraft. So my

15

Benchmarking is hard in alternative assets. So one

15

caveat through all this is that since June 2010 to

16

of the things that we do is that we benchmark

16

June 2015 it's been a great time to be in risk

17

ourselves or we compare ourselves, amongst other

17

assets. We'll come back. That will come back.

18

things, to the rest of the FRS. So we take out

18

Volatility will go up. That ratio will come down.

19

strategic investments and say, okay, how did we do

19

This looks at the correlation of strategic

20

relative to the rest of the fund. And over the five

20

investments versus the rest of the fund. You can see

21

years since June 2010, we've outperformed the rest of

21

here that at the middle of 2010 you were over

22

the FRS by 70 basis points a year.

22

90 percent correlated as you would expect with a

23

portfolio which contained nothing but publicly traded

23

And to note, you saw the graph earlier about how

24

dominated we were with debt. So debt was by far and

24

global equity securities. It's come down once we got

25

away our most important allocation, being as high as

25

rid of global equity, and as we've diversified the
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1

portfolio and broadened the portfolio, you can see

1

anything that's distressed, so he can't buy in a down

2

that the correlation of strategic investment at

2

market like you can buy in a down market? How do

3

roughly 30 percent.

3

you -- is there an arbiter, right, of, oh, no, this

4

is not Steve's, this is Trent's, or vice versa? How
do you do that?

4

The next graph looks at volatility including and

5

excluding strategic investments. This is also since

5

6

June 2010. This has been on average -- the FRS

6

MR. WEBSTER: We get all of Steve's castoffs.

7

volatility with strategic investments has been just

7

MR. COLLINS: Okay.

8

over 8 percent, and without it it's been about

8

MR. WEBSTER: The way we've approached this, the

9

8.35 percent. So the inclusion of the strategic

9

way I've approached this is that there are things

10

investments has reduced volatility of the fund by 30

10

that we invest in which theoretically could be in the

11

basis points. During this time we've only averaged

11

other asset classes. So we've always approached it

12

5 percent of the whole fund.

12

that they get the first bite at the apple. And

13

oftentimes what happens is, well, that's just outside

13

And before I hand it over to Subhasis, he's

14

going to talk about the diversifying strategies

14

of their mandate or what have you, and it can come to

15

component of the portfolio, are there any questions

15

us.

16

on performance or the fund? Or the asset class, I'm

16

17

sorry.

17

is any -- if there's any gray area, we'll always

So in Steve's group, I mean, typically, if there

18

MR. COLLINS: One more question.

18

defer to real estate first, just as we would to John

19

MR. COBB: Yes, sir.

19

in private equity or to Alison and Scott in global

20

MR. COLLINS: How do you decide -- you talked

20

equity, because there are so many different things
that we can do.

21

about Steve and real estate. So 12 percent of your

21

22

portfolio is real estate. How do you decide, when

22

23

something comes in, that it fits in strategics and

23

be, just as when you got rid of global equity the

24

not in real estate? And is it as simple as, oh, this

24

correlation got better, if you were to get rid of

25

is distressed, so that Steve just really can't touch

25

real estate, would the correlation get better?

ACCURATE STENOTYPE REPORTERS, INC.
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MR. WEBSTER: That's an excellent question. I
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1

MR. WEBSTER: Okay, good.

2

mentioned earlier that in our asset allocation

2

MR. COBB: Okay. Continue.

3

process, we didn't talk about it, but on our bullet

3

MR. DAS: This section is about the diversifying

4

points it was -- we run an optimization.

4

strategies that we are looking at. So we chose to

5

Optimizations are -- it's not something you rely

5

focus on these four areas, CTAs, global macro,

6

heavily on, but we use it for the relationships that

6

relative value and royalties, because really these

7

the asset classes have. And we can go in so many

7

are the things that did pretty well during the global

8

different ways.

8

financial crisis, and we felt that if they were able

9

to perform well during a major crisis such as that,

9

When we run the optimization, what it tells us

10

is that real estate has a diversifying aspect to it.

10

they should be pretty robust as diversifying

11

And so for us that's attractive, and it's a pretty

11

strategies.

12

significant diversifying aspect for us. So we're

12

13

happy to go into it because we do think it's

13

diversifying strategies is to move the efficient

14

diversifying. So we think -- and our current model

14

frontier for the asset class to the left. So by

15

is at 12, and we'll probably get it down to high

15

combining assets that are not perfectly correlated,

16

single digits, we don't know, you know, over time.

16

what happens is that the overall risk can be dropped

The whole objective of including the

17

But there are a lot of interesting things in

17

down. So you get -- you could get the same level of

18

terms of like distressed. So we've got a manager

18

returns but with a lower level of risk. And that's

19

buying distressed commercial properties in Germany.

19

why you see the frontier moving to the left.

20

I don't know if that's something Steve would be

20

21

interested in, but for us that's kind of cool, so we

21

reduction in risk of losses as well as an overall

22

do that. And we certainly think that that's

22

reduction in portfolio volatility. So you win on a

23

diversifying for the whole FRS. Can you do that,

23

risk-adjusted returns basis.

24

Steve?

24

25

MR. SPOOK: Yes.
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1

and equity investments. With CTAs and global macro,

1

turn over the portfolio two to three times a week or

2

with their ability to be more flexible and they can

2

even sometimes intraday, to others which are more

3

invest in such a wide variety of markets and

3

medium- to long-term oriented, 30- to 90-day turnover

4

geographies, there is the potential that returns

4

time. We have funded this mandate with two

5

might be enhanced as well, which would then account

5

diversified fund of funds, as well as one pure

6

for the upward movement of the efficient frontier.

6

medium- to long-term trend-following fund.

7

The first category of diversifying strategies

7

MR. WEBSTER: In CTAs -- and that's a good

8

that we are invested in are the CTAs. These

8

example of how we invest opportunistically. So we

9

primarily refer to quantitative investment strategies

9

mentioned earlier that we had gotten out of high

10

that buy or sell futures contracts across four

10

yield because we didn't think it was attractive

11

primary markets; commodities, currencies, equities

11

relative to what we were trying to accomplish. CTAs

12

and rates. The CTA industry is very diverse, but the

12

were the opposite of that. We went into it when a

13

majority of assets have flowed to managers that use

13

lot of people were leaving.

14

market trend following models.

14

So managed futures were down three years in a

15

The basic philosophy there is that markets trend

15

row, and we've seen a lot of pain amongst investors.

16

in the same direction over short and medium term time

16

And that made it interesting to us, not just in

17

periods. And by identifying market trends in the

17

diversification benefits, but also that a lot of

18

same direction, these trends early, investors can

18

capital was leaving. And in 2014 the Credit Suisse

19

make money by investing in them.

19

Managed Futures Index was up 31 percent, which made

20

it the best performing hedge fund strategy by far
last year.

20

Some CTAs are specialized by regional markets,

21

but a large majority of them are very diversified.

21

22

Some of them will invest in as many as 140 different

22

23

markets. In model CTAs the major dimension of

23

historically capitalized on various forms of

24

differentiation is the investment time horizon. Some

24

volatility, which you get with any market

25

tend to be very short-term oriented, where they might

25

dislocation, and of any type, and they've managed to
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1

do well in crisis periods. Some of the CTAs will

1

left on this, and we've got a lot left to do, plus we

2

show historical dynamic correlation to the equity

2

want to hear from Cambridge and Townsend, so maybe

3

markets, meaning that they'll be positively

3

pick it up a little bit.

4

correlated in up markets and negatively correlated in

4

MR. DAS: I'll go quick. The next category of

5

down markets. And that is because they can go long

5

diversifying investments that we've already kind of

6

and short in any and all equity markets. So when the

6

talked about is discretionary global macro. These

7

equity markets are trending down, they can take

7

strategies work by deploying directional positions at

8

advantage of it by being short in those markets.

8

the asset class level, to express positive or
negative top down view of the markets, typically

9

The majority of CTAs can be described as

9

10

long-haul strategies and tend to produce positively

10

based on forecast analysis about interest rate

11

skewed distribution of returns. Our CTA investments

11

trends, general flow of funds, political changes,

12

have to date done what we've expected. We funded our

12

government policies, central government policies, et

13

first one in, I believe, September of 2014. And

13

cetera, et cetera, very top down in nature.

14

since September until August 2015, we are up

14

Risk is a very important element in these

15

10.3 percent on a composite basis, while the S&P 500

15

strategies. Many of these guys are very focused on

16

over the same period is up about 50 BPs. So it has

16

risk management. And these did really well, as

17

done what we expected it to do. In the months where

17

pointed out, during 2008. We already hired one

18

equity markets were down, it's shown the performance

18

global macro manager and are at advanced stages of

19

in the other direction.

19

due diligence with one more.

20

MR. WEBSTER: And a real life example of that is

20

MR. COBB: With each of these strategies, could

21

when markets were boiling over in August, the peak to

21

you give us a sense of fees, so on CTAs, on average,

22

trough for the S&P 500 was -- it was down 11 percent,

22

what kind of fees we're paying, and on global macro?

23

and our CTA portfolio was up 1 percent during that

23

Is it one and a half and 20 or --

24

time. So it's doing what we expect it to do.

24

25

MR. COBB: Gentlemen, we just have 20 minutes
ACCURATE STENOTYPE REPORTERS, INC.
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1

MR. WEBSTER: Well, actually, on a blended

1

prices among securities that have similar economic or

2

basis, it's actually less than that. The management

2

financial characteristics, such as interest rates.

3

fee might be a little bit more. I think it's like

3

So fixed income, our managers will profit from

4

1.6. I think the carry is -- I think it's like 14.

4

interest rate swap arbitrage or bond arbitrage, yield

5

So you think of like instead of one and a half and

5

curve arbitrage or MBS. All our managers essentially

6

20, it's like 1.6 and 14, something along those

6

try to take advantage of differences between implied

7

lines.

7

volatile option and the forecast of future realized
vol of the options underlying securities.

8

MR. COBB: In global macro?

8

9

MR. WEBSTER: Well, one and a half to two and

9

10
11

20.
MR. DAS: We've managed to get some lower fees

We've hired one manager, and another one is in

10

the final stages approval. Again, in keeping with

11

the overall theme, we've targeted funds that did well

12

that they've been offering for institutional

12

during the global financial crisis, as an indicator

13

investors.

13

of performance in stressed markets.

14
15
16

MR. COBB: And the diversification strategies
and royalties, similar?
MR. WEBSTER: Well, thanks to some very adept

14

For royalties, as you know, it's a monetary

15

compensation paid to owners of assets in exchange for

16

receiving a future economic benefit. You can have

17

negotiating by some of our staff, it's significantly

17

direct royalty rights. You can have loans secured by

18

lower on the royalties. And we only have I think, is

18

royalty payments or structured royalties, with fixed

19

it two or three --

19

payments or with some equity optionality. These

20

MR. DAS: Two.

20

funds purchase rights and patents on products, from

21

MR. WEBSTER: Two royalty funds. So it's lower.

21

natural resources all the way to intellectual

22

MR. COBB: Thank you.

22

property.

23

MR. DAS: I'll go quick here. The third type of

23

Strategic investments has focused mainly on

24

diversifying strategies are the relative value ones.

24

healthcare royalties and some on

25

These try to profit by identifying discrepancies in

25

entertainment-oriented royalty funds. The healthcare
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1

royalty fund area is probably where there are the

1

we still need to think about whether it's suitable

2

largest number of options in terms of institutional

2

for our diversifying purposes.

3

investing opportunities.

3

4

We are also researching two additional areas.

MR. WEBSTER: Any questions for Subhasis? 2015,

4

fiscal year 2015, we put up $3 billion in 19 funds.

5

One is insurance-linked securities, which try to

5

Typically we do 2 to $3 billion a year. So we were

6

invest in financial instruments issued by insurers or

6

on the high side last year. Market opportunities

7

reinsurers that are trying to manage their exposure

7

haven't changed a whole lot. What I did -- one thing

8

to low frequency but high severity losses. An

8

we are starting to look at is we're looking at

9

example would be the losses coming out of Hurricane

9

higher-beta long/short equity strategies for the next

10

Andrew in 1992. In fact, right after that was the

10

11

time when the insurance-linked securities space sort

11

Using a baseball analogy, we're stepping into

12

of came about.

12

the batter's box in the top of the first inning on

13

this. We've been spending a lot of time thinking

13

Also we are looking at style premia type funds.

bear market.

14

These offer a disciplined and systematic method of

14

about what we want to do going into the bear market,

15

investing that produces, we think, unique long-term

15

with a lot of the diversifying strategies that

16

positive average returns across markets, with asset

16

Subhasis spoke about.

17

classes, and with low to zero correlation with major

17

18

asset types. Examples of style premia are value,

18

out, we're now starting to think about what we want

19

carry, momentum and defensive or low ball assets.

19

to do when we're in the bear market, whenever that

20

may be. So we're starting to identify some

20

So to take advantage, you go long cheap, high

Now, because we're thinking three to five years

21

recent winners in low risk assets, while going short

21

higher-beta long/short equity funds for possible

22

expensive, low-yielding laggards performance-wise.

22

inclusion somewhere down the road.

23

This is something we are still looking at. Because

23

24

of the relative youth of these strategies, they don't

24

25

have a very long track record. And that's something

25
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1

like to address to our consultants and also

1

2

management, just an observation. It's in many ways

2

3

following my earlier comments on down side. First,

3

fees of one and a half and 20 is really going to be

4

the performance of this team is the best that I'm

4

tough over time to continue to have as good a

5

aware of. I'm on nine investment committees, and you

5

performance as you have. I mean, you just -- I mean,

6

guys have a better performance than any other

6

you were really in the right spot at the right time.

7

long/short hedge fund, strategic, whatever you want

7

From my point of view, that's why you've had some

8

to call it, group that I've been involved in. So

8

great performance. But over time the fees are going

9

it's really extraordinary performance.

9

to make it tough.

10

For that reason, I have supported going up in

10

is really low.
And it sort of relates to my concern that the

But to provide downside protection, I guess I

11

percentages, because I still think we're a little bit

11

think it's worth it. But there's not that -- there's

12

short. My concern is -- and it's sort of been

12

not enough emphasis on the down side, both in the

13

reinforced by the presentation -- is that the -- let

13

language and in the presentation and in the process.

14

me make one other point. I think, the other thing I

14

That's just one person's judgment. But let's hear

15

really admire is the opportunistic nature and the

15

from others on the committee or hear from the

16

discipline of your organization. You didn't talk

16

consultants, and then we'll come back to those

17

much about discipline, but I think there's terrific

17

comments. Peter.

18

discipline. You haven't chased things.

18

MR. COLLINS: I think the only thing that I

19

would say is I would echo that you guys have done an

19

So I'm really impressed with that. My concern

20

is this lack of emphasis on down side. It was really

20

amazing job. Whether it's all market timing or

21

only mentioned once, and that was just by the high

21

whether you guys are really smart, you know, I think

22

beta long/short equity and a little bit the CTA and

22

it's a little bit of both. I think that it's tough

23

some other, that there was a correlation of down side

23

maybe when you're in the middle of it. As the

24

protection. But only 5 percent in long/short

24

ambassador says, it doesn't show up in the report, so

25

position at this point in the whole portfolio I think

25

I don't know if you think about it or if you guys
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1

talk about it every day. We have no real way of

1

all of them went through the 2008 financial crisis.

2

knowing where the down side or where you are in this

2

All of them were either up or down just a little bit.

3

current cycle weighs on your mind in making some of

3

All the hedge funds that we have -- I won't say all

4

the decisions that you're making on a daily basis

4

the hedge funds. When we first started looking at

5

today.

5

hedge funds, we didn't want to be -- we kind of,

6

going into this, we wanted to find -- because we've

6

So without that knowledge, we just want to make

7

sure that there is a focus being put on that and

7

got other parts of the portfolio which are leveraged

8

we're not just trying to get to 12 percent or 9 or

8

to the economy, to find funds which had done a very

9

10 percent. So maybe you could share that with us.

9

good job of protecting capital. Our average hedge

10

MR. WEBSTER: First of all, let me express my

10

fund in 2008 was down less than 10 percent.

11

gratitude and thank you very much for those kind

11

12

words. They very much mean a lot to me. And I

12

market. The equity part will go down in a bear

13

apologize if I didn't make it clear enough. I can

13

market. Even the long/short equity will go down.

14

promise you that with my staff this has been the

14

But over the past ten years in the Credit Suisse

15

primary thing that we have been focused on for the

15

hedge fund indices, the number one performing

16

last two years, has been that purple part of the pie.

16

strategy has been global macro. And that's because

17

To us that is the area where most of the downside

17

of what happened in and around the financial crisis.

18

protection will happen. And so, for example, in --

18

19

and we use 2008 as a good -- 2008 is getting far

19

middle of the pack. So if I haven't emphasized

20

away.

20

enough in this presentation about protecting on the

So the debt part is going to go down in a bear

Now, over the last five years it's about the

21

MR. COLLINS: Thank God.

21

down side, then that's my bad, that's on me. But I

22

MR. WEBSTER: Knock wood. Hopefully, it's not

22

can assure you, my staff can attest to this, that's

23

getting closer. CTAs were up 18 percent in 2008 when

23

been the number one focus of this organization or

24

the S&P was down 38. Global macro was up 5. All of

24

this group of bringing in new strategies.

25

the relative value managers that we are looking at,

25
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1

Ambassador, would be how much direct investing do you

1

2

do versus through funds? Because obviously I think

2

3

in a downturn it's a little bit more difficult if

3

MR. WEBSTER: Right. But we have staff --

4

your portfolio is funds, right, because you don't

4

MR. COLLINS: So you're committed to the fund

5

have as much tactical capability at that point.

5

6

So are you thinking about that today, where

MR. COLLINS: It might be worth it, but they'd
probably be higher.

model.

6

MR. WEBSTER: Yeah, we are. I mean, we have

7

you're saying, hey, we've got quite a number of

7

staff who have done direct investments, where we have

8

funds, maybe we're going to do some of these direct,

8

done direct investing. But it's just the amount of

9

maybe we're going to do this one direct? Distressed

9

time it takes just to oversee the funds, if we're

10

real estate, for example, or something else. But do

10

doing it properly, just overwhelms what it is to go

11

you start to think about that from a risk standpoint?

11

direct.

12

MR. WEBSTER: I go back here to this portfolio

12

MR. COBB: We're at 2:15, and we have to hear

13

slide. We have four portfolio managers and one

13

14

analyst covering 99 funds. That's where our time is.

14

15

If we looked at every deal, we wouldn't be able to do

15

turn to -- go over the next green page, you see just

16

the funds. And this is what our area of expertise

16

this pie chart. We wanted to just show the strategic

17

is, is we're essentially an internal fund of funds.

17

investments and all of the different kinds of

18

And so it's our job to find the people who can

18

strategies that are part of strategic investments.

19

protect us. Ideally what you'd like are the guys who

19

We're going to focus on hedge funds for this

20

are out of the market at the top and then they're in

20

discussion.

21

full at the bottom. If I could find a hundred

21

MR. COLLINS: We're skipping ahead?

22

managers like that, it would be, we'd have a --

22

MR. MNOOKIN: Yes. So if we go ahead a couple

23
24
25

MR. COLLINS: My sense is that your fees would
be higher.
MR. WEBSTER: It would probably be worth it.
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23

of pages, just wanted to give you an idea of where

24

these funds play in --

25

MR. COBB: Page three and four.
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1

this is where we get into the downside protection.

2

play in the marketplace. You have traditional fixed

2

Ambassador Cobb mentioned another institution you

3

income here on the left. You have traditional equity

3

work with had an explicit goal of three-quarters of

4

on the right, and then hedge funds in the center.

4

the market up side and a half of the market down

5

And hedge funds really, if you look at the different

5

side. If you look at the left side of this page,

6

areas, can and do play in all these different areas.

6

there's two graphs in one here. The top side of that

7

You know, there are stressed and distressed

7

graph is annualized returns. On the far left, in the

8

securities, global macro, the long/short equity.

8

purple, is the hedge fund allocation here. And on

9

They can be in cash. They can do value investing.

9

the far right, in the royal blue, is the broad public

10

They can do growth investing, et cetera. And if you

10

global benchmark. And you can see that's about

11

have talented money managers who sort of have a

11

75 percent of the up side.

12

bigger sandbox to play in, our view is that they can

12

The bottom part of that graph is in the max

13

and do add value.

13

drawdown. And you can see the max drawdown under the

14

public equities has been about 20 percent and hedge

14

Turning to page five, different hedge fund

15

programs have different goals. And it can be

15

funds a quarter of that thus far. So essentially how

16

diversification. It can be sort of a return, or it

16

this performance of -- you know, I think it's fairly

17

can be a blend of these things. And as Trent and

17

good performance over time that's been achieved.

18

Subhasis had indicated, this program has been

18

It's protecting on the down side in months where the

19

focusing on the diversification of the portfolio.

19

markets have pulled back. And so I can tell you,

20

And, Ambassador, I think you will see, and when

20

working with Trent and his team, that is a loud and

21

Samit talks about returns, how we have -- one of the

21

clear goal of this collective group. On the right

22

reasons this program has been successful is it has

22

side you can see lower volatility protection in down

23

had very little downside capture. It has protected

23

side has led to this good risk-return profile and the

24

quite well on the down side.

24

high Sharpe ratio.

25

MR. CHHABRA: Flipping ahead to page seven, and
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1

talked a lot about the emphasis on strategies that

1

think will continue to do so as we push forward with

2

provide diversification and downside protection over

2

this push on global macro.

3

the last year and going forward. And I think this

3

4

graphic really shows that. And you can see we've

4

flipping ahead a few pages. As has been mentioned in

5

divided this into pre-April 2014 and post-April 2014.

5

the past, one of the things that we all worry about

6

And if you look at the left side, you'll see that

6

is the state of the economy, the valuations of the

7

there is a portfolio that doesn't have global macro

7

markets and so forth. On page 15 we have a view of

8

in there. And it provided fairly good

8

the equity market valuations over time. We would

9

diversification.

9

argue they are definitely not cheap. And on the next

10

If you look at the right side now, there's the

MR. MEHTA: In the interest of time, just

10

page you will see the bond market yields. And that
also is very unattractive.

11

inclusion of global macro, which is now about a

11

12

quarter of the total hedge fund allocation. And you

12

13

can see that what that's done is in the middle

13

program, when we think about performance -- and I'm

14

column, you'll see global macro, and on the bottom

14

using that word "performance" deliberately -- it's

15

you can see its correlation versus the total pension

15

not just return, but it's also the risk that you've

16

ex-strategic investments as well as some market

16

taken to get there and the diversification that it

17

benchmarks. And you see the negative correlations.

17

provides the rest of the portfolio; that is, doing

18

That's great diversification.

18

things in this portfolio that you can't do in

19

traditional assets, as Jim pointed out on that slide
with the hexagons.

19

Farther on the right you can see the correlation

And so just emphasizing the goals of the overall

20

for the total FRS ex-strategics versus -- or sorry.

20

21

You can see the correlation of total hedge funds

21

22

versus these indices. And it's fairly low, much

22

welcome the opportunity to answer any questions you

23

lower than you saw pre-April 2014. The point of this

23

might have, the portfolio has performed well, as

24

is the inclusion of these strategies diversifying has

24

you've seen. There are a number of headwinds that

25

really had an effect on the total allocation and I

25

face hedge funds. You pointed out one in particular,
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1

which are fees. But the low state of interest rates,

1

2

strong equity markets, increased number of hedge

2

going to give a presentation, too, Ash? So, Ash, why

3

funds do make it a challenge.

3

don't you explain or Trent explain what we look to to
Cambridge and what do we look to to Townsend.

MR. COBB: Comments, questions? So is Townsend

4

In terms of the strong performance that has been

4

5

generated by the SBA, there are a number of ways that

5

6

that's been accomplished. The first is really

6

of Steve's group, who uses them as their primary

7

thinking deliberately about the state of the world

7

consultant for real estate. And so we use Townsend

8

and how you wish to invest. That is, taking

8

for real estate related investments.

9

advantage of the opportunities as they present

9

MR. WEBSTER: With Townsend, we piggyback on top

MR. COBB: So we've lost Cambridge. I guess I

10

themselves and being flexible, so being flexible

10

did have -- I had a concluding question, so I'll ask

11

within an already flexible mandate.

11

you. My sense is that we've had this outstanding

12

performance that has both done well on the up side

12

The second, as we pointed out, is doing things

13

that are very different than other parts of the

13

and only -- and we've had 25 percent fall-off on the

14

portfolio, diversifying the economic sources of

14

down side, which is extraordinary performance,

15

return. And, finally, the ability to access top-tier

15

because of the mix of the portfolio, and that next

16

managers, which is no small feat. And that's in

16

time we have -- and we've done this in an up market,

17

large part due to the reputation of the SBA, the

17

with just a few downs.

18

government structure, the tenure of the staff and the

18

But if we have a 20 percent correction, our

19

management, the leadership you have here, their

19

previous portfolio, my sense is, is not going to help

20

experiences, the governance structure you have. And

20

us as much as it helped us the last five years.

21

all that makes the SBA a very attractive partner for

21

22

many of these top-tier funds.

22

is -- if you look at the portfolio five years ago to

MR. WEBSTER: I would think that what we've done

23

And so we at Cambridge, we're doing all that we

23

where it is today, we have a lot more protection to

24

can in support of Trent and his team and Ash and the

24

protect capital. I mean, that's what the global

25

broader SBA folks.

25

macro is for. That's what the CTAs are for. I would
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1

expect that the portfolio would do well in the great

1

credit and timber portfolio within the strategic

2

bear market of 2018 or whenever that's coming,

2

asset class is represented by 12 different real

3

compared to, say, downdrafts like in 2011 when stocks

3

estate credit investments and two timber separate

4

were down 15, 20 percent. That's how we expect it to

4

accounts. So when you -- an earlier question about

5

happen. We think that the portfolio as a whole will

5

some of the direct investments, there are two

6

be a quarter to a third, maybe a little bit more, the

6

separate accounts within the timber portfolio and

7

down side. That includes all the distressed debt and

7

also one separate account within the real estate

8

mezzanine and senior loans and the like.

8

credit portfolio. These are very, in a relative
mandate or relatively speaking, it is a smaller

9

We would expect our evergreen or hedge fund

9

10

portfolio to do better than that. So the strategies

10

portion of the overall portfolio. But it represents

11

which are more leveraged to the economy will do

11

about, as Trent mentioned, 12 percent of the

12

relatively worse. We expect our hedge fund

12

strategic portfolio.

13

portfolios to do relatively better.

13

14
15
16

MR. COBB: Okay. Hearing no other questions,
welcome.
MR. MARCUS: So we'll keep it brief. There's

The combined performance of the real estate debt

14

and timber investments has outperformed the CPI 500

15

benchmark across all of the typical measurement

16

periods, quarter, one, three, five year periods, and

17

about 15 slides, and we can probably just talk about

17

just with kind of that seven year historical time

18

one or two of them. But just to reiterate the

18

frame, has generated a 9.7 percent net IRR.

19

initial question, where Townsend works with Trent and

19

20

his team is on the real estate debt, distressed

20

Trent mentioned earlier is that we do think that the

21

opportunities, as well as timber. Across the FRS we

21

strategic portion that's allocated to real estate

22

also work with Steve's team on real estate and

22

credit will come down in allocation over the coming

23

agriculture as well.

23

time frame, and it's really a result of the

I think what's important to highlight and what

24

But moving to slide 12 in your book, to

24

opportunity set and the mandate of the portfolio.

25

highlight the significant events, the real estate

25

Being searching for distress in real estate, it's a
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1

difficult mandate today to execute, and we're not

1

investments, is it coming from the real estate debt

2

looking to just put money out for no reason other

2

investments, it's a mixture of both. When you look

3

than that.

3

over either portfolio, the IRR for the debt

4

investments is north of 9 percent. The IRR for the

4

And for the same reason, as Subhasis mentioned,

5

there's a very high threshold to add a new manager to

5

timber investments is north of 8 percent. So they

6

the portfolio. As you'll see under the significant

6

blend together pretty nicely.

7

investments, there's been a number of new

7

8

investments, but those have all been with existing

8

the portfolio has generated very strong returns. And

9

managers that have performed well within the

9

as Dick mentioned -- and we'll just talk about one

10
11

portfolio and are continuing their existing mandate.
MR. BROWN: One other thing, two of the original

10
11

And other than really the initial investment,

more slide before concluding.
MR. COLLINS: Can I ask you one question real

12

pooled fund investments have already liquidated, so

12

13

in a very short time period. The other key thing is

13

MR. MARCUS: Sure.

14

that this portfolio has returned a significant amount

14

MR. COLLINS: Can you go back to that slide? So

15

of capital in the form of distributions, over

15

the benchmark for strategic investments is CPI plus

16

$800 million since inception. So it's recycling the

16

500. Is that the proper benchmark for the real

17

capital very quickly.

17

estate and timber component of the strategic

18

investments?

18

MR. MARCUS: We highlight performance on slide

quick?

19

13. Over those time periods, you can see here the

19

20

outperformance over the 5 percent, the CPI plus 500

20

21

basis point benchmark, as expected, given the

21

MR. COLLINS: I hear you.

22

environment we've been investing into over the last

22

MR. WEBSTER: In timber we use a NCREIF

23

five years, we've been significantly outperforming.

23

benchmark. There's a timber -- we use that one for

24

If we look at where this is coming from within

24

our timber portfolio.

25

the portfolio, whether it's coming from the timber
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3
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1

MR. COLLINS: I hear you on that. I just want

2

to make sure that we're not looking at that as --

3

because that could be bad performance relative to the

4

I'm looking at that, how would that get blended? So

4

NCREIF. I'm not saying it is, but it could be bad

5

it's not really CPI plus 500 here. It is here, but

5

performance, right?

6

it shouldn't be. It should be the NCREIF for timber,

6

MR. WILLIAMS: Yeah.

7

and it should be maybe CPI plus 500 for the debt?

7

MR. COLLINS: It's good relative to the overall,

8
9

MR. WEBSTER: In the numbers that I had showed
earlier, the benchmark return, that includes the

8

but if you're going to take out two subclasses of

9

strategic investments, you should compare them to --

10

NCREIF for timber. So that's baked into those

10

11

numbers. And then for our debt funds in real estate,

11

12

we use CPI plus 500.

12

13
14
15
16

MR. COLLINS: I just think looking at this is a
little unrealistic. Is that just me?
MR. WEBSTER: I would say that that's not what
you should expect going forward.

MR. COBB: Peter, you can't have 15 benchmarks
for strategic.
MR. COLLINS: I totally agree with you. But

13

they pulled it out. I totally agree with you, but

14

they're the ones that pulled it out and said, oh,

15

here's your performance.

16

MR. COBB: We're just talking about one of the

17

MR. COLLINS: I just don't think it's a fair

17

18

comparison. I just don't think that real estate debt

18

19

and timber is a -- you know, the fair comparison

19

it out, and I think they compared it to CPI plus 500,

20

would be CPI plus 500.

20

and I don't think that that's a good benchmark for

21

performance. Now, if you're just showing, hey, did

21

MR. WILLIAMS: Mr. Chairman. I don't think the

15 right now.
MR. COLLINS: And all I'm saying is they pulled

22

idea was to have those two things be directly

22

we add value relative to CPI plus 500, sure, I agree

23

comparable. The idea is to look at how those two

23

with you, to Ash's point. But it could have been

24

things have contributed to the aggregate portfolio's

24

underperformance at the same time relative to like

25

benchmark, which is the 5 percent.

25

investments.
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1

MR. WEBSTER: We're always open to ideas on

1

They don't have to be hard in state. They can be,

2

benchmarking. It's a difficult thing, it really is.

2

but they must at least have a Florida nexus.

3

MR. COBB: Okay. Other questions and comments

3

There will be a mix of venture capital, growth

4

for Townsend? Trent, why don't you or Ash summarize

4

capital, et cetera, in there. They'll give you a

5

this excellent presentation we've heard on strategic.

5

little bit of a historical intro here. But suffice

6

Excuse me. Was Townsend still going? Okay.

6

it to say, broadly, they've done a great job and

7

they're a terrific long-term partner of the board.

7

MR. BROWN: There was a slide in there on how

8

the timber compared against their own timber --

8

MR. COBB: Okay. Welcome.

9

MR. COBB: Okay. Concluding comment?

9

MR. HELGERSON: Thank you. My name is David

10

Helgerson. I'm a managing director at Hamilton Lane.

10

MR. WEBSTER: Yeah. Well, we come into work

11

every day thinking we're working for the 600,000 or

11

Thank you. That's a little bit louder. I'm David

12

so participants in the fund, and we'll just try to

12

Helgerson. I'm a managing director at Hampton Lane.

13

keep doing our best. Thank you.

13

It's a pleasure to be here before you to give you an

14

overview of the Florida Growth Fund.

14

MR. COBB: Thank you. Okay. We now have the

15

very important Florida Growth Fund update. And, Ash,

15

I'll introduce my colleagues and partners. Greg

16

do you want to give a preamble to this before

16

Baty, principal at Hamilton Lane who has been with us

17

Hamilton Lane makes their presentation?

17

since the founding of the Florida Growth Fund, and

18

he's provided leadership in the activity along the
way, as well as Nayef Perry and Gustavo Cardenas.

18

MR. WILLIAMS: Sure. Just an intro. We started

19

the Florida Growth Fund in the wake of legislation

19

20

passed in 2008. We rolled the fund out in June of

20

21

'09 with a model which involves basically contracting

21

the history of the Florida Growth Fund, including

22

out the investment functions with a third-party

22

some of its background and evolution. We'll talk a

23

fiduciary, Hamilton Lane, taking their seats

23

little bit about performance and portfolio makeup and

24

currently. They operate with a mandate for making

24

construction, how we built Florida Growth Fund I, the

25

investments in state in a range of different areas.

25

evolution of the credit tranche, and now, as we've
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1

initiated Florida Growth Fund II. We'll also touch a

1

2

little bit on liquidity and some kind of high level

2

funny. I went around the state, and I had this one

3

geographic overview of how we built the portfolio,

3

presentation that had ten different -- it had the ten

4

before wrapping up with some just overview

4

goals of the Florida Growth Fund. And the top nine,

5

observations. So without further ado, I'd like to

5

as they scrolled by one by one, were provide a great

6

turn it over to Greg Baty.

6

return, provide a great return. The tenth one was to

7

do so while investing and by investing in Florida, in

7

MR. BATY: Thank you, Dave. First of all, Ash,

You know, when we launched this fund, it was

8

it's really hard to believe it's been six years since

8

Florida companies and funds that are invested in

9

this launched. To everybody on the IAC and everybody

9

Florida.

10

in the audience, it's really been a pleasure to be

10

11

part of this program for the last six years, and we

11

understand a program, it's important to understand

12

look forward to telling you a little bit about it.

12

what it is not. This is not a grant program, and

13

this is not an economic development program. And if

13

So as you heard, this program was launched,

And sometimes it's important to understand, to

14

officially launched in August of 2009, and it was

14

you saw some of the calls that we got or if you heard

15

designed for two different reasons. One -- well, it

15

some of the calls we got the first year we launched

16

was to provide private equity returns to the State

16

this, you would be amazed at everybody that thought

17

Board of Administration through two different

17

that there was a handout coming because they were a

18

vehicles, through making fund investments, so that's

18

company here in Florida. So we had to set them

19

investing in funds that then invest in Florida

19

straight.

20

companies, and also by making direct investments,

20

Here's a timeline of what we've done at the

21

always in the form of a co-investment, always

21

Florida Growth Fund. You can see -- I don't want to

22

alongside of an expert investor in the space, so

22

reiterate too much. I'll point out some highlights.

23

providing technical expertise in whatever investment

23

We opened the office in Fort Lauderdale. So our

24

we're making. We always make an investment alongside

24

office is in Fort Lauderdale, opened that in 2009.

25

of an institutional technical investor.

25

We were out of the J curve within four quarters, so
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2010. So I think that was a good highlight.
We launched the second tranche of $250 million,
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1

have five investments to date. And then in 2014 we

2

launched a new tranche of the Florida Growth Fund II,
another $250 million.

3

because we had some successes in the first tranche,

3

4

in 2011. Gustavo, my colleague, joined in 2012, so

4

MR. PERRY: And I apologize in advance for the

5

we expanded our team. And then, you know, in working

5

state of my voice. Just to build on what Greg said

6

in conjunction with the SBA, we saw an opportunity

6

and to give you a look under the hood of the Florida

7

for a credit fund. And I'll let Nayef talk a little

7

Growth Fund, so Fund I, we've now committed about

8

bit more about that in the presentation. But working

8

$400 million of capital. We've got about --

9

together, we launched a credit fund in 2013, and

9

generating about a 15.2 percent gross IRR and almost

10

Nayef joined us, bringing his credit experience to

10

an 11 percent net IRR. I'd just like to comment that

11

the table. And then recently, in 2014, because again

11

that net number is based on conservative fees

12

we had some successes, we launched Florida Growth

12

estimates.

13

Fund II with another tranche of $250 million.

13

In terms of the construction of the portfolio to

14

Here is -- you can see, Tranche I was $250

14

date, we've got about 23 fund investments in the

15

million, 12 fund investments, 17 direct investments,

15

portfolio, 30 co-investments, and I'm pleased to

16

again in the form of co-investments. That tranche is

16

report that we've had four full realizations for

17

fully invested, fully committed. Tranche II started

17

gross returns of 32.9 percent IRR and a 3.1 percent

18

out at $250 million. We, again working in

18

MOIC.

19

conjunction with the SBA, we launched a credit fund,

19

20

so we kind of carved out $100 million for credit

20

Florida credit tranche. To date we've put five

21

investments. So that fund, that tranche was

21

investments into the fund. And then lastly, as Greg

22

$150 million, 11 fund investments and 8 equity

22

referenced, while we are not an economic development

23

co-investments; again, fully invested and fully

23

fund, we do carefully track some of the performance

24

committed.

24

in terms of our economic contributions to the state.

25

And so as a result of that, actually our latest

25

The credit tranche was launched in 2013. We
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1

figures are a little bit more impressive than what

1

2

you see listed there. We are closer to about north

2

3

of 14,000 jobs that through our investments we have

3

4

contributed to, as well as about an average salary of

4

investment that we put in the ground was in May of

5

about $65,000 in the state of Florida.

5

last year. So it's going to take some time.

6

MR. COBB: So is it G and A cost?
MR. PERRY: It's fund administration cost

6

So in terms of the credit tranche, our mandate

MR. COBB: So why is the net so low there
compared to gross?
MR. PERRY: We are still quite young. Our first

7

is quite simple. We are making 3 to $15 million

7

8

sized investments across the state, and we're doing

8

9

that across flexible structures to Florida-based

9

10

companies. We've had some early liquidity in the

10

with private equity, there's often a J curve to

11

fund, and we are also happy to announce that, as of

11

getting -- you know, getting positive. In this case

12

our first investment in May of 2014, four quarters

12

we've had an early realization that's lifted the

13

later we broke the J curve.

13

gross actually quite high in the first year. We

14

expect that gross to come down a bit over time

14

In terms of how the portfolio is actually coming

basically.
MR. HELGERSON: And it's really, as you know,

15

together, all of our companies are sponsor-backed

15

because this is a credit investment strategy. So

16

companies. We've got a first lien on two of our

16

they'll come down closer together.

17

investments. We've got liens on four out of five

17

18

investments in the fund. And then lastly we've been

18

Growth Fund II, in late 2014 we were thankful that

19

able to get equity co-investment or warrants in four

19

the SBA approved Florida Growth Fund II, so we were

20

out of the five investments in the fund to enhance

20

granted another $250 million in capital. We are

21

some of the return.

21

pleased to report that up until this point in the

22

fund, we have actually deployed or committed about

22

And so to date we've had about $22 million of

MR. PERRY: So lastly, in terms of Florida

23

deployment. We've got a gross MOIC of about 1.2 and

23

$35 million thus far, three of those -- or across

24

a gross IRR of about 25 and a net IRR of about 7

24

four investments. Three of them being in direct

25

percent to date.

25

co-investments and one being in a fund investment.
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1

MR. BATY: This next slide is what it's all

1

was really to invest roughly 50-50, but we didn't

2

about. It's providing liquidity and cash to the SBA

2

know -- and I say 50-50, between fund investing and

3

and the beneficiaries. The first slide or the first

3

direct investing. And we weren't really sure how

4

part -- well, so far our co-investment portfolio has

4

that was going to shake out because this was new to

5

returned $115 million, just north of $115 million on

5

all of us. Happy to report back six years later that

6

investments, and our fund partnerships have

6

we're at -- call it 53 percent direct and 47 percent

7

contributed almost $32 million. If you look at the

7

in fund investing. So right along the lines of where

8

chart on the left, that's just contributions,

8

we wanted to be.

9

commitments by vintage year and the returns

9

10
11

associated with those commitments.
If you look at the chart on the right, that's

You can see in the upper right pie chart, we're

10

very well diversified in terms of industry

11

investments. The lower left pie chart is by stage.

12

the actual dollars put in the ground and when

12

So we have regular buyout investments. We have

13

those -- and when the distributions started to be

13

growth capital. We have credit, and we have some

14

made. So the gold column is really what we're

14

earlier stage venture type investments.

15

focused on, and you can see that recently we've had

15

16

some good successes. And it kind of is in line with

16

this lower right one, because I think we've exceeded

17

the longevity of the fund itself.

17

what our goals were. Eighty-one percent of the

18

capital that we've invested, so that $401 million

18

Also happy to announce that today we got a call

I think that the chart that I'm most proud of is

19

from one of our GPs on a co-investment, and they

19

that's been committed so far, has been invested in

20

announced the sale of one of our portfolio companies.

20

the state of Florida. And when you're investing in

21

We had a meeting this morning with staff, and we

21

funds who may or may not invest in Florida and that

22

couldn't even update them on that. But it's going to

22

kind of skews the number down, we're very happy that

23

be more than a 4X return and over 70 percent IRR on

23

we found great funds that invest here and commit to

24

that fully realized investment.

24

investing here in Florida.

25

Next, when we launched this, our initial goal
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1

dots, those are places that companies that we've

1

Hamilton Lane platform, as well as the SBA team, and

2

invested in have operations or headquarters. The

2

making sure that we're all aligned and collaborating

3

gold dots are funds that we've invested in, where

3

well.

4

they have offices. And on the left what's important

4

5

is when we launched this, we really had -- we had to

5

at the beginning of this activity, where we sat down

6

get out there and be known. So we've attended a lot

6

with the SBA staff and leadership to outline goals

7

of conferences. We've spoken at many events.

7

and objectives, focus on returns and portfolio

8

makeup. And over time that strategy has evolved and

9

adapted as market conditions have changed and as

8
9

And when this was first launched, many people
thought that this was $250 million for venture

And that's something that we really kicked off

10

capital, for early stage, early seed stage companies.

10

we've seen the opportunity to build out the credit

11

And although we don't invest a lot in that sector or

11

strategy as we've already discussed.

12

that phase of investment, we're very committed to

12

Second, we want to comment on the Florida

13

working with the ecosystem. And we speak to

13

market. As Greg mentioned, when this started, this

14

entrepreneurs all the time. We're very involved with

14

activity started, it was more of a hypothesis that

15

universities and tech centers. So we try to help

15

there were enough opportunities to fill out a

16

these companies along the way so that -- it's

16

strategy like this in the state. But we think we've

17

self-serving, because we want them to be successful

17

proven it and found ample opportunities to invest in

18

so that we can invest in them when they're at a

18

across the state. Florida is a dynamic, diverse

19

growth stage.

19

economy. We found it very attractive. And we're

20

also finding that it's under-capitalized, given the

20

MR. HELGERSON: So six years in, we wanted to

21

just pause for a second and kind of look back at some

21

opportunity set. From a private equity perspective,

22

of the macro level take-aways from our activity to

22

we think there's less capital to meet the overall

23

date. And I think the first thing we want to

23

opportunities in the private equity world here in

24

emphasize is the importance of really combining the

24

Florida.

25

Florida resources, the team on the ground, with the

25
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1

Florida Growth Fund life. But in the earliest years,

1

Hamilton Lane network and platform and also

2

the team focused really on building relationships

2

leveraging the relationship and collaboration we have

3

across the Florida state, levering of the network

3

with you. Thank you.

4

that Hamilton Lane has and really building a brand of

4

5

the Florida Growth Fund, which we've been able to

5

6

establish and really build a presence in the state.

6

MR. OLMSTEAD: First of all, you guys have a

7

Now that we have those relationships, we're looking

7

great reputation, so marvelous job in doing that.

8

at really harvesting them further and harvesting the

8

And congratulations on -- it's been six years. I

9

investments we've made to generate liquidity for the

9

remember hearing about this six years ago. It's

10
11

SBA.
On a more micro level, we're kicking off the

MR. COBB: Vinny, this is your area of
expertise. Any comments?

10

amazing how quick that's gone by. A couple of quick

11

questions. So you do both sort of the co-investment

12

second fund, the second Florida Growth Fund capital

12

and then the partnerships. Any musings or

13

base of 250 million. We've invested both in deals,

13

observations on -- it's early to tell ultimately

14

be it our GP commitments alongside you, but also in

14

which are going to perform better. But are you guys

15

our team, in building out resources locally and

15

seeing anything on the co-investment side versus the

16

across the Hamilton Lane network to support the

16

partnership side? It seems like you've skewed more

17

activity. And we continue to work thoughtfully to

17

towards the investment on your own side than the

18

build, appropriately build a pacing strategy in the

18

partnership side.

19

portfolio construction with the SBA team.

19

20

I guess just in closing, as we kind of look

MR. HELGERSON: I'll make a quick comment. I

20

think we thought we may end up skewing more towards

21

forward, I think we want to continue to build this

21

the directs, even more than we have today. But we've

22

partnership with the SBA. We thank you for the

22

actually found a pretty good talent base in Florida

23

confidence you've placed in us in building out the

23

in terms of partnerships that are investing that are

24

strategy and want to continue to work on being close

24

either based in Florida or based around Florida, in

25

to the opportunities here in Florida, leveraging the

25

the Southeast, and able to find attractive
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1

So there's definitely a reason to invest in

2

funds, and we'll continue to do so. But you can see

3

pretty broad. We've been able to find large

3

maybe a little bit more skewing towards the

4

companies, large buyout type transactions, as well as

4

co-investment side.

5

small growth companies. So that's been appealing. I

5

6

think it's the ability to invest across that spectrum

6

outside of the state, capital-wise and premium

7

that's allowed us to kind of pick and choose our

7

type --

8

places. Greg, you may have some anecdotes.

8

9

MR. BATY: I would say conceptually, you'd like

9

MR. OLMSTEAD: And are you attracting folks from

MR. BATY: Yeah. That's -- well, it's a success
story and something that we're still working on. So

10

to probably skew a little bit towards the co-invest

10

we've successfully attracted two different life

11

because it's not fees on fees, because we have fees

11

science investors to the state that didn't have a

12

and then funds that we invest in have fees. So

12

presence in the state before that have created

13

conceptually and based on the opportunity set, we

13

sub-funds to their nationally and world-renowned

14

prefer -- not prefer, but we would skew it a little

14

funds. And they've set up shop here in Florida and

15

bit towards the co-invest.

15

are investing in the life science and health care

16

But there's also an element of knowing what we

16

industries in Florida. So we think that's a huge

17

do well. So for instance we have started to -- and

17

win.

18

this has evolved through the life of the fund. But

18

19

we are doing less direct venture investing and more

19

company, an IT venture firm that we can attract to

20

venture fund investing, because the venture funds,

20

the state that can bring that kind of panache and

21

they have time to dig into each company. They have

21

that kind of -- just kind of institutional will to

22

expertise. They can work with those companies,

22

the state of Florida. And I think with investments

23

whereas our platform, being a co-investor, it's

23

like Magic Leap and a $500 million investment on a

24

harder to spend the amount of time, have the

24

$2.5 billion investment or overall valuation, I think

25

expertise that it takes to do that.

25

that has woken up the venture community, and they're
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1

saying, wow, there really is some good technology in

1

Under those three mandates, you can see on page three

2

Florida.

2

what we've achieved. Over the last year, for

3

instance, a total return of 1.9 percent, 14.3 percent

3

MR. OLMSTEAD: I like your point from earlier,

4

which I do think Florida is underserved, lots of

4

over three years. And within our narrow risk budget,

5

opportunities here. And your map on page nine

5

which I'll hit on a little bit more on the next page,

6

shows -- I like the map on page nine, which you

6

we've delivered significant excess returns, around

7

pointed out.

7

1 percent over the last year.

8

MR. BATY: Thank you.

8

9

MR. COBB: Any other comments or questions?

9

We've done that all while raising a lot of
liquidity. We are usually the asset class that is

10

Thank you. Good report. So we're next going to go

10

tasked to meet payments. That's $2 billion raised in

11

to our updates. And, Scott, you and Alison, who is

11

this quarter alone, $3.5 billion year to date.

12

going to go first here?

12

On page four, how have we done this? We've done

13

MS. ROMANO: Good afternoon. I will walk

13

it in a very risk-controlled manner, where we've been

14

through the performance and progress that we've made

14

compensated. How have we done it? Half of our

15

in this group, and Scott will go through some market

15

assets are in low cost passively managed strategies.

16

color. Turning on page three, to state it very

16

We have a diversification of active managers. And I

17

simply, global equity has three mandates. We provide

17

highlight, we can have high tracking error managers

18

equity market beta. Over the long term equity

18

and diversify risk with the number and types of

19

markets should be a key driver in the returns of this

19

managers that we have. And we have an eye on

20

plan.

20

downside protection. While we still generally are a

21

We take active risk where it's rewarded, meaning

21

beta of one, we invest in managers that will protect

22

we take it -- we invest in active management where it

22

on the down side, and we've been seeing success with

23

makes sense, in the confines of a very narrow risk

23

that in the third quarter to date.

24

budget, and we provide liquidity within IF cost and

24

Putting this all together, what it means is that

25

an opportunity to rebalance among our managers.

25

we have a high IR. And just to put an IR in context,
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1

it's active returns and consistent active returns.

1

2

And you can see on the bottom graph, our

2

3

risk-adjusted return standard is .25. We have

3

quarter is an ongoing emphasis on our team. We

4

consistently been well above that over the last

4

continue to develop the team. And in fact more

5

several years.

5

recently, we've filled two additional spots, so now

6

we are fully staffed to be able to execute on all of
these objectives.

6

Getting into a little bit more of the specifics

be done.
The other thing that we accomplished this

7

on how we achieve this on page five. Q2 sources of

7

8

alpha. The majority of what I'll call are regional

8

9

fund of funds, so our emerging market managers or our

9

10

small cap U.S. managers, outperformed in the quarter,

10

the second quarter and then quarter to date. If you

11

as well as our passive strategies delivered as

11

look at the graph on the left on page six, you can

12

expected.

12

see that returns were generally positive but somewhat

13

subdued. In the U.S., slowdown in corporate earnings

13

We maintain our focus on execution and

MR. SEERY: We just have a couple of slides to
provide a little backdrop on the markets, first on

14

operation. As I said before, we raised quite a lot

14

growth and Fed worries negatively impacted sentiment,

15

of liquidity over the past quarter. We finalized our

15

and the Russell 3 only gained 14 basis points.

16

prime brokerage agreement, which should let us more

16

17

effectively use our currency managers to generate

17

versus signs of improved economic growth, resulting

18

alpha.

18

in again modest 42 basis point gain. Japan was the

In Europe concerns about the ongoing debt crisis

19

And we continue to be focused on internal

19

standout for the quarter. It gained 5 percent as

20

management. That lets us get passive exposure in a

20

corporate reforms and an accommodative central bank

21

very cost-effective manner, but it also has other

21

cheered investors and lifted equity prices.

22

advantages. We're able to do in-house transitions

22

23

when we're raising liquidity in a cost-effective way,

23

return overall, but China returned 6 percent on at

24

and we're even able to assist other asset classes in

24

that point still an accommodative central bank

25

dealing with currency and other trades that need to

25

policy, while Russia and Brazil gained on high energy
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1

what we've seen historically. And that's all we
have.

2

The graph on the right just gives some

2

3

perspective on global valuations. They are

3

4

undoubtedly stretched relative to the period on this

4

Hearing none, we'll go to fixed income. Brian,

5

page and also relative to history, and it really just

5

welcome.

6

underscores the needs for earnings to grow to support

6

7

these levels of equity valuations.

7

Just to start off here, 12 month returns for the

8

fixed income benchmark, the Barclays Intermediate Ag,
which we switched to a while back, is actually

8

Turning on the next page to the third quarter,

MR. COBB: Good. Questions on global equity?

MR. GELLER: Thank you. Katy sends her regards.

9

basically everything changed. We really wanted to

9

10

provide some perspective on these moves relative to

10

finally showing the benefits of it. Had a

11

the longer-term history. They were undoubtedly sharp

11

1.88 percent return versus the old benchmark. It's

12

moves. But if you look at the graph on the left

12

finally starting to bear some fruit.

13

compared to the graph on the right, on the top

13

14

section of the page, they are not disproportionate to

14

in the third quarter here. Summer doldrums are

15

what history has provided.

15

definitely in full effect in the fixed income market,

16

along with global issues in China and just the Fed,

16

On the bottom of the page on the left is the

Returns were challenged a little bit, especially

17

U.S. dollar. I think really the feature of the

17

uncertainty of the Fed that was coming up in

18

quarter wasn't so much dollar weakness as dollar

18

September, now not uncertain, but at the time caused

19

paused in the ongoing strength, and it was the

19

some spreads widening in credit space. So with that

20

emerging market currencies that weakened for the

20

going on and the volatility from equities, et cetera,

21

quarter.

21

we felt a little pain in fixed income across the

22

board. But that's not necessarily a bad thing.

22

A lot of talk since the end of the quarter about

23

volatility in equity markets. Undoubtedly they were

23

24

more volatile. But, again, putting in the

24

basis points annualized. But our annualized active

25

perspective of history, it's not out of line with

25

risk, which is our tracking error, is running pretty
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1

low at about 30 basis points. So this has given us

1

MR. COBB: Questions? Okay. Steve.

2

the opportunity to hopefully take advantage of some

2

MR. SPOOK: Good afternoon. So real estate is

3

of these widenings in the spread market.

3

currently -- our actual allocation is just above

4

8 percent. Our target is 10 percent. As I've told

4

With global accommodative policies definitely

5

easing, Japan, Europe and most likely China here,

5

you before, we're working to get to the 10 percent

6

volatility is definitely on the increase, a lot of

6

over a number of years using a pacing model, very

7

risk on, risk off daily, it feels like. But in the

7

similar to the pacing model that Trent described.

8

U.S. we feel that the fundamental backdrop is still

8

This first slide shows, particularly for the

9

in place, given these ebbs and flows. So with that

9

five, three and one year returns, very strong

10

and what the Fed is doing and hopefully the timing of

10

absolutes and relative returns. Most of that return

11

their trajectory will allow us and give us the

11

is made up of appreciation, as there's a lot of

12

ability to take advantage of some of these

12

capital seeking out real estate investments. I wish

13

opportunities as they present themselves in the fixed

13

I could tell you that's going to continue on forever.

14

income market.

14

I can't tell you when that party is going to be over.

15

The markets feel good as far as interest rates and

15

And the final slide here, although security

16

selection has become challenged and volatility has

16

capital flows coming into the United States. So

17

increased and in spreads of higher quality and even

17

we'll see.

18

lesser quality, the liquidity -- liquidity challenges

18

19

has shown its teeth a little bit and created some

19

public allocations are. We have a target to public

20

gaps as far as performance is concerned.

20

global securities of 10 percent of the portfolio. At

So the next slide, we chose what our private and

21

But like I stated, fundamentally we like the

21

the time of measurement here, which is 3/31/2015, we

22

backdrop, and that with the low risk that we've taken

22

were a little bit over-allocated at 11 percent,

23

up to here, this is giving us some opportunities

23

although well within our range of 5 to 15 percent.

24

here, especially investment grade space, to add to

24

Today it's at 10 or probably less, given the turmoil

25

our exposure. Thank you very much.

25

in the global equity markets, which global real
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1

estate securities have not escaped that. And then on

1

in addition to what you're seeing up there as far as

2

the private market we do target 80 percent core and

2

acquisitions, we closed on a 72 million equity

3

20 percent non-core, and we're right on target.

3

commitment on a multifamily deal in the Northwest.

4

We have risk ranges established by policy for

4

We did a $12 million buyout of a partner, also

5

each property type. And as you can see, we're well

5

multifamily in the Northwest. That was very

6

within those ranges. Those ranges are based on what

6

successful. That was one of our build to core

7

actual ODCE, which is a NCREIF open end fund index,

7

projects, where we developed an apartment project.

8

exposures are. So we're pretty much right on top of

8

And the intent always was, as soon as the project is

9

that. Where we differ a bit is the ODCE funds don't

9

stabilized, buy out our partner and keep it in the

10

do a lot of other property types, which include ag,

10

portfolio long-term at a lower cost basis than buying

11

student housing, senior housing, which we all do

11

it direct.

12

directly and through funds, and hotel is just through

12

13

funds.

13

45 million, and another buyout of a partner,

We also closed on an agricultural deal for

14

Again, the next page, we have risk ranges

14

programmatic retail joint venture, where we agreed to

15

established by policy based on the ODCE weightings,

15

keep one of the properties, and we bought them out

16

and we're very close to that. The ODCE doesn't

16

for 52 million. They bought seven of the properties

17

include any international. As you know, we are

17

from us, and that should be in the disposition slide.

18

targeting some international, so that's where you see

18

And so it's kind of a moving target, what to put on

19

a major difference between us and our major index.

19

here at the time I prepared the chart.

20

Recent activity, this isn't entirely accurate.

20

I also did put on there two multifamily deals in

21

At the time I had to prepare this report was well in

21

the Midwest that we are going to bring to market.

22

advance of this meeting. So there's some

22

We've already hired brokers for that. So the

23

transactions that didn't make it on here because it

23

marketing has begun. Perfectly fine assets. They've

24

was unsure at the time whether there would be actual

24

been in the portfolio for a long time, but they're

25

transactions that closed prior to this meeting. So

25

starting to get capital intensive. They're older.
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1

There's only so much you can do to keep them as

1

2

competitive as we would like. So over time we

2

3

just -- the plan would be to replace them with more

3

a couple of which I've pointed out on the previous

4

modern stock. And finally, we closed on a European

4

page, but there are some others that are still --

5

opportunistic fund, that also does German

5

where we're not at the broker stage, but we're pretty

6

investments.

6

sure we're going to go to market with them. And

7

that's all I have, if you have any questions.

7

And our current initiatives is we have three

looking for investments in the states currently.
And then execute on the identified dispositions,

8

core separate account advisers, for diversification

8

MR. COBB: I have a question. And maybe it's to

9

and greater access to deals. We decided then --

9

Ash. And it relates to the priority of meeting first

10

until a few years ago we did have four, and one

10

our investment target and then secondly to meet our

11

dropped out, so we have been engaged in a very

11

regional allocation targets. And I understand the

12

intense separate account manager search. Getting

12

risk profile issue. But I guess I feel that real

13

ready to start narrowing down the list and doing site

13

estate is so opportunistic that having targets of

14

visits.

14

allocations can be counter to maximizing returns in

15

real estate.

15

The second bullet point is, in an effort to help

16

manage our portfolio, we are looking at executing a

16

17

minority interest sale of select assets. And

17

meeting before, I forget, about 3 percent cap rates

18

typically what happens there is you have a foreign

18

for a project in Boston that we could sell at a huge

19

entity who, for tax reasons, can't owe more than

19

premium at the top of the market, but that one of the

20

49 percent of an asset and they can't have a

20

reasons we didn't want to do that was that we would

21

controlling interest in the asset. So it's a way for

21

miss our allocation in Boston.

22

us to manage our portfolio over-exposures to certain

22

And I guess I had a real problem with that

23

large assets that have appreciated over the years or

23

concern with regional diversification. And I would

24

where we have more exposure to a certain metro than

24

want to encourage Steve and his team to be more

25

we would prefer. And there's a lot of foreign money

25

opportunistic if I was in your shoes. So what
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instructions are you giving Steve about allocations?
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1

investment there, and two is you have key markets,

2

MR. WILLIAMS: Well, I think the credo that we

2

notably Seattle, that have some physical constraints

3

tend to follow is more bottom up, more value driven

3

on access.

4

and more -- more colored by what we think the market

4

5

gives us in the way of opportunity because of

5

California, where you have both hard geographic

6

pricing. That's far more important than slavishly

6

barriers to development and entry, and also what I

7

following any of this. The regional diversifications

7

would call man-made barriers in the form of

8

relative to ODCE are to help us keep an eye on the

8

extraordinarily rigorous environmental and

9

aggregate portfolio construction risk we're taking as

9

development limitations, which are great barriers to

You see the same thing on the far west in

10

reflected by our geographic exposures in the book.

10

11

And that doesn't mean we would either enter a

11

12

market solely because we were at variance from its

12

like a major international company that comes along

13

component in the ODCE, it's component weight in the

13

when you're looking at a residential development and

14

ODCE, or exit a market. I think we would be more

14

says, oh, by the way, could we lease a meaningful

15

colored by the fundamentals of a project one way or

15

percentage of your business, your available units for

16

another.

16

the next decade-plus at a very attractive price.

17

That greatly reduces our risk to develop in that
market.

17

Maybe the other thing that colors things a bit

entry.
So in places like that, you could have something

18

is you have certain things that will shade valuation

18

19

in one market or another, New York City, for example,

19

20

or some of the major gateways that we're in. There

20

we relative to our component exposure in the ODCE.

21

can be some dislocation.

21

So it's a risk check on our fundamental thinking. I

That's a whole lot more important than where are

22

Steve mentioned two projects in the Northwest.

22

don't think it's a driver. Is that a fair

23

You have two things going on in the Northwest right

23

assessment, Steve?

24

now that color the opportunity for develop to core.

24

MR. SPOOK: I think it is.

25

One is you've got a terrific amount of technology

25

MR. COBB: I'm delighted to hear that, as one
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1

member of the committee. So maybe in future reports

1

exceed the amount raised in 2014. And given the

2

we focus on -- I mean, I really liked your story of

2

record amount of distributions coming back to LPs,

3

buying out a partner hopefully at a good price. I

3

it's not surprising to see investors allocating more

4

don't know what the cap rate was but --

4

and more capital to the asset class.

5

MR. COLLINS: Two.

5

Purchase price multiples remain elevated

6

MR. COBB: I don't know what it was, but I hope

6

relative to historical averages. And while larger

7

deals grab the headlines, we are starting to see

7

it was a good deal. It sounded like a good deal.

8

MR. SPOOK: We're very happy when our partners

8

price appreciation at the smaller end of the market,

9

make a lot of money because that means they've made

9

which is likely a sign that we're in the late innings

10
11
12

us a lot of money. Back to the ranges -MR. COBB: A six cap or a seven cap hopefully.
What was it?

10
11

of the current cycle.
Average debt multiples dropped slightly to five

12

and a half times EBITDA, down from 5.7 times. And as

13

MR. COLLINS: Got to go in the room.

13

you would expect, if prices are increasing and debt

14

MR. SPOOK: Our partner might consider that

14

multiples are dropping, we are seeing equity

15

proprietary. But back to the ranges, we do have a

15

contributions rising. And through May year to date

16

fair amount of latitude to operate within those

16

they've averaged around 40 percent.

17

ranges, because it is an ODCE weights, plus or minus

17

18

15 percent. So we don't have to slavishly follow the

18

outpace new investments. Our private equity

19

ODCE. It does give us the ability to make bets where

19

portfolio remains a net contributor of cash to the

20

we see the bets are best taken.

20

total fund, both through GP generated liquidity as

21

well as staff generated liquidity through sales of

22

fund interest on the secondary market.

21
22

MR. COBB: Good. Any other questions, comments?
So, John.

Exit activity remains strong, continuing to

23

MR. BRADLEY: Thank you. I'll start with a

23

24

quick update on the market environment. Private

24

our benchmark. No large changes here. Our GPs

25

equity fundraising continues to be strong, on pace to

25

remain underweight in the financial sector, while
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1

consumer and IT sectors make up our largest portfolio

1

legacy portfolio track record to the end of the

2

overweights.

2

presentation in the appendix. This was based on a

3

discussion that we had at the last meeting -- thank

3

Next we have our weightings by geography. The

4

U.S. remains our largest exposure, and it's grown to

4

you, Peter -- which included the directive for staff

5

approximately 80 percent of the portfolio. As we

5

to come back with a recommendation of a way to

6

discussed at the last IAC meeting, we sold a large

6

de-clutter performance and present a track record

7

portion of our European portfolio last fall. And we

7

that's relevant and that allows for proper

8

have been actively rebuilding our exposure in Europe

8

measurement of the effectiveness of our asset class

9

as well as other non-U.S. markets. So we would

9

and our staff, and it's also consistent with industry

10

expect our exposure outside the U.S., particularly in

10

11

Europe and Asia, to begin to increase.

11

best practices and internal best practices.
I'd be happy to discuss the legacy portfolio if

12

Next we have performance of the asset class. As

12

there are any questions. It has been fully realized,

13

you can see, we trail the benchmark slightly over the

13

and only a few million in sale proceeds held in

14

three and five year periods. This isn't surprising,

14

escrow remain.

15

given the strength of the equity markets over this

15

16

time period. And in our portfolio performance is

16

our secondary benchmark, as well as performance of

17

consistent with the performance of the private equity

17

our various sub-strategies. Overall the asset class

18

industry in general. However, as returns in the

18

has outperformed its peer benchmark. Adding value

19

public equity markets slow, we would expect our

19

have been our U.S. buyout, distressed and secondary

20

relative performance to strengthen. And our one year

20

portfolios.

21

performance number reflects this. Our longer term

21

MR. COBB: So let me make sure I understand.

22

performance, the 10 year and since inception time

22

Every one of these charts is from '99; is that right?

23

periods, show a slight outperformance relative to the

23

MR. BRADLEY: Correct.

24

benchmark.

24

MR. COBB: Both this chart and the next chart

25

And you will have noticed we have moved the
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are '99 forward.
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MR. BRADLEY: Correct. This chart does include,
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1

MR. COLLINS: How many of those were new funds,

2

the second line from the bottom, legacy. But

2

3

everything above that, so all these subcategories,

3

4

are post-'99. So the sub-strategies that have

4

three, two were small European funds, and then the

5

detracted from value have been venture, growth equity

5

other one was a small venture fund.

6

and non-U.S. buyouts, have trailed their benchmarks

6

MR. COLLINS: How small?

7

slightly.

7

MR. BRADLEY: I think they raised 300 million,

of the 17?
MR. BRADLEY: Of the 17, three. And those

8

And finally we have our -- I apologize. This

8

9

slide should read 2015 commitment activity through

9

10

June 30. We've committed about 1.2 billion to 17

10

MR. BRADLEY: Absolutely.

11

funds during the first half of the year. That breaks

11

MR. COLLINS: Okay.

12

out as 876 million to 11 buyout funds. And in an

12

MR. BRADLEY: We committed 187 million to four

13

effort to add a little bit more detail as to our

13

venture funds, 50 million to a secondary fund. And

14

activity, you can see these numbers are by dollars

14

then you can see, consistent with our geographic

15

invested.

15

focus -- and this is again by dollars invested,

16

50 percent of those dollars went to funds focused in

16

Forty-nine percent of our commitments went to

250 million.
MR. COLLINS: That is small for you guys.

17

what we would classify as small market funds. And so

17

the U.S., 22 percent in Europe and 28 percent in

18

these are funds who focus on companies with

18

funds with a global mandate. That's all I have.

19

enterprise values less than 250 million.

19

MR. COBB: Thank you. Questions, comments?

20

Thirty percent went to middle market and 21 percent

20

Okay. So, Joan, let's hear about the defined

21

to large market funds. Committed 100 million to one

21

contribution plan.

22

growth equity fund. Peter?

22

23
24
25

MR. COLLINS: Can I ask a question, Mr.
Chairman?
MR. COBB: Yes, sir.
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MS. HASEMAN: This is a quick snapshot of where

23

we are as of 6/30, $9.137 billion. Our calendar year

24

to date return was 2.49. Our membership growth was

25

fair, 163,456 at the end of June. We're currently at
ACCURATE STENOTYPE REPORTERS, INC.

99

100

1

about 164,400 as of the end of August. Our active

1

considered retirees under Florida statute. Our

2

membership is 115,000. These are members who are

2

distributions almost equal our assets, at

3

receiving ongoing contributions into their accounts.

3

$8.6 billion. And the good news is most of that is

4

Inactive members, 48,000, a little over 48,000.

4

rollovers, 61 percent of that.

5

These are members who have taken a distribution, are

5

6

considered retired from the investment plan or from

6

members are investing their money, and this is what

7

the FRS, or they are beneficiaries, alternate payees

7

this graph, what this chart is intended to show you.

8

as a result of a QDRO, or some of our DROP membership

8

I think the biggest asset holding is in our

9

who have rolled money over into the investment plan

9

retirement date funds. As you'll remember, we rolled

10

these out a year ago. It's holding about 43 percent

11

of the assets today, or as of June 30. It's pretty
close to that still.

10
11

from the pension plan.
Our average account balance is about 55-, almost

I wanted to show you a breakout of where our

12

56,000. The average age of our membership, we

12

13

thought this might be of interest to you, is 48 years

13

14

of age. This is taking into consideration both

14

assets, which is one of the diversifying funds that

15

genders. We haven't broken it out, but we certainly

15

we introduced also in June of last year, is holding

16

can if it's of interest to anyone. Our average years

16

about 1 percent.

17

of service, which I think is very interesting, is

17

18

7.57. These are members who -- counting all service

18

19

or all members in the investment plan. What's of

19

20

interest is, to vest in the pension plan is eight

20

out in January of 2014, six months ahead of our

21

years, so as you can see, this is riding just below

21

retirement date fund. The assets in that are about

22

that a little bit.

22

what we would expect to see, about 2 to 3 percent of

23

total assets.

23

Our retirees are growing. It's 93,000, almost

24

94,000 members have taken a distribution. These are

24

25

members who have, regardless of the amount taken, are

25
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Fixed income is still about 7 percent. Real

MR. COLLINS: You just recently created the
self-directed, right?
MS. HASEMAN: We had rolled the self-directed

Membership is about 2 percent, which is also
what we would expect to see. The people who are
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1

mix of investment products that, again, looking at

2

MR. COBB: Can I ask a question? In terms of

2

the optimization, you reset every three years, you

3

the last few months, how would this pie chart look

3

ask somebody a simple question when they come to the

4

for new entrants?

4

plan, When do you plan to retire? Give me that

5

answer. I'll handle the rest of it and not bother

5

MS. HASEMAN: Well, it's not going to change so

6

much the pie chart itself. New entrants are still

6

you again, except to send you the statements. That

7

going to be into the retirement date funds. It's

7

works well. And it manages the risk curve

8

actually the performance of these funds that is

8

appropriately for that individual beneficiary.

9

unfortunate. We've gone through a very bumpy road

9

10

over the last three months. So this time, when we

10

MS. HASEMAN: No. That's fine. Thanks, Ash.

11

come to see you for the 3Q, you'll see a shift in

11

The Financial Guidance Program, of course, this is

12

some of these dollars down. We have lost a bit of

12

the free program to all of our members, and we are

13

assets due to investments.

13

currently seeing 273-, almost 274,000 planner calls.

14

This is down a little bit compared to last year, but

15

still very robust. We're glad to see it's still

14
15

Our Financial Guidance Program, which I think
is --

MR. COBB: Excuse us.

16

MR. COBB: Ash wants to add to your --

16

holding at a significant number. Remembering that

17

MR. WILLIAMS: Thank you, Mr. Chair. I was just

17

this is open to both DB and DC members, defined

18

going to say, for benefit of our new member, we went

18

benefit and defined contribution members across all

19

to a regime of target date funds effective July 1 of

19

FRS. Financial planning workshops, we're down a

20

'14, and did that with a view that that's best

20

little bit in numbers there. Attendance at the

21

practice in this field, because asking people to

21

workshops however is up.

22

populate an asset allocation who don't do that in

22

23

their day job is a not very welcome responsibility to

23

e-mail reminder in addition to two letters to remind

24

put on them.

24

people to make an active choice, reminding them what

25

their deadline is, trying to get them engaged in

25

And by optimizing, working with Aon Hewitt, a
ACCURATE STENOTYPE REPORTERS, INC.

Education highlights, we've now started using an

ACCURATE STENOTYPE REPORTERS, INC.

103

104

1

what's the right choice for them. Focus groups are

1

So, Michael, I've congratulated you on your B of A

2

being held to discuss why members are defaulting, why

2

vote. But I'm interested you didn't have it listed

3

are we seeing a change in the default numbers going

3

as a highlight.

4

up. A lot of it, I think, has to do with the

4

5

structure of contributions into the plan, and we are

5

about a week ago, so that was after the meeting

6

anxious to see what the membership has to say.

6

material deadline, but I'll touch on it a little bit.

7

We have a slide that kind of goes over some of our
highlighted votes.

7

We're increasing our number of annuity

MR. McCAULEY: No, we did not. It occurred

8

purchases, which is nice to see. Prior to bringing

8

9

in Met Life, we had less than a handful of annuities

9

10

in ten years. Since having them on board, we've seen

10

second quarter, were fairly dominated by the U.S.

11

that increase to about 25 or more. We've also

11

proxy season. The vast majority of U.S. corporates

12

introduced chats online. Particularly during the

12

have their annual shareowner meeting in April, May or

13

workshops, to engage our members, we have Ernst &

13

June, so that kind of drives the uptick in the second

14

Young planners on the chat with the members. As

14

quarter. And then on the full fiscal year, we

15

questions come in, we can immediately respond to

15

clocked in at a little over 10,000 votes. Again,

16

them, engage with them, hopefully leading to planning

16

this year, it's the second or third year that we've

17

phone calls.

17

been over 10,000.

18

The other big step for us is the Spanish prompt

18

Voting levels over the last quarter, over the

Again, U.S. markets, the equity market is the

19

that we've added to the financial guidance line as

19

top market, but we had India in the top five for the

20

well, encouraging members who have a primary language

20

first time this year, given the increased allocation

21

of Spanish to become engaged also in financial

21

in that market. But for the most part it was pretty

22

planning. That has picked up, and we're glad to see

22

stable year over year. And we'll have more

23

that as well. It's also available for their choice

23

information in the fourth quarter when we publish our

24

calls. And that's my report.

24

more detailed annual summary on governance.

25

MR. COBB: Thank you. Any questions, comments?
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1

the second quarter as well as the full fiscal year

1

these votes, I'll just say a few things maybe on Bank

2

through June. Kind of touches on some things I just

2

of America, if you'd like me to cover that. This was

3

mentioned. Given the fact that about 70 percent of

3

an independent chair bylaw ratification that the

4

all of the global votes are U.S. oriented or close to

4

company put on the ballot somewhat late. They had

5

it from a U.S. perspective, they are very close to

5

made the change about a year ago, back in October.

6

the full fiscal year statistics as well. You don't

6

And largely due to investor discontent, they decided

7

see a whole lot of deviation, whereas in the first,

7

to put it on a special meeting earlier this month, on

8

third and fourth quarter, you'll see more marked

8

a ballot for a special meeting.

9

contrast between the full fiscal years.

9

10

This is another kind of perspective. This data

They had relatively low director support levels

10

back in their annual shareowner meeting earlier in

11

comes to us from a relatively new voting database,

11

the year. We actually withheld from three or four

12

Proxy Insight. And this actually covers about 24

12

members of the governance and nominating committee.

13

months of data on a global basis. It reconciles very

13

And it kind of goes back to a 2009 vote that was a

14

nicely with our fiscal year numbers, but it's a

14

binding proposal to split the roles, to create an

15

little different cast in terms of the way that they

15

independent chair. And that was essentially embedded

16

characterize the proposal types, but very much in

16

in the bylaws.

17

line with the longer-term trends.

17

And then fast-forward several years through last

18

And then as Ambassador Cobb mentioned, Bank of

18

fall, the board unilaterally changed the bylaws, from

19

America is not on this list, given the recent vote.

19

what we can tell, with very little company

20

We did want to include a little bit more information

20

engagement, excuse me, shareowner engagement. They

21

about individual company voting, and we've got a lot

21

didn't talk to us. They didn't seem to talk to other

22

more information on each of these votes in the

22

large investors, to the best extent that we can tell.

23

standing report that goes to the trustees, which is

23

It was only after the backlash and kind of the

24

included in the meeting materials.

24

displeasure with the recombination of the bylaw

25

amendment that they decided to put it up for a vote

25

So unless there's a desire to go into any of
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1

forward and maintain the combined roles. So we'll

2

We did talk to the management. We didn't get a

2

just hopefully wait and see, and hopefully

3

chance to talk to any of the board members directly,

3

performance will improve going forward.

4

but we did talk to management extensively. Didn't

4

So those are some of the highlighted votes.

5

really talk to other investors necessarily because

5

Just real quickly, it was a fairly active regulatory

6

it's a fairly black and white issue. It's not like a

6

environment. There were a couple of Dodd-Frank

7

merger or some other recapitalization issue or proxy

7

items, the pay ratio rule the SEC put forth, passed,

8

contest.

8

as well as the pay for performance compensation rule

9

that was tied to Dodd-Frank and a couple of other

9

But in a nutshell we kind of came to the

10

conclusion that the company's performance was rather

10

issues here. And unless anybody has any questions,

11

mediocre. They have improved on a couple of fronts

11

I'll roll through those.

12

but lag their peers, both on an absolute and relative

12

And then just real briefly, some highlights from

13

basis, had failed several stress tests, that sort of

13

the proxy season. By far the most important takeaway

14

thing.

14

from this season was proxy access. This was an

15

initiative that the New York comptroller's office had

15

So even though I think they've righted the ship

16

in some respects, it was still -- at the end of the

16

taken up late last year and went to fruition on a lot

17

day, we felt it wasn't quite time for any

17

of ballots. I'll touch on it in a minute, some of

18

consideration for them to recombine the roles.

18

the voting outcomes. But this chart gives you an

19

Adding to that you have a scenario in which they

19

idea of the strong uptick both in the volume of proxy

20

clearly deviated from the prior shareowner franchise.

20

access resolutions as well as the marked increase in

21

You go back to '09, with really little to no input

21

support levels.

22

from the investor base. So we felt, all in, it was

22

And the New York comptroller's initiative was

23

just not the right time. The bylaw ratification did

23

really focused on what they call the SEC standard,

24

in fact pass, so now they have that kind of

24

which is a 3 percent ownership over three years. It

25

shareowner approval precedent, and they will go

25

goes back to the prior SEC research and prior
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1

rule-making attempts. And it's essentially turned

1

increase in the -- or a decrease, rather, in the

2

out to become the market standard. I mean, this is

2

number of companies that failed to get 70 percent,

3

where investors have put their support, behind a

3

which is kind of the perceived level of -- you know,

4

three and three.

4

kind of a red flag of anything above 70 percent the

5

There's a lot of moving parts with access. I'll

5

market accepts the compensation framework as being

6

touch on a few of them in a couple of slides. But it

6

adequate. Anything below that, there are some red

7

was by far the most prevalent shareowner resolution,

7

flags. Certainly if they don't get 50 percent, it's

8

got by far the most attention, and we supported most

8

a fail.

9

of them, virtually all of the ones that were

9

Director elections were relatively stable, as

10

submitted by investors, because they did kind of meet

10

they have been historically. And, again, this table

11

this three and three standard.

11

just touches on -- it just ranks the shareowner

12

proposals, not all proposals or management proposals,

12

In some cases companies would put forth their

13

own management version of the proposal. We did not

13

but just those that are submitted by investors in

14

support those nearly as often because we felt they

14

terms of their -- the number that were submitted, and

15

had one or more deficiencies. Usually the ownership

15

these were all voted on, at least through July.

16

stake was just too high in our view, five or even

16

17

higher in some cases. But from a market perspective,

17

as our own voting direction, where you can see we

18

very high levels of support, and many of these

18

were a pretty strong proponent, supporter of proxy

19

passed, which is in our view kind of a positive from

19

access, right to act by written consent, declassify

20

a shareowner rights perspective.

20

the board, kind of the core fundamental issues,

21

supermajority vote requirements as well.

21

On say-on-pay with respect to executive

22

compensation, another Dodd-Frank hangover that's been

22

23

around since 2010, 2011, I think is when it went into

23

24

effect, initially 2011. It's more or less gotten the

24

25

same level of support. There was a little bit of an

25
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MR. COBB: And generally you were for all of
these issues?
MR. McCAULEY: Well, if you look at that middle
column that's shaded, that's the actual support
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1

changes, substantive changes to the governance

2

MR. COBB: Okay, got it.

2

structure and practices for the company. So, many

3

MR. McCAULEY: So you'll see we do deviate from

3

investors have worked on that as a topic in and of

4

the average support, sometimes more than others. But

4

itself. We've never submitted a resolution just

5

these are for the most part on the left-hand column

5

solely on that issue but do support them.

6

the primary corporate governance resolutions that are

6

7

submitted. To some extent we've been active on the

7

the 3 percent three year ownership, kind of the SEC

8

declassification of the board of directors, moving

8

standard. There's a lot of moving parts with respect

9

towards annual director elections.

9

to proxy access. It's very early days. There's

10

MR. COBB: So with a company that has

This table just kind of goes over, expands on

10

only -- to date there's only a few dozen companies

11

traditionally had supermajority for 30 or 40 years,

11

that have either put in place some bylaw amendments

12

what do you do? Do you vote against the whole board,

12

or language that would deal with it over the last few

13

or do you vote -- how do you --

13

years or even very recently just in the last few

14

months.

14

MR. McCAULEY: No, not necessarily. These are

15

resolutions that are put before investors. In almost

15

16

all cases, they're precatory or advisory, so the

16

gone through the process. So it's a little bit of an

17

board is not legally bound to follow the voting

17

unknown in terms of how it would actually function in

18

result. Most do, and that's the expectation that

18

the wild. But a lot of these issues are being dealt

19

investors have.

19

with by companies and investors. But for those

20

companies that received the proxy access resolutions,

20

But for supermajority voting requirements, that

So it's never really been tested. It's never

21

would be the case where a company has embedded in its

21

they passed, they're now, you know, noodling on how

22

bylaws 67, 75, sometimes 85 or 90 percent voting

22

best to implement it at their own company.

23

requirements to make a change, sometimes just to

23

24

change the bylaws, which is a pretty onerous

24

most attention is -- a couple of them really. One is

25

requirement and challenge to investors to make any

25

whether or not investors have the ability to

ACCURATE STENOTYPE REPORTERS, INC.
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1

aggregate ownership. So if the SBA owns, let's say

1

companies were kind of the lowest support receiving

2

for example, .4 percent of a company, would we then

2

companies among the Russell 3. And you can see

3

be able to join with another investor, adding their

3

there's, at least in a couple of cases, some pretty

4

shares to meet that 3 percent shareowner ownership

4

significant breakdowns year over year in terms of the

5

requirement. Some companies include that, some

5

voting level.

6

don't.

6

7

Most of the three and three investor proposals

We, the SBA, voted against all five of these

7

companies in 2015, primarily due to pay for

8

had that aggregation element in them. Not all

8

performance disconnect or deficiencies, structural

9

companies include that. So these are a lot of things

9

deficiencies within the long-term incentive plans,

10

that really just have to get worked out at the

10

disclosure, performance metrics. So we go through

11

company level.

11

and we have various models that we apply, and we

12

evaluate the compensation framework, ultimately

12

And then, like I said earlier, some companies

13

actually decided to go forward with their own

13

making a yes/no vote. So we voted against all five

14

management resolution side by side the shareowner

14

of these.

15

proposal. And, again, most of the shareowner

15

16

proposals, generally speaking, were of the three and

16

the last meeting the value in the vote study, where

17

three category, whereas the management proposals

17

we looked at our voting impact on performance,

18

deviated from that, and as a result, they got a

18

portfolio value with respect to proxy contests. We

19

fairly significantly lower level of support. In some

19

have also been involved over the years with the

20

cases it was flipped, depending on the shareowner

20

Harvard Law School's Shareholder Rights Project, the

21

footprint of the company. But by and large that was

21

SRP. And that started in 2010, culminating in the

22

the case. The market clearly preferred the three and

22

first resolutions that we submitted in 2011 on

23

three standard.

23

classified boards, which were attempts to move the

24

company towards an annual election cycle.

24
25

And then just again to touch on say-on-pay, this
is something that we vote on every year. These five
ACCURATE STENOTYPE REPORTERS, INC.
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So we were interested to see what effect that
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1

targeting had on the company performance, so at least

1

2

from a correlation point of view. And this is what

2

3

we did. We went back and basically used a

3

MR. COBB: What do you think, Michael?

4

since-inception date of the resolution, when we

4

MR. McCAULEY: I think twice a year is

5

submitted it. We were lucky enough to receive about

5

reasonable. We can do it at the end of the fiscal

6

80, 81 percent support level on average for our

6

year, whether it's the second or third quarter. And

7

resolutions. So almost all of them passed. Many in

7

then we do have not only an annual summary, the

8

fact, management adopted it without even putting it

8

governance summary report, but we'll also have

9

up for a vote.

9

proposed policy amendments for our voting guidelines,

MR. COLLINS: I think twice a year is fine. I
don't know.

10

But if you look at the ones that went to a vote

10

which will go into effect for next year. So that's I

11

and compared it to broad market indexes, this is how

11

think what we had planned on scheduling in the fourth

12

it stacked up. So the blue line is the portfolio

12

quarter.

13

that we had targeted since inception in May 2011

13

14

through -- I think this was through the end of

14

complete sense, because what we try and do is, before

15

August. So it has been correlated with a positive

15

proxy season, get our guidelines ratified by the

16

impact on performance, which is what we like to see

16

trustees, so there's no ambiguity about what we're

17

whenever we're targeting companies.

17

standing for and why, and we have complete buy-in,

MR. WILLIAMS: And what we do -- and that makes

18

MR. COBB: I think that's an excellent report.

18

and then we'll move forward on that basis and then

19

Where do we stand? Are we going to get this report

19

report on what we did thereafter.

20

twice a year or quarterly or once a year? What's

20

MR. COBB: Okay. Any other questions or

21

your judgment on that? I think the more the better,

21

comments? If not, we're about ten minutes behind.

22

but I don't know --

22

We'll next go to our major mandate performance review
with our consultants.

23

MR. WILLIAMS: What's your preference?

23

24

MR. COBB: At least twice a year. What do the

24

MR. CUMMINGS: Good afternoon.

25

MR. COBB: Good afternoon.

25

other -- or four times a year.
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MR. CUMMINGS: As you know, one of our routine
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1

year. Over the period the plan's assets decreased by

2

responsibilities for the SBA is to provide quarterly

2

just over a billion dollars due to investment

3

reports on the major mandates, which is the subject

3

earnings of about $5.3 billion, and that offsetting

4

of our next brief ten minutes together. Just echoing

4

net withdrawal of about six and a half billion

5

the comments you've heard from other presenters

5

dollars.

6

today, we're living in an environment of low interest

6

7

rates and low return expectations and some

7

one year for the fiscal year period of 3.7 percent,

8

disappointing equity results.

8

one of the more modest fiscal year returns we've seen

9

over the -- that the FRS has experienced over the

9

Those are starting to manifest in the numbers

This amount translates into a return over the

10

that we're going to summarize with you today.

10

past several years, especially on the heels of two

11

Obviously these are struck through June 30th for the

11

very strong fiscal year periods. In 2014 the FRS

12

most part. So we, too, anxiously await the rest of

12

experienced 17.4 percent. In 2013 fiscal year FRS

13

this calendar year.

13

earned a 13.1 percent return.

14

Usually to my right is Kristen Doyle. She has a

14

15

conflict today and was unable to join us. So instead

15

return, as Steve had mentioned, was some weak

16

I have Katie Comstock, who has been a member of the

16

performance or more modest performance out of the

17

SBA team at Aon Hewitt for some time now, and I'm

17

global equity markets, as well as continued modest

18

going to let her step through the highlights of the

18

returns from fixed income. Bright spots in the

19

major mandate report, and we'll be pleased to take

19

portfolio came from alternative investments,

20

any questions that you have.

20

including real estate and private equity, which both

21

produced double digit returns for the one year

21

MS. COMSTOCK: Good afternoon, everyone. Steve

Some of the drivers on an absolute basis of that

22

mentioned I will jump through performance. This is

22

period, as well as just under, just shy of a

23

through 6/30, June 30, 2015. And I'll start with the

23

7 percent return from strategic investments.

24

FRS pension plan and spend a little bit of time on

24

On this page we look at, on a relative basis, we

25

the one year period, given that it was the fiscal

25

look at performance relative to first the performance
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1

benchmark, which is represented by the blue bar, and

1

relative performance. Over the trailing 30 years the

2

that's a representation of a passive allocation of

2

FRS plan has outperformed the absolute nominal target

3

the underlying asset, asset class benchmarks. Not

3

rate of return by 2 percentage points on an

4

only over the one year period but over all trailing

4

annualized basis.

5

periods shown here the FRS pension plan has

5

6

outperformed this benchmark, which really speaks to

6

comparison that we like to do was mentioned earlier,

7

the very successful management of those plans that

7

and that's a peer group of defined benefit plans, and

8

the team here has done over all periods.

8

these represent the top largest defined benefit plans

9

in the U.S. It's a group of ten plans, so a small

9

The second benchmark that we compare performance

The third benchmark that we -- or performance

10

to is the absolute nominal target rate of return,

10

11

which is an annualized 5 percent plus the rate of

11

12

inflation or CPI. And you'll notice some more mixed

12

just provide a little more context before we look at

13

results over these periods here. When markets

13

performance comparison. One noticeably is a greater

14

experience increased volatility, specifically when we

14

allocation the FRS has to global equities. And this

15

see weak equity market returns or negative equity

15

is over the corresponding underweight to fixed income

16

market returns, this benchmark becomes extremely more

16

and alternative investments. However, if we were to

17

challenging to reach and to exceed.

17

look at peers relative to the long-term targets of

universe, but a big peer comparison.
And we touched on this earlier, but I do want to

18

And so you'll notice the underperformance over

18

the FRS pension plan, it would be more in line.

19

the shorter time periods, over the one year as well

19

Long-term target to global equities, 53 percent, and

20

as over the trailing 15 year period. That period

20

strategic investments and private equity, as noted

21

includes 2001, 2002 as well as the '08, '09 periods,

21

earlier, is at 18 percent.

22

where we saw very negative equity market returns.

22

23

This is a benchmark that we like to look at over

One other note on this page can't be seen in the

23

pie charts, but if you look at the footnote at the

24

longer time periods. So we do include that here on

24

bottom, it has had an impact on the fiscal year

25

the next slide. And you'll notice very favorable

25

performance. The global equity asset class for the
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1

FRS has a market weight exposure to global equities,

1

2

which is roughly a 50-50 weight to U.S. securities

2

3

and non-U.S. securities. And if you look at where

3

always struck by the tightness of these bands. You

4

peers are, the median peer plan has a home country

4

see the skinniness of those gray bands is an

5

bias or greater allocation to U.S. securities. And

5

indication of how closely clustered the returns of

6

over the year we saw foreign equities decline about 5

6

those top 10 funds are.

7

percent. Domestic equities were up north of

7

8

7 percent. And so that greater allocation to foreign

8

percentile ranking with a universe of very, very

9

equities had a -- was a headwind keeping up with peer

9

similar results. But we do think it is probably the

10

most relevant peer comparison, and we know that's a
question that often comes up here.

10

plans over the year.

and above median.
MR. CUMMINGS: One other quick comment. I'm

So it's always a little bit dangerous to do a

11

And that can be seen on this page. The beige

11

12

bar is the total FRS gross returns relative to the

12

13

median plan in the TUCS Top 10 Universe. Broadly

13

peer plans. We do on a quarterly basis also look at

14

speaking, the plan has performed in line with its

14

the performance relative to a broader universe, which

15

peers. You see modest underperformance over the one

15

is inclusive of only public pension plans that have

16

year period, which is likely due to the overweight to

16

assets greater than $1 billion in assets under

17

foreign equities.

17

management. And that's a universe of about 70
different plans.

MS. COMSTOCK: Also, just one more comment on

18

This slide shows the same information in a

18

19

slightly different format. And I draw your attention

19

And over these trailing periods, one, three,

20

to those numbers at the bottom, which is where the

20

five and ten years, the FRS has ranked in the top

21

FRS ranks in this universe, one being the top

21

quartile across all these periods. So relative to

22

performer, 100 would be the worst performer. And

22

both the smaller peer universe as well as a broader

23

with the exception of the one year, where FRS

23

peer universe, performance is very, very competitive.

24

performed modestly behind the median plan,

24

MR. COBB: I have a question to these narrow

25

performance relative to peers has been very strong

25
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1

our fees were, and we had one of the lowest of our

1

same, but I point out that it is positive, which it

2

peers, as I recall. And that made up a high

2

shows that the active managers chosen for

3

percentage of our superior performance. Are these

3

participants are outperforming, in aggregate, their

4

results still gross, or are they net of fees?

4

respective benchmarks. And even looking under the

5

hood a little bit further, when we look across the

5

MS. COMSTOCK: These results are gross of fees.

6

So they show the same returns that were on the

6

different asset classes and options, it's widespread

7

previous page.

7

there, outperformance across all asset classes.

8
9

MR. COBB: But we might even be better than this
net of fees --

8

The second table there shows the FRS relative to

9

a peer group. You'll notice this is the same data

10

MS. COMSTOCK: Right.

10

that has been shown, I think, over the past three

11

MR. COBB: -- with our relatively low fees

11

quarters. The survey comes out once a year. We

12

expect it, I think, within the next month. So next

13

quarter we will have updated numbers.

12
13

compared to our competitors.
MS. COMSTOCK: Right, correct. That's a very

14

good point. I'll pause there quickly and see if

14

15

there are any questions on the pension plan before

15

FRS is performing relative to peers, we focus on that

16

moving on.

16

middle column there, which represents the net value

17

added, meaning how is the FRS pension plan's options

17

I'll touch on the investment plan results. We

But just to put some perspective with how the

18

have two tables shown here. The top shows the

18

outperforming their respective benchmarks relative to

19

aggregate investment plan return over these trailing

19

peer plans. And again that number at the bottom

20

time periods relative to the plan's benchmark, which

20

represents that the FRS has outperformed other peer

21

is an aggregate of the underlying plan options'

21

plans by about 40 basis points over a five year

22

benchmarks, where participants are investing their

22

period for the calendar year 2013 and has done so at

23

assets.

23

a very similar cost.

24
25

And I focus your attention on that last row
there. It is a coincidence that that number is the
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The next major mandate that we will touch on are
the Florida Hurricane Catastrophe Funds. Just as a
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1

reminder, these funds, the focus of these funds is to

1

2

focus on the preservation of principal and liquidity.

2

3

So they are invested in very high quality securities

3

investment results, this portfolio is managed

4

that are liquid, very low credit risk. And so you'll

4

similarly to the CAT Funds, very high quality, liquid

5

see here very modest absolute returns, given the low

5

short-term investments, and so we see these more

6

interest rate environment we've been in. We probably

6

modest returns still over all trailing time periods

7

sound like a broken record up here, but that's the

7

really. But, again, very strong relative performance

8

nature of the investment environment we've been in.

8

over all time periods shown here. The benchmark here

9

is a peer group of other local government investment

9

However, relative performance continues to be

underperformance over the one year.
And then last but not least the Florida PRIME

10

very strong, with the exception of the second

10

pools that are also rated by the S&P AAA and AA. So

11

quarter. The CAT Funds have outperformed their

11

outperformance over all time periods.

12

benchmark over the trailing one, three, five and ten

12

13

year periods.

13

investment results relative to risk as well. So it's

14

hard to see on the screen, but Florida PRIME is up at

14

Next we'll touch on the Lawton Chiles Endowment

And we also look at, for Florida PRIME,

15

Fund. Just as a reminder, this fund is primarily

15

the top in that green box. And so on the vertical

16

comprised of global equities, and so performance is

16

axis we see returns. So they have done very well on

17

largely driven by how the global equity market has

17

a relative basis.

18

performed.

18

And to back up, this scatter plot here is our

19

As noted, it's been fairly volatile lately,

19

other registered 2a-7 money market funds, so

20

which shows the more modest returns over the quarter

20

competitors to Florida PRIME. And you'll see that

21

and the one year period, though trailing returns do

21

Florida PRIME has earned a greater level of return at

22

remain on, an absolute basis, fairly strong.

22

a similar level of risk. And the horizontal axis is

23

Relatively speaking, returns are very competitive as

23

also somewhat stretched, given the very low level of

24

well. The fund has outperformed its benchmark over

24

risk. So if we were to tighten that up, it would be

25

all trailing time periods, with modest

25

pretty much a vertical line and you wouldn't be able
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to see all those other dots there.
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1

MR. BAKER: Good afternoon, Mr. Chairman and

2

MR. COLLINS: Is this a gross or a net?

2

members of the board. My name is Jim Baker. I'm

3

MS. COMSTOCK: This should be net.

3

with Unite Here, the hotel and hospitality workers

4

MR. COLLINS: Okay.

4

union. I'm here to talk about private equity firms

5

MS. COMSTOCK: Yeah, it's net. And lastly, Fund

5

TPG Capital and Leonard Green & Partners, both

6

B status, as I think was mentioned at the previous

6

significant partners for the Florida State Board of

7

meeting, last year the original principal was -- 100

7

Administration. Jointly the two firms own the Palms

8

percent of the original principal was returned to

8

Casino in Las Vegas, Nevada.

9

Fund B participants, and then earlier in July the

9

The private equity industry has sought to make

10

remaining reserves were also distributed to those

10

the case that private equity ownership leads to job

11

remaining participants that had assets at that time.

11

creation. TPG Capital's and Leonard Green &

12

And I believe B, if it's not already, the fund will

12

Partners' Palms Casino provided a powerful

13

be terminated by the end of this month.

13

counterexample just a month or so ago when it

14

recently told hundreds of food service employees that

15

it was outsourcing their jobs.

14
15

MR. COLLINS: So we won't get reporting on this
anymore.

16

MS. COMSTOCK: Only if you want it. So that

16

In a moment you'll hear from Juan Sanchez, a

17

concludes our prepared remarks. I'm happy to take

17

porter, and Pastor Leonard Jackson from Las Vegas.

18

any questions or comments.

18

For months employees of the Palms have been seeking a

19

MR. COBB: Good. Any questions? Comments?

19

neutral environment, free from intimidation and

20

Okay. We're now open for audience comments if there

20

hostility. The Palms management has refused to be

21

are any. Mr. Baker. So about how long is it going

21

neutral.

22

to be, Mr. Baker?

22

We have a petition that we presented and signed

23

MR. BAKER: Less than five minutes.

23

by a majority of Palms workers expressing their

24

MR. COBB: Less than five minutes. Okay. Thank

24

desire for labor peace. Instead of honoring the

25

employees' request, a month ago the Palms announced

25

you.
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1

it was outsourcing hundreds of food and beverage jobs

1

is Juan Sanchez. I have worked at the Palms Casino

2

as of November 2nd.

2

Resort for four and a half years as a porter, and I

3

have been in Las Vegas for 20 years. I am also a
family man supporting a wife and three children.

3

We've been reaching out to both Leonard Green

4

and TPG for several months seeking labor peace.

4

5

Neither Leonard Green nor TPG has responded to calls

5

6

regarding the recently announced outsourcing. We're

6

with the CEO of the Palms, Todd Greenberg. The

7

concerned that this negative response is odd, given

7

majority of migrant workers signed a petition calling

8

the many other employers in Las Vegas that have

8

for labor peace. We ask management to (inaudible) so

9

reached agreements with over 55,000 casino workers

9

that as workers we could make our own decisions

10

ensuring labor peace. The industry has grown and

10

11

profited, while ensuring job security, health

11

12

benefits and fair wages for employees.

12

announced they would outsource over 220 jobs, almost

13

one-third of the employees. We are all very worried.

13

TPG and Leonard Green create unnecessary risk

Migrant workers and I have met several times

without fear of retaliation or intimidation.
But Palms management has refused and instead

14

for LPs such as Florida. We have worked positively

14

Migrant workers have had to reapply for jobs we

15

with private equity firms. One example from the same

15

already have. We are proud to be employees of the

16

market is Blackstone, which took over the

16

Palms and work hard to serve customers and build the

17

Cosmopolitan Casino in Las Vegas earlier this year.

17

casino's (inaudible).

18

Blackstone committed to retain all employees and

18

19

resolved a labor dispute that lasted for years under

19

most other Las Vegas casinos have. We believe we

20

previous ownership.

20

deserve the chance to have the same protections as

21

the more than 50,000 unionized casino workers in Las

21

We urge Florida, as a significant investor with

All we are asking for is the same process that

22

both TPG and Leonard Green, to engage with them and

22

Vegas. We do the same hard work but with lower pay.

23

encourage them to commit to labor peace for the

23

Sorry. We do the same hard work but with lower pay

24

benefit of all stakeholders. Thank you.

24

and fewer benefits. I ask you as investors to urge

25

TPG and Leonard Green to commit to labor peace.

25

MR. SANCHEZ: Good afternoon, everyone. My name
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Thank you.
MR. COBB: Mr. Baker, we're about four minutes
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1

have respect on the job. Our congregations in the

2

faith community of Las Vegas are made up of all kinds

3

into your five minutes here, so we've got about 60

3

of workers, including many who are represented by

4

seconds left.

4

unions.

5

MR. JACKSON: Thank you and good afternoon. My

5

Our communities benefit when families have job

6

name is Reverend Leonard Jackson. And I lead an

6

stability and access to affordable health care.

7

organization called CLUE, Clergy and Laity United for

7

Palms workers are seeking the same opportunity as

8

Economic Justice. I am also an associate minister

8

thousands of other casino and hotel workers in Las

9

with the First African Methodist Episcopal Church,

9

Vegas. I am deeply concerned that the private equity

10

one of the largest faith institutions of Las Vegas,

10

firms that own the Palms haven't committed to labor

11

Nevada.

11

peace and fair process for their workers.

12

As people of faith, we recognize the dignity of

12

I am even more concerned by the announcement

13

all people and all workers. Our religious traditions

13

that 220 Palms workers' jobs will be outsourced in

14

affirm the right of workers to freely organize

14

November. When workers face job instability and

15

themselves to improve their wages, benefits, working

15

economic insecurity, it has a ripple effect on the

16

conditions and assert the right to a voice on the

16

community. I urge you as investors to call upon TPG

17

job. Oppression of workers is an insult to human

17

and Leonard Green to ensure labor peace and job

18

dignity and an affront to God. All workers deserve

18

security for all workers at the Palms. Thank you in

19

the opportunity to provide for their families, to

19

advance for your consideration. May God continue to

20

participate fully in their communities economically,

20

bless you and God bless America.

21

socially and spiritually. This is the American way.

21

22

Thousands of workers in Las Vegas are

MS. MARTINEZ: Good afternoon, everybody. My

22

name is Asela Martinez. I represent Unite Here and

23

represented by unions. Through collective action

23

Local 226 in Las Vegas. We really appreciate your

24

they have been able to earn their fair wages, enjoy

24

attention. And we urge the TPG -- to send them the

25

health care for their families and, most important,

25

right message. Thank you very much and we're
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1
2

grateful for your cooperation. Bye.
MR. COBB: So I understand the trustees have
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1

a liable partner, and we would put on the line the

2

assets of the Florida Retirement System Trust Fund,
which we don't want to do.

3

dealt with similar situations in the past, Ash. So

3

4

why don't you brief the committee on how you and the

4

5

trustees have dealt with similar situations in the

5

the general partners of our private equity firms, we

6

past and what kind of guidance you might give us on

6

do not have the authority or a pattern of inserting

7

this request.

7

ourselves on behalf of particular components of

8

individual portfolio investments. Both of the
portfolios you refer to here in these management

8

MR. WILLIAMS: Well, the nature of the situation

So at this point, while we have dialogue with

9

we have here is that we are a limited partner in two

9

10

different funds referred to here, Leonard Green and

10

companies have numerous investments. Each of those

11

TPG. They in turn have done, in these cases,

11

investments has numerous components of management for

12

investments that wound up with them having equity

12

adding value over time and creating an accretive

13

ownerships in this particular casino, Las Vegas

13

experience for the Florida Retirement System on

14

Palms.

14

behalf of our million beneficiaries.

15

And we are limited partners, meaning we have

15

And given that we represent working people who

16

limited liability and limited involvement. We are

16

have given their lives to public service, we

17

not general partners, meaning we do not have

17

completely understand what you're talking about in

18

management say in what's done to add value in the

18

terms of labor fairness. One of my daughters is in

19

management of the asset, whether it's through

19

the food service industry, so I'm very familiar with

20

increasing top line revenue, decreasing costs,

20

the benefits structure and comp and hours and all of

21

increasing profit margin, et cetera. We have no

21

the wonderful things that go with that business.

22

control over that.

22

But we're really not in a position to say to you

23

today we can intervene on your behalf and change this

23

And in fact, to the extent we try to assert

24

control, then we would no longer be a limited

24

situation. We just don't have the authority to do

25

partner, limited liability partner. We would become

25

it. So probably the best we can do for you is allow
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1

you to have the forum that you've just taken

1

2

advantage of to make your views clear. And I'm sure

2

3

at the appropriate time, when we're next in contact

3

4

with these firms, we'll ask them what's going on.

4

STATE OF FLORIDA

)

5

But we're not in a position to call them up and say,

5

COUNTY OF LEON

)

6

Reverse your decision, put back all these employees

6

7

and don't go to an outsourcing decision, because the

7

8

same decision could be made with accounting services

8

Reporter, do hereby certify that the foregoing pages 3

9

or painting the building or anything else. That's

9

through 135, both inclusive, comprise a true and correct

10

just a normal course of business.

11

So that may sound cold. It's not intended to.

CERTIFICATE OF REPORTER

I, Jo Langston, Registered Professional

10

transcript of the proceeding; that said proceeding was

11

taken by me stenographically and transcribed by me as it

12

I think we respect the dignity of working people,

12

now appears; that I am not a relative or employee or

13

want to treat them with equity and gratitude. We're

13

attorney or counsel of the parties, or a relative or

14

all working people ourselves. We're all in public

14

employee of such attorney or counsel, nor am I interested

15

service. So that's where we are. But thank you for

15

in this proceeding or its outcome.

16

being with us today.

16

17

MR. BAKER: Thank you.

17

18

MR. COBB: Any other comments from board members

18

IN WITNESS WHEREOF, I have hereunto set my hand
this 22nd day of October 2015.

19

or management? So thank you for coming. Are there

19

20

any other -- anybody else want to -- audience

20

21

participation from the public that has comments or

21

_______________________________

22

questions? Hearing none, we stand adjourned. Thank

22

JO LANGSTON
Registered Professional Reporter

23

you.

23

24
25

(Whereupon, the meeting was concluded at 4:05

24
25

p.m.)
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MEMORANDUM
To:

Board of Trustees

From:

Doug Belden, Chairman
Participant Local Government Advisory Council (PLGAC)

Date:

November 23, 2015

Subject:

Quarterly Update – Florida PRIME™

The Participant Local Government Advisory Council (the “Council”) last met on September 24, 2015 and will meet next on
December 3, 2015. Over the prior quarter, the Council continued to oversee the operations and investment management of
Florida PRIME™, as well as the final distribution of remaining reserves held within Fund B.
CASH FLOWS / PERFORMANCE
• Over the quarter ending September 30, 2015 participant deposits totaled $2.5 billion; participant withdrawals totaled
$3.3 billion; providing a net decrease of approximately $817 million.
• During the 3rd quarter, Florida PRIME™ delivered an aggregate $4.4 million in investment earnings.
• Performance of Florida PRIME™ has been consistently strong over short-term and long-term time periods. For the
period ending September 30, 2015, Florida PRIME™ generated excess returns (performance above the pool’s
benchmark) of approximately 13 basis points (0.13 percent) over the last 12 months, 13 basis points (0.13 percent)
over the last three years, and 15 basis points (0.15 percent) over the last five years.
• For the fourth quarter in a row, and through the five year period ending September 30, 2015, Florida PRIME™ was
ranked as the highest performing investment vehicle among all registered money market funds within iMoneyNet’s
First Tier Institutional Fund Universe.
POOL CHARACTERISTICS
• As of September 30, 2015, the total market value of Florida PRIME™ was approximately $6.2 billion.
• As of September 30, 2015, the investment pool had a seven-day SEC Yield equal to 0.24 percent, a Weighted Average
Maturity (WAM) equal to 28.4 days, and a Weighted Average Life (WAL or Spread WAM) equal to 81.5 days.
FUND B
• In early September 2014, 100 percent of the original principal balance was returned to participants with no loss of
principal.
• As of June 30, 2015, the remaining assets held within Fund B totaled approximately $43.3 million.
• On July 13, 2015, the SBA distributed the remaining reserve tied to Fund B based on each participant’s proportional
share of the total November 2007 interest earned. Proceeds were allocated to those with Florida PRIME™ accounts
directly into their accounts, and for those with no corresponding Florida PRIME™ account, checks were sent directly to
the organization.
• As of November 20, 2015, only $103,825 of the remaining reserve from Fund B is yet to be distributed to 14 former
Fund B participants because of participants’ challenges in administering the distribution and receipt of eligible funds.
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MEMORANDUM
To:

Ash Williams

From:

Michael McCauley

Date:

November 23, 2015

Subject:

Board of Trustees Meeting – Standing Report / Investment Programs & Governance

CORPORATE GOVERNANCE & PROXY VOTING OVERSIGHT GROUP
The SBA’s Corporate Governance & Proxy Voting Oversight Group (Proxy Committee) met last on September 21, 2015, and
will meet next on December 16, 2015. The Proxy Committee continues to discuss ongoing governance issues including the
volume and trends for recent SBA proxy votes, company-specific voting scenarios, corporate governance policies,
governance-related investment factors, major regulatory developments and individual company research related to the
Protecting Florida’s Investments Act (PFIA).
GLOBAL EQUITY PROXY VOTING & OPERATIONS
For the trailing twelve months ending on September 30, 2015, the SBA voted 10,284 public company proxies covering
97,853 individual voting items. Individual voting items included director elections, audit firm ratification, executive
compensation plans, merger & acquisitions, and various other management and shareowner proposals. The table below
rd
provides major statistics on the SBA’s proxy voting activities during the 3 quarter ending September 30, 2015:

rd

Votes in Favor of Directors
72.2%
(FY15=75.1%)

Votes with Management’s
Recommendations
75.6%
(FY15=76.7%)

Votes in Favor of Auditors
95.2%
(FY15=92.5%)

Total Eligible Ballot Items
8,973
(FY15=99,320)

% of Meetings with
≥ 1 Against Votes
70.8%
(FY15=74.8%)

Total Eligible Proxies
1,145
(FY15=10,296)

During the 3 quarter, SBA staff completed the implementation of several enhancements to the electronic voting platform.
Using Institutional Shareholder Services (ISS) PolicyEngine tool, staff adjusted the policy flags tied to dozens of U.S. and
international voting guidelines, incorporating more specific rationale for certain voting issues related to directors,
compensation, and auditor ratification. For example, several criteria were added to the SBA’s policy screen for Advisory
Votes on Golden Parachutes, as this is a relatively new issue. Executive compensation, including say-on-pay advisory votes,
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was a key area of focus due to the complexity of the issue and the need to identify key metrics. Within the scope of
director elections, one adopted policy flag identifies instances of abuse against minority shareowner interests, which is a
particular concern in several foreign equity markets. These adjustments do not reflect changes in SBA voting policies; rather
they allow staff to more efficiently identify where companies may diverge from SBA guidelines, and concurrently, to reduce
the number of ‘false positive’ meeting items flagged for review. This is a significant productivity enhancement, since SBA
voting procedures are based on staff review and vote entry for each domestic and international proxy meeting. The process
reflects the importance of highlighting the most relevant outliers or exceptions to voting guidelines.
In addition, staff created notifications that may signal exceptions to SBA policies, but would not otherwise be reflected in
proxy advisor voting recommendations. For example, on certain executive compensation ballot items, a system flag was
added to identify meetings associated with equivocal external consultant recommendations because of “contentious”
elements requiring more nuanced analysis. This allows staff to identify voting issues that may require additional research
and qualitative judgment. For each voting item, the voting process entails a comparison among policy recommendations
from external research providers (proxy advisors ISS and Glass Lewis & Co.) and ultimately alignment with SBA proxy voting
guidelines.
ACTIVE OWNERSHIP & CORPORATE ENGAGEMENT
From September through late November, SBA staff conducted engagements with 9 companies, including Coca-Cola,
Prudential, Bank of Yokohama, Chevron Corporation, Bank of America, ENI, Amgen, Ethan Allen, and Oracle.

SBA Proxy Voting by Country
3rd Quarter 2015
India
United States
United Kingdom
Bermuda
Cayman Islands
Singapore
Malaysia
China
Japan
Israel
Other Markets

SBA Proxy Voting by Country
Fiscal Year 2015
United States
Japan
India
United Kingdom
Taiwan
South Korea
Canada
Australia
Brazil
Cayman Islands
Other Markets

LEADERSHIP & SPEAKING EVENTS
Staff periodically participates in and often is an invited presenter at investor and other key governance conferences or
events. Typically these events include significant involvement by corporate directors, senior members of management, and
other key investor or regulatory stakeholders. The following items detail involvement at events that occurred recently:
•

•

th

th

On September 8 through 10 , staff was invited to attend and speak at the 2015 Public Funds Forum, which
covered global governance trends, improving corporate boards, and engaging for value. The forum’s agenda is
designed to be relevant to corporate governance practitioners as well as fund trustees.
nd
September 22 —a staff member attended a symposium offered by the U.S. Treasury’s Office of Foreign Asset
Control (OFAC) reviewing recent and expected changes to Federal trade sanctions in several countries.
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•

th

nd

September 29 through October 2 —several staff members attended both the International Corporate
Governance Network’s (ICGN) Fall Conference and the Council of Institutional Investors (CII) Fall Conference, held
concurrently in Boston. Staff participated as speakers on several investor panels and also provided instructional
course work to other CII members on the topic of executive compensation.

HIGHLIGHTED VOTES
Bank of America (United States)—On September 18th, SBA staff voted 21.7 million shares in accordance with proxy voting
guidelines, voting against the management proposal to ratify the bylaw amendments previously made by the Bank of
America board in late 2014. Although the SBA governance policies support the principle of seeking investor ratification of
material bylaw amendments, the earlier structure of the bank’s bylaw governing board leadership did not adequately
represent direction from its investor base and effectively overturned prior investor input received in 2008. The decision by
the board in the Fall of 2014 to unilaterally amend the bylaws [recombining the CEO and Chairman roles] did not appear to
be the outcome of any comprehensive investor outreach or engagement effort, and could be viewed as a clear breach of
the previous shareowner voting franchise. Importantly, during the tenure of the current management team, both the short
and long-term stock performance of the company has lagged its direct financial peers as well as broad stock indices, with
some recent positive improvement. Voting investors did ultimately support the management-proposed bylaw change at the
th
September 18 meeting, and the company is expected to retain the combined CEO/Chair governance structure, at least in
the short term. SBA staff had concerns that the recombination of the CEO and Chair roles may not be in the best interest of
all shareowners at the current time and is scheduled to conduct additional engagement on the bank’s governance practices
in December.
GLOBAL REGULATORY & MARKET DEVELOPMENTS
Organization of Economic Cooperating & Development (OECD) releases 2015 Principles of Corporate Governance—On
September 5th, the OECD and G20 countries released an update to its Principles of Corporate Governance. Originally
developed by the OECD in 1999 and updated in 2004, the 2015 revision of the Principles addresses emerging governance
issues and globally-recognized benchmarks for assessing and improving corporate governance practices. The Principles have
been adopted as one of the Financial Stability Board's key standards for sound financial systems and have been used by the
World Bank Group in more than 60 country reviews worldwide. They also serve as the basis for the guidelines on corporate
governance of banks issued by the Basel Committee on Banking Supervision. The SBA has incorporated elements of the
OECD Principles within its own Corporate Governance Principles & Proxy Voting Guidelines.
th

SEC Executive Compensation “Clawbacks” Proposed Rule—On September 15 , the SBA submitted comments to the SEC
regarding the Proposed Rule for Listing Standards for Recovery of Erroneously Awarded Compensation, developed in
accordance with Section 954 of the Dodd-Frank Act. In line with SBA governance principles and proxy voting guidelines, we
emphasized that effective recovery of erroneously awarded compensation (clawback provisions) is essential to maintain
effective performance-based compensation plans. To align executive interests with the interests of shareowners, executives
should be compensated for achieving performance benchmarks. Equally, an executive should not be rewarded if he or she
does not achieve established performance goals. If restated financial statements reveal that the executive was falsely
rewarded, then he or she should be forced to repay any unjust compensation received. SBA comments supported
consistent policies across all listed issuers, as the burden to issuers is relatively innocuous, while exemptions for certain
issuers would likely add uncertainty for investors. In response to SEC questions regarding the scope of compensation
clawbacks, SBA staff noted that any reduction in earned compensation based on performance and measurement shortfalls
should result in application of the recovery process. The uncertain links between performance, performance measurement,
resulting compensation, and the potential variation in the definition of restatement could create an extensive disconnect
for investors. Once it is established that a reduction in incentive-based compensation has occurred, there should not be
another variable added regarding the likelihood of the recovery process going forward. As noted in comments by the
Council of Institutional Investors, the “establishment of a broad clawback arrangement is an essential element of a
meaningful pay for performance philosophy. If executive officers are to be rewarded for “hitting their numbers”—and it
turns out they failed to do so—the unearned compensation should generally be recovered notwithstanding the cause of the
revision.
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SEC Division of Corporation Finance Staff Legal Bulletin #14H—On October 22nd, the SEC issued new guidance (“SLB14H”)
limiting the application of the “(i)(9)” provision of SEC Rule 14a-8 for omitting various shareowner proposals. The change
strengthens investors’ right to propose resolutions and will enable more shareowner resolutions to actually come to a vote
at annual meetings. Rule 14a-8(i)(9) permits a company to exclude a shareowner proposal that otherwise complies with
Rule 14a-8 from its proxy statement, “if the proposal directly conflicts with one of the company’s own proposals to be
submitted to shareholders at the same meeting.” Historically, the SEC had allowed investor resolutions to be excluded from
the proxy if they were deemed to conflict with a similar resolution put forth by management. For example, if a shareowner
proposal sought the right to call special meetings at a 10 percent threshold, the company could move to give shareowners
the right to call a special meeting at a higher threshold, typically 25 percent, and exclude the investor proposal altogether.
Until last year, the Commission took an encompassing approach when determining if a management and shareowner
proposal “directly conflicted”. If the two proposals dealt with the same subject matter, the Commission was likely in most
cases to grant (i)(9) relief, signaling to the company that the SEC would not recommend enforcement action if the company
omitted the proposal.
Going forward, the Commission has indicated it will look more closely at the subject matter in question and only grant relief
to the company under the (i)(9) provision if shareowners couldn’t logically support both shareowner and management
sponsored proposals. For instance, shareowners may generally support proxy access and could reasonably choose to
support both management and shareowner proposals that each specified access to the proxy with different hurdles. The
Commission agreed that there may be value to the company in being able to review the support for each version of proxy
access. For the 2016 proxy season, companies may still obtain no-action relief to exclude “directly conflicting” shareholder
proposals in favor of the company’s own proposals only if “a reasonable shareholder could not logically vote in favor of
both proposals, i.e., a vote for one proposal is tantamount to a vote against the other proposal” as “they are, in essence,
mutually exclusive proposals.”
The SEC’s guidance under the rules is not legally binding, and companies retain the right to omit proposals from
shareowners without the SEC’s support. The SEC grants a “no action” letter when it agrees with a company’s rationale to
omit a shareowner proposal, which states the Commission would not recommend enforcement action against the company
under the 14a-8 rule. A company that is not granted “no action” relief may still omit the shareowner’s proposal and seek
relief in the courts, if challenged by the shareowner submitting the proposal. Shareowners have the right to seek court
relief if a company omits a proposal, whether “no action” relief was granted or not. Historically, very few cases have headed
to the courts; the vast majority of proposals are successfully mediated by the SEC.
nd

Department of Labor (DOL) Issues Interpretive Bulletin 2015-01—On October 22 , U.S. Labor Secretary Thomas Perez
announced new guidance that pension fund fiduciaries can properly consider environmental, social and governance (ESG)
factors in their investment decisions. Interpretive Bulletin 2015-01 (IB2015-01) states that ESG factors may "have a direct
relationship to economic value" of an investment, and in such cases, "are proper components of the fiduciary's primary
analysis of the merits of competing investment choices." A prior Bulletin issued in 2008 stated that retirement fund
managers could only incorporate ESG factors in investment decisions in "very rare circumstances." The Labor Department
previously addressed issues relating to ESG factors in 1994 in Interpretive Bulletin 94-1 (IB 94-1) and in 2008 in Interpretive
Bulletin 2008-1 (IB 2008-1). The 2015 Bulletin reverses the 2008 recommendation and also withdraws the 2008 guidance.
While the Employee Retirement Income Security Act (ERISA) and the DOL Bulletin are only legally applicable to corporate
and Taft-Hartley (labor) pension funds, the DOL's interpretation of the scope of trustees' fiduciary duty is relevant and
influential to public pension plan trustees, as the elements of fiduciary duty are generally consistent under federal and state
law. Notably, IB2015-01 clarifies that consideration of ESG factors is consistent with fiduciary duty and may even be
necessary to satisfy a trustee's fiduciary duty when the ESG factors are likely to have a substantial economic or financial
impact on the company or asset in question. DOL staff considered IB 2008-01 to have unduly discouraged fiduciaries from
considering ESG factors and may have dissuaded fiduciaries from pursuing investment strategies that consider ESG factors,
even where they are used solely to evaluate the economic benefits of investments and identify economically superior
investments. IB 2015-01 confirms DOL’s longstanding view that plan fiduciaries may invest using ESG factors based, in part,
on their collateral benefits so long as the investment is appropriate for the plan and economically and financially equivalent
with respect to the plan's investment objectives, return, risk, and other financial attributes as competing investment
choices. In its release, the Bulletin states “in some cases ESG factors may have a direct relationship to the economic and
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financial value of the plan's investment. In such instances, the ESG issues are not merely collateral considerations or tiebreakers, but rather are proper components of the fiduciary's primary analysis of the economic merits of competing
investment choices.”
SEC Issues Guidance for M&A Governance Provisions—on October 27th, the SEC issued guidance in the form of a new
Compliance & Disclosure Interpretation relating to Exchange Act Rule 14a-4(a)(3)'s unbundling of proposals in the context
of merger/acquisition transactions. Rule 14a-4(a)(3) requires that the form of proxy “identify clearly and impartially each
separate matter intended to be acted upon.” The SEC’s recent guidance identifies several material governance provisions
that are frequently involved in merger/acquisition transactions and that substantively affect shareowner rights, and thus
requires a separate vote by investors—these include:
•
•
•
•
•

•

Classified or staggered boards;
Limitations on removal of directors;
Supermajority voting provisions;
Delaying the annual meeting for more than a year;
Eliminating ability to act by written consent; and
Changes in minimum quorum requirements

The SEC guidance notes, in contrast, that provisions relating to name changes, charter restatements, or other technical
amendments would likely be immaterial and not require separate voting.
India Proxy Season
th
The 2015 proxy season came to a close in India on September 30 , with the largest proportion of investor meetings
occurring in July, August, and September. InGovern, a major proxy advisor in India, reported a total of 1,228 meetings at
companies listed on the National Stock Exchange (NSE) or Bombay Stock Exchange (BSE) for the calendar year to date.
These meetings included Annual General Meetings (AGMs), Extraordinary General Meetings (EGMs), Court Convened
Meetings (CCMs) and Postal Ballots (PBs). InGovern also reported a total of 9,909 resolutions were proposed by these
1,228 companies, including 7,048 resolutions classified as ordinary resolutions and 2,861 as special resolutions, with 8,333
resolutions proposed by management and 1,576 resolutions proposed by shareowners. Resolutions at Siemens, JSW
Holdings, Apollo Hospitals, Adani Ports, Yes Bank, and United Spirits, all received dissenting levels above 20 percent, a
reflection of increasing activism by both domestic and foreign institutional investors. SBA executed 468 proxy votes in India
th
for the trailing 12 months ending September 30 , 2015.
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MEMORANDUM
DATE:

November 13, 2015

TO:

Board of Trustees

FROM:

Ken Chambers, Inspector General

SUBJECT: Quarterly Report on SBA Inspector General Activities
______________________________________________________________________

The SBA Inspector General (IG) is responsible for serving as the organization’s ethics
officer; conducting internal investigations; overseeing investment protection principles
(IPP) compliance; and handling special projects as directed by the Executive Director.
Ethics and Training
•

Mandatory ethics training and certification of compliance are required for all SBA
employees on an annual basis. The on-line training covers gifts, conflicts of
interest, financial disclosure, outside employment, lobbyist/principal restrictions,
honorarium related events, etc. In addition to ethics training, mandatory training
is annually required for all employees in the areas of sexual harassment,
information security, personal investment activity, and insider trading. The
deadline for completing the courses was June 30, 2015, and all SBA employees
are in compliance.

•

During the period September 5, 2015 to November 13, 2015, no instances were
reported to the Inspector General concerning non-compliance with the SBA gift
policy.

Investment Protection Principles Compliance
In September 2002, the Trustees of the SBA adopted Investment Protection Principles
(IPPs) for broker-dealers and investment managers in the wake of Wall Street scandals
involving tainted equity research and conflicts of interest. The IPPs are geared toward
promoting independence, transparency and regulatory compliance, and adherence to
the highest standards of ethics and professionalism. On an annual basis, written
1

certification is required from equity, fixed income and real estate investment managers,
and broker-dealers. Additionally, annual certifications have been developed for the
investment services related consulting firms engaged by the SBA. These consulting
firms are required to certify their compliance with certain independence and disclosure
principles.
An analysis of the 2014 certifications indicated either full compliance with the IPP’s, or
explanations were provided supporting that the firms were in compliance with the spirit
of the IPP’s. In early January 2016, the certification process will begin for the 2015
reporting period, beginning with the investment consultants.

SBA Fraud Hotline
Since July 2006, The Network Inc. has been the independent provider of SBA Fraud
Hotline services. Through an 800 number, SBA employees may anonymously report
tips or information related to fraud, theft, or financial misconduct. The telephone
number and information is prominently displayed on the SBA intranet home page.
Additionally, the hotline information is available on the SBA internet site.
During the quarter, one complaint was received by the Hotline. However, the complaint
concerned a consumer fraud issue that was not applicable to the SBA. The complaint
was forwarded to the appropriate state agency for handling.
Financial Disclosure Forms
The Commission on Ethics requires certain state employees and officials who meet the
reporting requirement to file an annual Financial Disclosure Form. The Financial
Disclosure Forms for the year ending December 31, 2014 were due by July 1, 2015. All
SBA employees who met this requirement have filed a Financial Disclosure Form with
the Commission on Ethics.

cc:

Ash Williams

2

RICK SCOTT
GOVERNOR
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DATE:

November 17, 2015

TO:

Ash Williams, Executive Director & CIO

FROM:

Karen Chandler, Chief Risk & Compliance Officer

JEFF ATWATER
CHIEF FINANCIAL OFFICER
PAM BONDI
ATTORNEY GENERAL
ASH WILLIAMS
EXECUTIVE DIRECTOR & CIO

SUBJECT: Trustee Update – December 2015
______________________________________________________________________________
The role of the Risk Management and Compliance (RMC) unit is to assist the Executive Director
& CIO in maintaining an appropriate and effective risk management and compliance program to
identify, monitor and mitigate key investment and operational risks. RMC plays a critical role in
developing and enhancing the enterprise-wide system of internal controls. RMC proactively
works with the Executive Director & CIO and designees to ensure issues are promptly and
thoroughly addressed by management.
SBA senior management has created a culture of risk management and compliance through the
governance structure, allocation of budgetary resources, policies and associated training and
awareness. Management is committed to ethical practices and to serving the best interests of the
SBA’s clients. The SBA’s mission statement further supports this culture: “To provide superior
investment management and trust services by proactively and comprehensively managing risk
and adhering to the highest ethical, fiduciary and professional standards.”
The following is a brief status report of RMC activities and initiatives completed or in progress
during the period September 8, 2015 through November 17, 2015:
•

No material compliance exceptions were reported during the period.

•

The Risk and Compliance Committee (RCC) met on November 6, 2015 and evaluated
results of the semi-annual risk assessment process, as of September 30, 2015. The RCC
reviewed existing action plans based on the assessment and updated plans accordingly.
Results of the risk assessment process will be used in development of SBA strategic
priorities going forward. In addition, the RCC formalized risk appetite/tolerance levels
for the thirteen top-line strategic risks in the SBA Enterprise Risk Management
framework. This action supports risk tolerance levels delineated throughout SBA
policies.

•

The annual “Risk Management and Compliance Program Self-Assessment” process for
FY 2014-15 is complete. The report includes the results of both external and internal
assessments.
o External Assessment - Results of the triennial Governance, Risk and Compliance
(GRC) assessment conducted by Crowe Horwath, LLC, an independent
consultant selected by the SBA’s Audit Committee. With an appropriate
organizational structure in place, the external assessment concluded the overall
maturity of the SBA’s GRC program has moved from “Developed” to
“Advanced” and Crowe Horwath anticipates it continuing in this direction in the
future.
o Internal Assessment - Includes a high level description of significant functions
performed by the RMC unit and an internal evaluation by SBA senior
management of the effectiveness of each major function performed by RMC.
Results of the internal assessment were positive overall, with constructive
feedback to inform prioritization of efforts and goal setting going forward.

•

Phase II of the Charles River compliance module implementation is scheduled to begin in
December 2015. Upon completion, the SBA will have enhanced reporting functionality
and expanded capability in testing compliance on the internally managed Global Equity
portfolios. Used in conjunction with the Charles River trading platform, the compliance
module will be consistent with industry best practices.

•

Automation efforts continue and significant progress has been made in in the last phase
of the conversion to Eagle DataMart for performance reporting. This results in greater
data processing capability, increased customization of reporting and significant gains in
efficiency in both internal and external performance reporting. Performance data used in
the Annual Investment Report, internally generated performance estimates and asset
allocation reporting are now produced using DataMart. The previously used SQL
database will be discontinued once remaining files have been converted to the new
system.
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State Board of Administration
Global Equity Annual Review

Investment Advisory Council
December 7, 2015

Global Equity: A Snapshot

What
We Do

• Provide investment returns and liquidity to meet significant portion
of fund return objectives and payment obligations

How
We Do
It

• Focus on People, Positioning and Process
• People – Attract and retain talent; align skills with investment
goals
• Positioning – Take risk where rewarded with eye toward costs;
identify new sources of alpha
• Process – Establish frameworks both for systematic selection and
monitoring of external managers and for management of internal
strategies
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Objectives: A Review
Role of Global Equity in Total Fund

Approach Within Asset Class

GOAL

GOAL

Provide Equity Beta – Long Term Driver of Total Fund
Return

Provide Alpha - Active Management Where Rewarded

Provide Liquidity

Passive Exposure as Ballast
Global All Cap Investing

Provide Transition and Trading Services to Other Units

Operating Parameters

Operating Parameters

Policy Target Allocation:

53%

Allocation Range:

45% - 70%

Current Allocation:

58% ($83 bn)1

Global Target: Custom MSCI All Country World Investable
Market Index ex Iran/Sudan
Exceed asset class target return net of expenses over
rolling 3 – 5 year periods
Exceed target return within active risk budget of 75 basis
points

1

As of November 3, 2015.
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Meeting Long Term Objectives
Provide Equity Beta
Total 5 Yr Return

Provide Alpha
Active 5 Yr Return

62%

56%

Global Equity

Provide Liquidity
5 Yr Fund Obligations

83%

Rest of Fund

Percent Contribution to
Total Fund Return

Percent Contribution to
Total Fund Value Added

Annualized GE Return: 8.25%

Annualized GE Alpha: 1.13%

Percent Contribution
to Total Funds Raised
Total Dollars Raised: $24.7bn
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People: Aligning Team with Objectives
• Team structured to drive collaboration and staff development
• Built out team and broadened roles in 2015
• Scott Seery
• Alison Romano
• Tim Taylor
•
•
•
•
•

Joe Wnuk
Jennifer Myers
James Wells
Denise Hale
Brian Staverosky

• Tim Taylor
• Sarah Burns

• Dustin Heintz
• Meghan Brown
• Ashley McCoy

Internal
Management,
Trading &
Operations

External
Manager
Research &
Structure

Market Access,
Contracts and
Corporate
Governance

Reporting,
Research &
Analytics

• Lisa Cheshire
• Elaina Sutton

• Ray Sherlock
• Shane Varn
• Daniel Gold
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Positioning: Deliver Beta and Generate Alpha
Passive

On-Benchmark
Active Management

Off-Benchmark
Alpha Generation

Structure

Structure

Structure

50% of assets passive

77% foreign investments active

40% of assets internal

20% domestic investments active

Low correlation strategies in less
efficient markets add value, even
when small in scale

Russell 3000 ($15bn)
Russell 1000 ($15bn)
MSCI World ($971mm)

2015 Accomplishments

2015 Accomplishments

2015 Accomplishments

Increased allocation to internal
global portfolio

Realignment of EM Managers

China A , Microcap, Frontier, and
Currency - Significant alpha
generated by both off-target
decision and outperformance
relative to individual strategy
benchmark

Maintained position as low cost
provider
Added value within narrow risk
budget

Note: All measures as of September 30, 2015.

1 year positive alpha in 7 out of 8
sub-aggregates
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Positioning: Fund of Funds Approach
What
Happened

• Multiple period returns
• Upside/Downside Capture
• Correlation
• Historical Tracking Error
• Trading Costs

Current
Positioning

• Exposure monitoring
• Single stocks
• Currency
• Country / Region
• Factor

Where Do
We Want
to Be

• Vigilant Monitoring of Opportunity Set
• Peer Relative Monitoring
• Liquidity as Rebalance Opportunity
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Process:
Framework for Manager Selection and Monitoring
Investment Opportunity

Operation/Business Evaluation

• Is there alpha opportunity in given
market?
• What is manager’s investment edge?
• Does manager perform as expected?
• How does manager add to existing
manager roster?

• Aligned incentives
• Team stability
• Trading aligned with investment
approach and costs
• Appropriate systems and compliance

Intended and Unintended Risk Analysis

Note: Risk Analysis based on Barra, Style Research and FactSet. For illustrative purposes only.
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People, Positioning and Process
Provide Beta and Alpha
Alpha
Excess Returns

Beta
Annualized Managed Net Return
15.00%

1.40%
10.50%

10.00%

1.24%

1.20%

1.13%

8.27%

0.98%

1.00%
5.00%

0.80%
0.60%

0.00%

0.52%

0.40%
-5.00%

-10.00%

-4.85%
-9.03%

Quarter

One
Year

0.20%

Three
Years

Since
Inception

Note: All Periods through September 30, 2015. Inception date is July 2010.

0.00%
Quarter

One
Year

Three
Years

Since
Inception
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Global Equity Looking Forward
Leverage in-house passive capabilities
Implement in-house factor index strategy
Augment currency manager oversight capabilities
Enhance trade cost evaluation
Continue to identify traditional and non-traditional alpha
sources
• Further develop external manager oversight framework

•
•
•
•
•
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F L O R I D A S TAT E B O A R D
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Richard Dabrowski, CFA
Central Market Business Leader
Partner
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• SBA’s Public Equity Markets Investment Program
• Review of Equities
• Recent Activity
• Appendix
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S B A’ S P U B L I C E Q U I T Y M A R K E T S
INVESTMENT PROGRAM

© MERCER 2015
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SB A’S PU B LIC MA R K ETS IN VESTMEN T PR OGRA MS
GUIDING PRINCIPLES
• All asset classes shall be invested to achieve or exceed the return of their respective
benchmarks over a long period of time. To obtain appropriate compensation for
associated performance risks:
– Public market asset classes shall be well diversified with respect to their
benchmarks and have a reliance on low cost passive strategies scaled according
to the degree of efficiency in underlying securities markets, capacity in effective
active strategies, and ongoing total fund liquidity requirements (Investment Policy
Statement).

© MERCER 2015
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SB A’S PU B LIC MA R K ETS IN VESTMEN T PR OGRA MS
GUIDING PRINCIPLES
• In 2012, Mercer conducted a structural review of the Global Equity Asset Class and
concluded Global Equity incorporates many of the best practices in institutional fund
management and is appropriate given the FRS’s size and negative cash flow
position. Specifically, Mercer believes the following characteristics to be among
best practices:
– Highly risk controlled. Global Equity staff makes extensive use of passive
management and enhanced indexing strategies in constructing the asset class.
– Market-capitalization weighted exposures. Significant research exists
suggesting that owning “the market portfolio” is the most efficient risk/reward
portfolio to hold. The SBA’s Global Equity Portfolio’s exposures approximate the
exposures embedded within the MSCI All Country World Investable Market
Index, one of the broadest representations of global equities.
– Use of complementary active managers in less efficient market segments. The
SBA concentrates its active bets in less efficient market segments and favors
passive management and other low risk strategies in more efficient markets. In
structuring its active book, the SBA focuses on managers with
diversifying/complementary strategies.
© MERCER 2015
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SB A’S PU B LIC MA R K ETS IN VESTMEN T PR OGRA MS
M E R C E R ’ S G E N E R A L O B S E R VAT I O N S
• FRS Pension Plan
– All public market investment portfolios are managed in a prudent, risk-controlled
fashion

– Appropriate levels of delegation are given to the staff
– FRS is a significant user of passive management (41% of Portfolio vs. 25% of
Peers’ Portfolios)1
– Active risk levels are monitored against predetermined ranges
– The Plan effectively uses internal resources to keep costs low (42% of Portfolio
vs. 32% of Peers’ Portfolios)1
– Results have been favorable over all time periods measured

1 Represents

percentage of total fund assets as of 12/31/14. Source: CEM 2014 Survey

© MERCER 2015
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REVIEW OF EQUITIES
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REVIEW OF EQUITIES
A S S E T A L L O C AT I O N – R E G I O N
• In July 2010 the SBA consolidated its separate allocations to US and Foreign Equity asset
classes into a single Global Equity asset class benchmarked to the FSB ACWI IMI ex Iran
and Sudan.
• The SBA and its peers have been moving to Global Equity benchmarks and consequently
have been reducing the home country bias to the US.
Product¹

FRS

Large Plan Peers

All US Plans

US Equity

46.7%

50.4%

52.3%

Developed Market ex US

36.6%

31.2%

30.1%

Emerging Markets

9.7%

8.9%

6.4%

Global Equity²

6.8%

8.6%

9.4%

Other

0.0%

0.8%

1.8%

Source: CEM 2014 Survey

1
2

May not add to 100% due to rounding
The lower allocation to global equities is due to a greater use of dedicated strategies.
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REVIEW OF EQUITIES
A S S E T A L L O C AT I O N – PA S S I V E V E R S U S A C T I V E
• The SBA uses more passive management for its US allocation but less passive management
for Foreign Equity. The majority of dedicated Global Equity mandates are fully active, while
all Emerging Market mandates are fully active.
Product¹

FRS

Peers

Passive

81.9%

59.2%

Active

18.1%

40.8%

Passive

32.0%

43.4%

Active

68.0%

56.6%

0.0%

15.3%

100.0%

84.7%

Passive

8.3%

4.1%

Active

91.7%

95.9%

US Equity

Developed Market ex US

Emerging Markets
Passive
Active
Global Equity

Source: CEM 2014 Survey
1

May not add to 100% due to rounding.
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REVIEW OF EQUITIES
PERFORMANCE: GLOBAL EQUITY
• Since inception the asset class has exceeded its benchmark by 113 bps net of all fees and
expenses.
Year to Date
Return

1 Year
Return

3 Years
Return

5 Years
Return

Inception
(July 2010)
Return

FRS Global
Equity1

-6.01%

-4.85%

8.27%

8.25%

10.50%

Benchmark

-6.73%

-6.10%

7.29%

7.12%

9.37%

Value Added

0.72%

1.25%

0.98%

1.13%

1.13%

Information
Ratio

--

--

1.89

2.13

2.14

Periods Ending
9/30/2015

1 Returns

are shown net of fees.
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REVIEW OF EQUITIES
PERFORMANCE: US & NON-US EQUITY
• Over the 3- and 5-year period, the FRS US Equity allocation has delivered attractive risk-adjusted
returns with information ratios ranking in the 1st percentile among peers.
• Over the 5-year period and since inception, the FRS Non-US Equity portfolio has delivered
attractive risk-adjusted returns with an information ratio ranking 1st among its peer group universe.
Periods Ending
9/30/2015

Year to Date
Return (Rank)

1 Year
Return (Rank)

3 Years
Return (Rank)

5 Years
Return (Rank)

Inception
(April 1988)
Return (Rank)

FRS US Equity1,2

-5.24% (45)

-0.25% (50)

12.71% (44)

13.51% (21)

10.09%

Benchmark

-5.45%

-0.49%

12.53%

13.28%

9.98%

Value Added

0.21%

0.24%

0.18%

0.23%

0.11%

--

--

0.91 (2)

0.87 (1)

0.14 (1)

Information Ratio

Inception
(October 1992)
Return (Rank)
FRS Non-US Equity2,3

-7.15% (67)

-9.98% (63)

3.81% (55)

3.40% (45)

6.94%

Benchmark

-7.78%

-11.23%

2.89%

2.11%

5.91%

Value Added

0.63%

1.25%

0.92%

1.29%

1.03%

--

--

1.12 (6)

1.45 (2)

0.77 (1)

Information Ratio
1 Compared

to the Public Funds >$1B - US Equity universe; rankings are based on gross-of-fees FRS performance.
are shown net of fees.
2 Compared to the Public Funds >$1B - Non-US Equity universe; rankings are based on gross-of-fees FRS performance.
2 Returns

© MERCER 2015
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RECENT ACTIVITY
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M E R C E R R E S E A R C H R AT I N G R E V I E W
B R E A K D O W N O F S T R AT E G I E S B Y R AT I N G
• Of the 68 global equity strategies in the Plan, 52 strategies, or 77%, are rated “B+” and above
• Over the past year, one active currency strategy has been added and three emerging markets
strategies have been added
• The graph below shows the breakdown of the strategies by the Mercer Rating:
35
30

29
23

25
20

14

15
10

2

5
0

A

B+

B

N

Mercer Ratings:
A = "above average" prospects of outperformance
B+ = "above average" prospects of outperformance, but there are strategies in which Mercer has greater conviction
B = "average" prospects of outperformance
C = "below average" prospects of outperformance
N = not rated
PP "Preferred Provider" = Mercer does not maintain formal ratings in category, but has reviewed the strategy.
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RECENT ACTIVITY
• Liquidation of China A-shares Portfolio
• US Small Cap Portfolio Deep Dive
• Ongoing Manager Reviews

• Funding of Currency Managers
• Increasing Global Equity Exposure
• Emerging Markets Review
• Regularly working with staff conducting ongoing performance and manager monitoring

© MERCER 2015
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APPENDIX
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DISCLAIMERS
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2015 Mercer LLC. All rights reserved.
This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. Its
content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s prior written permission.
The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not
intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets discussed. Past performance
does not guarantee future results. Mercer’s ratings do not constitute individualized investment advice.
Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not sought
to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information presented and takes no
responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or inaccuracy in the data supplied by any third
party.
This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or products or
constitute a solicitation on behalf of any of the investment managers, their affiliates, products or strategies that Mercer may evaluate or recommend.
For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer representative.
For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest.
Mercer universes: Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group comparisons over a
chosen timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all strategies available to investors.
The value of your investments can go down as well as up, and you may not get back the amount you have invested. Investments denominated in a foreign
currency will fluctuate with the value of the currency. Certain investments, such as securities issued by small capitalization, foreign and emerging market
issuers, real property, and illiquid, leveraged or high-yield funds, carry additional risks that should be considered before choosing an investment manager or
making an investment decision.
Returns for periods greater than one year are annualized. Returns are calculated gross of investment management fees, unless noted as net of fees.
Style analysis graph time periods may differ reflecting the length of performance history available.
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State Board of Administration
Fixed Income Annual Review
Investment Advisory Council
December 7, 2015
Katy Wojciechowski, SIO Fixed Income
Kevin Ceurvorst, Senior Portfolio Manager,
Head of Credit

Fixed Income Overview
– Total Fund Investment Policy Allocation
•

Policy target allocation of 18%

•

Allocation range from 16% to 32%

•

Current allocation 20% of Fund (28.52 billion) as of November, 2015

– Target/Benchmarks
•

Barclays Intermediate Aggregate

•

Duration 4.16years

Fixed Income Overview
Internal Fund Management/Trading

Significant internal index fund management
Internal Active Portfolio Management
Experienced trading desk supports internally managed index funds, manager
transitions, $23bln cash portfolios, securities lending activity management.

•
•
•

External Management
•

Investment manager selection/allocation/oversight







Frequent dialog
Monthly performance review
Monthly markets review
Monthly analytics report, with attribution, contribution, and peer analyses
Quarterly conference calls with each investment manager and watch list call with
Mercer
Annual manager visits

Maintain Liquidity
•

Support fund rebalances, meet benefit payments, and fund ongoing initiatives
within other asset classes

Fixed Income Overview
– Asset class managed internally and with external managers. 50% of portfolio is
managed passively to track the Intermediate Aggregate Benchmark – all
managed internally. Team has developed a process and systems to successfully
manage with minimal tracking error.
– 50% of portfolio is actively managed. This allows us to maintain liquidity,
preserve principal, and operate with limited risk while achieving returns
superior to benchmark.
– An internal dedicated team manages 20% of our Active allocation. This team
has a positive value added track record across one-three-five year
measurements.
– External managers are used for remainder of our Active allocation. Managers
are diversified for areas of expertise across asset classes. External managers
have added value over three and five year horizon.

Fixed Income Major
Issues and Initiatives

•

Continue Research for Optimizing Fixed Income allocation in a rising rate environment,
while seeking alpha in current possible deflationary world. Expanded guidelines
modestly to a small allocation of expanded opportunities (high yield) within Fixed
Income, to capture certain opportunities while maintaining our current risk budget.

•

Seek out avenues of liquidity in markets changed by regulation

•

Evaluate changes created in the market by ETF flows

•

Continue transition towards clearing and/or collateralization of transactions

Current Risk Posture
Fixed Income Active Risk Exposure
0.45
0.40
0.35
0.30
0.25
0.20
0.15
0.10
0.05
0.00

Barclays Intermediate Aggregate
Option Adjusted Spread

Better Value in Credit than mid 2015

Fixed Income Credit Dashboard

Liquidity Changes due to Market Changes and Regulation
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Treasury Curve Has Steadily Flattened Throughout 2015
Ten Year Less Two Year Treasury Yield



Short-term yields have held steady to slightly higher, as market participants continue to believe the first
Fed rate hike will be delayed until the end of 2015 – or possibly into 2016 (or BEYOND!).



Long-term yields are close to where they started the year, with big swings in between due to several
factors:

Low sovereign bond yields in other safe-haven countries.

Appreciation in the U. S. Dollar

Falling commodity prices

Deflationary risks/downturn in inflation expectations

Downward revisions to global GDP estimates for 2015-16

Heightened geopolitical risks
This flattening trend may have further to run, as the curve remains steep by historical standards. The 2year to 10-year Treasury yield spread has averaged 115 bps over the past 20 years – at 145bps at time
of publication.



Fixed Income Organizational Chart
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S B A’ S P U B L I C F I X E D I N C O M E
MARKETS INVESTMENT
PROGRAM
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SB A’S PU B LIC MA R K ETS IN VESTMEN T PR OGRA MS
GUIDING PRINCIPLES
• All asset classes shall be invested to achieve or exceed the return of their respective
benchmarks over a long period of time. To obtain appropriate compensation for
associated performance risks:
– Public market asset classes shall be well diversified with respect to their
benchmarks and have a reliance on low cost passive strategies scaled according
to the degree of efficiency in underlying securities markets, capacity in effective
active strategies, and ongoing total fund liquidity requirements (Investment
Policy Statement).
• Investing Guidelines:
– The primary benchmark index was formally changed from the Barclays Capital
US Aggregate Index to the Barclays Capital US Intermediate Aggregate Index in
4Q13 in order to decrease the overall interest rate sensitivity of the fixed income
program.
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SB A’S PU B LIC MA R K ETS IN VESTMEN T PR OGRA MS
M E R C E R ’ S G E N E R A L O B S E R VAT I O N S
• FRS Pension Plan
– All public market investment portfolios are managed in a prudent, risk-controlled
fashion

– Appropriate levels of delegation are given to the staff
– FRS is a significant user of passive management (41% of Portfolio vs. 25% of
Peers’ Portfolios)1
– Active risk levels are monitored against predetermined ranges

– The Plan effectively uses internal resources to keep costs low (42% of Portfolio
vs. 32% of Peers’ Portfolios)1

1 Represents

percentage of total fund assets as of 12/31/14. Source: CEM 2014 Survey.
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REVIEW OF FIXED
INCOME
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REVIEW OF FIXED INCOME
A S S E T A L L O C AT I O N : F I X E D I N C O M E
• Within Fixed Income, the SBA utilizes more passive management relative to peers

Product¹

FRS

Peers

Passive

50.8%

18.2%

Active

49.2%

81.7%

US Fixed Income

Source: CEM 2014 Survey

1

May not add to 100% due to rounding.
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REVIEW OF FIXED INCOME
PERFORMANCE: FIXED INCOME
• Over the 3- and 5-year period, the FRS Fixed Income Portfolio has ranked in the fourth quartile
for performance and in the top quartile for risk adjusted returns. The relative underperformance
can be attributed to the SBA using a different benchmark, which has a shorter duration, as well
as the SBA not having any exposure to high yield fixed income. While the FRS Fixed Income
Portfolio does not rank very highly against peers due to the differences in portfolio duration and
underlying allocations, the information ratios are very strong over the trailing 3- and 5-year
periods.
Periods Ending
9/30/2015

Year to Date
Return (Rank)

1 Year
Return (Rank)

3 Years
Return (Rank)

5 Years
Return (Rank)

Inception (April 1988)
Return (Rank)

1.76% (10)

2.92% (18)

1.61% (82)

3.50% (83)

6.97%

Benchmark

1.73%

2.95%

1.30%

2.85%

6.81%

Value Added

0.03%

-0.03%

0.31%

0.65%

0.16%

--

--

1.83 (1)

1.06 (9)

0.13 (99)

FRS Fixed Income1, 2

Information Ratio

1 Compared
2 Comprised

to the Public Funds >$1B - US Fixed Income universe; rankings are based on gross-of-fees FRS performance.
of both active and passive strategies.
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REVIEW OF FIXED INCOME
PERFORMANCE: FIXED INCOME
• Over the 5-year period, the FRS Fixed Income Internal Active Portfolio has ranked in the top quartile
for performance and its information ratio ranked in the 0th percentile in its peer group universe.
• Over all periods examined, the FRS Fixed Income Internal Passive Portfolio has exceeded its
benchmark.
Periods Ending
9/30/2015

Year to Date
Return (Rank)

1 Year
Return (Rank)

3 Years
Return (Rank)

5 Years
Return (Rank)

Inception (January 2002)
Return (Rank)

1.88% (36)

3.13% (16)

1.46% (77)

3.19% (19)

4.77% (47)

Benchmark

1.73%

2.95%

1.31%

2.85%

4.74%

Value Added

0.15%

0.18%

0.15%

0.34%

0.03%

--

--

0.67 (44)

1.24 (0)

0.01 (49)

Fixed Income Internal
Active1,2

Information Ratio

Inception (Sept 2010)
Return
Fixed Income Internal
Passive

1.88%

3.11%

1.40%

2.94%

2.92%

Benchmark

1.73%

2.95%

1.31%

2.85%

2.83%

Value Added

0.15%

0.16%

0.09%

0.09%

0.09%

--

--

--

--

--

Information Ratio

1 Compared
2 Excludes

to the SBA Intermediate Core Fixed Income Custom Universe; rankings are based on gross-of-fees FRS performance.
the AA Investment Grade account.
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REVIEW OF FIXED INCOME
PERFORMANCE: FIXED INCOME
• Over the 5-year period, the FRS Fixed Income External Portfolio has ranked in the fourth quartile
for performance and its information ratio ranked in the 27th percentile in its peer group universe.
Periods Ending
9/30/2015

Year to Date
Return (Rank)

1 Year
Return (Rank)

3 Years
Return (Rank)

5 Years
Return (Rank)

Inception (January 2002)
Return (Rank)

1.52% (76)

2.53% (51)

1.42% (70)

3.34% (6)

5.31% (1)

Benchmark

1.72%

2.91%

1.30%

2.85%

4.87%

Value Added

-0.20%

-0.38%

0.12%

0.49%

0.44%

--

--

0.26 (59)

0.73 (0)

0.26 (1)

External1

Information Ratio

1 Compared

to the SBA Intermediate Core Fixed Income Custom Universe; rankings are based on gross-of-fees FRS performance.
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RECENT ACTIVITY
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M E R C E R R E S E A R C H R AT I N G R E V I E W
B R E A K D O W N O F S T R AT E G I E S B Y R AT I N G
• Of the 8 FRS fixed income strategies in the Plan, 5 strategies, or 50%, are rated “B+” and above
• The graph below shows the breakdown of the strategies by the Mercer Rating:
5
4
3
2
1
0

4
3
1
0

A

B+

B

N

Mercer Ratings:
A = "above average" prospects of outperformance
B+ = "above average" prospects of outperformance, but there are strategies in which Mercer has greater conviction
B = "average" prospects of outperformance
C = "below average" prospects of outperformance
N = not rated
PP "Preferred Provider" = Mercer does not maintain formal ratings in category, but has reviewed the strategy.

© MERCER 2015
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APPENDIX
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DISCLAIMERS
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2015 Mercer LLC. All rights reserved.
This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. Its
content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s prior written permission.
The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not
intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets discussed. Past performance
does not guarantee future results. Mercer’s ratings do not constitute individualized investment advice.
Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not sought
to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information presented and takes no
responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or inaccuracy in the data supplied by any third
party.
This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or products or
constitute a solicitation on behalf of any of the investment managers, their affiliates, products or strategies that Mercer may evaluate or recommend.
For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer representative.
For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest.
Mercer universes: Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group comparisons over a
chosen timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all strategies available to investors.
The value of your investments can go down as well as up, and you may not get back the amount you have invested. Investments denominated in a foreign
currency will fluctuate with the value of the currency. Certain investments, such as securities issued by small capitalization, foreign and emerging market
issuers, real property, and illiquid, leveraged or high-yield funds, carry additional risks that should be considered before choosing an investment manager or
making an investment decision.
Returns for periods greater than one year are annualized. Returns are calculated gross of investment management fees, unless noted as net of fees.
Style analysis graph time periods may differ reflecting the length of performance history available.
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State Board of Administration
Real Estate Update
Steve Spook
SIO Real Estate

Investment Advisory Council Meeting
December 7, 2015

Total Real Estate Portfolio Performance
Data Through June 30, 2015

16%
14%
12%

14.3%
12.6% 12.3%

Market Value $12,433 M

15.1%
13.4%
11.8%

10%

8.1%

8%

7.6%

6%
4%
2%
0%
One Year Return

Three Year Return

SBA Real Estate

Five Year Return

RE Portfolio Benchmark

Since Inception

Real Estate Portfolio
Sector Allocation
Total RE Portfolio

Non-Core
17%

Core
73%

Private Market 90%
Public Market 10%

REITS
10%

Private Market

Non-Core
19%

Core
81%

Private Market
Property Type Diversification
Target NFI-ODCE +/- 15%

45%
40%

36.5%

38.4%

35%
30%
25%

24.0% 24.5%
18.3% 19.3%

20%
15%

11.0%

10%

13.5%
10.1%
4.3%

5%
0%
Apartment

Industrial

SBA Exposure

Retail

Office

ODCE

* Other includes Agriculture, Student Housing, Senior Housing, Hotel, Land

Other *

Private Market
Geographic Diversification
Target NFI-ODCE +/- 15%

50%

43.9%
38.9%

40%
30%

28.7%

31.9%

19.7%
16.2%

20%
7.9% 9.5%

10%

3.3%
0%

East

Midwest
SBA Exposure

South

West
ODCE

* Other includes International Investments

0%

Other *

Recent Activity
(Since Last IAC Report)

Direct Owned:
Acquisitions (Price/Equity)
- Multifamily
- Multifamily
- Student Housing
- Industrial
Dispositions
- Office
- Industrial
- Multifamily

$12 million/$12 million
$142 million/$69 million
$25 million/$9 million
$20 million/$20 million
$163.1 million
$71.5 million
$473 million

Commingled Funds Commitments:
N/A

Current Investment Focus and Strategy
Direct Owned Investments
• Office

• Walkable dense infill locations. Good transit and infrastructure.
• Changing office uses, i.e. hoteling, open floor plan, etc.
• Historically volatile sector suggesting reduced exposure.

• Multifamily

• Work/Live/Play infill locations.
• Follow demographic shift to the cities.
• Home ownership rates declining.

• Industrial

• Highly functional bulk warehouses in national entry/exit markets.
• E-commerce contributing to good fundamentals.
• Seek to build portfolios and selectively develop.

• Retail
•
•
•
•

Seek opportunities least vulnerable to e-commerce.
High street retail.
Centers with experiential orientation.
Strong submarkets within secondary cities.

Current Investment Focus and Strategy
• Niche Property Types
• Student housing and medical office
• Countercyclical

• Dispositions
• Take advantage of “rich” pricing to prune and upgrade portfolio.

Funds/Global
•
•
•
•

Non-core strategies
Europe earlier in cycle than U.S.
Brazil appears to offer an attractive entry point.
Move down the risk curve in the U.S.

Current Initiatives
• Principal Investments core separate account
manager search.
• Evaluate and potentially execute on minority
interest sale of select assets.
• Execute on identified dispositions.
• Evaluate new leasing management software.
– Centralized deal reporting
– Portfolio-wide insights (tenant exposure, rollover, etc.)
– Single system of record

State Board of Administration
Private Equity Asset Class Update

John Bradley, SIO Strategic Investments & Private Equity

Investment Advisory Council
December 7, 2015

Market Environment
• PE market update:
– PE market slowed a bit during the 3rd quarter
– Fundraising declined; down almost 50% from the prior
quarter
– New investment activity remains on a modest upward
trend
– Strategic buyers making up a much larger portion of
the M&A market today

Portfolio Weights
Sector
Consumer Discretionary
Consumer Staples
Energy
Financials
Health Care
Industrials
Information Technology
Materials
Telecommunication Services
Utilities

Portfolio Weight Bmrk Weight
21.7%
4.5%
13.4%
8.7%
11.1%
13.1%
20.6%
4.6%
1.3%
1.0%

13.2%
8.9%
6.7%
22.2%
12.1%
11.3%
13.7%
5.6%
3.3%
3.0%

Difference
8.5%
-4.3%
6.7%
-13.4%
-1.1%
1.8%
6.9%
-1.0%
-2.0%
-2.0%

* Weightings by MV as of 6/30/15; Benchmark is MSCI AC World IMI (ex Iran/Sudan)

Portfolio Weights
100.0%
90.0%

2.1%
5.4%

3.1%

12.0%

19.6%

80.0%
70.0%

22.3%

60.0%
50.0%
40.0%

80.5%

30.0%

55.0%

20.0%
10.0%
0.0%
Porfolio Weight

Bmrk Weight
US & Canada

Europe

Asia

Other

* Weightings by MV as of 6/30/15; Benchmark is MSCI AC World IMI (ex Iran/Sudan)

Private Equity Performance
Asset Class - Net Managed and Benchmark Returns (IRRs) as of June 30, 2015
19.1%

12.4%

12.8%

12.2%

16.1%

12.9%

15.0%

13.1%

20.0%

18.5%

17.3%

25.0%

5.0%

3.8%

10.0%

0.0%

-5.0%
1 Year

3 years

5 years
Private Equity Asset Class

10 years

Since Inception

Benchmark

Note: Asset class IRR performance data is provided by Cambridge Associates. Benchmark IRRs are provided by the Florida State Board of Administration. The PE benchmark is
currently the Custom Iran- and Sudan-free ACWI IMI + 300bps. From July 2010 through June 2014 the benchmark was the Russell 3000 + 300 bps. Prior to July 2010 , the
benchmark was the Russell 3000 + 450 bps. Prior to November 1999, Private Equity was part of the Domestic Equities asset class and its benchmark was the Domestic Equities
target index + 750 bps.
Please see Appendix for performance of the Legacy or pre-asset class portfolio.

Performance by Sub-strategy
As of June 30, 2015

1yr

3yr

5yr

10yr

Since Inception

SI Cambridge
Benchmark

U.S. Buyouts

10.8%

17.3%

16.0%

12.7%

12.6%

10.1%

Non-U.S. Buyouts

0.9%

14.6%

14.9%

--

9.3%

4.9%

U.S. Venture

25.1%

20.6%

18.3%

12.4%

11.8%

7.9%

U.S. Growth Equity

23.8%

21.8%

18.9%

--

13.8%

9.1%

Non-U.S. Growth Equity

-3.2%

11.1%

4.2%

--

4.5%

6.8%

Distressed/Turnaround

10.9%

13.9%

12.8%

19.8%

17.9%

11.8%

Secondaries

11.5%

14.6%

16.2%

15.4%

16.8%

16.5%

Total PE Asset Class

13.1%

17.3%

16.1%

12.9%

12.8%

9.9%

Sub-strategy returns and benchmark returns provided by Cambridge Associates and are calculated net of all fees and expenses. The Cambridge benchmark is the
median return for the respective sub-strategy.

2015 Commitment Activity
• As of 9/30/15, PE has committed $1.6 billion to 21
funds
– $926 million to 12 buyout funds
• Small 52%, Middle-Market 28%, Large 20%

– $100 million to 1 growth equity fund
– $337 million to 6 venture funds
– $200 million to 2 secondary funds
– Geographic Focus
• US 52%, Europe 17%, Global 31%

Appendix

Private Equity Aggregates
Dollar-Weighted Performance (IRRs) as of June 30, 2015

Total Private Equity

Inception Date

Market Value
(in Millions)

1yr

3yr

5yr

10yr

Since
Inception

1/27/1989

$8,269

13.1%

16.2%

14.4%

9.9%

8.9%

3.8%

18.6%

19.2%

11.6%

10.9%

2.7%

-22.4%

-13.8%

-4.1%

3.7%

0.9%

20.6%

20.3%

9.8%

9.9%

13.1%

17.3%

16.1%

12.9%

12.8%

3.8%

18.5%

19.1%

12.2%

12.4%

Custom Iran- and Sudan-free ACWI IMI +300bps

Private Equity Legacy Portfolio

1/27/1989

$30

Custom Iran- and Sudan-free ACWI IMI +300bps

Private Equity Asset Class Portfolio
Custom Iran- and Sudan-free ACWI IMI +300bps

8/31/2000

$8,239

Note: Asset class IRR performance data is provided by Cambridge Associates. Benchmark IRRs are provided by the Florida State Board of Administration. The PE benchmark is
currently the Custom Iran- and Sudan-free ACWI IMI + 300bps. From July 2010 through June 2014 the benchmark was the Russell 3000 + 300 bps. Prior to July 2010 , the
benchmark was the Russell 3000 + 450 bps. Prior to November 1999, Private Equity was part of the Domestic Equity asset class and its benchmark was the Domestic Equity
target index + 750 bps.

State Board of Administration
Strategic Investments
Trent Webster
SIO Strategic Investments & Private Equity
Investment Advisory Council Meeting
December 7, 2015

Strategic Investments
Policy Objectives
1.
2.
3.
4.

Generate a 5% real return
Diversify the Florida Retirement System
Provide a hedge against inflation
Invest opportunistically

Strategic Investments

Strategic Investments

Strategic Investments

Strategic Investments

Strategic Investments

Strategic Investments
Recent Activity
• Quarterly cash outflows were $181 million.
• Four new funds totaling $435 million were hired in the
most recent quarter.
• Two new funds totaling $300 million have been hired this
quarter.
• The pipeline consists of 12 funds totaling $1.5 billion
across several strategies.

Strategic Investments
Market Opportunities
•
•
•
•
•
•

European bank deleveraging and disintermediation
Distressed energy and mining
Global macro and relative value strategies
Idiosyncratic opportunities
Higher-beta long/short equity for next bear market
Most asset markets are expensive or fairly valued

FRS INVESTMENT PLAN

FRS Investment Plan Snapshot
(as of September 30, 2015)

• Assets:
• Members:

$8.585 B
 -6.10% - Calendar Year to Date Return
 -3.75% - Fiscal Year to date (Jul 15 – Sept 15)

164,741

 Active – 113,711
 Inactive – 51,030

• Average Acct Balance: $52,113
• Average Age:
46
 Males
 Females

47 (36.7% of members)
45 (63.3% of members)

• Average Yrs of Service: 5.40
• Retirees:
97,016
• Distributions:
$8.891 B (inception to date)
 Lump Sum Payouts – 39%
 Rollovers
– 61%

FRS Investment Plan AUM
(as of September 30, 2015)
(in $ millions)

MONEY MARKET,
$968 (11%)
REAL ASSETS,
$102 (1)%

SELF-DIRECTED
BROKERAGE
ACCOUNTS
$295 (3%)

FIXED INCOME
$650 (8%)
INTERNATIONAL
EQUITIES,
$622 (7%)

RETIREMENT DATE
FUNDS,
$3,660 (43%)

DOMESTIC EQUITY,
$2,289 (27%)

Asset allocation is a result of member investment selection

FRS Financial Guidance Program
(as of September 30, 2015)
INVESTMENT EDUCATION

EY FINANCIAL
PLANNER
CALLS
279,084

# FINANCIAL
PLANNING
WORKSHOPS
465

ATTENDANCE
FINANCIAL
WORKSHOPS
16,576

EDUCATION
HIGHLIGHTS
•

•

•

+.3%

-7%

-4%

Conducted 6 focus
groups
Participated in 23 state
benefit fairs
TekStream new web
portal provider

249,000 unique member visits to MyFRS.com website (July-Sept. 2015)
9 Annuities purchased in FY 2014-15 ($801,618)
61 Total Annuities purchased inception to date ($8.7 million)

Investment Programs & Governance (IP&G)
Michael McCauley
Senior Officer

Investment Advisory Council Meeting – December 7, 2015

SBA Proxy Voting – Country Breakdown
3rd Quarter 2015 & FY2015

3rd Quarter 2015

23.9%

25.9%

2.5%
2.6%
2.7%
3.1%
3.2%
3.5%
4.8%

Fiscal Year 2015
India

United States

US

Japan

United Kingdom

29.5%

31.3%

Bermuda

United Kingdom

Cayman Islands

Taiwan

Singapore
20.3%
7.6%

India

South Korea
2.6%

Malaysia
China
Japan
Israel
Other Markets

2.6%

11.6%

2.7%
3.4%
3.4%
4.2%

Canada
Australia

4.3%

Brazil
4.5%

Cayman Islands
Other Markets
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SBA Proxy Voting – Global Snapshot
3rd Quarter 2015

Votes in Favor of Directors
72.2%
(FY15=75.1%)

Votes with Management’s
Recommendations
75.6%
(FY15=76.7%)

Votes in Favor of Auditors
95.2%
(FY15=92.5%)

Total Eligible Meetings
1,145
(FY15=10,296)

% of Meetings with
≥ 1 Against Votes
70.8%
(FY15=74.8%)

Total Eligible Ballot Items
8,973
(FY15=99,320)

4

Global Proxy Voting

FY2015

5

Global Proxy Voting

FY2015

6

Global Proxy Voting

FY2015

7

Governance Activities

As of November 18, 2015

Regulatory Commentary:
•

September 15th—SBA submitted comments to the SEC regarding the Proposed Rule for Listing Standards for
Recovery of Erroneously Awarded Compensation, developed in accordance with Section 954 of the Dodd-Frank
Wall Street Reform and Consumer Protection Act (the “Dodd-Frank Act”), covering the process for compensation
“clawback.”

Company Engagement:
•

From September through late November, SBA staff conducted engagements with 9 companies, including CocaCola, Prudential, Bank of Yokohama, Chevron Corporation, Bank of America, ENI, Amgen, Ethan Allen, and Oracle.

Proxy Voting:
•

September 18th—SBA voted against the management proposal to ratify the bylaw amendments previously made
by the Board of Directors in late 2014. The earlier structure of the bank’s bylaw governing board leadership did
not adequately represent direction from its investor base. During the tenure of the current management team,
both the short and long-term stock performance of the company has lagged its direct financial peers as well as
broad stock indices, with some recent positive improvement.
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CORPORATE GOVERNANCE
ANNUAL SUMMARY

“THE PARADOXICAL
SECRET OF
SHAREHOLDER ACTIVISM
IS THAT IT WORKS
BECAUSE IT’S HARD.”
JUSTIN FOX, BLOOMBERG VIEWS

DURING THE 2015 FISCAL PERIOD AND PROXY
SEASON, THE STATE BOARD OF ADMINISTRATION
(SBA) OF FLORIDA CAST VOTES AT OVER 10,200
PUBLIC COMPANIES ACROSS 80 COUNTRIES, VOTING
MORE THAN 99,000 INDIVIDUAL BALLOT ITEMS.

ACKNOWLEDGEMENTS:
The SBA would like to acknowledge and thank the following individuals for their contributions and assistance in developing this
year’s annual governance summary: the entire staff of the Council of Institutional Investors; Tom Hillman and Jonathan Leake,
HOLT Valuation & Analytics, Credit Suisse; Corina Florea and Yovanka Bylander Arroyo, Institutional Shareholder Services (ISS);
Tony Modica, Daniel Marques, and Shawn Dupont, FactSet Research Systems; and Doug Cogan, Puja Modi, and Greg Ruel, MSCI.

4 corporate governance 2015

CONTENTS
06
09
22
36

executive summary

consistent policies
Detailed information on the SBA’s proxy voting activities and major policy topics
covering the last fiscal year.

informed proxy voting
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Review of global investment markets and SBA performance.
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global voting
Review of the SBA’s top five international markets’ corporate governance activities.

global voting statistics
Detailed breakdown of individual management and shareowner resolutions and
SBA voting statistics, including country level and year-over-year voting growth.

compliance with Florida law
Review of statutory requirements covering SBA investment within select global
capital markets.

policy dialogue
Review of important proposed or enacted regulatory changes and corresponding
SBA commentary.

research: valuing the vote
Conclusions of recent SBA proxy voting research as well as guest commentary
on company performance involving proxy contest and activist investment funds.

collective engagement
Discussion of SBA partner organizations involved in collaborative global company
engagement.
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EXECUTIVE SUMMARY
GLOBAL MARKETS
U.S. stock markets outperformed other developed markets, as well as emerging stock
markets, with growth stocks outperforming lower valuation companies. Over the last five
years ending June 30, 2015, U.S. stocks have achieved an annualized return of close to 18
percent. SBA-managed retirement plans (both defined benefit and defined contribution)
outperformed their target investment benchmarks over the trailing one, three, five, and ten
year periods ending June 30, 2015.

GOVERNANCE ACTIVITIES
During the 2015 fiscal year, the SBA experienced a record volume of
global proxy votes – voting at over 10,200 shareowner meetings. Highlights
from the 2015 proxy season included above majority levels of support for
proxy access and market acceptance of the “SEC” model of three percent
ownership and three-year holding period.

INFORMED PROXY VOTING
In the United States, notable votes included Allergan, DuPont,
and Vornado Realty Trust. Other notable votes in international
markets occured at Vivendi, Samsung C&T, and Toyota. Voting
levels within developed markets were stable.
Voting support for individual board member nominees fell
by almost five percent compared to 2014 levels, declining
to 75.1 percent, primarily due to concerns about candidate
independence, qualifications, attendance, and/or overall board
performance.

SBA annual summary 7

EQUITY ENGAGEMENT
We continued to analyze and engage companies
on financial and governance factors, in some
cases with other investors in 2015, with SBA
staff conducting meetings with close to 100
companies.

VOTING RESEARCH
SBA staff released a ground-breaking study on the effects
of proxy contest voting on portfolio value, indicating $572
million ($5.3 million per vote) in added value related to
voting efforts. Guest commentary from equity analysts at
Credit Suisse analyzes the effects of such proxy contests
on company performance.

GLOBAL VOTING
SBA staff cast proxy votes in over 80
countries worldwide, with a strong
focus on the five largest voted equity
markets outside the U.S. - Japan,
India, the United Kingdom, Taiwan,
and South Korea. Voting levels in
the emerging markets significantly
increased, with total meetings voted
in India rising by 33 percent.

PUBLISHER:
State Board of Administration (SBA) of
Florida
CONTRIBUTORS:
Michael McCauley
Senior Officer
Jacob Williams
Corporate Governance Manager
Tracy Stewart
Senior Corporate Governance Analyst
Hugh W. Brown, Jr.
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Website: www.sbafla.com
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Summary is printed internally by the SBA
to minimize production costs and control
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All material appearing in the Annual
Governance Summary is copyright
protected unless otherwise stated. The
State Board of Administration takes care
to ensure all information is correct at time
of printing, but accepts no responsibility
or liability for the accuracy of any
information contained in the report.
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HE ANNUAL GOVERNANCE SUMMARY EXPLAINS HOW
THE STATE BOARD OF ADMINISTRATION (SBA) MAKES
PROXY VOTING DECISIONS, DESCRIBES ITS ANALYTICS,
AND DETAILS SIGNIFICANT MARKET ISSUES AFFECTING
GLOBAL CORPORATE GOVERNANCE PRACTICES.

As part of the SBA’s mission to invest, manage
and safeguard the assets of its various mandates, the SBA plays a vital role in supporting
initiatives to ensure that public companies
meet high standards of independent and ethical corporate governance.
The SBA acts as a strong advocate and fiduciary for Florida Retirement System (FRS)
members and beneficiaries, retirees, and
other non-pension clients to strengthen shareowner rights and promote leading corporate
governance practices at U.S. and international
companies in which the SBA holds stock.
The SBA’s corporate governance activities are
focused on enhancing share value and ensuring that public companies are accountable to
their shareowners with independent boards
of directors, transparent disclosures, accurate financial reporting, and ethical business
practices designed to protect the SBA’s investments.

Under Florida law, the SBA manages the
funds under its care according to fiduciary
standards similar to those of other public and
private pension and retirement plans. The
SBA must act in the best interests of the fund
beneficiaries. This standard encompasses all
activities of the SBA, including the voting of
all proxies held in funds under SBA management.
This report is structured to broadly conform
to the main principles for external responsibilities embraced by the International
Corporate Governance Network’s (ICGN)
Statement of Principles for Institutional
Investor Responsibilities, originally published
in 2013. These principles establish current
best practices in terms of the responsibilities
of institutional investors with regard to their
external role as investors in companies and
other assets.

SBA annual summary 9

CONSISTENT
POLICIES
proxy voting using global best practices
The SBA takes steps on behalf of its
participants, beneficiaries, retirees, and
other clients to strengthen shareowner
rights and promote leading corporate
governance practices among its equity
investments in both U.S. and international capital markets. The SBA uses
clear and consistent policies to guide
its voting decisions on all issues. Our
Corporate Governance & Proxy Voting
Guidelines are reviewed continually,
approved by SBA Trustees annually, and
publicly disclosed for all beneficiaries,
clients, and interested parties.
The proxy vote is a fundamental right
tied to owning stock. Pursuant to Florida
law and in step with guidance from the
U.S. Department of Labor, the SBA’s
fiduciary responsibility requires proxies
to be voted in the best interest of fund
participants and beneficiaries.
Proxy voting is an integral part of managing assets in the best interests of
fund clients and beneficiaries. The SBA

casts votes for portfolio holdings managed within both the defined benefit
and defined contribution plans of the
Florida Retirement System (FRS), as well
as other non-pension trust funds. For
omnibus accounts, including open-end
mutual funds utilized within the FRS
Investment Plan, the SBA votes proxies on all shares for funds that conduct
annual shareowner meetings.

The SBA encourages companies to
adopt internationally recognized governance best practices including independent boards, transparent board procedures, performance based executive
compensation, accurate accounting and
audit practices, and policies covering
issues such as succession planning and
meaningful shareowner participation.
The SBA also expects companies to

THE SBA VOTED 10,296
PUBLIC COMPANY PROXIES
COVERING 99,320 VOTING
ITEMS, FISCAL YEAR ENDING
JUNE 2015.
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DIRECTOR TURNOVER
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Directors, failing to receive 50% support.
Rejected directors actually removed from board.
Source: Council of Institutional Investors (CII), as of October 29, 2015, based on data from ISS Voting Analytics database.

implement rigorous stock ownership
and retention guidelines and to design
appropriate incentive plans with disclosures that clearly articulate board
decisions surrounding executive compensation.
Advisory Services
During the 2015 fiscal year, the SBA
retained leading proxy advisory and
governance research firms: Glass,
Lewis & Co., MSCI (which purchased
GovernanceMetrics International (GMI),
and Institutional Shareholder Services
(ISS), which was purchased from MSCI
by Vestar Capital Partners in mid 2014.
The SBA uses the research of these
firms to help analyze individual voting
items and monitor boards of directors, executive compensation levels, and
other significant governance topics.
For fiscal year 2015, SBA staff continued to use ProxyExchange, the ISS
web-based proxy voting platform, to
execute, reconcile, and record all applicable global proxy votes. The SBA utilizes governance research from several
proxy advisory firms in conjunction with
its own in-house proxy voting guidelines
to make voting decisions.

VOTING TRENDS
Individual voting items that SBA staff cast include a wide
variety of shareowner issues, including director elections, audit
firm ratification, executive compensation plans, mergers &
acquisitions, and various other management and shareowner
proposals.

% FOR

BALLOT ITEM

75.1%

Election of Directors

92.5%

Ratification of Auditors

74.8%

Meetings with at least one
vote cast against an issue

76.7%

Meetings with at least
one vote cast against
management supported issue
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In addition to using the ISS web platform
for vote execution and management,
the SBA subscribes to specific research
and analysis of proxy issues and meeting agendas on all publicly-traded equity
securities from ISS. Glass, Lewis & Co.’s
proxy research covers the entire U.S.
stock universe of Russell 3000 companies and virtually all non-U.S. equities.
GMI provides risk ratings and executive
compensation analyses on all U.S. companies and most global multinationals.
Voting Logistics & ISS PolicyEngine
In 2015, the SBA governance team
implemented several enhancements to
our proxy voting platform to capture
additional criteria of interest or concern.
Using the ISS PolicyEngine platform,
we adjusted U.S. and international custom policies to incorporate more specific rationale for certain voting issues
related to directors, compensation, and
auditor ratification. For instance, several criteria were added to our policy
screen for Advisory Votes on Golden
Parachutes, as this is a relatively new
issue. Executive compensation, including say-on-pay advisory votes, was a key

Total Global
Voting Decisions

area of focus due to the complexity of
the issue and the need to identify key
metrics. In the Director category, one
example of an added rationale is a flag
to identify instances of abuses against
minority shareholder interests, which
may be a particular concern in certain
international markets.

The total number of proxy voting
decisions cast in all markets.

99,320

The adjustments do not suggest changes in SBA voting policies, but do allow
us to more efficiently identify where
companies may diverge from SBA policies, and concurrently, to reduce the
number of ‘false positive’ meeting items
flagged for review. This is an important
productivity enhancement, since SBA
voting procedures are based on staff
review and vote entry for each domestic
and international proxy meeting. The
process reflects the importance of highlighting the most relevant outliers or
exceptions to voting guidelines.
In addition, we created additional notifications that may signal exceptions to
SBA policies, but would not otherwise
be reflected in the ISS vote recommendation. For instance, we added a flag

NUMBER OF FULL/PARTIAL SLATE PROXY CONTESTS:
25
20

2013

15

2012

10
5

2010

2014

2015

2011

0
Short Slates (less than full Board)
Full Slates (entire Board)
Source: Council of Institutional Investors (CII), as of October 29, 2015, based on data from ISS Voting Analytics database.
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for “contentious For” recommendations
on certain compensation items. This
allows us to identify voting issues worthy of more intense scrutiny. For each
voting item, the SBA process entails a
comparison of ISS research, Glass Lewis
research, and ultimately, alignment with
SBA-specific voting guidelines.
The SBA subscribes to various specialized services. During the fiscal year,
the SBA utilized corporate governance
research services offered by EIRIS
Conflict Risk Network (CRN), Equilar,
Inc., Farient Advisors, LLC, IW Financial,
Sustainalytics, and MSCI ESG Research.
MSCI also provides the SBA with analyses of corporate employment activities
within Northern Ireland, and company
research tied to the Protecting Florida’s
Investments Act (PFIA). For further
discussion of compliance with Florida
Statutes, please see the ‘Compliance
with Florida Law’ section of this year’s
report. For more information on the

current roster of research providers
that the SBA uses, as well as other
information, please see the corporate
governance section of the SBA website.
The SBA’s Corporate Governance &
Proxy Voting Oversight Group (Proxy
Committee) met four times during the
fiscal year, once each quarter. The Proxy
Committee, created in 2010, is a subset
of the SBA’s Senior Investment Group
(SIG) and is charged with overseeing
corporate governance and proxy voting
activities. In addition to quarterly meetings throughout the year, the Proxy
Committee reviews and deliberates contested and significant governance topics.
Issues for discussion include the volume
and trends of proxy votes, governance
factors within global equity markets,
regulatory developments, and business operations tied to the Protecting
Florida’s Investments Act (PFIA).

Annual Voting Review
During the 2015 fiscal year, the SBA again
cast global proxy votes at over 10,000
shareowner meetings. The SBA’s proxy
voting process begins with a review of a
company’s corporate governance practices, analysis of meeting-specific issues
and director/management performance
based on data from our research providers, and adherence to the SBA’s corporate governance principles and proxy
voting guidelines. Highlights of the 2015
proxy season included a record number
of shareowner (and management) proxy
access proposals, along with record
support of such proposals.
For the 2015 fiscal year, the SBA executed votes on 10,296 public company
proxies covering 99,320 individual voting items, including director elections,
audit firm ratifications, executive compensation plans, mergers, acquisitions,
and other management and shareowner proposals.

HISTORICAL SUBMISSION OF PROXY ACCESS
SHAREOWNER RESOLUTIONS
100

2012

2013

2014

80
60
40
20
0
Number of proxy access Resolutions Submitted
Number of Resolutions receiving greater than 50% support
Average Support For Resolutions Voted on by Shareowners
Source: Council of Institutional Investors (CII), as of October 29, 2015, based on data from ISS Voting Analytics database.
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The SBA’s proxy votes were cast in 80 countries, with the
top five countries comprised of the United States (3,000
votes), Japan (1,182), India, which made its first appearance in the top five (455), the United Kingdom (435), and
Taiwan (430). The SBA voted “for” 75.6 percent of all proxy
issues, “against” 21.0 percent, and abstained or did not
vote due to share-blocking on 1.6 percent of issues. Of all
votes cast, 23.3 percent were against the managementrecommended vote, up from 19.4 percent during the same
period ending in 2014.
While SBA’s voting principles and guidelines are not predisposed to agree or disagree with management recommendations, some management positions may not be
in the best interest of all shareowners. Among all global
proxy votes, the SBA cast at least one dissenting vote at
7,700 annual shareowner meetings, or 74.8 percent of all
meetings; this level was a rise of over six percentage points
from the same period in 2014.
On behalf of participants and beneficiaries, the SBA emphasizes the fiduciary responsibility to analyze and evaluate all
management recommendations very closely. Particular
attention is paid to decisions related to director elections, proxy contests, executive compensation structures,
various anti-takeover measures, and proposed mergers

voting
review
or other corporate restructuring. Investor engagement
continued to advance in 2014 and 2015 as boards and
management seek to share their message, and to obtain
investor feedback and support for upcoming proposals
and to clarify or refute analyses offered by proxy advisors.
The increased dialogue was a welcome byproduct of
the say-on-pay vote as companies were called on to
improve their disclosure of executive compensation practices. However, the investor/issuer discussions continue to
advance as proxy access, proxy contests, and sustainability
issues all play key roles in company strategy. The SBA has
seen a significant increase in company engagement in
which companies have provided explanations of board
procedure and decision making.

MAJORITY VOTING IN U.S. EQUITY MARKETS
Year

% Support for
Majority Voting
Proposals

% of Companies in Russell
3000 with Majority Voting
Implemented

2005
2006
2007

44.4%
49.1
50.7

0.7%
6.7
8.4

2008

54.1

13.3

2009
2010
2011
2012
2013
2014
2015

58.9
56.2
59.0
62.1
58.6
58.1
64.4

17.1
22.0
29.7
32.9
35.9
38.9
40.6

Source: Council of Institutional Investors (CII), as of October 29,
2015, based on data from ISS Voting Analytics database.

Director Elections
Board elections represent one of the most critical areas in
voting because shareowners rely on the board to monitor
management. The SBA supported 75.1 percent of individual nominees for boards of directors, voting against the
remaining portion of directors primarily due to concerns
about candidate independence, qualifications, attendance,
or overall board performance. The SBA’s policy is to withhold support from directors who fail to observe good corporate governance practices or demonstrate a disregard
for the interests of investors.
In uncontested director elections at Russell 3000 companies, over 16,000 nominees received 96.3 percent average
support. Only 39 director nominees failed to receive a
majority level of support from investors. Five companies
were involved with close to half of these failed-vote directors, and most were large company constituents of the S&P
500 index. Only 36 directors of large companies received
less than 70 percent support, a key threshold viewed as
a signal of investor discontent. Directors receiving less
than 70 percent are usually the result of poor responsiveness to governance concerns, problematic attendance,
inadequate levels of board independence, and/or poor
compensation practices.
The level of contested director elections in the first half
of 2015 was the most active since 2009, with the median
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GENERAL PROVISIONS OF PROXY ACCESS
BENEFICIAL OWNERSHIP / commonly set at three
percent of shares outstanding. Ownership typically
involves the common shares of the company, excluding
derivative exposures. Some firms include exceptions for
investor activities that may temporarily interrupt ownership (e.g. securities lending).

HOLDING PERIOD / ownership typically required during
the three years before the nomination date, and expected ownership for one year after the annual shareowner
meeting.

MAXIMUM NOMINEES / typically limited to a maximum
of 20 or 25 precent of the board seats (or minimum of
one to two directors). Typically, any proxy access nominee included in the proxy counts toward the maximum
in year one as well as future years.

NOMINATING GROUP / investors can aggregate investment to comprise a nominating group, most commonly
a maximum of 20 investors. Company bylaws may also
prohibit the participation of individual shareowners
among more than one nominating group.

INVESTOR INFORMATION / nominating investors are
typically required to disclose ownership certification,
biographical information on each director nominee, and
other related data. Investors are permitted to include a
500 word nominee support statement in the company’s
proxy.

LACK OF CONTROL / investors are typically required to
submit written representations of their lack of intent to
change or influence control of the company.

QUALIFIED NOMINEES / multiple requirements applied
to access nominees. Individuals must typically receive at
least 25 percent support to be eligible to be nominated
again during the subsequent two years.

NOMINATION DEADLINE / shareowners must submit
nominees no earlier than 120 to 150 days and no later
than 90 to 120 days before the anniversary of the prior
year’s annual meeting.

market size of targeted boards rising
for the fourth year in a row to equal
$518 million, according to the ISS Voting
Analytics database. However, dissident
investors’ rate of success in winning
elections declined to 46 percent in the
first half of 2015, a sharp reduction from
last year’s 67 percent figure. Among
the largest targeted firms, the success
rate in 2015 was only 33 percent—likely
a result of the increasing willingness
of poorly-performing target boards to
settle quickly and appease disgruntled
investors. Target boards with borderline
or fair performance are more likely to
progress to a voting showdown and
more likely to prevail against dissidents.

Proxy Access
The ability for shareowners to nominate
board candidates on a corporate proxy
statement has been the most frequent
shareowner proposal submitted in
2015. Virtually all proposals submitted
in 2015 have been based on ownership
and holding requirements used by the
Securities and Exchange Commission’s
(SEC) vacated proxy access rule from
2010. The most recent voting data indicates that 85 companies had voted
on proxy access proposals—with 49
proposals receiving a majority level of
support averaging approximately 55
percent. In 2015, the number of proxy
access proposals receiving majority sup-

port jumped almost ten-fold over the
2014 levels. Many market observers
believe the strong level of investor support for proxy access resolutions and
the resulting implementation of new
director candidate nomination procedures will further emphasize the scope
and frequency of investor-corporate
engagement. It remains unclear how
prevalent the use of new access mechanisms will be and under what circumstances shareowners are more likely to
advocate alternative slates of investornominated director candidates.
Proxy advisor Institutional Shareholder
Services (ISS) has reported that a total
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of 41 companies have adopted (or made public commitments to adopt) proxy access—comprising approximately
five percent of the S&P 500 index. Proxy access proposals
can provide investors with the right to nominate their own
representatives, promote greater director accountability,
and present meaningful choices regarding board composition. Alternatives to proxy access are prohibitively expensive for most investors to utilize. Because proxy access
fosters greater competition for board seats, it can lead
to better qualified directors. In August of 2014, the CFA
Institute issued a thorough report concluding that proxy
access has the potential to enhance board performance
and raise U.S. market capitalization by up to $140 billion
with “little cost or disruption.”
Current U.S. securities’ regulations do not grant shareowners the right to nominate directors from within the
company’s proxy materials. The Securities and Exchange
Commission (“SEC”) initially proposed a proxy access
rule in 2003 and again in 2007. A final rule, authorized
under the Dodd-Frank Wall Street Reform and Consumer
Protection Act of 2010 (“Dodd-Frank”), was adopted by the
SEC in August 2010. That rule, which became effective in
November 2010, required companies to include shareowner director nominees in proxy materials under certain
circumstances, the most important of which mandated
that the shareowner (or shareowner group) nominating the director candidate hold at least three percent of
the voting power of a company’s securities for at least
three years. In July 2011, the SEC’s proxy access rule was
vacated by the U.S. Court of Appeals for the District of
Columbia Circuit. The three percent/three-year ownership
thresholds (which would have applied under the SEC’s
mandatory proxy access rule) have become the unofficial

Proxy access
best practices
On August 5, 2015, the Council of Institutional
Investors (“CII”) released its “Proxy Access: Best
Practices” brief covering seven key elements of
proxy access that it believes investors should
support. CII stated the proxy access provisions being
adopted or proposed by some companies could,
“significantly impair shareowners’ ability to use proxy
access, or even render access unworkable.” The SBA
has been a member of CII since the late 1980’s.
CII identifies the following elements as problematic
(and states why):
1.

Ownership

threshold

of

five

percent

of

outstanding shares—CII supports a three percent
share ownership threshold;
2.

Minimum of two proxy access candidates—CII
supports allowing at least two proxy access
nominees;

3.

Nomination group limits (number of shareholders
that can aggregate their shares to satisfy the
ownership requirement)—CII opposes any limit
on aggregating shares;

4.

Counting loaned shares toward the ownership
requirement—CII

supports

shares

satisfying

toward

counting
the

loaned

ownership

requirement;

IN 2015, THE
NUMBER OF
PROXY ACCESS
PROPOSALS
RECEIVING
MAJORITY SUPPORT
JUMPED TEN-FOLD.

5.

Nominating investor must continue to own shares
after the annual meeting—CII opposes requiring
the nominating shareowner to continue to hold
the requisite percent of the company’s shares
after the annual meeting;

6.

Restricting

re-nominations

of

failed

proxy

access nominees—CII opposes restricting the
re-nomination of a proxy access nominee who
fails to receive a minimum level of support; and
7.

Prohibition

on

director

compensation

arrangements—CII opposes prohibiting proxy
access nominees from having compensatory
arrangements with anyone other than the
company but does support requiring their
disclosure.
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SBA CORPORATE GOVERNANCE & PROXY VOTING
OVERSIGHT GROUP (“PROXY COMMITTEE”)
As a subcommittee of the Senior Investment Group (SIG), the SBA’s Proxy Committee is tasked with:
i) deliberate on specific proxies as it deems appropriate to ensure the independence and integrity of
the voting process (particularly in the case of controversial or unique voting circumstances), ii) adopt
the Corporate Governance Principles & Proxy Voting Guidelines, which set forth the SBA’s views with
respect to certain corporate governance and other issues that typically arise in the proxy voting
context, iii) monitor annual reports regarding the specific proxy votes, corporate governance and
proxy voting trends, and iv) routinely review and/or evaluate relevant risks identified through periodic
risk assessments or by group members on an ad-hoc basis.
During the fiscal year, the Proxy Committee met quarlterly to discuss governance issues including
the volume and trends for recent proxy votes, significant corporate votes, governance investment
factors, major regulatory developments and individual company research related to a variety of legal
divestment requirements imposed by state law.

(9) of the Securities Exchange Act
of 1934 as amended (the “Exchange
Act”), to exclude the shareowner proposal from proxy materials in favor of
a management proposal containing
In previous years, companies receiv- more restrictive thresholds (e.g., five
ing proxy access shareowner pro- percent/five-year thresholds). Whole
posals with the three percent/three- Foods Market,Inc. attempted to push
year stock ownership thresholds have the envelope even further and sucoften sought and received SEC no- cessfully acquired a no-action relief
action relief, relying on Rule 14a-8(i) letter to omit a share-owner proposal
with a three percent/three-year
standard while
espousing a proMAJORITY SUPPORT FOR INVESTOR PROPOSALS
posal with a nine
percent hurdle
#
of
Majority-Supported
#
of
Proposals
Year
Shareowner Proposals
Implemented
and
five-year
holding period.
2010
126
97
On January 16,
2015, however,
2011
96
70
after
receiving
2012
114
84
significant investor
pushback,
2013
93
54
SEC Chair Mary
Jo White instruct2014
78
23
ed SEC staff to
2015
108
24
temporarily suspend issuance of
Source: Council of Institutional Investors (CII), as of October 29,
no-action letters
2015, based on data from ISS Voting Analytics database.
under the 14a-8(i)
market benchmark by which proxy
access threshold provisions (and subsequently, proxy access proposals)
are typically evaluated.

(9) provision and to review and report
on the rule due to questions that had
arisen concerning its proper scope
and application.
In light of Chair White’s directive, the
SEC’s Division of Corporation Finance
announced that it would not express
any views on the application of Rule
14a-8(i)(9) during the 2015 proxy
season and subsequently reversed
its December 2014 no-action letter granting relief to Whole Foods.
Whole Foods decided to postpone
its annual meeting until September
15, 2015, stating, “Given this reversal
by the SEC, the postponement of
the Annual Meeting is necessary to
ensure the Company can meet applicable deadlines and allow the Board
adequate time to review and evaluate
the Company’s alternatives.”
Consequently, companies were not
able to rely on SEC Rule 14a-8(i)(9) noaction relief to exclude proxy access
(or any other) shareowner proposals
from their proxy statements during
much of the proxy season. A company
receiving a proxy access resolution
has several options—it may consider
including management’s own proxy
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access proposal in the company’s
proxy materials and either: (1) excluding the competing shareowner proposal unilaterally, (2) excluding the
competing shareowner proposal after
seeking relief from a court, or (3)
including the competing proxy access
shareowner proposal and having
shareowners vote on both proposals
simultaneously.
While proxy access did not garner
significant attention over the past two

proxy seasons, it is by far the most
notable development of the year.
Several companies have announced
the voluntary adoption of proxy
access mechanisms, including General
Electric, HCP, and CF Industries. Each
company recently amended its bylaws
to permit groups of investors to nominate director candidates comprising
a maximum of 20 percent of the
board. Yum! Brands announced it
will implement a proxy access bylaw
amendment after extensive engage-

ment with its largest shareowners.
A number of other companies have
included management-modified versions of proxy access as alternatives
to those originally submitted by investors. For example, Arch Coal included
in its proxy materials a proposal that
would let shareowners with a five percent stock ownership for three years
nominate up to one-fifth of its board.
Both of the major proxy advisors,
Institutional Shareowner Services (ISS)
and Glass, Lewis & Co., have provided

SBA Global Voting Statistics
(voitng by Fiscal Year)

Ballot Item Description
Ratify Auditors
Declassify the Board of Directors
Elect Directors
Elect Supervisory Board Member
Approve Reverse Stock Split
Approve Merger Agreement
Approve Sale of Company Assets
Amend Omnibus Compensation Plan
Approve Omnibus Compensation Plan
Amend Restricted Stock Plan
Approve Restricted Stock Plan
Advisory Vote on Golden Parachutes
Approve Repricing of Options
Approve Stock Option Plan Grants
Adopt/Renew/Amend Shareholder Rights Plan (Poison Pill)
Separate Chairman and CEO Positions
Adopt Proxy Access Right
Removal of Existing Directors
Performance-Based and/or Time-Based Equity Awards
Require Sustainability Reporting
Report on Equal Employment Opportunity
Report on Corporate Political Contributions/Lobbying

Supported
FY2013

Supported
FY2014

Supported
FY2015

Alignment with
Management
Recommendation

93.7%
97.4
81.6
32.7
81.3
90.3
82.6
29.6
27.8
60.8
47.6
47.1
57.1
17.7
21.8
95.5
93.3
33.9
100
80
50
77.8

94.9%
95
79.8
61.5
90.4
94.9
87.9
27.6
28.5
37.3
53.2
41.1
0
12.9
19.8
75.7
75
39.9
50
78.6
50
74.2

92.5%
100
75.1
63.5
88.1
94
88.3
17.7
26
42.3
53.3
18.6
0
16
23.7
80
91
24
100
81.8
33.3
80

93.5%
84.6
75.4
63.4
89.7
96.1
89
18.4
26.1
42.3
54.5
20.2
0
16.4
23.9
20
9
89.8
0
18.2
66.7
18.8
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clients with voting recommendations
largely supportive of proxy access resolutions exhibiting the three percent and
three-year ownership structure, applied
on a case-by-case basis. Consistent with
its corporate governance principles and
proxy voting guidelines, the SBA has
historically voted in favor of most proxy
access resolutions (both management
and investor-sponsored proposals) that
meet the three percent ownership and
three-year holding period standard (and
voting against proposals that do not).
As well, the SBA may withhold support from individual director nominees
depending on board action and the
structural features of any pre-emptive
management proposals displacing original shareowner resolutions.
In late August 2015, the Canadian
Coalition for Good Governance (CCGG)
released a policy position on proxy
access, deviating in part from other

global investor organizations. CCGG
supports proxy access without any timebased holding requirement whatsoever
before shareowners would have the
right to nominate board members. The
group stated, “CCGG does not believe
that a holding period is necessary either
to ensure that proxy access is restricted
to shareholders with a long-term perspective on the company (rather than
shareholders looking to exploit shortterm gain) or to avoid vexatious nominations.”
Executive Compensation
Executive Compensation & Say-OnPay—although over 80 shareowner proposals covering executive compensation practices were submitted by investors and voted on, only five proposals
received a majority level of support.
Proposals pushing for investor ratification of severance agreements passed
at TCF Financial Corporation, Staples,

and Hologic. Proposals advocating for
pro-rata vesting of equity awards garnered majority support at FirstMerit
Corporation and Rite Aid Corporation.
During the first half of 2015, 50 companies failed to achieve 50 percent support for their executive compensation
practices, the result of high compensation levels and simultaneous poor
financial performance. Virtually all of
these failed votes occurred at small and
mid-size firms. Companies with the lowest investor support included Nuance
Communications, Ultratech, Inc., Knoll,
Inc., Acacia Research Corporation, and
Shutterfly, Inc.—all receiving less than
22 percent support on their 2015 sayon-pay ballot items.
During the 2015 proxy season, the SBA
utilized compensation research from
Equilar, Inc., Farient Advisors, LLC,
Glass, Lewis & Co., GovernanceMetrics
International,
and
Institutional

NUMBER OF COMPANIES WITH CLASSIFIED BOARDS (STAGGERED DIRECTOR TERMS)
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Shareholder Services to evaluate the
voting decisions on say-on-pay items.
This year’s proxy season was the first
year that smaller reporting companies
(issuers with a public float of less than
$75 million) were required to submit
their executive compensation plans for
a shareowner vote. At U.S. companies,
the SBA voted against approximately
23 percent of all say-on-pay voting
items.
Over the last fiscal year, the SBA supported 53.4 percent of all non-salary (equity) compensation items, 63.1
percent of executive incentive bonus
plans, and 53.1 percent of management proposals to approve restricted
stock plans in which company executives would participate (and 42.3 percent support for the amendment of
such plans).

Environmental-Social Proposals
Over a third of all investor proposals
cover issues relating to environmental,
social, or political practices. In the first
half of 2015, there were about 230
such proposals, with only a single proposal (covering sustainability reporting
at Nabors Industries) achieving majority support. Other issues receiving
investor attention included disclosure
of corporate political activities (67 proposals), climate change and greenhouse gas emissions (34 proposals),
human rights issues (29 proposals),
and other general sustainability reporting (20 proposals).

a+7593+8359 a+4374+5389 a+7660+364332
MAJOR BALLOT ITEMS
(% in favor)

100%

MANAGEMENT ITEMS
(% in favor)

50%

SHAREOWNER ITEMS
(% in favor)

100%
50%

100%

50%

Director Elections

anti-takeover related

compensation related

Auditor Ratification

capitalization related

procedural governance related

approve share repurchase

director related

director related

approve director compensation

non-salary compensation related

safety/environmental related

approve compensation report

reorganization/merger related

social policy related

“BROADCAST CRITICISMS INITIATED BY
STOCKHOLDERS, PROXY BATTLES, AND VARIOUS
KINDS OF LEGAL PROCEEDINGS ARE EXCEEDINGLY
VEXATIOUS TO MANAGEMENTS; AND IN MANY
CASES THEY ARE UNWISELY OR IMPROPERLY
MOTIVATED. YET THESE SHOULD BE REGARDED AS
ONE OF THE DRAWBACKS OF BEING A CORPORATE
OFFICIAL, AND AS PART OF THE PRICE OF A
VIGILANT STOCK OWNERSHIP.”
BENJAMIN GRAHAM & DAVID DODD, SECURITY ANALYSIS

AS A FIDUCIARY, THE SBA’S ACTIVE ENGAGEMENT
OF OWNED COMPANIES IS AN EFFECTIVE WAY TO
ADVOCATE FOR BOARD ACCOUNTABILITY, ROBUST
CORPORATE DISCLOSURES, ACCURATE FINANCIAL
REPORTING, AND ETHICAL BUSINESS PRACTICES.
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INFORMED
PROXY
VOTING

SOME OF THE YEAR’S MOST INTERESTING AND SIGNIFICANT
PROXY VOTES ARE HIGHLIGHTED

D

uring the 2015 fiscal year, SBA staff were involved
in numerous proactive corporate engagements
initiated both by the SBA and by issuers seeking to
discuss corporate governance practices at owned
companies.
The SBA makes all proxy voting decisions independently,
casting votes based on written, internally-developed
corporate governance principles and proxy voting
guidelines that cover all expected ballot issues. The
SBA’s proxy voting guidelines reflect its belief that good
corporate governance practices will best serve and protect
the funds’ long-term investments, and they are reviewed
and approved by the SBA’s Investment Advisory Council
and Board of Trustees on an annual basis.
Allergan (August 2014) SBA staff completed an extensive
information request to meet the requirements of the
company’s process allowing Pershing Square (an activist
hedge fund) and Valeant Pharmaceuticals to move

towards a special meeting aimed at leading to a merger
between Valeant and Allergan. As part of the extensive
requirements, the SBA was required to make an intracustody transfer of shares to comply with Allergan’s
onerous bylaws. In addition to returning a proxy card
consenting to the request—the standard informational
requirement at the vast majority of companies which allow
shareowners this right—the Allergan bylaws adopted in
2013 also required each supporting shareowner to do the
following:
1.
2.
3.

move shares into record name;
affirm its intent not to sell shares prior to the special
meeting;
request that Cede & Co., the clearing house which
holds shares in its name for banks, brokers and
institutions, execute a meeting request on the
shareowner’s behalf, and provide Cede & Co. with a
letter from the shareowner’s DTC participant verifying
its holdings;
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4.

5.

answer an extensive written information request on matters ranging from
whether the shareowner has dividend rights which may be separable from
the common shares, to whether any shares are owned on margin (as well
as the total margin indebtedness), to “any material relationship with the
company, any affiliate of the company, any officer, director, or employee of the
company or any affiliate thereof, or any of the more than 30 named, principal
competitors;” and
provide a similar disclosure for “associates” of the shareowner, a broad term
which explicitly includes spouses, children, trusts, corporations or other
business entities. Provide two years of transactions history including “any
currently proposed transaction,” which involve Allergan or its securities.

On August 22, 2014, Pershing Square announced it had submitted 1,542 pages
of documentation from 35 institutions representing 31 percent of outstanding
Allergan shares supporting the request for a special meeting. On September 4th,
Allergan issued a press release confirming that the Pershing Square submission
(not yet including documentation delivered the previous day, which represent
incremental support from 2.8 percent of shares) “comply as to form with Allergan’s
bylaws.” The board scheduled a special meeting for December 18, 2014.
Subsequent to the documentation submission and negative investor experience,
Allergan announced changes to its bylaws, largely removing many of the onerous
requirements designed to impede investors’ ability to call a special meeting. SBA
staff has discussed these changes with the company and continued to monitor
board activity throughout. On November 17, 2014, Actavis Plc announced its offer
to pay $66 billion in cash and stock for Allergan in a deal aimed at thwarting the
hostile take-over of the Botox maker—paying approximately $219 a share for
Allergan shares, well above the latest offer from Valeant/Pershing Square.
Since August 2015, Valeant’s stock price has lost considerable value, resulting in
the CEO being forced to sell $100 million of personal stock in order to satisfy a
margin call. The shares that were sold by CEO Michael Pearson had been pledged
as collateral for loans from Goldman Sachs. Upon news of the margin call-induced
stock sales, Valeant’s stock declined by 14 percent, underscoring the negative
effects often associated with pledging sizable amounts of equity. After the forced
sale, Mr. Pearson still owns approximately 2.5 percent of the company.
Hain Celestial (11/20/14) SBA staff witheld support from directors on the
compensation committee due to continued concerns over the company’s
executive compensation structure and the board’s continued failure to respond
to prior shareowner votes regarding say-on-pay. The SBA voted against the 2015
advisory vote on compensation, in addition to the company’s proposed executive
incentive bonus plan and omnibus stock plan. The company received the lowest
possible percentile score from Farient Advisors (one of the external compensation
consultants used by SBA staff to analyze executive compensation) in terms of
reasonableness of its pay relative to industry performance. Support was also

The SBA’s voting policies are developed in part
using empirical research, industry studies,
investment surveys, and other general corporate
finance literature. They are based on market
experience and balanced academic and industry
studies, which aid in the application of specific
policy criteria, quantitative thresholds, and other
qualitative metrics.

PARTNERRE
Bermuda—On August
7, 2015, SBA staff voted
against the proposed
merger with Axis Capital
Holdings Ltd., due to an
alternative offer with superior
features. EXOR S.p.A.,
one of Europe’s largest
investment companies,
proposed a fully-financed,
all-cash alternative, offering
PartnerRE common
shareowners a superior
offer for their shares. SBA
staff also voted against
the severance payments
(“golden parachute”)
proposed in the PartnerRe/
Axis merger, due to
conditions detrimental
to current shareowners,
including single-trigger
equity acceleration,
performance-conditioned
awards deemed earned
at maximum levels, and
a long notice requirement
that could trigger additional
severance payments. Also,
the former CEO and his
interim successor were
entitled to sizable cash
payments.
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withheld from an additional director due to concerns
regarding related party transactions and the potential for
conflict of interests.

with and without preemptive rights. In accordance with French
law, companies can use share buyback programs as part of an
anti-takeover defense.

Microsoft (12/3/14) SBA staff declined to support
Microsoft’s say-on-pay ballot item this year due to outsized grants and low performance thresholds. Microsoft
stood out from its technology peer group with excessive
awards granted in its most recent year of reporting, while
exhibiting lagging relative performance. The SBA did
support a new type of proxy access proposal that includes
an option for a group of 25 or more shareowners to pool
holdings to make a required three percent combined
ownership threshold. Staff also supported the election
of the current non-executive Chairman of the board who
faced scrutiny over related party transactions between a
small, private technology firm that he leads as CEO and
Microsoft; we communicated with the company on the
issue and were in agreement with the company’s rationale
for considering the Chairman to be independent from
management.

Pericom Semiconductor Corporation (12/4/14) SBA
withheld from all board members because the board has not
addressed shareowner concerns from 2012 when several
board members received less than majority support yet
continue to serve as directors (known as “zombie” directors).
The SBA also voted against the company’s highly-dilutive,
omnibus compensation plan featuring inferior vesting terms.
JDS Uniphase Corporation (12/3/14) Activist investor
Sandell Assessment Management has pressured the company
to sell a unit of its business in order to increase value for
shareowners. The SBA voted against two directors and two
compensation related items: the firm’s say-on-pay ballot
item due to poor performance-alignment and also against
its proposed amendment to its omnibus stock plan. The
company recently changed its bylaws, increasing the notice
period for director nominations from 30-60 days up to 60-90
days prior to the upcoming meeting date.

Bonduelle (12/4/14) SBA staff declined to support a
proposal to authorize the increase of capital through debt
and/or equity issuance because the terms of the program
were overly broad and had the potential to be used as an
anti-takeover device. The company’s request included a
potential increase of 31.25 percent of outstanding shares
and an undisclosed potential maximum amount of debt.
The terms of the proposals included authorizing share
repurchases, issuing securities at larger than commonly
acceptable discounts, and allowing sale of securities both

Micron Technology (3/6/15) SBA voted in favor of removing
cumulative voting requirements from the issuer’s director
election voting process. The company has majority voting
procedures in place while at the same time allowing investors
cumulative shares for director elections. The SBA voting
guidelines support the interest of minority shareowners,
but opposed the inclusion of cumulative voting alongside
the majority voting policy. As well, the SBA withheld support
from four directors, three for serving on too many boards

HISTORICAL SBA FISCAL YEAR VOTING WITH MANAGEMENT RECOMMENDATIONS
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simultaneously (“over-boarded”), and the chairman of the
nominating and governance committee due to the board’s
recent adoption of exclusive forum provisions. The SBA voted in
favor of all other ballot items.
Apple Inc. (3/6/15) SBA supported all managementrecommended ballot items, but voted in favor of a shareowner
proposal to implement proxy access that was not supported by
management. The SBA also voted against the firm’s say-on-pay
proposal due to concerns about stock grants without sufficient
performance criteria. The proxy access proposal submitted at
Apple conformed to the structure finalized by the SEC, allowing
owners of at least three percent of a company’s shares, held for
at least three years, to nominate board candidates using the
corporate proxy statement. The vote in favor of the proxy access
proposal was consistent with SBA proxy voting guidelines and
historical voting patterns. Notably, Apple is the largest individual
stock holding within the Florida Retirement System (FRS), at
approximately $1.5 billion.
BP Plc (4/17/15) SBA staff voted in favor of a proposal at
BP Plc to increase reporting on the impact of climate change
on its business. The proposal was supported by 98 percent
of BP shareowners, one of the highest levels of support for
such a resolution. Although the resolution was supported by
management, BP’s chairman warned that future shareowner
returns may not be as strong as they were in the past, noting

THE SBA MAKES
INFORMED AND
INDEPENDENT
VOTING DECISIONS
AT INVESTEE
COMPANIES,
APPLYING
DUE CARE,
INTELLIGENCE, AND
JUDGMENT.

“the price of oil has gone back to the old, volatile days
after six years of relative stability.”
Petroleo Brasileiro (4/29/15) SBA staff voted shares
in Petroleo Brasileiro (or Petrobras) in support of new
members on its Board of Directors, including three new
candidates nominated by the Brazilian government, the
company’s controlling shareowner. The director changes
were well received by the market, which recognized a
shift toward directors with technical background and
business experience in the energy sector. At the annual
meeting, shareowners elected Mr. Walter Mendes
and Mr. Guilherme Affonso Ferreira as independent
members through separate votes of common and
preferred minority shareowners, respectively. Finally,
members to the Company’s Conselho Fiscal (similar
to an Audit Committee) were also elected during the
meeting. The company continues its turnaround efforts
following a massive corruption scandal late last year.
Ford Motor (5/14/15) SBA staff voted for shareowner
resolutions aimed at eliminating Ford Motor’s
longstanding dual class share structure and also
providing investors owning 20 percent of outstanding
shares the right to call a special meeting. SBA corporate
governance principles and proxy voting guidelines
oppose dual-class capital structures. Granting investors
owning 20 percent of the firm’s outstanding shares the
right to call a special meeting enhances shareowner
rights by facilitating action on important matters that
may arise between annual meetings.
Xenoport Pharmaceuticals (5/19/15) SBA staff
voted in favor of a management proposal at Xenoport
pharmaceuticals to remove supermajority voting
thresholds within its bylaws. In January 2015, SBA
staff met with the company’s CEO and Lead Director
concerning these corporate governance practices.
As part of the SBA’s engagement initiative focused
on companies with staggered boards, supermajority
voting requirements, and lack of majority vote election
procedures, Xenoport was identified along with 52
other companies exhibiting each of these governance
features.
Tempur Sealy (5/8/15) SBA staff voted to withhold
votes from two of three directors (excluding the CEO).
Although SBA staff was underwhelmed by dissident
investors’ arguments of the immediate need to remove
the CEO, there was a sufficient need to replace other
directors and improve business experience. A “just
vote no” initiative was led by H Partners Management,
owner of 10 percent of the company’s shares, who
became frustrated with poor performance and strategy
execution. H Partners pushed for board representation
and removal of the CEO, receiving support from proxy
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Vivendi & the Florange Act

O

n April 17, 2015, SBA staff voted in
favor of a proposal at Vivendi to
amend its bylaws to allow for the
absence of double voting rights. In
2014, the Florange Law was enacted in France
requiring companies to remove double voting
rights unless the share structure was approved
by shareowners. In some capital markets,
and notably France, double voting rights are
commonly used as a control mechanism to
help entrench a core shareowner.
Over 30 percent of French companies exhibit
such voting structures, typically due to family,
principal or a controlling shareowner (which
can include the French state). In 2012, the
French government failed to stop the closure
of a steel mill owned by ArcelorMittal in the
town of Florange. The main pillar contained
in the Florange Law is a mandate that French
companies give two votes to any share held for
longer than two years. The law allows an optout if two-thirds of shareowners approve and
if such vote is achieved no later than March
31, 2016. The new law also allows French
companies to adopt poison pills similar to
those used in the U.S. and requires that any
hostile bidder negotiate with French workers
before proceeding with a takeover.
Vivendi shareowners were presented with a
proposal to exempt the company from the
Florange Law. Although the government has no
ownership in Vivendi, some pundits noted the
new law was a move to protect government
owned stakes in domestic industries and
possibly to combat shareowner activists and
American institutional investors, which have
begun to target a few inefficiently managed
European companies. Prior to passage of the
Florange Law, 22 of the companies in the CAC40, the French blue-chip index, had double
voting rights.

Although a majority of Vivendi’s investors voted
to maintain its one vote per share structure, due
to the firm’s two-thirds majority vote threshold,
the proposal failed. Vincent Bolloré, Vivendi’s
chairman, was reported to have increased his
ownership from just over 10 percent to almost
15 percent in order to reinforcing control. At
other French companies, shareowners have
supported the one share per vote structure,
including at Vinci, L’Oréal, Unibail Rodamco,
BNP Paribas, Crédit Agricole, Air Liquide, and
Capgemini. The SBA voted to support these
firms’ one share one vote share structures.
Where the French state has equity stakes, the
results have been different. Proposals at Veolia,
Engie (formerly GDF Suez), and Orange all failed
to garner investor support to overturn the
double voting rights feature. Although much
less prevalent in the U.S. equity market, double
voting rights are allowed via dual class share
structures. In 1988, an SEC rule that barred
companies from issuing stock with extra voting
rights was struck down in Federal court.
As a result, the stock exchanges adopted rules
limiting dual class share structures only at the
time of initial public offering (IPO). Earlier in
the year, SBA staff voted against the Florange
Law proposals at Renault and Air France KLM.
In the case of Renault, the French government
bought $1.4 billion worth of stock in order to
block Renault from opting out of the voting
law. Nissan, the owner of 15 percent of Renault,
opposed the move but could not make any
counter vote because the shares it owns do not
have voting rights. With Air France, the state
increased its ownership from 16 to 18 percent
just prior to the shareowner vote.
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TOP 10 SBA VOTES AGAINST MANAGEMENT
RECOMMENDED VOTE (“MRV”)
M = MANAGEMENT PROPOSAL / SP: = SHAREOWNER PROPOSAL

Domestic (U.S.) Proxy Votes
M: Authorize Share Issuance/Tender Offer
M: Amend Terms of Severance Payments
M: Approve Retirement Bonuses for Dir.’s/Stat. Auditors
M: Approve Retirement Bonues for Statutory Auditors
SP: Provide Right to Act by Written Consent
SP: Limit (Prohibit) Accelerated Vesting of Awards
M: Other Business
M: Authorize Company to Call EGM with 2 Weeks Notice
SP: Adopt Proxy Access Right
M: Elect Supervisory Board Members (Bundled)

Proposal Count

Against
MRV

With ISS

37
31
41
29
37
32
339
318
87
25

100%
100
100
100
100
96.9
99.4
99.4
96.9
92

100%
67.7
95.1
96.6
94.6
96.9
94.7
0.6
97.7
72

Note: Numbers reflect only those proposal categories that equal or exceed 25 voted proposals; “with ISS” indicates the
percentage of all votes cast that were the same as the client recommendations from Institutional Shareholder Services (ISS).
advisors ISS and Glass, Lewis & Co. to withhold support from
the three targeted board members. After speaking with the
company’s CFO and investor representatives, SBA staff felt
it would be counterproductive to vote to remove the CEO.
Leading up to the proxy vote, the company’s performance
had been poor but not egregiously so, and management
was in the midst of implementing a strategy to improve
competitiveness. SBA staff withheld votes for two other
board members, each of whom was posted to the board
years earlier in private equity takeovers and remained
on the board as an artifact of those events despite those

firms no longer being invested in Tempur Sealy. The two
non-executive directors received less than 15 percent
support among all voted shares, achieving the 10th and
16th lowest levels of support among all U.S. directors in
2015. During engagement with the company’s management,
staff cautioned board members regarding their response
to the anticipated voting signal—while noting that it might
not be practical or even preferable to remove the CEO
immediately, boards that ignore clear mandates from
investors risk further alienating its investors. Within a week of
the proxy vote, management negotiated an agreement with
H Partners to terminate the incumbent
CEO, appointing the company’s COO as
CEO, and also placing two H Partners’
director nominees on the board of
directors. On remaining ballot items,
SBA staff supported the advisory vote to
ratify executive compensation (“say-onpay”) as well as a proposed amendment
to the firm’s executive incentive bonus
plan. The company’s share price rose
by over three percent immediately after
the voting results were made public,
and through the end of August the
stock has risen by 19 percent.

THE SBA ORDINARILY
SEEKS TO EXERCISE ALL
VOTING RIGHTS TIED TO
ITS INVESTMENTS.
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Vornado Realty Trust (5/21/15) SBA staff voted against
all incumbent board nominees and also voted against
the firm’s say-on-pay compensation ballot item. The
Trust’s 2015 annual general meeting was the second
year in a row in which the SBA withheld support for all
board members up for re-election. The board has been
unresponsive over the last eight years on numerous
majority-supported shareowner resolutions advocating
the adoption of majority voting in the election of directors,
annual director election cycles (de-staggering directors’
terms), and requiring the chairman of the board to be
independent from management. From 2011 through
2014, a majority of the company’s investors voted against
all directors up for re-election, an unprecedented track
record among publicly-traded companies in the U.S. In
2015, two out of three directors up for re-election received
less than a majority level of support. The board continues
to state its view that the adoption of majority voting is not
in the best interest of shareowners, despite overwhelming
support among its own investors. Over the last five
years, the company has trailed broad market indices by
approximately 60 percent.

O

Nabors Industries Ltd. (6/2/15) SBA staff voted
against six of seven incumbent board nominees, voted
against the firm’s say-on-pay compensation ballot item,
and voted in favor of several shareowner proposals to
improve corporate governance practices. SBA staff voted
to approve a new proxy access mechanism, which if
implemented would allow investors to nominate director
candidates within the company’s proxy filing alongside
management nominees. In prior years, the board refused
to implement any form of proxy access but did adopt
a more restrictive form in 2014 that required a single
investor to own more than 5 percent of the company’s
shares. Other favorable resolutions supported by SBA staff
on the 2015 ballot included majority voting in the election
of directors, amendments to vote counting methods, and
strengthened equity holding periods and performance
thresholds for executive compensation. Most members of
the board of directors have failed to garner a majority level
of support over the last several years, largely as a result of
serious deficiencies within its compensation framework
and poor operating performance. Over the last one-,
three-, and five-year periods, the company has significantly
underperformed both its industry peer group as well as
broad market indices.

n June 16, 2015, SBA staff opposed the issuance of a new category of shares called Model AA Class shares
(named after the Toyota “AA”, its first car model to enter production in 1936). The company proposed selling
up to 50 million Model AA class shares to fund medium to long-term research and development. Although SBA
staff supports management’s objective to promote long-term investment—consistent with the new Japanese
corporate governance code—the rationale for a new, non-transferable, unlisted class of shares was opaque and insufficient. In addition, the share offering will not be conducted outside Japan and in order to avoid dilution to common
shareowners, the company intends to repurchase a number of common shares equal to the number of Class AA shares
to be issued. Elsewhere, SBA staff opposed the election of a candidate for the outside board director role due to concerns about independence, given the nominee comes from an insurance company which is a major shareowner and
long-time business partner of Toyota. Moreover, this candidate currently serves as an outside board director or statutory auditor at seven public companies, including a number of other large firms. Therefore, we have significant concerns
about his ability to spend sufficient time fulfilling his oversight duties and making adequate contributions to the board.
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E.I. du Pont
de Nemours and
Co.
O

n May 13, 2015, SBA staff voted its shares in E.I. du Pont
de Nemours and Co. (DuPont), partially supporting Trian
Partners dissident slate of directors. The company’s
annual meeting involved a contested election of directors
with Trian Fund Management, a 2.7 percent shareowner who made
its initial investment in the stock almost three years earlier, seeking
to elect four dissident nominees to the board of directors. As part
of the SBA’s analysis, staff spoke directly with DuPont management
(including CEO Ellen Kullman and Director Lois Juliber), as well
as with Trian Partners (their Director Nominees’ John Myers, Bob
Zatta, and Art Winkleback). In order to provide additional input into
this voting decision, SBA staff sought the views of one of the SBA’s
external investment managers invested in DuPont.
Two other incumbent directors—who became Chemours directors
upon completion of the spin out—stepped off the DuPont board,
and were replaced with two new independent directors in February
2015. The governance structure of Chemours was criticized by
Trian, in addition to its poor historical operating efficiency.
Although the company’s stock price performance has been
modestly above its peers over longer time periods, the individual
performance of its various business units has been lackluster.
Critics of the firm’s management laid the blame on the firm’s
conglomerate structure, which makes evaluating overall company
performance very difficult. There was also evidence the company
had failed to achieve competitive margins within several business
segments (Performance Chemicals and Safety & Protection), despite
its largest business segment (Agriculture) performing modestly
above peers on some counts. Trian Partners proposed that the
company consider breaking itself up into smaller pieces, beyond

At the time of the proxy
contest, the company
was involved in an ongoing effort to spin-out its
Performance Chemicals
unit into a publiclytraded company to be
named ‘The Chemours
Company.’
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further the current spin-off of Chemours. DuPont management asserted
a breakup would damage its research and development (R&D) efforts
and negatively impact other cost synergies between the myriad business
segments. Trian believed additional cost savings were achievable, as well
as improvement to the company’s executive compensation framework
and necessary changes to the capital allocation and R&D spending
process.
Of particular note was the fact the company had failed to beat its 2011
EPS target during the subsequent three year period, and had consistently
underperformed its peers in earnings over the same time frame.
DuPont’s reported earnings-per-share (EPS) during management’s tenure
had grown at a CAGR of only six percent, which is half the Company’s
long-term EPS target growth rate of 12 percent. Free cash flow has
exhibited a -13.2 percent compound annual growth rate over the last
five years. Finally, Trian Partners had generally exhibited a collaborative
engagement relationship with targeted companies, and built a long track
record of positive financial performance at boards on which it gains seats.

SBA staff voted to
support 2 of the
4 Trian nominees,
both of which were
highly experienced
and viewed to likely
provide a positive
input on future
improvements to
the company’s
performance and
operations.

One of the proxy advisors used by the SBA noted there was, “compelling
evidence that the dissidents [Trian] have a point. Excluding the current
Health & Nutrition business, which the company did not own in 2008,
and the effect of a commodity boom in ethylene, which was beyond
the control of management, DuPont’s aggregate EBITDA margin for its
continuing businesses increased by only half a percentage point over
seven years (measured as the trailing 12 months through the justreported Q1 2015), or about 8 basis points per year.”
ISS recommended clients support two of the dissident nominees.
Another one of the proxy advisors used by SBA staff, Glass, Lewis &
Co. noted, “Trian has identified legitimate concerns at DuPont, primarily
related to operational execution and management accountability, which
we believe substantiate the Dissident’s central thesis that the Company is
not performing to its full potential -- and that significant value may yet be
created by further addressing Trian’s ongoing criticisms.”
Glass Lewis concluded that, “having established a case of less-thanbest financial performance and identifying opportunities to further
improve operational execution and board oversight, we see a need for
further change on the DuPont board. We believe Trian has presented a
compelling argument that Mr. Peltz is capable of working constructively
with the incumbent nominees during DuPont’s ongoing transformation
process in order to drive greater returns for shareholders. Since Trian’s
involvement at DuPont, shareholders have already benefited from a
number of value-creating initiatives which likely wouldn’t have occurred
otherwise to the same extent or as quickly, in our opinion.”
Given the company’s middling segment performance and partial progress
the incumbent management team has delivered, SBA staff voted to
support two of the four Trian nominees, both of which were highly
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experienced and viewed to likely provide a positive input on future
improvements to the company’s performance and operations. Ultimately,
DuPont won the proxy contest. Trian Partners, however, came very
close to gaining a seat on the board—receiving 293 million votes or
about 43 percent. According to the Wall Street Journal, the company’s
largest investors, including Vanguard Group, State Street and BlackRock,
all voted in favor of the management slate. Of note, Peltz received the
most votes of support among the four dissident candidates. On the
day of the vote, after preliminary tabulation results were announced by
the company, the DuPont stock price declined over six percent, but has
recovered slightly since.

When compared against some of the world’s
largest asset managers, SBA voting patterns
display significantly higher levels of votes
against management recommendations.

2015 VOTE BENCHMARKING
SBA vs. OTHER INSTITUTIONAL INVESTORS
Florida
SBA

BlackRock SSgA Funds Fidelity
Advisors Management

Vanguard
Group

WITH Management Recommended
Vote (MRV) %

79%

96%

94%

93%

96%

AGAINST MRV %

21%

4%

6%

7%

4%

Source: ISS Voting Analytics Database; data represents aggregate vote statistics for each institution’s proxy voting for the Period July 1, 2014 through June
30, 2015, as reported to the SEC in N-PX filings.
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Short-term market
reaction to the
proposed merger
was positive, but
contradicted several
valuation models which
indicated significant
discounts reflected in
the terms of the deal.

SAMSUNG C&T
CORPORATION

O

n July 17, 2015, the SBA voted against
the proposed acquisition of Samsung C&T
Corporation (“SCT”) by Cheil Industries,
Inc. and in favor of two shareowner
proposals (submitted by Elliott Associates) aimed
at enabling the company to distribute dividends in
kind and through interim dividends at the request
of shareowners. SCT is engaged in engineering,
construction, trading, and investing activities across
approximately 50 countries. The SCT board sought
shareowner approval to merge with Cheil Industries
Inc. through a stock-for-stock transaction. On June
4, 2015, Elliott Associates L.P. disclosed that it had
acquired 7.12 percent of SCT, becoming the third
largest shareowner of the company, and shortly
thereafter announced it opposed the proposed
merger terms and viewed the merger ratio to
significantly undervalue Samsung C&T. On June 11,
2015, SCT announced it had sold all its treasury
shares to the second largest shareowner of Cheil
Industries (KCC Corporation), and thereby making
KCC a block shareowner of SCT, in order to help
secure the proposed deal.

The Cheil transaction underscores investor challenges
in the South Korean equity market that involve
“Chaebols”—firms that own numerous international
enterprises and typically controlled by a family
chairman who has power over all the operations.
Although reforms put in place after the 1997-98
Asian financial crisis improved shareowners’ rights
and required companies to increase board level
independence, corporate lobbying has undercut
many of these reforms. For example, only LG has
improved its holding-company structure, and the
South Korean equity market is ranked near the
bottom of the corporate-governance league tables
published by the Asian Corporate Governance
Association (ACGA). Over the last decade, heads of
four Chaebols (Samsung, Hanwha, Hyundai Motors
and SK Telecoms), have been convicted of crimes.
South Korean companies exhibit low valuations
relative to other developed markets, commonly
referred to as the “Korea discount”.
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INVESTORS ARE CHALLENGED IN THE
SOUTH KOREAN EQUITY MARKET
BY “CHAEBOLS” — FIRMS THAT OWN
NUMEROUS INTERNATIONAL ENTERPRISES
AND ARE TYPICALLY CONTROLLED BY
A FAMILY CHAIRMAN WHO HAS POWER
OVER ALL THE OPERATIONS.

Approximately 69 percent of voting shareowners approved
the acquisition of Samsung C&T by Cheil Industries, slightly
above the required two-thirds majority support threshold.
Upon news of the voting results, shares in Samsung C&T
fell by 11 percent, and have fallen by over 12 percent
(in local currency) since the date of the shareowner vote
through late August. Elliott Associates ended up exercising
its right to sell back its shares to Samsung C&T, since under
Korean corporate law investors who object to a merger
transaction have an option to sell shares purchased
before the deal is announced back to the company at
a fixed price, determined by a formula based on where
shares traded in the weeks before a deal. As a result of the
challenging vote, Samsung did agree to implement several
new governance practices upon deal approval, including
increasing the merged entity’s dividends and the creation
of an independent corporate governance committee.
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Global Voting Summary, Fiscal Year 2015 (JULY 1, 2014 - JUNE 30, 2015)
Country (Market)

Global Equity
Portfolio Ending
Market Value ($)

Percentage of
All Meetings
Voted

Total Number
of Meetings
Voted

Total Number of
Resolutions Voted

% of Meetings With
One or More Votes
Against Management
Recommendations

% of All
Resolutions
Voted Against
Management

Argentina

$23,339,531.67

0.05%

5

57

80.00%

26.32%

Australia

$1,439,267,883.56

2.70%

275

1,417

52.73%

19.97%

Austria

$45,451,525.03

0.25%

25

229

52.00%

18.61%

Bahamas

not available

0.02%

2

10

100.00%

50.00%

$7,638,308.64

0.02%

2

10

50.00%

30.00%

Belgium

$335,495,252.84

0.66%

67

673

79.10%

29.57%

Bermuda

not available

2.23%

227

1,877

75.77%

38.01%

Botswana

$2,012,975.34

0.01%

1

12

0.00%

0.00%

Bangladesh

Brazil
Canada
Cayman Islands

$705,336,523.88

2.59%

264

960

53.79%

24.24%

$2,015,682,745.59

3.37%

343

3,662

85.13%

23.61%

not available

2.57%

262

2,150

83.21%

42.54%

Chile

$87,301,211.53

0.38%

39

296

76.92%

35.14%

China

$2,022,836,204.94

2.17%

221

2,408

60.63%

18.90%

$20,729,962.43

0.05%

5

57

100.00%

31.58%

Colombia
Croatia

$1,509,031.36

0.03%

3

16

66.67%

12.50%

Curacao

not available

0.02%

2

24

100.00%

18.18%

Cyprus

not available

0.07%

7

72

71.43%

11.11%

$2,815,004.18

0.02%

2

22

100.00%

13.64%

$503,358,355.38

0.48%

49

588

67.35%

12.25%

Egypt

$47,873,679.65

0.02%

2

18

100.00%

14.00%

Faroe Islands

not available

0.00%

0

0

0.00%

0.00%

Finland

$257,870,240.34

0.51%

52

656

65.38%

8.69%

Czech Republic
Denmark

France

$2,359,636,795.92

1.85%

188

3,695

88.83%

35.64%

Gabon

not available

0.01%

1

12

100.00%

50.00%

Georgia

not available

0.01%

1

6

100.00%

33.33%

$2,539,367,683.13

1.47%

150

1,472

60.67%

15.63%

$1,357,857.30

0.01%

1

6

100.00%

100.00%

Germany
Ghana
Greece
Guernsey
Hong Kong

$5,927,928.62

0.24%

24

128

75.00%

35.94%

not available

0.05%

5

52

40.00%

15.38%

$1,309,947,649.31

2.39%

243

2,129

78.19%

38.19%

Hungary

$41,557,531.99

0.03%

3

45

100.00%

16.67%

India

$903,372,120.95

4.47%

455

3,392

65.05%

31.72%

Indonesia

$139,766,971.37

1.28%

130

686

95.38%

53.50%

Ireland

$269,979,824.39

0.47%

48

620

72.92%

19.19%

not available

0.06%

6

59

66.67%

32.20%

$181,556,582.64

1.07%

109

776

61.47%

24.20%

Isle of Man
Israel
Italy

$780,524,058.12

0.94%

96

555

72.92%

23.84%

Japan

$6,003,465,417.47

11.61%

1,182

14,384

89.00%

22.05%

Jersey

not available

0.14%

14

156

35.71%

10.90%

Kazakhstan

$11,327,900.09

0.02%

2

13

100.00%

46.15%

Kenya

$24,397,321.22

0.04%

4

51

75.00%

17.65%

Liberia

not available

0.01%

1

12

100.00%

8.33%

Liechtenstein

not available

0.03%

3

22

66.67%

9.09%
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Country (Market)

Luxembourg
Malaysia

Global Equity
Portfolio Ending
Market Value ($)

Percentage of
All Meetings
Voted

Total Number
of Meetings
Voted

Total Number of
Resolutions Voted

% of Meetings With
One or More Votes
Against Management
Recommendations

% of All
Resolutions
Voted Against
Management

$6,949,700.97

0.29%

30

257

60.00%

16.94%

$175,018,795.09

1.86%

189

1,481

69.31%

25.86%

Malta

not available

0.03%

3

34

33.33%

8.82%

Marshall Isl

not available

0.09%

9

30

66.67%

46.67%

$2,014,343.53

0.02%

2

20

100.00%

30.00%

$512,952,315.99

0.96%

98

715

69.39%

34.13%

$4,411,361.79

0.00%

0

0

0.00%

0.00%

$962,131,353.33

0.87%

89

864

53.93%

11.23%

Mauritius
Mexico
Morocco
Netherlands
New Zealand

$59,135,086.41

0.25%

25

110

36.00%

14.55%

Nigeria

$65,062,462.28

0.15%

15

132

80.00%

21.97%

Norway

$293,437,416.34

0.01%

1

5

0.00%

0.00%

Oman

$38,925,638.46

0.01%

1

10

100.00%

29.17%

Pakistan

$23,499,095.96

0.17%

17

64

76.47%

31.25%

Panama

$7,349,436.33

0.03%

3

33

66.67%

33.33%

$51,852,308.43

0.04%

4

11

75.00%

54.55%

$147,071,825.38

0.48%

49

735

87.76%

30.07%

Peru
Philippines
Poland

$91,047,118.41

0.47%

48

866

56.25%

6.54%

Portugal

$52,262,039.81

0.20%

20

154

55.00%

18.18%

Romania

$10,553,688.89

0.00%

0

0

0.00%

6.25%

Russia

$192,475,410.54

0.27%

27

597

40.74%

6.31%

Singapore

$561,678,148.77

1.84%

187

1,262

66.84%

30.85%

South Africa

$597,506,181.38

1.43%

146

2,061

75.34%

18.44%

South Korea

$1,192,285,079.99

3.43%

349

1,760

81.38%

33.33%

Spain

$1,026,514,743.27

0.78%

79

1,712

87.34%

15.60%

$23,151,247.22

0.08%

8

46

75.00%

30.43%

Sri Lanka
Sweden
Switzerland
Taiwan

$832,386,013.27

0.98%

100

1,614

85.00%

11.54%

$2,607,756,663.54

1.09%

111

2,387

98.20%

22.83%

$971,864,548.48

4.22%

430

3,522

43.02%

9.47%

Thailand

$237,539,596.82

0.83%

85

897

94.12%

33.22%

Turkey

$247,036,138.64

0.75%

76

867

96.05%

23.07%

$82,308,057.20

0.14%

14

94

78.57%

36.17%

$6,532,513,756.88

4.27%

435

6479

77.70%

15.37%

United States

$44,364,629,628.28

29.47%

3,000

25,119

76.80%

22.03%

Virgin Isl (UK)

not available

0.04%

4

30

100.00%

50.00%

Virgin Isl (US)

not available

0.02%

2

13

50.00%

7.69%

Zambia

not available

0.01%

1

6

0.00%

0.00%

$8,127,602.71

0.03%

3

20

100.00%

25.00%

United Arab Emirates
United Kingdom

Zimbabwe
Zambia
Zimbabwe

$307,334.45

0.01%

1

11

100.00%

9.09%

$11,129,239.59

0.05%

5

35

60.00%

28.57%
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EQUITY INVESTMENTS BY MARKET CLASSIFICATION
AS OF JUNE 30, 2015

89+10+1A

89.6%
10.1%
0.3%

Percentage of stocks invested in developed markets.

Percentage of stocks invested in emerging markets.

Percentage of stocks invested in frontier markets.

MARKET SUMMARY
The 2015 fiscal year opened with the
beginning of what would become a
market-shocking plummet in crude oil
prices, led by Saudi Arabia’s refusal to
cut production in an attempt to recapture global market share lost to American shale drillers and other producers.
Per-barrel prices dropped more than 60
percent before stabilizing, only to begin
a slow burn to the downside once again.
The plunge dampened U.S. inflation and
hopes for the Federal Reserve to raise
rates towards the end of 2014, despite
the fact that the Fed ended its $85 billion in monthly purchases of government
and agency bonds, known as quantitative
easing, in October and that the domestic
economy was improving.
Winter weather in early 2015, including
extraordinary snowfall and brutally cold

temperatures, ravaged much of the
northern U.S. and dampened economic
growth for at least the first quarter. The
second half of fiscal year 2015 exhibited
a strengthening U.S. dollar, a West Coast
port strike, geopolitical conflicts and the
threat of a Greek debt default. While
the London interbank offered rate (Libor) generally rose throughout the year,
these factors, along with persistently low
inflation and uneven domestic economic data, pushed the Fed to take a more
cautious approach to raising the target
federal funds rate, from essentially zero,
for the first time since late 2008. Headed
into summer, the economic rebound finally came into view with rising demand.
Employment, consumer confidence, the
housing market and retail sales improved
and the economy once again seemed to
be gaining momentum.

While exhibiting some fits and starts,
during the 2015 fiscal year the U.S. economy reverted to its long-term 2.5 to 3.0
percent average growth rate. The labor
market continued to post strong gains in
employment, with approximately three
million jobs created over the year-overyear period and an unemployment rate
equal to 5.3 percent at the end of June
2015.
The short-term money markets benefited from the New York Fed fine-tuning its
reverse repurchase program. Created to
establish a floor for overnight short-term
rates, the facility allows approved counterparties to buy Treasury repurchase
agreements from the Fed instead of in
the market. For the 12-month period
ending June 30, 2015, the cash market as
measured by Libor was as follows: Year-

to-year 1-month Libor rose from 0.16
percent to 0.19 percent and 3-month
Libor increased from 0.23 percent to
0.28 percent.
During the first half of calendar year
2015, global stock markets displayed
mixed performance. Asian Pacific
stock indices posted the highest returns when compared to the United
States and European equity benchmarks. The Japanese stock market in
particular exhibited very strong gains
with valuations rising by approximately 14 percent in the first half of 2015.
All Asian Pactific markets increased by
over seven percent during fiscal year
2015, versus only a little over three
percent for the broad U.S. stock market. In contrast, European equity indi-

ces declined markedly, decreasing by
almost seven percent during the same
time frame. During the full fiscal year
2015, foreign equity securities in the
“EAFE” developed markets index (including Europe, Asia, and the Far East),
lagged the U.S. markets, with a decline
of 4.2 percent.
U.S. stock markets outperformed
other developed markets, as well as
emerging stock markets, with growth
stocks outperforming lower valuation
companies. Over the last five years
ending June 30, 2015, U.S. stocks have
achieved an annualized return of close
to 18 percent. During the 2015 fiscal
year, large capitalization stocks in the
Standard & Poor’s 500 index clocked
in one year returns of 7.42 percent.

The FRS global equities asset class
beat its aggregate domestic and foreign equities benchmark with a 1.9
percent managed return. The benchmark, the MSCI All-Country World Investable Market Index, returned 0.9
percent during the fiscal year. Other
SBA managed asset classes outperformed their target benchmarks, with
excess returns exhibited within real
estate, private equity, strategic investments, fixed income, and cash.

THE FLORIDA RETIREMENT SYSTEM (FRS)
PENSION PLAN (DEFINED BENEFIT) AND
INVESTMENT PLAN (DEFINED CONTRIBUTION)
ASSETS TOTALED $148 BILLION AND $9.1 BILLION,
RESPECTIVELY, AS OF JUNE 30, 2015.
BOTH RETIREMENT VEHICLES OUTPERFORMED
THEIR TARGET BENCHMARKS OVER THE TRAILING
ONE, THREE, FIVE, AND 10-YEAR PERIODS
ENDING JUNE 30, 2015.
OVER THE TRAILING THREE, FIVE, AND 10-YEAR
PERIODS, THE FRS PENSION PLAN’S RETURN
RANKED IN THE TOP HALF OF THE “TUCS“ TOP 10
DEFINED BENEFIT PLAN UNIVERSE.

“GOOD CORPORATE GOVERNANCE ALSO REMINDS
A COMPANY’S DIRECTORS THAT THEY DO NOT
ANSWER TO MANAGEMENT, BUT RATHER WORK FOR
THE TRUE OWNERS OF THE PUBLIC CORPORATION—
THE COMPANY’S SHAREHOLDERS. “
LUIS AGUILAR, SEC COMMISSIONER

WITH EVERY ENGAGEMENT AND CORPORATE PROXY
VOTE, THE SBA UPHOLDS ITS FIDUCIARY DUTY TO ITS
BENEFICIARIES TO MAXIMIZE SHAREOWNER VALUE AND
PROMOTE LONG TERM INVESTMENT PERFORMANCE
AMONG THE COMPANIES INVESTED.
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GLOBAL VOTING
10,296
80
75.6%

Number of eligible votes on public
company proxies

Number of countries where SBA cast
votes on public company proxies

Percentage of global meeting
voting items cast as “FOR”

F

or the fiscal year ending in 2015, the SBA’s top five international markets are
as follows: Japan, India, United Kingdom (UK), Taiwan, and South Korea. Each
country has seen changes in it governance practices this season, as discussed
in turn below.

JAPAN - Policy in Action
2015 has been another tumultuous year for Japan. However, tenacity is at the core
of the Prime Minster (PM) Shinzo Abe’s “three arrows” approach, also known as
Abenomics. Abenomics has been in action since 2013, and recently hit a few snags
due to several unforeseen circumstances. PM Abe has not failed in his approach
and can claim moderate success in his strategy. However, due to the recent downturn in the Chinese markets, crash in oil prices, and a new Japanese consumption
tax in 2014, Japan has been subject to direct negative effects, impeding growth.

1.6%

Percentage of company ballots not
voted due to impediments, liquidity
restrictions, or other obstacles

74.8%

Percentage of meetings with at least one
vote item cast against the management
recommendation

23.3%

Percentage of all voting
items cast against the
management recommendation
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Inflation is below the desired two percent target and the Japanese economy
is still moving at a protracted pace. The
bright side for PM Abe, although Japan
has been in the deflationary funk for
the past two decades, the outlook on
a forward basis is positive. Japan has
increased several economic factors over
the last two years due to the PM’s plans.
Implementation of the
Stewardship Code
One focus of the PM is the new Japanese
Stewardship Code to increase investment in Japanese companies. The code
was implemented in 2015, and for the
first time Japanese companies found it
important to engage with shareholders
beyond banks—which have held influence because of lending arrangements.
Issuers in Japan spoke directly with various investors to gain consensus on a
myriad of business issues, requested
follow up, and advice for engagement.
The newly introduced Corporate
Governance Code covers a wide range
of topics which include board independence, compensation, board evaluation, shareholder communication,
shareholder meetings, and cross-shareholdings. In addition, the importance
of increasing capital efficiency—return
on equity (ROE)—has come to be widely recognized among Japanese companies recently. In a speech given at
Bloomberg’s New York headquarters in
New York on September 29, 2015, the
PM stated that Corporate Governance
is at the “top of my agenda” and “we
must let the governance system make a
tangible difference.” His statement came
days after he announced new targets
for expanding the Japanese economy
by 20 percent and halting population
decline. “We are going to build a new
system whereby CEOs and other board
members should be transparently
selected, and cross shareholding further
dissolved. With the government and
the Tokyo Stock Exchange (TSE) working in tandem, dynamic reforms should
advance farther.”
These strong statements from the PM
are lauded by investors as they seek
a new era of change and economic
prosperity in Japan. According to ISS,

SPOTLIGHT ON THE TOP 5 SBA VOTING MARKETS:
Although the SBA casts proxy votes in over 80
countries worldwide, the top five markets represent
the overwhelming majority of its corporate
governance activities.
In this year’s highlight, India crept into the second
spot of top international markets for the SBA,
pushing out Canada, a regular staple in the SBA’s
governance process.
In addition, Hong Kong listed proxies also snuck out
of the top five and allowed South Korea to take the
final spot for this year.

Japanese boards are often criticized for
shareholder-unfriendly decisions, such
as hoarding cash, or tying up assets
in cross-shareholdings. In other cases,
they appear reluctant to sell or shut
down unprofitable businesses. At the
same time, Japanese corporate managers are often criticized for not taking
risks in making value-enhancing strategic investment decisions for future
growth, due to a consensus-based, decision-making process on boards dominated by insiders.

Proxy & Corporations
Historically known for convoluted proxy
materials not written in English, stacked
Annual General Meetings (AGM) at the
end of June, and terse discourse with
foreign investors, this Japanese proxy
season was a different. This year companies released proxy circulars earlier
than past years, and according to ISS, in
2015, 35 percent of companies released
their proxy circulars more than three
weeks before the meeting date, alleviating the burden on investors voting
Japanese equities. In addition, many

Developed Markets Votes

The total number of proxy votes cast in countries designated as
“developed,” such as the United States, Japan, and the united kingdom.

6,905

67

Frontier Markets Votes
Number of proxy votes cast in countries
designated as “frontier,” such as morocco,
oman, and kenya.
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Average % of all resolutions voted against management

19% 27% 28% 29%
DEVELOPED
MARKETS

EMERGING
MARKETS

companies have moved the AGMs to
July. As a result, investors had more
time to review proxy materials and the
opportunity to engage issuers on voting
topics. The shift was due to an increasing awareness among companies of
the need to make shareowner meetings more investor friendly. In addition, the Code encourages strong governance factors and urges companies
to disclose proxy materials electronically
prior to the official release date. The
PM’s administration is also taking the
lead in the adoption of good corporate
governance. Recently, the Ministry of
Economy, Trade and Industry publicly
encouraged companies to close their
books in March to hold shareholder
meetings in July. These actions illustrate
that positive governance is on the rise
in Japan, and it is anticipated that this
positive trend of shareholder friendly
actions will continue. Moreover, as governance progresses in Japan, investors
will increase interactions with Japanese
companies on an objective basis using a
two-way discourse.
SBA Votes: Japan
Due to implementation of the Code,
enhanced value creation for Japanese
companies is a top priority for the SBA.
During the season, SBA staff engaged
with a few Japanese companies prior to
the AGM and scheduled other engagements throughout the 2015 year. Staff
will place a higher importance on ROE

FRONTIER
MARKETS

and use of cash while reviewing company specifics and analysis in making
voting decisions. For the time being,
Japanese companies have been given
additional leeway during this season to
get their house in order before staff,
as well as other institutional investors,
begin using votes to hold companies
accountable in complying with the
recent changes.
INDIA
Over the past year India has become
a more significant portion of the SBA’s
international holdings, with approximately $1 billion invested in various
companies. India, known for its poverty
and social programs is quickly moving
into a new era. Some believe India is
becoming more progressive and less
oppressive, in contradiction to its historical social culture, as well as other negative cultural attitudes toward women
and other minorities. Investor optimism
is at an all-time high over the past year,
and investors see opportunity. Thus far,
Prime Minister Narendra Modi is very
popular globally for his insights, use of
technology, and ability to engage with
people at all levels.
Shareowner Value Creation
When Modi took power in May of 2014,
he had grand ideas for India and a
vision to reverse the trend that started
back in 2011. In 2011, India’s economic
growth began slowing because of a

OTHER
MARKETS
decline in investment caused by high
interest rates, rising inflation, and investor pessimism about the government’s
commitment to further economic
reforms, as well as the global situation
according to the CIA World Factbook.
At the Economic Times Global Summit
in January 2015, Modi stated that “India
is a 2 trillion dollar economy today. Can
we not dream of an India with a 20 trillion dollar economy?” Since then, he has
continued to outline several aspects of
his policy plans, many of which should
benefit investors in order to move India
forward in a positive way.
Reforms
India’s struggle for success is filled
with externalities that continue to
delay advancement. According to the
Organisation for Economic Co-operation
and Development, investment failed to
rebound in 2014, reflecting poor infrastructure and delays in administrative
procedures. However, the outlook for
India’s long-term growth is moderately
positive due to a young population, corresponding low dependency ratio, and
healthy savings and investment rates.
Moreover, the Indian government has
taken steps to deregulate the coal sector, taken measures to improve the
business environment, and opened up
new sectors—which include construction, rail, and insurance—to foreign
direct investment (FDI). These initiatives will help economic growth remain

SBA annual summary 43

2,660
Emerging Markets Votes

2) Foreign Direct
Investment: The
government
has allowed 100
percent FDI in
all the sectors
except Space,
Defense, and
News Media.

3) Intellectual
Property Facts
(IPR): India is
undertaking an
examination of
its current IPR
environment, by
developing a National IPR Policy to
provide more clarity for stakeholders.
The government plans to improve and
protect the intellectual property rights
of innovators and creators by upgrading infrastructure and using state-ofthe-art technology.

The total number of proxy votes cast in countries
designated as “emerging,” such as India, China, Mexico,
and Turkey.

high in conjunction with investment
in the “Made in India” initiative that
should boost corporate investment. In
addition, many of the reforms directly
impact the day-to-day lives of the populace as the government moves away
from the populist approach of previous administrations that used handouts to win over different groups and
generate voter support.
The combination of these actions indicate a shift in political thinking in a
country governed for most of its postindependence history by the Congress
party, which in the past decade
expanded entitlements for the poor
and farmers. As Modi travels the world,
he speaks to the new way of thinking and reforms in order to bolster
support for his actions. Modi’s ideas
and comments have gained traction,
one of which is his mantra on the job
of government. His fiery statement
of Minimum Government Maximum
Governance caught on with investors
over the past year because India’s government is notorious for being complex and slow. A few of the top reforms
are highlighted:
1) New Initiatives are intended to
improve the ease of doing business
in India, which includes increasing the
speed with which protocols are met
and transparency is increased:
Environmental clearances can be
•
sought online,
Validity of industrial license is
•
extended to three years,
•
Paper registers are replaced by
electronic registers by businesses.

4) National Manufacturing:
•
Increase the share of manufacturing in the country’s Gross
Domestic Product (GDP) from
about 16 percent to 25 percent
by 2022 and create 100 million
additional jobs.
Create appropriate skill sets
•
among rural migrants and the
urban poor for inclusive growth.
Increase the domestic value addi•
tion and technological depth in
manufacturing.
Enhance the global competitive•
ness of the Indian manufacturing
sector
Ensure sustainability of growth,
•
particularly with regard to environmental changes.
GDP & Population Growth
The bullish indicator for investors is
India’s current GDP and population
growth forecasts. As reforms take
place, the economic factors should
increase levels of investment and
return on investment. And those
that invest early should reap healthy
returns over the next few years. Modi
stresses the point that “India has three
D’s: democracy, demographic dividend, and demand. No other country
in the world has all these three things.”

Despite this advantage, some investors
are still cautious because governance
factors in India need further improvements, and a fear remains that many
of his reforms may get lost in political
posturing. The International Monetary
Fund (IMF) supports Modi’s view and
IMF chief, Christine Lagarde, has stated
that “the Indian economy, whose size
is $2 trillion as of now, is poised to
overtake the combined GDP of Japan
and Germany in the next four years
on the back of recent policy reforms
and improved business confidence in
the country,” which has given investors
more faith in the future of India.
Key Issues in 2015
The 2015 season saw significant
changes in corporate governance
practices in India, primarily due to
implementation of the new Companies
Act in 2013. Many of the requirements
of the Act took effect on April 1, 2014,
and during this season of annual general meetings, companies continued
to evolve with increased governance.
According to PwC, the Act introduced
significant changes in the provisions
related to governance, e-management,
compliance and enforcement, disclosure norms, auditors, and mergers and
acquisitions. In addition, new concepts
such as one-person company, small
companies, dormant company, class
action suits, registered valuers, and
corporate social responsibility have
been included in the Act. According
to ISS, notable regulatory compliance
resolutions in the 2015 proxy season
are as follows:
Appointment of independent
•
directors for a fixed term.
•
Appointment of cost auditors.
•
Approval of borrowing powers and
pledging of assets for debt to be
passed by special resolution.
Issuance of debentures.
•
•
Adoption of new articles of association and amendments to existing articles.
Approval of material related party
•
transactions.
SBA Votes: India
The Indian proxy season began in
June and peaked in September. SBA
staff noticed several key changes in
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voting by market classification
trailing twelve months as of June 30, 2015

72+27+1A
Indian proxies during the season and
according to ISS, significant regulatory
reforms also increased shareowner
activism beginning in 2014. Investors
were quick to engage and shareowner
engagements made 2014 a milestone
year for better corporate governance
in India. Issuer engagements continued in 2015, and one notable lauded
improvement in India of past engagements is electronic voting. The implementation of the Act mandated this
style of voting, which in turn, mandated poll voting and encouraged more
shareowners to participate in AGMs
and exercise their voting rights. Until
recently, voting by show of hands
was still the norm in India, and shares
voted through proxy were often not
counted at the meeting. This new
form of electronic voting empowers
minority shareowners to have greater
influence on corporate affairs and
motivates shareowner accountability
in the company’s business affairs.
UNITED KINGDOM
After a tumultuous 2014 proxy season filled with corporate scandals, the
United Kingdom’s (UK) 2015 season
was relatively reticent. On the heels
of scandals, activists and shareowners saw room for more regulation. Of
notable mention, accounting mishaps
at Tesco—the largest supermarket
retailer in the UK—perpetuated the

71.7%
27.6%
0.7.%

Percentage of all votes cast in developed markets.

Percentage of all votes cast in emerging markets.

Percentage of of all votes cast in frontier markets.

demands of shareowners for more
responsibility and accountability. As
a result, reforms in Britain and the
European Union have forced companies to switch their auditor every few
years after some firms kept the same
auditor for decades, raising questions
about independence. Tesco’s relationship with PwC was among the longest
that any company in the UK benchmark FTSE 100 Index has had with the
same auditor. The median tenure is
13 years, according to data compiled
by Bloomberg.
Key Issue in 2015
During the 2015 season, one of the
most commonly contested resolutions was the proposal to allow
companies to call EGMs on 14 days’
notice. Shareowners also voiced concerns regarding the authority to issue
shares with and without pre-emptive
rights and resolutions on remuneration and remuneration policy, though
the majority of these resolutions
passed. Below are additional concerns of shareowners during the 2015
proxy season:
Committee Independence
•
•
Board Independence
•
Overboarding
•
Related Party Transactions
•
Poor Attendance
•
Excessive Non-audit Fees
•
No-Committee/Committee Size

On the ESG front, the UK still leads the
way; however, European shareholder
proposals remain solidly focused on
governance and compensation issues
according to ISS. Environmental and
social issues tend to be discussed
through open engagement with
stakeholders outside of the general
meeting.
TAIWAN
Taiwan held the majority—about 95
percent—of Annual General Meetings
of issuers in the month of June. Of
notable mention, institutional investors saw increased disclosures and
positive steps in corporate governance.
Environmental Social
Governance (ESG)
Taiwanese-based companies have
had concerning ESG issues over the
years and although some improvements are have been made, companies still face lawsuits and pressure
from shareowners. On April 16, 2015,
the Taipei District Court found in favor
of former employees of Radio Corp of
America (RCA) in a 10-year legal battle
over what has been called the worst
industrial disaster in Taiwan’s history.
According to the Asian Corporate
Governance Association (ACGA), RCA
built its factory for manufacturing
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television parts in Taoyuan in 1969,
employing thousands and churning
out parts for up to 6,000 TV sets
a day. The company dug wells illegally and discharged toxic waste, contaminating the soil and groundwater
used by workers and nearby residents. The Environmental Protection
Administration found the contamination in 1998, and designated the facility
a site of “permanent contamination.” In
the 12 years from 1992 to 2004, more
than 1,300 of RCA’s former employees
were diagnosed with cancer, and 221
died.
The ACGA also acknowledged that this
case is a first for Taiwan. It is similar
to a class-action lawsuit and resulted
from new provisions allowing group litigation under Article 44-1 of the Code
Issue of Civil Procedures. This provision allows a charitable organization to
file a collective lawsuit in the name of a
large number of plaintiffs if the public
interest is at stake.
Appeal on Water Pollution
On September 29, 2015, the Taiwan
High Court in Kaohsiung found all
five defendants not guilty of discharging wastewater in 2013 from a plant

belonging to Advanced Semiconductor
Engineering (ASE). The court stated
that the appropriate law that would
apply was the Water Pollution Control
Act, but because the regulations were
only amended in 2015, and the discharge of toxic wastewater at the K7
plant took place in 2013, they could not
be applied retroactively. Both RCA and
ASE highlight ongoing ESG issues in
Taiwan that continue to erode shareholder value. Nevertheless, investors
can expect more cases in Taiwan in
the future.
Regulatory Update
Pursuant to Article 47 of the Operating
Rules of the Taiwan Stock Exchange
Corp (TWSE), all listed companies in the
food processing, financial and chemical sectors are required to produce an
annual report on their corporate social
responsibilities (CSR) beginning in
2015. In addition, the mandate applies
to companies with over 50 percent of
total revenue from food and beverage
businesses and large enterprises with
paid-in capital of no less than 10 billion
New Taiwan Dollars (approximately
$310 million). This development made
Taiwan the first market in Asia Pacific
to impose mandatory CSR reporting

in adherence to the internationally
recognized Global Reporting Initiative
(GRI) G4 principles.
Other regulatory updates include the
Financial Supervisory Commission
moving ahead with requiring companies to establish independent directors by 2017 and establish audit committees by 2019. In addition, shareholders saw an improvement in voting
procedures with mandatory adoption
of e-voting for medium to large companies and wider adoption of the nomination election system.
SBA Votes: Taiwan
During the 2015 proxy season, staff
reviewed both qualitative and quantitative research and analyses to vote
on several of the common resolutions
below:
Approval of business operations
•
reports and financial statements.
Amendments to articles of asso•
ciation or other company bylaws.
Capital raising requests.
•
Election of directors and supervi•
sors.
Release of restrictions on com•
petitive activities of directors.
Equity-based compensation
•

Average % of all meetings with one or more votes against
management recommendations

65% 77% 67% 70%
DEVELOPED
MARKETS

EMERGING
MARKETS

FRONTIER
MARKETS

OTHER
MARKETS
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Merger, consolidation, or splnoff.

•
•

SOUTH KOREA
The Republic of Korea (ROK), better known as South Korea, is known
for sharing one of the world’s most
heavily militarized borders with North
Korea. Korea, an advanced economy,
is still fighting for its place on the global stage. Park Geun-hye, became the
18th president and first female leader
in 2013 and is rapidly taking actions
to improve Korea locally and globally.
Her vision, “A new era of hope” features administrative priorities such as
achieving “economic revival,” “happiness for the people,” “cultural renaissance,” and laying the “foundation for
peaceful unification.”

•

•

According to the CIA World Factbook,
South Korea over the past four
decades has demonstrated incredible
economic growth and global integration to become a high-tech industrialized economy. In the 1960s, GDP per
capita was comparable with levels in
the poorer countries of Africa and
Asia. In 2004, South Korea joined the
trillion-dollar club of world economies. A system of close government
and business ties, including directed
credit and import restrictions, initially
made this success possible. Today,
South Korea’s GDP is approximately
$1.4 trillion with a population of over
50 million people, according to the
World Bank. These numbers send a
strong signal to investors that value
creation may be on the rise and South
Korea is a place to invest.
Korean Proxy Season
Korean proxy season is one of the most
highly concentrated seasons globally.
The season begins in February and
typically runs through March. Ninetyeight percent of all listed companies
in Korea held their AGMs in March
this year—a historic high in monthly
AGM concentration—according to
ISS. Shareowners faced the following
routine resolutions faced during the
2015 Korea proxy season:

•
•
•

Approval of Financial Statements.
Amendment of Articles of
Incorporation.
Inside Director/Outside Director
Elections.
Election of Audit Committee
Members.
Approval of Total Remuneration
of Inside and Outside Directors.
Approval of Remuneration Cap of
Internal Auditors.

Key Issues
There are several large publicly-traded companies in South Korea, some
of which investors have contentions
regarding governance practices. One
issue is “shadow voting”. The Financial
Investment Services and Capital
Markets Act was amended in 2013
to abolish shadow voting, effective
January 1, 2015, allowing companies
a two-year grace period. According
to ISS, due to heavy opposition from
companies and trade organizations,
the grace period was extended for
another three years, until Dec. 31,
2017, for the election or removal of
internal auditors and audit committee
members contingent on: 1) company
adoption of electronic voting; and 2)
the company soliciting proxy votes
from all shareholders.
In a move to boost its sluggish
economy, the Korean government
introduced a temporary regulation
designed to tax “excessive” corporate
cash reserves. The proposal was submitted to the National Assembly in
September 2014 and quickly ratified
in December 2014. It was effective for
the 2015 fiscal year and is applicable
up to the end of the 2017 fiscal year.
Many investors and market observers
anticipated that the new law would
spur higher dividend payouts from
Korean companies. According to the
Korea Stock Exchange, 714 Korean
companies declared cash dividends
in 2015, with an aggregate payout
amount of KRW 14.14 trillion, a 29.3%
increase from the previous year.

Introduction of a Governance
Code
On November 20, 2014, the Financial
Services Committee introduced
“The Corporate Governance Code
for Financial Institutions” (Code) to
provide guidelines on recommended corporate governance practices.
According to ISS, the code is applicable to 118 large financial institutions in Korea, effective December 10,
2014, on a comply-or-explain basis.
Below are some of the code’s core
features:
Strengthen diversity and exper•
tise of the board.
•
Establish detailed CEO succession plan.
•
Rationalize pay structure.
•
Introduction of “corporate governance annual report”.
•
Application of “comply-or-explain”
principle.
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JAPAN

1,182
INDIA

455
UNITED KINGDOM

435
TAIWAN

430
SOUTH KOREA

349

Percent increase in the
number of total individual
ballot items since 2014.

A total of 1,182 meetings were voted in Japan, with almost 78 percent
of all ballot items supporting management-recommended items.

A total of 455 meetings were voted in India, with close to 32 percent
of all ballot items opposing management-recommended items, one of
the highest levels among all emerging markets.

A total of 435 meetings were voted in the UK, with only a little over
15 percent of all ballot items opposing management-recommended
items, about 7 percent lower levels of dissent compared to the United
States.
A total of 430 meetings were voted in Taiwan, with less than 10
percent of all ballot items opposing management-recommended
items, one of the lowest levels of any voted country.

A total of 349 meetings were voted in South Korea, with over 33
percent of all ballot items opposing management-recommended
items, another one of the highest levels among all emerging markets.

7.4%

Percent increase in the
number of total proxy
votes since 2014.

2.6%
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SBA global VOTING STATISTICS - by ballot category
FISCAL YEAR 2015 (JULY 1, 2014 - JUNE 30, 2015)
CATEGORY DESCRIPTION

FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

84.6%

15.4%

0.0%

84.6%

15.4%

*Includes vote withholds, where applicable.
**Did Not Vote (DNV) due to shareblocking or other market-specific issues
Antitakeover Related
Adopt, Renew or Amend NOL Rights Plan (NOL Pill)
Adopt,Renew or Amend Shareholder Rights Plan (Poison Pill)

23.7%

75.3%

1.1%

23.7%

75.3%

Add Antitakeover Provision(s)

12.5%

75.0%

12.5%

25.0%

62.5%

Adjourn Meeting

92.5%

5.3%

2.1%

93.0%

4.8%

Adopt Double Voting Rights for Long-Term Shareholders

0.0%

100.0%

0.0%

0.0%

100.0%

Adopt/Increase Supermajority Vote Requirement for Amendments

0.0%

100.0%

0.0%

0.0%

100.0%

Amend Articles/Charter Governance-Related

80.0%

20.0%

0.0%

80.0%

20.0%

Amend Right to Call Special Meeting

50.0%

50.0%

0.0%

50.0%

50.0%

Approve Control Share Acquisition

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Modification in Share Ownership Disclosure Threshold

20.0%

80.0%

0.0%

20.0%

80.0%

Approve/Amend Stock Ownership Limitations

100.0%

0.0%

0.0%

100.0%

0.0%

Authorize Share Issuance/Tender Offer/Share Exchange

0.0%

100.0%

0.0%

0.0%

100.0%

Authorize Share Repurchase/Tender Offer/Share Exchange

0.0%

100.0%

0.0%

0.0%

100.0%

Authorize the Company to Call EGM with Two Weeks Notice

0.6%

98.7%

0.6%

0.6%

98.7%

Authorize use of Capital/Tender Offer/Share Exchange

0.0%

100.0%

0.0%

0.0%

100.0%

Company-Specific--Organization-Related

0.0%

100.0%

0.0%

0.0%

100.0%

Permit Board to Amend Bylaws Without Shareholder Consent

0.0%

100.0%

0.0%

0.0%

100.0%

Provide Right to Act by Written Consent

100.0%

0.0%

0.0%

100.0%

0.0%

Provide Right to Call Special Meeting

86.7%

6.7%

6.7%

86.7%

6.7%

Reduce Supermajority Vote Requirement

94.1%

0.0%

5.9%

94.1%

0.0%

Remove Antitakeover Provisions

100.0%

0.0%

0.0%

100.0%

0.0%

Remove Double-Voting Rights for Long-Term Shareholders

100.0%

0.0%

0.0%

97.1%

2.9%

Renew Partial Takeover Provision

100.0%

0.0%

0.0%

100.0%

0.0%

Require Advance Notice for Shareholder Proposals/Nominations

60.0%

40.0%

0.0%

60.0%

40.0%

Rescind Fair Price Provision

100.0%

0.0%

0.0%

100.0%

0.0%

Totals for Antitakeover Related :

42.8%

55.8%

1.4%

42.9%

55.7%

Adopt/Amend Dividend Reinvestment Plan

100.0%

0.0%

0.0%

100.0%

0.0%

Capitalization

Amend Articles/Charter Equity-Related

75.6%

21.8%

1.3%

75.6%

23.1%

Amend Articles/Charter to Reflect Changes in Capital

94.1%

5.9%

0.0%

94.1%

5.9%

Amend Votes Per Share of Existing Stock

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Cancellation of Capital Authorization

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Capital Raising

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Change-of-Control Clause

35.7%

64.3%

0.0%

35.7%

64.3%

Approve Increase in Borrowing Powers

94.5%

5.5%

0.0%

94.5%

5.5%

Approve Increase in Limit on Foreign Shareholdings

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Issuance of Equity with or without Preemptive Rights

49.6%

50.4%

0.0%

49.6%

50.4%

Approve Issuance of Equity without Preemptive Rights

54.7%

42.7%

2.5%

54.7%

42.8%

Approve Issuance of Securities Convertible into Debt

100.0%

0.0%

0.0%

100.0%

0.0%
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FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

Approve Issuance of Shares Below Net Asset Value (NAV)

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Issuance of Shares for a Private Placement

80.6%

18.9%

0.5%

80.6%

18.9%

Approve Issuance of Warrants/Bonds with Preemptive Rights

83.3%

16.7%

0.0%

83.3%

16.7%

Approve Issuance of Warrants/Bonds without Preemptive Rights

63.4%

34.1%

2.4%

63.4%

34.1%

CATEGORY DESCRIPTION

Approve Issuance of Warrants/Convertible Debentures

94.1%

5.1%

0.8%

94.1%

5.1%

Approve Reduction in Share Capital

96.9%

0.4%

2.6%

96.9%

0.4%

Approve Reduction/Cancellation of Share Premium Account

90.5%

4.8%

4.8%

95.2%

0.0%

Approve Reverse Stock Split

88.1%

10.2%

1.7%

88.1%

10.2%

Approve Shares for Private Placement to Director/Executive

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Stock Split

91.1%

6.7%

2.2%

91.1%

6.7%

Approve Tender Offer

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Use of Proceeds from Fund Raising Activities

84.2%

13.9%

0.0%

84.2%

15.8%

Approve/Amend Conversion of Securities

77.8%

16.7%

5.6%

77.8%

16.7%

Approve/Amend Securities Transfer Restrictions

100.0%

0.0%

0.0%

100.0%

0.0%

Authorize Board to Increase Capital

36.0%

64.0%

0.0%

36.0%

64.0%

Authorize Capital Increase for Future Share Exchange Offers

38.7%

61.3%

0.0%

38.7%

61.3%

Authorize Capital Increase of up to 10 Percent

47.3%

52.7%

0.0%

47.3%

52.7%

Authorize Company Subsidiary to Purchase Shares in Parent

100.0%

0.0%

0.0%

100.0%

0.0%

Authorize Directed Share Repurchase Program

100.0%

0.0%

0.0%

100.0%

0.0%

Authorize Issuance of Bonds/Debentures

81.9%

17.3%

0.4%

81.9%

17.7%

Authorize Issuance of Equity (Subsidiary’s Securities)

50.0%

50.0%

0.0%

50.0%

50.0%

Authorize Issuance of Equity with Preemptive Rights

89.6%

9.5%

0.7%

89.6%

9.7%

Authorize Management Board to Set Issue Price for 10 Percent

23.7%

76.3%

0.0%

23.7%

76.3%

Authorize New Class of Preferred Stock

40.0%

55.0%

5.0%

40.0%

55.0%

Authorize Reissuance of Repurchased Shares

11.3%

88.5%

0.2%

11.3%

88.5%

Authorize Share Repurchase Program

92.6%

6.2%

1.2%

92.6%

6.3%

Authorize Share Repurchase Program/Cancellation of Shares

70.0%

0.0%

30.0%

70.0%

0.0%

Authorize Share Repurchase Program/Reissuance of Shares

66.7%

17.5%

15.3%

66.7%

18.1%

Authorize Use of Financial Derivatives

76.2%

23.8%

0.0%

76.2%

23.8%

Authorize a New Class of Common Stock

54.5%

36.4%

9.1%

54.5%

36.4%

Capitalize Reserves for Bonus Issue/Increase in Par Value

92.5%

6.7%

0.8%

92.5%

6.7%

Company Specific - Equity Related

79.7%

19.5%

0.8%

79.7%

19.5%

Eliminate Class of Common Stock

100.0%

0.0%

0.0%

100.0%

0.0%

Eliminate Class of Preferred Stock

100.0%

0.0%

0.0%

100.0%

0.0%

Eliminate Preemptive Rights

90.8%

9.2%

0.0%

90.8%

9.2%

Eliminate/Adjust Par Value of Stock

100.0%

0.0%

0.0%

100.0%

0.0%

Increase Authorized Common Stock

76.5%

22.9%

0.6%

76.5%

22.9%

Increase Authorized Preferred Stock

50.0%

50.0%

0.0%

50.0%

50.0%

Increase Authorized Preferred and Common Stock

63.6%

27.3%

9.1%

63.6%

27.3%

Increase Authorized Stock and Issue Equity or Equity-linked

0.0%

100.0%

0.0%

0.0%

100.0%

Ratify Past Issuance of Shares

92.9%

3.6%

0.0%

92.9%

7.1%

Reduce Authorized Common and/or Preferred Stock

100.0%

0.0%

0.0%

100.0%

0.0%

Set Limit for Capital Increases

87.2%

12.8%

0.0%

87.2%

12.8%

Totals for Capitalization :

73.7%

24.6%

1.6%

73.7%

24.7%

50 corporate governance 2015

CATEGORY DESCRIPTION

FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

Directors Related
Adopt Majority Voting for Uncontested Election of Directors

97.1%

0.0%

2.9%

97.1%

0.0%

Adopt or Amend Board Powers/Procedures/Qualifications

70.0%

30.0%

0.0%

70.0%

30.0%

Adopt/Amend Nomination Procedures for the Board

99.4%

0.6%

0.0%

99.4%

0.6%

Allow Board to Appoint Directors between Annual Meetings

50.0%

50.0%

0.0%

50.0%

50.0%

Allow Directors to Engage in Commercial Transactions

39.6%

60.4%

0.0%

39.6%

60.4%

Amend Articles Board-Related

84.9%

14.1%

1.0%

84.9%

14.1%

Amend Quorum Requirements

100.0%

0.0%

0.0%

100.0%

0.0%

Announce Vacancies on the Board

100.0%

0.0%

0.0%

100.0%

0.0%

Appoint Alternate Internal Statutory Auditor(s)

68.1%

31.9%

0.0%

68.1%

31.9%

Appoint Internal Statutory Auditors

52.9%

47.0%

0.1%

52.9%

47.0%

Appoint Internal Statutory Auditors (Bundled)

31.0%

62.1%

3.4%

31.0%

65.5%

Approve Decrease in Size of Board

62.5%

37.5%

0.0%

62.5%

37.5%

Approve Director/Officer Liability and Indemnification

70.1%

25.4%

4.5%

70.1%

25.4%

Approve Discharge of Auditors

98.3%

1.7%

0.0%

98.3%

1.7%

Approve Discharge of Board and President

91.3%

4.4%

4.2%

91.3%

4.4%

Approve Discharge of Directors and Auditors

97.1%

2.9%

0.0%

97.1%

2.9%

Approve Discharge of Management Board

95.1%

2.4%

2.3%

95.1%

2.6%

Approve Discharge of Management and Supervisory Board

89.7%

6.9%

3.4%

89.7%

6.9%

Approve Discharge of Supervisory Board

96.1%

3.8%

0.0%

96.3%

3.7%

Approve Executive Appointment

80.5%

19.5%

0.0%

80.5%

19.5%

Approve Increase in Size of Board

96.7%

3.3%

0.0%

96.7%

3.3%

Approve Remuneration of Directors and/or Committee Members

83.6%

11.5%

4.8%

83.6%

11.6%

Approve/Amend Regulations on Board of Directors

93.0%

7.0%

0.0%

93.0%

7.0%

Approve/Amend Regulations on Management

100.0%

0.0%

0.0%

100.0%

0.0%

Authorize Board Chairman to Serve as CEO

50.0%

50.0%

0.0%

50.0%

50.0%

Authorize Board to Fill Vacancies

50.0%

0.0%

50.0%

50.0%

0.0%

Authorize Board to Fix Remuneration (Statutory Auditor)

81.5%

17.2%

0.6%

81.5%

17.8%

Change Company Name

100.0%

0.0%

0.0%

100.0%

0.0%

0.0%

100.0%

0.0%

0.0%

100.0%

Company Specific--Board-Related

60.7%

38.1%

1.2%

76.2%

22.6%

Declassify the Board of Directors

100.0%

0.0%

0.0%

100.0%

0.0%

Deliberations on Possible Legal Action Against Directors/(In

0.0%

85.7%

0.0%

100.0%

0.0%

Dismiss/Remove Director(s)/Auditor(s) (Non-contentious)

89.5%

7.9%

2.6%

89.5%

7.9%

Dismiss/Remove Directors (Contentious)

63.2%

36.8%

0.0%

63.2%

36.8%

Elect Alternate/Deputy Directors

77.9%

22.1%

0.0%

77.9%

22.1%

Elect Board Chairman/Vice-Chairman

43.3%

36.5%

20.2%

44.2%

35.6%

Elect Board Representative for Holders of Savings Shares

100.0%

0.0%

0.0%

100.0%

0.0%

Classify the Board of Directors

Elect Board of Directors and Auditors

0.0%

100.0%

0.0%

0.0%

100.0%

Elect Company Clerk/Secretary

100.0%

0.0%

0.0%

100.0%

0.0%

Elect Director

75.1%

24.4%

0.4%

75.1%

24.5%

Elect Director (Cumulative Voting)

70.2%

28.6%

1.0%

77.3%

21.7%

Elect Director and Approve Director’s Remuneration

42.6%

57.4%

0.0%

42.6%

57.4%

Elect Directors (Bundled)

21.7%

72.6%

5.5%

21.7%

72.8%

Elect Directors (Bundled) and Approve Their Remuneration

10.0%

88.0%

0.0%

10.0%

90.0%
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FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

Elect Directors (Management Slate)

37.6%

3.2%

59.2%

38.2%

2.5%

CATEGORY DESCRIPTION
Elect Members and Deputy Members

57.4%

0.0%

41.6%

57.4%

1.0%

Elect Representative of Employee Shareholders to the Board

43.8%

56.3%

0.0%

75.0%

25.0%

Elect Subsidiary Director

98.5%

1.5%

0.0%

98.5%

1.5%

Elect Supervisory Board Member

63.4%

36.6%

0.0%

63.4%

36.6%

Elect Supervisory Board Members (Bundled)

8.0%

92.0%

0.0%

8.0%

92.0%

Eliminate Cumulative Voting

80.0%

20.0%

0.0%

80.0%

20.0%

Establish Range for Board Size

55.6%

44.4%

0.0%

55.6%

44.4%

Establish/Alter Mandatory Retirement Policy for Directors

50.0%

50.0%

0.0%

50.0%

50.0%

Fix Board Terms for Directors

100.0%

0.0%

0.0%

100.0%

0.0%

Fix Number of Directors and/or Auditors

89.7%

4.7%

5.6%

89.7%

4.7%

Fix Number of and Elect Directors

30.0%

70.0%

0.0%

40.0%

60.0%

Indicate Personal Interest in Proposed Agenda Item

3.7%

96.3%

0.0%

100.0%

0.0%

Indicate X as Independent Board Member

94.6%

5.4%

0.0%

94.6%

5.4%

Provide Proxy Access Right

38.5%

53.8%

7.7%

38.5%

53.8%

Totals for Directors Related :

74.0%

24.9%

1.0%

74.4%

24.6%

Advisory Vote on Golden Parachutes

18.6%

78.4%

2.9%

19.6%

77.5%

Advisory Vote on Say on Pay Frequency

0.0%

0.0%

0.0%

74.5%

25.5%

Amend Articles/Charter Compensation-Related

88.6%

11.4%

0.0%

88.6%

11.4%

Non-Salary Comp.

Amend Equity Compensation Plan (Italy)

0.0%

100.0%

0.0%

0.0%

100.0%

Amend Executive Share Option Plan

33.8%

65.0%

1.3%

33.8%

65.0%

Amend Non-Employee Director Omnibus Stock Plan

38.9%

61.1%

0.0%

38.9%

61.1%

Amend Non-Employee Director Restricted Stock Plan

14.3%

85.7%

0.0%

14.3%

85.7%

Amend Non-Employee Director Stock Option Plan

20.0%

80.0%

0.0%

20.0%

80.0%

Amend Non-Qualified Employee Stock Purchase Plan

0.0%

100.0%

0.0%

0.0%

100.0%

Amend Omnibus Stock Plan

17.7%

81.4%

0.9%

18.2%

80.9%

Amend Qualified Employee Stock Purchase Plan

91.4%

8.6%

0.0%

91.4%

8.6%

Amend Restricted Stock Plan

42.3%

57.7%

0.0%

42.3%

57.7%

Amend Share Appreciation Rights/Amend Phantom Option Plan

33.3%

66.7%

0.0%

33.3%

66.7%

Amend Terms of Outstanding Options

100.0%

0.0%

0.0%

100.0%

0.0%

Amend Terms of Severance Payments to Executives

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Alternative Equity Plan Financing

0.0%

81.8%

18.2%

0.0%

81.8%

Approve Annual Bonus Pay for Directors/Statutory Auditors

61.5%

38.5%

0.0%

61.5%

38.5%

Approve Bundled Remuneration Plans

46.4%

53.6%

0.0%

46.4%

53.6%

Approve Employee Share Ownership Trust

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Equity Compensation Plan (Italy)

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Equity Plan Financing

46.7%

25.3%

28.0%

46.7%

25.3%

Approve Executive Share Option Plan

24.4%

73.3%

2.2%

24.4%

73.3%

Approve Executive/Director Loans

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Increase Compensation Ceiling for Directors

92.4%

7.0%

0.6%

93.6%

5.7%

Approve Increase Compensation Ceiling for Directors/Auditors

89.7%

10.3%

0.0%

89.7%

10.3%

Approve Issuance of Warrants Reserved for Founders

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Non-Employee Director Omnibus Stock Plan

40.0%

60.0%

0.0%

40.0%

60.0%
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CATEGORY DESCRIPTION

FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

Approve Non-Employee Director Restricted Stock Plan

50.0%

33.3%

16.7%

50.0%

33.3%

Approve Non-Employee Director Stock Option Plan

33.3%

66.7%

0.0%

33.3%

66.7%

Approve Non-Qualified Employee Stock Purchase Plan

50.0%

50.0%

0.0%

50.0%

50.0%

Approve Omnibus Stock Plan

26.0%

73.7%

0.4%

26.0%

73.7%

Approve Outside Director Stock/Options in Lieu of Cash

75.0%

25.0%

0.0%

75.0%

25.0%

Approve Qualified Employee Stock Purchase Plan

57.6%

42.4%

0.0%

60.4%

39.6%

Approve Remuneration Policy

80.9%

18.7%

0.4%

80.9%

18.7%

Approve Remuneration Report

58.4%

39.0%

2.6%

58.6%

38.8%

Approve Remuneration of Directors

71.6%

26.6%

1.8%

71.6%

26.6%

Approve Repricing of Options

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Restricted Stock Plan

53.3%

44.6%

2.1%

53.3%

44.6%

Approve Retirement Bonuses for Directors

26.7%

73.3%

0.0%

26.7%

73.3%

Approve Retirement Bonuses for Directors/Statutory Auditors

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Retirement Bonuses for Statutory Auditors

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Share Appreciation Rights/ Phantom Option Plan

37.5%

50.0%

12.5%

37.5%

50.0%

Approve Share Plan Grant

64.8%

35.2%

0.0%

64.8%

35.2%

Approve Stock Option Plan Grants

16.0%

83.1%

0.0%

16.4%

83.6%

Approve Stock-for-Salary/Bonus Plan

91.7%

8.3%

0.0%

91.7%

8.3%

Approve Stock/Cash Award to Executive

47.1%

47.1%

5.9%

47.1%

47.1%

Approve or Amend Option Plan for Overseas Employees

62.5%

37.5%

0.0%

62.5%

37.5%

Approve or Amend Severance/Change-in-Control Agreements

44.2%

54.8%

1.0%

44.2%

54.8%

Approve/Amend All Employee Option Schemes

66.7%

33.3%

0.0%

66.7%

33.3%

Approve/Amend All Employee Share Schemes

100.0%

0.0%

0.0%

100.0%

0.0%

Approve/Amend Bonus Matching Plan

19.0%

76.2%

4.8%

19.0%

76.2%

Approve/Amend Deferred Share Bonus Plan

54.3%

45.7%

0.0%

54.3%

45.7%

Approve/Amend Employment Agreements

72.5%

27.5%

0.0%

72.5%

27.5%

Approve/Amend Executive Incentive Bonus Plan

63.1%

36.4%

0.5%

63.1%

36.4%

Approve/Amend Profit Sharing Plan

100.0%

0.0%

0.0%

100.0%

0.0%

Approve/Amend Retirement Plan

16.7%

83.3%

0.0%

16.7%

83.3%

Company-Specific Compensation-Related

44.7%

54.1%

1.2%

44.7%

54.1%

Fix Maximum Variable Compensation Ratio

77.3%

22.7%

0.0%

77.3%

22.7%

Grant Equity Award to Third Party

100.0%

0.0%

0.0%

100.0%

0.0%

Increase in Compensation Ceiling for Statutory Auditors

98.2%

1.8%

0.0%

98.2%

1.8%

Totals for Non-Salary Comp. :

53.4%

43.5%

1.9%

54.5%

43.6%

Bondholder Proposal

100.0%

0.0%

0.0%

100.0%

0.0%

Certification of Citizen Share Representation

33.3%

50.0%

0.0%

100.0%

0.0%

If you aIf you are X as defined in X, vote FOR. Otherwise,

0.0%

100.0%

0.0%

100.0%

0.0%

If you are a Senior Officer as defined in Section 37(D) of t

0.0%

100.0%

0.0%

100.0%

0.0%

Preferred/Bondholder

If you are an Institutional Investor as defined in Regulatio

100.0%

0.0%

0.0%

100.0%

0.0%

If you are an Interest Holder as defined in Section 1 of the

0.0%

100.0%

0.0%

100.0%

0.0%

If you do not fall under any of the categories mentioned und

0.0%

100.0%

0.0%

100.0%

0.0%

Private Company

55.6%

0.0%

22.2%

55.6%

22.2%

Totals for Preferred/Bondholder :

38.8%

58.5%

1.1%

97.9%

1.1%

SBA annual summary 53

CATEGORY DESCRIPTION

FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

90.0%

10.0%

0.0%

90.0%

10.0%

Reorg. and Mergers
Acquire Certain Assets of Another Company
Amend Articles to: (Japan)

95.8%

4.2%

0.0%

95.8%

4.2%

Amend Articles/Bylaws/Charter -- Organization-Related

92.7%

7.3%

0.0%

93.4%

6.6%

Approve Accounting Treatment of Merger

0.0%

100.0%

0.0%

0.0%

100.0%

Approve Affiliation Agreements with Subsidiaries

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Amendments to Lending Procedures and Caps

98.5%

1.5%

0.0%

98.5%

1.5%

Approve Exchange of Debt for Equity

90.9%

9.1%

0.0%

90.9%

9.1%

Approve Formation of Holding Company

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Investment in Another Company

55.6%

44.4%

0.0%

55.6%

44.4%

Approve Joint Venture Agreement

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Large-Scale Transaction with Right of Withdrawal

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Loan Agreement

43.2%

56.8%

0.0%

43.2%

56.8%

Approve Merger Agreement

94.0%

4.3%

1.7%

94.4%

3.9%

Approve Merger by Absorption

98.1%

1.9%

0.0%

98.1%

1.9%

Approve Plan of Liquidation

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Pledging of Assets for Debt

81.9%

18.1%

0.0%

81.9%

18.1%

Approve Public Offering of Shares in Subsidiary

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Recapitalization Plan

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Reorganization/Restructuring Plan

80.0%

10.0%

10.0%

80.0%

10.0%

Approve Sale of Company Assets

88.3%

10.9%

0.8%

88.3%

10.9%

Approve Scheme of Arrangement

97.0%

3.0%

0.0%

97.0%

3.0%

Approve Spin-Off Agreement

97.4%

0.0%

2.6%

97.4%

0.0%

Approve Transaction with a Related Party

88.2%

11.5%

0.3%

88.2%

11.5%

Approve/Amend Investment in Project

100.0%

0.0%

0.0%

100.0%

0.0%

Approve/Amend Investment or Operation Plan

100.0%

0.0%

0.0%

100.0%

0.0%

Approve/Amend Loan Guarantee to Subsidiary

83.2%

16.8%

0.0%

83.2%

16.8%

Black Economic Empowerment (BEE) Transactions (South Africa)

100.0%

0.0%

0.0%

100.0%

0.0%

Change Jurisdiction of Incorporation

58.8%

29.4%

11.8%

58.8%

29.4%

Change of Corporate Form

85.7%

14.3%

0.0%

85.7%

14.3%

Company Specific Organization Related

82.6%

11.6%

4.7%

82.6%

12.8%

Investment in Financial Products

66.7%

33.3%

0.0%

66.7%

33.3%

Issue Shares in Connection with Acquisition

87.7%

12.3%

0.0%

87.7%

12.3%

Waive Requirement for Mandatory Offer to All Shareholders

52.6%

47.4%

0.0%

52.6%

47.4%

Totals for Reorg. and Mergers :

88.9%

10.5%

0.5%

89.0%

10.5%

Accept Consolidated Financial Statements/Statutory Reports

95.4%

4.3%

0.3%

95.4%

4.3%

Accept Financial Statements and Statutory Reports

95.9%

2.6%

1.4%

95.9%

2.7%

Routine/Business

Acknowledge Proper Convening of Meeting

91.8%

0.0%

8.2%

91.8%

0.0%

Address Decline in Company’s NAV

100.0%

0.0%

0.0%

100.0%

0.0%

0.0%

100.0%

0.0%

0.0%

100.0%

Adopt Jurisdiction of Incorporation as Exclusive Forum

0.0%

100.0%

0.0%

0.0%

100.0%

Adopt New Articles of Association/Charter

52.0%

47.4%

0.0%

52.0%

48.0%

Adopt Fee Shifting Bylaws
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CATEGORY DESCRIPTION

FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

Allow Electronic Distribution of Company Communications

100.0%

0.0%

0.0%

100.0%

0.0%

Amend Articles/Bylaws/Charter -- Non-Routine

81.1%

17.2%

1.7%

81.1%

17.1%

Amend Articles/Bylaws/Charter -- Routine

94.0%

6.0%

0.0%

94.0%

6.0%

Amend Corporate Purpose

96.2%

3.8%

0.0%

96.2%

3.8%

Amend Investment Advisory Agreement

100.0%

0.0%

0.0%

100.0%

0.0%

Appoint Appraiser/Special Auditor/Liquidator

90.6%

0.0%

9.4%

90.6%

0.0%

Appoint Auditors and Deputy Auditors

84.6%

7.7%

7.7%

84.6%

7.7%

Appoint Censor(s)

13.3%

73.3%

13.3%

13.3%

73.3%

Appr Continuation - Canadian BCA

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Allocation of Income and Dividends

96.7%

1.6%

1.6%

96.7%

1.7%

Approve Auditors and their Remuneration

85.2%

13.8%

0.3%

85.2%

14.5%

Approve Change of Fundamental Investment Policy

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Charitable Donations

42.3%

52.6%

5.2%

42.3%

52.6%

Approve Company Membership in an Association/Organization

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Continuation of Company as Investment Trust

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Delisting of Shares from Stock Exchange

64.7%

35.3%

0.0%

64.7%

35.3%

Approve Dividend Distribution Policy

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Dividends

98.3%

0.7%

1.0%

98.3%

0.7%

Approve Financials/Income Allocation/Director Discharge

44.7%

49.1%

6.0%

44.7%

49.3%

Approve Investment and Financing Policy

58.8%

41.2%

0.0%

58.8%

41.2%

Approve Listing of Shares on a Secondary Exchange

90.0%

10.0%

0.0%

90.0%

10.0%

Approve Meeting Procedures

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Minutes of Previous Meeting

85.2%

0.0%

14.8%

85.2%

0.0%

Approve Political Donations

99.3%

0.7%

0.0%

99.3%

0.7%

Approve Provision for Asset Impairment

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Provisionary Budget and Strategy for Fiscal Year

97.5%

2.5%

0.0%

97.5%

2.5%

Approve Publication of Information in English

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Record Date

100.0%

0.0%

0.0%

100.0%

0.0%

Approve Remuneration of Directors and Auditors

73.9%

13.6%

12.5%

73.9%

13.6%

Approve Remuneration of Members of Audit Commission

75.0%

25.0%

0.0%

75.0%

25.0%

Approve Special Auditors Report

61.1%

38.2%

0.7%

61.1%

38.2%

Approve Special/Interim Dividends

95.7%

2.2%

2.2%

95.7%

2.2%

Approve Standard Accounting Transfers

95.1%

2.4%

2.4%

95.1%

2.4%

Approve Stock Dividend Program

98.4%

1.6%

0.0%

98.4%

1.6%

Approve Treatment of Net Loss

94.3%

0.0%

5.7%

94.3%

0.0%

Approve/Amend Regulations on Audit Commission

100.0%

0.0%

0.0%

100.0%

0.0%

Approve/Amend Regulations on General Meetings

93.8%

6.0%

0.3%

93.8%

6.0%

Authorize Board to Fix Remuneration of External Auditor(s)

88.6%

5.2%

6.3%

88.6%

5.2%

Authorize Board to Ratify and Execute Approved Resolutions

88.4%

11.3%

0.3%

88.4%

11.3%

Authorize Filing of Required Documents/Other Formalities

99.5%

0.0%

0.5%

99.5%

0.0%

Call the Meeting to Order

100.0%

0.0%

0.0%

100.0%

0.0%

Change Company Name

98.8%

1.2%

0.0%

98.8%

1.2%

Change Date/Location of Annual Meeting

100.0%

0.0%

0.0%

100.0%

0.0%

Change Fiscal Year End

100.0%

0.0%

0.0%

100.0%

0.0%

Change Location of Registered Office/Headquarters

92.6%

7.4%

0.0%

92.6%

7.4%
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FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

Close Meeting

100.0%

0.0%

0.0%

100.0%

0.0%

Designate Inspector of Mtg Minutes

88.7%

0.0%

11.3%

88.7%

0.0%

Designate Newspaper to Publish Meeting Announcements

100.0%

0.0%

0.0%

100.0%

0.0%

Designate Risk Assessment Companies

50.0%

41.7%

0.0%

50.0%

50.0%

Designate X as Independent Proxy

89.8%

0.0%

10.2%

89.8%

0.0%

Discussion on Company’s Corporate Governance Structure

40.0%

15.0%

45.0%

40.0%

15.0%

Elect Chairman of Meeting

79.9%

0.5%

19.6%

79.9%

0.5%

Elect Member(s) of X Committee

48.0%

12.0%

40.0%

48.0%

12.0%

Elect Members of Audit Committee

73.2%

26.8%

0.0%

73.2%

26.8%

Elect Members of Nominating Committee

38.1%

13.4%

48.5%

38.1%

13.4%

Elect Members of Remuneration Committee

65.9%

23.9%

10.2%

65.9%

23.9%

Miscellaneous Proposal: Company-Specific

81.4%

15.0%

2.1%

81.4%

16.4%

Open Meeting

100.0%

0.0%

0.0%

100.0%

0.0%

Other Business

0.0%

95.0%

4.7%

0.6%

94.7%

Prepare and Approve List of Shareholders

91.0%

0.0%

9.0%

91.0%

0.0%

Ratify Alternate Auditor

92.0%

8.0%

0.0%

92.0%

8.0%

Ratify Auditors

92.4%

6.2%

1.1%

92.4%

6.4%

Receive Financial Statements and Statutory Reports

100.0%

0.0%

0.0%

100.0%

0.0%

Receive/Approve Report/Announcement

87.3%

9.1%

3.6%

87.3%

9.1%

Receive/Approve Special Report

57.1%

28.6%

14.3%

57.1%

28.6%

Reimburse Proxy Contest Expenses

100.0%

0.0%

0.0%

100.0%

0.0%

Transact Other Business (Non-Voting)

100.0%

0.0%

0.0%

100.0%

0.0%

Totals for Routine/Business :

87.1%

9.9%

2.8%

87.2%

10.1%

Adopt Anti Gross-up Policy

100.0%

0.0%

0.0%

0.0%

100.0%

Approve Report of the Compensation Committee

100.0%

0.0%

0.0%

0.0%

100.0%

Claw-back Compensation in Specified Circumstances

82.4%

17.6%

0.0%

29.4%

70.6%

SH-Compensation

Company-Specific--Compensation-Related

72.1%

27.9%

0.0%

80.3%

19.7%

Increase Disclosure of Executive Compensation

80.0%

20.0%

0.0%

20.0%

80.0%

Limit Executive Compensation

0.0%

100.0%

0.0%

100.0%

0.0%

Limit/Prohibit Accelerated Vesting of Awards

96.9%

3.1%

0.0%

3.1%

96.9%

Link Executive Pay to Social Criteria

0.0%

100.0%

0.0%

100.0%

0.0%

Non-Employee Director Compensation

0.0%

100.0%

0.0%

100.0%

0.0%

100.0%

0.0%

0.0%

0.0%

100.0%

Report on Pay Disparity

Performance-Based and/or Time-Based Equity Awards

0.0%

100.0%

0.0%

100.0%

0.0%

Stock Retention/Holding Period

86.7%

13.3%

0.0%

13.3%

86.7%

Submit SERP to Shareholder Vote

100.0%

0.0%

0.0%

0.0%

100.0%

Totals for SH-Compensation :

75.8%

24.2%

0.0%

46.4%

53.6%

Amend Articles/Charter Equity-Related

0.0%

100.0%

0.0%

100.0%

0.0%

Approve Recapitalization Plan for all Stock to Have One-vote

78.6%

21.4%

0.0%

35.7%

64.3%

Company-Specific--Governance-Related

47.6%

23.8%

28.6%

61.9%

9.5%

Eliminate Discretionary Voting of Unmarked Proxies

0.0%

100.0%

0.0%

100.0%

0.0%

SH-Corp Governance
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CATEGORY DESCRIPTION

FOR

Eliminate/Restrict Severance Agreements (Change-in-Control)
Initiate Share Repurchase Program
Miscellaneous -- Equity Related

WITH
MRV

AGAINST MRV

40.0%

0.0%

60.0%

0.0%

100.0%

0.0%

0.0%

89.4%

10.6%

60.0%

0.0%

60.0%

40.0%

0.0%

0.0%

9.1%

90.9%

0.0%

0.0%

0.0%

100.0%

AGAINST*

DNV**

20.0%

40.0%

0.0%

100.0%

63.8%

36.2%

Provide for Confidential Vote Tally

40.0%

Reduce Supermajority Vote Requirement

100.0%

Reincorporate in Another State

100.0%

Remove Antitakeover Provisions

83.3%

16.7%

0.0%

16.7%

83.3%

Submit Severance Agreement to Shareholder Vote

80.0%

20.0%

0.0%

20.0%

80.0%

Submit Shareholder Rights Plan to Shareholder Vote

57.1%

14.3%

28.6%

57.1%

14.3%

Totals for SH-Corp Governance :

59.6%

33.1%

7.4%

60.3%

32.4%

Adopt Proxy Access Right

98.9%

1.1%

0.0%

4.6%

95.4%

Amend Articles Board-Related

33.3%

66.7%

0.0%

100.0%

0.0%

SH-Dirs’ Related

Amend Articles/Bylaws/Charter - Call Special Meetings

91.3%

4.3%

4.3%

17.4%

78.3%

Amend Vote Requirements to Amend Articles/Bylaws/Charter

83.3%

0.0%

16.7%

33.3%

50.0%

Appoint Alternate Internal Statutory Auditor(s)

49.3%

24.7%

26.0%

74.0%

0.0%

Appoint Preferred Stock Internal Statutory Auditor(s) [and A

28.6%

67.9%

3.6%

96.4%

0.0%

Auditor Rotation

0.0%

100.0%

0.0%

100.0%

0.0%

Board Diversity

37.5%

62.5%

0.0%

75.0%

25.0%

Change Size of Board of Directors

62.5%

37.5%

0.0%

100.0%

0.0%

Company-Specific Board-Related

43.8%

53.1%

3.1%

81.3%

15.6%

Declassify the Board of Directors

100.0%

0.0%

0.0%

15.4%

84.6%

Deliberations on Possible Legal Action Against Directors/(In

100.0%

0.0%

0.0%

0.0%

100.0%

Elect Director (Cumulative Voting)

17.6%

78.8%

3.4%

95.6%

1.0%

Elect Directors (Opposition Slate)

46.0%

14.0%

38.0%

48.7%

13.3%

Elect Preferred Stock Director

30.4%

52.2%

8.7%

91.3%

0.0%

Elect Supervisory Board Members (Bundled)

27.8%

24.1%

48.1%

50.0%

1.9%

Elect a Shareholder-Nominee to the Board

48.4%

46.2%

5.4%

77.4%

17.2%

Elect a Shareholder-Nominee to the Supervisory Board

9.3%

89.0%

0.0%

98.3%

1.7%

Establish Director Stock Ownership Requirement

100.0%

0.0%

0.0%

66.7%

33.3%

Establish Environmental/Social Issue Board Committee

11.1%

88.9%

0.0%

88.9%

11.1%

Establish Mandatory Retirement Age for Directors

0.0%

100.0%

0.0%

100.0%

0.0%

Establish Other Board Committee

0.0%

100.0%

0.0%

100.0%

0.0%

Establish Term Limits for Directors

0.0%

100.0%

0.0%

100.0%

0.0%

Provide Right to Act by Written Consent

100.0%

0.0%

0.0%

0.0%

100.0%

Removal of Existing Board Directors

24.0%

72.0%

2.0%

88.0%

10.0%

Require Director Nominee Qualifications

0.0%

100.0%

0.0%

100.0%

0.0%

Require Environmental/Social Issue Qualifications for Direct

16.7%

83.3%

0.0%

83.3%

16.7%

Require a Majority Vote for the Election of Directors

93.8%

0.0%

6.3%

25.0%

68.8%

Restore or Provide for Cumulative Voting

0.0%

100.0%

0.0%

100.0%

0.0%

Totals for SH-Dirs’ Related :

35.5%

54.5%

9.3%

75.0%

15.7%

0.0%

50.0%

50.0%

0.0%

50.0%

SH-Gen Econ Issues
Seek Sale of Company/Assets
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CATEGORY DESCRIPTION
Totals for SH-Gen Econ Issues :

FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

0.0%

50.0%

50.0%

0.0%

50.0%

SH-Health/Environ.
Climate Change

61.1%

22.2%

16.7%

44.4%

38.9%

Community -Environmental Impact

40.0%

60.0%

0.0%

60.0%

40.0%

Environmental - Related (Japan)

0.0%

100.0%

0.0%

100.0%

0.0%

Facility Safety

0.0%

100.0%

0.0%

100.0%

0.0%

GHG Emissions

75.0%

25.0%

0.0%

25.0%

75.0%

Genetically Modified Organisms (GMO)

0.0%

83.3%

16.7%

83.3%

0.0%

Hydraulic Fracturing

75.0%

25.0%

0.0%

25.0%

75.0%

Phase Out Nuclear Facilities

0.0%

100.0%

0.0%

100.0%

0.0%

Product Toxicity and Safety

0.0%

100.0%

0.0%

100.0%

0.0%

Recycling

57.1%

42.9%

0.0%

42.9%

57.1%

Reduce Tobacco Harm to Health

0.0%

100.0%

0.0%

100.0%

0.0%

Renewable Energy

28.6%

71.4%

0.0%

71.4%

28.6%

Review Drug Pricing or Distribution

0.0%

100.0%

0.0%

100.0%

0.0%

Sustainability Report

81.8%

18.2%

0.0%

18.2%

81.8%

Weapons - Related

0.0%

100.0%

0.0%

100.0%

0.0%

Totals for SH-Health/Environ. :

43.5%

53.6%

2.9%

56.5%

40.6%

100.0%

0.0%

0.0%

0.0%

100.0%

Animal Testing

0.0%

100.0%

0.0%

100.0%

0.0%

Animal Welfare

37.5%

62.5%

0.0%

62.5%

37.5%

Anti-Discrimination Miscellaneous

0.0%

100.0%

0.0%

100.0%

0.0%

Company-Specific -- Shareholder Miscellaneous

7.0%

91.2%

1.8%

93.0%

5.3%

Political Activities and Action

33.3%

66.7%

0.0%

66.7%

33.3%

Political Contributions and Lobbying

86.5%

8.1%

5.4%

10.8%

83.8%

Political Lobbying Disclosure

85.3%

8.8%

5.9%

14.7%

79.4%

Report on EEO

33.3%

66.7%

0.0%

66.7%

33.3%

Totals for SH-Other/misc. :

46.3%

50.6%

3.1%

53.1%

43.8%

Amend Articles/Bylaws/Charter -- Non-Routine

40.7%

48.1%

11.1%

74.1%

14.8%

SH-Other/misc.
Adopt Sexual Orientation Anti-Bias Policy

SH-Routine/Business

Approve Allocation of Income/Distribution Policy

26.7%

73.3%

0.0%

86.7%

13.3%

Company-Specific -- Miscellaneous

34.5%

64.2%

1.4%

95.3%

3.4%

Establish Shareholder Advisory Committee

0.0%

100.0%

0.0%

100.0%

0.0%

Liquidate Company Assets and Distribute Proceeds

0.0%

100.0%

0.0%

100.0%

0.0%

Require Independent Board Chairman

80.0%

20.0%

0.0%

20.0%

80.0%

Totals for SH-Routine/Business :

45.9%

52.1%

1.9%

73.5%

24.5%

Human Rights Risk Assessment

37.5%

62.5%

0.0%

62.5%

37.5%

Improve Human Rights Standards or Policies

20.0%

80.0%

0.0%

80.0%

20.0%

SH-Soc./Human Rights
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FOR

AGAINST*

DNV**

WITH
MRV

AGAINST MRV

100.0%

0.0%

0.0%

0.0%

100.0%

Plant Closures and Outsourcing

0.0%

50.0%

50.0%

50.0%

0.0%

Totals for SH-Soc./Human Rights :

31.8%

63.6%

4.5%

63.6%

31.8%

Anti-Social Proposal

0.0%

100.0%

0.0%

100.0%

0.0%

Social Proposal

0.0%

100.0%

0.0%

100.0%

0.0%

Totals for Social Proposal :

0.0%

100.0%

0.0%

100.0%

0.0%

CATEGORY DESCRIPTION
Internet Censorship

Social Proposal
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COMPLIANCE WITH FLORIDA LAW
IRAN AND SUDAN
The Protecting Florida’s Investments Act (“PFIA”) was signed
into law on June 8, 2007. Chapter 215.473 of the Florida
Statutes requires the SBA, acting on behalf of the Florida
Retirement System Trust Fund (the “FRSTF”), to assemble and
publish a list of “Scrutinized Companies” that have prohibited
business operations in Sudan or Iran. Once placed on the list of
Scrutinized Companies, the SBA and its investment managers
are prohibited from acquiring those companies’ securities and
are required to divest those securities if the companies do not
cease the prohibited activities or take certain compensating actions. The implementation of the PFIA by the SBA does not affect any FRSTF investments in U.S. companies. The PFIA solely
affects foreign companies with certain business operations in
Sudan and Iran involving the petroleum or energy sector, oil or
mineral extraction, power production or military support activities. To read more about implementation of the PFIA, please
see the divestment section of the SBA’s website.
On July 14, 2015, the P5+1 countries of the United Nations
reached an agreement seeking to limit Iran’s nuclear program
and to relieve certain nuclear-related sanctions currently
imposed on the country. October 18, 2015 was “Adoption Day”
under the agreement, known as the Joint Comprehensive Plan
of Action (JCPOA), and noticed participating countries to prepare for future sanctions relief, subject to IAEA verification.
CUBA AND SYRIA
The Free Cuba Act of 1993 was passed by the Florida Legislature in accordance with federal law. Chapter 215.471 of the
Florida Statutes prohibits the SBA from investing in (1)(a)
any institution or company domiciled in the United States, or
foreign subsidiary of a company domiciled in the United States,
doing business in or with Cuba, or with agencies or instrumentalities thereof in violation of federal law, and (1)(b) any institution or company domiciled outside of the United States if the
President of the United States has applied sanctions against
the foreign country in which the institution or company is
domiciled. Section (2)(a) states the SBA may not be a fiduciary
with respect to voting on, and may not have the right to vote in
favor of, any proxy resolution advocating expanded U.S. trade
with Cuba or Syria.
In order to comply with this legislation, the U.S. State Department and/or the Treasury Department’s Office of Foreign Assets Control (OFAC) are contacted periodically to confirm that
no sanctions have been implemented. Since the Act’s inception, sanctions have never been issued against any country.
During the SBA fiscal year ending June 30, 2015, there were no
shareowner proposals related to expanding trade with Cuba or
Syria.

NORTHERN IRELAND
From 1988 to 2014, Chapter 121.153 of the Florida Statutes directed the SBA to invest assets in companies making advances
in eliminating ethnic and religious discrimination in Northern
Ireland. The statute was repealed in 2014 due to the complexity
of implementation and the availability of more direct methods
of ensuring fair employment practices. However, the SBA
continues to support the MacBride Principles, which consist
of nine fair employment principles that serve as a corporate
code of conduct for United States companies doing business in
Northern Ireland.
Corporate research from IW Financial identified the direct
involvement of 154 publicly traded companies in Northern
Ireland; indirect involvement of 18 publicly traded corporations;
prior involvement of 35 corporations that ceased operations
between 2009 and 2015; and the planned future involvement
of one additional company. Among the 154 companies with currently identified direct business operations in Northern Ireland,
52 companies have formally implemented the MacBride Principles as part of the company’s general operating policies and 11
companies are exempt from MacBride compliance (having 10
or fewer employees). Most of the remaining companies have
adopted affirmative action policies covering their employment
practices.
With respect to voting, the SBA continues to support any proxy
resolution advocating the elimination of ethnic or religious
discrimination practices in Northern Ireland. During the SBA
fiscal year ending June 30, 2015, there were no shareowner proposals related to Northern Ireland and the implementation of
the MacBride Principles. No company has received a MacBride
proposal since 2010.

“MOST OF ALL, ACTIVISTS FILL A GOVERNANCE VOID THAT
AFFLICTS TODAY’S PUBLIC COMPANIES. A RISING CHUNK OF
THE STOCKMARKET SITS IN THE HANDS OF LAZY INVESTORS.
INDEX FUNDS AND EXCHANGE-TRADED FUNDS MIMIC THE
MARKET’S MOVEMENTS, AND TYPICALLY TAKE LITTLE INTEREST
IN HOW FIRMS ARE RUN; CONVENTIONAL MUTUAL FUNDS
AND PENSION FUNDS THAT OVERSEE DIVERSIFIED PORTFOLIOS
DISLIKE BECOMING DEEPLY INVOLVED IN FIRMS’ MANAGEMENT...
WHETHER THEIR IDEAS ARE BARMY OR BRILLIANT, THE
ACTIVISTS MAKE IT HARDER FOR INVESTORS TO STAY ON THE
SIDELINES. MUTUAL FUNDS AND PENSION FUNDS ARE BEING
FORCED TO TAKE A VIEW, AND HENCE BECOME MORE ACTIVE
AND FORWARD-LOOKING.”
THE ECONOMIST

SBA STAFF SYSTEMATICALLY REVIEW THE CORPORATE
GOVERNANCE PRACTICES OF COMPANIES IN ITS
EQUITY PORTFOLIO. THESE ACTIVIES ARE DESIGNED
TO IMPROVE THE LINKAGE BETWEEN CORPORATE
GOVERNANCE ATTRIBUTES AND SHAREOWNER VALUE.
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POLICY DIALOGUE
THE SBA ENGAGES, AS APPROPRIATE, IN THE DEVELOPMENT OF RELEVANT
PUBLIC POLICY AND BEST PRACTICES IN ORDER TO ADVANCE BENEFICIARY
AND CLIENT INTERESTS. THE SBA HAS DEVELOPED CORPORATE GOVERNANCE
PRINCIPLES BASED ON EMPIRICAL RESEARCH AND ESTABLISHED BEST
PRACTICES. THESE POLICIES ARE CONSTANTLY EVOLVING TO REFLECT THE
MOST RELEVANT CONTENT AND APPROPRIATE FRAMEWORK. OTHER EFFORTS
ARE DIRECTED BY THE STATUTORY REQUIREMENTS OF THE STATE OF FLORIDA.
Consideration to engage in public policy discussions is based
on the relevance of the topic and scope of influence on
shareowner value. Over the last fiscal year, the SBA weighed
in frequently on global issues related to investor rights,
proposed regulatory changes, and individual company policy.
UNITED STATES
The SBA weighed in on several proposed rule releases issued
by the Securities and Exchange Commission (SEC) this fiscal
year, as detailed below. Also Delaware made some important
changes to their General Corporation Law, providing investors
such as the SBA the opportunity to weigh in on potential
rule changes. Because approximately two-thirds of publiclytraded U.S. companies are registered in Delaware, changes
there have a substantial impact on company disclosures and
governance activities.
SEC Pay for Performance Proposed Rule—On July
6, 2015, SBA staff submitted a letter to the SEC providing
comments on the Proposed Rule for Pay Versus Performance,
developed in accordance with Section 953(a) of the DoddFrank Wall Street Reform and Consumer Protection Act
(the “Dodd-Frank Act”). Section 953(a) directs the SEC to
promulgate rules to require public companies to provide
a clear description of any compensation required to
be disclosed under Regulation S-K, Item 402, including
information that shows the relationship between executive
compensation actually paid and the registrant’s financial
performance, taking into account any change in the value of
the shares of stock and dividends and any distributions. The
SEC has proposed adding a new paragraph (v) to Item 402
of Regulation S-K, which would require tabular disclosure
of compensation “actually paid” to the principal executive
officer and an average of the compensation “actually paid” to
the other named executive officers and the corresponding
“total compensation” amount as shown in the summary

compensation table. In addition, disclosure of the relationship
between (1) compensation “actually paid” and the registrant’s
total shareholder return (“TSR”) on an annual basis, and (2)
the registrant’s TSR and a peer group TSR on an annual basis,
would be required. The
disclosures will cover the last five fiscal years, but smaller
reporting companies will only be required to show the last
three fiscal years and will not be required to disclose peer
group total-shareowner-return (TSR).
The proposed rule may be of marginal use to investors for
several reasons. TSR and peer group comparisons are already
broadly available to shareowners and used extensively
as one individual factor of consideration by most voting
shareowners. Additionally, TSR is not considered by most
investors as a standalone measure of performance. Even
when compared to peers for a relative assessment, TSR
is subject to fluctuation based on a host of circumstances
and information that is outside of the control of individual
companies and industries. Though TSR is used as a significant
factor in many compensation plans, it is not universal, and the
majority of compensation plans that do include it as a metric
use other metrics in their analysis as well.
Although the SEC’s proposed rule closely reflects the
guidance of Section 953(a) of the Dodd-Frank Act, which
specifically points toward the use of cumulative TSR in
assessing performance, the SBA remains concerned that the
proposed rule continues to overlook the main deficit that
shareowners face in making informed advisory votes, which
is a lack of disclosure of metrics and thresholds in executive
compensation--a problem for investors when casting votes on
both equity compensation plan and on advisory say-on-pay
votes. The SBA conducts careful analysis on compensation
votes. In general, the companies that disclose complete
metrics and targets tend to also have more reasonable

SBA annual summary 63

plans, and the objective nature of their implementation is
clear. At the other end of the spectrum, some companies
routinely provide troubling disclosures that lack basic
information about the structure and implementation of
plans. This includes “laundry list” disclosure of so-called
performance metrics from companies that list every
accounting term from the balance sheet and income
statement as potential metrics, with no other substantive
disclosure. Unfortunately, this leaves investors unable to
perform a detailed assessment of the plan. This is the
core feature lacking in compensation disclosures today,
and the SBA echoed the comments of the Council of
Institutional Investors (CII) and other investors in asking
the Commission again to mandate this disclosure.
SEC Pay Ratio Final Rule—On August 5, 2015, the SEC
passed final rules implementing the disclosure requirement
of Section 953(b) of the Dodd-Frank Act of 2010, instituting
requirements for the calculation and reporting of “pay
ratio” figures, comparing the compensation of executives
to other employees. The new rule requires companies
to disclose median compensation compared to the
compensation of a firm’s CEO and is effective for any fiscal
year beginning after January 1, 2017, with reporting for
most companies beginning with their 2018 proxy filing. The
disclosure requirements do not apply to smaller reporting
companies, foreign private issuers, multi-jurisdictional
filers, emerging growth companies, or registered
investment companies. Companies may exclude up to
five percent of their non-U.S. employees in the calculation
of their median employee and must use the same rules
that apply to the CEO’s compensation in the Summary
Compensation Table of the proxy filing when calculating
the annual total compensation for its median employee.
Companies are required to recalculate the pay ratio every
three years. A handful of firms voluntarily disclose pay
ratio data, including Noble Energy Inc., NorthWestern
Corporation, and Whole Foods Market Inc.
SEC Executive Hedging Proposed Rule—The SBA
submitted a comment letter to the SEC on April 22,
2015, concerning disclosure requirements for executive
hedging practices. The SEC proposed rules to implement
the disclosures mandated by Section 955 of the DoddFrank Wall Street Reform and Consumer Protection Act. If
adopted, these rules would require a registrant to disclose,
in its proxy or information statement, whether employees
(including officers) or members of the board of directors are
permitted to engage in transactions to hedge or offset any
decrease in the market value of equity securities granted to
the employee or board member as compensation, or held
directly or indirectly by the employee or board member. In
the SBA’s submitted comments, staff noted “It is important
for shareowners of the company to be clear of the hedging
status of all incentive-based compensation, whether it is
provided to officers, directors, executives, or employees
of the company. While issuers have the important task of

deciding which employees are eligible for incentive-based
compensation, and determining appropriate thresholds
that will motivate long-term value creation, it is also
necessary for shareowners to have knowledge of hedging
policies that may allow employees to dilute the original
intention of the incentives.”
SEC Staff Review of Exchange Act Rule 14a-8(i)
(9)—On August 7, 2015, SBA staff submitted a letter to
the SEC providing comments on the proper scope and
application of Exchange Act Rule 14a-8(i)(9). Until the SEC
temporarily suspended the rule in January, it had been
routinely used by public companies to omit shareowner
proposals from the ballot or to replace shareowner
proposals with a management proposal that contained
a more company-friendly version of the shareowner
proposal. Voters routinely would have no knowledge that
a different shareowner version had been proposed but
omitted/replaced. The basis of the rule has been that if
both management and shareowners submitted different
proposals on a topic and both went to a vote and passed,
the results might be “conflicting”. For example, it might be
impossible to implement both proposals simultaneously.
Further, the SEC has previously stated that two similar
proposals would possibly confuse shareowners and the
results might be hard for the board to understand.
Since the main concern of the rule is the simultaneous
implementation of two proposals on the same issue that
truly conflict, SBA staff proposed that the Commission
allow precatory (non-binding) shareowner proposals to
stand on the ballot, even when they conflict with a
management proposal. Because the board of directors
is not legally required to implement these proposals
if they pass, a shareowner vote could give the board
important information. The vast majority of shareowner
proposals are precatory (advisory) so this would remove
the negative impact that the rule’s past interpretation has
had on the SBA’s ability to vote on such proposals. The
SBA’s letter details specific technical items related to the
broader 14a-8 rule that could be improved, such as share
ownership certification, maximum text restrictions, the
merits of false and misleading statements by investors,
and the necessity for investor representatives to attend
annual shareowner meetings in person. As detailed in the
next section, the SEC staff released a Staff Legal Bulletin in
October 2015, which will limit the use of the (i)(9) provision
in omitting future shareowner proposals.
SEC Concept Release for Audit Committee
Disclosures—On September 3, 2015, SBA staff submitted
a comment letter to the SEC related to proposed revisions
to audit committee disclosures. In its letter, the SBA
acknowledged that there have been significant changes to
what audit committees disclose. However, strengthening
and updating rules to provide more uniformity among
issuer disclosures will benefit shareowners. The SBA
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supports the principle that “Audit committees should disclose
all factors considered when selecting or reappointing an
audit firm, information related to negotiating auditor fees, the
tenure of the current external audit firm, and a description of
how the audit committee oversees and evaluates the work of
their external auditor.”
Additionally, SBA supported new disclosures regarding how
the audit committee evaluates the amount of audit fees and
how it determines renewal of engagement of an audit firm
when the firm has more than 10 consecutive years of service
or if the firm has substantive deficiencies identified during the
committee’s review and, if so, what remedies have been taken.
SEC Executive Compensation Clawbacks Proposed
Rule—On September 15, 2015, the SBA submitted comments
to the SEC regarding the Proposed Rule for Listing Standards
for Recovery of Erroneously Awarded Compensation,
developed in accordance with Section 954 of the Dodd-Frank
Wall Street Reform and Consumer Protection Act (the “DoddFrank Act”). In alignment with our Corporate Governance
Guidelines and Proxy Voting Principles, we emphasized that
effective recovery of erroneously awarded compensation
(clawback provisions) is essential to maintain effective
performance-based compensation plans. To align executive
interests with the interests of shareowners, executives should
be compensated for achieving performance benchmarks.
Equally, an executive should not be rewarded if he or she
does not achieve established performance goals. If restated
financial statements reveal that the executive was falsely
rewarded, then he or she should be forced to repay any unjust
compensation received.
SBA comments supported consistent policies across all listed
issuers, as the burden to issuers is relatively innocuous, while
exemptions for certain issuers would likely add uncertainty
for investors. In response to SEC questions regarding the
scope of compensation clawbacks, SBA staff noted that any
reduction in earned compensation based on performance
and measurement shortfalls should result in application of the
recovery process. The uncertain links between performance,
performance measurement, resulting compensation, and
the potential variation in the definition of restatement could
create an extensive disconnect for investors. Once it is
established that a reduction in incentive-based compensation
has occurred, there should not be another variable added
regarding the likelihood of the recovery process going forward.
As noted in comments by the Council of Institutional Investors,
the “establishment of a broad clawback arrangement is
an essential element of a meaningful pay for performance
philosophy. If executive officers are to be rewarded for
“hitting their numbers”—and it turns out they failed to do so—
the unearned compensation should generally be recovered
notwithstanding the cause of the revision.

Amendments to Delaware General Corporation
Law—On November 242014, SBA staff co-signed a letter
to state regulators and major proxy advisors, highlighting
concerns surrounding the adoption of “fee-shifting” bylaws.
Such bylaws can negatively impact shareowners’ ability to
access the courts and significantly reduces the accountability
of corporate directors and officers. In late 2014, approximately
30 companies unilaterally adopted fee-shifting bylaws without
shareowner approval. Although such bylaws are legally
enforceable at the time under Delaware law, they weaken
the feasibility of investor suits for misconduct, no matter how
egregious, by shifting a corporation’s entire legal bill onto any
shareowner that brings a legal action against the corporation,
its officers or directors. The bylaws require suing shareholders
to personally cover the corporation’s entire legal bill in
virtually all cases, including cases involving violations of federal
securities laws and breaches of fiduciary duties by corporate
executives.
On June 24, 2015, after many investors provided commentary
on pending legal amendments, several important changes
to the General Corporation Law of the State of Delaware
(the “DGCL”) were signed into law. Among other things, the
amendments: 1) prohibit “fee shifting” bylaw provisions in stock
corporations; 2) validate forum selection bylaw provisions that
select the Delaware courts as the exclusive forum for “internal
corporate claims”; 3) make other changes increasing corporate
flexibility to issue stock and options; and 4) loosen restrictions
on an existing corporation becoming a “public benefit”
corporation. Most of the amendments became effective on
August 1, 2015. Although the new law invalidates fee-shifting
provisions in certificates of incorporation and the bylaws of
stock corporations, it does not prevent the imposition of such
provisions pursuant to a private arrangement involving a stock
purchase agreement or other stockholders’ agreement.
Department of Labor (DOL) Interpretive Bulletin
on ESG—On October 22, 2015, U.S. Labor Secretary,
Thomas Perez, announced new guidance that pension fund
fiduciaries can properly consider environmental, social and
governance (ESG) factors in their investment decisions. The
Labor Department previously addressed issues relating to
ESG factors in 1994 in Interpretive Bulletin 94-1 (IB 94-1)
and in 2008 in Interpretive Bulletin 2008-1 (IB 2008-1). The
2015 Bulletin reverses the 2008 recommendation and also
withdraws the 2008 guidance. IB 2015-01 confirms the
DOL’s longstanding view that plan fiduciaries may invest
using ESG factors based, in part, on their collateral benefits
so long as the investment is appropriate for the plan and
economically and financially equivalent with respect to the
plan’s investment objectives, return, risk, and other financial
attributes as competing investment choices. In its release,
the Bulletin states “in some cases ESG factors may have a
direct relationship to the economic and financial value of the
plan’s investment. In such instances, the ESG issues are not
merely collateral considerations or tie-breakers, but rather are
proper components of the fiduciary’s primary analysis of the
economic merits of competing investment choices.”

65

JAPAN
On January 30th, SBA staff sent a letter to the Japanese
Financial Services Agency (FSA) providing comments on
the final draft for implementation of Japan’s first ever
Corporate Governance Code. The SBA encouraged the
Japanese regulator to improve the independence of
directors, strengthen capital management, and broaden
investor disclosures. The SBA’s letter echoed many of
the recommendations espoused by the Asian Corporate
Governance Association (ACGA), the Council of Institutional
Investors, and the International Corporate Governance
Network (ICGN), including the presence of at least two
independent directors with relevant business experience
on every listed Japanese company. Implementation of
the Japanese Corporate Governance Code represents a
significant milestone towards achieving effective corporate
governance and improving long-term value for shareowners.
In late March, the $1.1 trillion Government Pension
Investment Fund (GPIF) of Japan, published a statement
of investment principles and accompanying description.
The GPIF committed to engage companies on corporate
governance and investor issues, in conformance with the
country’s stewardship code adopted in 2014 by the Financial
Services Agency (FSA), and is viewed by many market
participants as a sign of support for Prime Minister Shinzo
Abe’s plans to dramatically improve the governance and
financial performance of domestic firms. In its publication,
the GPIF states it will require its external equity investment
managers, “to recognize the importance of corporate
governance, to pledge that the purpose of proxy voting is
to maximize the long-term interests of shareholders, and
to report on their policies and the results of proxy voting.”
The new Corporate Governance Code, sponsored by Prime
Minister Abe, took effect in June, involving a “complyor-explain” principled structure. Notably, exchange listed
companies failing to appoint at least two independent,
outside directors to their boards will be required to explain
why not at the end of 2015. The listing rules of the
Tokyo Stock Exchange also require the appointment of two
independent outsiders for certain companies. Japanese
companies continue to feel pressure to improve their
capital efficiency and return on equity (ROE). Many investors
are choosing to vote against members of management at
companies exhibiting ROE below five percent over the last
few years. In May, after extensive engagement by U.S. activist
fund Third Point partners, Japanese robotics manufacturer,
Fanuc, announced it would increase its dividend payout ratio,
raising its target to 60 percent of consolidated net income;
double the previous level. The company also announced the
creation of an investor relations department. These moves
are in line with other significant improvements to corporate
governance occurring in the Japanese equity market.
Recent research by Daiwa has shown that companies on the
Japanese Topix index with three or more independent board
members delivered total shareowner returns (TSR) above

those of other companies with no independent directors—
by about 25 percentage points in the two and a half years
ending in April. These same companies also outperformed
the whole Topix index itself. On June 1, 2015, Japanese equity
markets will begin to require firms to appoint at least two
independent directors or explain to shareowners why they
have chosen not to do so (a regulatory approach dubbed,
“comply or explain”). Daiwa equity analysts found that
Topix companies with at least three outside (independent)
directors posted returns of 133 percent from November
2012 through the end of April, while those with none
delivered 108 percent. Among smaller Japanese firms, the
results were even greater; companies included in the Topix

Japanese firms on the Topix
index with three or more
independent board members
delivered total shareowner
returns (TSR) above those
of other companies with no
independent directors

66

Small Index (which excludes the Topix’s 500 largest stocks)
with at least three independent directors outperformed
those with none by 41 percentage points. According to
Bloomberg, only 151 of the 1,875 companies (about eight
percent) included within the Topix index, had three or more
independent directors. By comparison, all but two of the
companies included within the Standard and Poor’s 500
Index have at least four independent directors.
As a result, Japanese companies are ramping up engagement
and investor outreach efforts, and some are altering their
business strategy and financial operations in order to satisfy
investor demand for higher levels of performance. One
criticism by investors, often levied by foreign shareowners,
is the relatively high level of cash maintained by many
Japanese companies. On board independence, while there
has been a visible shift by Japanese companies to appoint
new outsiders to their boards, many of these nominees
are not truly independent when applying global standards
of corporate governance. Many are affiliated in some
fashion with the company, and in many cases serve on
the board as a statutory auditor. Companies have pointed
to the fact that their director nominees meet or exceed
independence standards under the Tokyo Stock Exchange
listing rules. Like many other developed markets worldwide,
corporate Japan has struggled with issues of diversity within
their management and board ranks—a key element of
“Abenomics” has been to promote a greater proportion of
women in the labor force and membership on corporate
boards. Hermes Investors pegs the proportion of women
on the boards of listed Japanese companies at just 1.2
percent.
SPAIN
In late December 2014, the Spanish Companies Act was
amended to improve corporate governance, with most
provisions going into effect in January 2015. Changes to
the Act include new provisions for investors to challenge
corporate resolutions, strengthen minority rights, lower
thresholds for meeting attendance, a business judgement
rule covering director responsibility, enhanced board
committee membership, and shareowner approval of total
compensation restrictions.
AUSTRALIA
The SBA recognizes the importance of a proportional vote
in relation to share ownership and strongly supports the
one share—one vote methodology. During 2014, a large
number of Australian companies allowed voting by a
show of hands at annual shareowner meetings. Although
Australia has a well-developed financial system, Section
250J (2) of the Australian Corporation Act of 2001 allows
companies to vote by a show of hands unless poll voting is
requested. Voting by a show of hands provides a material
disconnect between an investor’s economic ownership and
their voting rights, with only one vote counted regardless
of the shareowner’s underlying financial ownership. As

in most global equity markets, voters present at the
annual shareowner meeting typically comprise only a small
proportion of the total voting capital. Critics of this voting
method believe it to be antiquated and easily manipulated.
SBA governance principles and voting patterns have long
supported investor rights to vote in proportion to their
economic stake in a company and that each share of
common stock should have one vote (“one share—one
vote”).
Therefore, in conjunction with TIAA-CREF, the SBA was
a signatory on a letter in February to over three dozen
companies (half of which are listed on the ASX 100 index of
Australia’s largest 100 companies) advocating changes to
a current rule which allows this type of vote to take place.
The letters ask companies to remove this provision in their
charters and allow for voting by poll on all resolutions.
This communication mimics another SBA letter sent to
companies domiciled in Singapore, another jurisdiction in
Asia allowing voting by a show of hands.
EUROPEAN UNION
This spring as the European Parliament considered a variety
of efforts to stem the causes of poor corporate governance
practices, abridged shareowner rights and excessive
short-termism, some members pushed for adoption of
differential voting rights. SBA governance principles and
voting patterns have long supported investor rights to vote
in proportion to their economic stake in a company and
that each share of common stock should have one vote
(“one share—one vote”). Therefore, SBA staff submitted
comments to the members of the Committee on Legal
Affairs asking them not to adopt discriminatory voting
rights. We strongly echoed the comments submitted by
the International Corporate Governance Network (ICGN), in
which the SBA has membership.
Distorting the commensurate relationship between
ownership and voting power, however well-intentioned,
ultimately risks harm to companies and their shareowners
for several reasons. In addition to being deeply flawed, the
practice of differential voting rights greatly increases the
effort required for voting and the complexity of the process
overall. Further, it creates murkiness in the voting process
where transparency is already lacking. In part due to
investor feedback, the provision for differential voting rights
was removed, but it may be revisited in the near future, so
investors remain vigilant.
GERMANY
On April 2, 2015, SBA staff co-signed an investor group
letter regarding the German Corporate Governance Code,
focused on support for proposals covering maximum
director terms, the nomination process for committee
membership, and other requirements involving shareownerelected representatives to the supervisory board.
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Push for Proxy
Access Brings
Change to
Shareowner
Proposal Rules
IN JULY 2011, THE SECURITIES AND EXCHANGE COMMISSION’S 2010
UNIVERSAL PROXY ACCESS RULE WAS STRUCK DOWN BY THE U.S. COURT
OF APPEALS FOR THE DISTRICT OF COLUMBIA CIRCUIT, IN PART DUE TO ITS
“ARBITRARY” AND “CAPRICIOUS” DEVELOPMENT PROCESS, CRITICIZED BY
THE COURT AS FAILING TO HAVE CONSIDERED THE LIKELY COSTS IMPOSED
BY THE RULE.
It soon became clear that the SEC would not re-propose an
access rule, leaving investors to accomplish proxy access
on a company by company basis, including in most cases
negotiating with company management and boards over
the many important and functional nuances, such as percentage of ownership required to make nominations, the
length of holding period that would be required, the number or percentage of board candidates the policy would
allow, whether groups might be allowed, conditions on
renominations, required disclosures on funding ties and
compensation issues, etc. In the event negotiations did not
reach a compromise, the matter could be put in front of
shareowners in the form of a shareowner proposal for a
vote.

This process worked well and investors making proposals
did so with intentional lack of haste for the first couple of
years, mostly choosing to mimic the conditions of the SEC
proposals, with deviations to both sides of those “3/3” conditions (requiring three percent of the holdings to be held
by investors for three years to qualify to use the access
provision). Things changed when Whole Foods Inc. used a
provision in the rules governing shareowner proposals in
an attempt to dismiss a proxy access shareowner proposal
without a vote. The provision, called the (i)(9) provision, allows companies to omit a shareowner proposal that “directly conflicts” with a proposal on the same subject matter
that the company intends to sponsor at the same meeting.
In the Whole Foods case, the company asked the SEC for
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permission under this provision to
block James McRitchie’s proposal
on proxy access, which featured in
part the 3/3 conditions to nominate directors, by placing their own
proposal requiring nine percent of
the outstanding shares held for five
years on the ballot. The company’s
proposal would not allow “grouping”
which would mean a single holder
of nine percent would be required.
At the time of their request to the
SEC, no Whole Foods shareowners had such a large holding. James
McRitchie appealed to the SEC, and
in a very unusual decision, the SEC
reversed their position in Whole
Foods on the (i)(9) case, and indeed
reversed position on all pending
and future uses of the provision,
pending an internal review on the
SEC’s interpretation of the rule.
Whole Foods postponed their annual meeting in a crush of negative
publicity and amidst outcry from a
collective group of investors that
went well beyond the typical “activist” crowd that pushes for increased
investor rights.
What made the SEC’s decision to
review the standard implementation of the (i)(9) provision necessary was the realization that any
company could easily deflect any
shareowner access proposal with
reasonable limits by placing their
own proposal on the ballot with
conditions that could easily render
“access to the proxy” and director
nominations a theoretical possibility, but not a practical one. Even
though many companies would
not block shareowner’s proposal
in this way, many others would,
and in fact, they’ve been doing it on
other issues for years. In writing a
comment letter of the (i)(9) review
to Commission staff, the SBA’s staff
researched the recent uses of the
(i)(9) provision and found concerning patterns. In 54 uses of the rule
in 2013 and 2014, companies used
the provision to omit shareowner
proposals entirely or replace them
with company proposals with greatly increased hurdles and less share-

owner-friendly thresholds. Seeing
this pattern made it clear to SBA
staff that the historical interpretation of the (i)(9) provision gave way
to potential for misuse.
After their own review and a review of comment letters, the Commission clarified in October 2015
that going forward, requests to
omit shareowner proposals under
the (i)(9) provision would be evalu-

the company under the (i)(9) provision if shareowners couldn’t logically support both proposals. For instance, shareowners may support
proxy access generally, and could
reasonably choose to support both
management and shareholder proposals that each specified access
to the proxy with different hurdles.
The Commission agreed that there
may be value to the company in being able to review the support for

While Rule 14a-8(i)(9) has otherwise
intuitive rationale, its historic
application is overly broad. As
the pattern of no-action requests
shows, its impact has been to curtail
investors’ ability to propose and
vote on reasonable variations of
basic governance provisions and,
in doing so, unnecessarily infringes
on shareowner rights...Shareowner
proposals are effective tools in
this regard, and measures taken to
reduce excessive (i)(9) restrictions
and to streamline the submission
process could add to market
efficiency.
SBA Letter to the SEC

ated differently. Until last year, the
Commission took an encompassing approach when determining if
a management and shareowner
proposal “directly conflicted”. If the
two proposals dealt with the same
subject matter, the Commission
was apt in most cases to grant (i)
(9) relief, signaling to the company
that the SEC would not recommend
enforcement action if the company omitted the proposal. Going
forward, the Commission will look
more closely at the subject matter
in question, and only grant relief to

each version of proxy access. The
(i)(9) provision will remain used in
circumstances where management
and shareowner proposals truly
conflict--instances where shareowners would not conceivably vote
to support both proposals.
What is interesting about the Commission’s review of this provision is
that the Commission did not seek
to revise the rule, which would have
made it open to a much more expansive notice and comment process--instead they re-interpreted
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the existing rule. Also of note, the
Commission was somewhat forced
into a position of action. This year,
proxy access grew into a season-defining issue, with more than 80 shareowner proposals reaching a vote, the
majority of which passed, and average
votes well into the fifties. If the Commission had allowed companies to
start omitting shareowner proposals
with 3/3 provisions--the levels roundly
backed by investors in aggregate in
early access voting--and replace them
with conditions that doubled or tripled
the thresholds to unusable levels, the
outcry from investors would have

basic
Provisions
For Filing a
SharEowner
proposal

been substantial. The Commission
may have been pressured by investors
to renew attempts at a universal rule.
What’s next on the horizon may be
consideration of the usage of a related part of the proxy rules, provision
(i)(10). The provision allows companies to omit shareowner proposals
that have been “substantially implemented” by the company. Historically,
the interpretation of this provision
has been similarly very broad and
the Commission has often sided with
company arguments, but if a company
has access in some form, albeit with

fairly restrictive conditions, how far
will the Commission allow companies
to go in omitting shareowner proposals that seek to improve on access
bylaws? If proactive companies see
adoption of proxy access on their own
terms as superior to waiting for shareowner votes, the Commission may see
a similar outcry if (i)(10) provisions are
used to subsequently deflect votes on
shareowner proposals.

In order to be eligible to submit a proposal, you must have
continuously held at least $2,000 in market value, or 1%, of
the company’s securities entitled to be voted on the proposal at the meeting for at least one year by the date you
submit the proposal and continue to hold those securities
through the date of the meeting
Prove eligibility with a statement from the “record” holder of
your securities, ie a DTC participant, unless you are a registered holder or file certain forms (13D, 13G, Form 4, etc)
One proposal per shareowner per company meeting
The proposal and statement is limited to 500 words
Make the proposal within the time period disclosed in the
company’s prior year proxy or not less than 120 calendar
days before the date of the proxy of last year’s meeting
You or your representative who is qualified under state law
must personally appear at the shareowners’ meeting and
present the proposal. If you do not appear and do not have
“good cause”, the company is permitted to exclude all of
your proposals for the following two calendar years.

The most common reasons that proposals are excluded:
failing to prove ownership * Containing false/misleading statements
* deals with “ordinary business” * Directly conflicts with a management proposal * Has already been “substantially implemented” *
Duplicate Proposal or similar to earlier proposal with poor support
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what does proxy access
have to do with pizza?

D

(quite a bit it turns out)

espite the broad appeal that proxy access
showed this proxy season, some companies went
to great lengths to persuade their shareowners
to vote against proxy access proposals from
shareowners. Dominos Pizza Inc. used 2,174 words
to illustrate the reasons they felt the proposal was
unwarranted (shareowners are limited to 500 words
in their statement). Here’s a recap of their main points:
Expense and distraction--they felt it could deter key
resources and time from operations and that a three
percent block of holders, which at current Dominos
Pizza share prices would be about $160 million, should
pay their own proxy production costs. “History has
shown that the associated expense that the challenger
must bear serves as an important filter to limit such
challenges to instances where there are significant
enough underlying governance issues to warrant the
challenge.”
Influence of special interests--they felt that since plurality
voting applies when there’s a choice of nominees, a
shareowner with “narrow based interest” need only
gain support of a limited number of other owners to
create a destabilizing circumstance. They even went so
far as to argue that “contested elections where plurality
voting will determine the election of directors is in direct
conflict with the majority voting standard.”
Bypassing current processes--proxy access would
bypass the Board’s current process for identifying,
screening and selecting directors, and undermines the
role of the nominating and governance committee.
Board disruption--a director that isn’t well-selected to fit
into the skills and experience needed by the board may
fail to contribute and if advocating for special interests,
may disrupt functioning of the board. Directors elected
by different shareowner groups in subsequent years
may cause ongoing instability.
The company also argues that it is in the midst of
making other positive corporate governance changes
such as declassifying the board, implementing a majority
voting standard for uncontested director elections, and
instituting a clawback policy for unearned compensation.
While it is encouraging to see Dominos Pizza making
these positive governance changes, the bottom line is
that the board serves shareowners, and proxy access
is about giving shareowners a potential avenue for a
modicum of choice in their representatives.

For too long, that form of a choice has only come when
the problems with a company’s board and management
vastly outweighed the cost of an expensive proxy
contest with one or few owners footing the bill. That
hasn’t been an important or rationalizing filter for board
elections--it is a perfect example of the economic “free
rider problem”, and it has guaranteed a drastically low
level of director choice for shareowners over time. When
the company talks about the expense of the proxy, they
should know that it our own expense already--we own
the proxy; we ultimately pay for the proxy. And we
shouldn’t be forced to pay twice to have choice. The
3% ownership threshold for proxy access that Dominos
Pizza rightly points out is a substantial amount of money
will keep nuisance uses of proxy access to a minimum.
With so few nominees in play under the shareowner
proposal (less than one-quarter of the board), no special
interest candidate could possibly garner enough votes
unless a majority of voting shareowners supported
them. And if that’s the case, then their interests aren’t
special--they’re universal. Although the company
derides the potential for plurality voting in the case of
contested elections, that is in actuality the only time that
plurality voting makes sense. Dominos Pizza’s attempts
to conflate the problems of plurality voting in the case
of uncontested elections with its usage in contested
elections is sadly misguided.
Proxy access does bypass the board’s nominating
processes. That is the point--that owners would get a
specific mechanism to ensure their nominees gain a fair
up or down vote among all owners. And even though
the proposal at Dominos Pizza failed to pass this year,
garnering 45.7% of the vote, it was in the minority
among similar proposals at other companies which
by and large passed with substantially larger support.
It’s not likely that these same arguments will sway
shareowners again next year.
Board disruption is an unlikely possibility, but in any
case the shareowners will be the ones to bear the costs
if the board is disrupted. An overly paternal argument
that shareowners can’t be trusted to choose their
own representatives is contrary to the very basis of
capitalism.
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research: valuing
the vote

I

n September of 2014, SBA staff began a study aimed
at evaluating the economic impact of SBA proxy voting
activity. During the subsequent nine month time frame,
SBA staff worked with several external parties: the
SBA’s voting agent (ISS), a markets data provider (FactSet
Repellant), and an external consultant (Michael Levin
with The Activist Investor). This project required the
coordination and development of the study’s methodology
and analytical framework, as well as extensive data
collection, integration and review.
The study was completed in June 2015 and analyzed
the impact that SBA proxy voting decisions has had on
director elections where there were dual nominees (i.e.,
proxy contests). The results of the study demonstrate
added value when voted shares involved proxy contests,
regardless of whether the SBA supported the management
or dissident slate of directors. The study also quantifies
the impact on stock price performance related to these
votes, showing positive double digit increases in nominal
and industry-relative total-stockholder-returns (TSR), over
one, three, and five year time periods.

companies at the time of contest announcement, was
equal to $1.9 billion.
The study evaluates SBA proxy voting decisions related to
107 distinct proxy contests, in which the SBA supported
one or more dissident board candidates 65% of the
time during the study’s time frame. Among SBA votes
to support one or more dissident nominees where the
dissident won seats, the company’s subsequent 1, 3,

SBA VOTING RESEARCH
In early June 2015, SBA staff

completed a study analyzing the
effectiveness of its proxy voting
decisions on director elections
where there were dual nominees
(i.e., proxy contests). The results of

The study is the first of its kind empirical analysis of an
institutional investor’s proxy voting decisions involving
dual board nominees and impact on portfolio value—and
was recently described by Pensions & Investments as a
“pioneering” fiduciary analysis.

the study demonstrated that voted

The study examines all proxy contests occurring between
January 1, 2006 and December 31, 2014 at U.S.-domiciled
companies with market capitalizations exceeding $100
million. The SBA’s total investment, across all examined

directors, lead to added value. The

shares involving proxy contests,
whether the SBA supported the
management or dissident slate of
study also quantifies the impact on
stock price performance related
to specific SBA voting decisions,
showing positive double digit
increases in nominal and industry-

The SBA’s study demonstrates
that the proxy voting decisions
of investors can have significant
and positive economic effects on
portfolio value.

relative TSR, over one, three, and
five year time periods.
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and five-year relative cumulative stock performance was
positive, at levels of 12 percent, 21percent, and 26
percent, respectively. The same returns for cases where
SBA supported the dissident but management won all
seats were negative, at -14 percent, -16 percent, and -15
percent.
SBA votes supporting management in initial contests
when management subsequently won all seats were
associated with a positive economic portfolio gain equal
to $137 million over the study’s time frame. When the
SBA supported the dissidents, but management won all
seats, SBA experienced an aggregate loss of $259 million
over the study’s time frame. When the SBA supported
management, but the dissidents won, the SBA experienced
a $249 million aggregate gain (however, this full gain was
driven almost entirely by one vote/proxy contest outcome).
SBA votes supporting dissident nominees where the
dissident won in initial contests were associated with a
positive economic portfolio gain equal to $51 million in the
five years after a contest is announced, over the study’s
time frame from 2006 to 2014.
This research demonstrates that the actual SBA’s portfolio
value linked to proxy contest holdings increased by $572
million (or $5.3 million per vote) in the five years after
a contest is announced, during the study’s time frame

voting
enhances
portfolio
value

from 2006 through 2014. The $572 million measures the
actual impact on the value of SBA’s holdings for all of the
companies in the study, from their initial contest to the five
years after their last contest, or through the end of 2014
if the last contest was after 2011. Eight companies in the
study had more than one proxy contest during the nineyear period of the study; in that group, Biogen Idec Inc.,
which had two proxy contests, had the biggest impact on
SBA value, having a $610 million gain for the SBA.
The bar chart on Page 14 of the study depicts the
dollar value impact of four sets of SBA votes and their
outcomes includes the valuation impact for the five-year
period following only the initial proxy contest of all 107
companies during the study period, leaving out the impact
of subsequent proxy contests by the eight companies that
had more than one, such as the full impact of Biogen.
This is because in several cases, including Biogen, the
company’s two proxy contests fell into different outcome
categories making it difficult to allocate the dollar impact,
as well as covering portions of the same time period.
The study can be found on the SBA’s website, within the
corporate governance section.

The quantitative results of the study
provide evidence of a sound analytical
framework employed by SBA staff
in evaluating proxy contests, and
the historical proxy voting decisions
enhanced portfolio performance
through improved investment returns
over both short and long time periods.
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Guest Commentary by: Tom Hillman, CFA, Credit Suisse HOLT

Proxy Events as a
Catalyst for Corporate
Profitability Improvement
The Valuing the Vote study is a comprehensive review of
the State Board of Administration (SBA) of Florida that
evaluates the economic impact (total shareholder return)
of their proxy voting activity on proxy contests when
there are dual director nominees. The conclusion is that
value is added when voted shares are involved in proxy
contests, regardless if SBA supported management
or the dissident slate of directors. While the study
quantifies the impact on stock price performance related
to these votes, we wondered how corporate profitability
looked before and after the results of the proxy contest.
Did these proxy contests target underperforming
companies? Did subsequent corporate profitability

improve whether the dissident or management won?
Did the change in corporate profitability link back to the
change in share price?
As stewards of capital, management teams should be
driving the creation of shareholder value. A balance
is necessary between short-term choices and longerterm ones to ensure sustainability of corporate
profitability for the firm’s employees, customers and
shareholders. Wealth creating principles should govern
the deployment of capital. Management should grow
into value-creating opportunities and cut investments in
value-destroying areas. When evaluating mergers and

CORPORATE PROFITABILITY LEADING UP TO PROXY CONTEST (EXHIBIT 1)

Aggregate of All Contests

90

-0.89%

Spread in CFROI (FY0)
Between the Firm and
Industry Peers,
Pre-Proxy Vote2
(Median)
-3.38%

Management Wins
Dissident Wins

38
52

-0.96%
-0.89%

-1.21%
-4.59%

Proxy Contest
Portfolios

Historical Trend in
Sample Size CFROI, Pre-Proxy Vote1
(Median)

Source: Credit Suisse HOLT Analysis
1
Spread between a firm’s specific CFROI (FY0) and 3-year trailing Median CFROI (FY-1, FY-2, and FY-3), median of group.
2
Spread between a firm’s specific CFROI (FY0) and its MSCI GIC Sub-Industry CFROI (FY0), median of group.
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CFROI TRENDS AFTER PROXY VOTE (EXHIBIT 2)
Proxy Event
Scenario
Management Wins
Dissident Wins

Sample
Size

Change in CFROI 3
Years After Proxy Vote1
(Median)

Sample
Size

Change in CFROI 5 Years
After Proxy Vote1
(Median)

25
26

-1.37%
0.32%

13
15

-0.67%
1.10%

Source: Credit Suisse HOLT Analysis
1
Spread between a firm’s specific CFROI (FY0) and CFROI (FY3 or FY5), presented the median of the group.

acquisitions, management should keep a keen eye on
the purchase price and execute on synergies and new
growth opportunities. If good investment opportunities
are not present, then capital should be returned to
shareholders.
Poor stewardship of capital begets poor corporate
profitability and share price underperformance,
and if not remedied, will attract proxy actions. In a
competitive market, managing corporate profitability
is challenging and few managers succeed in improving
a poorly performing firm. In a study on persistence in
corporate profitability by Bryant Matthews and David
Holland of Credit Suisse, “Was Warren Buffet Right: Do
Wonderful Companies Remain Wonderful?”, they found
that corporate profitability tends to be sticky. Firms
with high profitability tend to remain highly profitable
and firms with low profitability tend to remain low.
They found the most profitable firms have a 51 percent
probability of remaining amongst the best performers
over four years. Similarly, the least profitable firms
have a 56 percent probability of remaining amongst
the worst performers. If corporate performance was
just a random outcome, the probabilities would be 25
percent.
Additionally, they found firms in the bottom quartile
of performers only have a 17 percent probability of
improving to above-average performers. This low
probability demonstrates the difficultly to drive change
and the importance the proxy vote can play as a
catalyst for improvement in corporate performance.

Our Methodology
Using the voting dataset the SBA provides on page
28 of their study, we identified 90 firms engaged in
proxy votes that are also in HOLT’s database. The
proxy outcomes were separated into two portfolios,
Management Wins or Dissident Wins.
The ability to gauge whether or not a firm has
undergone a fundamental improvement in its corporate
profitability is a difficult challenge. Management has
many levers they can pull and many metrics they can
exploit to justify improvement – picking the correct
metric is important.
Properly measuring corporate profitability requires a
robust return on capital metric, incorporating both the
income statement and the balance sheet. The metric
should reverse accounting distortions and non-cash
charges and should capture all capital invested in
the business, such as off balance sheet leases and
investment in R&D. The metric should also be real,
to remove the effects of inflation, so firms can be
compared across time and borders. To assess the
corporate profitability for this study, we used the HOLT
CFROI® metric, used by thousands of institutional
investors.
Do proxy contests target underperforming
companies?
The short answer is yes. Exhibit 1 presents the
historical corporate profitability of the 90 firms
leading up to the proxy vote. The trend in corporate
profitability for the overall Aggregate of proxy events
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portfolio was a decline of 89 basis points. While the
decline in profitability leading up to the proxy vote
is not surprising, the significant spread in corporate
performance relative to sub-industry peers is large at
-338 basis points.
Separating the proxy contests into two mutually
exclusive portfolios, Management Wins and Dissident
Wins, offers further insights into differences in
corporate profitability between these two portfolios.
The Dissident Wins significantly lags its peers in
corporate profitability by -459 basis points versus only
a -121 basis points for the Management Wins portfolio.
This suggests proxy voting outcome is influenced by the
amount of relative underperformance to sub-industry
peers.
Did subsequent corporate profitability improve if
either the dissident or management won?
The results were mixed, as presented in Exhibit 2. The
change in corporate profitability for the Dissident Wins
portfolio improved at both the three and five year
marks, but profitability continued to decline for the
Management Wins portfolio.
One conclusion is that when management wins,
status quo prevails, but when a dissident wins there
is a catalyst to induce change and improve corporate

conclusions
and
insights

profitability. Recalling the results of the Matthews and
Holland study on how hard it is for poor performers to
improve their lot, a dissident win could be the catalyst
needed to start a turnaround.
The positive improvement in profitability for the
Dissident Wins portfolio needs to be considered in
the context of the -459 basis point spread relative to
industry peers presented in Exhibit 1. Such a large
spread indicates there is plenty of opportunity for these
firms to improve profitability.
Did the change in corporate profitability link back to
the change in share price?
Yes, comparing the change in our corporate
performance measure with SBA’s reported change in
shareholder performance finds they trend in the same
direction. When SBA Opposed Management and
Won, both the change in the one, three and five-year
cumulative stock performance and the three year
change in corporate profitably post the proxy event are
positive. When SBA Opposed Management and Lost,
their subsequent cumulative stock performance was
negative, consistent with the 311 basis point decline
observed in profitability three years after the proxy
event. The economic impact via the subsequent share
price performance links directly to the underlying
changes in corporate profitability.

A number of broad conclusions can be drawn
from the analysis:
1. In aggregate, the proxy events are targeted
at poor performing companies; industry
lagging and/or deteriorating corporate
profitability.
2. Large negative spreads in corporate
profitability relative to peers is a factor that
voters appear to be paying attention to as
part of their voting process.
3. When dissidents win and the status-quo
is shaken up, corporate profitability levels
improve while the opposite is true when
management wins.
4. The post-proxy event change in corporate
profitability aligns with the share price
performance findings in the SBA study.
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HOLT Relative Wealth Chart

CASE STUDY

A.

SUCCESSFUL
TURNAROUND AT
A. SCHULMAN

In October of 2007, after a decade of declining corporate
profitability, a group of activists issued a proxy battle against
Schulman management to win seats on the board of directors. Using the HOLT Relative Wealth chart provides an objective and comparable way to critique management performance pre and post intervention.
The top panel, on the right above, illustrates the firm’s historical return on capital (CFROI bars) versus the firms cost
of capital (green line). The middle panel shows change in
invested capital and the bottom panel presents the firm’s total
shareholder return relative to the market.
Interpretation:
A) Schulman earned return on capital levels (CFROI levels)
near 10 percent in 1997. A long decline in corporate profitability ensued over the next decade to three percent in 2007.
Over this decade, the firm earned returns below their cost of
capital in five of 10 years.

B.

C.

B) The firm exhibited poor capital deployment decisions by
continuing to grow assets into low/declining returns.
C) The declining corporate profitably combined with the poor
reinvestment led to significant underperformance of the
firm’s share price relative to its market index.
Source: Credit Suisse HOLT Lens™

What is HOLT?
HOLT is a team within Credit Suisse that helps investors
make better decisions by using an objective framework
for comparing and valuing stocks. This return on capital
framework is proprietary to Credit Suisse.
HOLT’s flexible platform provides an objective view of
over 20,000 companies worldwide. HOLT’s rigorous
methodology examines accounting information, converts it
to cash and then values that cash.

What makes HOLT different?
Corporate financial statements can be misleading.
Companies typically employ highly subjective accounting
methods such as depreciation and off-balance sheet items
which distort the true profitability of the firm and make
traditional accounting ratios suspect.
The proprietary HOLT methodology eliminates subjectivity
by converting income statement and balance sheet
information into a CFROI® return, a measure that more
closely approximates a company’s underlying economics.
The resulting returns are objectively-based and can be
viewed to assess the firm’s historical ability to create or
destroy wealth over time.
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HOLT Sales, Margins & Turns
Post the proxy contest and credit crisis the firm’s CFROI
level has trended upward above their cost of capital. How
did management drive improvement?
Comparing the change in return on capital to the underlying drivers of business can answer this question.

D.

The top panel illustrates the firm’s sales growth; the middle
panel illustrates their adjusted operating margin and the
bottom panel measures asset turns (a measure of balance
sheet efficiency derived by dividing sales into invested
capital). The combination of the changes in these drivers
explains the levels and trends of CFROI and share price
performance.

E.

D) Schulman accelerated sales growth from 2003 to 2008,
growing by 10 percent per annum. The firm appears to
have traded volume for margin as the margins compressed
significantly during this period. While the additional sales
improved the firms balance sheet efficiency (asset turns
in third panel), it was not enough to compensate for the
decline in margins. The net impact of this strategy was a
decline in CFROI levels below the cost of capital.
E) Post the proxy vote; margins improve significantly while
the firm maintains its high asset turns leading to a dramatic
rise in CFROI levels back to near peak levels.
Special thanks to Jonathan Leake for compiling this analysis.

Source: Credit Suisse HOLT Lens™

Disclosure
The HOLT methodology does not assign ratings or target price to a security. It is an analytical tool that involves use of a set of proprietary quantitative
algorithms and warranted value calculations, collectively called the HOLT valuation model, that are consistently applied to all the companies included in
its database. Third-party data (including consensus earnings estimates) are systematically translated into a number of default variables and incorporated
into the algorithms available in the HOLT valuation model. The source financial statement, pricing, and earnings data provided by outside data vendors are
subject to quality control and may also be adjusted to more closely measure the underlying economics of firm performance. These adjustments provide
consistency when analyzing a single company across time, or analyzing multiple companies across industries or national borders. The default scenario
that is produced by the HOLT valuation model establishes a warranted price for a security, and as the third-party data are updated, the warranted price
may also change. The default variables may also be adjusted to produce alternative warranted prices, any of which could occur. The warranted price is an
algorithmic output applied systematically across all companies based on historical levels and volatility of returns. For more information, go to https://www.
credit-suisse.com/sites/holt/en/disclaimer.html

“IN SPITE OF CONGRESSIONAL CONCERN IN 1934 THAT
CORPORATE INSIDERS CONTROLLED THE ELECTION
PROCESS, A CONCERN TO WHICH THE PROXY
REGULATIONS APPEAR TO BE ADDRESSED, INSIDER
DOMINATION OF THE ELECTION PROCESS REMAINS
PERVASIVE TODAY.”
JILL FISCH, LAW PROFESSOR, FORDHAM UNIVERSITY, 1993

THE SBA HAS PLAYED SIGNIFICANT ROLES OVER
THE YEARS THROUGH PARTNERSHIPS WITH OTHER
INVESTOR GROUPS AND DIRECT ENGAGEMENT WITH
CORPORATE ISSUERS IN ORDER TO ADD VALUE FOR ITS
BENEFICIARIES.
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COLLECTIVE
ENGAGEMENT
INTERACTION AMONG GLOBAL SHAREOWNERS AND GROUPS OF
INSTITUTIONAL INVESTORS CAN BE VERY EFFECTIVE IN DEALING
WITH SIGNIFICANT GOVERNANCE TOPICS AND REGULATORY
CHANGES. THE SBA ENCOURAGES ALL INVESTORS TO ACT
COLLECTIVELY AS APPROPRIATE AND WHERE THIS WOULD
ASSIST IN ADVANCING BENEFICIARY OR CLIENT INTERESTS,
TAKING ACCOUNT OF RELEVANT LEGAL AND REGULATORY
CONSTRAINTS.
The SBA routinely interacts with other shareowners
and groups of institutional investors to discuss
significant governance topics, improve issues
involving specific firms, and address important
legal and regulatory changes globally. The SBA
participates in both U.S. and global cooperative
endeavors. In each instance, the SBA seeks to
gain support for shareowner rights and values and
insight from collaboration with pension fund peers,
investment managers, and issuers. The coordinated
effort of investors with a common emphasis on
improving corporate governance practices has
continually provided results beneficial for long-term
shareowners.
Investment Manager Engagement
In the past few years, the SBA has enhanced
interaction with its external investment managers
on governance related topics. A key objective is to
incorporate the insights of our investment managers
when planning and implementing our corporate
governance initiatives. Staff coordinates with global
equity managers, collaborating on target company
selection and relevant issues. Feedback and insight
from external manager has been extremely valuable,
adding considerable perspective to the SBA’s
governance initiatives.

The enhanced feedback loop also encouraged our
external managers to share their own ideas for
governance improvement opportunities at portfolio
companies. Discussions of interest included executive
compensation practices, board quality concerns
or endorsements, adequate shareowner capital
return levels and dividend payout ratios, minority
shareowner rights, and management expertise.
Overall, SBA managers provided insight on companyspecific and market-specific levels, based on their
particular specialization. The accumulation of
such a broad spectrum of governance experience
provides the SBA with an opportunity to continually
enhance our engagement practices, make the most
informed proxy voting decisions, and focus on the
most effective issues. By voting the majority of SBA
shares in-house, we are able to combine the market
and company-specific insights of our investment
managers with our corporate governance policies
and guidelines to provide a consistent support for
shareowner rights at our portfolio companies.
In addition, the SBA’s Strategic Investments asset
class utilizes several activist managers with focused
portfolios that typically support governance
improvements or possibly sponsor contested
elections. While these active managers vote their own
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Asian Corporate Governance
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Council of Institutional
Investors (CII)

$18 TRILLION
COMBINED ASSETS
International Corporate
Governance Network
(ICGN)

REGIONAL STATISTICS ON
GLOBAL INVESTOR ORGANIZATIONS

proxies, the SBA leverages case-specific knowledge
across all voting portfolios. In each instance, the
SBA seeks to ensure an outcome that will align our
governance principles with the maximization of longterm performance. The SBA is an active member in a
number of global investor organizations, with a goal
of informing and strengthening our voting policies,
company engagements, and working relationships.
Several SBA partnership organizations are described
below, along with examples of mutually beneficial
activities of late.
Council of Institutional Investors (CII)
CII is a nonprofit association of pension funds,
other employee benefit funds, endowments, and
foundations with combined assets that exceed $3
trillion. CII describes its role as a leading voice
for effective corporate governance and strong
shareowner rights. The Council also promotes
policies that support effective corporate governance
and shareowner rights. In comment letters and
dialogues, in speeches and on advisory panels, CII
backs sensible policies that foster transparency,
responsibility, accountability and market integrity. CII
accomplishments during the 2015 fiscal year included
several key issues aligned with SBA governance
objectives.
During fiscal year 2015, CII expanded its recently
introduced educational courses for members and SBA
staff participated, as instructors, on several key topics.

CII also submitted 20 comment letters and petitions
to the SEC, the PCAOB and other policymakers in
the U.S. and abroad. CII advocated on a host of
shareowner rights issues, from improvements to
transparency to proxy access. CII also wrote to
more than 94 Russell 3000 companies asking them

SBA Partner Organizations
Asian Corporate Governance Association (ACGA)
Carbon Disclosure Project
Ceres / Investor Network on Climate Risk (INCR)
Council of Institutional Investors (CII)
Global Institutional Governance Network (GIGN)
Global Peer Exchange
International Corporate Governance Network (ICGN)
Hermes equity ownership service (EOS)
Shareholder Rights Project (Harvard Law School)
Society of Corporate Secretaries and Governance
Professionals
The Conference Board
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AS AN INSTITUTIONAL INVESTOR MANAGING PENSION ASSETS
FOR OUR BENEFICIARIES, THE SBA’S EQUITY HOLDINGS ARE
PREDOMINANTLY HELD IN PASSIVE PORTFOLIOS AND INDEXED
TO BROAD MARKET BENCHMARKS WITH A LONG-TERM
INVESTMENT HORIZON. RATHER THAN DIVEST OF MISMANAGED
OR POORLY-GOVERNED COMPANIES, OUR LONG-TERM HORIZON
ACTUALLY CREATES INCENTIVES FOR US TO HELP COMPANIES
RECOVER FROM POOR PERFORMANCE OR TAKE STEPS TO
MITIGATE RISK TO SHAREOWNER VALUE.
to act in response to majority votes on shareowner
proposals and/or directors who failed to receive
majority shareowner support. CII advocated for proxy
access, effective clawbacks policies, universal proxy
ballots, effective audit committee disclosure, and
other critical regulatory and legislative issues.
In July 2015, SBA staff participated in a roundtable of
Council of Institutional Investors (CII) members with
extensive experience in the shareowner proposal
process. The group, comprised of seven investor
participants and five company participants, was
moderated by CII’s outside counsel, Keir Gumbs
of Covington & Burling. The roundtable offered
representatives of large companies and institutional
investors the opportunity to share their concerns,
identify common ground and discuss avenues for
improving the efficiency and effectiveness of the
shareholder proposal process. The discussion yielded
frank observations about the practices that currently
characterize the process as well as additional
practices that could improve it. Although the group
broached the unresolved question of whether to
re-open Rule 14a-8, which regulates both the process
and the qualifications for submitting a proposal,
the roundtable focused on the behavioral aspects
and “unwritten rules” of the process, including the
interaction that may take place before and after the
formal submission of a resolution, and how to make
the process work better within the existing framework.
SBA staff attended and presented at CII’s Fall
Conference, which included the Council adopting a
new policy dealing with directors’ conflicts of interest,
announced plans to form a new advisory council and
the unveiling of two new publications. A dynamic
line-up of speakers discussed topics ranging from
constructivist investing to IPO governance and highfrequency trading. SBA staff was also invited to

present at a pre-conference seminar on executive
compensation.
The Conference Board
The Conference Board describes its role as a global,
independent business membership and research
association with a mission to provide the world’s
leading organizations with the practical knowledge
they need to improve their performance and
better serve society. While investor and corporate
membership often bring differing perspectives to
joint discussions, the Conference Board outlines
several key outputs which suggest a common goal in
advancing governance best practices, and merging
long-term objectives of investors and corporations.
They include: 1) objective, world-renowned economic
data and analyses that help business and policy
leaders make sense of their operating environments;
2) in-depth research and best practices concerning
management, leadership, and corporate citizenship;
3) public and private forums in which executives
learn with and from their peers; and 4) a platform
and thought leadership for the business community
worldwide.
International Corporate Governance
Network (ICGN)
The ICGN is an investor-led organization of governance
professionals with a mission to inspire and promote
effective standards of corporate governance to
advance efficient markets and economies worldwide. ICGN focuses on three core activities: 1)
influencing policy by providing a reliable source of
practical knowledge and experiences on corporate
governance issues, thereby contributing to a sound
regulatory framework and a mutual understanding of
interests between market participants; 2) connecting
peers and facilitating cross-border communication
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among a broad constituency of market participants
at international conferences and events, virtual
networking and through other media; and 3)
informing dialogue among corporate governance
professionals through the publication of policies and
principles, exchange of knowledge and advancement
of education world-wide. The ICGN Statement of
Principles on Institutional Investor Responsibilities is
a recent example of joint resources being applied for
the development of enhanced governance.

An engagement of this type can be a very effective
way to advocate for positive changes and improve
reporting by the companies in which the SBA invests.
Improved corporate disclosures are a key objective
of SBA engagement, as transparent and improved
comparability can help all shareowners make better
investment decisions. Many companies seek out their
largest shareowners to discuss pressing concerns
and current governance topics, so often SBA is
approached by companies as well.

Global Peer Exchange
The Global Peer Exchange is an initiative brought forth
by the California Public Employees Retirement System
(CalPERS), and now includes about a dozen global
public pension funds, including several U.S. funds.
The Exchange examines how many of the world’s
largest pension funds can facilitate better cooperation
among the various network organizations, with a
goal of improving effectiveness, reducing duplication,
and identifying areas of under-representation. The
purpose of the peer sharing framework is to capture
each peer’s activities, interests, and priorities for
possible collaboration on such issues as stewardship,
financial market reform and best practices, ESG
integration approaches, and potential co-funding of
research.

Under SEC Rule 14(a)-8, shareowner proposals may
be submitted to companies for a ratification vote by
investors. Shareowner proposals will be used to place
significant issues on a company’s meeting ballot in
order to allow all shareowners to voice a collective
view. The SBA typically places an emphasis on
companies with identified performance deficiencies
when determining whether to submit a proposal for a
shareowner vote at a particular company.

Asian Corporate Governance
Network (ACGA)
The Asian Corporate Governance Association is an
independent, non-profit membership organization
dedicated to working with investors, companies,
and regulators in the implementation of effective
corporate governance practices throughout Asia.
ACGA was founded in 1999 from a belief that
corporate governance is fundamental to the longterm development of Asian economies and capital
markets.
SBA’s Engagement and Advocacy
The two primary obligations of shareowners are
to monitor the performance of the companies
they own and to exercise their right to act when
necessary. The SBA attempts to engage proactively,
as appropriate, with investee companies on risks
to long-term performance in order to advance
beneficiary or client interests. The SBA routinely
engages portfolio companies on a variety of issues
and often collaborates with other pension or investor
funds, including external investment managers, when
possible.
The SBA actively engages companies throughout
the year, maintaining a dialogue and analysis of
corporate governance issues and other reforms.

SBA staff has a clear work plan for proactive
engagement, focused on a manageable number of
global companies. Focus is often placed on the
largest public equity holdings across the global equity
asset class. Companies are reviewed for overweight
positions (relative to market benchmarks) and active
exposure (largest active ownership), absolute and
relative performance (poorly performing firms), and
corporate governance attributes (weak governance
policies/practices based on key issues). The SBA
will discuss any corporate governance concerns
with management representatives or the Board
of Directors, though some board participation is
preferred and expected.
Engagement is sometimes coordinated with SBA’s
external investment managers, with an emphasis
on those managers with high levels of conviction
in individual companies (relatively large over-weight
and high active exposures). During the year, the SBA
also continued its partnership with Hermes Equities
Ownership Services (EOS), a major engagement
service provider, to facilitate international engagement
and provide research on relevant companies and
global markets of interest. Since 2012, the SBA has
used Hermes EOS to support ongoing engagement
activities globally for selected issuers with high priority
concerns such as poor performance, governance
or other ESG rating dimensions. Hermes EOS is a
subsidiary of Hermes Investment Management, an
active asset manager with responsible investing as its
core business.
Hermes EOS helps long-term institutional investors
around the world meet their fiduciary responsibilities
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and become active owners of public and private
companies through engagement and voting
specialties.
Many investors use a ranking system to categorize their
individual corporate engagement activities. However,
there is no widely accepted industry standard for
different engagement scenarios. In early 2013, the
SBA adopted an engagement hierarchy within its
Corporate Governance Principles & Proxy Voting
Guidelines, with engagement classified into three
broad categories, including ‘Extensive,’ ‘Moderate,’
and ‘Basic.’ Extensive engagement is defined as
multiple instances of focused interaction with a
company on issues identified with a view to changing
the company’s behavior. These engagements are
systematic and began with a clear goal in mind.
Moderate engagement is defined as more than one
interaction with a company on issues identified.
These engagements are somewhat systematic, but
the specific desired outcome may not have been
clear at the outset. Basic engagement is defined
as direct contact with companies but where the
engagement tended to be ad-hoc and reactive in
nature. Such engagement may not have pursued the
issue beyond the initial contact with the company
and includes supporting letters authored by other
investors or groups.
During fiscal year 2015, SBA staff conducted
engagements with more than 100 companies,
including JPMorgan, Target, Bank of New York Mellon,
Darden Restaurants, Oracle, Allergan, Chevron,
Apache Corporation, E.I. du Pont, PepsiCo, Xenoport,

Compass Group PLC, Tempur Sealy and Microsoft.
Below we describe some of our efforts, sometimes
joint with other investors or groups, to improve
governance practices at our portfolio companies.
Other notable efforts are also described in the
‘Informed Proxy Voting’ section of this report.
On November 14, 2014, SBA staff sent letters to 53
companies advocating improvements in corporate
governance practices. Typically SBA staff assesses,
on a case-by-case basis, whether a company has
implemented an appropriate governance framework
relative to other peer companies and then considers
if changes could potentially enhance share value.
Our research indicates that these companies were
the only firms in the Russell 3000 index that maintain
all three of the following policies and procedures that
severely restrict shareowner rights and may constrain
shareowner value: 1) A classified board of directors
with staggered terms; 2) A plurality vote standard
for the election of directors; and 3) A supermajority
vote requirement to amend certain charter and/or
bylaw provisions. This initiative constituted one of
the main pillars in the SBA’s engagement work plan
for 2015-16.
One notable feature of this engagement is that
the companies selected tended to have very small
market capitalizations, and many of the companies
had never been contacted by large investors on these
issues. SBA staff was able to establish a dialogue and
advocate for changes in these governance features
at more than half of the companies in the selection
set with meetings, phone calls, or letter exchanges.

ACTIVE
MONITORING
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On January 7, 2015, SBA staff co-signed a group
investor letter to Titan International asking the
board to de-stagger director terms; the effort is in
line with our past and current initiatives to remove
classified board structures and Titan has significantly
underperformed both its peers and broader market
benchmarks. On May 11, 2015, SBA staff co-signed
another investor group letter to Titan International,
Inc. concerning problematic compensation practices.
Titan’s executive compensation lacks a rigorous
performance orientation and is devoid of long-term
capital efficiency measures.
On May 19, 2015, SBA staff voted in favor of a
management proposal at Xenoport pharmaceuticals
to remove supermajority voting thresholds within
its bylaws. In January 2015, SBA staff met with
the company’s CEO and Lead Director concerning
these corporate governance practices. As part
of the SBA’s engagement initiative focused on
companies with staggered boards, supermajority
voting requirements, and lack of majority vote
election procedures, Xenoport was identified along
with 52 other companies exhibiting each of these
governance features.
On May 28, 2015, Ceres and BlackRock published
guidance for U.S. institutional investors on engaging
with companies and policymakers on a broad range
of sustainability issues. The guide titled “21st Century
Engagement: Investor Strategies for Incorporating
ESG Considerations into Corporate Interactions,”
includes tactics and case studies from 37 engagement
experts spanning six countries, including content
submitted by SBA staff.
Annually, the Council of Institutional Investors (CII)
sends letters to companies that consistently have
disregarded majority shareowner votes requesting
that they adopt bylaw amendments to implement
majority voting for directors and require an
independent board chair. Each of the companies
has failed for multiple consecutive years to take
substantive action to address majority votes on the
following items: a) shareowner-sponsored majority
voting proposals; b) shareowner-sponsored board
declassification proposals; and/or c) against the
election of directors. The companies have included
Healthcare Services Group, Impax Laboratories,
Nabors Industries, Netflix, Texas Roadhouse and
Vornado Realty Trust. The SBA works with CII staff and
other CII-member funds to engage each company
on their planned action in response to the majority
approved proposals.
A Performance Update for Classified Boards
A recent review of SBA’s engagement partnership

with the Harvard Law School’s Shareholders Rights
Project found that the long-term performance
following board declassification proposals at those
U.S. companies targeted by the SBA exceeded largecapitalization stock indices. Examining targeted firms’
stock price performance since inception showed
the portfolio of stocks receiving SBA proposals to
de-stagger their boards of directors (moving to
annual director elections) had far outpaced the
market’s returns. Since inception, beginning in May
2011 through the end of August 2015, the SBA
engagement portfolio of U.S. companies had a
cumulative total return of 95 percent, outperforming
the Russell 1000 and S&P 500 index of large
capitalization stocks by over 34.1 percent and 34.8
percent, respectively.
SBA Leadership and Speaking Events
SBA staff periodically participates in, and often
is an invited presenter, at investor and other key
governance conferences or events. Typically, these
events include significant involvement by corporate
directors, senior members of management, and
other key investor stakeholders. The following details
staff involvement at events recently:
On November 6, 2014, SBA staff attended the Harvard
Law School Program on Corporate Governance and
the Harvard Law School Program on Institutional
Investors’ Roundtable on Executive Compensation.
The event brought together representatives of the
investor, issuer, advisor, and academic communities.
The Roundtable sessions focused on both the
process for determining executive compensation,
and on substantive pay arrangements. The
Roundtable discussed issues relating to the process
of determining executive compensation, focusing
on the work of proxy advisors and their interaction
with investors and issuers, engagement between
issuers and investors, and compensation disclosure
issues. The Roundtable moved to a discussion of the
substantive terms of compensation arrangements,
including compensation levels, composition, and
structures. Specific issues that were considered
included the choice of peer groups, the composition
of long-term and short-term incentive pay, and
contractual provisions such as clawbacks and golden
parachutes.
In late January, SBA staff participated in the 2015
Institutional Shareholder Services (ISS) Client
Conference in Miami. The conference included
a panel presentation by senior staff within the
Investment Programs & Governance unit. In February,
SBA staff participated in the 2015 Institutional
Investor/Corporate Issuer Roundtable Forum in
Atlanta. The Forum focused on several leading topics
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within corporate governance, including executive
compensation, corporate/investor engagement, and
activist fund strategies. In late March, SBA staff
participated in the 2015 Spring Conference of the
Council of Institutional Investors (CII). During the
meeting, SBA staff was re-elected to the Board of
Directors and also elected to the officer position
of Chair of the Board, with a term of service
through early 2016. The event marked the 30th
anniversary of the Council’s creation in 1985. Several
structural changes to CII’s membership categories
were adopted, aimed at strengthening the Council’s
foreign membership roster and affiliate member
dues structure. Staff also was invited to present at
an educational seminar for Corporate Governance
preceding the conference.

term shareowners with enhanced voting rights.
On July 8th, the EU Parliament voted to approve
amendments to the revision of the Shareholder
Rights Directive. In the proposals, which are still
subject to individual state implementation, all
elements of additional voting rights based on the
length of share ownership were removed—prior
versions included various advantages for long-term
shareowners such as additional voting rights, tax
incentives, loyalty dividends/shares as well as greater
employee involvement in corporate decision-making.

On April 1, 2015, SBA staff attended the Conference
Board Investor Summit, focused on key governance
practices and recent trends in shareowner activism
and proxy voting. The SBA is a member of the
Conference Board’s Governance Center. In mid-April,
SBA staff participated in the 2015 13D Active-Passive
investment conference, with a focus on activist
fund investing and related market participants. Key
issues included the investment strategies used by
activist funds, a review of numerous case studies
and investor profiles, as well as several regulatory
proposals.

On September 8th-10th, 2015, SBA staff was invited
to attend and speak at the 2015 Public Funds
Forum, which covered governance topics such as
global trends, improving corporate boards, engaging
for value, and current hot topics in governance.
The forum’s agenda was designed to be relevant to
corporate governance practitioners as well as fund
trustees.

In early June, SBA staff participated in the 2015
Annual Conference of the International Corporate
Governance Network (ICGN). During the meeting,
SBA staff was elected to the Board of Directors, with
a term of service through the middle of 2016. The
event marked the 20th anniversary of the ICGN’s
creation. Staff also participated in a meeting of the
Global Peer Exchange timed to coincide with the
conference.
On June 5th, SBA staff attended an investor group
meeting with a member from the European Union’s
Parliament, focused on proposals to provide long-

On June 11th, SBA staff was invited to speak at a CII
teleconference meeting for members concerning the
SEC’s proposed rules for new pay-for-performance
disclosures.

On September 30 - October 2, 2015, SBA staff
attended and presented at CII’s Fall Conference,
which included the Council adopting a new
policy dealing with directors’ conflicts of interest,
announced plans to form a new advisory council
and the unveiling of two new publications. A dynamic
line-up of speakers discussed topics ranging from
constructivist investing to governance at IPOs, and
high-frequency trading. SBA staff was also invited to
present at a pre-conference seminar on executive
compensation.

SBA annual summary 87

SBA 2015-16 ENGAGEMENT PLAN
PARTNERSHIP WITH HERMES EOS
CARNIVAL CORPORATION:
•
•

Company to continue to reduce the environmental impact of its business, particularly its carbon
footprint.
Integrate lessons learned from the Costa Concordia disaster and make effective changes to
procedures, operations, and governance.

HON HAI PRECISION INDUSTRY:
•
•
•

Hon Hai is preparing for succession by simplifying the group structure and systematically
involving potential leaders in key client relationships.
Transparency and communications with shareholders on company’s objectives, strategy,
business model and key risks.
Working conditions and employee relations policies meeting international standards in place
and implemented in practice.

LUKOIL:
•
•
•

Ensure the development of a credible environmental strategy, measures to address existing
concerns and improved disclosure on relevant matters.
Seek improvement in communication with shareholders.
Ensure risk management and disaster preparedness post Gulf of Mexico oil spill.

NISSAN MOTOR COMPANY:
•
•
•

Ensure that executive pay is linked to long-term performance.
The company provides details of executive remuneration including the link between pay and
performance.
Introduce independent representation on the board.

STANDARD CHARTERED:
•
•
•
•

Improve disclosure of performance conditions for annual bonus and long-term incentive
schemes for executives and other senior employees.
Ensure that pay drives culture, that performance metrics are the correct ones, and that risk is
considered as part of remuneration schemes.
Reduce size of board from 19 directors to around 15.
Seek orderly succession plan for CEO and chair, to include replacement of current senior
independent director.

S B A F L A . CO M
G OV E R N A N C E @ S B A F L A . CO M
The State Board of Administration (SBA) is a body of Florida state government that
provides a variety of investment services to clients and governmental entities. These
include managing the assets of the Florida Retirement System, the Local Government
Surplus Funds Trust Fund (Florida PRIMETM), the Florida Hurricane Catastrophe Fund,
and over 30 other fund mandates.

CORPORATE
GOVERNANCE
ANNUAL
SUMMARY

The SBA prepares additional reports on corporate governance topics and significant market
developments, covering a wide range of shareowner issues. Historical information can be found within
the governance section of the SBA's website.
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Executive Summary
 The major mandates outperformed their respective benchmarks over all longer time periods
through September 30, 2015.
 The Pension Plan outperformed its Performance Benchmark during the third quarter and over the
trailing one-, three-, five-, ten-, and fifteen-year time periods.
– Global Equity has been a consistent source of value added over all trailing time periods.
Fixed Income, Real Estate, Private Equity and Strategic Investments have also added value
over the trailing three- and five-year periods.
 Over the trailing three-, five-, and ten-year periods, the Pension Plan’s return ranked in the top
half of the TUCS Top Ten Defined Benefit Plan universe.
 The FRS Investment Plan modestly trailed the Total Plan Aggregate Benchmark during the third
quarter, yet has outperformed over all long-term periods including the trailing one-, three-, five-,
and ten-year periods.
 The Lawton Chiles Endowment Fund matched its benchmark during the third quarter and
outperformed its benchmark over the one-, three-, five-, and ten-year periods, primarily due to
strong global equity performance.
 The CAT Funds and Florida PRIME continued to outperform their respective benchmarks over
both short and long time periods.
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State Board of Administration of Florida
Florida Retirement System

Pension Plan Review
Third Quarter 2015
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Executive Summary


The Pension Plan assets totaled $139.2 billion as of September 30, 2015 which represents a $8.7 billion decrease
since last quarter.



The Pension Plan, when measured against the Performance Benchmark, outperformed during the third quarter and
over the trailing one-, three-, five-, ten-, and fifteen-year periods.



Relative to the Absolute Nominal Target Rate of Return, the Pension Plan underperformed over the one-, ten-, and
fifteen-year periods, but has outperformed over the trailing three-, five-, twenty-, twenty five, and thirty-year time
periods.



The Pension Plan is well-diversified across six broad asset classes, and each asset class is also well-diversified.
– Public market asset class investments do not significantly deviate from their broad market-based
benchmarks, e.g., sectors, market capitalizations, global regions, credit quality, duration, and security types.
– Private market asset classes are well-diversified by vintage year, geography, property type, sectors,
investment vehicle/asset type, and investment strategy.
– Asset allocation is monitored on a daily basis to ensure that the actual asset allocation of the Pension Plan
remains close to the long-term policy targets set forth in the Investment Policy Statement.



Aon Hewitt Investment Consulting and SBA staff revisit the plan design annually through informal and formal asset
allocation and asset liability reviews.



Adequate liquidity exists within the asset allocation to pay the monthly obligations of the Pension Plan consistently and
on a timely basis.
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FRS Pension Plan Change in Market Value
Periods Ending 9/30/2015

Summary of Cash Flows
Fiscal YTD*

Third Quarter

$147,972,946,329

$147,972,946,329

+/- Net Contributions/(Withdrawals)

($1,975,855,955)

($1,975,855,955)

Investment Earnings

($6,765,918,430)

($6,765,918,430)

$139,231,171,944

$139,231,171,944

($8,741,774,385)

($8,741,774,385)

Beginning Market Value

= Ending Market Value
Net Change

*Period July 2015 – September 2015
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Asset Allocation as of 9/30/2015
Total Fund Assets = $139.2 Billion

* Global Equity became an asset class in July 2010. The historical return series prior to July 2010 was derived from the underlying Domestic Equities,
Foreign Equities, and Global Equities components.
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FRS Pension Plan Investment Results
Periods Ending 9/30/2015
Performance Benchmark

Total FRS Pension Plan

Absolute Nominal Target Rate of Return

20.0

15.0

10.0
8.1

7.8
6.4

6.9
6.0

6.8
5.9

5.0

6.8

6.7
5.2

5.0

5.0

4.4

0.9
0.0
-0.1
-1.9
-5.0

-4.6
-5.7

-10.0
Quarter

1-Year

3-Year

5-Year

10-Year
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FRS Pension Plan Investment Results
Periods Ending 9/30/2015
Long-Term FRS Pension Plan Performance Results
vs. SBA's Long-Term Investment Objective
Absolute Nominal Target Rate of Return

Total FRS Pension Plan
12.0

10.0
9.1

Annualized Return (%)

8.9
8.0

7.5
6.9

7.2

7.0

6.0

4.0

2.0

0.0
Last 20 Years

Last 25 Years
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Comparison of Asset Allocation (TUCS Top Ten)
As of 9/30/2015
FRS Pension Plan vs. Top Ten Defined Benefit Plans
FRS TOTAL FUND

TUCS TOP TEN
Other
0.0%

Cash
0.5%

Strategic Investments
7.5%

Cash
3.3%

Alternatives
18.3%

Private Equity
6.2%

Real Estate
9.0%

Fixed Income
20.9%

Global Equity**
47.9%

Real Estate
6.8%
Global Equity*
55.9%

Fixed Income
23.7%

*Global Equity Allocation: 26.8% Domestic Equities; 24.2% Foreign Equities;
4.5% Global Equities; 0.4% Global Equity Liquidity Account. Percentages are
of the Total FRS Fund.

**Global Equity Allocation: 30.4% Domestic Equities; 17.5% Foreign
Equities.

Note: The TUCS Top Ten Universe includes $1,266.5 billion in total assets. The median fund size was $125.3 billion
and the average fund size was $126.6 billion.
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FRS Results Relative to TUCS Top Ten Defined Benefit Plans
Periods Ending 9/30/2015
Total FRS (Gross)

Top Ten Median Defined Benefit Plan Fund (Gross)

25.0
20.0

Rate of Return (%)

15.0
10.0

8.1

8.0

8.4

8.4
6.2

6.0

5.0
0.2

0.3

0.0
-5.0

-4.5

-3.8

-10.0
-15.0
Quarter

1-Year

3-Year

5-Year

10-Year

Note: The TUCS Top Ten Universe includes $1,266.5 billion in total assets. The median fund size was $125.3 billion
and the average fund size was $126.6 billion.
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Top Ten Defined Benefit Plans FRS Universe Comparison (TUCS)
Periods Ending 9/30/2015
Total FRS

Top Ten Median Defined Benefit Plan Universe

Rate of Return (%)

9.0

7.0

5.0

3.0

1.0

-1.0

FRS Percentile Ranking

1-Year

3-Year

5-Year

75

37

50

10-Year

25

Note: The TUCS Top Ten Universe includes $1,266.5 billion in total assets. The median fund size was $125.3 billion
and the average fund size was $126.6 billion.
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State Board of Administration of Florida
Florida Retirement System

Investment Plan Review
Third Quarter 2015
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Executive Summary


The FRS Investment Plan outperformed the Total Plan Aggregate Benchmark over the trailing one-,
three-, five-, and ten-year periods. This suggests strong relative performance of the underlying fund
options in which participants are investing.



The FRS Investment Plan’s total expense ratio is slightly higher, on average, when compared to a
defined contribution peer group and is lower than the average corporate and public defined benefit
plan, based on year-end 2014 data.



Management fees are lower than the median as represented by Morningstar’s mutual fund universe
for every investment category.



The FRS Investment Plan offers an appropriate number of fund options that span the risk and return
spectrum.



The Investment Policy Statement is revisited periodically to ensure that the structure and guidelines
of the FRS Investment Plan are appropriate, taking into consideration the FRS Investment Plan’s
goals and objectives.
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Total Investment Plan Returns & Cost
Periods Ending 9/30/2015*
One-Year
FRS Investment Plan
Total Plan Aggregate Benchmark**
FRS Investment Plan vs. Total Plan Aggregate
Benchmark

Three-Year

Five-Year

Ten-Year

-1.8%

5.7%

6.3%

-2.1

5.3

6.0

4.9%
4.5

0.3

0.4

0.3

0.4

Periods Ending 12/31/2014***
Five-Year Average
Return****
FRS Investment Plan
Peer Group
FRS Investment Plan vs. Peer Group

Five-Year Net
Value Added

Expense
Ratio

8.0%

-0.1%

9.4

0.2

0.37%*****
0.28

-1.4

-0.2

0.09

*Returns shown are net of fees.
**Aggregate benchmark returns are an average of the individual portfolio benchmark returns at their actual weights.
***Source: 2014 CEM Benchmarking Report. Peer group for the Five-Year Average Return and Value Added represents the U.S. Median plan return based on
the CEM 2014 Survey that included 126 U.S. defined contribution plans with assets ranging from $60 million to $47.6 billion. Peer group for the Expense
Ratio represents a custom peer group for FSBA of 18 DC plans including corporate and public plans with assets between $2.1 - $15.9 billion.
****Returns shown are gross of fees.
*****The total FRS Investment Plan expense ratio includes investment management fees, as well as administration, communication and education costs. These
latter costs are not charged to FRS Investment Plan members; however, these and similar costs may be charged to members of plans within the peer group
utilized above.
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State Board of Administration of Florida
CAT Fund Review

Third Quarter 2015
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Executive Summary


Performance of the CAT Funds on both an absolute and relative basis has been strong over shortand long-term time periods.



The CAT Funds are adequately diversified across issuers within the short-term bond market.



The Investment Policy Statement appropriately constrains the CAT Funds to invest in short-term and
high quality bonds to minimize both interest rate and credit risk.



Adequate liquidity exists to address the cash flow obligations of the CAT Funds.



The Investment Policy Statement is revisited periodically to ensure that the structure and guidelines
of the CAT Funds are appropriate, taking into consideration the CAT Funds’ goals and objectives.
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CAT Funds Investment Results
Periods Ending 9/30/2015
CAT Operating Fund*

Performance Benchmark**

Rate of Return (%)

3.00
2.50
2.00
1.54 1.49
1.50
1.00
0.32 0.28

0.50

0.27

0.09 0.10

0.35
0.13

0.11

0.00
Quarter

1-Year

3-Year

CAT 2013 A Operating Fund

5-Year

10-Year

Performance Benchmark**

0.40
0.34

Rate of Return (%)

0.35

0.28

0.30
0.25
0.20
0.15
0.10

0.10

0.09

0.05
0.00
Quarter

1-Year

*CAT Operating Fund: Beginning March 2008, the returns for the CAT Fund reflect marked-to-market returns. Prior to that time, cost-based returns are used.
**Performance Benchmark: The CAT Fund was benchmarked to the IBC First Tier through February 2008. From March 2008 to December 2009, it was the Merrill Lynch 1-Month
LIBOR. From January 2010 to June 2010, it was a blend of the average of the 3-Month Treasury Bill rate and the iMoneyNet First Tier Institutional Money Market Funds Gross Index.
From July 2010 to September 2014, it was a blend of the average of the 3-Month Treasury Bill rate and the iMoneyNet First Tier Institutional Money Market Funds Net
Index. Effective October 2014, it is a blend of the average of the Merrill Lynch 1-Yr US Treasury Bill Index and the iMoneyNet First Tier Institutional Money Market
Funds Net Index.
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State Board of Administration of Florida
Lawton Chiles Endowment Fund Review

Third Quarter 2015
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Executive Summary
 Established in July 1999, the Lawton Chiles Endowment Fund (LCEF) was created to
provide a source of funding for child health and welfare programs, elder programs and
research related to tobacco use.
– The investment objective is to preserve the real value of the net contributed principal and
provide annual cash flows for appropriation.
– The Endowment’s investments are diversified across various asset classes including
global equity, fixed income, inflation-indexed bonds (TIPS) and cash.
 The Endowment assets totaled $582.3 million as of September 30, 2015.
 The Endowment’s return matched its Target during the third quarter, while outperforming its
Target over the trailing one-, three-, five-, and ten-year time periods.
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Asset Allocation as of 9/30/2015
Total LCEF Assets = $582.3 Million
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LCEF Investment Results
Periods Ending 9/30/2015

Total LCEF

Performance Benchmark

25.0
20.0

Annualized Return (%)

15.0
10.0

7.5
5.4

5.0

6.5
4.9

4.3

4.3

0.0
-3.1

-5.0
-6.9

-4.0

-6.9

-10.0
-15.0
Quarter

1-Year

3-Year
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State Board of Administration of Florida
Florida PRIME and Fund B Review

Third Quarter 2015
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Executive Summary


The purpose of Florida PRIME is safety, liquidity, and competitive returns with minimal risk for
participants.



The Investment Policy Statement appropriately constrains Florida PRIME to invest in short-term



Florida PRIME is adequately diversified across issuers within the short-term bond market, and

and high quality bonds to minimize both interest rate and credit risk.
adequate liquidity exists to address the cash flow obligations of Florida PRIME.


Performance of Florida PRIME, on both an absolute and relative basis, has been strong over
short- and long-term time periods.



As of September 30, 2015, the total market value of Florida PRIME was $6.2 billion.



Aon Hewitt Investment Consulting, in conjunction with SBA staff, compiles an annual best
practices report that includes a full review of the Investment Policy Statement, operational items,
and investment structure for Florida PRIME.
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Florida PRIME Investment Results
Periods Ending 9/30/2015

FL PRIME Yield 30-Day Average

S&P AAA & AA GIP All 30-Day Net Yield Index**

*Returns less than one year are not annualized.
**S&P AAA & AA GIP All 30-Day Net Yield Index for all time periods shown.
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Florida PRIME Risk vs. Return
5 Years Ending 9/30/2015

Florida PRIME
1 M LIBOR

S&P US AAA & AA Rated GIP All 30-Day Net

90-Day T-Bill
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Return Distribution
Periods Ending 9/30/2015
Return Distribution

0.25%

Rate of Return (%)

0.20%

0.15%
95th, 0.13%

95th, 0.12%
95th, 0.11%

0.10%

0.05%
75th, 0.03%
75th, 0.01%

0.00%

50th, 0.00%
5th, 0.00%

75th, 0.00%
25th, 0.00%

50th, 0.00%
25th, 0.00%

5th, 0.00%

50th, 0.00%

25th, 0.00%

5th, 0.00%

-0.05%
1-Year

3-Year

5-Year

FL PRIME

S&P US AAA & AA Rated GIP All 30-Day Net

1 mo LIBOR

Citigroup 90-day T-Bill
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Standard Deviation Distribution
Periods Ending 9/30/2015
Standard Deviation Distribution

0.03%

Rate of Return (%)

0.02%

95th, 0.02%
95th, 0.02%

75th, 0.01%

0.01%

75th, 0.01%
95th, 0.00%
50th, 0.00%
25th, 0.00%

0.00%

75th, 0.00% 50th, 0.00%
5th, 0.00%
25th, 0.00%

50th, 0.00%
5th, 0.00%

25th, 0.00%

5th, 0.00%

-0.01%
1-Year

FL PRIME

3-Year

S&P US AAA & AA Rated GIP All 30-Day Net
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Appendix
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FRS Investment Plan Costs

Investment Plan Fee*

Average Mutual Fund
Fee**

Large Cap Equity

0.21%

0.86%

Small-Mid Cap Equity

0.63%

1.07%

International Equity

0.33%

1.04%

Diversified Bonds

0.16%

0.64%

Target Date

0.12%

0.65%

Money Market

0.06%

0.12%

Investment Category

*Average fee of multiple products in category as of 9/30/2015.
**Source: AHIC’s annual mutual fund expense analysis as of 12/31/2014.

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.
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Investment Plan Fiscal Year End Assets Under Management

By Fiscal Year ($ millions)

Source: Investment Plan Administrator

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.

37

Investment Plan Membership

*Period Ending 9/30/2015

Source: Investment Plan Administrator

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.
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Florida Hurricane Catastrophe Fund Background
 The purpose of the Florida Hurricane Catastrophe Fund (FHCF) is to provide a stable, ongoing and
timely source of reimbursement to insurers for a portion of their hurricane losses.
 Both the CAT Fund (Operating Fund) and the CAT 2013 A Fund are internally managed portfolios
benchmarked to a blend of the average of the Merrill Lynch 1-Yr US Treasury Bill Index and the
iMoneyNet First Tier Institutional Money Market Funds Net Index.
 As of September 30, 2015, the total value of all FHCF accounts was $14.0 billion.

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.
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CAT Operating Fund Characteristics
Period Ending 9/30/2015
Effective Maturity Schedule
O/N* - 14 Days
15 - 30 Days
31 - 60 Days
61 - 90 Days
91 - 120 Days
121 - 150 Days
151 - 180 Days
181 - 210 Days
211 - 240 Days
241 - 270 Days
271 - 300 Days
301 - 365 Days
366 - 732 Days
733 - 1,098 Days
1,099 - 1,875 Days
Total % of Portfolio:
S & P Credit Quality Composition
AAA
AA
A
Total % of Portfolio:

5.2%
16.7
5.3
2.8
2.6
2.6
0.4
2.2
3.3
1.2
1.9
12.3
18.2
23.7
1.5
100.0%

46.3%
24.7
29.0
100.0%

*O/N stands for overnight.

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.

40

CAT 2013 A Fund Characteristics
Period Ending 9/30/2015
Effective Maturity Schedule
O/N* - 14 Days
15 - 30 Days
31 - 60 Days
61 - 90 Days
91 - 120 Days
121 - 150 Days
151 - 180 Days
181 - 210 Days
211 - 240 Days
241 - 270 Days
271 - 300 Days
301 - 365 Days
366 - 732 Days
733 - 1,098 Days
1,099 - 1,875 Days
Total % of Portfolio:
S & P Credit Quality Composition
AAA
AA
A
Total % of Portfolio:

6.1%
8.8
6.6
8.5
4.1
1.8
3.4
1.2
2.5
4.9
0.6
8.1
25.3
15.2
2.8
100.0%
67.4%
12.2
20.5
100.0%

*O/N stands for overnight.
Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.
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Florida PRIME Characteristics
Quarter Ending 9/30/2015
Cash Flows as of 9/30/2015
Opening Balance
Participant Deposits
Transfers from Fund B
Gross Earnings
Participant Withdrawals
Fees
Closing Balance (9/30/2015)
Change

Third Quarter
$7,003,224,923
$2,529,365,041
$0
$4,366,830
($3,351,015,695)
($287,170)
$6,185,653,928

Fiscal YTD*
$7,003,224,923
$2,529,365,041
$0
$4,366,830
($3,351,015,695)
($287,170)
$6,185,653,928

($817,570,995)

($817,570,995)

*Period July 2015 – September 2015

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.
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Florida PRIME Characteristics
Quarter Ending 9/30/2015
Portfolio Composition
Bank Instrument - Fixed
Repurchase Agreements
Corporate Commercial Paper - Fixed
Bank Instrument - Floating
Mutual Funds - Money Market
Asset-Backed Commercial Paper - Fixed
Corporate Notes - Floating
Corporate Commercial Paper - Floating
Asset-Backed Commercial Paper - Floating

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.
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Florida PRIME Characteristics
Period Ending 9/30/2015

Effective Maturity Schedule
1-7 Days
8-30 Days
31-90 Days
91-180 Days
181+ Days
Total % of Portfolio:

S & P Credit Quality Composition
A-1+
A-1
Total % of Portfolio:

Aon Hewitt | Retirement and Investment
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.

47.8%
27.2%
16.5%
6.5%
2.0%
100.0%

66.5%
33.5%
100.0%
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0DUNHW+LJKOLJKWV

$RQ+HZLWW_5HWLUHPHQWDQG,QYHVWPHQW
,QYHVWPHQWDGYLFHDQGFRQVXOWLQJVHUYLFHVSURYLGHGE\$RQ+HZLWW,QYHVWPHQW&RQVXOWLQJ,QFDQ$RQ&RPSDQ\



0DUNHW+LJKOLJKWV
Returns of the Major Capital Markets
Periods Ending 9/30/2015

Equity
MSCI All Country World IMI
MSCI All Country World
Dow Jones U.S. Total Stock Market
Russell 3000
S&P 500
Russell 2000
MSCI All Country World ex-U.S. IMI
MSCI All Country World ex-U.S.
MSCI EAFE
MSCI EAFE (Local Currency)
MSCI Emerging Markets
Fixed Income
Barclays Global Aggregate
Barclays Aggregate
Barclays Long Gov't
Barclays Long Credit
Barclays Long Gov't/Credit
Barclays US TIPS
Barclays High Yield
Citi Group Non-U.S. WGBI
JP Morgan EMBI Global (Emerging Markets)
Commodities
Bloomberg Commodity Index
Goldman Sachs Commodity Index
Hedge Funds
HFRI Fund-Weighted Composite2
HFRI Fund of Funds2
Real Estate
NAREIT U.S. Equity REITS
NCREIF NFI - ODCE3
Private Equity
Burgiss Private iQ Global Private Equity4
Infrastructure
Macquarie Global Infrastructure - North America

Third Quarter

Year-toDate

1-Year

3-Year1

5-Year1

10-Year1

-9.59%
-9.45%
-7.27%
-7.25%
-6.44%
-11.92%
-11.88%
-12.17%
-10.23%
-8.98%
-17.90%

-6.76%
-7.04%
-5.48%
-5.45%
-5.29%
-7.73%
-7.84%
-8.63%
-5.28%
-0.95%
-15.48%

-6.21%
-6.66%
-0.55%
-0.50%
-0.61%
1.25%
-11.42%
-12.16%
-8.66%
0.80%
-19.28%

7.20%
6.95%
12.44%
12.53%
12.40%
11.02%
2.75%
2.34%
5.63%
12.71%
-5.27%

6.99%
6.82%
13.26%
13.28%
13.34%
11.73%
2.08%
1.82%
3.98%
7.71%
-3.58%

4.84%
4.58%
7.06%
6.92%
6.80%
6.55%
3.31%
3.03%
2.97%
3.30%
4.27%

0.85%
1.24%
4.97%
0.51%
2.18%
-1.14%
-4.85%
1.71%
-2.04%

-2.26%
1.14%
0.23%
-3.93%
-2.39%
-0.78%
-2.45%
-4.22%
-0.32%

-3.28%
2.95%
8.63%
-0.04%
3.09%
-0.81%
-3.43%
-7.01%
-1.96%

-1.59%
1.71%
2.79%
1.86%
2.17%
-1.82%
3.52%
-4.59%
0.51%

0.81%
3.11%
6.18%
5.83%
5.96%
2.55%
6.15%
-1.32%
4.40%

3.71%
4.64%
6.93%
6.35%
6.65%
4.01%
7.26%
2.92%
6.76%

-14.47%
-19.30%

-15.80%
-19.46%

-25.99%
-41.74%

-16.02%
-19.84%

-8.89%
-9.79%

-5.67%
-10.01%

-3.77%
-3.28%

-1.35%
-0.67%

-1.21%
0.27%

4.00%
4.26%

3.31%
2.75%

4.25%
2.45%

2.00%
3.68%

-3.79%
11.29%

9.88%
14.92%

9.59%
13.45%

12.00%
14.02%

6.82%
6.71%

4.03%

5.74%

7.92%

14.24%

14.14%

12.20%

-3.90%

-12.74%

-5.26%

6.42%

9.91%

6.60%

MSCI Indices show net returns.
All other indices show total returns.
1
Periods are annualized.
2
Latest 5 months of HFR data are estimated by HFR and may change in the future.
3
Third quarter results are preliminary.
4
Source: Burgiss Private iQ. Benchmark is as of 6/30/2015.
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86(TXLW\0DUNHWV



7KH5XVVHOO,QGH[UHWXUQHGGXULQJWKHTXDUWHUDQGUHWXUQHGRYHUWKHRQH\HDUSHULRG



'XULQJWKHWKLUGTXDUWHUWKHXWLOLWLHVVHFWRUZDVWKHVWURQJHVWSHUIRUPHUSRVWLQJDUHWXUQRI7KHHQHUJ\DQG
PDWHULDOVVHFWRUVZHUHWKHZHDNHVWSHUIRUPHUVSURGXFLQJUHWXUQVRIDQGUHVSHFWLYHO\



3HUIRUPDQFHDFURVVWKHPDUNHWFDSLWDOL]DWLRQVSHFWUXPZDVPL[HGRYHUWKHTXDUWHU/DUJHFDSVWRFNVRXWSHUIRUPHG
WKHVPDOOHUVHJPHQWVRIWKHPDUNHWVDQGJURZWKRXWSHUIRUPHGYDOXHDFURVVWKHODUJHUFDSLWDOL]DWLRQV
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,QYHVWPHQWDGYLFHDQGFRQVXOWLQJVHUYLFHVSURYLGHGE\$RQ+HZLWW,QYHVWPHQW&RQVXOWLQJ,QFDQ$RQ&RPSDQ\



86)L[HG,QFRPH0DUNHWV



7KH%DUFOD\V$JJUHJDWH%RQG,QGH[UHWXUQHGLQ
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SHUIRUPLQJLQGH[VHJPHQWUHWXUQLQJ



+LJK\LHOGERQGVXQGHUSHUIRUPHGLQYHVWPHQWJUDGH
FRUSRUDWHERQGV



/RQJHUGXUDWLRQERQGVRXWSHUIRUPHGVKRUWHUGXUDWLRQ
ERQGV
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7KH\HDU867UHDVXU\\LHOGHQGHGWKHTXDUWHUDWEDVLVSRLQWVORZHUWKDQLWVOHYHODWWKHEHJLQQLQJRIWKH
TXDUWHU



7KH\HDU7,36\LHOGURVHE\EDVLVSRLQWVRYHUWKHTXDUWHUDQGHQGHGWKHSHULRGDW
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&UHGLW6SUHDGV
Spread (bps)
U.S. Aggregate
Long Gov't
Long Credit
Long Gov't/Credit
MBS
CMBS
ABS
Corporate
High Yield
Global Emerging Markets

9/30/2015
59
4
230
143
31
108
69
169
630
418

6/30/2015
51
4
202
128
26
101
62
145
476
328

9/30/2014
43
4
164
106
30
99
56
112
424
288

Quarterly Change (bps)
8
0
28
15
5
7
7
24
154
90

1-Year Change (bps)
16
0
66
37
1
9
13
57
206
130

6RXUFH%DUFOD\V/LYH
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(PHUJLQJ0DUNHWVVWUDWHJLHVZHUHWKHZHDNHVWSHUIRUPHUVZLWKDUHWXUQRILQWKHWKLUGTXDUWHU
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6HQLRU'HEW(%,7'$

6XE'HEW(%,7'$

(TXLW\(%,7'$

2WKHUV

6RXUFH6 3

6RXUFH3UHTLQ

 )XQGUDLVLQJELOOLRQZDVUDLVHGLQWKHVHFRQGTXDUWHUE\IXQGVXSRYHUWKHILYH\HDUTXDUWHUO\DYHUDJH)XQGUDLVLQJZDVGRZQ IURPERWKWKHSULRUTXDUWHUDQGVDPHSHULRGODVW\HDUZKLFK
VDZELOOLRQUDLVHGE\PDQDJHUVDQGELOOLRQUDLVHGE\PDQDJHUVUHVSHFWLYHO\ 'U\SRZGHUUHDFKHGDQHZSHDNRIMXVWRYHUWULOOLRQUHSUHVHQWLQJDLQFUHDVHIURP4¶V
YDOXHDQGZDVKLJKHUWKDQWKHILYH\HDU DYHUDJH
 %X\RXW*OREDOSULYDWHHTXLW\EDFNHGEX\RXWGHDOVWRWDOHGELOOLRQLQWKHVHFRQGTXDUWHUZKLFKZDVGRZQRYHUWKHSULRUTXDUWHUEXWXSFRPSDUHGWRWKHVDPHSHULRGODVW\HDU
GHDOVZHUHFRPSOHWHGRQD/70EDVLVDVRI4GRZQIURP4<HDUWRGDWH SXUFKDVHSULFHPXOWLSOHVIRUWRWDOODUJHFDSDQGPLGGOHPDUNHWWUDQVDFWLRQVVWRRGDWRUDERYHUHFRUG
OHYHOVZKHQFRPSDUHGWRSULRUIXOO\HDUPDUNV4SXUFKDVHSULFHPXOWLSOHVIRUWRWDODQGODUJHFDSWUDQVDFWLRQVDUHKLJKHUWKDQLQ4EXWDUHVWLOOEHORZWKHTXDUWHUO\ KLJKVRI[REVHUYHGLQ
47KHDYHUDJHSXUFKDVHSULFHPXOWLSOHDFURVVDOO(XURSHDQWUDQVDFWLRQVL]HVLQFUHDVHGWR[IURP[ODVWTXDUWHUGULYHQE\ODUJHWUDQVDFWLRQV  ¼ELOOLRQ ZKLFKVWRRGDW[DQGH[KLELWHG
WKHODUJHVWLQFUHDVHRYHUWKHSULRUTXDUWHU [ /70WRWDOH[LWYDOXHWRWDOHGELOOLRQLQ4RQGHDOVGRZQIURPDUHFRUGELOOLRQLQ4
 9HQWXUH,QYHVWPHQWDFWLYLW\UHPDLQHGKHDOWK\ZLWK4GHSOR\PHQWUHDFKLQJWKHKLJKHVWTXDUWHUO\ WRWDOVLQFH4LQYHVWLQJ H[FHHGHGWKHSULRUTXDUWHUDQGVDPHSHULRGODVW\HDUE\
DQGUHVSHFWLYHO\ $FWLYLW\ FRQWLQXHVWREHGULYHQE\WKHLQIOX[RIFDSLWDOIURPQRQWUDGLWLRQDOLQYHVWRUVSDUWLFXODUO\LQODWHUURXQGV LHKHGJHIXQGVDQGPXWXDOIXQGV DQGWKHLQFUHDVHLQILQDQFLQJ
URXQGVH[FHHGLQJPLOOLRQ7KHH[LWHQYLURQPHQWLPSURYHGGXULQJWKHVHFRQGTXDUWHUZLWKYHQWXUHEDFNHG,32VFRPSDUHGWRVHYHQWHHQLQ47KHQXPEHURI0 $GHDOVGHFUHDVHG
TXDUWHURYHUTXDUWHUIDOOLQJWRWKHLUORZHVWOHYHOVVLQFH4
 0H]]DQLQH'XULQJ4QLQHIXQGVFORVHGRQELOOLRQLQFDSLWDOGRZQFRQVLGHUDEO\FRPSDUHGWRWKHSULRUTXDUWHUDQGILYH\HDUTXDUWHUO\ DYHUDJHOHYHOVRIELOOLRQDQGELOOLRQUHVSHFWLYHO\
(VWLPDWHGGU\SRZGHUZDVELOOLRQDWWKHHQGRI4XSRYHU4&DSLWDOGHSOR\PHQWKDVUHPDLQHGOLPLWHGGXHWRFRPSHWLWLRQIURPSULYDWHOHQGLQJSODWIRUPVDQGEXVLQHVVGHYHORSPHQW
FRPSDQLHV %'&V LQWKHPLGGOHPDUNHWIRFXVHGRQXQLWUDQFKHGHEWDQGVHFRQGOLHQOHQGLQJ+RZHYHUZHKDYHVHHQDVPDOOLQFUHDVH LQWKHXVHRIWUDGLWLRQDOVHQLRUGHEWDQGPH]]DQLQHVWUXFWXUHVUHFHQWO\
DVULVLQJSXUFKDVHSULFHPXOWLSOHVKDYHPDGHLWPRUHHQWLFLQJWRSULYDWHHTXLW\VSRQVRUV
 'LVWUHVVHG'HEW+LJK\LHOGGHIDXOWUDWHVZHUHLQWKHVHFRQGTXDUWHUZLWKD/70UDWHRIFRPSDUHGWRDQGUHVSHFWLYHO\LQ4 'HIDXOWUDWHVDUHH[SHFWHGWRULVHGXHWRD
FRPELQDWLRQRIRQJRLQJHQHUJ\GHYHORSPHQWVDQGDVORZUHYHUVLRQDZD\IURPFXUUHQWXQVXVWDLQDEO\ORZGHIDXOWUDWHVEXWDUHH[SHFWHGWRUHPDLQEHORZWKH ORQJWHUPDYHUDJH&RPSOHWHGGLVWUHVVHG
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$OO3XEOLF3ODQV!%86(TXLW\6HJPHQW




5HWXUQ













<HDU
7R
'DWH
 
 


<HDU


<HDUV


<HDUV


<HDUV







 
 

 
 

 
 

 
 

 
 

 
 

 
 










































































4XDUWHU
 'RPHVWLF(TXLWLHV
 $VVHW&ODVV7DUJHW
WK3HUFHQWLOH
VW4XDUWLOH
0HGLDQ
UG4XDUWLOH
WK3HUFHQWLOH

 
 

3RSXODWLRQ

3DUHQWKHVHVFRQWDLQSHUFHQWLOHUDQNLQJV
&DOFXODWLRQEDVHGRQPRQWKO\SHULRGLFLW\



'RPHVWLF(TXLWLHV

$VRI6HSWHPEHU

'RPHVWLF(TXLWLHV5LVN3URILOH

5HWXUQ
 

$QQXDOL]HG5HWXUQYV$QQXDOL]HG6WDQGDUG'HYLDWLRQ
<HDUV

5ROOLQJ<HDUV6WDQGDUG'HYLDWLRQ







































5LVN 6WDQGDUG'HYLDWLRQ

'RPHVWLF(TXLWLHV







$VVHW&ODVV7DUJHW

&LWLJURXS0RQWK7%LOO

 

 

'RPHVWLF(TXLWLHV

 

 





$VVHW&ODVV7DUJHW

<HDUV+LVWRULFDO6WDWLVWLFV

'RPHVWLF(TXLWLHV
$VVHW&ODVV7DUJHW
&LWLJURXS0RQWK7%LOO

$FWLYH
5HWXUQ




7UDFNLQJ
(UURU




,QIRUPDWLRQ
5DWLR

1$


56TXDUHG






6KDUSH
5DWLR


1$

$OSKD

%HWD

5HWXUQ













6WDQGDUG
'HYLDWLRQ




$FWXDO
&RUUHODWLRQ




)RUHLJQ(TXLWLHV



)RUHLJQ(TXLWLHV

$VRI6HSWHPEHU

)RUHLJQ(TXLWLHV3RUWIROLR2YHUYLHZ

&XUUHQW$OORFDWLRQ

5HWXUQ6XPPDU\

6HSWHPEHU0



%URDG$FWLYH



5HWXUQ

(PHUJLQJ$FWLYH


















 





'HYHORSHG$FWLYH
'HYHORSHG3DVVLYH


<HDU
7R
'DWH


4XDUWHU

)URQWLHU$FWLYH


<HDU

)RUHLJQ(TXLWLHV

4XDUWHUO\([FHVV3HUIRUPDQFH


<HDUV


<HDUV


<HDUV

$VVHW&ODVV7DUJHW

5DWLRRI&XPXODWLYH:HDOWK<HDUV






























4XDUWHUO\2XW3HUIRUPDQFH





















)RUHLJQ(TXLWLHV

4XDUWHUO\8QGHU3HUIRUPDQFH







%HQFKPDUN











$VRI6HSWHPEHU

3ODQ6SRQVRU3HHU*URXS$QDO\VLV
$OO3XEOLF3ODQV!%,QWO(TXLW\6HJPHQW




5HWXUQ














<HDU


<HDUV


<HDUV


<HDUV







 
 

<HDU
7R
'DWH
 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 










































































4XDUWHU
 )RUHLJQ(TXLWLHV
 $VVHW&ODVV7DUJHW
WK3HUFHQWLOH
VW4XDUWLOH
0HGLDQ
UG4XDUWLOH
WK3HUFHQWLOH
3RSXODWLRQ

3DUHQWKHVHVFRQWDLQSHUFHQWLOHUDQNLQJV
&DOFXODWLRQEDVHGRQPRQWKO\SHULRGLFLW\



)RUHLJQ(TXLWLHV

$VRI6HSWHPEHU

)RUHLJQ(TXLWLHV5LVN3URILOH

$QQXDOL]HG5HWXUQYV$QQXDOL]HG6WDQGDUG'HYLDWLRQ
<HDUV

5ROOLQJ<HDUV6WDQGDUG'HYLDWLRQ









5HWXUQ
 























5LVN 6WDQGDUG'HYLDWLRQ

)RUHLJQ(TXLWLHV






$VVHW&ODVV7DUJHW



&LWLJURXS0RQWK7%LOO



 



)RUHLJQ(TXLWLHV



 







$VVHW&ODVV7DUJHW

<HDUV+LVWRULFDO6WDWLVWLFV

)RUHLJQ(TXLWLHV
$VVHW&ODVV7DUJHW
&LWLJURXS0RQWK7%LOO

$FWLYH
5HWXUQ




7UDFNLQJ
(UURU




,QIRUPDWLRQ
5DWLR

1$


56TXDUHG






6KDUSH
5DWLR


1$

$OSKD

%HWD

5HWXUQ













6WDQGDUG
'HYLDWLRQ




$FWXDO
&RUUHODWLRQ




*OREDO(TXLWLHV



*OREDO(TXLWLHV

$VRI6HSWHPEHU

*OREDO(TXLWLHV3HUIRUPDQFH6XPPDU\

5HWXUQ6XPPDU\


5HWXUQ






























<HDU
7R
'DWH


4XDUWHU
*OREDO(TXLWLHV


<HDU


<HDUV


<HDUV


<HDUV

%HQFKPDUN

4XDUWHUO\([FHVV3HUIRUPDQFH

5DWLRRI&XPXODWLYH:HDOWK<HDUV





























4XDUWHUO\2XW3HUIRUPDQFH



















*OREDO(TXLWLHV

4XDUWHUO\8QGHU3HUIRUPDQFH









%HQFKPDUN











*OREDO(TXLWLHV

$VRI6HSWHPEHU

*OREDO(TXLWLHV5LVN3URILOH

5HWXUQ
 

$QQXDOL]HG5HWXUQYV$QQXDOL]HG6WDQGDUG'HYLDWLRQ
<HDUV

5ROOLQJ<HDUV6WDQGDUG'HYLDWLRQ







































5LVN 6WDQGDUG'HYLDWLRQ

*OREDO(TXLWLHV






%HQFKPDUN



&LWLJURXS0RQWK7%LOO





*OREDO(TXLWLHV















%HQFKPDUN

<HDUV+LVWRULFDO6WDWLVWLFV

*OREDO(TXLWLHV
%HQFKPDUN
&LWLJURXS0RQWK7%LOO

$FWLYH
5HWXUQ




7UDFNLQJ
(UURU




,QIRUPDWLRQ
5DWLR

1$


56TXDUHG




6KDUSH
5DWLR


1$



7KLVSDJHLVOHIWEODQNLQWHQWLRQDOO\

$OSKD

%HWD

5HWXUQ













6WDQGDUG
'HYLDWLRQ




$FWXDO
&RUUHODWLRQ




)L[HG,QFRPH



)L[HG,QFRPH

$VRI6HSWHPEHU

)L[HG,QFRPH3RUWIROLR2YHUYLHZ

&XUUHQW$OORFDWLRQ

5HWXUQ6XPPDU\

6HSWHPEHU0


2WKHU



$FWLYH,QWHUQDO

5HWXUQ














3DVVLYH,QWHUQDO















<HDU
7R
'DWH


4XDUWHU

$FWLYH([WHUQDO

)L[HG,QFRPH/LTXLGLW\


<HDU

)L[HG,QFRPH

4XDUWHUO\([FHVV3HUIRUPDQFH


<HDUV


<HDUV


<HDUV

$VVHW&ODVV7DUJHW

5DWLRRI&XPXODWLYH:HDOWK<HDUV































4XDUWHUO\2XW3HUIRUPDQFH



















)L[HG,QFRPH

4XDUWHUO\8QGHU3HUIRUPDQFH









%HQFKPDUN











$VRI6HSWHPEHU

3ODQ6SRQVRU3HHU*URXS$QDO\VLV
$OO3XEOLF3ODQV!%86)L[HG,QFRPH6HJPHQW





5HWXUQ









4XDUWHU
 )L[HG,QFRPH
 $VVHW&ODVV7DUJHW
WK3HUFHQWLOH
VW4XDUWLOH
0HGLDQ
UG4XDUWLOH
WK3HUFHQWLOH
3RSXODWLRQ

 
 

<HDU
7R
'DWH
 
 


<HDU


<HDUV


<HDUV


<HDUV





 
 

 
 

 
 

 
 

 
 

 
 


 
 









































































3DUHQWKHVHVFRQWDLQSHUFHQWLOHUDQNLQJV
&DOFXODWLRQEDVHGRQPRQWKO\SHULRGLFLW\



)L[HG,QFRPH

$VRI6HSWHPEHU

)L[HG,QFRPH5LVN3URILOH

$QQXDOL]HG5HWXUQYV$QQXDOL]HG6WDQGDUG'HYLDWLRQ
<HDUV

5ROOLQJ<HDUV6WDQGDUG'HYLDWLRQ










5HWXUQ
 




















5LVN 6WDQGDUG'HYLDWLRQ

)L[HG,QFRPH







$VVHW&ODVV7DUJHW

&LWLJURXS0RQWK7%LOO

 

 

)L[HG,QFRPH

 

 





$VVHW&ODVV7DUJHW

<HDUV+LVWRULFDO6WDWLVWLFV

)L[HG,QFRPH
$VVHW&ODVV7DUJHW
&LWLJURXS0RQWK7%LOO

$FWLYH
5HWXUQ




7UDFNLQJ
(UURU




,QIRUPDWLRQ
5DWLR

1$


56TXDUHG






6KDUSH
5DWLR


1$

$OSKD

%HWD

5HWXUQ













6WDQGDUG
'HYLDWLRQ




$FWXDO
&RUUHODWLRQ




3ULYDWH(TXLW\



3ULYDWH(TXLW\

$VRI6HSWHPEHU

2YHUYLHZ

)563ULYDWH(TXLW\ E\ 0DUNHW9DOXH

3UHTLQ3ULYDWH(TXLW\ 6WUDWHJLHVE\ 0DUNHW
9DOXH

Other***
11.3%
Other****
32.1%

LBO
48.2%

Venture Capital
21.4%
LBO
67.3%

Venture Capital
19.7%

$OORFDWLRQGDWDLVDVRI6HSWHPEHU
$OORFDWLRQGDWDLVDVRI-XQHIURPWKH3UHTLQGDWDEDVH
2WKHUIRUWKH)563ULYDWH(TXLW\FRQVLVWVRI*URZWK&DSLWDO6HFRQGDU\3(&DVKDQG3(7UDQVLWLRQ
2WKHUIRUWKH3UHTLQGDWDFRQVLVWVRI'LVWUHVVHG3(*URZWK0H]]DQLQHDQGRWKHU3ULYDWH(TXLW\6SHFLDO6LWXDWLRQV
3UHTLQXQLYHUVHLVFRPSULVHGRISULYDWHHTXLW\IXQGVUHSUHVHQWLQJWULOOLRQ



3ULYDWH(TXLW\

7LPH:HLJKWHG,QYHVWPHQW5HVXOWV

5HWXUQ6XPPDU\DVRI6HSWHPEHU

5HW XUQ

































<HDU


<HDUV

3ULYDWH(TXLW\

$VVHW&ODVV7DUJHW


<HDUV


<HDUV

6HFRQGDU\7DUJHW

4XDUWHUO\([FHVV3HUIRUPDQFHYV$VVHW&ODVV7DUJHWDVRI6HSWHPEHU













3ULYDWH(TXLW\















































$VVHW&ODVV7DUJHW

4XDUWHUO\([FHVV3HUIRUPDQFHYV6HFRQGDU\7DUJHWDVRI6HSWHPEHU














3ULYDWH(TXLW\























6HFRQGDU\7DUJHW

7KH6HFRQGDU\7DUJHWLVDEOHQGRIWKH&DPEULGJH$VVRFLDWHV3ULYDWH(TXLW\,QGH[DQGWKH&DPEULGJH$VVRFLDWHV9HQWXUH&DSLWDO,QGH[EDVHGRQDFWXDO
$%$/ZHLJKWV6HFRQGDU\WDUJHWGDWDLVRQDTXDUWHUO\ODJ



3ULYDWH(TXLW\/HJDF\

7LPH:HLJKWHG,QYHVWPHQW5HVXOWV

5HWXUQ6XPPDU\DVRI6HSWHPEHU

5HW XUQ
































<HDU


<HDUV

3ULYDWH(TXLW\/HJDF\

$VVHW&ODVV7DUJHW


<HDUV


<HDUV

6HFRQGDU\7DUJHW

4XDUWHUO\([FHVV3HUIRUPDQFHYV$VVHW&ODVV7DUJHWDVRI6HSWHPEHU













3ULYDWH(TXLW\/HJDF\















































$VVHW&ODVV7DUJHW

4XDUWHUO\([FHVV3HUIRUPDQFHYV6HFRQGDU\7DUJHWDVRI6HSWHPEHU













3ULYDWH(TXLW\/HJDF\























6HFRQGDU\7DUJHW

7KH6HFRQGDU\7DUJHWLVDEOHQGRIWKH&DPEULGJH$VVRFLDWHV3ULYDWH(TXLW\,QGH[DQGWKH&DPEULGJH$VVRFLDWHV9HQWXUH&DSLWDO,QGH[EDVHGRQDFWXDO
$%$/ZHLJKWV6HFRQGDU\WDUJHWGDWDLVRQDTXDUWHUO\ODJ



3ULYDWH(TXLW\3RVW$VVHW&ODVV

7LPH:HLJKWHG,QYHVWPHQW5HVXOWV

5HWXUQ6XPPDU\DVRI6HSWHPEHU

5HW XUQ


































<HDU


<HDUV

3ULYDWH(TXLW\3RVW$VVHW&ODVV


<HDUV

$VVHW&ODVV7DUJHW


<HDUV

6HFRQGDU\7DUJHW

4XDUWHUO\([FHVV3HUIRUPDQFHYV$VVHW&ODVV7DUJHWDVRI6HSWHPEHU

















3ULYDWH(TXLW\3RVW$VVHW&ODVV











































$VVHW&ODVV7DUJHW

4XDUWHUO\([FHVV3HUIRUPDQFHYV6HFRQGDU\7DUJHWDVRI6HSWHPEHU















3ULYDWH(TXLW\3RVW$VVHW&ODVV





















6HFRQGDU\7DUJHW

7KH6HFRQGDU\7DUJHWLVDEOHQGRIWKH&DPEULGJH$VVRFLDWHV3ULYDWH(TXLW\,QGH[DQGWKH&DPEULGJH$VVRFLDWHV9HQWXUH&DSLWDO,QGH[EDVHGRQDFWXDO
$%$/ZHLJKWV6HFRQGDU\WDUJHWGDWDLVRQDTXDUWHUO\ODJ



3ULYDWH(TXLW\ 'ROODU:HLJKWHG 3HUIRUPDQFH
&XPXODWLYH 3HUIRUPDQFH0HDVXUHV6LQFH,QFHSWLRQ7KURXJK6HSWHPEHU 
1DPH

/H[LQJWRQ&DSLWDO3DUWQHUV,9
/LEHUW\3DUWQHUV9,
/H[LQJWRQ&DSLWDO3DUWQHUV9
/H[LQJWRQ&R,QYHVWPHQW3DUWQHUV,,
7RS7LHU9HQWXUH&DSLWDO,,
3ODWLQXP(TXLW\&DSLWDO3DUWQHUV,
3DQWKHRQ9HQWXUH3DUWQHUV,,
*URYH6WUHHW3DUWQHUV9HQWXUHV
)DLUYLHZ9HQWXUHV)XQG,,
+HOOPDQ )ULHGPDQ&DSLWDO3DUWQHUV9
1HZ0RXQWDLQ3DUWQHUV,,
7RS7LHU9HQWXUH&DSLWDO,,,
&DUO\OH3DUWQHUV,9
: DUEXUJ3LQFXV3ULYDWH(TXLW\,;
/H[LQJWRQ&R,QYHVWPHQW3DUWQHUV
3RPRQD&DSLWDO9,
/LEHUW\3DUWQHUV9,,
/H[LQJWRQ&DSLWDO3DUWQHUV9,%
$SROOR,QYHVWPHQW)XQG9,
: HOOVSULQJ&DSLWDO3DUWQHUV,9
%ODFNVWRQH&DSLWDO3DUWQHUV9
7RZHU%URRN,QYHVWRUV,,
7KRPD&UHVVH\)XQG9,,,
)DLUYLHZ9HQWXUHV)XQG,,,
3HUPLUD,9
*URYH6WUHHW3DUWQHUV%X\RXWV
7KRPDV+/HH(TXLW\)XQG9,
)LUVW5HVHUYH)XQG;,
5&3 $GYLVRUV)XQG,9
+HOOPDQ )ULHGPDQ&DSLWDO3DUWQHUV9,
3URYLGHQFH(TXLW\3DUWQHUV9,
*UHHQ(TXLW\,QYHVWRUV9
1HZ0RXQWDLQ3DUWQHUV,,,
&DUO\OH3DUWQHUV9
$SROOR,QYHVWPHQW)XQG9,,
3ODWLQXP(TXLW\&DSLWDO3DUWQHUV,,
5&3 $GYLVRUV)XQG9
: DUEXUJ3LQFXV3ULYDWH(TXLW\;
7RS7LHU9HQWXUH&DSLWDO,9
3RPRQD&DSLWDO9,,

<HDUV6LQFH
,QFHSWLRQ

&RPPLWPHQW

1HW3DLG,Q&DS

1HW$VVHW9DOXH

,55


































































¼











































































































































* N/A - Not applicable as the IRR for less than one year of performance is not reported.



3ULYDWH(TXLW\ 'ROODU:HLJKWHG3HUIRUPDQFH FRQWLQXHG
&XPXODWLYH 3HUIRUPDQFH0HDVXUHV6LQFH,QFHSWLRQ7KURXJK6HSWHPEHU 
1DPH

*URYH6WUHHW3DUWQHUV9HQWXUHV,,
$GYHQW,QWHUQDWLRQDO*3(9,
7RZHU%URRN,QYHVWRUV ,,,
&9&(XURSHDQ(TXLW\3DUWQHUV9
7KRPD%UDYR)XQG,;
$UHV &RUSRUDWH2SSRUWXQLWLHV)XQG,,,
5&3 $GYLVRUV)XQG9,
&UHVVH\ &RPSDQ\)XQG,9
%ODFNVWRQH&DSLWDO3DUWQHUV9,
)LUVW5HVHUYH)XQG;,,
&DUO\OH$VLD*URZWK3DUWQHUV,9
7RS7LHU6SHFLDO2SSRUWXQLWLHV)XQG
5LYHUVLGH&DSLWDO$SSUHFLDWLRQ)XQG9
)UHHPDQ6SRJOL(TXLW\3DUWQHUV9,
(QHUJ\&DSLWDO3DUWQHUV,,
.366SHFLDO6LWXDWLRQV)XQG,,,
&KDUOHVEDQN(TXLW\)XQG9,,
/H[LQJWRQ&DSLWDO3DUWQHUV9,,
3DQWKHRQ*OREDO6HFRQGDU\)XQG,9
-+: KLWQH\9,,
7ULGHQW9
5&3 $GYLVRUV)XQG9,,
(QHU9HVW(QHUJ\;,,$
(Q&DS(QHUJ\&DSLWDO)XQG9,,,
&RUWHF*URXS9
0RQWDJX3ULYDWH(TXLW\)XQG,9
:HOOVSULQJ&DSLWDO3DUWQHUV9
*URYH6WUHHW3DUWQHUV%X\RXWV,,
)DLUYLHZ6SHFLDO2SSRUWXQLWLHV)XQG
$%5<3DUWQHUV9,,
+HOOPDQ )ULHGPDQ&DSLWDO3DUWQHUV9,,
%HUNVKLUH)XQG9,,,
6WUDWHJLF,QYHVWRUV)XQG9 $
)UDQFLVFR3DUWQHUV,,,
73**URZWK,,
7UXH%ULGJH)/6%$6SHFLDO3XUSRVH
7UXH%ULGJH.DXIIPDQ)HOORZV(QGRZPHQW)XQG,,
/H[LQJWRQ&R,QYHVWPHQW3DUWQHUV,,3RRO,,,
3ODWLQXP(TXLW\&DSLWDO3DUWQHUV,,,
'HQKDP &RPPRGLW\3DUWQHUV)XQG9,

<HDUV6LQFH
,QFHSWLRQ

&RPPLWPHQW

1HW3DLG,Q&DS

1HW$VVHW9DOXH

,55













































¼





















¼










































































































































* N/A - Not applicable as the IRR for less than one year of performance is not reported.



3ULYDWH(TXLW\ 'ROODU:HLJKWHG 3HUIRUPDQFH FRQWLQXHG
&XPXODWLYH3HUIRUPDQFH0HDVXUHV6LQFH,QFHSWLRQ7KURXJK6HSWHPEHU
1DPH
7KRPD%UDYR)XQG;
3URYLGHQFH(TXLW\3DUWQHUV9,,
:DUEXUJ3LQFXV3ULYDWH(TXLW\;,
$;$6HFRQGDU\)XQG9
5&3 $GYLVRUV)XQG9,,,
6WUDWHJLF,QYHVWRUV)XQG9 $2SSRUWXQLW\
&DUO\OH3DUWQHUV9,
*URYH6WUHHW3DUWQHUV9HQWXUHV,,,
$SD[ 9,,,
*UHHQ(TXLW\,QYHVWRUV9,
$UHV&RUSRUDWH2SSRUWXQLWHV)XQG,9
$GYHQW ,QWHUQDWLRQDO*3(9,,
6LOYHU/DNH3DUWQHUV,9
(Q&DS(QHUJ\&DSLWDO)XQG,;
/H[LQJWRQ0LGGOH0DUNHW,QYHVWRUV,,,
(QHU9HVW(QHUJ\,QVWLWXWLRQDO)XQG;,,,$
69%6WUDWHJLF,QYHVWRUV)XQG9,$
7RZHU%URRN,QYHVWRUV,9
..5$VLD)XQG,,
7UXH%ULGJH.DXIIPDQ)HOORZV(QGRZPHQW)XQG,,,
7UXH%ULGJH)/6%$6SHFLDO3XUSRVH,,,
,QVLJKW9HQWXUH3DUWQHUV9,,,
.366SHFLDO6LWXDWLRQV)XQG,9
5LYHUVLGH&DSLWDO$SSUHFLDWLRQ)XQG9,
:&DSLWDO3DUWQHUV,,,
7KRPD%UDYR6SHFLDO2SSRUWXQLWLHV)XQG,
$SROOR,QYHVWPHQW)XQG9,,,
$;$/%2)XQG9
'&3)9,2LODQG*DV&RLQYHVWPHQW)XQG
&9&&DSLWDO3DUWQHUV9,
(QHUJ\&DSLWDO3DUWQHUV,,,
$6)9,
1HZ0RXQWDLQ3DUWQHUV,9
3HUPLUD9
$WODV&DSLWDO5HVRXUFHV,,
3RVW2DN(QHUJ\3DUWQHUV,,
69%&DSLWDO3DUWQHUV,,,
5&3 $GYLVRUV)XQG,;
$VLD$OWHUQDWLYHV)/,QYHVWRU
7KRPD%UDYR)XQG;,
7KH(QHUJ\ 0LQHUDOV*URXS)XQG,,,

<HDUV6LQFH
,QFHSWLRQ

&RPPLWPHQW

1HW3DLG,Q&DS

1HW$VVHW9DOXH

,55






















































¼















¼





¼






































































































































* N/A - Not applicable as the IRR for less than one year of performance is not reported.



3ULYDWH(TXLW\ 'ROODU:HLJKWHG3HUIRUPDQFH FRQWLQXHG
&XPXODWLYH 3HUIRUPDQFH0HDVXUHV6LQFH,QFHSWLRQ7KURXJK6HSWHPEHU 
1DPH

5XELFRQ7HFKQRORJ\3DUWQHUV
)UHHPDQ6SRJOL(TXLW\3DUWQHUV9,,
(Q&DS)ODWURFN0LGVWUHDP)XQG,,,
&KDUOHVEDQN(TXLW\)XQG9,,,
$FFHO..56WUXFWXUHG&DSLWDO3DUWQHUV,,
7ULGHQW9,
/H[LQJWRQ&DSLWDO3DUWQHUV9,,,
6WUDWHJLF,QYHVWRUV)XQG9,,
2SHQ9LHZ9HQWXUH3DUWQHUV,9
$%5<3DUWQHUV9,,,
+HOOPDQ )ULHGPDQ&DSLWDO3DUWQHUV9,,,
,QIOH[LRQ3DUWQHUVKLS&DSLWDO)XQG,
,QIOH[LRQ%X\RXW)XQG,9
,QVLJKW9HQWXUH3DUWQHUV,;
6LULV3DUWQHUV,,,
&UHVVH\ &RPSDQ\)XQG9
)UDQFLVFR3DUWQHUV,9
(Q&DS(QHUJ\&DSLWDO)XQG;
9HQWXUH2YHUDJH)XQG
)DLUYLHZ6SHFLDO2SSRUWXQLWLHV)XQG,,
: 3()9,)HHGHU
7KRPD%UDYR6SHFLDO2SSRUWXQLWLHV)XQG,,
73**URZWK,,,
,QVLJKW9HQWXUH3DUWQHUV*URZWK%X\RXW&RLQYHVWPHQW)XQG
(TXLVWRQH3DUWQHUV(XURSH)XQG9
: 3()9,2YHUIORZ)HHGHU
5&3 )XQG;
&RUWHF*URXS)XQG9,
0RQWDJX9
$6)9,,
(QHU9HVW(QHUJ\,QVWLWXWLRQDO)XQG;,9$
%ODFNVWRQH&DSLWDO3DUWQHUV9,,
3ULYDWH(TXLW\H[&DVKH[7UDQVLWLRQ

<HDUV6LQFH
,QFHSWLRQ

&RPPLWPHQW

1HW3DLG,Q&DS

1HW$VVHW9DOXH

,55






























































¼















































































1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$
1$


* N/A - Not applicable as the IRR for less than one year of performance is not reported.



3ULYDWH(TXLW\

'ROODU:HLJKWHG,QYHVWPHQW5HVXOWV
$VRI6HSWHPEHU

5DWHRI5HWXUQ 

6LQFH,QFHSWLRQ














3ULYDWH(TXLW\



/HJDF\3RUWIROLR

3ULYDWH(TXLW\





3RVW$&3RUWIROLR

7DUJHW

$VRI6HSWHPEHU

5DWHRI5HWXUQ 

6LQFH,QFHSWLRQ





















3ULYDWH(TXLW\

/HJDF\3RUWIROLR

3ULYDWH(TXLW\

3RVW$&3RUWIROLR

6HFRQGDU\7DUJHW

7KH,QFHSWLRQ'DWHIRUWKH/HJDF\3RUWIROLRLV-DQXDU\
7KH,QFHSWLRQ'DWHIRUWKH3RVW$&3RUWIROLRLV6HSWHPEHU
7KH6HFRQGDU\7DUJHWLVDEOHQGRIWKH&DPEULGJH$VVRFLDWHV3ULYDWH(TXLW\,QGH[DQGWKH&DPEULGJH$VVRFLDWHV9HQWXUH&DSLWDO ,QGH[EDVHGRQDFWXDO$%$/ZHLJKWV
6HFRQGDU\7DUJHWGDWDLVRQDTXDUWHUO\ODJ



5HDO(VWDWH



5HDO(VWDWH

$VRI6HSWHPEHU

2YHUYLHZ

)56

Other**
10.1%

1),2'&(
,QGH[
Other***
4.0%

Apartment
24.0%

Apartment
24.3%

Office
38.3%

Industrial
11.0%

Industrial
13.7%

Office
36.5%

Retail
19.7%

Retail
18.3%

3URSHUW\$OORFDWLRQGDWDLVDVRI6HSWHPEHU7KH)56FKDUWLQFOXGHVRQO\WKH)56SULYDWHUHDOHVWDWHDVVHWV3URSHUW\W\SHLQIRUPDWLRQIRUWKH5(,7SRUWIROLRVLVQRWLQFOXGHG
2WKHUIRUWKH)56FRQVLVWVRI+RWHO/DQG3UHIHUUHG(TXLW\$JULFXOWXUH6HOI6WRUDJHDQG6HQLRU+RXVLQJ
2WKHUIRUWKH1),2'&(,QGH[FRQVLVWVRI+RWHO6HQLRU/LYLQJ+HDOWK&DUH0L[HG8VH6LQJOH)DPLO\5HVLGHQWLDO3DUNLQJ7LPEHU$JULFXOWXUH/DQGDQG,QIUDVWUXFWXUH



5HDO(VWDWH

$VRI6HSWHPEHU

5HDO(VWDWH3RUWIROLR2YHUYLHZ

&XUUHQW$OORFDWLRQ

5HWXUQ6XPPDU\

6HSWHPEHU0




&DVK

5HWXUQ

5(,7V



3RROHG)XQGV
























3ULQFLSDO,QYHVWPHQWV



([WHUQDOO\0DQDJHG-RLQW9HQWXUHV

<HDU
7R
'DWH


4XDUWHU


<HDU

5HDO(VWDWH

4XDUWHUO\([FHVV3HUIRUPDQFH


<HDUV


<HDUV


<HDUV

$VVHW&ODVV7DUJHW

5DWLRRI&XPXODWLYH:HDOWK<HDUV































4XDUWHUO\2XW3HUIRUPDQFH



















5HDO(VWDWH

4XDUWHUO\8QGHU3HUIRUPDQFH















%HQFKPDUN



3ULQFLSDO,QYHVWPHQWV

$VRI6HSWHPEHU

3ULQFLSDO,QYHVWPHQWV

5HWXUQ6XPPDU\


5HWXUQ























<HDU
3ULQFLSDO,QYHVWPHQWV


<HDUV


<HDUV


<HDUV

1&5(,)13,,QGH[
4XDUWHUO\([FHVV3HUIRUPDQFH
















3ULQFLSDO,QYHVWPHQWV











1&5(,)13,,QGH[



















3RROHG)XQGV

$VRI6HSWHPEHU

3RROHG)XQGV

5HWXUQ6XPPDU\



5HWXUQ























<HDU


<HDUV

3RROHG)XQGV


<HDUV


<HDUV

1),2'&(,QGH[1HWRI)HHV
4XDUWHUO\([FHVV3HUIRUPDQFH















3RROHG)XQGV

























1),2'&(,QGH[1HWRI)HHV



5(,7V

$VRI6HSWHPEHU

5(,7V

5HWXUQ6XPPDU\


5HWXUQ
























<HDU


<HDUV

5(,7V


<HDUV


<HDUV

)76((35$1$5(,7'HYHORSHG,QGH[
4XDUWHUO\([FHVV3HUIRUPDQFH











5(,7V

















)76((35$1$5(,7'HYHORSHG,QGH[

















5HDO (VWDWH3RROHG)XQGV'ROODU:HLJKWHG3HUIRUPDQFH0HDVXUHV7KURXJK6HSWHPEHU 
,QFHSWLRQ
'DWH

1DPH

&RPPLWPHQW

1HW$VVHW9DOXH

6LQFH,QFHSWLRQ
0DQDJHG
5HWXUQ

3RROHG)XQGV
%HDFRQ&DSLWDO6WUDWHJLF 3DUWQHUV )XQG9









%ODFNVWRQH$VLD









%ODFNVWRQH5HDO(VWDWH 3DUWQHUV 9,









%ODFNVWRQH5HDO(VWDWH 3DUWQHUV 9,,









%ODFNVWRQH5HDO(VWDWH 3DUWQHUV 9,,,







%URRNILHOG)DLUILHOG86 0XOWL







%URRNILHOG)DLUILHOG86 0XOWL,,










&DS0DQ1RUGLF 5HDO (VWDWH )XQG



¼





&DUO\OH 5HDOW\3DUWQHUV 9,











&DUO\OH 5HDOW\3DUWQHUV 9,,









&,0 )XQG9,,,







'LDPRQG3URSHUW\)XQG










(XURSD)XQG,9



¼





+HLWPDQ9DOXH3DUWQHUV ,,,









+LQHV 86 2IILFH 9DOXH$GGHG)XQG,,







-3 0RUJDQ(XURSHDQ2SSRUWXQLVWLF3URSHUW\)XQG,,,



¼



-3 0RUJDQ3RROHG)XQG







-3 0RUJDQ6SHFLDO6LWXDWLRQ)XQG








1$



3ULPH3URSHUW\)XQG









3ULQFLSDO)LQDQFLDO*URXS3RROHG)XQG









3URORJLV 86 /RJLVWLFV)XQG









3UXGHQWLDO35,6$









3UXGHQWLDO35,6$)XQG,,









3UXGHQWLDO35,6$,,,
5RFNSRLQW )XQG9
5RFNSRLQW 5HDO(VWDWH )XQG,,,







127 )81'('

















1$

5RFNSRLQW 5HDO(VWDWH )XQG,9







55(()$PHULFD 5(,73RROHG)XQG









6WDUZRRG2SSRUWXQLW\)XQG,;
6WDUZRRG2SSRUWXQLW\)XQG;
7ULVWDQ(3,62
8%63RROHG)XQG








¼








1$



7RWDO3RROHG)XQGV



1$ 1RW DSSOLFDEOHDV WKH,55IRUOHVVWKDQRQH\HDURISHUIRUPDQFHLV QRW UHSRUWHG



7KLVSDJHLVOHIWEODQNLQWHQWLRQDOO\



6WUDWHJLF,QYHVWPHQWV



6WUDWHJLF,QYHVWPHQWV

$VRI6HSWHPEHU

6WUDWHJLF,QYHVWPHQWV3RUWIROLR2YHUYLHZ

&XUUHQW$OORFDWLRQ

5HWXUQ6XPPDU\

6HSWHPEHU0



2SHQ0DQGDWH

2SSRUWXQLVWLF'HEW

5HWXUQ


6WUDWHJLF,QYHVWPHQW7UDQVLWLRQ$FFW
'LVWUHVVHG

/RQJ6KRUW(TXLW\
6SHFLDO6LWXDWLRQV
7LPEHUODQG



(YHQW'ULYHQ






5R\DOWLHV

*3,QYHVWPHQWV





5HDO(VWDWH

,QIUDVWUXFWXUH

















0XOWL6WUDWHJ\

6HQLRU/RDQV



&DVK$$

*OREDO0DFUR
$FWLYLVW(TXLW\
5HODWLYH9DOXH


4XDUWHU

&7$V
&RPPRGLWLHV
0H]]DQLQH

<HDU
7R
'DWH


<HDU

6WUDWHJLF,QYHVWPHQWV

4XDUWHUO\([FHVV3HUIRUPDQFH


<HDUV


<HDUV

,QFHSWLRQ


6KRUW7HUP7DUJHW

5DWLRRI&XPXODWLYH:HDOWK6LQFH,QFHSWLRQ
































4XDUWHUO\2XW3HUIRUPDQFH



















6WUDWHJLF,QYHVWPHQWV

4XDUWHUO\8QGHU3HUIRUPDQFH







%HQFKPDUN







6WUDWHJLF,QYHVWPHQWV

$VRI6HSWHPEHU

6WUDWHJLF,QYHVWPHQWV5LVN3URILOH

$QQXDOL]HG5HWXUQYV$QQXDOL]HG6WDQGDUG'HYLDWLRQ
<HDUV

5ROOLQJ<HDUV6WDQGDUG'HYLDWLRQ









5HWXUQ
 

























5LVN 6WDQGDUG'HYLDWLRQ

6WUDWHJLF,QYHVWPHQWV








6KRUW7HUP7DUJHW



&LWLJURXS0RQWK7%LOO





6WUDWHJLF,QYHVWPHQWV







 

6KRUW7HUP7DUJHW

<HDUV+LVWRULFDO6WDWLVWLFV

6WUDWHJLF,QYHVWPHQWV
6KRUW7HUP7DUJHW
&LWLJURXS0RQWK7%LOO

$FWLYH
5HWXUQ




7UDFNLQJ
(UURU




,QIRUPDWLRQ
5DWLR

1$


56TXDUHG




6KDUSH
5DWLR


1$

$OSKD

%HWD

5HWXUQ













6WDQGDUG
'HYLDWLRQ




$FWXDO
&RUUHODWLRQ






Strategic Investments Value-Added Returns
Style/Manager

For Time Periods Ending September 2015
1 Year
3 Year
Commitment

5 Year

Since Inception

0JG
5HWXUQ

%PN
5HWXUQ

9DOXH
$GGHG

0JG
%PN
9DOXH
5HWXUQ 5HWXUQ $GGHG

0JG
%PN
9DOXH
5HWXUQ 5HWXUQ $GGHG

0JG
5HWXUQ

%PN
5HWXUQ

9DOXH
$GGHG




































































































































































































6HQLRU/RDQV
$%5<$GYDQFHG6HFXULWLHV )XQG
$%5<$GYDQFHG6HFXULWLHV )XQG,,
$%5<$GYDQFHG6HFXULWLHV )XQG,,,
$SROOR&UHGLW /LTXLGLW\)XQG
$XGD[ &UHGLW 2SSRUWXQLWLHV
%ODFNVWRQH&UHGLW /LTXLGLW\3DUWQHUV/3
3URYLGHQFH707 'HEW 2SSRUWXQLW\)XQG,, /3
3URYLGHQFH707 6SHFLDO6LWXDWLRQ)XQG
3URYLGHQFH'HEW )XQG,,, /3









































0H]]DQLQH
$%5<6HQLRU(TXLW\ ,,, /3
$%5<6HQLRU(TXLW\ ,9/3
&DUO\OH0H]]DQLQH3DUWQHUV,, /3
&UHVFHQW 0H]]DQLQH3DUWQHUV 9,
)DOFRQ6WUDWHJLF 3DUWQHUV ,,,
)DOFRQ6WUDWHJLF 3DUWQHUV ,9
*62&DSLWDO2SSRUWXQLWLHV )XQG
*62&DSLWDO2SSRUWXQLWLHV )XQG,,
/HYLQH/HLFKWPDQ&DSLWDO3DUWQHUV ,9
/HYLQH/HLFKWPDQ&DSLWDO3DUWQHUV 9
7&:&UHVFHQW 0H]]DQLQH3DUWQHUV 9
9666WUXFWXUHG&DSLWDO,,















































































































































'LVWUHVVHG
%ODFNVWRQH*62&DSLWDO6ROXWLRQV )XQG
*62&DSLWDO6ROXWLRQV )XQG,, /3
&DVWOHODNH,,, /3
&HQWHUEULGJH&DSLWDO3DUWQHUV ,,,
&9,&UHGLW9DOXH)XQG$
&9,&UHGLW9DOXH)XQG,, $/3
&9,&UHGLW9DOXH)XQG,,,$/3
&9,*OREDO9DOXH)XQG$&ODVV3
'LVWUHVVHG0DQDJHUV ,,)//3
0DUDWKRQ(XURSHDQ&UHGLW 2SSRUWXQLW\)XQG,,
2DNWUHH2SSRUWXQLWLHV )XQG9,,, /3
2DNWUHH2SSRUWXQLWLHV )XQG9,,,E /3
2DNWUHH2SSRUWXQLW\)XQG,;
2&0 2SSRUWXQLWLHV)XQG9,,E
3&*6SHFLDO6LWXDWLRQV3DUWQHUV/3
6SHFLDO6LWXDWLRQ3DUWQHUV ,,
7KH9DUGH)XQG;, &  /3
9DUGH)XQG;/3
:D\]DWD 2SSRUWXQLWLHV )XQG,,
:D\]DWD 2SSRUWXQLWLHV )XQG,,, /3






































































































































































2SSRUWXQLVWLF'HEW
$QFKRUDJH&DSLWDO)XQG
.LQJ6WUHHW&DSLWDO)XQG
&DQ\RQ9DOXH5HDOL]DWLRQ)XQG/3

























Strategic Investments Value-Added Returns (continued)
For Time Periods Ending September 2015
Commitment
1 Year
3 Year

Style/Manager

0JG
5HWXUQ

%PN
5HWXUQ

9DOXH
$GGHG

0JG
5HWXUQ

%PN
5HWXUQ

9DOXH
$GGHG

5 Year
0JG
5HWXUQ

%PN
5HWXUQ

Since Inception
9DOXH
$GGHG

0JG
5HWXUQ

%PN
5HWXUQ

9DOXH
$GGHG
















 

  
  
















 
 













/RQJ6KRUW(TXLW\
+LJKOLQH&DSLWDO 3DUWQHUV
6FRSLD3;//&
7KUHH%ULGJHV (XURSH)XQG/3
-+/&DSLWDO*URXS)XQG//&






























$FWLYLVW (TXLW\
&HYLDQ&DSLWDO,,
.93DUWQHUV
3 &DSLWDO)XQG
6WDUERDUG9DOXHDQG2SSRUWXQLW\)XQG





















 
 
 
 






*3,QYHVWPHQWV
%ODFNVWRQH8QLW 7UXVWV
/H[LQJWRQ*3 +ROGLQJV
3URYLGHQFH(TXLW\*OREDO*URXS
















  
  
  

,QIUDVWUXFWXUH
*OREDO,QIUDVWUXFWXUH3DUWQHUV ,, /3
,)0*OREDO,QIUDVWUXFWXUH 86 /3

























7LPEHUODQG
%RVWRQ7LPEHU 2SSRUWXQLWLHV
-DFNVRQ7LPEHUODQG2SSRUWXQLWLHV































&RPPRGLWLHV
(,*(QHUJ\ )XQG;9,/3
2ULRQ0LQH)LQDQFH)XQG,




























5HDO(VWDWH
%ODFN5RFN&DUERQ&DSLWDO9
3ULQFLSDO5( 'HEW 6%$)0RUWJDJH)XQG
%D\YLHZ2SSRUWXQLW\)XQG,,,E
%D\YLHZ2SSRUWXQLW\0DVWHU)XQG,,E
&HUEHUXV ,QVWLWXWLRQDO5HDO(VWDWH3DUWQHUV,,, /3
&RORQ\ 'LVWUHVVHG&UHGLW)XQG,,
6TXDUH0LOH3DUWQHUV ,,,
7ULFRQ+RXVLQJ3DUWQHUV 86 /3
7ULFRQ+RXVLQJ3DUWQHUV 86 ,,/3
7UL*DWH3URSHUW\3DUWQHUV ,, /3
&RORQ\ 'LVWUHVVHG&UHGLWDQG6SHFLDO6LWXDWLRQV )XQG,,,
%D\YLHZ2SSRUWXQLW\)XQG,9E //&
%HQHILW6WUHHW 3DUWQHUV &5( &RQGXLW &RPSDQ\ /3
























































































































































Style/Manager

Strategic Investments Value-Added Returns (continued)
For Time Periods Ending September 2015
1 Year
3 Year
Commitment
0JG
5HWXUQ

%PN
5HWXUQ

9DOXH
$GGHG







0DFUR
0.32SSRUWXQLW\3DUWQHUV/3



5HODWLYH 9DOXH
2YHUODQG5HODWLYH9DOXH)XQG



&7$V
&DHUXV '7)XQG//&
(ODQ)XQG/3
$45 0DQDJHG)XWXUHV )XQG,,





5R\DOWLHV
+HDOWKFDUH5R\DOW\3DUWQHUV ,,, /3
9LQH0HGLD2SSRUWXQLWLHV)XQG,,,




(YHQW'ULYHQ
*UXVV*OREDO,QYHVWRUV)XQG
0DVRQ&DSLWDO)XQG
/LWHVSHHG3DUWQHUV/3
/X[RU&DSLWDO3DUWQHUV





















0XOWL6WUDWHJ\
'DYLGVRQ.HPSQHU,QVWLWXWLRQDO3DUWQHUV
2= 'RPHVWLF3DUWQHUV ,, /3
7DFRQLF 2SSRUWXQLW\)XQG
<RUN&DSLWDO0DQDJHPHQW /3
+%.)XQG,, /3

























2SHQ0DQGDWH
&RDVWOLQH)XQG



6SHFLDO6LWXDWLRQV
&DVWOHODNH$YLDWLRQ,,
)ORULGD*URZWK)XQG
)ORULGD*URZWK)XQG&UHGLW7UDQFKH
)ORULGD*URZWK)XQG7UDQFKH,,
)ORULGD*URZWK)XQG,, 7UDQFKH
*, 3DUWQHUV )XQG,9/3
*,3DUWQHUV ,,,
6$62),,,/3
7663$GMDFHQW2SSRUWXQLWLHV3DUWQHUV/3







0JG
5HWXUQ

%PN
5HWXUQ

9DOXH
$GGHG

5 Year
0JG
5HWXUQ

%PN
5HWXUQ

Since Inception
9DOXH
$GGHG




































&DVK
6WUDWHJLF,QYHVWPHQWV&DVK





6WUDWHJLF,QYHVWPHQWV



























































7UDQVLWLRQDFFRXQWVDUHLQFOXGHGLQWKHWRWDODJJUHJDWH
7HUPLQDWHGSRUWI ROLRV DUHQRWVKRZ QLQGLYLGXDOO\ EXWDUHLQFOXGHGLQWKHDJJUHJDWH



%PN
5HWXUQ

9DOXH
$GGHG

















































































































































9DOXH$GGHGUHWXUQV DUHPDQDJHGUHWXUQV PLQXV EHQFKPDUN UHWXUQV

0JG
5HWXUQ

&DVK



&DVK

$VRI6HSWHPEHU

&DVK3HUIRUPDQFH6XPPDU\

5HWXUQ6XPPDU\




5HWXUQ













<HDU
7R
'DWH


4XDUWHU


















<HDU


<HDUV

&DVK


<HDUV


<HDUV

L0RQH\1HW)LUVW7LHU,QVWLWXWLRQDO0RQH\0DUNHW)XQGV1HW,QGH[

4XDUWHUO\([FHVV3HUIRUPDQFH

5DWLRRI&XPXODWLYH:HDOWK<HDUV
































4XDUWHUO\2XW3HUIRUPDQFH
















&DVK

4XDUWHUO\8QGHU3HUIRUPDQFH









%HQFKPDUN













$SSHQGL[



+LVWRULFDO3ROLF\ $OORFDWLRQ
Global Equity

Domestic Equity

Foreign Equity

Global Equity Legacy

Strategic Investments

Fixed Income

Real Estate

Private Equity

High Yield

Cash

(%)

(%)

(%)

(%)

(%)

(%)

(%)

(%)

(%)

(%)

9/30/2015

57.2

--

--

--

7.3

19.8

8.7

5.9

--

1.0

6/30/2015

57.9

--

--

--

6.8

20.2

8.2

5.9

--

1.0

3/31/2015

58.6

--

--

--

6.6

20.4

8.0

5.5

--

12/31/2014

58.8

--

--

--

6.3

20.5

7.8

5.6

--

1.0

9/30/2014

59.3

--

--

--

5.7

20.8

7.5

5.6

--

1.0

6/30/2014
3/31/2014

59.7
60.0

---

---

--

5.4

--

5.5

20.9
20.9

7.6
7.4

5.4
4.9

---

1.0

1.0
1.2

12/31/2013

57.5

--

--

--

5.2

24.0

7.2

5.0

--

1.0

9/30/2013

57.2

--

--

--

5.2

24.0

7.4

5.1

--

1.0

6/30/2013
3/31/2013

57.4
57.6

---

---

--

5.0

--

4.8

24.0
24.0

7.5
7.6

5.1
5.0

---

1.0
1.0

12/31/2012

57.2

--

--

--

5.0

24.0

7.5

5.2

--

1.0

9/30/2012

57.5

--

--

--

4.7

24.0

7.6

5.2

--

1.0

6/30/2012

55.6

--

--

--

4.4

26.0

7.7

5.3

--

1.0

3/31/2012
12/31/2011

57.1
56.8

--

--

--

4.0

--

26.0

7.2

4.7

---

1.0

--

--

4.1

26.0

7.2

4.9

9/30/2011

57.6

--

--

--

3.7

26.0

6.9

4.7

--

1.0

6/30/2011

59.2

--

--

--

3.2

26.0

6.4

4.3

--

1.0

3/31/2011

60.0

--

--

--

2.6

1.0

26.0

6.3

4.0

--

12/31/2010

59.6

--

--

--

2.8

26.0

6.3

4.3

--

9/30/2010

58.2

--

--

--

4.2

26.0

6.5

4.2

--

1.0

1.0
1.0

6/30/2010

--

36.5

19.2

--

3.9

27.2

6.3

4.0

1.9

1.0

3/31/2010

--

37.1

19.3

--

3.7

27.3

6.2

3.6

1.9

1.0

12/31/2009
9/30/2009

--

3.6
3.5

3.5

1.9

1.0

3.5

1.9

1.0

3.4

26.4

7.9

3.6

1.9

1.0

3.6

25.0

10.0

4.8

1.9

1.0

--

4.0

26.9

6.4
6.9

---

19.2

--

27.2

19.3
19.3

34.6

19.3

--

36.5
34.4

--

37.0

19.3

---

12/31/2008

--

37.1

6/30/2009
3/31/2009

25.0

9.8

4.5

1.9

1.0

9/30/2008

--

36.2

19.1

--

4.3

26.1

7.9

3.5

1.9

1.0

6/30/2008

--

36.8

19.2

--

4.2

26.5

7.3

3.2

1.9

1.0

3/31/2008

--

36.3

19.1

--

4.5

26.3

7.4

3.7

1.8

1.0

12/31/2007

--

37.7

18.7

--

4.5

26.8

6.6

3.4

1.4

1.0

9/30/2007

--

38.9

17.8

--

4.4

27.1

6.2

3.2

1.4

1.0

6/30/2007

--

42.6

14.4

--

4.4

27.3

5.9

3.2

1.4

1.0

--

50.6

22.4

5.6

3.4

--

02/02/04 - 02/29/04

--

50.5

14.0

3.0

--

22.6

5.5

3.4

--

1.0

01/01/04 - 02/01/04

03/01/04 - 03/31/04

--

51.3

14.0

14.0

2.0

3.0

--

--

22.7

5.5

3.5

--

1.0

1.0

12/01/03 - 12/31/03

--

51.1

14.0

2.0

--

22.8

5.5

3.6

--

1.0

11/03/03 - 11/30/03

--

51.7

13.5

2.0

--

22.8

5.6

3.5

--

1.0

10/29/03 - 11/02/03

--

51.7

13.5

2.0

--

23.0

5.5

3.3

--

1.0

10/01/03 - 10/28/03

--

51.7

13.0

2.0

--

23.0

5.5

3.3

--

1.0

09/01/03 - 09/30/03

--

53.5

12.5

1.0

--

22.9

5.7

3.4

--

1.0

08/01/03 - 08/31/03

--

53.4

12.5

1.0

--

23.5

5.2

3.4

--

1.0

07/01/03 - 07/31/03

--

52.5

12.5

1.0

--

24.2

4.9

3.6

--

1.0

06/02/03 - 06/30/03

--

52.5

12.5

1.0

--

24.6

4.6

3.6

--

1.0

04/01/01 - 06/01/03

--

54.0

12.0

0.0

--

25.0

4.1

3.6

--

1.0

10/31/99 - 03/31/01

--

54.0

12.0

0.0

--

25.0

4.0

2.8

--

03/31/95 - 10/31/99

--

61.0

8.0

0.0

--

26.0

4.0

0.0

--

1.0
1.0

09/30/94 - 03/31/95

--

59.0

8.0

0.0

--

24.0

8.0

0.0

--

1.0

06/30/93 - 09/30/94

--

59.0

3.0

0.0

--

29.0

8.0

0.0

--

1.0

--

1.0

12/31/87 - 11/30/88

--

50.0

5.0

0.0

--

36.5

7.5

0.0

--

1.0

12/31/86 - 12/31/87

11/30/88 - 06/30/93

--

--

50.0

55.0

5.0

0.0

0.0

0.0

--

--

35.5

7.5

0.0

--

2.0

12/31/84 - 12/31/86

--

48.0

0.0

0.0

--

40.0

10.0

0.0

--

2.0



36.0

8.0

0.0

$VRI6HSWHPEHU

$SSHQGL[

7RWDO)56$VVHWV
3HUIRUPDQFH%HQFKPDUN$FRPELQDWLRQRIWKH*OREDO(TXLW\7DUJHWWKH%DUFOD\V&DSLWDO86,QWHUPHGLDWH$JJUHJDWH,QGH[WKH3ULYDWH(TXLW\7DUJHW,QGH[
WKH5HDO(VWDWH,QYHVWPHQWV7DUJHW,QGH[WKH6WUDWHJLF,QYHVWPHQWV7DUJHW%HQFKPDUNDQGWKHL0RQH\1HW)LUVW7LHU,QVWLWXWLRQDO0RQH\0DUNHW)XQGV1HW
,QGH[7KHVKRUWWHUPWDUJHWSROLF\DOORFDWLRQVWRWKH6WUDWHJLF,QYHVWPHQWV5HDO(VWDWHDQG3ULYDWH(TXLW\DVVHWFODVVHVDUHIORDWLQJDQGEDVHGRQWKHDFWXDO
DYHUDJHPRQWKO\EDODQFHRIWKH*OREDO(TXLW\DVVHWFODVV3ULRUWR2FWREHUWKH3HUIRUPDQFHEHQFKPDUNZDVDFRPELQDWLRQRIWKH*OREDO(TXLW\7DUJHW
WKH%DUFOD\V$JJUHJDWH%RQG,QGH[WKH3ULYDWH(TXLW\7DUJHW,QGH[WKH5HDO(VWDWH,QYHVWPHQWV7DUJHW,QGH[WKH6WUDWHJLF,QYHVWPHQWV7DUJHW%HQFKPDUNDQG
WKHL0RQH\1HW)LUVW7LHU,QVWLWXWLRQDO0RQH\0DUNHW)XQGV1HW,QGH[7KHVKRUWWHUPWDUJHWSROLF\DOORFDWLRQVWRWKH6WUDWHJLF,QYHVWPHQWV5HDO(VWDWHDQG
3ULYDWH(TXLW\DVVHWFODVVHVDUHIORDWLQJDQGEDVHGRQWKHDFWXDODYHUDJHPRQWKO\EDODQFHRIWKH*OREDO(TXLW\DVVHWFODVV3ULRUWR-XO\WKH3HUIRUPDQFH
%HQFKPDUNZDVDFRPELQDWLRQRIWKH5XVVHOO,QGH[WKH)RUHLJQ(TXLW\7DUJHW,QGH[WKH6WUDWHJLF,QYHVWPHQWV7DUJHW%HQFKPDUNWKH%DUFOD\V$JJUHJDWH
%RQG,QGH[WKH5HDO(VWDWH,QYHVWPHQWV7DUJHW,QGH[WKH3ULYDWH(TXLW\7DUJHW,QGH[WKH%DUFOD\V86+LJK<LHOG%D%,VVXHU&DSSHG,QGH[DQGWKH
L0RQH\1HW)LUVW7LHU,QVWLWXWLRQDO0RQH\0DUNHW)XQGV*URVV,QGH['XULQJWKLVWLPHWKHVKRUWWHUPWDUJHWSROLF\DOORFDWLRQVWR6WUDWHJLF,QYHVWPHQWV5HDO(VWDWH
DQG3ULYDWH(TXLW\DVVHWFODVVHVZHUHIORDWLQJDQGEDVHGRQWKHDFWXDODYHUDJHPRQWKO\EDODQFHRIWKH6WUDWHJLF,QYHVWPHQWV5HDO(VWDWHDQG3ULYDWH(TXLW\
DVVHWFODVVHV7KHWDUJHWZHLJKWVVKRZQIRU5HDO(VWDWHDQG3ULYDWH(TXLW\ZHUHWKHDOORFDWLRQVWKDWWKHDVVHWFODVVHVZHUHFHQWHUHGDURXQG7KHDFWXDOWDUJHW
ZHLJKWIORDWHGDURXQGWKLVWDUJHWPRQWKWRPRQWKEDVHGRQFKDQJHVLQDVVHWYDOXHV
7RWDO*OREDO(TXLW\
3HUIRUPDQFH%HQFKPDUN$FXVWRPYHUVLRQRIWKH06&,$OO&RXQWU\:RUOG,QYHVWDEOH0DUNHW,QGH[DGMXVWHGWRH[FOXGHFRPSDQLHVGLYHVWHGXQGHUWKH
SURYLVLRQVRIWKH3URWHFWLQJ)ORULGD V,QYHVWPHQWV$FW 3),$ 3ULRUWR-XO\WKHDVVHWFODVVEHQFKPDUNLVDZHLJKWHGDYHUDJHRIWKHXQGHUO\LQJ
'RPHVWLF(TXLWLHV)RUHLJQ(TXLWLHVDQG*OREDO(TXLWLHVKLVWRULFDOEHQFKPDUNV
7RWDO'RPHVWLF(TXLWLHV
3HUIRUPDQFH%HQFKPDUN7KH5XVVHOO,QGH[3ULRUWR-XO\WKHEHQFKPDUNZDVWKH:LOVKLUH6WRFN,QGH[3ULRUWR-DQXDU\WKH
EHQFKPDUNZDVWKH:LOVKLUH6WRFN,QGH[H[7REDFFR3ULRUWR0D\WKHEHQFKPDUNZDVWKH:LOVKLUH6WRFN,QGH[3ULRUWR6HSWHPEHU
WKHEHQFKPDUNZDVWKH6 36WRFN,QGH[
7RWDO)RUHLJQ(TXLWLHV
3HUIRUPDQFH%HQFKPDUN$FXVWRPYHUVLRQRIWKH06&,$&:,H[86,QYHVWDEOH0DUNHW,QGH[DGMXVWHGWRH[FOXGHFRPSDQLHVGLYHVWHGXQGHUWKH3),$3ULRUWR
$SULOLWZDVWKH06&,$OO&RXQWU\:RUOG,QGH[H[86,QYHVWDEOH0DUNHW,QGH[3ULRUWR6HSWHPEHUWKHWDUJHWZDVWKH06&,$OO&RXQWU\:RUOG
H[86)UHH,QGH[3ULRUWR1RYHPEHUWKHEHQFKPDUNZDV06&,(XURSH$XVWUDODVLDDQG)DU(DVW ($)( )RUHLJQ6WRFN,QGH[DQG,)&,
(PHUJLQJ0DUNHWV,QGH[ZLWKDKDOIZHLJKWLQ0DOD\VLD3ULRUWR0DUFKWKHEHQFKPDUNZDVWKH($)(,QGH[
7RWDO*OREDO(TXLWLHV
3HUIRUPDQFH%HQFKPDUN$JJUHJDWHGEDVHGRQHDFKXQGHUO\LQJPDQDJHU VLQGLYLGXDOEHQFKPDUN7KHFDOFXODWLRQDFFRXQWVIRUWKHDFWXDOZHLJKWDQGWKH
EHQFKPDUNUHWXUQ7KHEHQFKPDUNVXVHGIRUWKHXQGHUO\LQJPDQDJHUVLQFOXGHERWKWKH06&,)6%$OO&RXQWU\:RUOGH[6XGDQH[,UDQ1HW,QGH[DQG06&,)6%
$OO&RXQWU\:RUOGH[6XGDQH[,UDQ1HW,QYHVWDEOH0DUNHW,QGH[ ,0, 



$VRI6HSWHPEHU

$SSHQGL[
7RWDO)L[HG,QFRPH
3HUIRUPDQFH%HQFKPDUN7KH%DUFOD\V&DSLWDO86,QWHUPHGLDWH$JJUHJDWH,QGH[3ULRUWR2FWREHULWZDVWKH%DUFOD\V86$JJUHJDWH%RQG,QGH[
3ULRUWR-XQHLWZDVWKH)L[HG,QFRPH0DQDJHPHQW$JJUHJDWH ),0$ 3ULRUWR-XO\WKHEHQFKPDUNZDVWKH)ORULGD+LJK<LHOG([WHQGHG
'XUDWLRQ,QGH[3ULRUWR-XO\WKHEHQFKPDUNZDVWKH)ORULGD([WHQGHG'XUDWLRQ,QGH[3ULRUWR-XO\WKH6DORPRQ%URWKHUV%URDG,QYHVWPHQW
*UDGH%RQG,QGH[ZDVWKHEHQFKPDUN)RUFDOHQGDU\HDUWKHSHUIRUPDQFHEHQFKPDUNZDV6KHDUVRQ/HKPDQ([WHQGHG'XUDWLRQDQG6DORPRQ
%URWKHUV0RUWJDJH,QGH[
7RWDO3ULYDWH(TXLW\
3HUIRUPDQFH%HQFKPDUN7KH06&,$OO&RXQWU\:RUOG,QYHVWDEOH0DUNHW,QGH[ $&:,,0, DGMXVWHGWRUHIOHFWWKHSURYLVLRQVRIWKH3URWHFWLQJ)ORULGD V
,QYHVWPHQWV$FWSOXVDIL[HGSUHPLXPUHWXUQRIEDVLVSRLQWVSHUDQQXP3ULRUWR-XO\WKHEHQFKPDUNZDVWKHGRPHVWLFHTXLWLHVWDUJHWLQGH[UHWXUQ
5XVVHOO,QGH[ SOXVDIL[HGSUHPLXPUHWXUQRIEDVLVSRLQWVSHUDQQXP3ULRUWR-XO\LWZDVWKHGRPHVWLFHTXLWLHVWDUJHWLQGH[UHWXUQSOXVDIL[HG
SUHPLXPUHWXUQRIEDVLVSRLQWVSHUDQQXP3ULRUWR1RYHPEHU3ULYDWH(TXLWLHVZDVSDUWRIWKH'RPHVWLF(TXLWLHVDVVHWFODVVDQGLWVEHQFKPDUNZDV
WKHGRPHVWLFHTXLWLHVWDUJHWLQGH[UHWXUQSOXVEDVLVSRLQWV
7RWDO5HDO(VWDWH
3HUIRUPDQFH%HQFKPDUN7KHFRUHSRUWLRQRIWKHDVVHWFODVVLVEHQFKPDUNHGWRDQDYHUDJHRIWKH1DWLRQDO&RXQFLORI5HDO(VWDWH,QYHVWPHQW)LGXFLDULHV
1&5(,) )XQG,QGH[2SHQHQGHG'LYHUVLILHG&RUH(TXLW\QHWRIIHHVZHLJKWHGDWDQGWKHQRQFRUHSRUWLRQRIWKHDVVHWFODVVLVEHQFKPDUNHGWRDQ
DYHUDJHRIWKH1DWLRQDO&RXQFLORI5HDO(VWDWH,QYHVWPHQW)LGXFLDULHV 1&5(,) )XQG,QGH[2SHQHQGHG'LYHUVLILHG&RUH(TXLW\QHWRIIHHVZHLJKWHGDW
SOXVDIL[HGUHWXUQSUHPLXPRIEDVLVSRLQWVSHUDQQXPDQGWKH)76((35$1$5(,7'HYHORSHG,QGH[LQGROODUWHUPVQHWRIZLWKKROGLQJWD[HVRQ
QRQUHVLGHQWLQVWLWXWLRQDOLQYHVWRUVZHLJKWHGDW3ULRUWR-XO\WKHEHQFKPDUNZDVDFRPELQDWLRQRI1&5(,)2'&(,QGH[QHWRIIHHVDQG
)76((35$1$5(,7'HYHORSHG,QGH[QHWRIIHHV3ULRUWR-XO\LWZDVDFRPELQDWLRQRI1&5(,)2'&(,QGH[JURVVRIIHHVDQG'RZ-RQHV
866HOHFW5(6,3ULRUWR-XQHLWZDVWKH&RQVXPHU3ULFH,QGH[SOXVEDVLVSRLQWVDQQXDOO\3ULRUWR-XO\WKHEHQFKPDUNZDVWKH'RZ
-RQHV866HOHFW5HDO(VWDWH6HFXULWLHV,QGH[8Q/HYHUHG3ULRUWR1RYHPEHUWKHEHQFKPDUNZDVWKH5XVVHOO1&5(,)3URSHUW\,QGH[
7RWDO6WUDWHJLF,QYHVWPHQWV
3HUIRUPDQFH%HQFKPDUN/RQJWHUPSOXVWKHFRQWHPSRUDQHRXVUDWHRILQIODWLRQRU&3,6KRUWWHUPDZHLJKWHGDJJUHJDWLRQRILQGLYLGXDOSRUWIROLROHYHO
EHQFKPDUNV
7RWDO&DVK
3HUIRUPDQFH%HQFKPDUN7KHL0RQH\1HW)LUVW7LHU,QVWLWXWLRQDO0RQH\0DUNHW)XQGV1HW,QGH[3ULRUWR-XO\LWZDVWKHL0RQH\1HW)LUVW7LHU,QVWLWXWLRQDO
0RQH\0DUNHW)XQGV*URVV,QGH[3ULRUWR-XQHLWZDVWKHUHWXUQRIWKH0HUULOO/\QFK'D\ $XFWLRQ$YHUDJH 7UHDVXU\%LOO<LHOG,QGH[



$VRI6HSWHPEHU

$SSHQGL[

'HVFULSWLRQRI%HQFKPDUNV
%DUFOD\V&DSLWDO86,QWHUPHGLDWH$JJUHJDWH%RQG,QGH[
$PDUNHWYDOXHZHLJKWHGLQGH[FRQVLVWLQJRI867UHDVXU\VHFXULWLHVFRUSRUDWHERQGVDQG
PRUWJDJHUHODWHGDQGDVVHWEDFNHGVHFXULWLHVZLWKRQHWRWHQ\HDUVWRPDWXULW\DQGDQRXWVWDQGLQJSDUYDOXHRIPLOOLRQRUJUHDWHU
&RQVXPHU3ULFH,QGH[ &3,

7KH&3,DQLQGH[FRQVLVWLQJRIDIL[HGEDVNHWRIJRRGVERXJKWE\WKHW\SLFDOFRQVXPHUDQGXVHGWRPHDVXUHFRQVXPHULQIODWLRQ

)76((35$1$5(,7'HYHORSHG,QGH[ $QLQGH[GHVLJQHGWRUHSUHVHQWJHQHUDOWUHQGVLQHOLJLEOHUHDOHVWDWHHTXLWLHVZRUOGZLGH5HOHYDQWUHDOHVWDWHDFWLYLWLHV
DUHGHILQHGDVWKHRZQHUVKLSGLVSRVXUHDQGGHYHORSPHQWRILQFRPHSURGXFLQJUHDOHVWDWH7KLVLQGH[FRYHUVWKHIRXUSULPDU\FRUHDVVHWFODVVHV ,QGXVWULDO
5HWDLO2IILFHDQG$SDUWPHQW 
L0RQH\1HW)LUVW7LHU,QVWLWXWLRQDO0RQH\0DUNHW)XQGV1HW,QGH[
$QDYHUDJHRIQRQJRYHUQPHQWDOLQVWLWXWLRQDOIXQGVWKDWGRQRWKROGDQ\VHFRQGWLHU
VHFXULWLHV,WLQFOXGHVPRQH\PDUNHWPXWXDOIXQGVQHWRIIHHVWKDWLQYHVWLQFRPPHUFLDOSDSHUEDQNREOLJDWLRQVDQGVKRUWWHUPLQYHVWPHQWVLQWKHKLJKHVWUDWLQJV
FDWHJRU\DQGLVRSHQWRFRUSRUDWLRQVDQGILGXFLDULHVRQO\
06&,$OO&RXQWU\:RUOG,QYHVWDEOH0DUNHW,QGH[
$IUHHIORDWDGMXVWHGPDUNHWFDSLWDOL]DWLRQZHLJKWHGLQGH[WKDWLVGHVLJQHGWRPHDVXUHWKHHTXLW\PDUNHW
SHUIRUPDQFHRIGHYHORSHGDQGHPHUJLQJPDUNHWV7KLVLQYHVWDEOHPDUNHWLQGH[FRQWDLQVFRQVWLWXHQWVIURPWKHODUJHPLGDQGVPDOOFDSVL]HVHJPHQWVDQG
WDUJHWVDFRYHUDJHUDQJHDURXQGRIIUHHIORDWDGMXVWHGPDUNHWFDSLWDOL]DWLRQ
1&5(,)2'&(3URSHUW\,QGH[ 7KH1&5(,)2'&(LVDFDSLWDOL]DWLRQZHLJKWHGJURVVRIIHHWLPHZHLJKWHGUHWXUQLQGH[7KHLQGH[LVDVXPPDWLRQRIRSHQ
HQGIXQGVZKLFK1&5(,)GHILQHVDVLQILQLWHOLIHYHKLFOHVFRQVLVWLQJRIPXOWLSOHLQYHVWRUVZKRKDYHWKHDELOLW\WRHQWHURUH[LWWKHIXQGRQDSHULRGLFEDVLVVXEMHFW
WRFRQWULEXWLRQDQGRUUHGHPSWLRQUHTXHVWV
5XVVHOO,QGH[ $FDSLWDOL]DWLRQZHLJKWHGVWRFNLQGH[FRQVLVWLQJRIWKHODUJHVWSXEOLFO\WUDGHG86VWRFNVE\FDSLWDOL]DWLRQ7KLVUHSUHVHQWVPRVW
SXEOLFO\WUDGHGOLTXLG86VWRFNV



$VRI6HSWHPEHU

$SSHQGL[

'HVFULSWLRQRI8QLYHUVHV
7RWDO)XQG $XQLYHUVHFRPSULVHGRIWRWDOIXQGSRUWIROLRUHWXUQVQHWRIIHHVRISXEOLFGHILQHGEHQHILWSODQVFDOFXODWHGDQGSURYLGHGE\%1<0HOORQ
3HUIRUPDQFH 5LVN$QDO\WLFVDQG,QYHVWPHQW0HWULFV$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGWULOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXH
ZDVELOOLRQ
'RPHVWLF(TXLW\ $XQLYHUVHFRPSULVHGRIWRWDOGRPHVWLFHTXLW\SRUWIROLRUHWXUQVQHWRIIHHVRISXEOLFGHILQHGEHQHILWSODQVFDOFXODWHGDQGSURYLGHGE\%1<
0HOORQ3HUIRUPDQFH 5LVN$QDO\WLFV$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDVELOOLRQ
)RUHLJQ(TXLW\ $XQLYHUVHFRPSULVHGRIWRWDOLQWHUQDWLRQDOHTXLW\SRUWIROLRUHWXUQVQHWRIIHHVRISXEOLFGHILQHGEHQHILWSODQVFDOFXODWHGDQGSURYLGHGE\
%1<0HOORQ3HUIRUPDQFH 5LVN$QDO\WLFV$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDV
ELOOLRQ
)L[HG,QFRPH $XQLYHUVHFRPSULVHGRIWRWDOIL[HGLQFRPHSRUWIROLRUHWXUQVQHWRIIHHVRISXEOLFGHILQHGEHQHILWSODQVFDOFXODWHGDQGSURYLGHGE\%1<0HOORQ
3HUIRUPDQFH 5LVN$QDO\WLFV$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDVELOOLRQ
5HDO(VWDWH $XQLYHUVHFRPSULVHGRIWRWDOUHDOHVWDWHSRUWIROLRUHWXUQVQHWRIIHHVRISXEOLFGHILQHGEHQHILWSODQVFDOFXODWHGDQGSURYLGHGE\%1<0HOORQ
3HUIRUPDQFH 5LVN$QDO\WLFV$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDVPLOOLRQ
3ULYDWH(TXLW\ $QDSSURSULDWHXQLYHUVHIRUSULYDWHHTXLW\LVXQDYDLODEOH
6WUDWHJLF,QYHVWPHQWV

$QDSSURSULDWHXQLYHUVHIRUVWUDWHJLFLQYHVWPHQWVLVXQDYDLODEOH



$VRI6HSWHPEHU

$SSHQGL[

([SODQDWLRQRI([KLELWV
4XDUWHUO\DQG&XPXODWLYH([FHVV3HUIRUPDQFH
7KHYHUWLFDOD[LVH[FHVVUHWXUQLVDPHDVXUHRIIXQGSHUIRUPDQFHOHVVWKHUHWXUQRIWKHSULPDU\EHQFKPDUN
7KHKRUL]RQWDOD[LVUHSUHVHQWVWKHWLPHVHULHV7KHTXDUWHUO\EDUVUHSUHVHQWWKHXQGHUO\LQJIXQGV UHODWLYHSHUIRUPDQFHIRUWKHTXDUWHU
5LVN5HWXUQ*UDSK 7KHKRUL]RQWDOD[LVDQQXDOL]HGVWDQGDUGGHYLDWLRQLVDVWDWLVWLFDOPHDVXUHRIULVNRUWKHYRODWLOLW\RIUHWXUQV7KHYHUWLFDOD[LVLVWKH
DQQXDOL]HGUDWHRIUHWXUQ$VLQYHVWRUVJHQHUDOO\SUHIHUOHVVULVNWRPRUHULVNDQGDOZD\VSUHIHUJUHDWHUUHWXUQVWKHXSSHUOHIWFRUQHURIWKHJUDSKLVWKHPRVW
DWWUDFWLYHSODFHWREH7KHOLQHRQWKLVH[KLELWUHSUHVHQWVWKHULVNDQGUHWXUQWUDGHRIIVDVVRFLDWHGZLWKPDUNHWSRUWIROLRVRULQGH[IXQGV
5DWLRRI&XPXODWLYH:HDOWK*UDSK $QLOOXVWUDWLRQRIDSRUWIROLR VFXPXODWLYHXQDQQXDOL]HGSHUIRUPDQFHUHODWLYHWRWKDWRILWVEHQFKPDUN$QXSZDUGVORSLQJ
OLQHLQGLFDWHVVXSHULRUIXQGSHUIRUPDQFHYHUVXVLWVEHQFKPDUN&RQYHUVHO\DGRZQZDUGVORSLQJOLQHLQGLFDWHVXQGHUSHUIRUPDQFHE\WKHIXQG$IODWOLQHLV
LQGLFDWLYHRIEHQFKPDUNOLNHSHUIRUPDQFH
3HUIRUPDQFH&RPSDULVRQ3ODQ6SRQVRU3HHU*URXS$QDO\VLV
$QLOOXVWUDWLRQRIWKHGLVWULEXWLRQRIUHWXUQVIRUDSDUWLFXODUDVVHWFODVV7KHFRPSRQHQW V
UHWXUQLVLQGLFDWHGE\WKHFLUFOHDQGLWVSHUIRUPDQFHEHQFKPDUNE\WKHWULDQJOH7KHWRSDQGERWWRPERUGHUVUHSUHVHQWWKHWKDQGWKSHUFHQWLOHVUHVSHFWLYHO\
7KHVROLGOLQHLQGLFDWHVWKHPHGLDQZKLOHWKHGRWWHGOLQHVUHSUHVHQWWKHWKDQGWKSHUFHQWLOHV
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As of September 30, 2015

Asset Allocation & Performance

FRS Investment Plan
Total Plan Aggregate Benchmark

Allocation
Market
Value
%
($)
8,585,089,859
100.0

Performance(%)

-6.1
-6.0

Year
To
Date
-3.8
-4.1

-1.8
-2.1

5.7
5.3

6.3
6.0

-4.5 (62)
-4.1 (54)

-3.4 (99)
-2.8 (89)

-2.7 (100)
-2.0 (98)

1.8 (100)
1.8 (100)

4.4 (86)
4.2 (88)

1
Quarter

1
Year

3
Years

5
Years

10
Years
4.9
4.5

Blank

Retirement Date

3,659,517,605

42.6

382,919,938

4.5

Blank

FRS Retirement Income Fund
Retirement Income Custom Index
IM Retirement Income (MF) Median

FRS 2015 Retirement Date Fund
2015 Retirement Custom Index

-3.9

384,269,355

4.5

-5.0 (78)
-4.5 (55)

567,937,795

6.6

-5.6 (74)
-5.3 (66)

549,384,740

6.4

-6.1 (66)
-6.0 (64)

470,700,494

5.5

-6.7 (60)
-6.7 (61)

418,903,268

4.9

-7.6 (62)
-7.7 (65)

352,877,221

4.1

-8.0 (63)
-8.0 (66)

332,843,928

3.9

-8.0 (53)
-8.2 (58)

160,184,714

1.9

-8.0 (55)
-8.2 (60)

39,496,152

0.5

-8.0 (48)
-8.2 (61)

IM Mixed-Asset Target 2015 (MF) Median

FRS 2020 Retirement Date Fund
2020 Retirement Custom Index

-5.1

-5.0 (34)
-5.5 (57)

-8.0

IM Mixed-Asset Target 2050 (MF) Median

FRS 2055 Retirement Date Fund
2055 Retirement Custom Index

-5.0

-4.9 (43)
-5.3 (60)

-7.7

IM Mixed-Asset Target 2045 (MF) Median

FRS 2050 Retirement Date Fund
2050 Retirement Custom Index

-4.2

-4.7 (47)
-5.0 (60)

-7.2

IM Mixed-Asset Target 2040 (MF) Median

FRS 2045 Retirement Date Fund
2045 Retirement Custom Index

-3.6

-4.1 (48)
-4.4 (60)

-6.3

IM Mixed-Asset Target 2035 (MF) Median

FRS 2040 Retirement Date Fund
2040 Retirement Custom Index

-3.2

-3.9 (62)
-4.0 (64)

-5.5

IM Mixed-Asset Target 2030 (MF) Median

FRS 2035 Retirement Date Fund
2035 Retirement Custom Index

-2.7

-3.8 (76)
-3.5 (68)

-4.8

IM Mixed-Asset Target 2025 (MF) Median

FRS 2030 Retirement Date Fund
2030 Retirement Custom Index

-3.6 (88)
-3.0 (64)

-4.3

IM Mixed-Asset Target 2020 (MF) Median

FRS 2025 Retirement Date Fund
2025 Retirement Custom Index

-2.4

-5.3

-5.0 (39)
-5.5 (57)

-8.0

IM Mixed-Asset Target 2055+ (MF) Median

-5.3

-5.0 (36)
-5.5 (59)

-8.1

-5.3

-0.6

5.3

-2.9 (89)
-2.2 (79)
-1.2

2.5 (94)
2.5 (93)
4.7

-3.0 (90)
-2.6 (83)
-1.6

3.9 (78)
3.8 (80)
5.1

-3.1 (85)
-3.0 (85)
-1.7

5.3 (74)
5.1 (75)
6.2

-3.2 (80)
-3.4 (81)
-2.5

6.7 (50)
6.5 (56)
6.7

-3.8 (76)
-4.1 (86)
-2.9

7.8 (44)
7.5 (47)
7.2

-4.1 (82)
-4.4 (88)
-3.0

7.8 (51)
7.5 (53)
7.8

-4.2 (81)
-4.6 (85)
-3.3

7.7 (55)
7.4 (61)
7.9

-4.2 (77)
-4.6 (84)
-3.3

7.7 (55)
7.4 (60)
7.9

-4.2 (86)
-4.6 (92)
-3.1

7.7 (57)
7.4 (73)
7.9

6.4

4.7 (91)
4.6 (92)
6.0

5.5 (70)
5.4 (75)
6.2

6.4 (79)
6.2 (82)
7.2

7.3 (57)
7.1 (63)
7.5

8.0 (50)
7.8 (57)
8.0

8.0 (43)
7.8 (57)
7.9

8.0 (69)
7.8 (84)
8.1

8.0 (65)
7.8 (67)

-

-

4.5

-

4.8

-

-

-

-

8.2

-

-

-

8.3

-



As of September 30, 2015

Asset Allocation & Performance
Performance(%)

Allocation
Market
Value
($)
968,239,152

%

1
Quarter

11.3

0.1 (4)

968,239,152

11.3

0.1 (4)
0.0 (23)

Real Assets

101,861,720

1.2

FRS Real Assets Fund
FRS Custom Real Assets Index

101,861,720

1.2

Fixed Income
Total Bond Index

650,169,485

7.6

Cash
IM U.S. Taxable Money Market (MF) Median

FRS Money Market Fund
iMoneyNet 1st Tier Institutional Net Index

0.0

IM U.S. Taxable Money Market (MF) Median

0.2 (1)

1.5 (4)

0.0

0.2 (1)
0.0 (23)

0.0

0.2 (1)
0.0 (23)

1.3

1.5 (4)
1.6 (3)

-7.4
-5.4

-7.1
-4.6

-7.3
-4.6

-4.6
-4.4

1.1
0.6

-

0.4 (41)
0.2 (55)
0.2

207,554,153

2.4

1.3 (61)
1.2 (66)

112,371,814

1.3

0.8 (11)
1.1 (2)

330,243,518

3.8

0.1 (-)
0.1 (-)

2,288,716,697

26.7

-7.6 (44)
-7.9 (50)

678,017,637

7.9

-7.2 (53)
-7.2 (55)

837,341,694

9.8

-7.6 (-)
-6.8 (-)

773,357,367

9.0

-8.3 (-)
-10.1 (-)

1.6

0.2

-

-7.9

-7.1

IM U.S. Large Cap Equity (SA+CF) Median

FRS U.S. Small/Mid Cap Equity Fund
FRS Custom Small/Mid Cap Index

0.2 (1)

0.0

0.2 (4)
0.0 (24)

1.3

IM U.S. Large Cap Equity (MF) Median

FRS U.S. Large Cap Equity Fund
Russell 1000 Index

0.2 (4)

0.0

IM U.S. Multi-Cap Equity (MF) Median

FRS U.S. Stock Market Index Fund
Russell 3000 Index

10
Years

0.0

IM U.S. Broad Market Core+ Fixed Income (SA+CF) Median

Domestic Equity
Total U.S. Equities Index

5
Years

0.0

IM U.S. Intermediate Investment Grade (MF) Median

FRS Core Plus Fixed Income Fund
FRS Custom Core-Plus Fixed Income Index

3
Years

0.0

IM U.S. Long Term Treasury/Govt Bond (MF) Median

Pyramis Intermediate Duration Pool Fund
Barclays Intermediate Aggregate

0.0

0.1 (4)
0.0 (24)

1
Year

0.0

IM U.S. Intermediate Investment Grade (MF) Median

FRS U.S. Bond Enhanced Index Fund
Barclays Aggregate Index

Year
To
Date
0.1 (4)

-

IM U.S. SMID Cap Equity (SA+CF) Median

-



0.9 (65)
0.8 (74)
1.1

1.2 (51)
1.1 (57)
1.2

1.6 (7)
1.7 (4)
1.1

0.7 (-)
0.9 (-)
-

-4.9 (43)
-5.7 (53)
-5.5

-5.4 (46)
-5.4 (46)
-5.7

-4.2 (-)
-5.2 (-)
-

-5.0 (-)
-6.9 (-)
-

2.2 (4)
2.1 (8)
1.4

3.1 (57)
2.9 (59)
3.4

2.4 (2)
2.9 (1)
1.4

1.9 (-)
1.9 (-)
-

0.5 (36)
-0.1 (41)
-1.3

-0.4 (39)
-0.5 (40)
-1.4

0.8 (-)
-0.6 (-)
-

1.9 (-)
0.6 (-)
-

1.7 (31)
1.6 (33)
1.4

1.8 (28)
1.7 (30)
1.3

1.6 (33)
1.6 (33)
1.4

2.6 (-)
2.7 (-)
-

13.0 (36)
12.2 (51)
12.3

12.6 (37)
12.5 (38)
12.0

13.5 (-)
12.7 (-)
-

13.6 (-)
7.9 (-)
-

3.2 (21)
3.1 (23)
2.6

3.2 (34)
3.1 (36)
2.7

2.8 (39)
2.7 (44)
2.6

4.3 (-)
4.3 (-)
-

13.6 (25)
12.9 (40)
12.3

13.3 (28)
13.3 (29)
12.4

14.2 (-)
13.4 (-)
-

14.0 (-)
9.5 (-)
-

5.0 (12)
4.6 (17)
4.0

4.8 (30)
4.6 (38)
4.2

4.3 (26)
4.4 (24)
4.0

-

7.6 (22)
6.9 (34)
6.2

7.0 (31)
6.9 (33)
6.3

-

-

As of September 30, 2015

Asset Allocation & Performance

International/Global Equity
Total Foreign and Global Equities Index

Allocation
Market
Value
($)
621,955,225

Performance(%)
%
7.2

-11.1 (48)
-11.6 (52)

IM International Equity (MF) Median

FRS Foreign Stock Index Fund
MSCI All Country World ex-U.S. IMI Index

-11.4

220,961,752

2.6

-12.1 (56)
-11.9 (54)

233,317,190

2.7

-6.4 (16)
-9.4 (54)

167,676,283

2.0

-9.8 (27)
-12.1 (76)

294,629,975

3.4

IM International Equity (MF) Median

American Funds New Perspective Fund
MSCI All Country World Index Net

FRS Self-Dir Brokerage Acct

-8.9 (46)
-10.8 (55)

5
Years

10
Years

5.5 (36)
4.4 (47)

4.6 (28)
3.7 (40)

4.3 (34)
2.9 (60)

4.1

-11.2 (56)
-11.4 (58)

-6.6

-6.2

-5.3

-5.0

3.0

10.7 (23)
6.9 (60)

7.3

6.4 (11)
2.8 (80)

-8.7

7.5 (20)
4.3 (58)
4.8

4.6 (11)
2.3 (73)

4.1

3.1 (55)
2.8 (65)
3.3

9.7 (21)
7.3 (51)

8.0

-4.9 (10)
-11.8 (77)

3.3

3.5 (43)
3.2 (48)

4.1

0.6 (14)
-6.7 (60)

-3.4 (20)
-8.3 (76)

3.0

4.5 (46)
4.2 (50)

-9.6

-1.2 (13)
-7.0 (61)

-10.6

3
Years

-9.6

-7.1 (53)
-7.8 (55)

-9.2

IM International Large Cap Core Equity (MF) Median

1
Year

-6.6

-11.4

IM Global Equity (MF) Median

American Funds Euro-Pacific Growth Fund
MSCI All Country World ex-U.S. Index

Year
To
Date
-5.9 (47)
-7.8 (55)

1
Quarter

3.2

5.4 (1)
2.6 (73)
3.0

The returns for the Retirement Date Funds, Real Assets Fund, Core Plus Fixed Income Fund, U.S. Large Cap Equity Fund, and U.S. Small/Mid Cap Equity
Fund use prehire data for all months prior to 7/1/2014, actual live data is used thereafter.
Note: The SDBA opened for members on 1/2/14. No performance calculations will be made for the SDBA.



As of September 30, 2015

Asset Allocation & Performance

FRS Investment Plan
Total Plan Aggregate Benchmark

2014

4.9

2013
15.2
14.6

2012
10.5
9.7

2011
0.7
0.9

10.7 (56)
8.5 (74)

3.4 (9)
5.0 (1)

Performance(%)
2010
2009
10.6
18.4
10.2
16.8

2008
-23.2
-23.4

2007
7.8
6.1

2006
12.4
13.9

-

Blank

Retirement Date
Blank

FRS Retirement Income Fund
Retirement Income Custom Index
IM Retirement Income (MF) Median

FRS 2015 Retirement Date Fund
2015 Retirement Custom Index
IM Mixed-Asset Target 2015 (MF) Median

FRS 2020 Retirement Date Fund
2020 Retirement Custom Index
IM Mixed-Asset Target 2020 (MF) Median

FRS 2025 Retirement Date Fund
2025 Retirement Custom Index
IM Mixed-Asset Target 2025 (MF) Median

FRS 2030 Retirement Date Fund
2030 Retirement Custom Index
IM Mixed-Asset Target 2030 (MF) Median

FRS 2035 Retirement Date Fund
2035 Retirement Custom Index
IM Mixed-Asset Target 2035 (MF) Median

FRS 2040 Retirement Date Fund
2040 Retirement Custom Index
IM Mixed-Asset Target 2040 (MF) Median

FRS 2045 Retirement Date Fund
2045 Retirement Custom Index
IM Mixed-Asset Target 2045 (MF) Median

FRS 2050 Retirement Date Fund
2050 Retirement Custom Index
IM Mixed-Asset Target 2050 (MF) Median

FRS 2055 Retirement Date Fund
2055 Retirement Custom Index
IM Mixed-Asset Target 2055+ (MF) Median

4.4 (87)
3.6 (92)
5.7

4.4 (72)
3.7 (90)
4.8

4.4 (77)
3.9 (88)
5.1

4.5 (86)
4.2 (91)
5.5

4.5 (83)
4.4 (84)
5.7

4.4 (84)
4.3 (85)
5.7

4.4 (83)
4.3 (84)
5.9

4.4 (82)
4.3 (83)
5.8

4.4 (82)
4.3 (82)
6.0

4.4 (80)
4.3 (80)
5.7

3.5 (96)
3.4 (96)
12.0

5.5 (86)
5.7 (86)
11.5

9.6 (75)
9.7 (75)
13.0

13.7 (74)
13.8 (74)
16.1

18.1 (55)
18.2 (54)
18.2

22.0 (38)
22.0 (38)
20.8

22.3 (48)
22.4 (48)
21.7

22.3 (60)
22.4 (60)
23.1

22.3 (53)
22.4 (53)
23.3

22.3 (73)
22.4 (72)
23.2

11.0

11.3 (46)
9.6 (88)
11.1

12.4 (37)
11.0 (75)
11.8

13.5 (43)
12.4 (73)
13.3

14.6 (33)
13.8 (52)
13.9

15.8 (23)
15.2 (46)
15.1

15.8 (36)
15.2 (50)
15.2

15.8 (38)
15.2 (68)
15.7

15.8 (36)
15.2 (58)
15.6

15.8 (45)
15.2 (75)
15.7



-0.3

2.1 (19)
3.2 (1)
0.8

0.6 (37)
1.5 (20)
0.0

-0.7 (35)
-0.3 (26)
-1.0

-2.1 (48)
-2.0 (47)
-2.2

-3.0 (46)
-3.1 (47)
-3.1

-3.0 (38)
-3.1 (38)
-3.7

-3.0 (26)
-3.1 (26)
-3.9

-3.0 (20)
-3.1 (20)

11.5 (52)
9.9 (80)
11.6

11.5 (60)
10.4 (86)
11.7

12.2 (62)
11.2 (87)
12.7

12.5 (88)
11.8 (93)
13.7

13.0 (86)
12.5 (92)
13.9

13.7 (80)
13.3 (89)
14.6

13.7 (79)
13.3 (85)
14.7

13.7 (86)
13.3 (89)
15.0

13.7 (84)
13.3 (87)

20.0 (82)
19.1 (84)
24.4

21.8 (70)
22.2 (67)
24.8

24.5 (57)
24.2 (60)
24.9

26.4 (64)
26.3 (65)
27.7

29.0 (46)
29.2 (45)
28.9

29.8 (58)
30.1 (57)
31.0

29.8 (54)
30.1 (53)
30.7

29.8 (65)
30.1 (63)
31.0

29.8 (73)
30.1 (70)

-

-

-25.7

-

-

-

-

-

-28.2

-

-

-

-

-

-28.9

6.3

12.8

-

-

-

-33.7

-

-

-

-

-

-36.2

6.9

14.2

-

-

-

-37.8

-

-

-

-

-

-37.6

7.3

-

-

-

-

-38.8

-

-

-

-

-

-4.0

14.9

31.1

-38.8

-

-

-

-

-

-

-

-

-4.3

-

-

-

-

-

As of September 30, 2015

Asset Allocation & Performance

Cash
IM U.S. Taxable Money Market (MF) Median

FRS Money Market Fund
iMoneyNet 1st Tier Institutional Net Index
IM U.S. Taxable Money Market (MF) Median

2014
0.1 (1)
0.0

0.1 (1)
0.0 (23)

2013
0.2 (1)
0.0

2012
0.3 (1)
0.0

0.2 (1)
0.0 (23)

0.3 (1)
0.1 (23)

2011
0.2 (1)

Performance(%)
2010
0.3 (2)

0.0

0.2 (1)
0.1 (23)

0.0

0.3 (2)
0.2 (7)

2009
0.3 (34)
0.2

0.3 (34)
0.7 (3)

2008
2.4 (41)
2.3

2.4 (41)
3.0 (5)

2007
5.4 (1)
4.9

5.4 (1)
5.4 (1)

2006
5.2 (1)
4.7

5.2 (1)
5.2 (1)

0.0

0.0

0.0

0.0

0.0

0.2

2.3

4.9

4.7

FRS Real Assets Fund
FRS Custom Real Assets Index

3.2
1.8

-9.1
-8.9

9.1
6.6

7.4
4.6

11.7
13.0

16.0
17.2

-

-

-

Fixed Income
Total Bond Index

4.7 (1)
4.9 (1)

-1.1 (84)
-1.2 (86)

6.0 (43)
4.8 (66)

6.7 (1)
7.4 (1)

Real Assets

IM U.S. Intermediate Investment Grade (MF) Median

FRS U.S. Bond Enhanced Index Fund
Barclays Aggregate Index
IM U.S. Long Term Treasury/Govt Bond (MF) Median

Pyramis Intermediate Duration Pool Fund
Barclays Intermediate Aggregate
IM U.S. Intermediate Investment Grade (MF) Median

FRS Core Plus Fixed Income Fund
FRS Custom Core-Plus Fixed Income Index
IM U.S. Broad Market Core+ Fixed Income (SA+CF) Median

Domestic Equity
Total U.S. Equities Index
IM U.S. Multi-Cap Equity (MF) Median

FRS U.S. Stock Market Index Fund
Russell 3000 Index
IM U.S. Large Cap Equity (MF) Median

FRS U.S. Large Cap Equity Fund
Russell 1000 Index
IM U.S. Large Cap Equity (SA+CF) Median

FRS U.S. Small/Mid Cap Equity Fund
FRS Custom Small/Mid Cap Index
IM U.S. SMID Cap Equity (SA+CF) Median

2.0

6.2 (34)
6.0 (35)
5.0

3.4 (15)
4.1 (1)
2.0

4.6 (88)
5.1 (80)
5.9

11.5 (41)
11.1 (45)
10.4

12.6 (34)
12.6 (35)
11.4

12.8 (42)
13.2 (33)
12.2

8.6 (31)
7.7 (37)
6.3

0.2

5.6

-2.0 (17)
-2.0 (18)
-3.1

4.4 (11)
4.2 (12)
2.9

-0.5 (64)
-1.0 (82)
0.2

4.9 (64)
3.6 (81)
5.6

0.8 (19)
0.8 (18)
-0.9

11.1 (14)
7.8 (50)
7.7

35.2 (44)
34.0 (53)
34.4

16.9 (34)
16.5 (36)
15.6

33.6 (40)
33.6 (40)
32.7

16.5 (39)
16.4 (39)
15.7

36.4 (22)
33.1 (48)
32.8

17.2 (24)
16.4 (32)
15.2

37.1 (46)
22.0 (98)
36.4

18.7 (27)
15.3 (53)
15.7

7.6 (32)
7.0 (39)

4.0

7.9 (65)
7.8 (66)

6.2

6.7 (46)
6.5 (47)

9.5

5.9 (11)
6.0 (10)

6.3

7.0 (38)
6.1 (53)

4.0

4.6 (89)
7.6 (31)

6.2

10.1 (26)
9.1 (40)

7.1

0.3 (36)
-0.1 (38)

8.6

20.4 (25)
19.3 (32)

-1.4

1.0 (40)
1.0 (40)

16.7

17.1 (16)
16.9 (18)

-0.1

1.2 (44)
1.5 (40)

14.0

17.8 (19)
16.1 (31)

0.6

-0.9 (36)
1.1 (22)

14.4

29.6 (24)
21.3 (85)

-2.9

25.6

11.7 (60)
8.9 (82)
13.1

6.5 (7)
5.9 (8)
-1.5

11.9 (59)
6.5 (90)
13.1

21.6 (19)
18.7 (30)
14.7

30.9 (53)
28.4 (65)
31.5

28.6 (50)
28.3 (51)
28.5

30.5 (37)
28.4 (44)
27.0

37.0 (43)
26.4 (87)
35.0

1.4 (47)
1.9 (45)
-1.4

5.9 (86)
5.2 (89)
12.3

-1.7 (52)
4.9 (7)

6.9 (14)
6.5 (22)
5.6

7.2 (62)
7.0 (65)
7.7

6.0 (35)
7.0 (13)

4.8 (20)
4.9 (19)
4.1

4.3 (1)
4.3 (1)
3.1

4.8 (20)
4.6 (24)

-1.4

5.6

4.1

-

-

-

-2.8

-36.5 (32)
-36.5 (32)
-39.3

-37.2 (51)
-37.3 (53)

5.9

5.2 (59)
3.3 (69)
6.1

5.2 (65)
5.1 (65)

4.8

14.1 (48)
16.8 (24)
13.5

15.7 (33)
15.7 (33)

-37.2

7.7

-

-

13.8

-

-37.0

6.4

14.9

-

-

-

-38.4

6.3

13.7



As of September 30, 2015

Asset Allocation & Performance

International/Global Equity
Total Foreign and Global Equities Index
IM International Equity (MF) Median

FRS Foreign Stock Index Fund
MSCI All Country World ex-U.S. IMI Index
IM International Equity (MF) Median

American Funds New Perspective Fund
MSCI All Country World Index Net
IM Global Equity (MF) Median

American Funds Euro-Pacific Growth Fund
MSCI All Country World ex-U.S. Index
IM International Large Cap Core Equity (MF) Median

2014
-3.2 (42)
-3.0 (40)
-4.3

-4.5 (54)
-4.2 (50)
-4.3

3.7 (42)
4.2 (38)
2.5

-2.3 (10)
-3.4 (15)
-5.8

2013
21.6 (33)
20.6 (39)
17.0

20.5 (39)
21.0 (36)
17.0

27.1 (41)
22.8 (61)
25.1

20.6 (46)
15.8 (73)
20.1

2012
18.6 (53)
16.6 (72)
18.8

17.6 (63)
16.4 (72)
18.8

21.0 (16)
16.3 (40)
15.2

19.6 (27)
17.4 (57)
18.0

2011
-11.3 (22)
-11.3 (22)
-14.9

-11.8 (26)
-12.2 (30)
-14.9

-7.4 (44)
-5.5 (34)
-8.3

-13.3 (63)
-13.3 (63)
-13.0

Performance(%)
2010
2009
10.1 (73)
34.8 (63)
10.1 (74)
32.4 (69)
14.5

9.2 (77)
8.9 (78)
14.5

13.0 (54)
11.8 (60)
13.7

9.8 (36)
11.6 (18)
8.7

39.6

32.3 (70)
33.7 (66)
39.6

37.7 (44)
30.0 (65)
34.6

39.6 (16)
32.5 (40)
31.3

FRS Self-Dir Brokerage Acct

The returns for the Retirement Date Funds, Real Assets Fund, Core Plus Fixed Income Fund, U.S. Large Cap Equity Fund, and U.S. Small/Mid Cap Equity
Fund use prehire data for all months prior to 7/1/2014, actual live data is used thereafter.
Note: The SDBA opened for members on 1/2/14. No performance calculations will be made for the SDBA.



2008
-40.9 (19)
-42.8 (30)
-45.9

-42.5 (28)
-43.6 (35)
-45.9

-37.7 (30)
-40.7 (43)
-42.1

-40.3 (15)
-43.1 (67)
-42.4

2007
15.0 (47)
11.3 (65)
13.9

12.7 (57)
12.4 (59)
13.9

16.3 (33)
9.0 (55)
10.1

19.3 (5)
11.6 (61)
12.0

2006
23.2 (79)
24.2 (74)
27.1

25.8 (62)
25.7 (63)
27.1

20.1 (41)
20.1 (41)
19.3

22.3 (95)
26.9 (35)
25.9
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As of September 30, 2015

Multi Timeperiod Statistics

3
Years
Return
FRS Investment Plan
Total Plan Aggregate Benchmark

FRS Retirement Income Fund
Retirement Income Custom Index

FRS 2015 Retirement Date Fund
2015 Retirement Custom Index

FRS 2020 Retirement Date Fund
2020 Retirement Custom Index

FRS 2025 Retirement Date Fund
2025 Retirement Custom Index

FRS 2030 Retirement Date Fund
2030 Retirement Custom Index

FRS 2035 Retirement Date Fund
2035 Retirement Custom Index

FRS 2040 Retirement Date Fund
2040 Retirement Custom Index

FRS 2045 Retirement Date Fund
2045 Retirement Custom Index

FRS 2050 Retirement Date Fund
2050 Retirement Custom Index

FRS 2055 Retirement Date Fund
2055 Retirement Custom Index

FRS Money Market Fund
iMoneyNet 1st Tier Institutional Net Index

FRS Real Assets Fund
FRS Custom Real Assets Index

FRS U.S. Bond Enhanced Index Fund
Barclays Aggregate Index

Pyramis Intermediate Duration Pool Fund
Barclays Intermediate Aggregate

FRS Core Plus Fixed Income Fund
FRS Custom Core-Plus Fixed Income Index

FRS U.S. Stock Market Index Fund
Russell 3000 Index

FRS U.S. Large Cap Equity Fund
Russell 1000 Index

FRS U.S. Small/Mid Cap Equity Fund
FRS Custom Small/Mid Cap Index

FRS Foreign Stock Index Fund
MSCI World ex USA

American Funds New Perspective Fund
MSCI All Country World Index Net

American Funds Euro-Pacific Growth Fund
MSCI All Country World ex-U.S. Index



3
Years
Standard
Deviation

3
Years
Sharpe
Ratio


6.31

3
Years
Tracking
Error
0.37

3
Years
Information
Ratio


3
Years
Up
Market
Capture
101.89

3
Years
Down
Market
Capture
98.01

5.29

6.25

0.85

0.00

N/A

100.00

100.00

1.82

5.00

0.37

1.68

0.05

113.15

116.28

1.77

4.21

0.42

0.00

N/A

100.00

100.00

2.48

5.23

0.48

1.40

-0.01

108.67

113.19

2.53

4.57

0.56

0.00

N/A

100.00

100.00

3.89

5.85

0.67

1.00

0.09

106.33

108.91

3.82

5.40

0.71

0.00

N/A

100.00

100.00

5.28

6.51

0.82

0.60

0.27

103.20

103.25

5.13

6.30

0.82

0.00

N/A

100.00

100.00

6.73

7.29

0.92

0.34

0.65

101.26

99.43

6.50

7.29

0.89

0.00

N/A

100.00

100.00

7.77

8.31

0.94

0.38

0.62

100.74

98.58

7.51

8.37

0.90

0.00

N/A

100.00

100.00

7.76

8.51

0.92

0.39

0.64

100.77

98.58

7.49

8.57

0.88

0.00

N/A

100.00

100.00

7.73

8.52

0.91

0.39

0.68

100.77

98.36

7.44

8.60

0.87

0.00

N/A

100.00

100.00

7.73

8.52

0.91

0.39

0.68

100.77

98.37

7.44

8.60

0.87

0.00

N/A

100.00

100.00

7.74

8.52

0.91

0.39

0.71

100.79

98.29

7.44

8.60

0.87

0.00

N/A

100.00

100.00

0.20

0.02



0.01

11.39

606.43

N/A

0.03

0.00

-1.34

0.00

N/A

100.00

N/A

-4.59

6.45

-0.70

1.89

-0.11

118.60

112.47

-4.35

5.64

-0.77

0.00

N/A

100.00

100.00

1.81

2.94

0.60

0.12

0.79

102.25

100.38

1.71

2.90

0.58

0.00

N/A

100.00

100.00

1.63

2.19

0.72

0.49

-0.02

102.72

105.29

1.64

2.11

0.76

0.00

N/A

100.00

100.00

2.56

3.31

0.76

0.72

-0.11

109.13

120.90

2.66

2.88

0.91

0.00

N/A

100.00

100.00

12.58

9.93

1.24

0.05

1.03

100.16

99.84

12.53

9.93

1.24

0.00

N/A

100.00

100.00

13.48

10.59

1.25

2.60

0.31

103.64

99.77

12.66

9.80

1.26

0.00

N/A

100.00

100.00

13.56

11.68

1.15

2.79

1.88

125.15

97.50

7.92

10.68

0.76

0.00

N/A

100.00

100.00

4.48

11.71

0.43

1.12

0.24

99.78

97.76

4.20

11.72

0.40

0.00

N/A

100.00

100.00

10.68

9.92

1.07

2.67

1.29

105.89

78.00

6.95

10.03

0.71

0.00

N/A

100.00

100.00

6.36

10.35

0.64

3.53

0.93

95.90

71.47

2.78

11.61

0.29

0.00

N/A

100.00

100.00

The returns for the Retirement Date Funds, Real Assets Fund, Core Plus Fixed Income Fund, U.S. Large Cap Equity Fund, and U.S. Small/Mid Cap Equity
Fund use prehire data for all months prior to 7/1/2014, actual live data is used thereafter.
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Appendix



As of September 30, 2015

Benchmark Descriptions
Retirement Date Benchmarks - A weighted average composite of the underlying components' benchmarks for each fund.
iMoneyNet 1st Tier Institutional Net Index - An index made up of the entire universe of money market mutual funds. The index currently represents over 1,300 funds, or
approximately 99 percent of all money fund assets.
FRS Custom Real Assets Index - A monthly weighted blend of underlying indices that make up the Principal Real Asset Custom Index. These underlying indices include Barclays
U.S. TIPS Index, Bloomberg Commodity Index FTSE EPRA/NAREIT Developed Index, Natural Resources Custom Index, S&P LSTA Leveraged Loan 100 Index, S&P Global
Agribusiness Index, and S&P Global Timber & Forestry Index.
Total Bond Index - A weighted average composite of the underlying benchmarks for each bond fund.
Barclays Aggregate Bond Index - A market value-weighted index consisting of government bonds, SEC-registered corporate bonds and mortgage-related and asset-backed
securities with at least one year to maturity and an outstanding par value of $250 million or greater. This index is a broad measure of the performance of the investment grade U.S.
fixed income market.
Barclays Intermediate Aggregate Bond Index - A market value-weighted index consisting of U.S. Treasury securities, corporate bonds and mortgage-related and asset-backed
securities with one to ten years to maturity and an outstanding par value of $250 million or greater.
FRS Custom Core-Plus Fixed Income Index - A monthly rebalanced blend of 65% Barclays U.S. Aggregate Bond Index and 35% Barclays U.S. High Yield Ba/B 1% Issuer
Constrained Index.
Total U.S. Equities Index - A weighted average composite of the underlying benchmarks for each domestic equity fund.
Russell 3000 Index - A capitalization-weighted index consisting of the 3,000 largest publicly traded U.S. stocks by capitalization. This index is a broad measure of the performance
of the aggregate domestic equity market.
Russell 1000 Index - An index that measures the performance of the largest 1,000 stocks contained in the Russell 3000 Index.
FRS Custom Small/Mid Cap Index - A monthly rebalanced blend of 45% S&P 400 Index, 30% Russell 2000 Index and 25% Russell 2000 Value Index.
Total Foreign and Global Equities Index - A weighted average composite of the underlying benchmarks for each foreign and global equity fund.
MSCI All Country World ex-U.S. IMI Index - A capitalization-weighted index of stocks representing 22 developed country stock markets and 23 emerging countries, excluding the
U.S. market.
MSCI All Country World Index - A capitalization-weighted index of stocks representing approximately 46 developed and emerging countries, including the U.S. and Canadian
markets.
MSCI All Country World ex-U.S. Index - A capitalization-weighted index consisting of 23 developed and 21 emerging countries, but excluding the U.S.



As of September 30, 2015

Descriptions of Universes

Retirement Date Funds - Target date universes calculated and provided by Lipper.
FRS Money Market Fund - A money market universe calculated and provided by Lipper.
FRS U.S. Bond Enhanced Index Fund - A long-term bond fixed income universe calculated and provided by Lipper.
Pyramis Intermediate Duration Pool Fund - A broad intermediate-term fixed income universe calculated and provided by Lipper.
FRS Core Plus Fixed Income Fund - A core plus bond fixed income universe calculated and provided by Lipper.
FRS U.S. Stock Market Index Fund - A large cap blend universe calculated and provided by Lipper.
FRS U.S. Large Cap Equity Fund - A large cap universe calculated and provided by Lipper.
FRS U.S. Small/Mid Cap Equity Fund - A small/mid cap universe calculated and provided by Lipper.
FRS Foreign Stock Index Fund - A foreign blend universe calculated and provided by Lipper.
American Funds New Perspective Fund - A global stock universe calculated and provided by Lipper.
American Funds Euro-Pacific Growth Fund - A foreign large blend universe calculated and provided by Lipper.
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/&()7RWDO)XQG
7RWDO(QGRZPHQW7DUJHW $ZHLJKWHGEOHQGRIWKHLQGLYLGXDODVVHWFODVVWDUJHWEHQFKPDUNV
7RWDO*OREDO(TXLW\
06&,$&:,,0,H[7REDFFR)URPIRUZDUGDFXVWRPYHUVLRQRIWKH06&,$&:,,0,H[FOXGLQJWREDFFRUHODWHGFRPSDQLHV)URPWRDFXVWRP
YHUVLRQRIWKH06&,$&:,,0,DGMXVWHGWRUHIOHFWDIL[HGZHLJKWLQWKH06&,86$,0,DQGDIL[HGZHLJKWLQWKH06&,$&:,H[86$,0,DQGH[FOXGLQJFHUWDLQHTXLWLHVRI
WREDFFRUHODWHGFRPSDQLHV)URPWRDFXVWRPYHUVLRQRIWKH06&,$&:,,0,H[FOXGLQJWREDFFRUHODWHGFRPSDQLHV3ULRUWRWKHEHQFKPDUNLVD
ZHLJKWHGDYHUDJHRIERWKWKH'RPHVWLF(TXLWLHVDQG)RUHLJQ(TXLWLHVKLVWRULFDOEHQFKPDUNV
7RWDO'RPHVWLF(TXLWLHV
5XVVHOO,QGH[H[7REDFFR3ULRUWRDQLQGH[WKDWPHDVXUHVWKHSHUIRUPDQFHRIWKHVWRFNVWKDWPDNHXSWKH5XVVHOODQG5XVVHOO,QGLFHVZKLOH
H[FOXGLQJWREDFFRFRPSDQLHV
7RWDO)RUHLJQ(TXLWLHV
06&,$&:,H[86,0,H[7REDFFR3ULRUWRDFDSLWDOL]DWLRQZHLJKWHGLQGH[UHSUHVHQWLQJFRXQWULHVEXWH[FOXGLQJWKH8QLWHG6WDWHV7KHLQGH[LQFOXGHVGHYHORSHG
DQGHPHUJLQJPDUNHWFRXQWULHVDQGH[FOXGHVWREDFFRFRPSDQLHV
7RWDO)L[HG,QFRPH
%DUFOD\V$JJUHJDWH%RQG,QGH[$PDUNHWYDOXHZHLJKWHGLQGH[FRQVLVWLQJRIWKH%DUFOD\V&UHGLW*RYHUQPHQWDQG0RUWJDJH%DFNHG6HFXULWLHV,QGLFHV7KHLQGH[DOVRLQFOXGHV
FUHGLWFDUGDXWRDQGKRPHHTXLW\ORDQEDFNHGVHFXULWLHV7KLVLQGH[LVWKHEURDGHVWDYDLODEOHPHDVXUHRIWKHDJJUHJDWHLQYHVWPHQWJUDGH86IL[HGLQFRPHPDUNHW
7RWDO7,36
%DUFOD\V867,36$PDUNHWYDOXHZHLJKWHGLQGH[FRQVLVWLQJRI867UHDVXU\,QIODWLRQ3URWHFWHG6HFXULWLHVZLWKRQHRUPRUH\HDUVUHPDLQLQJXQWLOPDWXULW\ZLWKWRWDORXWVWDQGLQJ
LVVXHVL]HRIPLOOLRQRUPRUH
7RWDO&DVK(TXLYDOHQWV
6 386$$$ $$5DWHG*,3'D\1HW<LHOG,QGH[$QXQPDQDJHGQHWRIIHHVPDUNHWLQGH[UHSUHVHQWDWLYHRIWKH/RFDO*RYHUQPHQW,QYHVWPHQW3RRO2QWKH
6 386$$$ $$5DWHG*,3'D\1HW<LHOG,QGH[UHSODFHGWKH6 386$$$ $$5DWHG*,3'D\*URVV<LHOG,QGH[ZKLFKZDVSUHYLRXVO\XVHGIURP
3ULRUWRLWZDVWKHDYHUDJHPRQWK7ELOOUDWH



$VRI6HSWHPEHU

8QLYHUVH'HVFULSWLRQV

/&()7RWDO)XQG
$XQLYHUVHFRPSULVHGRIWRWDOHQGRZPHQWSRUWIROLRUHWXUQVQHWRIIHHVFDOFXODWHGDQGSURYLGHGE\%1<0HOORQ3HUIRUPDQFH 5LVN$QDO\WLFVDQG,QYHVWPHQW0HWULFV
$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDVELOOLRQ
7RWDO)L[HG,QFRPH
$XQLYHUVHFRPSULVHGRIWRWDOIL[HGLQFRPHSRUWIROLRUHWXUQVQHWRIIHHVRIHQGRZPHQWSODQVFDOFXODWHGDQGSURYLGHGE\%1<0HOORQ3HUIRUPDQFH 5LVN$QDO\WLFVDQG
,QYHVWPHQW0HWULFV$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDVPLOOLRQ



$VRI6HSWHPEHU

([SODQDWLRQRI([KLELWV

4XDUWHUO\DQG&XPXODWLYH([FHVV3HUIRUPDQFH
7KHYHUWLFDOD[LVH[FHVVUHWXUQLVDPHDVXUHRIIXQGSHUIRUPDQFHOHVVWKHUHWXUQRIWKHSULPDU\EHQFKPDUN7KHKRUL]RQWDO
D[LVUHSUHVHQWVWKHWLPHVHULHV7KHTXDUWHUO\EDUVUHSUHVHQWWKHXQGHUO\LQJIXQGV UHODWLYHSHUIRUPDQFHIRUWKHTXDUWHU
5LVN5HWXUQ*UDSK 7KHKRUL]RQWDOD[LVDQQXDOL]HGVWDQGDUGGHYLDWLRQLVDVWDWLVWLFDOPHDVXUHRIULVNRUWKHYRODWLOLW\RIUHWXUQV7KHYHUWLFDOD[LVLVWKHDQQXDOL]HGUDWHRIUHWXUQ
$VLQYHVWRUVJHQHUDOO\SUHIHUOHVVULVNWRPRUHULVNDQGDOZD\VSUHIHUJUHDWHUUHWXUQVWKHXSSHUOHIWFRUQHURIWKHJUDSKLVWKHPRVWDWWUDFWLYHSODFHWREH7KHOLQHRQWKLVH[KLELW
UHSUHVHQWVWKHULVNDQGUHWXUQWUDGHRIIVDVVRFLDWHGZLWKPDUNHWSRUWIROLRVRULQGH[IXQGV
5DWLRRI&XPXODWLYH:HDOWK*UDSK $QLOOXVWUDWLRQRIDSRUWIROLR VFXPXODWLYHXQDQQXDOL]HGSHUIRUPDQFHUHODWLYHWRWKDWRILWVEHQFKPDUN$QXSZDUGVORSLQJOLQHLQGLFDWHV
VXSHULRUIXQGSHUIRUPDQFHYHUVXVLWVEHQFKPDUN&RQYHUVHO\DGRZQZDUGVORSLQJOLQHLQGLFDWHVXQGHUSHUIRUPDQFHE\WKHIXQG$IODWOLQHLVLQGLFDWLYHRIEHQFKPDUNOLNH
SHUIRUPDQFH
3HUIRUPDQFH&RPSDULVRQ3ODQ6SRQVRU3HHU*URXS$QDO\VLV
$QLOOXVWUDWLRQRIWKHGLVWULEXWLRQRIUHWXUQVIRUDSDUWLFXODUDVVHWFODVV7KHFRPSRQHQW VUHWXUQLVLQGLFDWHGE\
WKHFLUFOHDQGLWVSHUIRUPDQFHEHQFKPDUNE\WKHWULDQJOH7KHWRSDQGERWWRPERUGHUVUHSUHVHQWWKHWKDQGWKSHUFHQWLOHVUHVSHFWLYHO\7KHVROLGOLQHLQGLFDWHVWKHPHGLDQZKLOH
WKHGRWWHGOLQHVUHSUHVHQWWKHWKDQGWKSHUFHQWLOHV



'LVFODLPHUVDQG1RWHV
'LVFODLPHUV


3OHDVHUHYLHZWKLVUHSRUWDQGQRWLI\$RQ+HZLWW,QYHVWPHQW&RQVXOWLQJ $+,& ZLWKDQ\LVVXHVRUTXHVWLRQV\RXPD\KDYHZLWKUHVSHFWWRLQYHVWPHQWSHUIRUPDQFHRU
DQ\RWKHUPDWWHUVHWIRUWKKHUHLQ



7KHFOLHQWSRUWIROLRPDUNHWYDOXHGDWDSUHVHQWHGLQWKLVUHSRUWKDYHEHHQREWDLQHGIURPWKHUHFRUGNHHSHU$+,&EHOLHYHVWKHLQIRUPDWLRQWREHDFFXUDWHEXWKDVQRW
FRQGXFWHGDQ\W\SHRIDGGLWLRQDODXGLWVWRHQVXUHWKHLQIRUPDWLRQ¶VDFFXUDF\DQGFDQQRWZDUUDQWLWVDFFXUDF\RUFRPSOHWHQHVV



7KHPXWXDOIXQGLQIRUPDWLRQIRXQGLQWKLVUHSRUWLVSURYLGHGE\/LSSHU,QFDQG$+,&FDQQRWZDUUDQWLWVDFFXUDF\RUWLPHOLQHVV



5XVVHOO,QYHVWPHQW*URXSLVWKHVRXUFHDQGRZQHURIWKHWUDGHPDUNVVHUYLFHPDUNVDQGFRS\ULJKWVUHODWHGWRWKH5XVVHOO,QGH[HV 5XVVHOOLVDWUDGHPDUNRI5XVVHOO
,QYHVWPHQW*URXS

1RWHV


7KHUDWHVRIUHWXUQFRQWDLQHGLQWKLVUHSRUWDUHVKRZQRQDQDIWHUIHHV EDVLVXQOHVVRWKHUZLVHQRWHG7KH\DUHJHRPHWULFDQGWLPHZHLJKWHG5HWXUQVIRUSHULRGVORQJHU
WKDQRQH\HDUDUHDQQXDOL]HG



8QLYHUVHSHUFHQWLOHVDUHEDVHGXSRQDQRUGHULQJV\VWHPLQZKLFKLVWKHEHVWUDQNLQJDQGLVWKHZRUVWUDQNLQJ



'XHWRURXQGLQJWKURXJKRXWWKHUHSRUWSHUFHQWDJHWRWDOVGLVSOD\HGPD\QRWVXPXSWR$GGLWLRQDOO\LQGLYLGXDOIXQGWRWDOVLQGROODUWHUPVPD\QRWVXPXSWRWKH
SODQWRWDOV



