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4

1

on the IAC, we have Vinny Olmstead representing the AG

2

INVESTMENT ADVISORY COUNCIL
COMPENSATION SUBCOMMITTEE
CONFERENCE CALL

2

today.

3

* * *

3

nominate Vinny to be on the comp committee, and we can

4

confirm that at the next IAC meeting.

1

4
5

MR. PRICE:

First order of business is to approve

the minutes.

6

MR. WILLIAMS:

7

MR. PRICE:

8

MR. WILLIAMS:

9

MR. COLLINS:

Yes.

We have an action required.
Correct.

I'll respectfully suggest, you might want to

5

MR. PRICE:

Sure.

6

MR. COLLINS:

7

MR. PRICE:

8

MR. WILLIAMS:

I would nominate Vinny.

Second.

All in favor.

Thank you.

And then also, just for the record,

Move it.

9

because we're recording this, we're doing transcription

Any second?

10

of this meeting, in addition to Chairman Michael Price,

11

we have Les Daniels, Vinny Olmstead, Peter Collins and

The minutes are

12

Gary Wendt on the call this morning, together with

The purpose of this call today is real

13

myself, Deputy Executive Director Lamar Taylor, Chief

10

MR. PRICE:

11

MR. DANIELS:

12

MR. PRICE:

Second.

Thank you, Les.

13

approved.

14

important.

And I thought Ash

14

Operating Officer and Chief Financial Officer Kathy

15

put together a very comprehensive package that everyone

15

Whitehead from the SBA, and then Josh Wilson and Jon

16

should have.

16

Mason from Mercer Consulting.

17

attachment is, I think, the third sheet, which shows

17

18

the comps of about 15 state plans.

Is that right, Ash,

18

19

we're number five of the 15 in assets under management?

19

20

It's compensation again.

And, for me, the most important

MR. WILLIAMS:

Yeah.

But that sheet, I think, is

21

specific to executive directors and CIOs.

22

narrower focus.

23

up for one moment.

24
25

20

MR. COBB:

Ash, this is Chuck Cobb.

I'm also on

as an observer.
MR. WILLIAMS:

Good morning, Ambassador, and

welcome.

So that's a

21

If I may, Mr. Chairman, we might back

22

to start by saying that compensation, to me, is one of

23

the most important jobs we have in the oversight of

comp committee included Will Harrell as the attorney

24

this fund, to retain and attract competent people.

general's representative.

25

think that they have been over time, but we've also had

Originally the composition of the

And since Will is no longer
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MR. PRICE:

Good morning, Chuck.

I was just going
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I

5

6

1

turnover over time and we've had situations where we

1

2

have failed to hire people who were hired away because

2

compensation's history is that back in '13 we started

3

of reasonably small amounts of money differentials.

3

on a three-year effort to move forward, and we

4

currently are in a position where the trustees have

5

approved the incentive plan for the executive director

4

And so we want to discuss a few things today,

Okay.

So, basically, the

5

which I want Ash to give some background to.

6

to do with timing and fiscal year versus calendar year.

6

and CIO.

7

Some has to do with levels and percentages versus peer

7

for the other employees who were included, 62 in

8

groups, which was the attachment I was referring to.

8

aggregate, including me.

9

So, Ash, do you want to give a little background?

9

benefit staff and one for defined contribution staff.

10

MR. WILLIAMS:

11

Mr. Chairman.

12

Sure.

Some has

MR. WILLIAMS:

Thank you very much,

We have one for defined

We have shifted the performance measurement period

11

for participating employees from the calendar year,

hard decisions that need to be made by the group today.

12

which is where it was previously, to the fiscal year,

13

The purpose of today's call is to give you an update on

13

so that it aligns appropriately with the incentive plan

14

progress to date, acknowledge what we've accomplished,

14

year.

15

bring our progress to date current in the context of

15

16

the current competitive market, because we've been in

16

last spring by the trustees a funding reserve for

17

the environment and done some sampling and updated all

17

50 percent of the maximum payout under the incentive

18

of our numbers, to tell you where we're headed with the

18

plan.

19

budget for fiscal year 16-17 and what actions you will

19

not deferred due to negative performance, would be paid

20

have in the second half of 2016 to complete the

20

out in late fall of 2016, with the understanding and

21

process.

21

agreement, per the plan documents, that the remainder

22

would be funded in the fiscal 16-17 budget.

22

Basically, first of all, there are no

10

I in turn have approved the incentive plans

So with that, if I may, I'll go ahead and give you

We have in the existing budget that was approved

The first payout, 50 percent, if it's earned and

23

the little summary background and walk through those

23

24

areas.

24

recruitment and retention.

25

have done for the past several years as a pool, as a

25

MR. PRICE:

That would be great.
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In addition, the trustees approved funding for
We do that each year and

ACCURATE STENOTYPE REPORTERS, INC.

7

8

1

percentage of the total salaries, which creates a pool,

1

can see back in September of 2013 we were less than --

2

which we then use with discretion to meet priorities

2

less than 85 percent of our positions were at the

3

for recruitment and retention purposes.

3

median target.

4

so that now 98 percent of our positions meet the

5

targets that we set back in '13.

6

That's the good news.

4

They approved a pool last year equal to
So I think what's

And we've gradually moved up over time,

5

2.4 percent of SBA salaries.

6

interesting is the way we've progressed.

7

your support on this and the trustees' embrace, we made

7

It is very much appreciated by our team, and we have

8

substantial progress in moving toward the competitive

8

successfully recruited and retained a number of people

9

position that Mercer recommended back in the IAC --

9

on the strength of these moves, together with the

Thanks to

10

back in the proposal and the IAC and the trustees

10

11

approved in 2013.

11

It's substantial progress.

implementation of the incentive plan.
The bad news is that we've been back in the

12

You may recall the objective we set then was for

12

market, and the comps, not surprisingly, with the

13

to SBA's compensation to be in the 50th percentile of

13

continued economic recovery, the rebound of the asset

14

the top five largest public pension funds in the U.S.

14

management business, the comps have moved away from us.

15

for investment and senior executive positions.

15

A little more detail on this can be seen in chart two,

16

For some positions, if there's not an analogue in

16

where you can see each year the number of employees

17

those top five funds that we can use as a comp, we use

17

whose salaries fell into the various parts of the

18

the 75th percentile of all public pension funds as a

18

salary grades established back in '13 in terms of the

19

proxy for the top five.

19

competitive range.

20

comparison available in public pension funds for a

20

21

given position, then we'll use the median of private

21

what you want is sort of a bell curve shaped

22

market data.

22

distribution so that the majority of your folks are in

23

norm.

23

that competitive range and you have some tails that are

24

outside to the low end or slightly on the higher end.

24
25

And to the extent there is no

Those are the exceptions rather than the

So if you look at chart number one in the package,
you can see progress toward target salaries.
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And you

25

So basically we've definitely made progress.

And

To the extent you have skewness to the down, it
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9

1

means you're less competitive.

2

1

market for quite a while.

those graphics and move forward through time, what we

2

because we couldn't get it done the first time.

3

can see in chart three is the current posture is, as

3

were successful in recruiting the chief technology

4

the private market has moved forward, our

4

officer from Westinghouse, who is an individual with a

5

competitiveness has basically slipped backward a notch.

5

Ph.D. in computer science, extensive experience in

6

Not as far behind as it was back in 2013, but we have

6

cyber security, et cetera.

7

lost some ground, not a surprise, as all of you know,

7

consolidated positions in that area and brought to

8

having run private firms and trying to stay competitive

8

front of mind a number of improvements for us.

9

there.

9

10

So if we take a look at

10

So that's where we are now.

And to give you a

We had to go out twice
We

That individual has already

But it's also a good example of where we are.

We

10

are trying to get to a level of $180,000 annually on

11

little color on this, we recently have had some issues.

11

that position, which is what our work tells us is

12

We've been pretty successful on the investment side.

12

competitive, and we were able to do 150.

13

Overall, if I look back over the past three years,

13

get to 180 within the next a couple of years, I think

14

we've recruited about 20 private sector people, which I

14

we're at risk of losing that individual.

15

think we could not have accomplished prior to this

15

you a sense of the competitive environment we're in.

16

initiative.

16

17

the asset classes, and the remainder are in various

17

using McLagan data and supporting it with direct calls

18

support areas and would include some key people like a

18

to other funds around the country.

19

chief technology officer, an HR executive and a person

19

database that Mercer used back in '13 to do this work

20

who is currently heading up our internal audit

20

originally, and we followed a methodology consistent

21

function.

21

with what Mercer used and consistent with best practice

22

in the industry.

what we'd done and review it.

22

Of those, more than half of them are in

The chief technology officer is a great example.

23

Obviously, system support is critical to investment

23

24

operations and to risk management.

24

25

upgrade the talent we had in that spot.

And we decided to
We were in the
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25

If we don't

So that gives

Basically, what we did was go out and resurvey

We replicated the

And then we had Mercer take a look at

So we did the work and saved some money by not
hiring Mercer to do all that, but we used them for
ACCURATE STENOTYPE REPORTERS, INC.

11

And I think it's

12

1

quality control on the whole effort.

2

a safe statement to say that they concur with the

2

3

propriety of the methodology we used, the completeness

3

numbers as comps.

4

of the data and the correctness of the conclusions and

4

believe it's chart three, that shows the same comp

5

inferences we drew from it.

5

using current numbers, and you see the backward shift.

So I think that gets us to where we are currently.

6

1

2013.
MR. WILLIAMS:

6

MR. WENDT:

MR. WILLIAMS:

That's correct, using the old
And then if you go to, let's see, I

Thank you.

7

And let me stop there for a minute and see if anybody

7

8

has any questions or, Josh, you have any comments,

8

Thank you for that.

9

Kathy, Lamar, anyone else.

And please state your name

9

Well, I'll move forward.

before speaking for purposes of completing the record.

10

we are.

11

couple of dimensions.

12

cash comp, which contemplates incentive pay as well.

10

MR. WENDT:

11

Gary Wendt has a question on chart

I found this quite confusing.

I'd like to maybe

That's an important clarification.
Other questions?

All right.

Basically, so you see where

And this is really a game that's played in a
You have base pay and then total

12

two.

13

give a couple of conclusions that I reached, and then

13

And we look at both.

14

if you want to tell me what they really were, because I

14

number five.

15

think my conclusions are incorrect, given what you just

15

And basically where we are is we need to keep

16

said.

16

moving forward with our incentive, and that's on track.

17

And we'll have hopefully, if we wrap up the year in

18

positive territory -- and I'm happy to say that as of

I'm looking at the purple one, which is now.

17

MR. WILLIAMS:

18

MR. WENDT:

Correct.

And so the purple one is -- right now

And that's represented in chart

19

we have almost 80 people who are in the 100 to

19

the close on the 19th, we have broken into the positive

20

110 percent range; is that right?

20

area for total fund return, and we're still 46 basis

21

points ahead of benchmark.

22

positive return territory and a positive territory on

23

value add.

24

year-end.

21

MR. WILLIAMS:

That's correct, but that's with

22

2013 market numbers.

23

MR. WENDT:

Okay.

I thought you were changing the

24

market numbers along (inaudible).

25

that.

You're not doing

This just shows the progress you've made versus
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25

So we're in an absolute

So, so far so good, heading toward fiscal

But we need to pay attention to these base
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13

So what we'd like

14

1

salaries and keep them competitive.

2

to do and what we intend to do is include in our budget

2

MR. PRICE:

3

request to the trustees that we will take up to them in

3

MR. DANIELS:

4

the May 10 trustees meeting another recruitment and

4

750,000, hasn't that been the same number for quite

5

retention pool of approximately $2.4 million, which is

5

some time?

6

a little bit less than the 2013 to '16 initiative,

6

7

which we funded over a period of three years.

7

to year.

8

I should say the funding required to move -- the amount

8

The pattern has been we come forward with a number, and

9

we need to move is about 2.4 million.

9

the number gets reduced in the process, which is why

Rather,

So our intention would be to put an incentive pool

10

1

right signal to our folks.
Go ahead, Mr. Daniels.

MR. WILLIAMS:

Yes.

The retention pool, the

It's moved around a little bit year

In the current year it was about $400,000.

10

instead of getting all of this done in a two-year time

11

in the budget equal to about $2.25 million, which is

11

frame, which was the original structure that the IAC

12

about 4 percent of salaries, I believe, 4 percent of

12

discussed and approved in '13, it actually took us

13

the budget perhaps.

13

three years, not two.

14

Kathy, what's the right number there?

14

MR. DANIELS:

MS. WHITEHEAD:

15

I might have the wrong stat there.

I'm not sure about that number,

But you're right, that 2.25 is just the incentive

15

number we've heard for a while.

16

Ash.

17

reserve, and then the retention pool is the 750,000,

17

for a while.

18

which is 5 percent of salaries.

18

attaining.

19

MR. WILLIAMS:

I'm sorry.

20

I had the wrong number.

21

That's exactly right.

So it's 5 percent of salaries

16

19

I thought I remember the 750 being a

MR. WILLIAMS:

It is a number that we've sought

The difference is between asking and

MR. PRICE:

So, Ash, when you could not attract

20

the IT person, you missed him for -- we don't know how

for the retention pool, which is 750, which is an

21

much you missed him for, but you did bump up and didn't

22

amount that we would use over time, the same way we did

22

get him.

23

before; do a little bit each year, chip away at it, so

23

pool you can tap into to reach for a person like that,

24

we try and stay within some kind of optical boundary

24

or was your judgment that you just didn't want to reach

25

but still make some progress and continue sending the

25

anymore?
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Was there a retention, or not a retention, a
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15

1

MR. WILLIAMS:

No, no.

16

Actually, we did get the

1

we aspire to do is to be competitive with the market.

We did use some money from the pool to build

2

As a practical matter, doing that in one fell swoop,

2

person.

3

up the salary from where the incumbent had been, and we

3

based on experience, is unlikely.

4

got the person for 150.

4

progress in the right direction and have a constructive

5

trying for was 180.

5

story, that is a very positive message, and it has been

6

very effective in recruiting and retaining talent.

7

People do appreciate it.

6

But what the person was really

And the commitment we gave them was, Look, we're

7

going to work with you.

8

this, and we're going to get this up over time.

9

did get the person.

10
11

We're going to keep working on
So we

We have him now, and we want to

keep him because he's terrific.
MS. WHITEHEAD:

This is Kathy.

I might add, we

But if we can

They understand it.

8

And because we are in the public fund world and so

9

many public funds are less competitive than we are now,

10

we're actually in a pretty good position with the

11

progress we've made.

And if we can demonstrate

12

lost the first candidate that we tried to recruit, who

12

continuing commitment, then I think our position will

13

did need 180 to come, and we could only go to 150, we

13

be good.

14

felt.

14

immediately, but progress is an important part of

15

market again.

15

success.

That was why you said we had to go back to the

16

MR. WILLIAMS:

17

MR. WENDT:

Correct.

16

Gary Wendt would like some

MR. COLLINS:

17

Collins.

18

like to ask one.

Ash, Mr. Chairman, this is Peter

If Gary is finished with his question, I'd

18

clarification on chart five.

19

with this chart was that the differences between market

19

MR. WENDT:

20

and current in the incentive part of the plan seem to

20

MR. COLLINS:

21

be dramatic.

21

MR. WENDT:

22

you said a few minutes ago, whether you intend to try

22

to me are four of the most important jobs we have,

23

to catch up with the market or whether you just intend

23

senior investment officer global equity, fixed income,

24

to creep up a little bit from where you are.

24

real estate and private equity, those four -- I mean,

25

once again, you're so much lower in the incentive part

25

The problem I was having

We don't have to be all the way at the market

And I didn't quite understand, from what

MR. WILLIAMS:

Well, what we'd like to do and what
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I'm not.

I'm not quite finished.

Sorry, Gary.

I'm looking at four of the jobs, which
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17

1

of what you consider to be the market.

2

1

get through one cycle.

simply, Well, we're going to do a little bit and

2

cycle of the incentive and prove to everybody it works

3

they'll feel good about it?

3

and we can execute it and the world will not end if we

4

going to try to get up to those same market rates that

4

do it and then build some comfort and credibility with

5

we see here?

5

it and move forward from there.

6

MR. WILLIAMS:

Is your answer

18

Or are you eventually

It's a good question, and it's the

6

MR. WILSON:

And the answer is, we obviously would

7

Mercer.

We need to fully fund the first

If I may, this is Josh Wilson from

7

right question.

8

like to be competitive.

I remember vividly what the

8

think, if you're able to move the salaries to be

9

experience was to get in place the incentive program

9

slightly more competitive, as we can see on chart five,

10

we've got.

11

extraordinarily difficult.

12

It took five years of work and was

But we have gotten some progress.

To the extent

I just want to support that position, Ash.

10

if the orange was equivalent to the dark blue, that

11

would go a long way, because the bonuses are

12

percentages of salaries.

I

So by moving up the salary,

13

we can build comfort and build confidence, earn

13

you by default also increase the competitiveness of the

14

credibility with the one we've got over time, we may be

14

bonus.

15

able to expand on it, and I'm certainly willing to lead

15

16

that effort.

16

be great to get this incentive plan to be accepted and

17

routine within the normal operations of SBA before you

18

go and ask for an increase.

17

But you're exactly right, Gary.

MR. WENDT:

So you're going to try to make people

18

feel better by making some progress.

19

But how much?

Can you be a little more specific on --

19

20

or maybe you were and I didn't understand it -- on how

20

the incentive plan, unless it's actually funded, is

21

much now you want to add to the incentive pool that

21

worse than not having one at all because it shows bad

22

will bring people up closer and make them feel better?

22

faith.

23

funded now, because we reserved money in advance in the

23

MR. WILLIAMS:

I got that now.

And, secondly, I fully agree, Ash, that it would

Given that we have not even paid

MR. WILLIAMS:

I think that's very wise.

And the reality of it is, having

So we've got one in place.

We've got it half

24

out a single cycle of the incentive pool yet, not one

24

last budget cycle to reduce the pain of doing it this

25

penny of incentive money has moved, I want to at least

25

year as a lump.
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And so we have that in place, and

ACCURATE STENOTYPE REPORTERS, INC.

19

20

1

we're planning to the forward, and I believe we'll be

1

a copy of a plan document that covers the details of

2

in a position, if we earn it, to pay it out at the end

2

how it all works.

3

of '16, the first installment of it, which is very

3

They're very appreciative of it.

4

good.

4

have been here for a while.

They're all very aware of it.
Some of these people

Some of them are new

5

And to put it in perspective, what's going on in

5

recruits.

6

other places, it was in the news earlier this week, I

6

environment is and how challenging it is to be

7

believe day before yesterday, the State of Wisconsin

7

compensated properly.

8

investment board paid out their bonus pool.

8

9

bonus pool alone was $11 million.

10

MR. PRICE:

11

MR. WILLIAMS:

12

be -- hang on.

Their

9

And what's yours?
Our aggregate bonus pool would

I'll get you a number.

13

MS. WHITEHEAD:

14

MR. WILLIAMS:

It's a little over 2 million, Ash.
Okay.

So it's a modest start, and

15

that illustrates the point Gary has just made.

16

would say Wisconsin is fully competitive.

17

doing a terrific job.

18

alignment between their beneficiaries.

19
20
21

They're

They have good numbers and good

the trustees' support, and they're very grateful.

And

10

it has been a very powerful, motivating factor, and

11

it's been an empowering thing in recruitment and

12

retention.

13

MR. JONES:

Thank you.

14

MR. COLLINS:

15

ask a question?

16

MR. PRICE:

17

MR. COLLINS:

Mr. Chairman, Peter Collins.

Can I

Sure, Peter.
So, Ash, I know we've spent the last

couple of IAC meetings talking about we are actually

risk-sharing on benefits and all kinds of other things

19

creating some new products inside the SBA that we are

that make sense.

20

actively managing and to bring our -- where we have

21

expertise in-house or where we feel like we can develop

22

expertise in-house, bring some of those products

23

in-house and lower our cost.

MR. JONES:

They have

They're very appreciative of the IAC's effort and

18

Ash, this is Bobby Jones.

22

management aware of the incentive pool?

23

looking forward to it?

24

for them?

25

And I

But they all know what the public fund

MR. WILLIAMS:

Is all your

Are they

Do they know what's at stake

Very much so, Bobby.

Everybody has
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MR. WILLIAMS:

25

MR. COLLINS:

Correct.
As we start to do that -- and I say
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1

that.

2

1

whether the benchmark happens to be an index or

not 30, but maybe 25 years I worked at the board, and

2

something else.

3

it was a much different environment.

We were a lot

3

4

more passive, a lot more external asset management.

4

massive amount of money passively in-house.

5

And now I would say differently, compared to back then,

5

together, across fixed and equities, probably 80-plus

6

it's much more of a professional asset management

6

billion dollars managed passively, 70-plus.

7

organization than a governmental sort of oversight, the

7

big, big number.

8

standard -- what I would consider standard government

8

9

employee environment.

9

10

You know, 30 years ago, I worked at the -- well,

22

So talk a little bit about the pay, because I

So consider, for example, the fact that we run a
All

It's a

And if you consider what that costs, even to
manage it passively, which is very cheap on the

10

outside, net of sec lending income, given that we can

11

think we all get it.

I just want to make sure my

11

do that on our own desk with a handful of people, given

12

assumption is right.

Talk a little bit about the pay

12

the scale of the money, if you add the salaries of

13

relative to what you're doing strategically, because I

13

those people together, we're managing that money

14

read Mercer's piece.

14

virtually for free and doing a really good job on it

15

part of the piece on you is -- when I say piece, the

15

and consistently adding value relative to the

16

memo on the CIO, is how is he taking the organization

16

benchmark.

17

forward from an asset management standpoint.

17

18

know you're focused on that.

19
20
21

I read the piece on you.

And

And I

18

as we discussed in the last IAC meeting, and we're

you're doing today, dovetail with what you're doing

19

getting ready to implement a factor investing scheme

strategically at the board?

20

in-house, which is sort of in between full active

21

management and passive management.

22

certain factors, such as, say, earnings growth or

23

momentum or certain other things, and running screens

MR. WILLIAMS:

So how does this, what

So we've taken that concept a little bit further,

Well, I think it dovetails very,

We want to have the capability to do more

You're taking

22

very nicely.

23

of the things internally that we do well.

24

are really two of those that we do exceptionally well.

24

against equity universes, singling out those stocks

25

One is replicating indices or replicating benchmarks,

25

that hit these certain targets and then coming up with
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1

a list of weights for different shares reflecting the

1

whole 50 cents -- implement that whole 50 cents?

2

influence of the factors and rebalancing against those.

2

know you're trapped between the political and the

3

execution side of it.

you're going to go forward with that.

3

So we can hire a third party to buy those factor

I

But I'm curious how exactly

4

screens with a certain frequency, rebalance against

4

5

those, pay a flat fee for the rebalancing, do the work

5

6

ourselves and get what I'd call quasi-active

6

question.

7

management, with a very high probability of alpha

7

me and you asked about the broader effort.

8

connected with it, for barely more than we're paying

8

more focused on the broader effort.

9

for the beta, which is a really good deal.

9

look at the chart here, the same chart that Gary asked

10

about, chart six, the relative spreads -- I'm sorry --

10

It's sort of the equivalent of buying a recipe for

MR. WILLIAMS:

Well, I'm going to divide your

You asked about two things.

You asked about
I'm much

Frankly, if you

11

a cake because you're a good enough cook to follow the

11

chart five, the relative spreads are worse on the

12

recipe but you're not quite good enough to

12

senior investment officers than they are for the

13

conceptualize the cake yourself.

13

executive director and CIO.

14

we're doing.

14

of those people.

15

that, and I have and will use my authority to

16

accomplish that.

15

MR. COLLINS:

That's exactly what

So, Mr. Chairman, just a follow-up

And, frankly, I'm in a position to do

16

question.

17

Gary Wendt picked up on in the package is the step

17

18

basis of how we've gone about this.

18

arguments I possibly can to the trustees.

19

know, I'm wondering how it gets presented to the

19

extent I can earn their confidence and continued

20

trustees this next time, just to take Gary's point a

20

support on this, I will take whatever they give me and

21

little further.

21

use it to grow the incomes of our team.

22

Ash, one of the other things that I read and

So my focus is taking care

And I guess, you

Are you going to present a stepped-up basis or a

And what I will do is I will make the best
And to the

22

There are an awful lot of people who wouldn't

23

step plan like Mercer talks about somewhat with your

23

choose to do that because it's politically risky to do

24

package, or are you going to go and ask for, say, a

24

it.

25

dollar and hope for 50 cents and then -- but put that

25

with that, and I'll continue to do it.
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I'm comfortable
So that's the

ACCURATE STENOTYPE REPORTERS, INC.

25

1

best answer I can give you there.
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1

quick question.

2

And I would also say that with these gaps in some

2

MR. WILLIAMS:

Yes, sir.

3

of our situations, global equity, for example, we have

3

MR. OLMSTEAD:

And probably geared more towards

4

two new people in those jobs, both excellent people,

4

Josh.

5

Tim Taylor and Alison Romano, because we had the prior

5

maybe to clarify how you term market, if you take items

6

heads of global equity retire.

6

such as geography.

Josh, this is a question about the market and

Other than just the size, are there

7

So while there is a big gap there and that is our

7

other variables that contribute to how you develop the

8

biggest asset class and it's a very complicated one to

8

market?

9

manage, and Tim and Alison are absolutely up to the job

9

10

and doing it very, very well right now, that gap is not

10

certainly by asset size and also whether it's

11

quite as conspicuous as it might seem because we have

11

internally managed or externally managed.

12

people who are new to the role, and there will be a

12

depend on the individual job they're looking at in the

13

normal growth curve into their full income as they

13

survey.

14

progress.

14

they don't.

15

responded to the individual job that we're talking

16

about.

15

MR. COLLINS:

16

MR. WILLIAMS:

17

short answer.

18

for myself.

19

Thank you.
So we'll do whatever we can, is the

And, you know, I'm not beating the drum

I'm beating the drum for our team.

And

17

MR. WILSON:

The way the survey is divided is

It does

Sometimes they have that breakout, sometimes
It just depends on how many participants

But if the question is whether it's done by

18

geography, the answer is it's not done like that in the

I'm hopeful that whatever accomplishments we have

19

surveys, but we have adjusted it manually by 5 percent

20

broadly might be reflected at some point with regard to

20

to account for some of the differences.

21

me.

But my focus is others, not me.

21

22

MR. PRICE:

22

different areas are taken into consideration in the

23

MR. WILLIAMS:

23

competitiveness.

24

MR. COLLINS:

Hopefully only temporarily.

25

MR. OLMSTEAD:

Ash, Vinny Olmstead here.

And, Ash, could you quantify -Did we just lose the chair?
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24
I have a

25

MR. WILLIAMS:

MR. OLMSTEAD:
clarification.

So cost of living variances of the

Great.

Thanks for that

That was sort of the question I was
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1

trying to get to.

28

1

multiple that's there between the green bars, which is

2

the current incentive, and the lighter blue bars, I'm

I don't know what

3

going to say you're probably looking at three to four X

But I was just about to ask you, can you

4

what we've got in the green bars.

5

probably take our aggregate incentive, multiply that by

2

MR. WILLIAMS:

3

MR. PRICE:

Michael, are you back?

Yeah, I'm back.

4

happened.

5

quantify the total dollars we're talking about?

6

were to take not the senior-most people, but the 62

6

about three.

7

less the senior-most, how many dollars are you talking

7

north of $2 million.

8

about in total to bring the bars up to that blue bar?

8

9
10
11

MR. WILLIAMS:

The blue bar.

If you

You mean the total

comp bar?
MR. PRICE:

The blue bar and the 5 percent.

I'd

9

So you could

And I believe the incentive is a little

So you'd be talking about, call it an additional
four in incentive, plus 2.4 in basis.

So call it six

10

and a half, which given the history, I suspect that

11

would get some hooting pretty quickly if I walked into

12

like to know what are the two -- what's the big leap

12

the capital with that ask.

13

number and what's the kind of number, dollars that you

13

our overall budget, which there's no way.

14

want to achieve in this next cycle?

14

15

MR. WILLIAMS:

Well, the number we have in there,

It would be 16 percent of

To put that in perspective, the legislative budget

15

last year or for the session just ended for the fiscal

16

the number that we're seeing currently is what we would

16

year 16-17 had an aggregate increase of about

17

need to move the group, inclusive of the SIOs, up on

17

5 percent.

18

the basis is 2.4 million.

18

that total kind of an increase ask, at least I won't

19

contemplated what we would need to do to shift the

19

get laughed out of the room.

20

incentive, because frankly at this point in time that

20

we're positioned right now, including about 750 for

21

just doesn't seem to be on the radar.

21

recruitment and retention pool.

But what's the reach number, if you

22

23

were to get everybody to what the blue bars reflect?

23

24

How much more than 2.4, is what I'm asking.

24

22

25

MR. PRICE:

We haven't really

MR. WILLIAMS:

Right.

Well, looking at the
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My thinking is, if I can bring us in in

MR. PRICE:

And that's exactly where

You're a little bit below it.

I think

it was 4.3, was the number, percent, I think.
MR. WILLIAMS:
retention pool.

That's for the recruitment and

For the aggregate budget, it's right
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1

it against maybe some other agencies, that 5 percent is

2

just a general number that I think is difficult to

So I'm hopeful, having heard this

3

apply, you know, blanket and apply across.

4

argument, if the comp committee -- or positioning and

4

5

update, not argument.

5

and if we believe in what you're saying, if we believe

6

would maintain its view that this continues to be an

6

in where we're headed with the board, you know,

7

appropriate priority and this is a rational ask and be

7

5 percent doesn't get the job done.

8

supportive with the trustees.

8

it's not enough.

9

job done, from the evidence that's presented to us.

1

about on five.

Right, Kathy?

30

2

MS. WHITEHEAD:

3

MR. WILLIAMS:

9
10

MR. COLLINS:

That's correct.

I'm hopeful the comp committee

Mr. Chairman, Peter again.

Just a

comment.

10

11

MR. PRICE:

Yes, Peter.

12

MR. COLLINS:

So, you know, none of us are in

So I would be in favor of, if we believe in Mercer

I'm not saying

I'm just saying it doesn't get the

So that's my -- I'm not sure I have a desire to

11

set a certain number, Mr. Chairman, but it just bothers

12

me that we hire consultants.

We talk to the

13

politics anymore or currently, I should say, so we all,

13

professionals, and they tell us X.

14

I think -- or I'll speak for myself.

14

in the back of our mind, well, we live in a political

15

awareness of that fact, Ash, of what you face.

15

world, so we can't ask for X, we need to ask for Y.

16

difficult part is, as the comp committee and as

16

And Y, you know, we're going to be doing this every two

17

advisory board members, we're looking at it objectively

17

years, catching up, catching up, catching up.

18

to say, hey, what's right, what do we need, what do we

18

that's just my thought.

19

need the stay competitive, what do we need to continue

19

MR. PRICE:

Any other comments?

20

producing excellent results.

20

MR. WENDT:

This is Gary Wendt again.

21

I appreciate your
The

And so I would hope, Ash, that we can provide you

But then we think

So

Peter, I

21

think there's one more statistic we should have before

22

a little bit more cover, with possibly a stronger ask

22

reaching any conclusion on how much we give, and that

23

or a little bit higher ask than going in with the

23

is, what is your loss rate, your defection rate.

24

standard.

24

can always come up with one person here or one person

25

state pension fund and our efficiency, when you measure

25

there and make a story about them.

The fact of the matter is, managing the
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1

your people do you lose out of the, what, 180 that you

1

deflecting that, which I think reflects well on

2

have every year?

2

McCauley's judgment, given the difference in those

3

environments.

3

MR. WILLIAMS:

Well, let's see.

I'm going to

4

divide that a couple of different ways.

5

say -- Kathy, what would you estimate is aggregate

5

sec, because I want to be careful we don't get ahead of

6

turnover?

6

ourselves here.

7

environment, we're in a fairly modest return

7

MS. WHITEHEAD:

I'm going to

Somewhere between 5 and

4

If I may, let me go back to Peter's comment for a

You've got to consider, as part of the

8

10 percent.

But as you know, Ash, and as you said

8

environment by any judgment.

There's some anti-pension

9

before, I think, even though that may sound low to

9

sentiment out there politically.

We're a little bit

10

someone from the outside, that when you're selecting an

10

underfunded.

11

outside investment manager, if you saw that kind of

11

showed great leader there, and the legislature is

12

number in their turnover, you probably wouldn't hire

12

funding fully now.

13

them.

13

time to make up lost ground.

14

MR. WILLIAMS:

Yeah.

And I think contextually,

We're progressing well.

And the governor

But the way that works, it takes

14

So in the environment we're in and given the

15

too, I think that's a good question, Gary, and I would

15

perception of our crew and the environment we've seen

16

say the tension comes really in the investment

16

in recruiting, actually I think what we've asked for

17

positions primarily.

17

will do the job.

18

seeing some stresses lately, oddly enough, is in the

18

back, Gary, to your question, we have 44 people, which

19

accounting area.

19

is 20 percent of our workforce, who are on a schedule

20

right now to retire within the next three years, and

20

And secondarily, where we've been

The other place where we have a tremendous amount

If we look at going forward, coming

21

of visibility and there have been efforts to poach

21

they have to retire because they're actually in what's

22

talent is in corporate governance, because we are a

22

called DROP, which is a program where you actually

23

very, very prominent international leader in that

23

retire.

24

space.

24

You must leave permanently within no more than five

25

McCauley away a while ago, and we were successful in

25

years.

CalPERS, for example, tried to hire Mike
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It's not negotiable.

And then you sever and
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1

get your final payout and that's that.
Twenty-seven of those 44 individuals are in

2

34

1

reason people want to work in Tallahassee.

2

been sure what it was, but there is a reason.

3

management positions.

So 25 percent of the entire

3

MR. WILLIAMS:

4

management team will be gone within the next three

4

That I can assure you.

5

years because they're retiring.

5

fair point, and we'll do that.

6

in a position to recruit that talent back and replace

6

7

that lost horsepower.

7

8

MR. WENDT:

8

9
10

And so we've got to be

Would it be among the top, say,

25 percent of your population in terms of compensation,
people that you're losing?
MR. WILLIAMS:

11

Some would.

Some wouldn't.

MR. WENDT:

I've never

It's not the weather in the summer.
Maybe they just like rain.

What do we have to do today?

But

What are

you asking us to do today?
MR. WILLIAMS:

Well, all I wanted to do today was

9

give you an update on where we are, tell you what we

10

intend to ask for in the budget, ask for your support

11

for that initiative and then give you a preview of
what's left for the remainder of the year.

12

Examples that we've seen recently would include -- we

12

13

had the chief investment officer of real estate retire

13

14

a couple of years back.

14

four, which is the executive director/CIO piece, that's

15

stepped up.

We had Scott Seery and Janice Yecco, who

15

where the comp committee has a specific role.

16

were heads of global equity, retire a couple of years

16

Obviously, I'm in a position and through our management

17

back.

17

chain we're in a position to take care of the incentive

18

now.

18

comp and the base pay for everybody that works at the

19

board with the exception of me, because obviously I

20

can't do myself.

19

That's when Steve Spook

That's why we have Alison and Tim in those roles

MR. WENDT:

You don't need to go over one at a

You don't need to do that.

But at some

So we will come back to you.

If you look at item

20

time with me.

21

point in time just give us -- I'd like to see

21

So the way that works is, per the plan that we

22

statistics on the turnover in various parts of the

22

agreed to and structure we agreed to previously, in the

23

organization and the turnover that's caused by

23

first part of July of 2016, I will submit to you a

24

retirement versus the turnover that's caused by people

24

written statement of how I perceive my accomplishments

25

leaving.

25

to be over the past year.

I just think that's an important -- there's a
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1

will complete a form that is in your materials that

1

of the budget through?

2

evaluates me in a handful of areas and submit that back

2

MR. WILLIAMS:

3

to Mercer.

3

support for the whole comp effort has been central to

4

its success, because it gives the trustees an honest

4

The purpose of this is to deal with the component

The IAC's independent judgment and

5

of my incentive comp that's subjective, which is I

5

ability to say, look, we had people who are in this

6

believe 15 percent of my incentive.

6

business and who are familiar with the industry and are

7

will then rate me, send those documents back to Mercer.

7

also familiar with the SBA and the capability of the

8

Mercer will accumulate them, give a report to me and

8

professional team there, because they've spent a lot of

9

you guys at the same time, which will establish what

9

time with them in their meetings.

10

the subjective component of my incentive comp is, and

10

this.

11

that will then -- we'll use that in the fourth quarter

11

objective, third party, professional view, based on

12

of this year when I have to be reaffirmed by the

12

private sector values and knowledge and knowledge of

13

trustees every year by law.

13

the SBA.

14

And so you guys

And commonly, to the extent we do any adjustment

15

on my salary, that's when that happens.

16

They've made a recommendation that's an

So I think, to the extent the comp subcommittee

15

feels this approach that we've outlined has merit and

incentive -- your rating on the incentive payout would

16

you're comfortable saying that, then that puts me in a

17

be input to the trustees for their use as well.

17

position to go to the trustees and say, we've been over

18

that would take place in the latter half of the year.

18

this with the comp committee, and they were supportive

19

or unanimously supportive or whatever the case may be.

19

MR. COLLINS:

And then the

14

They've looked at

So

Ash, back to the political side, is

20

there anything that we can do as a subcommittee to

20

21

assist you in getting this budget for everybody

21

22

through?

I mean, is it a letter from us, the

22

23

subcommittee on compensation, or is it a resolution or

23

24

is it as simple as us calling?

24

25

effectively to help you in getting this, the first part

What works most
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MR. PRICE:

Ash, is there any change we have to

make in the calendar versus fiscal year?
MR. WILLIAMS:

No.

We've handled that here

already.
MR. PRICE:

Okay.

Are there any other comments or

questions?
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1
2
3

MR. JONES:

Michael, do we need to make a motion,

or how do we do our recommendation?
MR. WILSON:

Josh Wilson from Mercer.

I just

1

MR. WILSON:

I think the purview for Mercer on

2

this was really the executive director/CIO.

I fully

3

concur that the same arguments made for the CIO and

4

executive director apply, if not even more so, for most

4

wanted to ask.

5

votes, there's a memo from us regarding the executive

5

of the staff, you know, obviously depending on the

6

director/CIO's compensation, in which we talk about the

6

position of the current compensation levels.

7

process that we went through in 2013 and where we ended

7

that we have really does just apply to the CIO because

8

up and where we are in 2016 with the market.

8

that's the purview of the committee.

9

There's a memo -- before we get to any

38

You'll note that the market median has moved from

9

MR. WILLIAMS:

That's exactly right.

The memo

Gary, the

10

approximately 410,000 to 455,000 in the last three

10

point here is, for all the others, I have the authority

11

years.

11

to deal with them.

12

a stepped approach to get the current CIO/executive

12

and I can do it without your acting and without the

13

director close to that over a two-year period.

13

trustees acting.

14

ourselves.

14

And we're recommending, as someone pointed out,

As you'll probably recognize, in two years the

I'm familiar with that information,

We have the authority to handle that

That's why the ED/CIO is the only person

15

market will have also moved, so we won't be quite as

15

treated in this manner, because all the others we cover

16

close to that -- to the market as we'd like, but we

16

internally.

17

will be closer.

17

18

any questions about that before we went to any votes.

19

MR. WENDT:

So I just wanted to see if anyone had

Gary Wendt has no questions about that

MR. WENDT:

Peter asked the question, I thought,

18

how we could help.

And I thought your answer was,

19

Well, support what I'm going to do.
what it is you're going to do.

But I don't know

20

but is wondering, do you have a memo for all the other

20

21

people in the organization, not an individual one but

21

22

covering everybody else.

22

a budget up to the trustees on May 10 that includes the

23

you're saying we need X more dollars to raise everybody

23

second half of the money for the incentive comp for the

24

up, but the only one I see in this book is the chief

24

current year and will also include a refreshment of the

25

investment officer.

25

recruitment and retention pool, because we've exhausted

Because I keep thinking that

ACCURATE STENOTYPE REPORTERS, INC.

MR. WILLIAMS:

Well, what I'm going to do is take

ACCURATE STENOTYPE REPORTERS, INC.
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40

1

the one that was appropriated last year, and we'd like

1

2

to keep moving forward.

2

MR. WILLIAMS:

3

MS. WHITEHEAD:

4

MR. WENDT:

3
4

MR. WENDT:

How much are you asking for in that

second item?

5

MR. WILLIAMS:

6

MR. TAYLOR:

The second item is 750 K.

Hi, Gary.

This is Lamar.

5

Kathy or Ash, if there's any --

MR. WILLIAMS:

7

basically the synopsis, to get to your point of what

7

MR. PRICE:

8

we're trying to do, is go back to the way we approached

8

MR. COBB:

9

this in 2013, which is a stepped incremental increase

9

11

Thank you.

Any other comments or questions?
Michael, Chuck Cobb.

As a nonmember of

this committee and a trustee, I want to state that I

10

think it's been a very thorough analysis by your

think that's going to be a $2.4 million adjustment to

11

subcommittee, and as a member of the board, I plan to

12

get most of the people up to this median level of the

12

support it.

13

2016 market.

13

MR. PRICE:

14

MR. WILLIAMS:

14

Right now I

I wondered

how much you were adding to the budget this year.

6

in base salaries, given the market shift.

That's it.

That answers the question.

I think

10

That's it.

We're taking the first step of a $750,000 sort of

Thank you very much.
If I could ask for an overall

15

installment in this budget to get that moving in that

15

expression of sentiment for the group.

16

direction.

16

truthful statement to say that you're supportive of the

17

budget dollars are sort of appropriated internally

17

budget request as just summarized in response to

18

through the staff, with a lot of interaction with

18

Mr. Wendt's question?

19

supervisors, key people and sort of internal

19

MR. JONES:

20

evaluations to sort of ensure that those that are most

20

something a little bit more formal than that to prove

21

deserving of the increase in their compensation ratio

21

that we're very much in favor of it?

22

are addressed.

22

23

As we did in the 2013 scenario, those

But I think that's the overall ask at this point,

23

MR. PRICE:

Yeah.

Do you need a motion or

Would you like a formal

motion, Ash, or just discussion?

is to take a stepped approach to moving the market up

24

MR. WILLIAMS:

25

to the 2016 level.

25

that's fine, sure.

ACCURATE STENOTYPE REPORTERS, INC.

Do we have consensus on that?

Excellent.

24

I think I'm correct in saying that.

Would it be a

If you want to, Mr. Chairman,
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1

MR. PRICE:

Why don't I move to adopt the

42

1

2

recommendation that Ash has presented this morning.

2

3

All in favor?

3

4

(Ayes)

5

MR. PRICE:

6

(No response.)

7

MR. PRICE:

8
9

Any opposed?

4

STATE OF FLORIDA

)

5

COUNTY OF LEON

)

6

Thank you.

I think we have unanimous

support.
MR. WILLIAMS:

CERTIFICATE OF REPORTER

Tremendous.

Thank you so much and

7

I, Jo Langston, Registered Professional Reporter,

8

do hereby certify that the foregoing pages 3 through 41,

9

both inclusive, comprise a true and correct transcript of

10

the proceeding; that said proceeding was taken by me

11

stenographically and transcribed by me as it now appears;

12

that I am not a relative or employee or attorney or counsel

13

of the parties, or a relative or employee of such attorney

14

or counsel, nor am I interested in this proceeding or its

15

15

outcome.

16

16

17

17

18

18

19

19

20

20

21

21

_______________________________

22

22

JO LANGSTON
Registered Professional Reporter

23

23

24

24

25

25

10
11
12
13
14

have a good day.
MR. PRICE:

Thanks, everybody.

Thank you very

much.
(Whereupon, the meeting was concluded at 9:25
a.m.)

ACCURATE STENOTYPE REPORTERS, INC.

IN WITNESS WHEREOF, I have hereunto set my hand
this 5th day of May 2016.
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Attachment 2A

Incentive Plan Design
ED/CIO - FY 2015-16
• Individual component level for ED/CIO position accounts for 15% of total award
• Organizational and individual component payouts at various incentive achievement levels are
shown below. Evalaution criteria for individual component was determined by IAC
Compensation Subcommittee in June 2015.
Incentive as a % of Salary
Mix

Threshold

Target

Maximum

Total Incentive Opportunity

100%

17.500%

35.000%

52.500%

Organizational Component

85%

14.875%

29.750%

44.625%

Individual Component

15%

2.625%

5.250%

7.875%

Incentive Opportunity Breakdown (Annual Salary = $389,500)
Mix

Threshold

Target

Maximum

Total Incentive Opportunity

100%

$68,162

$136,325

$204,487

Organizational Component

85%

$57,938

$115,876

$173,814

Individual Component

15%

$10,224

$20,449

$30,673

MERCER

August 31, 2016

Attachment 3A

Attachment 3B

HEALTH WEALTH CAREER

F L O R I D A S TAT E B O A R D O F
A D M I N I S T R AT I O N
Q U A L I TAT I V E E VA L U AT I O N R E V I E W
FOR THE EXECUTIVE DIRECTOR
AND CHIEF INVESTMENT OFFICER
A U G U S T

2 0 1 6

Jon Mason, Atlanta
Josh Wilson, Atlanta

Q U A L I TAT I V E E VA L U AT I O N R E V I E W
INTRODUCTION
• Florida State Board of Administration (“SBA”) engaged Mercer to compile and
summarize the FY 15-16 performance evaluations of the Executive Director and Chief
Investment Officer (ED/CIO) prepared by the IAC Compensation Subcommittee
• All five members of the IAC Compensation Subcommittee submitted evaluations for
the ED/CIO
• As stipulated by SBA, a portion of this position’s annual incentive is tied to the
following evaluations for 5 different categories:
– Overall Mission
– People
– Efficiencies/Infrastructure/Operations
– Interactions with the IAC, PLGAC and Audit Committees
– Overall Individual Performance Rating
• The below table showcases how Mercer quantified responses:

© MERCER 2015

Poor

Below Expectation

0

1

Meets Expectation Exceeds Expectation
2

3
1

Q U A L I TAT I V E E VA L U AT I O N R E V I E W
OVERALL MISSION

Evaluation Score

3

2

1

0
Rater 1

Rater 2

Rater 3

Rater 4

Rater 5

Comments: None

© MERCER 2015

2

Q U A L I TAT I V E E VA L U AT I O N R E V I E W
PEOPLE

Evaluation Score

3

2

1

0
Rater 1

Rater 2

Rater 3

Rater 4

Rater 5

Comments:
1) In a very competitive environment for the type of talent needed to meet the needs of the SBA, I feel that Ash has done an
exceptional job at recruiting, developing and retaining staff. He is a person that attracts good people who are there because
they want to work with him and be part of his team
2) Has done a great job of upgrading team and also developing team
© MERCER 2015

3

Q U A L I TAT I V E E VA L U AT I O N R E V I E W
E F F I C I E N C I E S / I N F R A S T R U C T U R E / O P E R AT I O N S

Evaluation Score

3

2

1

0
Rater 1

Rater 2

Rater 3

Rater 4

Rater 5

Comments: None

© MERCER 2015

4

Q U A L I TAT I V E E VA L U AT I O N R E V I E W
INTERACTIONS

WITH

THE

IAC,

PLGAC

AND

AUDIT

COMMITTEE

Evaluation Score

3

2

1

0
Rater 1

Rater 2

Rater 3

Rater 4

Rater 5

Comments: Appropriate exposure and periodic conversation with CIO

© MERCER 2015

5

Q U A L I TAT I V E E VA L U AT I O N R E V I E W
O V E R A L L I N D I V I D U A L / Q U A L I TAT I V E
T H I S P E R I O D

P E R F O R M A N C E

R AT I N G

F O R

Evaluation Score

3

2

1

0
Rater 1

Rater 2

Rater 3

Rater 4

Rater 5

Comments: As a first year Advisory Council member, I have found the CIO to be professional, informed, and competent at his job.

© MERCER 2015

6

O T H E R C O M M E N TA RY

• Difficult to make a proper assessment when you spend only 3 hrs, 4 times per year
in a very formal setting. Must use information provided by subject which is likely
biased.
• Bonus evaluation should be on objective criterion only

© MERCER 2015

7

© MERCER 2015

8

8

Appendix to Attachment 3B

The ED/CIO Self Evaluation was sent individually to each SubCommittee member.

