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MINUTES
INVESTMENT ADVISORY COUNCIL
SEPTEMBER 19, 2011
A meeting of the Investment Advisory Council (IAC) was held on Monday,
September 19, 2011, in the Hermitage Room of the State Board of Administration of
Florida (SBA), Tallahassee, Florida.
Members Present:

Rob Gidel, Chairman
David Grain, Vice Chairman
Les Daniels
Martin Garcia
John Hill
John Jaeb
Chuck Newman

CALL TO ORDER/APPROVAL OF MINUTES
Mr. Rob Gidel, Chair, called the meeting to order at 1:00 PM.
Mr. Gidel
requested a motion to approve the minutes of the June 15, 2011, IAC meeting.
Mr. David Grain made the motion to approve the minutes; seconded by Mr. John Hill;
approved without objection.
OPENING REMARKS/REPORTS
Mr. Ash Williams, Executive Director and Chief Investment Officer, discussed
global market conditions, the returns of the Florida Retirement System Pension Plan,
provided an overview of the items to be discussed during the meeting.
MAJOR INITIATIVES UPDATE
Mr. Kevin SigRist, Deputy Executive Director, provided an update on the SBA’s
progress on the Global Master Custodian search, the transition to Mercer taking over the
public market manager monitoring functions and public market search activities, the
implementation of the total fund risk model, the status of the contracting with a new
clearing broker, and other initiatives including a new order management system for
internal equity trading.
Mr. SigRist highlighted the Risk and Compliance reports and the information
contained within. Comments from the Council and Mr. Williams about the usefulness and
future presentation of data ensued.
Mr. SigRist indicated that in the most recent update of the risk budget for the FRS
Pension Plan that risk monitoring thresholds at the total fund and for certain asset classes
were lowered reflecting the lower market risk environment since the 2008-09 financial
crisis and derisking efforts in fixed income. He indicated that the risk monitoring
thresholds are significantly lower than peers according to Hewitt EnnisKnupp research.
Mr. SigRist also briefly discussed the annual work plans that had been developed
for private equity, real estate, and strategic investments asset classes. For each he described
the expected annual investment pacing and the focus of investment activity (e.g., venture
capital, growth capital, non-core real estate funds, hedge funds, etc.).
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MAJOR MANDATE PERFORMANCE REVIEWS
Mr. Steve Cummings, Mr. Mike Sebastian, and Ms. Kristen Doyle, Hewitt
EnnisKnupp, were in attendance.
Mr. Steve Cummings presented the executive summary for the major mandate
performance review through June 30, 2011 and conveyed that performance, generally, had
been very favorable to benchmarks for SBA mandates.
Mr. Mike Sebastian provided the performance review of the FRS Pension Plan.
Comments started regarding the general structure of the plan including a brief conveyance
of the asset classes and allocation of the plan. Liquidity and cash flows were reviewed as
well as actual allocations among the asset classes. Performance versus benchmark and
absolute nominal target rate of return was presented for various time periods and asset
classes. Topics also included the benefits of active management. A comparison of the FRS’
performance and structure to peers was also presented. Comments were shared and
questions posed and answered.
Ms. Kristen Doyle presented updates on the Investment Plan, Cat Fund, Lawton
Chiles Endowment Fund, and Florida PRIME. For the Investment Plan, performance
relative to benchmark was very strong and costs low. Questions were posed and answered.
An overview of the cash flows and performance of the Florida Hurricane Catastrophe
Fund was provided. The asset allocation and performance of the Lawton Chiles
Endowment Fund was shared. Comments concluded with an overview of the growth,
deposits/withdrawals and portfolio for Florida PRIME were also shared. Questions were
posed and answered.
REVIEW OF PENSION PLAN 2010-11 POLICY TRANSITION
Ms. Kristen Doyle, Hewitt EnnisKnupp, then presented an update on the SBA’s
structural changes related to the adoption of the Investment Policy Statement for the FRS
Pension Plan. The transition to a Global Equity asset class was reviewed, as well as the
transition to global REIT program from the U.S. focused REIT program and the reduction
of the overall allocation to the active core portfolio in Fixed Income. Questions were posed
and answered.
REAL ESTATE PROGRAM REVIEW
Mr. Terry Ahern, Mr. Richard Brown, and Mr. Jack Koch, The Townsend Group,
presented an overview of the Real Estate asset class. Mr. Brown introduced the group and
Mr. Ahern presented the review, including performance and market impacts and trends.
Mr. Brown then provided a current snapshot of the portfolio and current and historic
performance versus benchmark. Mr. Koch then focused the presentation to market
drivers and current initiatives. Questions were posed and answered.
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REVIEW OF LAWTON CHILES ENDOWMENT FUND INVESTMENT POLICY
Mr. Mike Sebastian presented the review of the Lawton Chiles Endowment Fund
investment policy statement, including historic progression of the program, and
recommendations, including maintaining the current level of risk and moving to a Global
Equity class from the current separate Domestic and Foreign classes. An overview of
funding and extraordinary disbursements was reviewed.
Mr. David Grain made the motion to approve the recommendations; seconded by
Mr. Les Daniels; approved without objection.
AUDIENCE COMMENTS/DECEMBER MEETING DATE/CLOSING REMARKS
Mr. Gidel acknowledged Judy Goodman, Chair and Kim Ferrell, members of the
Audit Committee. There were no comments from the audience. The next meeting will be
December 5, 2011, in Tallahassee. The meeting adjourned at 3:35 PM.

_____________________________________
Rob Gidel, Chairman
_____________________________________
Date

(Further meeting information can be found in the written transcripts of the meeting kept
by the State Board of Administration.)

MINUTES
JOINT METING OF THE
INVESTMENT ADVISORY COUNCIL ANDAUDIT COMMITTEE
November 14, 2011

Members Present:
Via Phone:

Rob Gidel, Chair
Martin Garcia
John Jaeb
Michael Price
Les Daniels
David Grain
Chuck Newman
John Hill

Audit Committee:

Judy Goodman, Chair
Kim Ferrell
Rolf Engmann

Via Phone:

The meeting was convened at 9:00 AM by Mr. Ash Williams, Executive Director. Mr. Williams turned
the meeting over to Mr. Rob Gidel, Chair of the Investment Advisory Council. Mr. Gidel called the
meeting to order and asked the members participating by phone to state their names.
This joint meeting of the Investment Advisory Council and the Audit Committee was held at the request
of CFO Atwater to consider the manner in which investment opportunities are identified, managers
selected and the procedures that are used with respect to public records requested. The Chair
acknowledged the responsibility of the IAC to review and evaluate policy and make recommendation to
the Trustees and the SBA as they deem advisable.
Mr. Gidel stated the expected outcome of today’s meeting should be:
•

As a policy board, affirm existing policies and procedures or propose changes.

•

Express an opinion as to whether the matter of public records policies is in purview of
this committee and, if so, express an opinion.

•

Express an opinion regarding the Ramius investment.

•

Provide guidance to the Audit Committee of what, if any, procedures should be
implemented regarding compliance with regard to policies and procedures.

After presentations by Mr. Kevin SigRist, Deputy Executive Director, and Ms. Kristen Doyle, Hewitt
EnnisKnupp (HEKA), Mr. David Grain made a motion that the council has reviewed the policies and
procedures and would look for incorporation of the recommendations of HEKA into the policies and
procedures by the next meeting.
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Mr. Gidel clarified the motion that Council would affirm the current policies and procedures with regards
to acquisition and review the recommendations of HEKA into the policies and procedures by the next
meeting.
The motion was amended by Mr. Garcia to add that there has been third party validation that these
policies and procedures exceed best practice standards. Chuck Newman agreed and based on that, he
seconded Mr. Grain’s motion; the motion was approved without objection.
Mr. Kevin SigRist spoke briefly on the background of the search and selection process of the Ramius
investment. Mr. SigRist then asked Trent Webster, who worked on the search at the staff level to speak
and with Eileen Neil from Wilshire Associates to address Wilshire’s participation in the process. The
consensus of the Investment Advisory Committee and Audit Committee was that applicable best practices
were in place, policies and procedures were followed, and there was no evidence of conflict of interest.
Mr. Gidel agreed to convey the findings to the Board of Trustees on behalf of the group.
After a presentation on public records law by Maureen Hazen, General Counsel, and a lengthy discussion,
Mr. John Jaeb made a motion reaffirming the current policies and procedures being implemented by the
SBA with regards to records requests with the understanding that to the extent those are varied from,
thought should be given to the consequences following the advice of general counsel. The motion was
seconded by Mr. Les Daniels; the motion was approved without objection.
Mr. Gidel will provide a report of the meeting to the Trustees. The meeting was adjourned at 11:40 a.m.

______________________________
Rob Gidel, Chair

_______________________________
Judy Goodman, Chair

______________________________
Date

________________________________
Date

(Further meeting information can be found in the written transcripts of the meeting kept
by the State Board of Administration.)
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GOVERNOR
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JEFF ATWATER
CHIEF FINANCIAL OFFICER
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AS SECRETARY
ASH WILLIAMS
EXECUTIVE DIRECTOR & CIO

MEMORANDUM
To:

Board of Trustees

From:

Roger Wishner, Chairman
Participant Local Government Advisory Council (PLGAC)

Date:

November 21, 2011

Subject:

Quarterly Update – Florida PRIME

The Participant Local Government Advisory Council (the “Council”) met recently on November 16, 2011. The
Council continues to oversee the operations, client service, and investment management of Florida PRIME.
CASH FLOWS / PERFORMANCE
• Over the quarter ending September 30, 2011, participant deposits totaled $2.68 billion; participant
withdrawals totaled $3.38 billion, for a net decrease of approximately $686 million.
rd
• During the 3 quarter, Florida PRIME delivered an aggregate $4.1 million in investment earnings to its
investors.
• Performance of Florida PRIME has been strong over short and long-term time periods. For the period ending
September 30, 2011, Florida PRIME generated excess returns (performance above the pool’s benchmark) of
approximately 15 basis points (0.15%, annualized) over the last three months, and 15 basis points (0.15%) over
the last 12 months.
POOL CHARACTERISTICS
• As of September 30, 2011, the total market value of Florida PRIME was $6.14 billion.
• As of September 30, 2011, the investment pool had a 7 Day SEC Yield equal to 0.26%, a Weighted Average
Maturity (WAM) equal to 38.3 days, and a Weighted Average Life (WAL or Spread WAM) equal to 79.5 days.
PARTICIPANT COMMUNICATIONS
st
• Beginning with the October monthly account statements (available November 1 ), Florida PRIME investors
were allowed to opt out of receiving paper mailings each month and instead generate and download
electronic copies of their monthly account statements. This additional feature will save thousands of
dollars in monthly production costs, helping to increase investment yields for all participants. It will also
help protect the environment and speed up receipt of monthly statements.
FUND B
• Fund B continues to pay principal and interest, with cumulative distributions to participants of $1,699,850,000
through the November 2011 monthly distribution.
• As a proportion of their original principal amount, 84.6 percent has been returned to Fund B investors.

STATE BOARD OF ADMINISTRATION
OF FLORIDA
1801 HERMITAGE BOULEVARD
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Date:

November 21, 2011

To:
From:
Subject:

Board of Trustees
Judy Goodman, Audit Committee Chair
Quarterly Audit Committee Report

RICK SCOTT
GOVERNOR
AS CHAIRMAN
JEFF ATWATER
CHIEF FINANCIAL OFFICER
AS TREASURER
PAM BONDI
ATTORNEY GENERAL
AS SECRETARY
ASH WILLIAMS
EXECUTIVE DIRECTOR & CIO

The State Board of Administration (the SBA) Audit Committee met on October 24th and
November 14th during this past quarter. The Committee also had a joint meeting with the
Investment Advisory Council on November 14th.
Following were the results of those SBA Audit Committee meetings and audit activities during
the past three months.
External Audits
We discussed the results of:
1. Ernst & Young’s financial statement audit of the Florida Retirement System Trust Fund;
2. Ernst & Young’s financial statement audit of Public Employee Optional Retirement
Program Trust Fund;
3. Ernst & Young’s Network Security Assessment;
4. Ernst & Young’s financial statement audits of the SBA’s wholly-owned companies with
June 30, 2011 and September 30, 2011 year-end; and
5. KPMG’s financial statement audit of the Florida Hurricane Catastrophe Fund and its
blended component unit, Florida Hurricane Catastrophe Fund Finance Corporation.
In addition, we reviewed the results of and discussed the Ernst & Young 2011 real estate
investments audit plan.
We also reviewed the related financial statements, and reports on agreed upon procedures
reports, tax compliance, internal control over financial reporting, and compliance with debt
agreements.
SBA Internal Audits
We reviewed the SBA Office of Internal Audit, Fixed Income Trading Activities Follow-up
Audit report. In addition, we reviewed the first quarter follow-up audit report which included
recommendations from six reports: Ernst & Young Information Technology General Controls
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Assessment, Ernst & Young Personal Activity Policy Review, Office of Internal Audit (OIA)
Financial Reporting Process, OIA Real Estate 3rd Follow-up Audit, OIA Accounts Payable
Operational Audit, and OIA Fixed Income - Securities Lending 3rd Follow-up Audit.
The Chief Audit Executive provided a report on progress related to the Office of Internal Audit
2011-2012 Annual Audit Plan. Currently, planned internal audit engagements have been delayed
due to additional workload placed on the OIA.
Open Recommendations
The tables below show the progress made on open recommendations. Additional details related
to open recommendations are presented in Appendices 1, 2 and 3.

CATEGORY "A" RECOMMENDATIONS

Total Number of Recommendations

As of
9/30/2011
339

Changes from
9/30 to 11/04
40

As of
11/4/2011
379

Closed Recommendations

(300)

(300)

Open Recommendations

39

40

79

As of
9/30/2011
72

Changes from
9/30 to 11/04
63

As of
11/4/2011
135

(23)

(23)

40

112

CATEGORY "B" RECOMMENDATIONS

Total Number of Recommendations
Closed Recommendations
Open Recommendations

72

Category “A” recommendations were made either by internal or external auditors. OIA performs
follow-up procedures on these recommendations.
Category “B” recommendations were made by non-investment consultants and were related to
risk management, internal control, compliance, ethics, special investigations, etc. OIA does not
perform any follow-up procedures on these recommendations.
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Enterprise Risk Management and Compliance
At the direction of the Trustees, the SBA Audit Committee hired Crowe Horwath to evaluate the
progress made by the SBA relative to its Compliance Program. According to the final report
reviewed by the SBA Audit Committee, the SBA has made significant progress with respect to
recommendations made by Deloitte in 2009 and in consideration of changes to statutes resulting
from Chapter 2010-180, Laws of Florida. The SBA is moving from a perspective of managing
risk and compliance to designing and monitoring a risk and compliance management system.
The Trustees were provided a copy of Crowe Horwath’s evaluation report.
Crowe Horwath made 63 recommendations as a result of their evaluation. The SBA senior
management reported that 49 recommendations were fully accepted by management, nine were
partially accepted, and five were directed to either the Trustees, the SBA Audit Committee or the
Investment Advisory Council (IAC). Crowe Horwath will present their evaluation report to the
Trustees on December 6th.
The Chief of Risk & Compliance Officer provided an update on compliance activities. An
External Investment Management Oversight Report for FY 2010-2011 was presented as well as a
Training & Professional Development Report reflecting the training provided to SBA employees.
Initiative at the Direction of the Trustee Atwater
CFO Atwater requested the SBA Audit Committee review the manner by which investment
opportunities are identified, investment advisors are selected, and the procedures followed with
respect to public records requests. The IAC and the SBA Audit Committee met jointly on
November 14th to further address this request. Senior SBA management and Hewitt EnnisKnupp
(HEKA) made presentations to the bodies and afterwards the IAC motioned they reviewed the
policies and would look for the incorporation of recommendations of HEKA into the policies and
procedures. The motion was clarified to state that the IAC affirmed the current policies and
procedures with regards to acquisition and reviewed the recommendations of HEKA. The
motion was amended to recognize there had been third party validation that the procedures
exceeded best practice standards.
The SBA senior management addressed the search and selection process of Ramius and the
consensus was that applicable best practices were in place, policies and procedures were
followed, and there was no evidence of conflict of interest. In addition, the IAC affirmed the
current policies and procedures with regards to public records requests with the understanding
that to the extent those are varied from, thought should be given to the consequences following
the advice of General Counsel.
The SBA Office of Internal Audit provided to the Committee copies of SBA policies, timelines,
and flowcharts related to identification of investment opportunities, selection of investment
advisors, and public records requests.
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APPENDIX 1
STATUS OF CATEGORY "A" RECOMMENDATIONS
AS OF 11/04/11

1.

OPEN RECOMMENDATIONS BY YEAR & RISK RATING
Risk Rating
Year
2006
2007
2010
2011

2.

High
0
6
6
24

Medium
1
1
9
16

Low
0
0
0
16

Total
1
7
15
56

36
46%

27
34%

16
20%

79

%
1%
9%
19%
71%

DETAILS OF OPEN RECOMMENDATIONS
Risk Rating

Report Title
Securities Lending
Fixed Income Trading Activities
Disaster Recovery Plan
Financial Reporting
Real Estate 3rd Follow-up
Clifton Gunderson 1st Follow-up
EY - Fiscal Year 2009-10 FRS Audit
Accounts Payable
Securities Lending 3rd Follow-up
Real Estate 4th Follow-up
FI - Trading Activities Follow-up
EY SBA Network Security Assessment
EY SBA Security Assessments

Category A
NYI
PIRP
OTV

-

Report Date
7/27/2006
3/27/2007
7/31/2007
6/9/2010
8/23/2010
10/22/2010
12/17/2010
2/15/2011
5/2/2011
7/13/2011
9/1/2011
9/27/2011
9/29/2011

High

11

1
3
10

2
14

Total
1
5
2
6
1
1
7
4
1
10
1
5
35

36

27

16

79

5
1
5
1

2
1
10

Medium
1

Low

Status

1
1
1
7
2

Recommendations were made by either internal or external auditors
Not Yet Implemented
Partially Implemented and the Remainder is in Progress
OIA to Verify

NYI
1
2
2
5

64

PIRP

OTV

8

Total
1
5
2
6
1
1
7
4
1
10
1
5
35

8

79

3
1
1
1

7
4
1
10
1
5
27
7

%
1%
6%
3%
8%
1%
1%
9%
5%
1%
13%
1%
6%
44%
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APPENDIX 2
STATUS OF CATEGORY "B" RECOMMENDATIONS
AS OF 11/04/11

1. OPEN RECOMMENDATIONS BY YEAR & RISK RATING
Risk Rating
Year
2009
2010
2011

High
5
31
2

Medium
3
9
38

Low
0
1
23

Total
8
41
63

38
34%

50
45%

24
21%

112

%
7%
37%
56%

2. DETAILS OF OPEN RECOMMENDATIONS
Risk Rating
Report Title
Deloitte & Touche Phase I
Deloitte & Touche Phase II
Deloitte & Touche Phase III
BDA Global - Disaster Recovery
Crowe Horwath - Compliance Review

Report Date
1/15/2009
6/16/2009
3/11/2010
8/23/2010
10/21/2011

High
3
2

Medium
3

Low

9

1

31
2

38

38

50

Status
NYI

23

Total
6
2
10
31
63

24

112

71

1
1
6
63

Category B

PIRP
6
1

IMP

9
25

7

34

Total
6
2
10
31
63

%
5%
2%
9%
28%
56%

112

- Recommendations were made by non-investment consultants and were related to risk management, internal control, compliance, ethics,
special investigations, etc.
- The Office of Internal Audit does not perform any follow-up procedures on the Category B recommendations.
NYI - Not Yet Implemented
PIRP - Partially Implemented and the Remainder is in Progress
IMP - Implemented, as represented by SBA management
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APPENDIX 3
S TATUS OF ALL RECOMMENDATIONS (CATEGORIES A & B COMBINED)
AS OF 11/04/11
Risk Rating
1. OPEN RECOMMENDATIONS
BY YEAR & RIS K RATING
Year
High
M edium
Low
2006
0
1
0
2007
6
1
0
2009
5
3
0
2010
37
18
1
2011
26
54
39
74
77
40
39%
40%
21%
2. DETAILS OF OPEN RECOMMENDATIONS
Risk Rating
Report Title
Securities Lending
Fixed Income Trading Activities
Disaster Recovery Plan
Deloitte & Touche Phase I
Deloitte & Touche Phase II
Deloitte & Touche Phase III
Financial Reporting
BDA Global - Disaster Recovery
Real Estate 3rd Follow-up
Clifton Gunderson 1st Follow-up
EY - Fiscal Year 2009-10 FRS Audit
Accounts Payable
Securities Lending 3rd Follow-up
Real Estate 4th Follow-up
FI - Trading Activities Follow-up
EY SBA Network Security Assessment
EY SBA Security Assessments
Crowe Horwath - Compliance Review

NYI
PIRP
OTV
IMP

-

Report Date
7/27/2006
3/27/2007
7/31/2007
1/15/2009
6/16/2009
3/11/2010
6/9/2010
8/23/2010
8/23/2010
10/22/2010
12/17/2010
2/15/2011
5/2/2011
7/13/2011
9/1/2011
9/27/2011
9/29/2011
10/21/2011

High
5
1
3
2
5
31
1

2
1
10

11
2

M edium
1

Low

74
77
Not Yet Implemented
Partially Implemented and the Remainder is in Progress
OIA to Verify
Implemented, as represented by SBA management

S tatus
NYI
1
2
2

2
14
23
40

191

135

1

1
7
2

1
3
10
38

%
1%
4%
4%
29%
62%

Total
1
5
2
6
2
10
6
31
1
1
7
4
1
10
1
5
35
63

1
3
9
1

Total
1
7
8
56
119
191

1
1
5
6

PIRP

OTV

IM P

3
6
1
9
1
25
1
1

7
4
1
10
1
5
27
63
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8

14

8

34

Total
1
5
2
6
2
10
6
31
1
1
7
4
1
10
1
5
35
63
191

%
1%
3%
1%
3%
1%
5%
3%
16%
1%
1%
4%
2%
1%
5%
1%
3%
18%
33%

STATE BOARD OF ADMINISTRATION
OF FLORIDA
1801 HERMITAGE BOULEVARD
TALLAHASSEE, FLORIDA 32308
(850) 488-4406
POST OFFICE BOX 13300
32317-3300

RICK SCOTT
GOVERNOR
AS CHAIRMAN
JEFF ATWATER
CHIEF FINANCIAL OFFICER
AS TREASURER
PAM BONDI
ATTORNEY GENERAL
AS SECRETARY
ASH WILLIAMS
EXECUTIVE DIRECTOR & CIO

MEMORANDUM
To:

Ash Williams

From:

Michael McCauley

Date:

November 21, 2011

Subject:

Board of Trustees Meeting – Standing Report / Investment Programs & Governance

Since the prior meeting of the Trustees on September 20, 2011, the SBA has been active in several areas.
CORPORATE GOVERNANCE & PROXY VOTING OVERSIGHT GROUP
The SBA’s Corporate Governance & Proxy Voting Oversight Group (Proxy Committee) met last on September 15,
2011 and is scheduled to meet on November 28, 2011. The Proxy Committee continues to discuss ongoing
governance issues including the volume and trends for recent proxy votes, governance factors within global equity
markets, regulatory developments, and company research tied to the Protecting Florida’s Investments Act (PFIA).
GLOBAL EQUITY PROXY VOTING
During the trailing twelve months ending September 30, 2011, the SBA executed 6,892 votes on public company
proxies covering 65,036 individual voting items, covering director elections, audit firm ratifications, executive
compensation plans, mergers, acquisitions, and other management and shareowner proposals. The SBA voted
“for” 73.1 percent of all proxy issues and among all votes cast, 24.8 percent were against the managementrecommended vote, up 3.8 percentage points from the same period during fiscal year 2011. The table below
provides major statistics on the SBA’s proxy voting activities through the last twelve months ending September 30,
2011:
Votes in Favor of Directors
76.9% (FY2011=76.7%)

Votes with Management
75.2% (FY2011=79.0%)

Votes in Favor of Auditors
89.4% (FY2011=90.0%)

Total Ballot items Voted
65,036 (FY2011=56,536)

Votes in Favor of Non-salary (equity)
Compensation Proposals
86.5% (FY2011=58.7%)

Total Proxies Voted
6,892 (FY2011=6,138)

The significant increase in the volume of proxy votes during the last few months of fiscal year 2011 and into early
fiscal year 2012 is related to the SBA’s expansion of internal voting activities covering the majority of externallymanaged global portfolios.
REGULATORY DEVELOPMENTS & OTHER COMMENTARY
On October 26, 2011, the SBA co-signed a letter to the Chairman of the Board of Directors at Olympus Corporation,
domiciled in Japan. The letter requested the Board’s response on a number of issues, including the circumstances

surrounding the former CEO’s dismissal, the Board’s response to whistle-blowing from company personnel, the
firm’s procedures in mergers and acquisitions, and the role and independence of outside directors. In mid October,
the former Chief Executive Officer (CEO) was ousted by the company’s Board after raising concerns about certain
corporate payments and prior Board decisions. On November 8, 2011, Olympus disclosed it had spent decades
hiding losses and had attempted to cover up the losses through a series of payouts disguised as advisor fees and
overpayments on several acquisitions. The firm’s revelation renewed investor criticism of Japanese corporate
governance practices in general, and for significant governance reform at the company. The firm’s stock price has
declined by approximately 71 percent since the announcement and risks being delisted from the Tokyo Stock
Exchange.
On November 14, 2011, the SBA co-signed a letter to the lead member of the Board of Directors of Nabors
Industries Ltd. The letter, developed by a group of investor members of the Council of Institutional Investors (CII),
advocates for the creation of an independent chairman and for the adoption of majority voting procedures in the
election of directors. SBA staff supports these reforms to ensure an independent board member leads the review
of the winning shareowner proposals and that owners have a way to provide feedback to the board and hold
directors accountable for their decisions. The letter also requested a dialogue between the company’s directors
and a group of CII Members. In late October, the company disclosed it would pay its Chairman and CEO $100
million in cash in a severance-style deal, even though he is not departing the company. The Board promoted a
longtime lieutenant to the position of CEO, triggering a clause in the Chairman’s employment contract. The $100
million payment exceeded the firm’s third quarter net income of $74.3 million. In early November, Nabors
declassified its board of directors (moving to annual election cycles for the election of directors) and also adopted
a plurality standard (with resignation policy) for its director elections. In late 2010, the SBA communicated directly
with Nabors advocating the adoption of majority voting in its election procedures.
SHAREOWNER EVENT
SBA staff will participate in and host the International Corporate Governance Network (ICGN) Miami Mid Year
th
Conference on December 13 . The ICGN event offers numerous speakers and plenary sessions covering a wide
range of global corporate governance issues, focusing on the U.S., Canadian, Mexican, and Brazilian markets.
Keynote speakers include Chancellor Leo E. Strine, Jr., Court of Chancery, Delaware, Edison Garcia, President,
Capital Markets’ Investors Association (AMEC), Brazil, Kenneth Bertsch, CEO and President, The Society of
Corporate Secretaries and Governance Professionals, and Eleanor Fritz, Director of Compliance & Disclosure,
Toronto Stock Exchange. Over 200 ICGN members and speakers are expected to attend from some of the
world’s largest investment houses and corporations.
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MEMORANDUM
DATE:

November 17, 2011

TO:

Ash Williams

FROM:

Eric Nelson

SUBJECT: Trustee Update – December 2011
______________________________________________________________________________
Attached is Risk Management and Compliance’s quarterly summarized compliance report as of
September 30, 2011 for transmission to the Trustees and Audit Committee. Where possible,
compliance data being reported on is the most currently available information as of the date of
this memorandum.
Additionally, the following is a brief status report of Risk Management and Compliance
initiatives completed or in progress during the period 9/1/11 through 11/17/11:
•

Continued work on implementation of the Barra One total fund risk system. Project plan
has been developed, and rejected/non-standard assets (e.g., swaps, private equity, real
estate, etc.) from the custodian bank’s system are being researched for terms and
conditions and/or proxy information to be loaded into the Barra system. Anticipated
duration of implementation process is six to eight months, so targeted implementation is
now April 2012 timeframe.

•

Worked extensively with representatives from Crowe Horwath regarding the compliance
program review. Attended a number of interviews, provided documentation and
clarification as necessary, reviewed draft reports and provided input and feedback.

•

Developed detailed process maps for both public and private market investment
manager/fund acquisition to assist in responding to CFO Atwater’s request for the
Investment Advisory Council and Audit Committee to review investment advisor
selection processes.

•

Presented status report to Audit Committee at meeting on November 14 regarding Boardwide risk assessment results as of June 30 utilizing survey tool. Responses from primary
and secondary risk owners were consolidated with scores from a risk management
advisory group to generate weighted assessments at both the strategic risk level as well as

sub-component risk level. Follow-up interviews with individual risk owners are being
scheduled to validate and scrub survey responses.
•

Provided “heat map” portraying residual risk as assessed by management of open and
outstanding audit recommendations to Audit Committee at meeting on November 14,
2011.

•

Began process of risk ranking Category B non-investment consultant recommendations to
provide management’s risk perspective to Audit Committee, since Category B
recommendations (which are not derived from an audit process) are currently not
formally verified as completed by the Office of Internal Audit.

•

Implemented revisions to Deputy Executive Director policy #15-016 “Internal Trading
Policy – Public Market Asset Classes” which lowered trader limits for Repo, short term
and long term fixed income trading. Other policies revised during the period included:
Training and Development (effective 9/21/11)
Mobile Device Acceptable Use Policy (effective 10/01/11)
Risk Budget Reporting Policy (effective 10/01/11)
Real Estate Investment Work Plan (effective 9/01/11)

E

•

Met with participants of a working sub-group formed under the umbrella of the Valuation
Oversight Group to discuss risk ranking private market investment advisors for valuation
purposes and how to integrate with the manager risk ranking process performed by the
Risk Management and Compliance unit.

•

Worked on developing web-based online fiduciary training program to administer
training to Investment Advisory Council members as statutorily required. Groom Law
Group is currently reviewing slides and is going to provide voice-over to accompany
slide deck.

•

Participated in numerous applicant interviews during the quarter, including vacant Senior
Investment Officer positions in Fixed Income and Real Estate as well as the vacant
Director of External Investment Manager Oversight position within the Risk
Management and Compliance unit.

SBA Risk Management and Compliance
Compliance Report for Quarter Ended September 30, 2011

STATUTORY COMPLIANCE

STATUS

Chapter 215.47, F.S. - Investments

All investments statutorily permitted
All investments within statutory limits
Conflict of interest certifications received as of 6/30/11 for public market external
investment managers

Chapter 215.44, F.S. - Audited Financial Statements (2010-180)

Completed and presented to Audit Committee on 11/15/11

Quarterly Report to Joint Legislative Auditing Committee on
Florida PRIME and Fund B

Monthly Florida PRIME reports for quarter ending 9/30/11 reviewed and approved by
SBA Trustees and sent to JLAC on 11/15/11

Protecting Florida's Investment Act Compliance (Iran/Sudan)

No violations reported - latest quarterly report approved by Trustees on 9/20/11

Free Cuba Act of 1993 (Chapter 215.471, F.S.)

No restricted securities currently identified as of 9/30/11- no compliance violations

Northern Ireland (Chapter 121.153, F.S.)

No restricted securities currently identified as of 9/30/11 - no compliance violations

Basket Clause Securities

No proposed plans for such investments were reported to the IAC

INVESTMENT POLICY STATEMENTS APPROVED BY TRUSTEES

STATUS

FRS Pension Plan
FRS Investment Plan

Lawton Chiles Endowment Fund
Florida PRIME

Asset allocation within specified ranges
Performance measured to approved benchmarks
Education requirements in compliance
Investment Plan Administrator and Bundled Provider requirements in compliance
Investment options and performance measurement against approved benchmarks in
compliance
Asset allocation within specified ranges
Performance measured to approved benchmarks
Portfolio securities and transactions in compliance with Investment Policy Statement
Federated conducted monthly stress test and reported results to the Investment
Oversight Group as of 9/30/11
Daily NAV and other high risk ranked parameters independently verified and in
compliance

Fund B Surplus Fund

Prepared as of November 21, 2011

Securities and transactions independently reviewed and all principal and interest
payments distributed to participants net of fees
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Compliance Report for Quarter Ended September 30, 2011

ETHICS / CONFLICTS OF INTEREST

STATUS

Ethics Policy

Annual certifications of compliance completed by all employees for FY 2010-11 / FY
2011-12 training cycle to begin December 2011

Internal Controls and Fraud Policy

No instances of fraud or employee misconduct reported or discovered
Fraud Hotline: No calls received as of 11/21/11
Insider Trading Policy
No compliance violations reported
Personal Investment Activity Policy
No personal trading violations reported or detected
All personal investment holdings reports received for new employees
Conflict of Interest Certification - SBA Employees participating in All certifications executed
Fiduciary Training
Trustee and employee training completed for FY 2010-11
Online fiduciary training for IAC members being developed
Investment Advisory Council Conflict of Interest Certifications
Received for the seven current IAC members
In progress for two newly approved IAC members
Semi-Annual Statement of Compliance - External Investment
All managers reported compliance with Investment Management Agreements as of
Managers (Public)
6/30/11
Semi-Annual Statement of Compliance
p
- Private Market Real
Received as of 9/30/11 - review currently
y in progress
p g
Estate Investment Advisors and Pooled Fund Managers
Annual Statement of Compliance - Private Equity and Strategic
Investments General Partners

72 of 91 certifications received as of 10/31/11 - risk ranking adjusted for 19 nonresponding firms

Investment Protection Principles - External Investment Managers Annual certifications current
Investment Protection Principles - Broker/Dealers (Public)
Annual certifications current

Prepared as of November 21, 2011
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Compliance Report for Quarter Ended September 30, 2011

GOVERNANCE AND POLICY OVERSIGHT

STATUS

Governance and Oversight Group Meetings
Investment Portfolio Guidelines Compliance (# of portfolios)
FRS:
Global Equity and REIT Portfolios (69)
Fixed Income & High Yield Portfolios (23)
Private Market Asset Classes (10)
Other Non-FRS mandates / Trust Funds (29)
External Investment Manager and Private Market Investment
Acquisition

All internal governance oversight group meetings conducted as specified in policy

External Investment Manager and Private Market Investment
Retention and Termination
Private Equity Investment Plan
Strategic Investments Work Plan
Private Real Estate Work Plan
Internal Trading Policy
Derivative Instruments Usage
Leverage Usage
Trading Counterparty Management

Rebalancing and Liquidity Assessments
Risk Budget
New Investment Vehicles and Programs
Securities Lending

Prepared as of November 21, 2011

No material compliance violations through 9/30/11
No material compliance violations through 9/30/11
No material compliance violations as of 6/30/11 (one quarter lag)
No material compliance violations through 9/30/11
Acquisition checklists completed for all new managers/funds/real estate investments
Placement Agent disclosures received and reviewed on all new investments and
amended contracts with economic impact
Due diligence received and reviewed (to include prudent person opinions for Private
Equity and Strategic Investments)
Checklist completed for all terminated managers/funds/real estate investments
In compliance with Investment Manager Monitoring Guidelines for public market
managers
Plan updated for 2011-12
Plan updated for 2011-12
Plan updated for 2011-12
Trading limits in compliance with policy
Verified usage permitted by policy
Reviewed counterparty risk exposures - within historically normal ranges
Reviewed direct-owned real estate loan-to-value exposures as of 6/30/11 - within policy
ranges
Approved broker dealer lists updated and current for FY 2011-12
MF Global removed from approved list on 11/2/11
Annual Trading Authorization letters sent and current for FY 2011-12
All funds currently within policy operating ranges
Aggregate active investment risks (sources, levels and trends) reviewed by Senior
Investment Group
One new investment vehicle approved during period 7/1/11 - 11/17/11
No material compliance violations
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Compliance Report for Quarter Ended September 30, 2011

GOVERNANCE AND POLICY OVERSIGHT
(continued)

STATUS

Investment Valuation

All direct-owned real estate properties externally appraised within last 12 months
(unless newly acquired or in the process of being sold)
Public Market Securities: 100.0% (valued as of 9/30/11)
Real Estate:
99.6% (valued as of 6/30/11 or later)
Private Equity:
99.0% (valued as of 6/30/11 or later)
Strategic Investments:
99.9% (valued as of 6/30/11 or later)

Private Market Allocation Policies

Performance Measurement
Procurement

Prepared as of November 21, 2011

Real Estate: within intra-asset class allocation ranges
Private Equity: certain categories outside intra-asset class operating ranges
Strategic Investments: certain categories outside intra-asset class operating ranges
All calculations performed in compliance with policy
2 ITN's in progress, none completed during the quarter
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SBA Major Initiatives Update
Investment Advisory Council
December 5, 2011

INVESTING FOR
1 FLORIDA’S FUTURE

Major Initiatives and Projects

–

March 2012 Annual FRS Pension Plan Asset Liability Refresh
•
•
•
•

–

Vendor Searches
•
•
•
•

–

Updated Actuarial Valuation
Updated Capital Markets/Economic Assumptions
Cash Flow and Liquidity Analysis
Planning discussion of any IAC Requested Analysis

Master Global Custodian
Total Fund Risk Model
Clearing Broker
Order Management System

Follow up to November 14 IAC/Audit Committee Meeting
•

Hewitt EnnisKnupp Recommendations and Revised Policies are attached

2

Memo

To:

Investment Advisory Council
Florida State Board of Administration

From:

Kristen Doyle
Mike Sebastian

Date:

November 4, 2011

Re:

Review of Manager Monitoring and Selection/Termination Policies

Overview
The Florida State Board of Administration (SBA) asked Hewitt EnnisKnupp (HEK) to review the
manager monitoring and search selection policies and procedures established by the SBA. We
reviewed the Executive Director and Deputy Executive Director policies and guidelines related to the
acquisition, retention, and termination of both public and private managers. This review also included
a review of the manager monitoring guidelines.
Our conclusion is that these policies appropriately establish clear roles and responsibilities, focus on
the most critical aspects of manager evaluation, and provide clear and thorough processes and
procedures for all aspects of acquiring, retaining, and terminating external investment managers. The
policies are written specifically enough to address the key risks and provide clear compliance
procedures to ensure processes are followed, but provide enough flexibility to allow staff to adapt and
implement manager searches and evaluations for each particular circumstance.
Manager Policies and Guidelines
Below we have listed the criteria that we believe are important criteria to consider when constructing
external manager policies and guidelines. We evaluated SBA’s policies and guidelines according to
this framework and find that the documents fulfill all of these criteria. We do have a few
recommendations, which are included in the following section.
•

Clearly defined roles and responsibilities for the Executive Director/CIO and staff members

•

Clearly defined process to be employed when conducting manager searches and making
termination decisions

•

A focus on evaluating managers on both qualitative and quantitative factors

Hewitt EnnisKnupp, Inc.
10 South Riverside Plaza, Suite 1600 | Chicago, Il 60606
t 312.715.1700 | f 312.715.1952 | www.hewittennisknupp.com

Review of Manager Monitoring and Selection/Termination Policies
November 4, 2011
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•

Procedures that specify ongoing monitoring of external managers

•

Focus on longer-term performance and risk (5 years or longer) when evaluating quantitative
factors

Recommendations
As we noted above, the SBA’s policies and procedures related to external manager monitoring,
acquisition, retention, and termination are robust and appropriately cover the areas we feel are critical
when establishing policies of this nature. Below we have provided a few recommendations:
Investment Management Acquisition Policy
In the Background and Implementation section of this document, the policy specifies that should a
Primary SBA staff member (i.e. asset class portfolio manager, Senior Investment Officer, Deputy
Executive Director, and Executive Director/CIO) have a conflict of interest this must be disclosed and
the individual must remove themselves from the investment management acquisition process. In
addition, the Executive Director/CIO is responsible for making all final decisions related to the
selection of investment management firms. We recommend adding language that explains what
occurs or who makes the final decision should the Executive Director/CIO have a conflict of interest.
Secondly, in the Compliance section, we recommend providing a reference to the policies and
procedures developed by the Senior Investment Officer so it is clear which policies and procedures
are being referred to in the first paragraph of this section.
Investment Manager Monitoring Guidelines
Within the investment manager monitoring guidelines there are two sets of factors that are evaluated:
Qualitative Factors and Quantitative Factors. For violation of the qualitative factors, the Action Steps
in the table specify that the manager will be placed on the Watch List should any of the qualitative
factors occur. However, the paragraph preceding the table indicates that the occurrence of the
qualitative factors only “may result in placing the investment manager on the Watch List…” We
recommend adding the word “Consider” to the Action Steps in the table, similarly to the Quantitative
Factors section, or removing the comment that states the qualitative factors “may” result in placing a
manager on the Watch List.
Conclusion
As noted, based on our review of SBA’s policies and procedures related to manager monitoring,
acquisition, retention, and termination, we believe that they are robust, thorough, and address all key
issues related to external investment managers. The policies provide clear roles and responsibilities
for the Executive Director/CIO and staff, establish detailed processes and procedures, and ensure
compliance monitors these policies and procedures. Our only recommendations are included in the
previous section of this memorandum.

10-010

Investment Management Acquisition

Current Update: 09/16/1012/1/11
Original Issuance: 07/01/88

Purpose
This policy describes the roles and responsibilities of State Board of Administration staff
in the acquisition of investment management services.

Policy
It is the policy of the Executive Director & CIO of the State Board of Administration (SBA)
that:
Firms engaged for the purpose of providing discretionary portfolio investment
management services shall be engaged in a fair and consistent manner and in
accordance with approved procedures and criteria. Additionally, significant consideration
will be given in the acquisition of active equity and fixed income investment
management providers as to whether such organizations can conform and comply with
the Investment Protection Principles (Appendix A).

Background and Implementation
New managers or investment products are added to an asset class within the FRS
Pension Plan or other similarly managed client portfolios, and FRS Investment Plan
portfolios for a variety of reasons, including, but not limited to, the need for increased
investment capacity, addition of new strategies or styles, and termination of existing
managers or investment products. Investment products may include separate accounts,
mutual funds, fixed accounts and stable value accounts acquired directly or through
bundled provider arrangements.
The Senior Investment Officers are responsible for developing search criteria, identifying
and evaluating firms that meet the criteria, discussing candidates and analytical material
with the investment consultant, participating in finalist interviews and making
recommendations to the Deputy Executive Director (DED).
The investment consultant, as needed, will support the process by reviewing and
evaluating the candidate list, performing organizational reviews of the candidate firms,
producing performance and risk analysis reports, participating in finalist interviews as
needed and evaluating staff recommendations.
The implementation requirements above apply to the public market asset classes and to
the real estate asset class for the acquisition of REIT related investment management
services. Private market asset classes utilize a similar process when incorporating new

investment strategies into their asset class. However, the process must typically be
supplemented with RFIs due to the lack of comprehensive manager/product information
in the investment consultant’s database. Further, the analytical information supplied by
the consultant will differ from that provided to public markets due to the unique nature
of these markets. Additionally, the process for adding new managers/products in existing
strategies will be similar but will not typically involve the investment consultant. However,
the DED, in conjunction with the private market asset classes, must develop and
maintain asset class manager/product acquisition policies which mirror the public
market policies to the extent possible.
The DED is responsible for evaluating the recommendations provided by the Senior
Investment Officers regarding new investment managers, investment products or
bundled providers and submitting final recommendations to the Executive Director & CIO
for consideration. To the extent possible, the DED will participate in finalist interviews in
order to appropriately evaluate the Senior Investment Officer recommendations.
All primary SBA staff involved with the recommendation for investment management
acquisition must complete an “External Investment Management and Private Market
Investment Acquisition Conflict of Interest Certification” form. Primary SBA staff includes
both the applicable asset class portfolio manager and Senior Investment Officer, as well
as the DED and Executive Director & CIO. As required under the Ethics Policy, SBA staff
involved in the investment management acquisition process are required to promptly
disclose any conflict of interest with a prospective investment management service
provider, refrain from discussing any matters to which the conflict is related, and recuse
themselves from acting in any matters associated with the acquisition of the prospective
investment management service provider. The conflict certification must be completed
by SBA staff prior to contract execution.
The General Counsel will provide legal support and contract development.
The Executive Director & CIO shall make final decisions on the selection of investment
management firms, investment products and bundled providers and shall be responsible
for executing contracts for these services. In the event that the Executive Director & CIO
has recused himself due to a conflict, the DED shall have the duties and authorities
described in the prior sentence.

Compliance
The DED and Senior Investment Officers are assigned primary responsibility for
compliance with this Policy. The DED Each Senior Investment Officer shall develop
policies (e.g., 15-010) and procedures to ensure that a fair and consistent investment
manager selection process is used within the asset class and across asset classes when
feasible and together with the Senior Investment Officers shall maintain adequate
records to demonstrate compliance with this Policy. The SIOs may develop additional
procedures as necessary to implement this policy.
Risk Management and Compliance may review and test compliance with this Policy as

deemed necessary.

10-011

External Investment Manager Retention and Termination

Current Update: 12/1/11
Original Issuance: 05/26/96

Purpose
This policy describes the general conditions and broad guidelines of the State Board of
Administration that govern investment manager and investment product retention and
termination decisions and defines the roles and responsibilities of SBA staff within the
process.
The specific quantitative and qualitative information contained in this policy relates only to
the public market portfolios, including FRS Investment Plan and REIT portfolios. However,
relevant quantitative and qualitative criteria are also evaluated in the private market asset
classes (real estate, private equity and strategic investments).

Policy
It is the policy of the Executive Director & CIO of the State Board of Administration (SBA)
that:
The Deputy Executive Director and Senior Investment Officers shall develop and use a
structured and disciplined approach in the evaluation of external investment managers and
investment products for retention and termination, taking into account both qualitative and
quantitative criteria to ensure that such decisions are made fairly with consistently applied
criteria as set forth in the SBA Investment Manager Monitoring Guidelines.
For purposes of this policy, investment products include mutual funds, fixed accounts and
stable value accounts acquired directly or through bundled provider arrangements.
Hereafter, the terms “manager” and “product” are used interchangeably, unless otherwise
noted.

Background and Implementation
Investment manager retention and termination decisions have potentially high costs,
including retaining unskilled managers for too long, terminating a skilled manager
prematurely, or transitioning assets between managers. Unfortunately, the variability of
most managers’ returns complicates straightforward evaluations of skill. Without
comprehensive assessments of manager skill, the SBA has little assurance that a newly
hired manager will perform better than a recently terminated manager.
The SBA acknowledges that fluctuating rates of return characterize the securities markets
and accordingly has adopted three- to five-year time horizons for evaluating investment
manager and product performance relative to benchmarks. Generally speaking, net of fee
performance along with risk adjusted performance measures will be used over a reasonable
period to assess the manager’s skill. Peer comparisons will also be used.

Investment Manager Monitoring Guidelines
The SBA’s Investment Manager Monitoring Guidelines (“Guidelines”; Appendix A) provide a
systematic, consistent, and diligent methodology for manager retention and termination
decisions to help avoid untimely and haphazard actions that may adversely impact fund
returns. The Guidelines provide a quantitative framework to evaluate manager skill balanced
against qualitative assessments of factors relevant to future performance that draws on
internal and expert consultant-provided information and expertise.
The Guidelines apply to all public market portfolios and are designed to:
•
•
•
•

Foster a forward-looking long-term approach to manager evaluations.
Improve client/manager communication by apprising each manager of the
quantitative and qualitative standards by which they will be evaluated.
Promote timely and appropriate responses to actual and potential performance
issues.
Provide flexibility to allow application across all public market asset classes,
management styles, and market environments.

The Guidelines define a formal review process, which may lead to termination, to be initiated
if the manager fails to meet quantitative or qualitative criteria contained in the Guidelines.
Decisions regarding retention or termination of external investment managers, investment
products or bundled providers may be based solely on qualitative criteria which affect the
character or stability of the firm or on a combination of qualitative and quantitative criteria.
The SBA reserves the right to terminate/retain, fund/defund or engage in enhanced
monitoring of managers in its sole discretion, without regard to the Guidelines. For instance,
non-compliance with the SBA adopted Investment Protection Principles (Executive Director &
CIO Policy #10-017) or other investment guidelines may be grounds for termination.
The Guidelines also define the investment manager monitoring procedures and roles and
responsibilities of the SBA and investment consultant. Within the SBA, the Senior
Investment Officers (SIOs) are delegated responsibility for the ongoing evaluation of external
investment managers within their respective asset classes. The SBA’s investment consultant
shall be independently responsible for monitoring external investment manager and product
performance, providing the SBA with a quarterly “Watch List” (based on the criteria
contained in the Guidelines), and providing analysis and recommendations as further
defined in the Guidelines. The Watch List initiates the enhanced formal review process as
described in the Guidelines.
Private Market Asset Class Manager Monitoring
Private market asset class performance information shall be reviewed on a regular basis by
the respective SIOs and their asset class specialty consultants, with qualitative information
relating to the firms providing investment services in those areas also being evaluated.
These considerations may result in discussions with the firms which could result in a
decision to terminate (to the extent it is viable) the particular product. Contractual
considerations and the long-term nature of certain investments in the private market asset
classes do not provide the same level of flexibility with regard to investment management
relationships, funding/defunding and termination processes.
Other Manager Retention and Termination Factors

Significant developments or policy changes at the SBA may necessitate restructuring or
termination of managers, investment products or bundled providers. These may include, but
are not limited to:
•
•
•
•
•

Changes in asset allocation
Substantial increase or decrease of funds under management
Material changes to the active/passive mix
Changes to key individuals acting for the manager, investment product, or bundled
provider
Changes in product mix within the asset classes or the FRS Investment Plan offerings

Further, a manager may be defunded and/or terminated if cost control considerations are
such that the fund would be better served with an alternate provider.
Finally, the investment manager’s compliance with contractual provisions shall be monitored
as necessary. A substantive violation by the manager of the contractual provisions of their
investment management contract with the SBA may be grounds for immediate termination.
External Investment Manager Termination Process
SIOs shall submit written recommendations and supporting documentation to the Deputy
Executive Director (DED) regarding termination of any external investment manager,
investment product or bundled provider. Resignations shall also be submitted in writing to
the DED and Executive Director & CIO.
The DED shall be responsible for reviewing and evaluating investment manager, investment
product or bundled provider termination recommendations provided by the SIOs and shall
submit final recommendations to the Executive Director & CIO for consideration.
The Executive Director & CIO shall make final decisions on the termination of any external
investment manager, investment product or bundled provider and will execute the required
termination document.
Asset Transition
Once the Executive Director & CIO approves a termination recommendation or a manager
resigns, the applicable SIO will be responsible for transitioning assets and coordinating with
other SBA units as appropriate. The transition may be accomplished by complete liquidation,
in-kind transfer to a new manager, transfer to a temporary account (e.g., an asset allocation
account), use of a transition manager, or any combination thereof. Asset transition will be
managed with the goal of minimizing performance impact on both the legacy and new
portfolios, including minimizing costs. The SIO will have discretion to decide the best method
of asset transition, subject to any applicable policy constraints and contractual
requirements.

Compliance
The DED and SIOs are assigned primary responsibility for compliance with this Policy. The
SIOs may develop additional procedures as necessary to implement this Policy and shall
maintain adequate records to demonstrate compliance with this Policy.

Risk Management and Compliance may review and test compliance with this Policy as
deemed necessary.

Appendix A
State Board of Administration
Investment Manager Monitoring Guidelines
December 1, 2011
TABLE OF CONTENTS
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I.

Overview
Investment manager retention and termination decisions have high costs, such as retaining
unskilled managers for too long, terminating skilled managers prematurely or engaging in
needless and expensive transitions. Additionally, the variability of most managers’ returns
complicates straightforward evaluations of skill. Without comprehensive assessments of
manager skill, the SBA has little assurance that the manager hired today will perform better
than the manager terminated yesterday.
These Investment Manager Monitoring Guidelines (“Guidelines”) provide a systematic,
consistent, and diligent framework for manager retention and termination decisions to help
avoid untimely and haphazard actions that may adversely impact fund returns. In addition,
the Guidelines are intended to:
1. Foster a long-term forward-looking approach to manager evaluations.
2. Provide a systematic quantitative framework to evaluate manager skill that is
balanced against qualitative assessments of factors relevant to future performance.
3. Improve client/manager communication by apprising each manager of the
quantitative and qualitative standards by which they will be evaluated.
4. Promote timely and appropriate responses to actual and potential performance
issues.
5. Provide flexibility to allow application across all public markets asset classes,
management styles, and market environments.
The Guidelines apply to all of SBA’s public markets managers. Inevitably, each
retention/termination assessment will have unique circumstances. Accordingly, it is
intended that the Guidelines be flexible enough to account for specific manager, asset class,
and market-related factors.

II. Investment Manager Monitoring Procedures
The SBA will monitor and evaluate the performance of its internal and external investment
managers and will observe the following procedures:
1. Quarterly quantitative review of performance relative to an appropriate index net of
investment management fees (the contractual benchmark) and an appropriate peer
group of active managers over various measurement periods gross of investment
management fees. Passive managers will be compared only to the benchmark
market index net of investment management fees.
2. Periodic review of portfolio characteristics and pattern of performance to evaluate
process consistency and level of risk.
3. Periodic review of manager organization which may occur on-site, at the SBA offices,
or the investment consultant’s offices, unless significant organizational change
warrants immediate evaluation.
4. Upon placing a manager on the “Watch List”, a formal review will be undertaken, as
described in Section IV.
Time Horizon
The SBA acknowledges that fluctuating rates of return characterize the securities markets,
particularly during short-term time periods. Accordingly, the SBA has principally adopted a
three to five year horizon in evaluating managers relative to established benchmarks and
peers.
Investment Consultant Role
The SBA will utilize independent and expert resources from the public market investment
consultant (“Consultant”) to supplement internal staff resources applied to monitoring
managers and developing manager termination/retention actions. The SBA will receive input
from the Consultant as follows:
1. The Consultant will quarterly review each investment manager relative to quantitative
criteria and periodically review each investment manager relative to qualitative
criteria.
2. The Consultant will notify the SBA immediately regarding and significant
business/organizational issues.
3. The Consultant will recommend whether the manager should be included on the
Watch List. The Consultant will also prepare a list of managers who have breached a
Watch List factor(s), but are not recommended for Watch List based on the
professional judgment of the Consultant after analyzing the totality of the specific
circumstances and the intent of these Guidelines.
4. The Consultant will recommend Retention Reviews of Watch List managers, and
conduct such Reviews.
5. The Consultant will recommend manager termination/retention actions.

Manager Evaluation, Watch List, and Termination Standards
The SBA acknowledges that, as a result of exercising its fiduciary duty to monitor its
investment managers, it may from time to time need to give consideration to replacing
managers that are not achieving expected performance or are experiencing issues that may
cause future performance to disappoint. The SBA reserves the right to place managers on
Watch List, and terminate/retain managers in its sole discretion, but the SBA has deemed it
appropriate to set out objective standards and utilize an expert Consultant to help formulate
such decisions.
If an investment manager fails to meet the Watch List standards defined in Section II, the
SBA, subject to a thorough review of the manager’s organization and investment process,
may decide to terminate a relationship. Additionally, certain extraordinary events may be the
basis for an immediate termination, regardless of historical performance, including, but are
not limited to:
1.
2.
3.
4.
5.
6.
7.

Revisions to the business plan of the Manager
A key decision maker leaves the Manager
A rapid increase/decrease in accounts or assets under management at the Manager
A significant change in the investment philosophy of the Manager
Manager is involved in material litigation, fraud or conflicts of interest
Manager experiences material client-servicing problems
Manager experiences repeated material compliance issues

In addition, program changes or changes to the asset class structure may result in
immediate termination or defunding regardless of whether a manager is on the Watch List.
In evaluating investment managers for the purposes of Watch List and
retention/termination, the SBA will consider qualitative criteria likely to impact the future
performance of the portfolio in addition to current and historical rates of return. Although
quantitative assessments of manager success are useful in evaluating whether managers
have been successful in the past, they can be poor predictors of future success. Since the
SBA’s goal is to determine the likelihood of future success, it is important that
retention/termination decisions focus on the qualitative aspects of each manager’s
investment process, as well as quantitative assessments of past performance.
III. Watch List
The purpose of a Watch List is to define the conditions that will cause the SBA to formally
evaluate the continued retention of an investment manager (see Section IV). The qualitative
and quantitative conditions for placing a manager on the Watch List are described below.
Managers may breach one or more Watch List criteria, but not be placed on Watch List by
the SBA after analyzing the totality of the Consultant’s analysis, specific circumstances and
the intent of these Guidelines.
One-year will be the time period over which improvement, resolution or a Retention Review
will typically occur for managers placed on Watch List. However significant continued
deterioration of performance or additional extraordinary events may result in a SBA decision
to terminate earlier.

Qualitative Criteria
Below are qualitative criteria that will be monitored and may result in placing the investment
manager on the Watch List or terminating an investment manager.
Table 1: Watch List Criteria for Active and Passive Managers
Factor

Action Steps to be Considered

Intentional deviation from stated
investment style and philosophy

Place on Watch List. Terminate if no longer consistent with
SBA’s objectives.

Changes in ownership / business
plan

Place on Watch List, if determined that change could
detrimentally affect performance.

Deterioration in client servicing
Turnover of key personnel on SBA’s
portfolio product

Place on Watch List, if manager deemed unresponsive or
persistent failure to meet reporting deadlines or other
requirements. Terminate if issue is not resolved.
Place on Watch List. Terminate if the turnover could impair
the firm’s investment capabilities.

Material change in clients/AUM in
SBA’s portfolio product

Place on Watch List, if determined that change could
detrimentally affect performance.

Advent of material litigation

Place on Watch List, if nature, seriousness and likely
impact of charges on the firm and investment product
warrant.
Place on Watch List, if it is determined that the
deterioration reflects criteria that could detrimentally affect
performance.

Deterioration in Consultant’s rating of
portfolio product
Repeated compliance exceptions

Place on Watch List if compliance exceptions deemed
excessive and material. Terminate if compliance
exceptions persist and compliance process not improved.

Quantitative Criteria
Below are the quantitative criteria that will be reviewed quarterly and may result in placing
the investment manager on the Watch List or terminating an investment manager.1
1

Quantitative criteria failures will be documented on a quarterly basis, but shall not cause a Watch List determination for one
year after inception of a newly-hired manager unless the manager demonstrates underperformance materially inconsistent with
the manager’s pre-hire track record and expected risk profile or fails qualitative criteria. Newly-hired managers will be subject to
the Section IV processes if Watch Listed, including Retention Reviews, as applicable.

Table 2: Quantitative Watch List Criteria for Active Managers
Performance Test2

Fail Criteria

Action Steps to be Considered

Annualized net performance
relative to agreed upon Index for
trailing 5 years

Fail if underperform Index net of
fees

Place on Watch List

Annualized gross performance
relative to peer group comparison
for trailing 3 years

Fail if gross performance is below
median on an annualized basis for
the trailing 3 years.

Place on Watch List, if fails at
least one more quantitative
measurement

Annualized gross performance
relative to peer group comparison
for trailing 5 years

Fail if gross performance is below
median on an annualized basis for
the trailing 5 years.

Place on Watch List, if fails at
least one more quantitative
measurement

Annualized gross Information
Ratio for trailing 5 years relative
to that of the peer group

Fail if the gross Information Ratio
is below median

Place on Watch List, if fails at
least one more quantitative
measurement

Table 3: Quantitative Watch List Criteria for Passive Managers
Performance Test3
Annualized net performance relative to agreed
upon Market Index for trailing 5 years

Fail Criteria
Fail if underperform Market
Index net of fees

Action Steps to be
Considered
Place on Watch List

2

Upon manager hirings, SBA will collect and maintain at least 5 years of “pre-hire” gross and net of fee performance data for
implementation of these Guidelines, to the extent available. The quantitative criteria will become individually applicable as data
availability accommodates; e.g., 3 year criteria apply as soon as 3 years of combined pre-hire and SBA-live history is available.
Also, see footnote 1 for other criteria specifically applicable to newly-hired managers.
3

See footnote 2.

IV. Formal Review Process
When a manager is placed on the Watch List, the SBA, with the assistance of the Consultant,
will conduct a formal manager evaluation. The evaluation includes the following steps:
1. A letter to the manager stating the reasons for being placed on the Watch List

consistent with these guidelines
2. An analysis of recent transactions, holdings and portfolio characteristics to
understand the cause of underperformance and/or verify a change in style
3. A Retention Review by the Consultant may be conducted on a manager at any time,
although under no circumstance shall a manager be on Watch List for more than 4
quarters without a Retention Review being scheduled within a reasonable period (but
not necessarily within the 4 quarters of Watch List)
The purpose of a Retention Review is to provide independent and expert input to the SBA’s
decision to retain or terminate the manager. A Retention Review is an in-depth due diligence
effort, similar in scope and focus to the SBA’s initial manager selection process. A Retention
Review explores all elements of a manager’s performance, organization, personnel, and
investment philosophy and process. The Retention Review will focus on whether the
investment manager currently embodies characteristics sufficient to provide reasonable
assurance that SBA’s investment objectives will be achieved in the future.
In addition to the thorough, in-depth due diligence effort, the Retention Review report will
include:
1. Recommendation to retain or terminate the manager
2. Detailed rationale for the recommendation
3. If a recommendation is made to retain the manager, identification of key issues
which should be closely monitored going forward
4. If a recommendation is made to terminate the manager, Consultant will have
assessed and discussed with the SBA alternative action(s) for redeploying the
portfolio’s assets
Unless otherwise agreed, Retention Reviews will be completed within 45 days of initiation.
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Executive Summary
Third Quarter 2011

Executive Summary
• The major mandates outperformed their respective benchmarks over all longer time
periods through September 2011 with an exception to the FRS Investment Plan and
the CAT Operating Fund. The FRS Investment Plan underperformed its benchmark for
the current term (quarter, year-to-date, and trailing one-year) and the CAT Operating
Fund underperformed the benchmark by 10 basis points over the five-year period.
• Global equity, strategic investments, and private equity added the most value to the
FRS Pension Plan over the one-year period.
• Given the volatility experienced over the past year, participants in the FRS Investment
Plan have moved assets away from riskier asset classes such as equities and into
safer investment strategies such as the money market fund, TIPS, and fixed income.
It is not uncommon for investors to behave in this way during volatile and uncertain
economic times.
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Market Update
Third Quarter 2011

Market Highlights
Returns of the Major Capital Markets
Annualized Periods Ending 9/30/2011

Domestic Stock Indices
Russell 3000 Index
Dow Jones U.S. Total Stock Market Index
S&P 500 Index
Russell 2000 Index
Domestic/Foreign Bond Indices
Barclays Capital Aggregate Bond Index
Barclays Capital Long Gov't Index
Barclays Capital Long Credit Index
Barclays Capital Long Gov't/Credit Index
SSB Non-U.S. WGBI
Foreign/Global Stock Indices
MSCI All Country World IMI Index
MSCI All Country World ex-U.S. IMI Index
MSCI EAFE Index
MSCI Emerging Markets Index

Third
Quarter

Year-ToDate

1-Year

3-Year

5-Year

10-Year

-15.3%
-15.2%
-13.9%
-21.9%

-9.9%
-9.8%
-8.7%
-17.0%

0.5%
0.7%
1.1%
-3.5%

1.4%
1.7%
1.2%
-0.4%

-0.9%
-0.7%
-1.2%
-1.0%

3.5%
3.9%
2.8%
6.1%

3.8%
23.9%
9.1%
15.6%
0.9%

6.6%
26.9%
13.5%
19.4%
5.7%

5.3%
16.8%
9.3%
12.7%
4.1%

8.0%
12.9%
16.6%
14.9%
8.1%

6.5%
10.5%
8.2%
9.4%
7.8%

5.7%
8.5%
8.1%
8.3%
8.0%

-17.9%
-19.9%
-19.0%
-22.6%

-14.1%
-17.1%
-15.0%
-21.9%

-6.0%
-10.6%
-9.4%
-16.1%

-1.2%
1.3%
-1.1%
6.3%

-1.3%
-1.3%
-3.5%
4.9%

5.2%
7.5%
5.0%
16.1%

Performance across capital markets was mixed during the third quarter. Equities struggled throughout the quarter with
concerns over the European debt crisis and a slowing global economic recovery. Fixed income performed relatively well
with the announcement of “Operation Twist.”
Emerging market stocks struggled during the third quarter, led by weak performance in European and Latin American
markets. During the third quarter, Non-U.S. developed equities outpaced emerging markets by 3.6 percentage points.
Fixed income was the top performing asset class due in part to the announcement of the Federal Reserve’s plan to buy
$400 billion of longer term U.S. Treasuries by June 30, 2012.
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U.S. Equity Markets
STYLE RETURNS
AS OF 9/30/2011

SECTOR RETURNS
AS OF 9/30/2011
15%
10%
5%

Rates of Return (%)

Rates of Return (%)
9.1%

Third Quarter 2011
Year-to-Date

5%
0%

-20%

-4.8%
-9.8%

-9.0%

-8.0%
-9.5%
-10.0%
-12.1%

-11.5%

-12.4%

-5%
-10%

-15.2%

-15.2%

-15%

-20.7% -21.6%

-25%
-30%

-0.2%
-3.4%

-1.7%

-5%

-15%

Third Quarter 2011
Year-to-Date

0.8%

0%

-10%

10%

-21.6%

-21.3%

-5.2%
-9.8%

-10.5% -10.3%
-13.0%

-15.2%

-15.6%

-20%

-25.8%
-28.4%

-35%

-11.6%

-15.2%
-18.5%

-19.3%

-21.5%

-25%
DJ U.S. Mats
TSM

Cons
Goods

Cons
Serv

Fin

Health

Ind

Oil

Tech Telecom

Util

-18.5%

DJ U.S.
TSM

Large
Value

Large
Growth

Medium
Value

Medium
Growth

Small
Value

-22.2%

Small
Growth

 Extreme volatility, accompanied by European concerns, drove U.S. equity prices down substantially during the third
quarter. As a result, the Dow Jones Total Stock Market Index was down 15.2% during the quarter. Year-to-date,
U.S. equities are down 9.8%. Much of this can be attributed to fears of a weaker than expected economic
environment ahead.
 All sectors within the Dow Jones Total Stock Market Index posted losses in the third quarter. Utilities was the topperforming sector returning -0.2%. Year-to-date, all sectors, with the exception of Health Care and Utilities, have
reported losses. Utilities performed the best in 2011 gaining 9.1%. Basic Materials performed the worst returning
-25.8% year-to-date.
 During the third quarter, all areas within the market capitalization spectrum were negatively impacted. Large-cap
growth stocks performed the best during the third quarter returning -10.3%. Small-cap growth stocks performed the
worst losing 22.2% over the same time period.
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Non-U.S. Equity Markets
REGION RETURNS
AS OF 9/30/2011
Rates of Return (%)
10%

Third Quarter 2011
Year-to-Date

0%
-10%
-20%

-6.4%
-10.9%
-16.8%
-19.9%

-17.7%
-19.7%

-10.7%
-15.4%

-16.9%
-18.1%
-16.8%
-20.1%
-19.0%
-20.5%
-21.2%
-24.0%
-25.5%
-26.0%
-24.5%
-25.8%
-29.6%
-31.2%

-30%
-40%
MSCI
ACWI ex
US

Japan

Pacific
ex-Japan

UK

Europe
ex-UK

Canada

Asia

East
Europe &
Mid East

Latin
Am erica

Israel

Other

 Non-U.S. equity markets struggled during the third quarter posting a -19.9% return. All major markets (developed
and emerging) posted losses during the third quarter and year-to-date.
 Among developed markets, Japan performed the strongest returning -6.4% for the third quarter. Year-to-date, the
United Kingdom has performed the best posting a -10.7% return.
 Among emerging markets, Peru was the strongest market returning -4.7% during the third quarter. Year-to-date,
Indonesia was the only emerging market in positive territory gaining 0.3%.
 As a result of ongoing debt concerns, Greece fell 46.6% during the third quarter and was the worst-performing
developed non-U.S. equity market. Year-to-date, Greece is down 48.7%. Hungary was the worst-performing
emerging market losing 44.4% during the third quarter. Year-to-date, Egypt has performed the worst among
emerging markets losing 39.8%.
9

U.S. Fixed Income Markets
SECTOR RETURNS
AS OF 9/30/2011

RETURNS BY QUALITY
AS OF 9/30/2011

Rates of Return (%)

Rates of Return (%)
12%

Year-to-Date
6.8%

8%
6%

Third Quarter 2011

Third Quarter 2011

10%

4.2%

4%

Year-to-Date

12%

6.4%

3.3%

6.4%

6.3%

8.1%
6.6%

7%

2.9%

2.2%

6.5%

5.8%

3.8%

5.3%
3.0%

2%

2.4%

4.9%
2.8%

2.4%

2%

0%
-2%

-1.4%

-4%

-0.9%

-3%

-1.4%

-6%
-6.1%

-8%

-6.1%

-8%

Aaa

Aa

A

Baa

<Baa

Barclays
Capital
Agg Bond

Source: Barclays Live

 As investors moved away from “risky” assets,
Government was the top-performing sector gaining
5.8% during the third quarter. On the other end of the
spectrum, assets below investment-grade (<Baa),
performed the worst losing 6.1% during the third
quarter.
 Year-to-date, Government has been the strongest
sector gaining 8.1%. Below investment-grade assets
performed the worst losing 1.4% in 2011.
 Spreads on investment-grade, high-yield, and
mortgages all increased sharply as investors grew
increasingly wary of taking on risk.

Gov't

Corp.

Mortgage

AssetBacked

Com/Mrtg

Below
Baa

Source: Barclays Live

RETURNS BY MATURITY
AS OF 9/30/2011
Rates of Return (%)
33%

Third Quarter 2011
Year-to-Date

28%

26.9%
23.9%

23%
18%
13%
8%
3%

5.4%
0.0%

0.1%

0.5%

1.4%

3.2%

-2%
90-Day US T-Bills

1-3 Yr. Gov't

Source: Barclays Live
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Intermediate
Gov't

Long-Term Gov't

U.S. Fixed Income Markets
U.S. TREASURY YIELD CURVE
5.00

Yield (%)

4.00
3.00
2.00
1.00
0.00
0

5

10

15

20
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30

Maturity (Years)
10/31/2011

9/30/2011

6/30/2011

9/30/2010

Source: U.S. Department of Treasury

 Prices on long-dated Treasuries soared during the third quarter with the Federal Reserve’s announcement of
“Operation Twist.” The plan, announced on September 21, 2011, entails the Fed buying $400 billion of U.S.
Treasuries by June 30, 2012. The purchases will be focused on bonds with remaining maturities between six
months and thirty years.
 As a result of this announcement, the yield curve flattened significantly due to falling yields on longer-duration
securities.
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Credit Spreads
AS OF 9/30/2011

Spread (bps)
U.S. Aggregate
Long Gov't
Long Credit
Long Gov't/Credit
MBS
CMBS
ABS
Corporate
High Yield
Global Emerging Markets

10/31/2011
80
5
207
114
76
322
79
202
667
413

9/30/2011
90
5
246
132
82
351
77
238
807
495

6/30/2011
54
4
168
97
37
243
81
153
525
294

9/30/2010
76
5
201
113
86
304
71
175
621
312

Quarterly
Change (bps)
36
1
78
35
45
108
-4
85
282
201

1-Year Change
(bps)
14
0
45
19
-4
47
6
63
186
183

Source: Barclays Live

 The erosion of confidence in U.S. economic growth prospects added to the continuing “risk off” mentality of the
market – which in turn, pushed Treasury yields down and has generally led to credit spread widening.
 Continued weakness in the housing and labor markets added to an already poor economic outlook.
 To cap off the quarter, comments (regarding the economy) from the Federal Open Market Committee were
worse than anticipated.
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Market Volatility
Historical Daily VIX Closing Prices
Since Inception through October 31, 2011
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Source: CBOE

 Market volatility remains high - the European debt saga is center stage as the market (over)reacts to each
piece of news coming from German and French politicians.
 It remains to be seen whether additional liquidity in the European market will lead to increases in market
stability.
 In the U.S. (as with Europe), policy decisions have dictated market behavior.
 During August and September, 25 of the 45 trading days in non-U.S. markets experienced swings greater than
1 percentage point in either direction; 15 days saw swings greater than 2 percentage points.
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Inflation trends
INFLATION PICKS UP BUT THIS SHOULD EASE
(Consumer Prices - Headline and Core Inflation)

 U.S. consumer price inflation has been quite
firm this year, though the latest monthly data
for September suggests a slight easing in
pressures.

6
5
4
Headline
Core

 While rising energy prices had made a
contribution in recent periods, this has eased
as a significant contributor to inflation
pressure.

%

3
2
1
0
-1
-2

 “Core” inflation, excluding food and energy
prices, has been edging up, currently running
at just under 2% per annum (top chart).
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RENTS RISING, PUSHING INFLATION UP
5

 Otherwise, inflationary pressures are generally
well contained and could ease somewhat
given that energy prices are falling back.

4
% increase year on year

 One of the culprits behind increased inflation is
the rise in rents (bottom chart), which reflects
the impact that foreclosures have placed on
the stock of rental housing. “Rents” represent
about 30% of the CPI by weight.
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Oct-05

Oct-06

Major Mandate Investment Results
Periods Ending 9/30/2011

Year-to-

Trailing

Trailing

Trailing

Trailing

Date

One-Year

Three-Year

Five-Year

Ten-Year

FRS Pension Plan

-4.8%

1.2%

3.8%

2.0%

5.5%

Performance Benchmark*

-6.3%

-0.4%

2.9%

1.5%

5.2%

FRS Investment Plan

-4.3%

0.5%

3.3%

1.8%

--

-4.1%

0.7%

2.7%

1.2%

--

CAT Operating Fund

0.2%

0.4%

1.2%

1.9%

2.3%

Performance Benchmark***

0.1%

0.1%

0.5%

2.0%

2.0%

CAT 2007A Fund

0.2%

0.3%

1.0%

--

---

Total Plan Aggregate Benchmark**

Performance Benchmark***

0.1%

0.1%

0.5%

--

Lawton Chiles Endowment

-5.4%

2.0%

2.9%

0.9%

5.1%

Performance Benchmark****

-6.0%

1.0%

2.0%

0.4%

4.7%

0.2%

0.3%

0.5%

2.1%

2.3%

0.1%

0.1%

0.4%

1.9%

2.0%

Florida PRIME
S&P AAA & AA GIP All 30-Day Net Yield Index

*A combination of the Global Equity Target, the Barclays Capital Aggregate Bond Index, the Private Equity Target, the Real Estate Investments Target,
the Strategic Investments Target, and the iMoneyNet First Tier Institutional Money Market Funds Net Index.
**Aggregate benchmark returns are an average of the individual portfolio benchmark returns at their actual weights.
***A 50/50 blend of the average of the 3-Month Treasury Bill rate and the iMoneyNet First Tier Institutional Money Market Fund Net Index.
****A combination of the custom Global Equity Target, the Barclays Capital Aggregate Bond Index, the Barclays Capital U.S. TIPS
Index and the S&P U.S. AAA & AA Rated GIP 30-Day Net Index.
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State Board of Administration of Florida
Florida Retirement System
Pension Plan Review
Third Quarter 2011

Executive Summary
• The Fund assets total $114.5 billion as of September 30, 2011, which represents a $14.1 billion
decrease since last quarter.
• Performance of the Pension Plan when measured against the Performance Benchmark and LongTerm Target has been strong over short- and long-term 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 either vintage year, geography, property
type, sectors, investment vehicle/asset type, and investment strategy.
– Asset allocation is monitored on a daily basis to ensure the actual asset allocation of the plan
remains close to the long-term policy targets set forth in the Investment Policy Statement.
• Hewitt EnnisKnupp 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 Change in Market Value
Periods Ending 9/30/2011

Summary of Cash Flows
Third Quarter

Beginning Market Value

Fiscal YTD*

$128,532,863,218

$128,532,863,218

($1,741,471,327)

($1,741,471,327)

Investment Earnings

($12,327,935,466)

($12,327,935,466)

= Ending Market Value

$114,463,456,426

$114,463,456,426

Net Change

($14,069,406,793)

($14,069,406,793)

+/- Net Contributions/(Withdrawals)

*Period July 2011 - September 2011
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Asset Allocation as of 9/30/2011
Total Fund Assets = $114.5 Billion
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Performance Highlights
• During the third quarter and over the trailing one-, three-, five-, ten-, and fifteen-year periods, the
Total Fund outperformed the Performance Benchmark.
• The Total Fund outperformed the Absolute Nominal Target Rate of Return over the trailing twenty-,
twenty-five-, and thirty-year periods.
• The Total Fund return exceeded the median fund return in the Trust Universe Comparison Service
(TUCS) top ten defined benefit plan universe over the trailing three-year period.
– Over the trailing three- and five-year periods, the fund ranked in the top half of returns in the
TUCS top ten defined benefit plan universe.
– During the third quarter and over the trailing one- and ten-year periods, the Total Fund
underperformed the median fund return in the TUCS top ten defined benefit plan universe.

20

FRS Investment Results
Periods Ending 9/30/2011
Total FRS

Performance Benchmark

Absolute Nominal Target Rate of Return

30.0
25.0

Rate of Return (%)

20.0
15.0
9.1

10.0

7.2

6.3
3.8

5.0

1.8

1.2

2.9

2.0

5.5

7.0
5.2

6.6

6.2

1.5

0.0
-0.4

-5.0
-10.0

-9.7 -10.4

-15.0
Quarter

1-Year

3-Year

5-Year

10-Year
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15-Year

7.0

FRS Investment Results
Periods Ending 9/30/2011
Long-Term FRS Pension Plan Performance Results
vs. SBA's Long-Term Investment Objective
FRS Pension Plan Managed Return

Absolute Nominal Target Rate of Return

12.0

Annualized Return (%)

10.4
10.0
8.5

7.9

8.0
6.6

7.0

7.1

7.5

7.4

6.0
4.0
2.0
0.0

Last 15 Years

Last 20 Years

Last 25 Years

Last 30 Years

Time Periods Through September 30, 2011
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Total FRS Cumulative Relative Performance
10 Years Ending 9/30/2011
1.08

1.04
1.03
Total FRS
1.00

Target

0.96
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Sep-11

Mar-11

Sep-10

Mar-10

Sep-09

Mar-09

Sep-08

Mar-08

Sep-07

Mar-07

Sep-06

Mar-06

Sep-05

Mar-05

Sep-04

Mar-04

Sep-03

Mar-03

Sep-02

Mar-02

0.92

Sep-01

Beginning: 9/30/2001

Total FRS Attribution Analysis

Global Equity

Global Equity

71

Fixed Income

Private Equity

67

Cash

TAA

Other*

40

12

80

120

160

50

Total Fund
-160

-120

-80

0

-40

40

Basis Points

Basis Points
1 Year Ending 9/30/11

0

Other*
153

0

2

-2

Total Fund

-40

12

3

-4

-80

Private Equity

0

TAA

-120

12

Strategic Investments
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Cash

-160

Real Estate

Real Estate

Strategic Investments

Fixed Income

-2

2

-14

16

5 Years Ending 9/30/11

*Other includes legacy accounts, securities lending, STIP Reserve, and unexplained differences due to methodology.
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80

120

160

Ratio of Cumulative Wealth
As of 9/30/2011
Domestic
Equities

Foreign
Equities
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Ratio of Cumulative Wealth
As of 9/30/2011
Global
Equities

Fixed
Income
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Ratio of Cumulative Wealth
As of 9/30/2011
Private Equity

Private Equity
Post Asset Class
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Ratio of Cumulative Wealth
As of 9/30/2011
Real Estate

Strategic
Investments

28

Ratio of Cumulative Wealth
As of 9/30/2011
Cash
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Comparison of Asset Allocation
As of 9/30/2011
FRS Pension Plan vs. Median Defined Benefit Plans
TUCS

FRS TOTAL FUND

Private Equity
5.1%

Strategic
Investments
4.0%

Cash
0.6%
Alternatives
6.0%

Real Estate

Other
2.3%

Real Estate
3.0%

7.3%

Fixed
Income
27.3%

Cash
3.6%

Global
Equity**

Global
Equity*
55.6%

*Global Equity Allocation: 24.1% Domestic Equities; 28.9% Foreign
Equities; 2.6% Global Equities. Percentages are of the Total FRS Fund.

50.5%

Fixed Income
34.6%

**Global Equity Allocation: 36.8% Domestic Equities; 13.7% Foreign
Equities.

Note: The TUCS Universe is comprised of 271 defined benefit plan sponsors with $1.9 trillion in total assets.
The median fund size was $772 million and the average fund size was $6.9 billion.
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FRS Results Relative to TUCS Universe
Periods Ending 9/30/2011

Total FRS (Gross)

Median Defined Benefit Plan Fund (Gross)

15.0

Rate of Return (%)

10.0
4.1

5.0
1.5

5.7

4.3
2.3

1.5

5.6

2.3

0.0

-5.0

-10.0

-9.6

-8.8

-15.0
Quarter

1-Year

3-Year

5-Year

Note: The TUCS Universe is comprised of 271 defined benefit plan sponsors with $1.9 trillion in total assets.
The median fund size was $772 million and the average fund size was $6.9 billion.
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10-Year

Total FRS Universe Comparison (TUCS)
Periods Ending 9/30/2011
Total FRS

Median Defined Benefit Plan Universe

30.0

Rate of Return (%)

25.0
20.0
15.0
10.0
5.0
0.0
-5.0
1-Year
FRS Percentile
Ranking

52

3-Year

5-Year

10-Year

58

51

43

Note: The TUCS Universe is comprised of 271 defined benefit plan sponsors with $1.9 trillion in total assets.
The median fund size was $772 million and the average fund size was $6.9 billion.
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Comparison of Asset Allocation
As of 9/30/2011
FRS Pension Plan vs. Top Ten Defined Benefit Plans
TUCS Top Ten

FRS TOTAL FUND
Strategic
Private Equity Investments
4.0%
5.1%

Cash
0.6%

Cash
3.2%

Alternatives
18.6%

Real Estate
7.3%

Fixed
Income
27.3%

Global
Equity*
55.6%

Global
Equity**
45.3%

Real Estate
6.4%

Fixed
Income
26.5%

*Global Equity Allocation: 24.1% Domestic Equities; 28.9% Foreign
Equities; 2.6% Global Equities. Percentages are of the Total FRS Fund.

**Global Equity Allocation: 24.5% Domestic Equities; 20.8% Foreign
Equities.

Note: The TUCS Top Ten Universe includes $932.7 trillion in total assets. The median fund size was $70.4 billion
and the average fund size was $93.3 billion.
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FRS Results Relative to TUCS Top Ten Defined Benefit Plans
Periods Ending 9/30/2011

Total FRS (Gross)

Top Ten Median Defined Benefit Plan Fund (Gross)

15.0

Rate of Return (%)

10.0
4.8
5.0

5.7
4.1

3.3

1.5

2.3

6.6

2.3

0.0

-5.0

-10.0

-7.0
-9.6

-15.0
Quarter

1-Year

3-Year

5-Year

Note: The TUCS Top Ten Universe includes $932.7 trillion in total assets. The median fund size was $70.4 billion
and the average fund size was $93.3 billion.
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10-Year

Top Ten Defined Benefit Plans FRS Universe Comparison (TUCS)
Periods Ending 9/30/2011

Total FRS

Top Ten Median Defined Benefit Plan Universe

25.0

Rate of Return (%)

20.0

15.0

10.0

5.0

0.0
1-Year
FRS Percentile
Ranking

100

3-Year

5-Year

37

50

10-Year

87

Note: The TUCS Top Ten Universe includes $932.7 trillion in total assets. The median fund size was $70.4 billion
and the average fund size was $93.3 billion.
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Cost Effectiveness Measurement (CEM)
• CEM Benchmarking Inc. is a global information company that provides data on operations of
defined benefit and defined contribution pension plans.
• They conduct annual surveys on pension funds related to performance, cost, benchmarking and
governance practices.
• CEM constructs custom peer groups for each client. The most valuable comparisons of cost
performance are to custom peer groups because size impacts cost. Data is available on an annual
basis. Peer groups are commonly constructed by plan type.
• CEM studies have shown that plan type (public and corporate funds) does not account for
systematic differences in performance. CEM peer groups are constructed based on the size of the
plan, not the plan type.
• CEM Peer Group for FRS:
• 16 public and corporate pension funds
• $1.196 trillion in total assets
• Average fund size of $74.8 billion
• Fund size ranges from $22.5 billion to $225.6 billion

36

FRS Policy Portfolio (long term)

FRS TOTAL FUND
As of 12/31/2010
Strategic
Investments
2.7%
Private Equity
4.1%

CEM Peer Group
As of 12/31/2010
Alternative

Cash

Investments

Cash
0.6%

1.0%

12.0%

Global Equity**

Real Estate
6.2%

50.0%

Real Estate
8.0%

Fixed Income
24.3%

Global Equity*
62.1%

*Global Equity Allocation: 30.2% Domestic Equities; 30.0% Foreign
Equities; 1.9% Global Equities. Percentages are of the Total FRS Fund.

Fixed Income
29.0%

**Global Equity Allocation: 24.0% Domestic Equities; 26.0% Foreign
Equities.
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Gross-of-Fee Total Return Comparison to the U.S. Universe (CEM)
Periods Ending 12/31/10
Total FRS

Median U.S. Universe

25.0

Rate of Return (%)

20.0
15.0
10.0
5.0
0.0
-5.0
1-Year

FRS Percentile

54%

3-Year

5-Year

45%

47%
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Value Added Comparison to the U.S. Universe (CEM)
Periods Ending 12/31/10
Total FRS

Median U.S. Universe

10.0

Rate of Return (%)

8.0
6.0
4.0
2.0
0.0
-2.0
-4.0
-6.0
1-Year
FRS Percentile

43%

3-Year

5-Year

70%

61%
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CEM Cost Comparisons
Calendar Year 2010
Total FRS

Peer Median

100
90
80
Basis Points

70
60
50
40
30
20
10
0
-10
Total Cost

FRS Percentile

20%

Direct Investment Mgmt

Governance &
Administration

20%

27%
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Cost Effectiveness
Period Ending 12/31/10

* Your 5-year net value added of 0.2% equals your 5-year 0.4% gross value added minus your 0.3% 5-year average cost.
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State Board of Administration of Florida
Florida Retirement System
Investment Plan Review
Third Quarter 2011

Executive Summary
• The FRS Investment Plan outperformed the Plan Aggregate Benchmark over the trailing three- and
five-year periods, suggesting strong relative performance for the underlying fund options in which
participants are investing.
• The Total Plan Expense Ratio for the FRS Investment Plan is lower, on average, when compared to a
defined contribution peer group and is significantly lower than the average corporate and public
defined benefit plans.
• 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 the structure and guidelines of the
Investment Plan are appropriate, taking into consideration the plan’s goals and objectives.
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Total Investment Plan Returns
Periods Ending 9/30/2011
One-Year
FRS Investment Plan
Total Plan Aggregate Benchmark*
FRS Investment Plan vs. Total Plan Aggregate Benchmark

Three-Year

Five-Year

0.5%

3.3%

1.8%

0.7

2.7

1.2

-0.2

0.6

0.6

Periods Ending 12/31/2010

FRS Investment Plan
U.S. Median**
FRS Investment Plan vs. U.S. Median

Five-Year
Average Return

Five-Year Gross
Value Added

4.0%

1.0%

3.8

0.5

0.2

0.5

*Aggregate benchmark returns are an average of the individual portfolio benchmark returns at their actual weights.
**Based on the CEM 2010 Survey that included 152 U.S. defined contribution plans with aggregate assets totaling $929 billion.
The median DC plan in the universe had $2.3 billion in assets and the average DC plan has $6.1 billion in assets.
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Investment Plan Change in Market Value
Periods Ending 9/30/2011

Summary of Cash Flows*
Third Quarter

Fiscal YTD**

$6,737,514,780

$6,737,514,780

$218,781,673

$218,781,673

Investment Earnings

($581,428,241)

($581,428,241)

= Ending Market Value

$6,371,111,843

$6,371,111,843

($362,646,568)

($362,646,568)

Beginning Market Value
+/- Net Contributions/(Withdrawals)

Net Change

* Based on figures provided by the Investment Plan’s Administrator as of report time.
** Period July 2011 – September 2011
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Investment Plan Member Cash Flow by Product Type
Period July 2011 – September 2011
$400

Millions

$200

$141

$118
$11

$25

$40

$4 $17

$0
($3)

($58)

($68)

$12
($21)

($200)
Balanced

Money

Funds

Market

TIPS

Intra-Fund Product Transfers

Fixed Income

Domestic

International

Equities

Equities

Contributions Less Distributions
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Investment Plan Costs

Investment Plan Expense Ratio*

0.23%

Peer DC Plan Expense Ratio*

0.27%

DB Plan Investment Management Fees

Corporate**

0.50%

Public Funds***

0.46%

*Source: CEM Benchmarking 2010 Report – Custom Peer Group for FSBA of 20 DC plans including corporate and public plans
with assets between $1.9 - $12.4 billion.
**Source: Greenwich Associates 2010 Survey – Average fee of 80 corporate funds each with over $5 billion under management.
***Source: Greenwich Associates 2010 Survey – Average fee of 69 public funds each with over $5 billion under management.
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Cost Effectiveness
Period Ending 12/31/10

* Your 5-year net value added of 0.7% equals your 5-year gross value added minus your 5-year average cost.
Your 5-year excess cost of 1.2bp is the average of your excess cost for the past 5 years.
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Investment Plan Costs

Investment Category

Investment Plan
Fee*

Average Mutual
Fund Fee**

Large-Cap Equity Fund

0.26%

0.87%

Mid-Cap Equity Fund

0.56%

0.99%

Small-Cap Equity Fund

0.91%

1.08%

International Equity Fund

0.41%

1.07%

Diversified Bond Fund

0.28%

0.56%

Balanced Fund

0.05%

0.90%

Money Market

0.06%

0.27%

*Average Fee if Multiple Products in Category as of 9/30/2011.
**Source: Morningstar as of 9/30/2011.
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Investment Plan Fiscal Year End Assets Under Management
Data Per FYE in Millions of Dollars
$8,000
$7,000

$6,733

$6,371

$6,000
$5,048

$5,000

$4,365

$4,000
$3,000

$2,306

$2,000
$1,000

$4,075

$3,688

$1,426
$333

$706

$0
FY 02-03 FY 03-04 FY 04-05 FY 05-06 FY 06-07 FY 07-08 FY 08-09 FY 09-10 FY 10-11 FY 11-12*
*Period Ending 9/30/2011
Source: Aon Hewitt
50

Investment Plan Membership
By Fiscal Year
160,000
136,661

140,000
121,522

139,400

127,940

116,531

120,000
98,070

100,000
75,377

80,000
56,034

60,000
38,347
40,000
20,000
0

FY 03-04 FY 04-05 FY 05-06 FY 06-07 FY 07-08 FY 08-09 FY 09-10 FY 10-11 FY 11-12*
*Period Ending 9/30/2011
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State Board of Administration of Florida
CAT Fund
Third Quarter 2011

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.
 The State Board of Administration of Florida (SBA) manages five FHCF accounts, the CAT Fund
(Operating Fund), the CAT 2006 A Fund (Post-Event Tax-Exempt Revenue Bonds), the CAT 2007
A Fund (Pre-Event Floating Rate Taxable Notes), the CAT 2008 A Fund (Post-Event Tax-Exempt
Revenue Bonds), and the CAT 2010 A Fund (Post-Event Tax-Exempt Revenue Bonds).
 Both the CAT Fund (Operating Fund) and the CAT 2007 A Fund are internally managed portfolios
benchmarked to a blend of the average of the 3-Month Treasury Bill rate and the iMoneyNet First
Tier Institutional Money Market Fund Net Index.
 The CAT 2006 A Fund, the CAT 2008 A Fund and the CAT 2010 A Fund are invested in State and
Local Government Series (SLGS) securities.
 As of September 30, 2011, the total value of all FHCF accounts was $10.75 billion.
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Executive Summary
• Performance of the CAT Fund on both an absolute and relative basis has been strong over shortand long-term time periods.
• The CAT Fund is adequately diversified across issuers within the short-term bond market.
• CAT Fund investment policy appropriately constrains the Fund 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 Fund.
• The Investment Policy Statement is revisited periodically to ensure the structure and guidelines of
the CAT Fund are appropriate, taking into consideration the Fund’s goals and objectives.
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CAT Fund Change in Market Value
Periods Ending 9/30/2011

Summary of Cash Flows

Beginning Market Value
Net Contributions/(Withdrawals)
Investment Earnings
= Ending Market Value
Net Change

Second Quarter

Fiscal YTD*

$5,916,504,386

$5,916,504,386

$417,171,100

$417,171,100

$455,869

$455,869

$6,334,131,355

$6,334,131,355

$417,626,969

$417,626,969

*Period July 2011 – September 2011
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CAT Fund Investment Results
Periods Ending 9/30/2011
CAT Fund*

Performance Benchmark**

3.00

2.50

Rate of Return (%)

2.27
1.88

2.00

2.04

2.01

1.50
1.23
1.00
0.48

0.37

0.50
0.01 0.01

0.10

0.00
Quarter

1-Year

3-Year

5-Year

10-Year

*CAT 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 Fund Gross Index. Effective July 2010, it is a blend of the average of the 3-Month Treasury Bill rate and the
iMoneyNet First Tier Institutional Money Market Fund Net Index.

56

CAT Fund Characteristics
Period Ending 9/30/2011
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
BBB
Non-Investment Grade
Total % of Portfolio:

22.5%
13.7%
18.9%
8.1%
2.3%
2.0%
3.3%
4.5%
3.2%
0.0%
0.8%
3.6%
8.2%
7.3%
1.5%
100.0%
51.9%
11.2%
35.6%
0.0%
1.3%
100.0%

*O/N stands for overnight.
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CAT 2007 A Fund Change in Market Value
Periods Ending 9/30/2011

Summary of Cash Flows
Third Quarter
Beginning Market Value
Net Contributions/(Withdrawals)
Investment Earnings
= Ending Market Value
Net Change

Fiscal YTD*

$3,520,574,843

$3,520,574,843

($15,290,037)

($15,290,037)

$1,268,279

$1,268,279

$3,506,553,085

$3,506,553,085

($14,021,758)

($14,021,758)

*Period July 2011 – September 2011
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CAT 2007 A Fund Investment Results
Periods Ending 9/30/2011
CAT 2007A Fund

Performance Benchmark*

1.75

Rate of Return (%)

1.50
1.25
0.97
1.00
0.75
0.48
0.50

0.33

0.25
0.04

0.10
0.01

0.00
Quarter

1-Year

3-Year

*Performance Benchmark: The CAT 2007 A Fund was benchmarked to the Merrill Lynch 1-Month LIBOR from March 2008
to December 2009. 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 Fund Gross Index. Effective July 2010, it is a blend of the average of the
3-Month Treasury Bill rate and the iMoneyNet First Tier Institutional Money Market Fund Net Index.
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CAT 2007 A Fund Characteristics
Period Ending 9/30/2011
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

25.1%
13.3%
18.4%
3.1%
0.8%
3.1%
4.1%
5.8%
6.2%
1.0%
1.1%
3.0%
8.6%
6.4%
0.0%

Total % of Portfolio

100.0%

S & P Credit Quality Composition
AAA
AA
A
BBB
Non-Investment Grade
Total % of Portfolio:

51.7%
9.9%
38.5%
0.0%
0.0%
100.0%

*O/N stands for overnight.
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State Board of Administration of Florida
Lawton Chiles Endowment Fund
Third Quarter 2011

Executive Summary
 Established in July 1999, the Lawton Chiles Endowment Fund was created to provide a
source of funding for child health and welfare programs, elder programs, and research
related to tobacco use.
– 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
domestic equities, foreign equities, fixed income, inflation-indexed bonds, and cash.
 The Endowment assets totaled $685.4 million as of September 30, 2011.
– At quarter end, the Endowment was overweight to the fixed income, cash and TIPS asset
classes, with a corresponding underweight to the domestic equity asset class.
 Over the trailing one-, three-, five-, and ten-year periods, the Endowment’s return
outperformed that of its Target.
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LCEF Change in Market Value
Periods Ending 9/30/2011

Summary of Cash Flows
Fiscal YTD*

Second Quarter

Beginning Market Value
+/- Net Contributions/(Withdrawals)

$767,566,265

$767,566,265

$0

$0

Investment Earnings

($82,183,635)

($82,183,635)

= Ending Market Value

$685,382,630

$685,382,630

Net Change

($82,183,635)

($82,183,635)

*Period July 2011 – September 2011
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Asset Allocation as of 9/30/2011
Total Fund Assets = $685.4 Million
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LCEF Investment Results
Periods Ending 9/30/2011
Total LCEF

Target

15.0

Annualized Return (%)

10.0
5.1

5.0
2.0

2.9
1.0

2.0

0.9

4.7

0.4

0.0

-5.0

-10.0
-10.7

-10.7

-15.0
Quarter

1-Year

3-Year

5-Year

10-Year
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0.92

67

Sep-11

Mar-11

Sep-10

Mar-10

Sep-09

Mar-09

Sep-08

Mar-08

1.04

Sep-07

Mar-07

Sep-06

Mar-06

Sep-05

Mar-05

Sep-04

Mar-04

Sep-03

Mar-03

Sep-02

0.96

Mar-02

Sep-01

LCEF Cumulative Relative Performance
10 Years Ending 9/30/2011

1.08

LCEF
1.04

1.00
Target

Beginning: 9/30/2001

LCEF Attribution Analysis

Domestic Equity

Domestic Equity

11

Foreign Equity

Fixed Income
-1

105
0

-100

1

Fixed Income

1

TIPS

TIPS

6
8

0

Real Estate

Cash

0

Cash

-50

0
Basis Points

0
16

TAA

TAA

Total Fund
-150

Foreign Equity

Real Estate

-16

5

50

1 Year Ending 9/30/2011

100

37

Total Fund

99
150

-150

-100

-50

0

50

Basis Points
5 Years Ending 9/30/2011
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100

150
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State Board of Administration of Florida
Florida PRIME and Fund B
Third Quarter 2011

Executive Summary
• The purpose of Florida PRIME is safety, liquidity, and competitive returns with minimal risk for
participants.
• The Florida PRIME investment policy appropriately constrains the Fund to invest in short-term and
high quality bonds to minimize both interest rate and credit risk.
• Florida PRIME is adequately diversified across issuers within the short-term bond market and
adequate liquidity exists to address the cash flow obligations of the Fund.
• Performance of Florida PRIME on both an absolute and relative basis has been strong over shortand long-term time periods.
• As of September 30, 2011, the total market value of Florida PRIME was $6.14 billion.
• Hewitt EnnisKnupp, 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 9/30/2011
FL PRIME Yield

S&P AAA & AA GIP All 30-Day Net Yield Index**

4.00
3.46

3.50

3.24

Rate of Return (%)

3.00
2.50
2.07

2.27
1.91

2.04

5-Years

10-Years

2.00
1.50
1.00
0.47 0.38

0.50
0.06

0.02

0.26

0.11

0.00
Third Quarter*

1-Year

3-Years

*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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Since Jan. 1996

Florida PRIME Characteristics
Quarter Ending 9/30/2011

Cash Flows as of 9/30/2011

Third Quarter

Opening Balance

$6,823,921,541

$6,823,921,541

Participant Deposits

$2,684,353,557

$2,684,353,557

$14,900,000

$14,900,000

$4,094,096

$4,094,096

($3,389,249,179)

($3,389,249,179)

($410,250)

($410,250)

Closing Balance (9/30/2011)

$6,137,609,765

$6,137,609,765

Change

($686,311,776)

($686,311,776)

Transfers from Fund B
Gross Earnings
Participant Withdrawals
Fees

*Period July 2011 – September 2011
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Fiscal YTD*

Florida PRIME Characteristics
Quarter Ending 9/30/2011
Portfolio Composition
Bank Instrument-Fixed
Repurchase Agreements

6.9%

Corporate Commercial Paper-Fixed

0.7%
0.2%

8.2%

Bank Instrument-Floating
37.0%

8.7%

Mutual Funds-Money Market
Asset Backed Commercial Paper-Fixed

14.9%
13.8%

9.6%

Corporate Notes-Floating
Asset Backed Commercial Paper-Floating
Corporate CP-Floating
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Florida PRIME Characteristics
Period Ending 9/30/2011

Effective Maturity Schedule
1-7 days
8-30 days
31-90 days
91-180 days
181+ days
Total % of Portfolio:

32.1%
27.7
30.9
7.0
2.2
100.0%

S & P Credit Quality Composition
A-1+

54.1%

A-1

45.9

Total % of Portfolio:

100.0%
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Fund B Change in Market Value
Period Ending 9/30/2011

Cash Flows as of 9/30/2011

Third Quarter

Fiscal YTD*

Opening Balance

$263,794,745

$263,794,745

Participant Distributions

($14,900,000)

($14,900,000)

($34,431)
($7,238,891)

($34,431)
($7,238,891)

Closing Balance

$241,621,423

$241,621,423

Change

($22,173,322)

($22,173,322)

Expenses Paid
Price Change

*Period July 2011 – September 2011

• As of September 2011, 84% of the original principal in Fund B has been returned to
participants.
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Market Environment
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Market Highlights
Returns of the Major Capital Markets
Annualized Periods Ending 9/30/2011

Domestic Stock Indices
Russell 3000 Index
Dow Jones U.S. Total Stock Market Index
S&P 500 Index
Russell 2000 Index
Domestic/Foreign Bond Indices
Barclays Capital Aggregate Bond Index
Barclays Capital Long Gov't Index
Barclays Capital Long Credit Index
Barclays Capital Long Gov't/Credit Index
SSB Non-U.S. WGBI
Foreign/Global Stock Indices
MSCI All Country World IMI Index
MSCI All Country World ex-U.S. IMI Index
MSCI EAFE Index
MSCI Emerging Markets Index

Third
Quarter

Year-ToDate

1-Year

3-Year

5-Year

10-Year

-15.3%
-15.2%
-13.9%
-21.9%

-9.9%
-9.8%
-8.7%
-17.0%

0.5%
0.7%
1.1%
-3.5%

1.4%
1.7%
1.2%
-0.4%

-0.9%
-0.7%
-1.2%
-1.0%

3.5%
3.9%
2.8%
6.1%

3.8%
23.9%
9.1%
15.6%
0.9%

6.6%
26.9%
13.5%
19.4%
5.7%

5.3%
16.8%
9.3%
12.7%
4.1%

8.0%
12.9%
16.6%
14.9%
8.1%

6.5%
10.5%
8.2%
9.4%
7.8%

5.7%
8.5%
8.1%
8.3%
8.0%

-17.9%
-19.9%
-19.0%
-22.6%

-14.1%
-17.1%
-15.0%
-21.9%

-6.0%
-10.6%
-9.4%
-16.1%

-1.2%
1.3%
-1.1%
6.3%

-1.3%
-1.3%
-3.5%
4.9%

5.2%
7.5%
5.0%
16.1%

 Performance across capital markets was mixed during the third quarter. Equities struggled throughout the quarter with concerns over the
European debt crisis and a slowing global economic recovery. Fixed income performed relatively well with the announcement of “Operation
Twist.”
 Emerging market stocks struggled during the third quarter, led by weak performance in European and Latin American markets. During the third
quarter, Non-U.S. developed equities outpaced emerging markets by 3.6 percentage points.
 Fixed income was the top performing asset class due in part to the announcement of the Federal Reserve’s plan to buy $400 billion of longer
term U.S. Treasuries by June 30, 2012.
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U.S. Equity Markets
SECTOR RETURNS
AS OF 9/30/2011

STYLE RETURNS
AS OF 9/30/2011
Rates of Return (%)
10%

Rates of Return (%)
15%
10%

9.1%

Third Quarter 2011
Year-to-Date

5%

0%
-0.2%
-3.4%

-1.7%

-5%

-4.8%

-10%
-9.8%

-11.5%

-12.4%

-5%
-5.2%

-8.0%
-9.5%
-10.0%
-12.1%

-9.0%

-15%

-10%
-9.8%

-15.2%

-15.2%

-10.5% -10.3%
-13.0%

-15%
-20.7%

-25%
-30%

Year-to-Date

0.8%

0%

-20%

Third Quarter 2011
5%

-21.6%

-21.6%

-15.2%

-21.3%

-15.2%

-15.6%

-20%

-25.8%
-28.4%

-11.6%

-18.5%

-19.3%

-18.5%
-21.5%

-25%

-35%
DJ U.S. Mats
TSM

Cons
Goods

Cons
Serv

Fin

Health

Ind

Oil

Tech Telecom

Util

DJ U.S.
TSM

Large
Value

Large
Growth

Medium
Value

Medium
Growth

Small
Value

-22.2%

Small
Growth

 Extreme volatility, accompanied by European concerns, drove U.S. equity prices down substantially during the third
quarter. As a result, the Dow Jones Total Stock Market Index was down 15.2% during the quarter. Year-to-date,
U.S. equities are down 9.8%. Much of this can be attributed to fears of a weaker than expected economic
environment ahead.
 All sectors within the Dow Jones Total Stock Market Index posted losses in the third quarter. Utilities was the topperforming sector returning -0.2%. Year-to-date, all sectors, with the exception of Health Care and Utilities, have
reported losses. Utilities performed the best in 2011 gaining 9.1%. Basic Materials performed the worst returning
-25.8% year-to-date.
 During the third quarter, all areas within the market capitalization spectrum were negatively impacted. Large-cap
growth stocks performed the best during the third quarter returning -10.3%. Small-cap growth stocks performed the
worst losing 22.2% over the same time period.
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Non-U.S. Equity Markets
REGION RETURNS
AS OF 9/30/2011
Rates of Return (%)
10%

Third Quarter 2011
Year-to-Date

0%
-10%
-20%

-6.4%
-10.9%
-16.8%
-19.9%

-17.7%
-19.7%

-10.7%
-15.4%

-18.1% -16.9%
-16.8%
-19.0%
-20.1%
-21.2%
-20.5%
-24.0%
-25.5%
-26.0%
-24.5%
-25.8%
-29.6%
-31.2%

-30%
-40%
MSCI
ACWI ex
US

Japan

Pacific
ex-Japan

UK

Europe
ex-UK

Canada

Asia

East
Europe &
Mid East

Latin
Am erica

Israel

Other

 Non-U.S. equity markets struggled during the third quarter posting a -19.9% return. All major markets (developed
and emerging) posted losses during the third quarter and year-to-date.
 Among developed markets, Japan performed the strongest returning -6.4% for the third quarter. Year-to-date, the
United Kingdom has performed the best posting a -10.7% return.
 Among emerging markets, Peru was the strongest market returning -4.7% during the third quarter. Year-to-date,
Indonesia was the only emerging market in positive territory gaining 0.3%.
 As a result of ongoing debt concerns, Greece fell 46.6% during the third quarter and was the worst-performing
developed non-U.S. equity market. Year-to-date, Greece is down 48.7%. Hungary was the worst-performing
emerging market losing 44.4% during the third quarter. Year-to-date, Egypt has performed the worst among
emerging markets losing 39.8%.
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U.S. Fixed Income Markets
SECTOR RETURNS
AS OF 9/30/2011

RETURNS BY QUALITY
AS OF 9/30/2011

Rates of Return (%)

Rates of Return (%)
12%

Third Quarter 2011

Third Quarter 2011
10%

Year-to-Date
6.8%

8%
6%

4.2%

4%

Year-to-Date

12%

6.4%

3.3%

6.4%

6.3%

8.1%
6.6%

7%

2.9%

2.2%

6.5%

5.8%

3.8%

5.3%
3.0%

2%

2.4%

4.9%
2.8%

2.4%

2%

0%
-2%

-1.4%

-0.9%

-1.4%

-3%

-4%
-6%
-6.1%

-8%

-6.1%

-8%

Aaa

Aa

A

Baa

<Baa

Barclays
Capital
Agg Bond

Gov't

Corp.

Mortgage

AssetBacked

Source: Barclays Live

Com/Mrtg

Below
Baa

Source: Barclays Live

 As investors moved away from “risky” assets,
Government was the top-performing sector gaining
5.8% during the third quarter. On the other end of the
spectrum, assets below investment grade (<Baa),
performed the worst losing 6.1% during the third
quarter.

RETURNS BY MATURITY
AS OF 9/30/2011
Rates of Return (%)
33%

Third Quarter 2011
Year-to-Date

28%

26.9%
23.9%

23%

 Year-to-date, Government has been the strongest
sector gaining 8.1%. Below investment-grade assets
performed the worst losing 1.4% in 2011.

18%
13%
8%

 Spreads on investment-grade, high-yield, and
mortgages all increased sharply as investors grew
increasingly wary of taking on risk.

5.4%
3.2%

3%

0.0%

0.1%

0.5%

1.4%

-2%
90-Day US T-Bills
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1-3 Yr. Gov't

Source: Barclays Live

Intermediate
Gov't

Long-Term Gov't

U.S. Fixed Income Markets
U.S. TREASURY YIELD CURVE
5.00

Yield (%)

4.00
3.00
2.00
1.00
0.00
0

5

10

15

20

25

30

Maturity (Years)
10/31/2011

9/30/2011

6/30/2011

9/30/2010

Source: U.S. Department of Treasury

 Prices on long-dated Treasuries soared during the third quarter with the Federal Reserve’s announcement of
“Operation Twist.” The plan, announced on September 21, 2011, entails the Fed buying $400 billion of U.S.
Treasuries by June 30, 2012. The purchases will be focused on bonds with remaining maturities between six
months and thirty years.
 As a result of this announcement, the yield curve flattened significantly due to falling yields on longer-duration
securities.
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Credit Spreads
AS OF 9/30/2011

Spread (bps)
U.S. Aggregate
Long Gov't
Long Credit
Long Gov't/Credit
MBS
CMBS
ABS
Corporate
High Yield
Global Emerging Markets

10/31/2011
80
5
207
114
76
322
79
202
667
413

9/30/2011
90
5
246
132
82
351
77
238
807
495

6/30/2011
54
4
168
97
37
243
81
153
525
294

9/30/2010
76
5
201
113
86
304
71
175
621
312

Quarterly
Change (bps)
36
1
78
35
45
108
-4
85
282
201

1-Year Change
(bps)
14
0
45
19
-4
47
6
63
186
183

Source: Barclays Live

 The erosion of confidence in U.S. economic growth prospects added to the continuing “risk off” mentality of the
market – which in turn, pushed Treasury yields down and has generally led to credit spread widening.
 Continued weakness in the housing and labor markets added to an already poor economic outlook.
 To cap off the quarter, comments (regarding the economy) from the Federal Open Market Committee were
worse than anticipated.
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Market Volatility
Historical Daily VIX Closing Prices
Since Inception through October 31, 2011
90
80

Volatility (%)

70
60
50
40
30

Average 20.5
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Jan-11

Jan-10

Jan-09

Jan-08

Jan-07

Jan-06

Jan-05

Jan-04

Jan-03

Jan-02

Jan-01

Jan-00

Jan-99

Jan-98

Jan-97

Jan-96

Jan-95

Jan-94

Jan-93

Jan-92

Jan-90

0

Jan-91
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Source: CBOE

 Market volatility remains high - the European debt saga is center stage as the market (over)reacts to each
piece of news coming from German and French politicians.
 It remains to be seen whether additional liquidity in the European market will lead to increases in market
stability.
 In the U.S. (as with Europe), policy decisions have dictated market behavior.
 During August and September, 25 of the 45 trading days in non-U.S. markets experienced swings greater than
1 percentage point in either direction; 15 days saw swings greater than 2 percentage points.
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Commodities
COMMODITY SECTOR RETURNS
AS OF 9/30/2011
Rates of Return (%)
-10.6%

Soybean Oil

-17.7%
-9.0%

Softs

-8.6%
2.3%

Prec. Metals

9.3%
-14.5%

Petroleum

-13.4%
5.9%

Livestock

1.6%
-22.7%

Ind. Metals

-25.4%
-8.8%

Grains
-17.6%

-8.7%

Ex-Energy

-11.4%
-16.3%
-17.7%

Energy

-9.0%

Agric.

-15.5%
-11.3%
-13.6%

DJ UBS Commodity Index

-30%

-25%

-20%

Source: Dow Jones

-15%

-10%

-5%

Year-to-Date

0%

5%

10%

15%

Third Quarter

 During the third quarter of 2011, commodity markets plummeted as the Dow Jones UBS Commodity Index lost
11.3%.
 Industrial metals and energy were the worst performing sectors posting -22.7% and -16.3% for the quarter,
respectively.
 Precious metals and livestock were the only sectors that posted positive returns for the quarter and year-to-date
periods.
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Currency Impact
AS OF 9/30/2011
Rates of Return (%)
10%
5.0%
5%

4.5%
2.3%

0%
-1.0%

-1.1%
-5%

-3.5%
-5.4%
-7.9%

-10%
-9.4%
-15%

-15.0%
-16.3%

-20%

-19.0%

-13.5%

-17.9%

-25%
3Q

YTD

1-Year

3-Year

5-Year

10-Year

Longest
Common
Period (23 Yr 9
Mo)

MSCI EAFE (100% Hedged) MSCI EAFE

 During the third quarter, the U.S. dollar experienced sharp appreciation (particularly relative to the euro).
 Over all longer time periods shown above, an unhedged non-U.S. equity portfolio produced relatively favorable
results.
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Active Manager Report Card¹
2

Peer Group/Index

Median Return
Qtr
1 Year

All Cap Equity/ Russell 3000 Index
Large Cap Equity/ Russell 1000 Index
Small Cap Equity/ Russell 2000 Index
Non-U.S. Equity/ MSCI ACWI ex-US
Global Equity/ MSCI ACWI
Core Fixed Income/ Barclays Aggregate

-16.1%
-15.2%
-21.7%
-20.4%
-17.4%
2.9%

Index Return
Qtr
1 Year

-0.8%
-0.4%
-1.7%
-10.1%
-4.5%
4.9%

-15.3%
-14.7%
-21.9%
-19.9%
-17.4%
3.8%

0.6%
0.9%
-3.5%
-10.8%
-6.0%
5.3%

2

Index Return
Qtr
1 Year
40th Percentile
43rd Percentile
54th Percentile
44th Percentile
50th Percentile
17th Percentile

42nd Percentile
39th Percentile
64th Percentile
59th Percentile
60th Percentile
9th Percentile

 Over the recent quarter, active management marginally outpaced passive management in small-cap equity. The
Russell 2000 Index ranked in the 54th percentile during the quarter and the 64th percentile for the trailing 12-month
period.
 Active management in core fixed income significantly underperformed the index during the quarter and one-year
periods.
 Passive management in all-cap and large-cap equity outperformed the median active manager over the recent quarterend.

1

Actual peer group performance reported in client reports may vary based on constituent peer group utilized (e.g., mutual fund universe,
separate account universe). Percentile rankings are based on a system in which 1=best and 99=worst.
² Based on preliminary peer group information as of September 30, 2011, provided by eVestment Alliance. Data was pulled on October 18,
2011. Information is presented net of fees.
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Real Estate Market Overview
NCREIF Property Index (“NPI”) Total Returns as of June 30, 2011
2Q 2011

1-Year

3-Year

5-Year

10-Year

Apartment

4.2%

21.4%

-1.4%

2.9%

7.7%

Hotel

3.5%

14.4%

-6.1%

2.2%

5.5%

Industrial

4.9%

14.7%

-3.7%

2.5%

7.0%

Office

4.5%

15.5%

-4.1%

3.7%

6.7%

Retail

2.5%

15.1%

0.0%

4.3%

10.2%

Total

3.9%

16.7%

-2.6%

3.5%

7.6%

 The NPI is a proxy for core real estate investing.
 Second quarter 2011 is the sixth consecutive
quarter of positive total returns.
 Returns are still expected to be positive going
forward, but may start to diminish.
Source: National Council of Real Estate Investment Fiduciaries (“NCREIF”)

NAREIT Equity REIT Index Returns as of June 30, 2011
2Q 2011

1-Year

3-Year

5-Year

10-Year

Apartment

6.8%

44.3%

16.2%

7.2%

12.4%

Hotel

-1.9%

25.8%

5.8%

-4.4%

3.5%

Industrial

-0.1%

53.1%

-18.3%

-10.5%

4.5%

Office

4.5%

32.2%

3.6%

0.9%

8.3%

Retail

5.6%

39.5%

0.5%

-0.3%

12.1%

Total

2.9%

34.1%

5.4%

2.6%

10.7%
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 REITs continued to improve in most sectors, with
lower, but still generally positive, returns during the
second quarter.
 REITs remain well capitalized and well positioned
to enhance their portfolios through operations and
new acquisitions.
Source: National Association of Real Estate Investment Trusts (“NAREIT”)

Private Equity Market Overview
Global Private Equity Fundraising
$600

$521

$ billions

$500

Fundraising
 Investor appetite continues to be selective as
they reduce the number of general partner (GP)
relationships they are managing.

$505

$410

$400
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$300
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$170
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$170
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$58

$100
$0
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Average LP commitments remain low, further
hindering fundraising for GPs.

2011
YTD

Source: Venture Economics
PRIVATE EQUITY PERFORMANCE
AS OF 3/31/2011
Rates of Return (%)
25%

US All Private Equity
LBOs
21.6% 21.1%

Venture Capital

19.9%

20%

Performance
 Performance was positive among all U.S.
Private Equity with leveraged buyouts (LBOs)
leading the way posting a 7.3% gain during the
first quarter.

15%


10%
7.3%
6.1%
5%

6.1%

5.7% 5.4%

4.9%

4.2%
3.3%

5.0%

3.2%
1.3%
0.4%

0%
1Q 2011

1 Year

Source: Thomson Reuters

3 Years

5 Years

10 Years
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Over the trailing 1-, 3-, 5-, and 10-year periods,
LBO’s have performed relatively well
outperforming Venture Capital in each of those
periods.

Hedge Fund Markets Overview
HEDGE FUND SECTOR PERFORMANCE
AS OF 9/30/2011

Fixed Income Convertible Arbitrage

-6.2%
-5.8%

Third Quarter 2011
Year-To-Date

Global Macro

0.6%

-1.7%
-10.4%

Equity Hedge

-9.5%

Emerging Markets

-12.6%
-12.8%
-7.3%

Event-Driven

-4.4%
-7.3%

Distressed-Restructuring

-3.5%
-3.3%

Relative Value

-0.4%
-6.2%
-5.4%

Fund-Weighted Composite Index

-5.0%
-5.3%

Fund of Funds Composite Index
-16.0%

-12.0%

-8.0%

-4.0%

0.0%

 Hedge fund markets continued their negative trend as all sectors posted losses, with the exception of global
macro. Year-to-date, relative value has performed the strongest returning -0.4%.
 Emerging markets performed the worst during the third quarter and year-to-date periods losing 12.6% and
12.8%, respectively. As a result of increasing global economic uncertainty, riskier markets like emerging
markets have suffered large losses.
15
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Total Fund

Total Fund

As of September 30, 2011

$114,463.5 Million and 100.0% of Fund

Highlights
Executive Summary
 Performance of the Pension Plan when measured against the Performance Benchmark and Long-Term Target has been strong over short- and long-term time periods.
 Performance relative to peers is also competitive over short- and long-term 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 either vintage year, geography, property type, sectors, investment vehicle/asset type, or investment strategy.
 Asset allocation is monitored on a daily basis to ensure the actual asset allocation of the plan remains close to the long-term policy targets set forth in the Investment Policy
Statement.
 Hewitt EnnisKnupp 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.

Performance Highlights
 Over the trailing one-, three-, five-, ten- and fifteen-year periods, the Total Fund outperformed the Performance Benchmark. During the third quarter, the Fund returned -9.7%
and outperformed its Benchmark by 0.7 percentage points.
 The Total Fund outperformed the Absolute Nominal Target Rate of Return over the trailing twenty-, twenty-five-, and thirty-year periods.

Asset Allocation
 The Fund assets total $114.5 billion as of September 30, 2011, which represents a $14.1 billion decrease since last quarter.
 Actual allocations for all asset classes were within their respective policy ranges at quarter end.
 The Fund was slightly underweight global equity and cash with corresponding marginal overweights to the fixed income, private equity, strategic investments, and real estate
asset classes at quarter end.
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Total Fund

As of September 30, 2011

$114,463.5 Million and 100.0% of Fund

Plan Summary

Summary of Cash Flows
Sources of Portfolio Growth

Third Quarter

Fiscal YTD*

$ 128,532,863,218

$128,532,863,218

-$1,741,471,327

-$1,741,471,327

-$12,327,935,466

-$12,327,935,466

$114,463,456,426

$114,463,456,426

_

Beginning Market Value
Net Additions/Withdrawals
Investment Earnings
Ending Market Value
_

*Period July 2011 - September 2011
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Total Fund

As of September 30, 2011

Plan Performance
Benchmark: Performance Benchmark
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$114,463.5 Million and 100.0% of Fund

Total Fund

As of September 30, 2011

$114,463.5 Million and 100.0% of Fund

Trailing Period Performance
Ending September 30, 2011
2011
Q3 Rank
(%)

Market Value
($)

% of
Portfolio

Policy %

114,463,456,426

100.0

100.0

-9.7
-10.4
1.8

66
76
1

-4.8
-6.3
7.4

60
80
1

1.2
-0.4
9.1

51
83
2

3.8
2.9
6.3

47
74
11

2.0
1.5
7.2

35
64
1

5.5
5.2
7.0

52
62
8

63,751,734,277

55.7

57.6

-17.4
-17.8

---

-13.0
-14.1

---

-4.7
-5.8

---

1.6
0.8

---

-1.0
-1.6

---

4.3
4.1

---

Domestic Equities
Asset Class Target

27,612,893,404

24.1

--

-15.2
-15.3

31
32

-9.4
-9.9

28
40

1.1
0.5

25
36

1.9
1.5

20
36

-0.7
-0.9

39
53

3.6
3.5

54
55

Foreign Equities
Asset Class Target

33,108,255,209

28.9

--

-19.1
-19.8

32
65

-16.0
-17.2

52
74

-9.6
-10.8

47
73

2.7
1.4

9
34

-0.1
-1.3

9
31

7.8
7.0

19
54

Global Equities
Benchmark

3,030,581,553

2.6

--

-17.9
-16.9

---

-12.4
-13.1

---

-4.9
-5.5

---

-0.5
0.9

---

-2.2
-1.3

---

---

---

Fixed Income
Asset Class Target

31,213,738,044

27.3

26.0

2.6
3.8

47
13

6.0
6.6

50
29

5.5
5.3

42
46

9.8
8.0

34
77

6.7
6.6

38
42

6.0
5.8

37
46

Private Equity
Asset Class Target
Secondary Target*

5,813,881,249

5.1

4.7

2.7
-15.8
4.8

----

13.7
-8.7
18.9

----

19.0
3.5
24.9

----

3.8
5.0
5.2

----

5.9
3.1
10.2

----

6.4
7.8
11.2

----

Real Estate
Asset Class Target

8,340,482,324

7.3

6.9

0.7
2.1

72
56

10.6
11.1

59
55

15.0
17.3

66
18

-5.5
-6.7

38
46

0.9
-1.2

35
71

7.2
3.8

35
72

Strategic Investments
Short-Term Target

4,622,572,850

4.0

3.7

-1.8
-3.2

---

7.5
1.8

---

13.8
4.4

---

4.1
2.3

---

---

---

---

---

721,047,681

0.6

1.0

0.1
0.0

---

0.2
0.0

---

0.3
0.1

---

0.2
0.5

---

0.3
2.1

---

1.4
2.2

---

Name

YTD
Rank
(%)

1 Yr
Rank
(%)

3 Yrs
Rank
(%)

5 Yrs
Rank
(%)

10 Yrs
Rank
(%)

_

Total Fund
Performance Benchmark
Absolute Nominal Target Rate of Return
Global Equity
Asset Class Target

Cash
Asset Class Target

XXXXX

Benchmark and universe descriptions can be found in the Appendix.
* The Secondary Target is a blend of the Cambridge Associates Private Equity Index and the Cambridge Associates Venture Capital Index.
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Total Fund

As of September 30, 2011

$114,463.5 Million and 100.0% of Fund

Calendar Year Performance

Name

2010
Rank
(%)

2009
Rank
(%)

2008
Rank
(%)

2007
Rank
(%)

2006
Rank
(%)

2005
Rank
(%)

2004
Rank
(%)

2003
Rank
(%)

2002
Rank
(%)

2001
Rank
(%)

_

Total Fund
Performance Benchmark
Absolute Nominal Target
Rate of Return

13.5
12.9

38
52

20.8
19.5

36
46

-26.7
-26.1

49
47

9.1
8.9

28
32

14.6
14.4

33
38

7.8
7.3

40
62

11.9
11.5

49
54

23.7
24.5

40
28

-11.2
-11.6

91
95

-5.8
-6.7

76
89

6.6

98

7.9

99

5.1

1

8.9

33

6.6

96

7.6

47

7.4

96

6.1

98

6.8

2

5.9

2

16.0
15.1

---

33.7
33.8

---

-39.8
-40.4

---

8.6
8.5

---

17.5
18.4

---

8.6
8.7

---

14.4
14.1

---

32.4
33.2

---

-19.8
-20.3

---

-12.5
-13.3

---

Domestic Equities
Asset Class Target

17.2
16.9

65
70

28.9
28.3

45
55

-37.4
-37.3

47
45

5.3
5.1

52
53

14.7
15.7

61
40

6.3
6.1

76
88

12.3
11.9

44
68

30.3
31.1

72
68

-21.4
-21.5

68
72

-11.6
-11.9

78
79

Foreign Equities
Asset Class Target

15.2
13.0

7
41

42.7
43.7

9
8

-44.3
-46.1

36
78

16.3
16.4

35
30

26.4
26.7

31
28

16.1
16.6

46
39

21.3
20.9

29
32

39.8
40.8

28
17

-12.7
-14.7

30
57

-16.4
-19.5

24
54

Global Equities
Benchmark

10.4
13.1

---

32.8
34.6

---

-41.8
-42.1

---

10.2
11.8

---

20.0
21.1

---

9.4
11.3

---

15.4
16.4

---

---

---

---

---

---

---

Fixed Income
Asset Class Target

9.2
6.5

34
92

14.4
5.9

46
91

-4.0
5.2

44
9

7.1
7.2

21
21

4.7
4.7

39
38

2.8
2.5

28
45

5.0
4.7

53
67

5.9
5.1

57
67

9.7
9.7

36
36

8.5
8.3

30
38

Private Equity
Asset Class Target
Secondary Target*

18.6
19.9
16.7

----

-12.1
32.8
-9.9

----

-4.3
-32.8
-3.9

----

16.5
9.6
30.2

----

12.2
20.2
21.8

----

12.9
10.6
35.5

----

0.6
16.5
20.1

----

10.3
33.8
11.0

----

-1.4
-15.4
-8.2

----

-6.1
-6.9
-18.4

----

Real Estate
Asset Class Target

5.1
8.8

70
61

-22.8
-29.7

30
63

-1.5
-1.1

28
23

13.6
12.1

43
68

22.5
6.5

5
95

17.2
8.8

85
99

17.4
7.7

22
99

12.2
11.6

28
31

6.3
7.0

17
15

5.3
10.9

79
1

Strategic Investments
Short-Term Target

8.9
3.5

---

22.0
20.8

---

-37.4
-33.6

---

---

---

---

---

---

---

---

---

---

---

---

---

---

---

Cash
Asset Class Target

0.4
0.2

---

1.7
0.7

---

-5.8
3.0

---

4.1
5.4

---

5.1
5.1

---

3.4
3.4

---

1.4
1.4

---

1.2
1.1

---

2.1
1.7

---

4.2
3.6

---

Global Equity
Asset Class Target

XXXXX

* The Secondary Target is a blend of the Cambridge Associates Private Equity Index and the Cambridge Associates Venture Capital Index.
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Total Fund

As of September 30, 2011

$114,463.5 Million and 100.0% of Fund

Universe Comparison
Benchmark: Performance Benchmark

Universe: Public Funds >$1B Net
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Total Fund

As of September 30, 2011

$114,463.5 Million and 100.0% of Fund

Universe Asset Allocation Comparison
Benchmark: Performance Benchmark

Universe: Public Funds >$1B Net

Total Fund

BNY Mellon Public Funds >$1B Net Universe

*Global Equity Allocation: 24.1% Domestic Equities; 28.9% Foreign Equities; 2.6% Global
Equities. Percentages are of the Total FRS Fund.

**Global Equity Allocation: 33.3% Domestic Equities; 16.3% Foreign Equities.
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Total Fund

As of September 30, 2011

$114,463.5 Million and 100.0% of Fund

Risk Profile
Benchmark: Performance Benchmark

Universe: Public Funds >$1B Net
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Total Fund

As of September 30, 2011

Attribution

26

$114,463.5 Million and 100.0% of Fund

Total Fund

As of September 30, 2011

Attribution

*Other includes legacy accounts, securities lending, STIP Reserve and unexplained differences due to methodology.
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$114,463.5 Million and 100.0% of Fund

Total Fund

As of September 30, 2011

Asset Allocation

28

$114,463.5 Million and 100.0% of Fund

Global Equity

Global Equity

As of September 30, 2011

$63,751.7 Million and 55.7% of Fund

Overview
Benchmark: Asset Class Target

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.
30

Domestic Equities

Domestic Equities

As of September 30, 2011

Overview
Benchmark: Asset Class Target

32

$27,612.9 Million and 24.1% of Fund

Domestic Equities

As of September 30, 2011

Overview

33

$27,612.9 Million and 24.1% of Fund

Domestic Equities

As of September 30, 2011

$27,612.9 Million and 24.1% of Fund

Universe Comparison
Benchmark: Asset Class Target

Universe: Public Funds >$1B - US Eq Net

34

Domestic Equities

As of September 30, 2011

$27,612.9 Million and 24.1% of Fund

Risk Profile
Benchmark: Asset Class Target

Universe: Public Funds >$1B - US Eq Net

35
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Foreign Equities

Foreign Equities

As of September 30, 2011

Overview
Benchmark: Asset Class Target

38

$33,108.3 Million and 28.9% of Fund

Foreign Equities

As of September 30, 2011

Overview
Benchmark: Asset Class Target

39

$33,108.3 Million and 28.9% of Fund

Foreign Equities

As of September 30, 2011

$33,108.3 Million and 28.9% of Fund

Universe Comparison
Benchmark: Asset Class Target

Universe: Public Funds >$1B - Non-US Eq Net
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Foreign Equities

As of September 30, 2011

$33,108.3 Million and 28.9% of Fund

Risk Profile
Benchmark: Asset Class Target

Universe: Public Funds >$1B - Non-US Eq Net
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Global Equities

Global Equities

As of September 30, 2011

Overview
Benchmark: Aggregate Benchmark

44

$3,030.6 Million and 2.6% of Fund

Global Equities

As of September 30, 2011

Risk Profile
Benchmark: Aggregate Benchmark

45

$3,030.6 Million and 2.6% of Fund

(This page left blank intentionally)

Fixed Income

Fixed Income

As of September 30, 2011

Overview
Benchmark: Asset Class Target
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$31,213.7 Million and 27.3% of Fund

Fixed Income

As of September 30, 2011

Overview
Benchmark: Asset Class Target
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$31,213.7 Million and 27.3% of Fund

Fixed Income

As of September 30, 2011

$31,213.7 Million and 27.3% of Fund

Universe Comparison
Benchmark: Asset Class Target

Universe: Public Funds >$1B - US FI Net
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Fixed Income

As of September 30, 2011

$31,213.7 Million and 27.3% of Fund

Risk Profile
Benchmark: Asset Class Target

Universe: Public Funds >$1B - US FI Net

51
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Private Equity

Private Equity

As of June 30, 2011

Overview
Benchmark: Asset Class Target

54

$5,813.9 Million and 5.1% of Fund

Private Equity

As of September 30, 2011

Time-Weighted Investment Results
Benchmark: Asset Class Target

* The Secondary Target is a blend of the Cambridge Associates Private Equity Index and the Cambridge Associates Venture Capital Index.
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$5,813.9 Million and 5.1% of Fund

Private Equity Legacy

As of September 30, 2011

Time-Weighted Investment Results
Benchmark: Asset Class Target

* The Secondary Target is a blend of the Cambridge Associates Private Equity Index and the Cambridge Associates Venture Capital Index.
56

$516.1 Million and 0.5% of Fund

Private Equity Post Asset Class

As of September 30, 2011

Time-Weighted Investment Results
Benchmark: Asset Class Target

* The Secondary Target is a blend of the Cambridge Associates Private Equity Index and the Cambridge Associates Venture Capital Index.
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$5,267.0 Million and 4.6% of Fund

Private Equity

As of September 30, 2011

Dollar-Weighted Investment Results

* The Inception Date for the Legacy Portfolio is January 1989.
** The Inception Date for the Post-AC Portfolio is September 2000.
*** The Secondary Target is a blend of the Cambridge Associates Private Equity Index and the Cambridge Associates Venture Capital Index.
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$5,813.9 Million and 5.1% of Fund

59

60

61

***IRR returns less than one year are not reported
62

Real Estate

Real Estate

As of September 30, 2011

$8,340.5 Million and 7.3% of Fund

Overview

FRS*

NFI-ODCE Index*

*Property Allocation data is as of June 30, 2011. The FRS chart includes only the FRS private real estate assets. Property type information for the REIT portfolios is not included.
64

Real Estate

As of September 30, 2011

Overview
Benchmark: Asset Class Target

65

$8,340.5 Million and 7.3% of Fund

Principal Investments

As of September 30, 2011

Principal Investments
Benchmark: NCREIF NPI Index

66

$4,300.3 Million and 3.8% of Fund

Pooled Funds

As of September 30, 2011

Pooled Funds
Benchmark: NFI-ODCE Index

67

$2,364.3 Million and 2.1% of Fund

REITs

As of September 30, 2011

REITs
Benchmark: FTSE EPRA/NAREIT Developed Index

68

$880.7 Million and 0.8% of Fund

* The since inception IRR is 42.2%.
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Strategic Investments

Strategic Investments

As of September 30, 2011

Overview
Benchmark: Short-Term Target

72

$4,622.6 Million and 4.0% of Fund

Strategic Investments

As of September 30, 2011

Overview
Benchmark: Short-Term Target
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$4,622.6 Million and 4.0% of Fund

Strategic Investments

As of September 30, 2011

Risk Profile
Benchmark: Short-Term Target

74

$4,622.6 Million and 4.0% of Fund

****IRR returns less than one year are not reported
75

76

Cash

Cash

As of September 30, 2011

Overview
Benchmark: Asset Class Target

78

$721.0 Million and 0.6% of Fund

Cash

As of September 30, 2011

Overview
Benchmark: Asset Class Target

79

$721.0 Million and 0.6% of Fund

(This page left blank intentionally)

Appendix

As of September 30, 2011

Securities Lending

# Intrinsic value loans are those made at or below the federal funds rate.
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Appendix
Returns Of The Major Capital Markets
Third
Quarter
1-Year
Domestic Stock Indices:
Dow Jones US Total Stock Index
S&P 500 Index
Russell 3000 Index
Russell 1000 Value Index
Russell 1000 Growth Index
Russell MidCap Value Index
Russell MidCap Growth Index
Russell 2000 Value Index
Russell 2000 Growth Index
Domestic Bond Indices:
Barclays Capital Aggregate Index
Barclays Capital Govt/Credit Index
Barclays Capital Long Govt/Credit Index
Barclays Capital 1-3 Year Govt/Credit Index
Barclays Capital U.S. MBS Index
Barclays Capital High Yield Index
Barclays Capital Universal Index
Real Estate Indices:
NCREIF Property Index
NCREIF ODCE Index
Dow Jones Real Estate Securities Index
FTSE NAREIT US Real Estate Index
Foreign/Global Stock Indices:
MSCI All Country World Index
MSCI All Country World IMI
MSCI All Country World ex-U.S. Index
MSCI All Country World ex-U.S. IMI
MSCI All Country World ex-U.S. Small Cap Index
MSCI EAFE Index
MSCI EAFE IMI
MSCI EAFE Index (in local currency)
MSCI Emerging Markets IMI
Foreign Bond Indices:
Citigroup World Gov't Bond Index
Citigroup Hedged World Gov't Bond Index
Cash Equivalents:
Treasury Bills (30-Day)
EnnisKnupp STIF Index
Inflation Index:
Consumer Price Index

Annualized Periods Ending 9/30/11
3-Year
5-Year
10-Year

15-Year

-15.2
-13.9
-15.3
-16.2
-13.1
-18.5
-19.3
-21.5
-22.2

0.7
1.1
0.5
-1.9
3.8
-2.4
0.8
-6.0
-1.1

1.7
1.2
1.4
-1.5
4.7
2.0
5.9
-2.8
2.1

-0.7
-1.2
-0.9
-3.5
1.6
-0.8
1.6
-3.1
1.0

3.9
2.8
3.5
3.4
3.0
7.5
6.7
6.5
5.5

5.4
5.2
5.4
6.1
4.2
8.6
6.0
7.6
3.0

3.8
4.7
15.6
0.3
2.4
-6.1
2.9

5.3
5.1
12.7
1.3
5.6
1.8
4.8

8.0
8.4
14.9
3.6
7.0
13.8
8.2

6.5
6.5
9.4
4.1
6.7
7.1
6.4

5.7
5.7
8.3
3.7
5.6
8.8
5.9

6.5
6.5
8.5
4.8
6.4
6.7
6.5

3.3
3.3
-14.9
-15.1

16.1
17.2
1.6
0.9

-1.4
-7.2
-2.3
-2.0

3.4
-0.9
-3.3
-2.4

7.8
4.9
9.1
9.2

9.4
7.3
9.2
9.1

-17.4
-17.9
-19.9
-19.9
-20.0
-19.0
-19.0
-15.7
-22.7

-6.0
-6.0
-10.8
-10.6
-9.4
-9.4
-8.9
-10.8
-16.7

0.6
1.2
0.5
1.3
8.0
-1.1
-0.4
-3.5
7.2

-1.6
-1.3
-1.6
-1.3
0.7
-3.5
-3.2
-6.1
5.2

4.5
5.2
6.8
7.5
11.4
5.0
5.6
1.3
16.1

4.3
4.4
4.2
4.1
5.0
3.3
3.4
2.2
4.8

0.9
3.0

4.1
1.3

8.1
4.6

7.8
4.4

8.0
4.4

5.7
5.9

0.0
0.1

0.1
0.3

0.1
0.5

1.3
2.1

1.6
2.3

2.6
3.4

0.5

3.9

1.2

2.3

2.4

2.5

83

Historical Policy Allocation
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Appendix
Total FRS Assets
Performance Benchmark - A combination of the Global Equity Target, the Barclays Capital Aggregate Bond Index, the Private Equity Target Index, the Real Estate Investments
Target Index, the Strategic Investments Target Benchmark, and the iMoneyNet First Tier Institutional Money Market Funds Net Index. The short-term target policy allocations to the
Strategic Investments, Real Estate and Private Equity asset classes are floating and based on the actual average monthly balance of the Global Equity asset class. Prior to July
2010, the Performance Benchmark was a combination of the Russell 3000 Index, the Foreign Equity Target Index, the Strategic Investments Target Benchmark, the Barclays
Capital Aggregate Bond Index, the Real Estate Investments Target Index, the Private Equity Target Index, the Barclays Capital U.S. High Yield Ba/B 2% Issuer Capped Index, and
the iMoneyNet First Tier Institutional Money Market Funds Gross Index. During this time, the short-term target policy allocations to Strategic Investments, Real Estate and Private
Equity asset classes were floating and based on the actual average monthly balance of the Strategic Investments, Real Estate and Private Equity asset classes. The target weights
shown for Real Estate and Private Equity were the allocations that the asset classes were centered around. The actual target weight floated around this target month to month
based on changes in asset values.
Total Global Equity
Performance Benchmark - A custom version of the MSCI All Country World Investable Market Index, adjusted to exclude companies divested under the provisions of the Protecting
Florida's Investments Act (PFIA).
Total Domestic Equities
Performance Benchmark - The Russell 3000 Index. Prior to July 1, 2002, the benchmark was the Wilshire 2500 Stock Index. Prior to January 1, 2001, the benchmark was the
Wilshire 2500 Stock Index ex-Tobacco. Prior to May 1, 1997, the benchmark was the Wilshire 2500 Stock Index. Prior to September 1, 1994, the benchmark was the S&P 500
Stock Index.
Total Foreign Equities
Performance Benchmark - A custom version of the MSCI ACWI ex-U.S. Investable Market Index adjusted to exclude companies divested under the PFIA. Prior to April 1, 2008, it
was the MSCI All Country World Index ex-U.S. Investable Market Index. Prior to September 24, 2007, the target was the MSCI All Country World Ex-U.S. Free Index. Prior to
November 1, 1999, the benchmark was 85% of the MSCI Europe, Australasia and Far East (EAFE) Foreign Stock Index and 15% of the IFCI Emerging Markets Index with a half
weight in Malaysia. Prior to March 31, 1995, the benchmark was the EAFE Index.
Total Global Equities
Performance Benchmark - Aggregated based on each underlying manager's individual benchmark. The calculation accounts for the actual weight and the benchmark return. The
benchmarks used for the underlying managers include both the MSCI FSB All Country World ex-Sudan ex-Iran Net Index and MSCI FSB All Country World ex-Sudan ex-Iran Net
Investable Market Index (IMI).
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Appendix
Total Fixed Income
Performance Benchmark - The Barclays Capital U.S. Aggregate Bond Index. Prior to June 1, 2007, it was the Fixed Income Management Aggregate (FIMA). Prior to July 1, 1999,
the benchmark was the Florida High Yield Extended Duration Index. Prior to July 31, 1997, the benchmark was the Florida Extended Duration Index. Prior to July 1, 1989, the
Salomon Brothers Broad Investment-Grade Bond Index was the benchmark. For calendar year 1985, the performance benchmark was 70% Shearson Lehman Extended Duration
and 30% Salomon Brothers Mortgage Index.
Total Private Equity
Performance Benchmark - The domestic equities target index return (Russell 3000 Index) plus a fixed premium return of 300 basis points per annum. Prior to July 1, 2010, it was
the domestic equities target index return plus a fixed premium return of 450 basis points per annum. Prior to November 1, 1999, Private Equities was part of the Domestic Equities
asset class and its benchmark was the domestic equities target index return plus 750 basis points.
Total Real Estate
Performance Benchmark - A combination of 90% of the NCREIF ODCE Index, net of fees, and 10% of the FTSE EPRA/NAREIT Developed Index, net of fees. Prior to July 1, 2010,
it was a combination of 90% of the NCREIF ODCE Index, gross of fees, and 10% of the Dow Jones U.S. Select RESI. Prior to June 1, 2007, it was the Consumer Price Index plus
450 basis points annually. Prior to July 1, 2003, the benchmark was the Dow Jones U.S. Select Real Estate Securities Index Un-Levered. Prior to November 1, 1999, the
benchmark was the Russell-NCREIF Property Index.
Total Strategic Investments
Performance Benchmark - Long-term, 5% plus the contemporaneous rate of inflation or CPI. Short-term, a weighted aggregation of individual portfolio level benchmarks.
Total Cash
Performance Benchmark - The iMoneyNet First Tier Institutional Money Market Funds Net Index. Prior to July 1, 2010, it was the iMoneyNet First Tier Institutional Money Market
Funds Gross Index. Prior to June 1, 2007, it was the return of the Merrill Lynch 90-Day (Auction Average) Treasury Bill Yield Index.
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Appendix
Description of Benchmarks
Barclays Capital 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 $200 million or greater. The index is a broad measure of the performance of the
investment-grade U.S. fixed income market.
Consumer Price Index (CPI) - The CPI, an index consisting of a fixed basket of goods bought by the typical consumer and used to measure consumer inflation.
FTSE EPRA/NAREIT Developed Index - Designed to represent general trends in eligible real estate equities worldwide. Relevant real estate activities are defined as the
ownership, disposure and development of income-producing real estate. This index covers the four primary core asset classes (Industrial, Retail, Office, and Apartment).
iMoneyNet First Tier Institutional Money Market Funds Net Index - An average of non-governmental institutional funds that do not hold any second tier securities. It includes
money market mutual funds, net of fees, that invest in commercial paper, bank obligations and short-term investments in the highest ratings category and is open to corporations
and fiduciaries only.
MSCI All Country World Investable Market Index - A free float-adjusted market capitalization-weighted index that is designed to measure the equity market performance of
developed and emerging markets. This investable market index contains constituents from the large, mid, and small cap size segments and targets a coverage range around 99%
of free-float adjusted market capitalization.
NCREIF ODCE Property Index - The NFI-ODCE is a capitalization-weighted, gross of fee, time-weighted return index. The index is a summation of open-end funds, which
NCREIF defines as infinite-life vehicles consisting of multiple investors who have the ability to enter or exit the fund on a periodic basis, subject to contribution and/or redemption
requests.
Russell 3000 Index - A capitalization-weighted stock index consisting of the 3,000 largest publicly traded U.S. stocks by capitalization. This represents most publicly traded, liquid
U.S. stocks.

87

Appendix
Description of Universes
Total Fund - A universe comprised of 74 total fund portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon Performance & Risk
Analytics. Aggregate assets in the universe comprised $688.5 billion as of quarter-end and the average market value was $17.2 billion.
Domestic Equity - A universe comprised of 56 total domestic equity portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon
Performance & Risk Analytics. Aggregate assets in the universe comprised $230.9 billion as of quarter-end and the average market value was $6.1 billion.
Foreign Equity - A universe comprised of 47 total international equity portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon
Performance & Risk Analytics. Aggregate assets in the universe comprised $143.5 billion as of quarter-end and the average market value was $4.2 billion.
Fixed Income - A universe comprised of 53 total fixed income portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon Performance &
Risk Analytics. Aggregate assets in the universe comprised $178.1 billion as of quarter-end and the average market value was $4.7 billion.
Real Estate - A universe comprised of 14 total real-estate portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon Performance & Risk
Analytics. Aggregate assets in the universe comprised $16.6 billion as of quarter-end and the average market value was $2.1 billion.
Private Equity - An appropriate universe for private equity is unavailable.
Strategic Investments - An appropriate universe for strategic investments is unavailable.
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Appendix
Explanation of Exhibits
Quarterly and Cumulative Excess Performance - The vertical axis, excess return, is a measure of fund performance less the return of the primary benchmark. The horizontal axis
represents the time series. The quarterly bars represent the underlying funds' relative performance for the quarter.
Risk-Return Graph - The horizontal axis, annualized standard deviation, is a statistical measure of risk, or the volatility of returns. The vertical axis is the annualized rate of return.
As investors generally prefer less risk to more risk and always prefer greater returns, the upper left corner of the graph is the most attractive place to be. The line on this exhibit
represents the risk and return tradeoffs associated with market portfolios, or index funds.
Ratio of Cumulative Wealth Graph - An illustration of a portfolio's cumulative, un-annualized performance relative to that of its benchmark. An upward-sloping line indicates
superior fund performance versus its benchmark. Conversely, a downward-sloping line indicates underperformance by the fund. A flat line is indicative of benchmark-like
performance.
Performance Comparison - Universe Comparison - An illustration of the distribution of returns for a particular asset class. The component's return is indicated by the circle and
its performance benchmark by the triangle. The top and bottom borders represent the 5th and 95th percentiles, respectively. The solid line indicates the median while the dotted
lines represent the 25th and 75th percentiles.
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FRS Investment Plan

FRS Investment Plan

As of September 30, 2011

$6,371.1 Million and 100.0% of Fund

Trailing Period Performance
Ending September 30, 2011
2011
Q3 Rank
(%)

Market Value
($)

% of
Portfolio

6,371,111,843

100.0

-8.4
-8.0

---

-4.3
-4.1

---

0.5
0.7

---

3.3
2.7

---

1.8
1.2

---

2,715,161,028

42.6

-6.4

--

-2.7

--

0.7

--

3.2

--

1.6

--

609,445,585

9.6

-0.8
-0.7

---

2.1
2.1

---

2.9
2.9

---

4.2
3.7

---

3.9
3.3

---

1,627,317,845

25.5

-7.0
-6.9

---

-3.2
-3.1

---

0.4
0.5

---

3.3
2.9

---

1.5
1.1

---

478,397,597

7.5

-10.9
-10.8

---

-6.7
-6.6

---

-1.3
-1.2

---

1.3
1.4

---

-0.3
-0.4

---

975,596,357

15.3

0.1

1

0.2

1

0.2

1

0.4

26

2.0

21

975,596,357

15.3

0.1
0.0

1
22

0.2
0.0

1
26

0.2
0.1

1
27

0.4
0.5

26
7

2.0
2.1

21
2

259,925,809

4.1

4.7

--

10.8

--

10.1

--

8.3

--

7.2

--

259,925,809

4.1

4.7
4.5

44
56

10.8
10.6

9
12

10.1
9.9

7
8

8.3
8.1

33
44

7.2
7.1

27
28

625,677,911

9.8

2.2

49

5.1

54

4.1

59

9.0

51

6.8

31

138,515,273

2.2

4.0
3.8

62
63

6.8
6.6

74
74

5.4
5.3

72
73

8.4
8.0

93
94

6.9
6.5

68
70

74,038,940

1.2

2.2
2.3

46
43

4.9
5.0

61
56

3.5
4.2

75
57

7.9
7.1

74
89

5.8
6.2

69
56

FRS Select High Yield Fund
Barclays Capital U.S. High Yield Ba-2% Issuer Cap

126,763,488

2.0

-4.0
-3.7

9
7

0.2
1.1

13
6

2.7
2.8

24
23

---

---

---

---

PIMCO Total Return Fund
Barclays Capital Aggregate Bond Index

286,360,211

4.5

-1.1
3.8

94
9

1.8
6.6

93
8

0.8
5.3

94
16

9.7
8.0

40
71

7.7
6.5

13
44

Name

YTD
Rank
(%)

1 Yr
Rank
(%)

3 Yrs
Rank
(%)

5 Yrs
Rank
(%)

_

FRS Investment Plan
Total Plan Aggregate Benchmark
Balanced Funds
FRS Select Conservative Balanced Fund
Conservative Balanced Fund Target Benchmark
FRS Select Moderate Balanced Fund
Moderate Balanced Fund Target Benchmark
FRS Select Aggressive Balanced Fund
Aggressive Balanced Fund Target Benchmark
Cash
FRS Select Yield Plus Money Market Active Fund
iMoneyNet Prime Institutional Average
TIPS
FRS Select TIPS Fund
Barclays Capital US TIPS
Fixed Income
FRS Select U.S. Bond Enhanced Index Fund
Barclays Capital Aggregate Bond Index
Pyramis Intermediate Duration Pool Fund
Barclays Capital Int Aggregate
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FRS Investment Plan

As of September 30, 2011

$6,371.1 Million and 100.0% of Fund

Trailing Period Performance
Ending September 30, 2011
2011
Q3 Rank
(%)

YTD
Rank
(%)

21.4

-17.2

50

-10.9

38

0.3

34

2.6

22

0.0

29

202,379,672

3.2

-15.3
-15.3

52
52

-9.9
-9.9

48
48

0.6
0.5

41
42

1.6
1.4

27
28

-0.8
-0.9

28
31

FRS Select U.S. Large Value Stock Fund
Russell 1000 Value Index

166,179,590

2.6

-15.5
-16.2

37
45

-9.9
-11.2

31
45

-0.6
-1.9

26
41

-0.4
-1.5

49
70

---

---

QMA Mid Cap Quantitative Core Fund
S&P MidCap 400

227,368,040

3.6

-21.6
-19.9

73
52

-12.8
-13.0

43
45

-1.0
-1.3

40
43

4.6
4.0

32
38

2.3
2.2

31
32

71,017,055

1.1

-13.3
-13.1

19
16

-6.3
-7.2

12
21

4.6
3.8

13
19

5.8
4.7

15
25

2.1
1.6

22
28

Pioneer Fund
S&P 500 Index

119,485,097

1.9

-17.9
-13.9

83
22

-14.0
-8.7

85
25

-3.4
1.1

79
22

-0.9
1.2

80
34

-1.8
-1.2

68
38

Fidelity Growth Company Fund
Russell 3000 Growth Index

258,353,238

4.1

-15.1
-13.9

47
28

-6.4
-7.9

12
26

4.6
3.4

13
23

7.0
4.5

11
28

4.3
1.6

8
29

American Beacon Small Cap Value Fund
Russell 2000 Value Index

105,114,361

1.6

-22.9
-21.5

79
58

-18.9
-18.5

71
66

-6.3
-6.0

70
65

1.0
-2.8

52
95

-0.9
-3.1

56
88

T. Rowe Price Small Cap Stock Fund
Russell 2000 Index

189,627,086

3.0

-21.2
-21.9

34
43

-14.5
-17.0

53
71

0.5
-3.5

42
77

6.1
-0.4

16
86

1.9
-1.0

30
79

21,557,085

0.3

-15.7
-21.1

6
61

-8.4
-16.3

6
74

1.6
-4.7

11
73

7.0
0.1

4
82

2.3
-1.7

16
79

433,669,515

6.8

-18.9

21

-14.9

26

-8.7

31

0.2

37

-1.3

28

FRS Select Foreign Stock Index Fund
MSCI World ex USA

118,157,030

1.9

-18.9
-19.0

22
23

-14.9
-15.2

26
29

-8.7
-9.1

31
33

-1.0
-0.9

51
49

-2.6
-2.9

45
49

American Funds New Perspective Fund
MSCI World Index

164,979,664

2.6

-16.6
-16.6

35
35

-12.9
-12.2

41
35

-5.1
-4.3

41
36

2.9
-0.1

30
69

1.2
-2.2

18
56

American Funds Euro-Pacific Growth Fund
MSCI All Country World ex-U.S. Index

150,532,821

2.4

-20.8
-19.8

51
23

-17.1
-16.5

45
39

-12.3
-10.4

66
37

0.9
-0.4

23
34

-0.3
-2.8

11
44

Market Value
($)

% of
Portfolio

1,361,081,224

FRS Select U.S. Stock Market Index Fund
Russell 3000 Index

Name

1 Yr
Rank
(%)

3 Yrs
Rank
(%)

5 Yrs
Rank
(%)

_

Domestic Equity

FRS Select U.S. Large Growth Stock Active Fund
Russell 1000 Growth Index

Fidelity Low Priced Stock Fund
Russell 2500 Value Index
International/Global Equity

XXXXX
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FRS Investment Plan

As of September 30, 2011

$6,371.1 Million and 100.0% of Fund

Calendar Year Performance

Name

2010
(%)

Rank

2009
(%)

Rank

2008
(%)

Rank

2007
(%)

Rank

2006
(%)

Rank

2005
(%)

Rank

2004
(%)

Rank

2003
(%)

Rank

_

FRS Investment Plan
Total Plan Aggregate Benchmark

10.6
10.2

---

18.4
16.8

---

-23.2
-23.4

---

7.8
6.1

---

12.4
13.9

---

7.4
6.1

---

10.6
11.0

---

19.9
20.5

---

9.2

--

16.4

--

-22.8

--

7.7

--

13.9

--

6.9

--

11.0

--

20.9

--

5.3

--

9.3

--

-7.3

--

8.5

--

7.1

--

4.4

--

6.4

--

10.8

--

4.8

--

8.7

--

-8.0

--

7.6

--

6.7

--

4.0

--

6.3

--

9.3

--

FRS Select Moderate Balanced Fund
Moderate Balanced Fund Target Benchmark

10.0
9.7

---

17.2
15.9

---

-23.8
-24.5

---

7.4
7.0

---

14.2
14.7

---

6.8
6.8

---

11.3
11.4

---

21.0
22.0

---

FRS Select Aggressive Balanced Fund
Aggressive Balanced Fund Target Benchmark

11.3
11.0

---

20.9
21.1

---

-32.2
-32.4

---

8.2
7.5

---

17.6
18.6

---

8.6
8.5

---

13.1
14.1

---

26.8
28.6

---

0.3

2

0.3

41

2.4

46

5.4

2

5.2

1

3.5

1

1.4

1

1.3

1

0.3

2

0.3

41

2.4

46

5.4

2

5.2

1

3.5

1

1.5

1

1.4

1

0.2

7

0.7

4

3.0

4

5.4

1

5.2

1

3.3

1

1.5

1

1.3

1

6.4

--

11.3

--

-2.0

--

11.7

--

0.5

--

2.8

--

8.4

--

8.2

--

6.4
6.3

28
41

11.3
11.4

27
26

-2.0
-2.4

46
54

11.7
11.6

19
20

0.5
0.4

34
43

2.8
2.8

22
20

8.4
8.5

35
27

8.2
8.4

19
15

7.6

56

11.7

59

1.4

29

6.9

16

4.8

24

2.7

13

4.8

32

5.2

43

FRS Select U.S. Bond Enhanced Index Fund
Barclays Capital Aggregate Bond Index

6.7
6.5

97
97

6.5
5.9

59
60

5.9
5.2

32
33

7.1
7.0

18
20

4.3
4.3

58
57

2.5
2.4

57
59

4.3
4.3

98
98

4.2
4.1

99
99

Pyramis Intermediate Duration Pool Fund
Barclays Capital Int Aggregate

7.0
6.1

67
88

11.9
6.5

58
91

-1.7
4.9

43
13

6.0
7.0

42
14

4.8
4.6

26
33

2.2
2.0

48
63

3.9
3.7

70
79

5.0
3.8

46
79

FRS Select High Yield Fund
Barclays Capital U.S. High Yield Ba-2%
Issuer Cap

13.6

77

--

--

--

--

--

--

--

--

--

--

--

--

--

--

13.9

65

--

--

--

--

--

--

--

--

--

--

--

--

--

--

PIMCO Total Return Fund
Barclays Capital Aggregate Bond Index

8.7
6.5

33
81

13.7
5.9

48
92

4.7
5.2

15
10

8.9
7.0

2
15

3.9
4.3

82
44

2.8
2.4

11
30

5.0
4.3

27
54

5.3
4.1

41
69

Balanced Funds
FRS Select Conservative Balanced Fund
Conservative Balanced Fund Target
Benchmark

Cash
FRS Select Yield Plus Money Market Active
Fund
iMoneyNet Prime Institutional Average
TIPS
FRS Select TIPS Fund
Barclays Capital US TIPS
Fixed Income
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FRS Investment Plan

As of September 30, 2011

$6,371.1 Million and 100.0% of Fund

Calendar Year Performance

Name

2010
(%)

Rank

2009
(%)

Rank

2008
(%)

Rank

2007
(%)

Rank

2006
(%)

Rank

2005
(%)

Rank

2004
(%)

Rank

2003
(%)

Rank

_

Domestic Equity

20.4

35

30.9

36

-36.5

40

5.2

51

14.1

64

8.2

32

12.9

49

31.9

43

FRS Select U.S. Stock Market Index Fund
Russell 3000 Index

17.1
16.9

12
13

28.6
28.3

42
43

-37.2
-37.3

53
56

5.2
5.1

60
63

15.7
15.7

37
34

6.2
6.1

52
53

12.0
11.9

35
35

30.9
31.1

22
22

FRS Select U.S. Large Value Stock Fund
Russell 1000 Value Index

15.2
15.5

33
29

20.8
19.7

66
73

-35.2
-36.8

36
57

---

---

---

---

---

---

---

---

---

---

QMA Mid Cap Quantitative Core Fund
S&P MidCap 400

28.9
26.6

13
26

36.5
37.4

50
46

-36.8
-36.2

27
25

8.3
8.0

55
56

11.9
10.3

53
63

11.6
12.5

42
31

---

---

---

---

13.6

70

41.5

25

-37.3

25

11.9

66

4.1

84

13.3

16

4.6

88

24.1

78

16.7

42

37.2

38

-38.4

36

11.8

66

9.1

38

5.3

70

6.3

73

29.7

43

Pioneer Fund
S&P 500 Index

16.2
15.1

19
31

24.9
26.5

70
54

-34.1
-37.0

17
44

5.1
5.5

64
50

16.9
15.8

18
32

6.8
4.9

42
65

12.1
10.9

32
46

25.1
28.7

80
40

Fidelity Growth Company Fund
Russell 3000 Growth Index

20.8
17.6

12
33

41.5
37.0

25
38

-40.7
-38.4

52
36

20.2
11.4

21
71

9.8
9.5

31
35

13.8
5.2

15
71

12.4
6.9

23
69

41.7
31.0

7
34

American Beacon Small Cap Value Fund
Russell 2000 Value Index

26.2
24.5

47
72

35.4
20.6

31
91

-31.9
-28.9

57
35

-6.4
-9.8

50
79

14.7
23.5

73
9

5.8
4.7

61
74

---

---

---

---

T. Rowe Price Small Cap Stock Fund
Russell 2000 Index

32.5
26.9

21
57

38.5
27.2

37
83

-33.3
-33.8

7
7

-1.7
-1.6

90
90

12.8
18.4

44
9

8.4
4.6

37
71

18.8
18.3

20
20

32.4
47.3

94
38

Fidelity Low Priced Stock Fund
Russell 2500 Value Index

21.0
24.8

74
42

39.4
27.7

29
90

-36.0
-32.0

26
14

3.4
-7.3

69
99

18.0
20.2

15
9

8.9
7.7

53
65

22.5
21.6

13
19

41.2
44.9

33
22

10.1

63

34.8

43

-40.9

17

15.0

36

23.2

76

14.9

52

17.9

60

35.1

59

9.2
8.9

68
70

32.3
33.7

52
47

-42.5
-43.6

32
41

12.7
12.4

49
51

25.8
25.7

48
49

14.7
14.5

55
58

20.5
20.4

36
37

39.2
39.4

39
39

American Funds New Perspective Fund
MSCI World Index

13.0
11.8

49
59

37.7
30.0

32
60

-37.7
-40.7

24
48

16.3
9.0

30
59

20.1
20.1

53
53

11.5
10.0

56
64

14.5
15.2

62
55

37.1
33.8

35
54

American Funds Euro-Pacific Growth Fund
MSCI All Country World ex-U.S. Index

9.8
11.6

62
44

39.6
32.5

18
42

-40.3
-43.1

10
39

19.3
11.6

15
60

22.3
26.9

84
27

21.4
14.0

12
59

---

---

---

---

FRS Select U.S. Large Growth Stock Active
Fund
Russell 1000 Growth Index

International/Global Equity
FRS Select Foreign Stock Index Fund
MSCI World ex USA

XXXXX
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FRS Investment Plan

As of September 30, 2011

$6,371.1 Million and 100.0% of Fund

Asset Allocation
Total Market
Value

% of
Portfolio

U.S. Equity

Non-U.S. Equity

Balanced

Fixed Income

TIPS

Cash

_

Balanced Funds
FRS Select Conservative Balanced Fund
FRS Select Moderate Balanced Fund
FRS Select Aggressive Balanced Fund
Cash
FRS Select Yield Plus Money Market Active Fund
TIPS
FRS Select TIPS Fund
Fixed Income
FRS Select U.S. Bond Enhanced Index Fund
Pyramis Intermediate Duration Pool Fund
FRS Select High Yield Fund
PIMCO Total Return Fund
Domestic Equity
FRS Select U.S. Stock Market Index Fund
FRS Select U.S. Large Value Stock Fund
QMA Mid Cap Quantitative Core Fund
FRS Select U.S. Large Growth Stock Active Fund
Pioneer Fund
Fidelity Growth Company Fund
American Beacon Small Cap Value Fund
T. Rowe Price Small Cap Stock Fund
Fidelity Low Priced Stock Fund
International/Global Equity
FRS Select Foreign Stock Index Fund
American Funds New Perspective Fund
American Funds Euro-Pacific Growth Fund
Total
Percent of Total

$609,445,585
$1,627,317,845
$478,397,597

9.6%
25.5%
7.5%

$975,596,357

15.3%

$259,925,809

4.1%

$138,515,273
$74,038,940
$126,763,488
$286,360,211

2.2%
1.2%
2.0%
4.5%

$202,379,672
$166,179,590
$227,368,040
$71,017,055
$119,485,097
$258,353,238
$105,114,361
$189,627,086
$21,557,085

3.2%
2.6%
3.6%
1.1%
1.9%
4.1%
1.6%
3.0%
0.3%

$118,157,030
$164,979,664
$150,532,821
$6,371,111,843

1.9%
2.6%
2.4%
100.0%

$609,445,585
$1,627,317,845
$478,397,597
$975,596,357
$259,925,809
$138,515,273
$74,038,940
$126,763,488
$286,360,211
$202,379,672
$166,179,590
$227,368,040
$71,017,055
$119,485,097
$258,353,238
$105,114,361
$189,627,086
$21,557,085

$1,361,081,224
21.4%
XXXXX
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$118,157,030
$164,979,664
$150,532,821
$433,669,515
6.8%

$2,715,161,028
42.6%

$625,677,911
9.8%

$259,925,809
4.1%

$975,596,357
15.3%

FRS Investment Plan

As of September 30, 2011

Asset Allocation
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$6,371.1 Million and 100.0% of Fund

FRS Investment Plan

As of September 30, 2011

$6,371.1 Million and 100.0% of Fund

Manager Scorecard
Statistics Summary
3 Years Ending September 30, 2011
Annualized Return
Annualized
(%)
Standard Deviation

Sharpe Ratio

Tracking Error

Information Ratio

Up Market Capture
Down Market
Ratio (%)
Capture Ratio (%)

_

FRS Investment Plan

3.33%

12.44%

0.26

0.61%

0.97

104.93%

100.55%

FRS Select Conservative Balanced Fund

4.19%

5.55%

0.73

0.38%

1.29

104.25%

97.25%

FRS Select Moderate Balanced Fund

3.33%

12.91%

0.25

0.71%

0.56

106.28%

102.47%

FRS Select Aggressive Balanced Fund

1.30%

17.05%

0.07

0.76%

-0.08

103.42%

102.02%

FRS Select Yield Plus Money Market Active Fund

0.35%

0.10%

2.34

0.11%

-1.35

71.03%

--

FRS Select TIPS Fund

8.28%

8.33%

0.98

0.18%

0.81

100.33%

98.63%

FRS Select U.S. Bond Enhanced Index Fund

8.37%

4.10%

2.01

0.22%

1.80

103.47%

97.51%

Pyramis Intermediate Duration Pool Fund

7.89%

4.16%

1.87

2.19%

0.35

119.51%

141.02%

--

--

--

--

--

--

--

PIMCO Total Return Fund

9.68%

4.13%

2.32

3.03%

0.57

104.59%

52.74%

FRS Select U.S. Stock Market Index Fund

1.56%

22.17%

0.06

0.09%

1.16

100.45%

99.98%

FRS Select U.S. Large Value Stock Fund

-0.39%

23.17%

-0.02

1.40%

0.81

102.85%

98.99%

QMA Mid Cap Quantitative Core Fund

4.60%

26.56%

0.17

2.39%

0.23

109.27%

102.44%

FRS Select U.S. Large Growth Stock Active Fund

5.84%

20.24%

0.28

2.80%

0.41

95.69%

95.11%

Pioneer Fund

-0.91%

21.47%

-0.05

2.71%

-0.79

95.41%

102.53%

Fidelity Growth Company Fund

7.03%

22.26%

0.31

3.82%

0.67

118.27%

102.65%

American Beacon Small Cap Value Fund

0.98%

29.58%

0.03

3.75%

1.00

108.60%

97.85%

T. Rowe Price Small Cap Stock Fund

6.14%

26.94%

0.22

2.78%

2.34

105.75%

93.44%

Fidelity Low Priced Stock Fund

7.00%

23.59%

0.29

6.86%

1.01

85.78%

84.41%

FRS Select Foreign Stock Index Fund

-1.04%

26.57%

-0.04

2.34%

-0.07

108.32%

102.92%

American Funds New Perspective Fund

2.87%

22.33%

0.12

3.55%

0.83

102.33%

95.36%

American Funds Euro-Pacific Growth Fund

0.86%

24.88%

0.03

4.26%

0.29

102.08%

98.65%

FRS Select High Yield Fund

XXXXX

The three year performance history is not available for the FRS Select High Yield Fund. The inception date for the fund is January 2010.
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Appendix

Market Returns

Domestic Stock Indices:
Dow Jones US Total Stock Index
S&P 500 Index
Russell 3000 Index
Russell 1000 Value Index
Russell 1000 Growth Index
Russell MidCap Value Index
Russell MidCap Growth Index
Russell 2000 Value Index
Russell 2000 Growth Index
Domestic Bond Indices:
Barclays Capital Aggregate Index
Barclays Capital Govt/Credit Index
Barclays Capital Long Govt/Credit Index
Barclays Capital 1-3 Year Govt/Credit Index
Barclays Capital U.S. MBS Index
Barclays Capital High Yield Index
Barclays Capital Universal Index
Real Estate Indices:
NCREIF Property Index
NCREIF ODCE Index
Dow Jones Real Estate Securities Index
FTSE NAREIT US Real Estate Index
Foreign/Global Stock Indices:
MSCI All Country World Index
MSCI All Country World IMI
MSCI All Country World ex-U.S. Index
MSCI All Country World ex-U.S. IMI
MSCI All Country World ex-U.S. Small Cap Index
MSCI EAFE Index
MSCI EAFE IMI
MSCI EAFE Index (in local currency)
MSCI Emerging Markets IMI
Foreign Bond Indices:
Citigroup World Gov't Bond Index
Citigroup Hedged World Gov't Bond Index
Cash Equivalents:
Treasury Bills (30-Day)
EnnisKnupp STIF Index
Inflation Index:
Consumer Price Index

Third
Quarter

1-Year

-15.2
-13.9
-15.3
-16.2
-13.1
-18.5
-19.3
-21.5
-22.2

0.7
1.1
0.5
-1.9
3.8
-2.4
0.8
-6.0
-1.1

1.7
1.2
1.4
-1.5
4.7
2.0
5.9
-2.8
2.1

-0.7
-1.2
-0.9
-3.5
1.6
-0.8
1.6
-3.1
1.0

3.9
2.8
3.5
3.4
3.0
7.5
6.7
6.5
5.5

5.4
5.2
5.4
6.1
4.2
8.6
6.0
7.6
3.0

3.8
4.7
15.6
0.3
2.4
-6.1
2.9

5.3
5.1
12.7
1.3
5.6
1.8
4.8

8.0
8.4
14.9
3.6
7.0
13.8
8.2

6.5
6.5
9.4
4.1
6.7
7.1
6.4

5.7
5.7
8.3
3.7
5.6
8.8
5.9

6.5
6.5
8.5
4.8
6.4
6.7
6.5

3.3
3.3
-14.9
-15.1

16.1
17.2
1.6
0.9

-1.4
-7.2
-2.3
-2.0

3.4
-0.9
-3.3
-2.4

7.8
4.9
9.1
9.2

9.4
7.3
9.2
9.1

-17.4
-17.9
-19.9
-19.9
-20.0
-19.0
-19.0
-15.7
-22.7

-6.0
-6.0
-10.8
-10.6
-9.4
-9.4
-8.9
-10.8
-16.7

0.6
1.2
0.5
1.3
8.0
-1.1
-0.4
-3.5
7.2

-1.6
-1.3
-1.6
-1.3
0.7
-3.5
-3.2
-6.1
5.2

4.5
5.2
6.8
7.5
11.4
5.0
5.6
1.3
16.1

4.3
4.4
4.2
4.1
5.0
3.3
3.4
2.2
4.8

0.9
3.0

4.1
1.3

8.1
4.6

7.8
4.4

8.0
4.4

5.7
5.9

0.0
0.1

0.1
0.3

0.1
0.5

1.3
2.1

1.6
2.3

2.6
3.4

0.5

3.9

1.2

2.3

2.4

2.5
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Annualized Periods Ending 9/30/11
3-Year
5-Year
10-Year

15-Year

Benchmark Descriptions
Balanced Benchmarks - A weighted average composite of the underlying components' benchmarks for each fund.
iMoneyNet Money Fund Average - 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.
Barclays Capital Inflation Index - Measures the performance of the U.S. Treasury Inflation-Protected Securities ("TIPS") market.
Barclays Capital 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 Capital 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.
Barclays Capital U.S. High Yield Ba-2% Issuer Cap Index - An index composed of non-investment grade corporate debt denominated in U.S. dollars. The issues have to have
an outstanding par value of $150 million or greater and at least one year of maturity remaining.
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 3000 Growth Index - Measures the performance of those Russell 3000 companies with higher price-to-book ratios and higher forecasted growth values.
Russell 1000 Value Index - An index that measures the performance of those Russell 1000 companies with lower price-to-book ratios and lower I/B/E/S growth forecasts.
Russell 1000 Growth Index - An index that measures the performance of those Russell 1000 companies with higher price-to-book ratios and higher I/B/E/S growth forecasts.
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Benchmark Descriptions
Russell 2000 Value Index - A capitalization-weighted index representing those companies within the Russell 2000 Index with lower price-to-book ratios and
lower I/B/E/S earnings growth forecasts.
Russell 2000 Index - An index that measures the performance of approximately 2000 small capitalization stocks.
Russell 2500 Value Index - A capitalization-weighted index representing those companies within the Russell 2500 Index with lower price-to-book ratios and
lower I/B/E/S earnings growth forecasts.
S&P 400 Mid-Cap Index - A market capitalization-weighted index of stocks in all major industries in the mid-range of the U.S. stock market.
S&P 500 Index - A capitalization-weighted stock index consisting of 500 of the largest publicly traded U.S. stocks by capitalization.
MSCI All Country World ex-US Index - A capitalization-weighted index consisting of 23 developed and 21 emerging countries, but excluding the U.S.
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 World ex-U.S. Index - A capitalization-weighted index of stocks representing 22 developed country stock markets, including Canada and excluding
the U.S. market.
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Description of Universes
FRS Select Yield Plus Money Market Active Fund - A money market universe calculated and provided by Morningstar.
FRS Select TIPS Fund - An inflation-protected bond universe calculated and provided by Morningstar.
FRS Select U.S. Bond Enhanced Index Fund - A long-term bond fixed income universe calculated and provided by Morningstar.
Pyramis Intermediate Duration Pool Fund - A broad intermediate-term fixed income universe calculated and provided by Morningstar.
FRS Select High Yield Fund - A high yield bond fixed income universe calculated and provided by Morningstar.
PIMCO Total Return Fund - A broad intermediate-term fixed income universe calculated and provided by Morningstar.
FRS Select U.S. Stock Market Index Fund - A large-cap blend universe calculated and provided by Morningstar.
FRS Select U.S. Large Value Stock Fund - A large-cap value universe calculated and provided by Morningstar.
QMA Mid Cap Quantitative Core Fund - A mid-cap universe calculated and provided by Morningstar.
FRS Select U.S. Large Growth Stock Active Fund - A large-cap growth universe calculated and provided by Morningstar.
Pioneer Fund - A large-cap blend universe calculated and provided by Morningstar.
Fidelity Growth Company Fund - A large-cap growth universe calculated and provided by Morningstar.
American Beacon Small Cap Value Fund - A small-cap value universe calculated and provided by Morningstar.
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Description of Universes
T. Rowe Price Small Cap Stock Fund - A small-cap growth universe calculated and provided by Morningstar.
Fidelity Low Priced Stock Fund - A mid-cap blend universe calculated and provided by Morningstar.
FRS Select Foreign Stock Index Fund - A foreign blend universe calculated and provided by Morningstar.
American Funds New Perspective Fund - A global stock universe calculated and provided by Morningstar.
American Funds Euro-Pacific Growth Fund - A foreign large blend universe calculated and provided by Morningstar.
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LCEF Total Fund

LCEF Total Fund

As of September 30, 2011

$685.4 Million and 100.0% of Fund

Plan Summary

Summary of Cash Flows
Sources of Portfolio Growth

Third Quarter

Fiscal YTD*

$767,566,265

$767,566,265

$0

$0

-$82,183,635

-$82,183,635

$685,382,630

$685,382,630

_

Beginning Market Value
Net Additions/Withdrawals
Investment Earnings
Ending Market Value
_

*Period July 2011 - September 2011

2

LCEF Total Fund

As of September 30, 2011

Plan Performance
Benchmark: Total Endowment Target

3

$685.4 Million and 100.0% of Fund

LCEF Total Fund

As of September 30, 2011

$685.4 Million and 100.0% of Fund

Trailing Period Performance
Ending September 30, 2011
Name

Market Value
($)

% of
Policy %
Portfolio

2011
Q3 Rank
(%)

YTD
Rank
(%)

1 Yr
Rank
(%)

3 Yrs
Rank
(%)

5 Yrs
10 Yrs
Rank
Rank
(%)
(%)

_

LCEF Total Fund
Total Endowment Target
Domestic Equity
Russell 3000 ex-Tobacco
Foreign Equity
MSCI ACWI ex-U.S. IMI ex-Tobacco
Fixed Income
Barclays Capital Aggregate Bond Index
TIPS
Barclays Capital U.S. TIPS
Cash Equivalents
S&P US AAA & AA Rated GIP 30D

685,382,630

100.0

100.0

-10.7
-10.7

80
80

-5.4
-6.0

68
76

2.0
1.0

51
57

2.9
2.0

52
74

0.9
0.4

79
86

5.1
4.7

69
76

391,390,669

57.1

59.0

-15.4
-15.5

63
64

-10.0
-10.2

65
66

0.5
0.3

43
49

1.4
1.2

55
57

-1.0
-1.1

57
58

3.3
3.4

66
66

82,550,513

12.0

12.0

-19.1
-20.1

67
71

-12.4
-17.3

20
80

-3.7
-10.9

15
71

2.3
1.2

33
51

-1.7
-1.3

71
67

7.1
6.9

33
40

122,374,091

17.9

17.0

3.6
3.8

11
9

6.4
6.6

23
20

5.2
5.3

22
22

7.6
8.0

69
65

6.5
6.5

58
56

5.7
5.7

44
45

81,736,890

11.9

11.0

4.5
4.5

---

10.6
10.6

---

9.8
9.9

---

8.8
8.1

---

7.7
7.1

---

7.6
7.2

---

7,330,366

1.1

1.0

-0.2
0.1

---

0.1
0.2

---

0.6
0.3

---

1.4
0.5

---

2.4
1.9

---

2.4
2.1

---

XXXXX

Benchmark and universe descriptions are provided in the Appendix.
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LCEF Total Fund

As of September 30, 2011

$685.4 Million and 100.0% of Fund

Calendar Year Performance

Name

2010
Rank
(%)

2009
Rank
(%)

2008
Rank
(%)

2007
Rank
(%)

2006
Rank
(%)

2005
Rank
(%)

2004
Rank
(%)

2003
Rank
(%)

2002
Rank
(%)

2001
Rank
(%)

_

LCEF Total Fund
Total Endowment Target

14.0
13.7

11
14

21.2
19.6

28
35

-29.2
-28.9

74
74

6.3
6.5

92
89

15.0
14.0

40
52

7.4
6.7

69
80

12.0
12.1

54
51

25.0
24.9

25
25

-10.9
-11.0

66
66

-6.1
-6.4

60
63

Domestic Equity
Russell 3000 exTobacco

17.0

48

28.5

52

-37.4

46

5.0

71

14.6

43

5.7

77

11.9

72

30.6

72

-21.6

72

-12.0

75

16.8

51

28.4

53

-37.5

47

5.0

71

15.6

29

5.9

72

11.8

73

30.9

65

-21.8

74

-11.8

75

Foreign Equity
MSCI ACWI ex-U.S.
IMI ex-Tobacco

16.6

15

39.8

36

-49.0

99

14.3

61

28.4

12

21.2

6

16.2

83

39.4

38

-15.3

57

-18.7

59

12.7

54

43.8

28

-46.1

71

16.5

38

26.6

18

16.6

42

20.8

29

40.9

19

-14.9

52

-20.3

81

Fixed Income
Barclays Capital
Aggregate Bond Index

7.0

73

4.6

85

5.8

14

7.3

43

4.4

35

2.7

24

4.4

69

4.1

90

11.0

2

8.3

46

6.5

75

5.9

78

5.2

20

7.0

50

4.3

37

2.4

54

4.3

70

4.1

90

10.3

6

8.4

42

TIPS
Barclays Capital U.S.
TIPS

6.1

--

13.3

--

-2.0

--

12.4

--

0.8

--

2.9

--

8.8

--

8.4

--

17.0

--

8.2

--

6.3

--

11.4

--

-2.4

--

11.6

--

0.4

--

2.8

--

8.5

--

8.4

--

16.6

--

7.9

--

Cash Equivalents
S&P US AAA & AA
Rated GIP 30D

2.0

--

2.6

--

0.5

--

5.4

--

5.2

--

3.3

--

1.4

--

1.2

--

1.7

--

3.7

--

0.3

--

0.7

--

2.3

--

4.7

--

5.1

--

3.4

--

1.4

--

1.1

--

1.7

--

3.6

--

XXXXX
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LCEF Total Fund

As of September 30, 2011

$685.4 Million and 100.0% of Fund

Universe Comparison
Benchmark: Total Endowment Target

Universe: Endowments Net
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LCEF Total Fund

As of September 30, 2011

$685.4 Million and 100.0% of Fund

Universe Asset Allocation Comparison
Benchmark: Total Endowment Target

Universe: Endowments Net

LCEF Total Fund

BNY Mellon Endowment Universe

7

LCEF Total Fund

As of September 30, 2011

$685.4 Million and 100.0% of Fund

Risk Profile
Benchmark: Total Endowment Target

Universe: Endowments Net
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LCEF Total Fund

As of September 30, 2011

Attribution

9

$685.4 Million and 100.0% of Fund

LCEF Total Fund

As of September 30, 2011

Asset Allocation

10

$685.4 Million and 100.0% of Fund

Domestic Equity

Domestic Equity

As of September 30, 2011

Overview
Benchmark: Russell 3000 ex-Tobacco

12

$391.4 Million and 57.1% of Fund

Domestic Equity

As of September 30, 2011

$391.4 Million and 57.1% of Fund

Universe Comparison
Benchmark: Russell 3000 ex-Tobacco

Universe: Endowments - US Eq Net
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Domestic Equity

As of September 30, 2011

$391.4 Million and 57.1% of Fund

Risk Profile
Benchmark: Russell 3000 ex-Tobacco

Universe: Endowments - US Eq Net

14

Foreign Equity

Foreign Equity

As of September 30, 2011

Overview
Benchmark: MSCI ACWI ex-U.S. IMI ex-Tobacco

16

$82.6 Million and 12.0% of Fund

Foreign Equity

As of September 30, 2011

$82.6 Million and 12.0% of Fund

Universe Comparison
Benchmark: MSCI ACWI ex-U.S. IMI ex-Tobacco

Universe: Endowments - Non-US Eq Net
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Foreign Equity

As of September 30, 2011

$82.6 Million and 12.0% of Fund

Risk Profile
Benchmark: MSCI ACWI ex-U.S. IMI ex-Tobacco

Universe: Endowments - Non-US Eq Net

18

Fixed Income

Fixed Income

As of September 30, 2011

Overview
Benchmark: Barclays Capital Aggregate Bond Index

20

$122.4 Million and 17.9% of Fund

Fixed Income

As of September 30, 2011

$122.4 Million and 17.9% of Fund

Universe Comparison
Benchmark: Barclays Capital Aggregate Bond Index

Universe: Endowments - US FI Net

21

Fixed Income

As of September 30, 2011

$122.4 Million and 17.9% of Fund

Risk Profile
Benchmark: Barclays Capital Aggregate Bond Index

Universe: Endowments - US FI Net
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TIPS

TIPS

As of September 30, 2011

Overview
Benchmark: Barclays Capital U.S. TIPS

24

$81.7 Million and 11.9% of Fund

TIPS

As of September 30, 2011

Risk Profile
Benchmark: Barclays Capital U.S. TIPS

25

$81.7 Million and 11.9% of Fund

(This page left blank intentionally)

Cash Equivalents

Cash Equivalents

As of September 30, 2011

Overview
Benchmark: S&P US AAA & AA Rated GIP 30D

28

$7.3 Million and 1.1% of Fund

Cash Equivalents

As of September 30, 2011

Risk Profile
Benchmark: S&P US AAA & AA Rated GIP 30D

29

$7.3 Million and 1.1% of Fund

(This page left blank intentionally)

Appendix

As of September 30, 2011

Securities Lending

32

Market Returns

Domestic Stock Indices:
Dow Jones US Total Stock Index
S&P 500 Index
Russell 3000 Index
Russell 1000 Value Index
Russell 1000 Growth Index
Russell MidCap Value Index
Russell MidCap Growth Index
Russell 2000 Value Index
Russell 2000 Growth Index
Domestic Bond Indices:
Barclays Capital Aggregate Index
Barclays Capital Govt/Credit Index
Barclays Capital Long Govt/Credit Index
Barclays Capital 1-3 Year Govt/Credit Index
Barclays Capital U.S. MBS Index
Barclays Capital High Yield Index
Barclays Capital Universal Index
Real Estate Indices:
NCREIF Property Index
NCREIF ODCE Index
Dow Jones Real Estate Securities Index
FTSE NAREIT US Real Estate Index
Foreign/Global Stock Indices:
MSCI All Country World Index
MSCI All Country World IMI
MSCI All Country World ex-U.S. Index
MSCI All Country World ex-U.S. IMI
MSCI All Country World ex-U.S. Small Cap Index
MSCI EAFE Index
MSCI EAFE IMI
MSCI EAFE Index (in local currency)
MSCI Emerging Markets IMI
Foreign Bond Indices:
Citigroup World Gov't Bond Index
Citigroup Hedged World Gov't Bond Index
Cash Equivalents:
Treasury Bills (30-Day)
EnnisKnupp STIF Index
Inflation Index:
Consumer Price Index

Third
Quarter

1-Year

-15.2
-13.9
-15.3
-16.2
-13.1
-18.5
-19.3
-21.5
-22.2

0.7
1.1
0.5
-1.9
3.8
-2.4
0.8
-6.0
-1.1

1.7
1.2
1.4
-1.5
4.7
2.0
5.9
-2.8
2.1

-0.7
-1.2
-0.9
-3.5
1.6
-0.8
1.6
-3.1
1.0

3.9
2.8
3.5
3.4
3.0
7.5
6.7
6.5
5.5

5.4
5.2
5.4
6.1
4.2
8.6
6.0
7.6
3.0

3.8
4.7
15.6
0.3
2.4
-6.1
2.9

5.3
5.1
12.7
1.3
5.6
1.8
4.8

8.0
8.4
14.9
3.6
7.0
13.8
8.2

6.5
6.5
9.4
4.1
6.7
7.1
6.4

5.7
5.7
8.3
3.7
5.6
8.8
5.9

6.5
6.5
8.5
4.8
6.4
6.7
6.5

3.3
3.3
-14.9
-15.1

16.1
17.2
1.6
0.9

-1.4
-7.2
-2.3
-2.0

3.4
-0.9
-3.3
-2.4

7.8
4.9
9.1
9.2

9.4
7.3
9.2
9.1

-17.4
-17.9
-19.9
-19.9
-20.0
-19.0
-19.0
-15.7
-22.7

-6.0
-6.0
-10.8
-10.6
-9.4
-9.4
-8.9
-10.8
-16.7

0.6
1.2
0.5
1.3
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Annualized Periods Ending 9/30/11
3-Year
5-Year
10-Year

15-Year

Benchmark Descriptions
LCEF Total Fund
Total Endowment Target - A weighted blend of the individual asset class target benchmarks.
Total Domestic Equity
Russell 3000 Index ex-Tobacco - An index that measures the performance of the 3,000 stocks that make up the Russell 1000 and Russell 2000 Indices, while excluding tobacco
companies.
Total Foreign Equity
MSCI ACWI ex-U.S. IMI ex-Tobacco - A capitalization-weighted index representing 44 countries, but excluding the United States. The Index includes 23 developed and 21
emerging market countries, and excludes tobacco companies.
Total Fixed Income
Barclays Capital Aggregate Bond Index - A market value-weighted index consisting of the Barclays Capital Credit, Government, and Mortgage-Backed Securities Indices. The Index
also includes credit card, auto, and home equity loan-backed securities. This Index is the broadest available measure of the aggregate investment grade U.S. fixed income market.
Total TIPS
Barclays Capital U.S. TIPS - A market value-weighted index consisting of U.S. Treasury Inflation-Protected Securities with one or more years remaining until maturity with total
outstanding issue size of $500m or more.
Total Cash Equivalents
S&P U.S. AAA & AA Rated GIP 30 Day - An unmanaged market index representative of the Local Government Investment Pool.
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Universe Descriptions
LCEF Total Fund
A universe comprised of 87 total endowment portfolio returns, net of fees, calculated and provided by BNY Mellon Performance & Risk Analytics. Aggregate assets in the universe
comprised $203.2 billion as of quarter-end and the average market value was $2.0 billion.

Total Domestic Equity
A universe comprised of 56 total domestic equity portfolio returns, net of fees, of endowment plans calculated and provided by BNY Mellon Performance & Risk
Analytics. Aggregate assets in the universe comprised $58.4 billion as of quarter-end and the average market value was $590.4 million.

Total Foreign Equity
A universe comprised of 57 total foreign equity portfolio returns, net of fees, of endowment plans calculated and provided by BNY Mellon Performance & Risk Analytics. Aggregate
assets in the universe comprised $22.5 billion as of quarter-end and the average market value was $253.3 million.

Total Fixed Income
A universe comprised of 54 total fixed income portfolio returns, net of fees, of endowment plans calculated and provided by BNY Mellon Performance & Risk Analytics. Aggregate
assets in the universe comprised $26.2 billion as of quarter-end and the average market value was $300.6 million.
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Explanation of Exhibits
Quarterly and Cumulative Excess Performance - The vertical axis, excess return, is a measure of fund performance less the return of the primary benchmark. The horizontal axis
represents the time series. The quarterly bars represent the underlying funds' relative performance for the quarter.

Risk-Return Graph - The horizontal axis, annualized standard deviation, is a statistical measure of risk, or the volatility of returns. The vertical axis is the annualized rate of return.
As investors generally prefer less risk to more risk and always prefer greater returns, the upper left corner of the graph is the most attractive place to be. The line on this exhibit
represents the risk and return tradeoffs associated with market portfolios, or index funds.

Ratio of Cumulative Wealth Graph - An illustration of a portfolio's cumulative, un-annualized performance relative to that of its benchmark. An upward-sloping line indicates
superior fund performance versus its benchmark. Conversely, a downward-sloping line indicates underperformance by the fund. A flat line is indicative of benchmark-like
performance.
Performance Comparison - Universe Comparison - An illustration of the distribution of returns for a particular asset class. The component's return is indicated by the circle and
its performance benchmark by the triangle. The top and bottom borders represent the 5th and 95th percentiles, respectively. The solid line indicates the median while the dotted
lines represent the 25th and 75th percentiles.
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Agenda
• Overview of Mercer Investment Consulting
• Scope of Services with SBA
• Capital Markets Overview
• Initial Observations of SBA public markets investment programs
• Solicit input from IAC on form and structure of next annual review
• Project focus over the next year
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Mercer Investment Consulting

Mercer Investments Global Leadership
President, Investments
Phil de Cristo
(Boston)
Wealth
Management

Investment
Consulting

Investment
Management

Global CIO

Cara Williams
(London)

Asghar Alam
(New York)

Rich Nuzum
(New York)

Andrew Kirton
(London)

Solutions
Management
David Goldenberg
(New York)

Global COO

Finance

Ken Crotty
(Boston)

Andrew Boyle
(Boston)
HR
Sarah Pearse
(London)
Legal
Scott Zoltowski
(Boston)

Key Facts (As of September 30, 2011)
 Over $4 Trillion Consulting Assets Under Advisement
 $47.6B Assets Under Management
– $3.6B Dynamic De-risking Assets; 32 clients
 Asset Mix:
– 57% Equity
– 30% Fixed Income
– 13% Other
 2010 Revenue: $370.4M
 216 Investment Funds

MERCER

 Approximately 350 discretionary clients
 Approximately 3,000 active consulting clients worldwide
 59 Offices worldwide
 1,341 Employees worldwide
– Investment Management – 115
– Investment Consulting – 1,044
– CIO Group – 160
– Other – 22
 4,700+ Managers with 23,000+ strategies in Global
Investment Manager Database (“GIMD”)
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Global CIO Group
Manager Research Boutique Structure
CIO Group
Andrew Kirton
(London)

Global Director
Manager Research
Andy Barber
(London)

Alternatives Boutique
David Kaposi
Global Head
(Toronto)
43 Specialists*
1,469 Strategies

Global Head
Manager Research Boutiques
Anthony Lane
(London)

Equity Boutique
Deb Clarke
Global Head
(London)

Bond Boutique
Paul Cavalier
Global Head
(London)

Real Estate Boutique
Allison Yager
Global Head
(Atlanta)

39 Specialists*
3,444 Strategies

14 Specialists*
1,487 Strategies

13 Specialists*
420 Strategies

10 Central Research Staff

Key Facts (As of September 30, 2011)
 Largest Manager Research Centers:

- Chicago
- London
*All personnel are counted in one Boutique category
although 5 have dual responsibilities.
MERCER

- Sydney
- Toronto
- St. Louis
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Investment Consulting
Global Business Leader
Investment Consulting
Asghar Alam
(New York)

Global/Specialty Groups

Europe, Middle
East and Africa

Canada
& Latin America

US

Asia Pacific

Financial Strategy
Group

Tom Geraghty
(Dublin)

Ted Singeris
(Montreal)

Jeff Schutes
(Chicago)

Simon Eagleton
(Singapore)

Mick Moloney
(New York)

Key Facts (As of September 30, 2011)
 59 offices in 25 countries
 $4 trillion in assets under advisement globally
 Approximately 3,000 clients
 1,044 Employees:

–
–
–
–
–

MERCER

US: 305
Canada/LatAm: 107
EMEA: 423
APAC: 128
Other: 81

11/28/2011

ART
Lars Asplund
(New York)
Sales & Marketing
Linda Russheim
(London)
Solutions Delivery
Mike Mandrea
(Chicago)

Scope of Services with the SBA

MERCER

Public Markets Implementation Consultant
• Provide advice and independent oversight of public market investment portfolios for the following plans
– Florida Retirement System Pension Plan
– Florida Retirement System Investment Plan
– Lawton Chiles Endowment Fund
– Local Government Surplus Funds Trust Fund
– Other SBA-direct funds, as designated by the SBA
• Specifically, Mercer will
– Revise and implement Manager Monitoring Guidelines
– Engage with SBA staff in the evaluation and monitoring of SBA investment managers
– Assign a rating to each external and internal SBA portfolio
– Evaluate performance of portfolios relative to appropriate market indices, custom peer groups, and
relative to risks incurred
– Provide timely, proactive communication relative to SBA’s external investment managers
– Assist staff as needed in termination of existing and hiring of new investment managers
– Provide advice related to the structure of each public market portfolio
- Use of active/passive management
- Number and types of managers to employ
- Appropriate active risk levels

MERCER
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Capital Markets Overview

Performance Summary
Third Quarter and Year to Date
Market Performance
Third Quarter 2011
Russell 3000
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-15.5

MSCI World Small Cap
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NAREIT Global REITs
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Market Performance
Year to Date through September 2011
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Macro Environment
Economic Review

Personal Consumption Expenditures
Residential Fixed Investment
Non-Residential Fixed Investment
Government Consumption
Change in Inventories
Trade Balance
GDP

Contribution
3Q
to 3Q
Growth (%) Growth (%)
2.4
1.7
2.4
0.1
16.3
1.5
0.0
0.0
(1.1)
0.2
2.5

Source: Bureau of Economic Analysis

World Economic Growth
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America
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Asia
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Asia

Euro Area

UK

US

World

Japan

-0.5
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 Regardless of whether the economy enters a technical
recession, we will likely remain in a prolonged period of slow
growth. The economy must face the headwinds of
unsustainable fiscal policies, excessive household debt, and
worsening demographics.

 A comprehensive solution to the euro area debt crisis will be
hard to reach, as it likely would require greater European fiscal
integration.
 Growth in emerging market economies continues to be robust.
However, if the developed world slips back into recession,
growth is likely to slow because EM economies remain reliant
on exports.
 Emerging economies have clear structural advantages over the
developed world, but must transition from export and investment
to household consumption.

Source: IMF

MERCER

 Many economists are forecasting a greater risk of a recession
as fiscal stimulus is removed from the economy. The silver
lining is that if a recession does occur, it would probably be mild
because many of the excesses that were present in 2007 have
been purged.

 The eurozone debt crisis deepened during the quarter, with
Spain and Italy coming under further pressure. The health of
European banks, which have substantial exposure to peripheral
debt, was questioned as well. Europe may already be in
recession.

10
8

 The economy expanded at an annualized rate of 2.5% during
the third quarter. Analysts polled by Bloomberg in October
expected 2.0% growth in the fourth quarter.
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Macro Environment
Currencies
Performance of the Dollar

 Since the dollar remains the primary reserve currency, it tends
to rally during financial crises. This was borne out in the third
quarter as the buck appreciated against most other currencies.

20.2

Brazilian Real

13.1

Quarter
Mexican Peso

18.6

YTD

12.6
9.6
9.5

Indian Rupee

 The dollar spiked by 8.3% against the euro, although it slipped
by 4.3% against the yen. It was particularly strong against many
emerging market currencies. It rallied by 20.2% against the
Brazilian real and by 10.3% against the Korean won.
Commodity currencies, including the Canadian and Australian
dollars, were also socked.
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Source: Bloomberg
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Currency Valuation versus US Dollar (Based on Relative PPP)

 The outlook for the dollar against most developed currencies is
ambiguous. The US still runs a large current account deficit,
and the Fed has been more aggressive than other central
banks in expanding its balance sheet. Further, the Fed is likely
to be very slow in lifting rates. Conversely, the dollar is
undervalued against most developed currencies on the basis of
relative purchasing power parity.
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 We still believe the strategic outlook for emerging market
currencies is positive. Over time, these currencies should
appreciate relative to the developed world’s currencies.
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Asset Class
Fixed Income – Interest Rates and Yield Curve
 Despite S&P’s downgrade, Treasury yields plummeted during
the quarter on a flight to safety.

Treasury Yield Curve
Treasuries at 6/30/11
Treasuries at 9/30/11
TIPS at 6/30/11
TIPS at 9/30/11

 The FOMC stated that they are unlikely to raise the Fed Funds
Target Rate until mid-2013 at the earliest, suggesting that cash
rates are likely to remain stuck at zero.
 The Fed also announced a plan to purchase $400B in long-term
Treasuries using existing short-term holdings. Dubbed
“Operation Twist”, the plan seeks to flatten the yield curve by
pushing down Intermediate- and Long-term rates. For example,
the spread between 2-year and 5-year Treasuries fell from 1.3%
at the start of the quarter to 0.7% at quarter end.

(%)

5.0
4.5
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3.5
3.0
2.5
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0.5
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Source: Federal
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Bond Performance by Duration
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BC Treasury
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 The Barclays Long Treasury index rose by 24.7% during the
quarter.
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BC Int. Treasury
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24.7

BC Long Treasury

 The Barclays Intermediate Treasury index gained 3.5% during
the quarter.

27.6

4.7

BC Gov/Credit

7.5

 Short-Duration Treasuries (Barclays 1-3 Year Treasury index)
returned 0.5% for the quarter.

0.3
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Source: Barclays, Bloomberg
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 It was a strong quarter for Treasuries, with long duration bonds
performing extremely well.

0.0
0.1

BC T-Bill 1-3 months

 The yield on the 10-Year Treasury fell from 3.2% to 1.9% during
the quarter and the 30-Year Treasury yield plummeted from
4.4% to 2.9%.
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 TIPS rose 4.5% during Q3. The inflation break-even rate on 10Year TIPS fell from 2.5% to just 1.8%. TIPS are up 10.6% yearto-date.

Returns (%)
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Asset Class
Fixed Income – Credit and Non-US Bonds
Credit Spreads
7

20
OAS to Treasuries I/G Corporates - left scale
OAS to Treasuries MBS - left scale
High Yield Bond Credit Spread - right scale
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Sector, Credit, and Global Bond Performance
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 US High Yield: High yield spreads widened from 5.2% to 8.1%
during the quarter. For the quarter, HY bonds declined 6.1%.
HY bonds currently yield 9.5%.

3.0

BC Credit

JP Morgan GBI-EM Globa. Div.

 U.S. Credit: The option-adjusted spread on the Barclays Credit
index widened from 1.4% to 2.2% during Q3. Credit bonds
currently yield 3.6%. The Barclays Credit index returned 3.0%,
trailing Treasuries by 350 basis points.

 Local Currency EMD: Emerging market currencies were hurt
during September, pushing local currency bonds to a loss of
8.6% for the quarter.

3.8
Quarter

 US Agency and MBS: The Barclays Agency index and the
Barclays MBS index rose 2.4% and 2.4% respectively during the
quarter.

 Global Bonds: The Citigroup World Government Bond index
gained 2.4% in unhedged terms. A rally in the dollar weighed
on returns.

Source: Barclays

BC Aggregate

 Credit Spreads: Credit spreads widened substantially during
the quarter as investors sought the safety of Treasuries.
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Asset Class
US Equities – Style, Sector, Cap Performance
Style and Capitalization Market Performance

Broad Market
 Equities declined during the quarter due to concerns about a US
recession and the sovereign debt crisis in Europe.
Domestically, the Russell 3000 index shed 15.3% during Q3
and 9.9% YTD.

-13.9

S&P 500

Quarter

-8.7

YTD

Russell 1000

-14.7
-9.2
-13.1

Russell 1000 Growth

-7.2
-16.2

Russell 1000 Value

-11.2

Market Cap

-21.9

Russell 2000

-17.0

 Large Caps: The S&P 500 dropped 13.9% during the quarter.
Large caps outperformed small and mid caps during Q3.

-22.2

Russell 2000 Growth

-15.6
-21.5

Russell 2000 Value

-18.5

 Mid Caps: The Russell Midcap index declined 18.9%, trailing
the S&P 500 by 500 basis points.

-18.9

Russell Midcap

-12.3
-19.3

Russell Mid Growth

 Small Caps: The Russell 2000 index tumbled 21.9%. Small
caps underperformed large caps by 800 basis points during the
quarter.
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Source: Standard & Poor's, Russell, Bloomberg

 Value vs. Growth: Within large caps, growth stocks
outperformed value stocks as the Russell 1000 Growth index
fell 13.1% vs. a 16.2% drop in the Russell 1000 Value index.
Large cap value stocks were hurt by the underperformance of
financials. Within mid caps and small caps, value stocks
actually slightly outperformed growth stocks.

Sector Performance
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Source: Russell GICs Sector
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 Defensive sectors such as utilities and consumer staples held
up relatively well during the quarter. For the year-to-date, these
sectors remain positive. Health care stocks have also
maintained a gain for the year.
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 Cyclical sectors underperformed during the quarter. The
materials sector shed 24.1% and financial stocks declined
21.2%.

Returns (%)
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Asset Class
US Equities – Valuation Review
 The downturn in stocks has improved the valuation picture for
equities.

S&P500 – P/E Ratio
50
Shiller's (10-Yr Average Real Earnings)

45

 Based on trailing earnings the S&P 500 looks fairly cheap,
trading at a P/E of just 12.9. The S&P is trading at only 10.7x
forward operating earnings.

Normalized Earnings
40

Reported Earnings

35
30

 The margin on sales for the S&P 500 stands at 8.8%, more than
50% higher than the historical average of 5.8%. Profits as a
share of GDP are at a record high.

25
20
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 Corporations are in relatively strong shape financially and have
been slow to invest and hire during the recovery.

10
5

 However, profit margins are unlikely to maintain such a high
level over a full economic cycle, and we are concerned about
the achievability of current forecasts given the economic
outlook.
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S&P500 – Estimated Equity Risk Premium
Versus Long-Term Treasuries

 Based on Shiller’s P/E 1), the S&P 500 is trading at 19x
earnings. On margin-adjusted earnings, the S&P is trading at a
P/E of 17, which is around fair value.

12
10

 Valuations versus bonds look reasonably attractive due to ultralow interest rates.
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Definitions:
Shiller’s P/E= Current S&P 500 price/average 10-year real earnings
Normalized P/E= Current S&P 500 price/(current trailing twelve month sales * 6.6% profit margin)

Source: S&P, Federal Reserve, Mercer
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Asset Class
International Equities – Performance Review
International Equity Performance

 International equities underperformed domestic stocks during
the quarter. European and emerging markets equities were hit
particularly hard. The MSCI ACWI-ex US index fell 19.9%
during the quarter and is down 16.8% on the year.
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 International small cap stocks outperformed international large
cap stocks. The MSCI EAFE Small Cap index dropped 18.6%
during Q3.
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Source: MSCI, Bloomberg
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Developed Country Performance
Europe

-22.6

Quarter

-15.6

YTD
-20.2

Australia

France
Germany

-17.1

-19.0

Canada

 Emerging market stocks were crushed during the quarter on
concerns about global growth. EM equities shed 15.0% in local
currency terms, which was similar to the 13.9% drop in the S&P
500. However, EM currencies plummeted, leading to a 22.6%
fall in US$ terms. EM equities have underperformed the S&P
500 by 1720 basis points over the last 12 months.
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-29.9
-19.0
-31.0
-21.2
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Japan

-10.9
-15.4

UK

-10.7
-14.2

USA

 International developed stocks as represented by the MSCI
EAFE index dropped 19.0% in US$ terms and 15.7% in local
currency terms. European stocks declined 22.6% in US$ terms
and 17.6% in local currency terms. EMU countries fell 28.4% in
US$ terms. Japanese stocks held up relatively well during the
quarter, losing just 6.4% in US$ terms.
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Emerging Market Performance
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Asset Class
International Equities – Valuation Review
Global Valuations

 The valuation picture for international equities has improved.

25

 The key risk factor is the European sovereign situation, and the
risk that policy mismanagement could lead to bank failures.
Although this “tail risk” may seem unlikely, the European
problems of competitiveness are structural in nature, and will not
be solved quickly. Thus, this source of worry is likely to remain
with markets for some time to come.

20
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Source: MSCI, Bloomberg

1.6

 While macro risks are higher overseas, valuations seem to be
pricing in a fair amount of bad news. European stocks are
trading at a P/E of just 10.3.
 Japan is dealing with massive long-term debt and demographic
issues; however, Japanese stocks also appear reasonably
valued, trading at 5.7x cash flows and 1.0x book value.
 The rest of the world looks like a better value than the US.

Premium / (Discount) of
MSCI Emerging Markets to MSCI World

 Valuations on emerging markets have improved due to their
recent underperformance. Emerging markets are trading at a
P/E of just 10.2x. They are trading at a sizable discount to the
developed world on P/CF and P/E.

20
0

 While EM stocks have higher volatility than domestic stocks and
could be vulnerable in the shorter term, the structural case for
EM outperformance (growth potential, attractive demographics,
and better financial management) remains strong.
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Asset Class
Alternatives – Performance Review
Real Asset Performance

 Global REITs declined 17.7%, with US REITs falling 14.7%.

-14.7

Quarter

NAREIT Equity REITs

-6.0

YTD

 Commodities tumbled during the quarter due to concerns
about global economic growth. The DJ-UBS Commodity index
fell 11.3%.

-17.7

NAREIT Global REITs

-13.9

-11.3

DJ UBS Commodity

-13.6
-11.7

S&P GSCI Commodity

-9.3
-23.2

S&P NA Natural Resources

-18.9
-25

-20

-15

-10
Returns (%)

Source: NAREIT, Dow-Jones UBS, Goldman Sachs

-5

0

 Hedge funds held up better than stocks, but trailed bonds. The
HFRI Fund of Funds Composite index declined 5.0%, while the
S&P 500 tumbled 13.9% and the Barclays Aggregate index rose
3.8%.

Hedge Fund Performance
HFRI Fund of Funds Composite

-5.0
-5.3

Quarter
YTD

-4.1
-3.8

HFRI FOF: Conservative
-6.7
-7.1

HFRI FOF: Diversified

-5.0
-5.3

HFRI FOF: Strategic

-6.2

HFRI Fund Weighted Composite

-5.4
-10.4

HFRI Equity Hedge (Total)

-9.5
-7.3

HFRI Event-Driven (Total)

-4.4
-7.3

HFRI ED: Distressed/Restructuring

-3.5
-3.3

HFRI Relative Value (Total)

-0.4
0.6

HFRI Macro (Total)

-1.7
-12

Source: HFR
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Initial Observations

MERCER

SBA’s Guiding Principles
• All asset classes shall be invested to achieve or exceed the return on 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)
• In 2010, SBA and IAC participated in a business model review with the following conclusions:
– Large cap Domestic Equities active managers would be replaced over time only to the
extent that compelling long-only managers were available; otherwise higher passive
– Small cap Domestic Equities active managers would be replaced as needed
– Active Foreign Equity and Global Equities managers would be replaced as needed
– SBA would study implementing an internal Foreign Equity index fund
– Passive Fixed Income allocation would be increased to a minimum of 50% in order to
lower risk and increase liquidity of the asset class; all passive internally managed
– Internal active Fixed Income would be lowered from 25% to 15% of the asset class and
balance of the asset class (i.e., ~35%) would be invested external active

MERCER

November 28, 2011
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Mercer’s General Observations
• FRS Pension Plan
– All public market investment portfolios are managed in a prudent, risk-controlled fashion
– Appropriate levels of delegation are given to staff
– FRS is a significant user of passive management
– Active risk levels are monitored against predetermined ranges
– Effectively uses internal resources to keep costs low
– Results have been favorable over most time periods
• FRS Investment Plan
– Provides appropriate investment choices along the risk/return spectrum
– Effectively leverages SBA’s market position to provide cost-effective, diversified options –
FRS Select

MERCER
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Global Equity

Global Equity
Overview
• In July 2010 the SBA consolidated its separate allocations to US and non-US equity into a single asset
class
– Supported by globalization trends of economies and capital markets
– Sustained high levels of correlation among markets
• Exposure to non-US equity as a percent of total equity has slowly increased among US institutional
investors over the last five years (36% to 41%)
– Despite the macroeconomic appeal, emerging market exposure has fallen over the past five years (18%
to 16%)
• Currently, the SBA’s exposure relative to peers shows a lower allocation to US equities and a higher
allocation to international equities
FRS

Large
Plan Peers

All
US Plans

US Equity

42.1%

54.3%

56.5%

Non-US Equity

53.1%

39.0%

37.1%

Global Equity

4.8%

4.4%

4.8%

Other Equity

0.0%

2.3%

1.6%

Product

CEM 2010 Survey
MERCER
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Global Equity
Performance
Periods
Ending
9/30/2011

Third Quarter

Year to Date

1 Year

3 Years

5 Years

Inception
(October 1992)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return

FRS Global
Equity1

-17.36% (44)

-12.99% (46)

-4.66% (44)

1.58% (43)

-0.99% (51)

7.58%

Benchmark

-17.82%

-14.05%

-5.79%

0.76%

-1.56%

7.26%

Value Added

0.46%

1.06%

1.13%

0.82%

0.57%

0.32%

• Since consolidating into a single asset class (inception July 2010), the FRS global equity returns have
exceed those of the benchmark
• Performance prior to July 2010 represents consolidated performance of US Equity and Non-US Equity

1 Compared

MERCER

to the Mercer Global Equity universe; rankings are based on gross-of-fees FRS performance
November 28, 2011
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Global Equity
Expected Risk Statistics
Beta

Volatility

Tracking Error

Contribution to Risk

US Equity

0.99

22.54%

0.26%

8.96%

Non-US Equity

0.97

22.44%

0.99%

87.79%

Global Equity

0.90

19.88%

2.72%

3.71%

Non Benchmark
Assets
FRS Global Equity

-0.5%
0.98

21.57%

0.65%

100.0%

Barra GEM2 Model

• Active risk levels within the global equity portfolio are within predetermined ranges and monitored on an
ongoing basis

MERCER
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Global Equity
Implementation Costs
In basis points

FRS

Large Plan Peers Median

Difference

US Equity

6.3

11.2

-4.9

Developed Non-US Equity

24.2

18.6

5.6

Emerging Markets

51.6

44.8

6.8

Global Equity

29.0

30.1

-1.1

CEM 2010 Survey
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US Equity
Implementation Style
FRS active/passive split relative to peers
SBA

Large
Plan Peers

All
US Plans

Large Cap Active

11.3%

17.1%

25.2%

Large Cap Passive

35.2%

30.9%

24.9%

Small/Mid Cap Active

4.3%

6.5%

9.1%

Small/Mid Cap Passive

0.0%

1.3%

2.6%

All Cap Active

3.6%

11.8%

16.0%

45.6%

32.3%

22.2%

Product

All Cap Passive

FRS internal/external split relative to peers
Product

SBA

Large
Plan Peers

All
US Plans

Internal Active

0.0%

11.1%

11.2%

Internal Passive

80.8%

42.2%

25.0%

External Active

19.2%

24.3%

39.0%

0.0%

22.3%

24.7%

External Passive
CEM 2010 Survey
MERCER
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US Equity
Performance
Periods Ending
9/30/2011

Third Quarter

Year to Date

1 Year

3 Years

5 Years

Inception
(April 1988)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return

-15.21% (32)

-9.41% (32)

1.12% (27)

1.92% (22)

-0.71% (49)

8.98%

Benchmark

-15.28%

-9.90%

0.55%

1.45%

-0.92%

8.87%

Value Added

0.07%

0.49%

0.57%

0.47%

0.21%

0.11%

FRS US Equity1

Inception
(January 1994)
FRS Large Cap
Active2

-13.79% (26)

-6.83% (19)

4.19% (13)

2.90% (25)

-0.52% (46)

7.11%

Benchmark

-14.66%

-9.22%

0.93%

1.44%

-0.99%

7.14%

Value Added

0.87%

2.39%

3.26%

1.46%

0.47%

-0.03%
Inception
(January 1994)

FRS Small Cap
Active3

-21.99% (54)

-15.51% (50)

-1.27% (45)

1.98% (50)

-0.26% (58)

8.73%

Benchmark

-21.87%

-17.01%

-3.52%

-0.60%

-1.19%

6.84%

Value Added

-0.12%

1.50%

2.25%

2.58%

0.93%

1.89%
Inception
(April 2005)

FRS All Cap
Active4

-16.84% (60)

-6.03% (12)

5.26% (10)

2.61% (47)

-1.96% (83)

0.26%

Benchmark

-15.28%

-9.90%

0.55%

1.45%

-0.92%

1.75%

Value Added

-1.56%

3.87%

4.71%

1.16%

-1.04%

-1.49%

1 Compared

to the Public Funds >$1B - US Equity universe; rankings are based on gross-of-fees FRS performance
Compared to the Mercer US Large Cap Equity universe; rankings are based on gross-of-fees FRS performance
3 Compared to the Mercer US Small Cap Equity universe; rankings are based on gross-of-fees FRS performance
4 Compared to the Mercer US All Cap Equity universe; rankings are based on gross-of-fees FRS performance
2
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US Equity
Expected Risk Statistics
Beta

Volatility

Tracking Error

Contribution to Risk

Passive

0.99

22.39%

0.19%

45.2%

Large Cap

0.98

22.01%

1.25%

24.8%

Small Cap

1.00

27.05%

1.46%

15.0%

All Cap

1.01

23.04%

1.92%

11.1%

Non Benchmark
Assets
FRS US Equity

0.3%
0.99

22.54%

0.26%

100.0%

Barra GEM2 Model

• Active risk levels within the US equity portfolio are within predetermined ranges and monitored on an
ongoing basis

MERCER
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Non-US Equity
Implementation Style
FRS active/passive split relative to peers
FRS

Large
Plan Peers

All
US Plans

50.3%1

30.1%

31.1%

25.2%

27.2%

18.3%

23.0%2

14.6%

13.5%

0%

2.8%

2.5%

1.5%

18.3%

26.4%

0%

7.0%

8.1%

FRS

Large
Plan Peers

All
US Plans

Internal Active

0%

7.6%

9.4%

Internal Passive

0%

18.8%

11.2%

External Active

74.8%

55.4%

61.6%

External Passive

25.2%

18.2%

17.8%

Product
Developed Active
Developed Passive
Emerging Active
Emerging Passive
Broad Active
Broad Passive

FRS internal/external split relative to peers
Product

CEM 2010 Survey
1 Includes
2 Includes

MERCER

12.6% allocation to Index Plus products
8.1% allocation to Index Plus product
November 28, 2011
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Non-US Equity
Performance
Periods
Ending
9/30/2011

Third Quarter

Year to Date

1 Year

3 Years

5 Years

Inception
(October 1992)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return

FRS Non-US
Equity1

-19.06% (33)

-16.00% (52)

-9.55% (51)

2.71% (16)

-0.15% (10)

6.95%

Benchmark

-19.79%

-17.19%

-10.85%

1.35%

-1.28%

5.97%

Value Added

0.73%

1.19%

1.30%

1.36%

1.13%

0.98%

FRS
Developed
Standard2

-18.62% (32)

-14.48% (37)

-8.31% (40)

0.75% (42)

-1.59% (44)

6.69%

Benchmark

-18.95%

-15.31%

-9.30%

-0.94%

-2.93%

5.45%

Value Added

0.33%

0.83%

0.99%

1.69%

1.34%

1.24%
Inception
(December 1994)

FRS
Emerging
Markets3

-20.26% (24)

-20.34% (30)

-14.61% (33)

8.48% (25)

6.47% (30)

6.02%

Benchmark

-22.37%

-22.46%

-16.79%

7.48%

5.17%

5.42%

Value Added

2.11%

2.12%

2.18%

1.00%

1.30%

0.60%

1 Compared

to the Public Funds >$1B - Non-US Equity universe; rankings are based on gross-of-fees FRS performance
Compared to the Mercer World ex US/EAFE Equity universe; rankings are based on gross-of-fees FRS performance
3 Compared to the Mercer Emerging Markets Equity universe; rankings are based on gross-of-fees FRS performance
2
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Non-US Equity
Expected Risk Statistics
Beta

Volatility

Tracking Error

Contribution to Risk

Developed Markets

0.98

22.01%

1.05%

66.0%

Emerging Markets

0.94

24.95%

2.22%

27.6%

Developed Small
Cap

0.97

22.35%

1.42%

7.8%

All Cap

0.98

22.80%

2.96%

0.2%

Non Benchmark
Assets
FRS Non-US Equity

-1.6%
0.97

22.44%

0.99%

100.0%

Barra GEM2 Model

• Active risk levels within the non-US equity portfolio are within predetermined ranges and monitored on an
ongoing basis

MERCER
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Fixed Income

MERCER

Fixed Income
Implementation Style
FRS Active/Passive Split Relative to Peers
FRS

Large
Plan Peers

All
US Plans

Active

46.0%

93.5%

88.1%

Passive

54.0%

6.5%

11.9%

FRS

Large
Plan Peers

All
US Plans

Internal

69.0%

45.7%

30.1%

External

31.0%

54.3%

69.9%

Product

FRS Internal/External Split Relative to Peers
Product

CEM 2010 Survey
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Fixed Income
Performance
Periods
Ending
9/30/2011

Third Quarter

Year to Date

1 Year

3 Years

5 Years

Inception
(April 1988)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return (Rank)

Return

FRS Fixed
Income1

2.62% (48)

6.06% (51)

5.52% (45)

9.79% (39)

6.60% (47)

7.65%

Benchmark

3.82%

6.65%

5.26%

7.97%

6.60%

7.60%

Value Added

-1.20%

-0.59%

0.26%

1.82%

0.00%

0.05%
Inception
(January 2002)

Internal2

2.39% (66)

5.90% (61)

5.53% (29)

8.89% (62)

5.38% (93)

5.57%

Benchmark

3.79%

6.61%

5.22%

8.13%

6.58%

5.96%

Value Added

-1.40%

-0.71%

0.31%

0.76%

-1.20%

-0.39%
Inception
(January 2002)

External3

3.14% (40)

6.37% (33)

5.70% (16)

9.68% (36)

7.36% (28)

6.38%

Benchmark

3.80%

6.63%

5.26%

7.86%

6.59%

5.96%

Value Added

-0.66%

-0.26%

0.44%

1.82%

0.77%

0.42%

1 Compared

to the Public Funds >$1B - US Fixed Income universe; rankings are based on gross-of-fees FRS performance
Compared to the Mercer US Fixed Core universe; rankings are based on gross-of-fees FRS performance
3 Compared to the Mercer US Fixed Core universe; rankings are based on gross-of-fees FRS performance
2

MERCER

Fixed Income
Risk Statistics

FRS Fixed Income

Beta
(3 Year Historical)

Volatility
(3 Year Historical)

Tracking Error
(Predicted)

Duration Differential

0.98

3.00%

0.48%

-0.10 Years

• Active risk levels within the fixed income portfolio are within predetermined ranges and monitored on an
ongoing basis

MERCER

Next Report

MERCER

Additions to the Next Report
• Addition of other plans
– FRS Investment Plan
– Lawton Chiles Endowment Fund
– Local Government Surplus Funds Trust Fund
• Detailed holdings based risk analysis
• Thoughts from IAC members?

MERCER
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Upcoming Projects

MERCER

Areas of Focus
• Evaluation of the composition of the Global Equity asset class
– Appropriate exposures
– Active/passive management
– Types of active managers
– Appropriate active risk targets/ranges
• Full engagement in manager monitoring and evaluation
• Evaluation of all internally managed portfolios

MERCER
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Disclaimer
© 2011 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 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.
This does not contain investment advice relating to your particular circumstances. No investment decision should be made
based on this information without first obtaining appropriate professional advice and considering your circumstances.
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. 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. Any opinions on or ratings of investment products contained herein are not intended to convey any
guarantees as to the future investment performance of these products. In addition:
– Past Performance cannot be relied upon as a guide to future performance.
– The value of 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.
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STATE BOARD OF ADMINISTRATION
OF FLORIDA
Post Office Box 13300
32317-3300
1801 Hermitage Boulevard-Suite 100
Tallahassee, Florida 32308
(850) 488-4406

To:

Investment Advisory Council

CC:

Ash Williams, Eric Nelson and Flerida Rivera-Alsing

From:

Kevin SigRist

Date:

November 18, 2011

Subject:

Crowe Horwath December 2011 Presentation

RICK SCOTT
GOVERNOR
AS CHAIRMAN
JEFF ATWATER
CHIEF FINANCIAL OFFICER
AS TREASURER
PAM BONDI
ATTORNEY GENERAL
AS SECRETARY
ASH WILLIAMS
EXECUTIVE DIRECTOR & CIO

At the December 5, 2011 Investment Advisory Council (IAC) meeting and at the December 6, 2011 Trustees
meeting, Crowe Horwath will present their October 21, 2011 report, State Board of Administration
Evaluation and Recommendations Related to the Compliance Program.
The Audit Committee engaged Crowe Horwath this past August to:
1. Evaluate the progress made by the SBA relative to recommendations Deloitte & Touche LLP
(Deloitte) made in two 2009 consulting reports. In Phase 1 Deloitte conducted a strategic
analysis of the SBA’s investment management compliance program, including its alignment with
enterprise risk management. In Phase II, Deloitte developed an internal governance structure and
an implementation plan for the compliance department.
2. Evaluate the impact of 2010 Florida Statutes changes (i.e., Chapter 2010-180, Laws of Florida) and
how the SBA responded to these changes.
Crowe Horwath reviewed a broad range of SBA policies and procedures and interviewed numerous staff
in a very compact period of time. They provided a number of thoughtful and constructive
recommendations for staff, Audit Committee, IAC, and Trustees to consider. As indicated in the attached
management response, Crowe Horwath has identified several potential enhancements to their
model/methodology that would better reflect the SBA’s status as an investment management organization,
however, in summary:
1. 49 recommendations are accepted
2. 9 recommendations are partially accepted
3. 5 recommendations are directed to the Audit Committee, Investment Advisory Council, or
Trustees
We respectfully request that the IAC engage Crowe Horwath and staff in a discussion of the
recommendations in Table 1 at the December 5, 2011 meeting for the purpose of developing a response.

1

Table 1: Crowe Horwath’s Recommendations Germane to the IAC
#
Findings
Recommendations
45

48

There is a combined role of Executive Director and Chief
Investment Officer at the SBA. In a sampling of
organizations included as Exhibit G, Sampling of
Various Reporting Structures, we found most
organizations defined these roles separately. While, it
may be appropriate for the Chief Risk and Compliance
Officer (CRCO) to report to the Executive Director, there
may be a conflict of independence with the CRCO
reporting to the Chief Investment Officer. As an
example, the State of Wisconsin has defined these roles
as separate and excerpts from Wisconsin statute are
included as Exhibit J.
The IAC did not provide a report to the Trustees for the
September 20, 2011 meeting. (The IAC did meet on
September 19, 2011.) However, minutes from the June
15, 2011 meeting were included in a report to the
Trustees.

Consider separating the Executive Director and Chief
Investment Officer roles and responsibilities with the
CRCO reporting to the Executive Director.
Alternatively, consider the CRCO reporting directly to
the Trustees or their designees.

Consider changing the timing of the IAC meeting to
allow the IAC to draft a report to the Trustees. Develop
a standard report outline for IAC to provide a report to
the board of Trustees.

For recommendation #45 Management responded:
Trustees and Investment Advisory Council to address. The Investment Policy Statement approved by
the Trustees on June 16, 2011 provides the delegation to the Executive Director for investment
responsibility as well as development and oversight of a risk management and compliance function.
Under s. 215.475, Fla. Stat., any changes to the Investment Policy Statement must be reviewed by the
IAC before being presented to the Trustees.
Management has also previously responded to a similar recommendation to have the Chief Risk &
Compliance Officer under the direction of the Audit Committee or Trustees and that response can be found
at Attachment B.
For recommendation #48 Management responded:
Trustees to address. At the IAC's request, the IAC meetings have been scheduled adjacent (i.e., the
day prior) to the quarterly Trustee meetings to ensure the most timely information is transmitted by
the IAC to the Trustees as well as minimizing travel and time required of IAC members who serve in
a volunteer capacity. We will rely on the Trustees to notify IAC members or SBA management of
information needs that are not being met under the current process.
Please feel free to contact Ash or me with any questions.
Attachments

2

Evaluation and Recommendations
Related to SBA’s Compliance Program
December 5, 2011, Investment Advisory Council
December 6, 2011, Board of Trustees

The Unique Alternative to the Big Four®

Agenda





Purpose
Approach
Evaluation
Recommended Next Steps

Audit | Tax | Advisory | Risk | Performance

© 2011 Crowe Horwath LLP
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The Unique Alternative to the Big Four®

Purpose
The Trustees of the State Board of Administration (SBA) desire a final written report
identifying issues and providing an evaluation and recommendations related to the
Compliance Program and its alignment to any enterprise risk management processes
(ERM) within the SBA. Our report includes discussion of the following:

•
•
•
•
•
•
•
•
•

The purpose and role of the compliance program and Enterprise Risk Management (ERM).
Plans and goals for using the compliance program and ERM.
Assessment of the current state using a tailored compliance and risk management framework.
Internal controls and fiduciary compliance.
Changes as a result of the 2009 compliance program assessment.
Assessment of the organizational structure and independence of the chief compliance officer.
Recommendations for consideration in establishing periodic assessment protocols of the
compliance program.
Impact of statutory changes to Chapter 215, Florida Statutes, resulting from Chapter 2010-180,
Laws of Florida.
Other considerations for the future.
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The Unique Alternative to the Big Four®

Approach

1. Prepare
• Gather
Documents
• Prepare
Engagement
Plan
• Confirm
Outline of
Report
• Tailor PAR
Tools

2. Conduct
Interviews
• Schedule
Interviews
• Provide
Advance
Material
• Perform
Interviews
• Document
Observations

Audit | Tax | Advisory | Risk | Performance

3. Perform
Assessment
• Confirm
Observations
• Assess
• Progress
• Maturity
• Identify
Opportunities

4. Deliver
Report
• Draft Report
• Resolve
Deficiencies
• Deliver Final
Report

© 2011 Crowe Horwath LLP
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The Unique Alternative to the Big Four®

Evaluation
 The goals and plans for the Compliance Program and ERM is consistent with
accepted and prevailing industry practices.
 Progress has been made as measured against
 The 2009 Compliance Program Assessment;
 The Statutory Changes to Chapter 215, resulting from Chapter 2010-180, Laws of
Florida; and
 A tailored risk and compliance framework.
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The Unique Alternative to the Big Four®

Recommended Next Steps
 Resolve Independence Concerns
 Fine Tune Risk and Compliance Framework to SBA’s Environment and Develop
Risk and Compliance Program Roadmap
 Fully Document System of Controls with Link to the Enterprise Risk Assessment
 Implement Ongoing Protocols for Assessing the Compliance Program
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The Unique Alternative to the Big Four®

Open Discussion
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The Unique Alternative to the Big Four®

Supporting Information
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The Unique Alternative to the Big Four®

Chief Risk Officer Responsibilities
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The Unique Alternative to the Big Four®

Sampling of Various Reporting Structures
Organization
Retirement Systems of Alabama

Executive Officer
Chief Executive Officer

Investment Officer
Director of Investments reports to Chief Executive Officer

CalPERS

Chief Executive Officer

Chief Investment Officer reports to the Board of Administration

CalSTRS

Chief Executive Officer

Chief Investment Officer reports to the Chief Executive Officer

Colorado PERA

Executive Director

Chief Investment Officer reports to Executive Director

Illinois State Board of
Investment
State Retirement and Pension
System of Maryland
PSRS/PEERS of Missouri

Executive Director

Senior Portfolio Manager

Executive Director

Chief Investment Officer Reports to the Executive Director, the Investment
Committee and the Board of Trustees
Assistant Executive Director, Investments reports to Executive Director

New Mexico PERA

Executive Director

Chief Investment Officer reports to Executive Director and Investment
Committee

New York Teachers Retirement
System

Executive Director &
Chief Investment Officer

Chief Executive Officer and Chief Investment Officer filled by a single
individual

North Dakota Retirement and
Investment Board
Pennsylvania SERS

Executive Director/Chief
Investment Officer
Executive Director

Executive Director/Chief Investment Officer filled by a single individual

Executive Director

Chief Investment Officer reports to Executive Director and the SERS Board

South Carolina Retirement
Chief Executive Officer
System Investment Commission and Chief Investment
Officer
Texas Teachers Retirement
Executive Director
System

Chief Executive Officer and Chief Investment Officer filled by a single
individual

Washington State Investment Executive Director
Board
State of Wisconsin Investment Executive Director
Board

Chief Investment Officer reports to the Executive Director

Audit | Tax | Advisory | Risk | Performance

Chief Investment Officer reports to the Executive Director

Chief Investment Officer reports to the Executive Director
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The Unique Alternative to the Big Four®

Tailored Risk and Compliance Framework
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The Unique Alternative to the Big Four®

ERM Provides Alignment

Mission and Strategy
•Chosen Goals and Objectives for the Enterprise

Risk and Compliance Universe
•Identification of Rules and Risks in Achieving Mission

Risk Appetite
•Set Boundaries within Risk Universe

Risk and Compliance Programs
•Design Programs to Operate within Risk Appetite
•Specific Assessments
Controls
•Manage Risks
•Monitor Compliance
Testing and Monitoring
•Test Controls
•Monitor Controls
•Share best practices
Audit | Tax | Advisory | Risk | Performance
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The Unique Alternative to the Big Four®

Crowe Horwath LLP is an independent member of Crowe Horwath International, a Swiss verein. Each member firm of Crowe Horwath
International is a separate and independent legal entity. Crowe Horwath LLP and its affiliates are not responsible or liable for any acts or
omissions of Crowe Horwath International or any other member of Crowe Horwath International and specifically disclaim any and all
responsibility or liability for acts or omissions of Crowe Horwath International or any other Crowe Horwath International member.
Accountancy services in Kansas and North Carolina are rendered by Crowe Chizek LLP, which is not a member of Crowe Horwath
International. This material is for informational purposes only and should not be construed as financial or legal advice. Please seek
guidance specific to your organization from qualified advisers in your jurisdiction. © 2011Crowe Horwath LLP
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State Board of Administration
Evaluation and Recommendations Related to the Compliance Program

Executive Summary for the Board of Trustees

November 18, 2011

101 East Kennedy Boulevard
Suite 1250
Tampa, Florida 33602-5197

The information, assessment, observations and opinions contained
herein reflects work product of Crowe Horwath LLP, prepared at the
request of the State Board of Administration. This information is
intended solely for the information and use of the State Board of
Administration Board of Trustees, Audit Committee and Management,
and is not intended to be and should not be used by anyone other than
these specific parties

Executive Summary
Purpose
The purpose of this Executive Summary is to provide a report to the State Board of Administration
(SBA) Board of Trustees that summarizes our report “Evaluation and Recommendations Related to
the Compliance Program” dated October 21, 2011 and reviewed with the SBA Audit Committee on
October 24, 2011. The purpose of the report is to provide an assessment of the State Board of
Administration (SBA) of Florida’s Risk and Compliance Program and to provide insight into the
development of a practical overall roadmap that the SBA can use to further enhance its risk and
compliance program. Our detailed report includes the following items:
•

A discussion on the purpose and role of the compliance program and Enterprise Risk
Management (ERM).

•

Plans and goals for using the compliance program and ERM.

•

Observations and assessment of the SBA’s current state using a tailored compliance and risk
management framework.

•

A discussion of internal controls and fiduciary compliance.

•

A discussion of changes as a result of the 2009 compliance program assessment.

•

An assessment of the organizational structure and independence of the chief compliance
officer.

•

Recommendations for consideration in establishing periodic assessment protocols of the
compliance program.

•

Impact of statutory changes to Chapter 215, Florida Statutes, resulting from Chapter 2010180, Laws of Florida.

•

Considerations for the future.

We urge the SBA to use the observations, assessments, and recommendations collectively and, in
consideration of all of the activities of the SBA, develop a comprehensive risk and compliance
management plan for the next twelve to thirty-six months. We have observed the management team
foster a culture of continuous improvement, and this report should be viewed as a tool to further the
ability of the SBA to respond to new risks, mandates and other compliance requirements in today’s
dynamic environment.

2

Approach
Our approach can be summarized in the diagram and steps outlined below:

1. Prepare

• Gather Documents
• Prepare Engagement
Plan
• Confirm Outline of
Report
• Tailor PAR Tools

2. Conduct
Interviews

3. Perform
Assessment

• Schedule Interviews
• Provide Advance
Material
• Perform Interviews
• Document Observations

• Confirm Observations
• Assess
• Progress
• Maturity
• Identify Opportunities

4. Deliver Report

• Draft Report
• Resolve Deficiencies
• Deliver Final Report

The SBA’s Risk and Compliance Journey
The SBA has made significant progress since first engaging Deloitte in 2008 on its Risk and
Compliance Journey. One way to think of this is that the SBA is moving from a perspective where
management “manages risk and compliance” to where management designs and monitors a “risk and
compliance management system.” This system consists of policies, procedures, controls,
assessments and governance structure designed to respond to exceptions and changes in the risk
and compliance profile of the organization. At a high level, the SBA has matured many of the risk
management processes from “Ad Hoc” to “Developed.” Below is a graphical representation of our
assessment of where the SBA is on this journey.

Highlights of our assessment of the SBA include:
1. The SBA has a defined purpose, role and goals for the Compliance Program and ERM that is
consistent with accepted and prevailing industry practices. A single, enterprise level, overall plan
(or roadmap), is not currently used to track the SBA’s progress in achieving these goals, however,
significant progress has been made toward achieving these goals.
2. The SBA has made progress toward these goals as measured against:
3

a. Phase I and Phase II of the Deloitte Reports;
b. The Statutory Changes to Chapter 215, resulting from Chapter 2010-180, Laws of
Florida; and
c. A tailored risk and compliance framework.
3. The SBA has established governance and oversight committees with participation from the
Executive Director and Chief Investment Officer and the Deputy Executive Director. Recognizing
that the SBA has a complicated web of statutes, mandates, policies and other compliance
requirements, the SBA has established a hierarchy of policies that cascade from investment
policies through individual department policies.
4. The Chief Risk and Compliance Officer (CRCO) reports to the Executive Director who also serves
as the Chief Investment Officer in a combined role. Best practice would suggest that the CRCO
report to the Board of Trustees or the Executive Director. Independence of the CRCO may be
impaired in reporting to the Chief Investment Officer.
5. At the time of this report, the SBA has not developed an annual assessment program. We believe
that an ongoing process to assess the performance of its compliance policies and procedures is
critical to improve effectiveness and efficiencies, in a culture of continuous improvement.
6. The Risk Management and Compliance Unit (RMCU) is maturing. Roles and responsibilities have
been defined, and the positions in the department are being filled. The unit is in the process of
completing an Enterprise Risk Assessment with engagement of the entire organization. Detailed
procedures are being documented for oversight functions with an estimated 70% of the
documentation having been formally documented.
7. The Risk and Compliance Unit has implemented an External Investment Management Oversight
Program. This program has more mature processes for the Public Asset Classes than the Private
Asset Classes and improvements are being continually being made to this program. The key to
this program is the methodology implemented to assess external investment managers, which
varies by asset class.
8. The governance and structure of the Risk Management Environment, including the Audit
Committee and Investment Advisory Council, has been designed to provide reasonable assurance
that the Trustees are able to comply with their fiduciary responsibilities in accordance with state
law and federal tax law. The system of internal controls has not been fully documented.
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Recommendations for the Future
Our report has many items for consideration by SBA management for the future. In our opinion, the
Trustees may wish to focus on the following “top” recommendations:
1. Resolve Independence Concerns
The SBA may consider establishing a direct reporting relationship between the CRCO and the
Board of Trustees/Designees, or separating the roles of the Executive Director and the Chief
Investment Officer.
2. Fine Tune the Risk and Compliance Framework to SBA’s Environment and Develop Risk and
Compliance Program Roadmap
As part of this engagement, we tailored a Risk and Compliance Framework that may be
helpful in developing an overall Risk Management and Compliance Roadmap for the SBA.
SBA Management should consider further tailoring this framework to the SBA environment
and then developing a formal risk and compliance program roadmap. The framework should
define the appropriate roles for the Investment Advisory Council and the Participant Local
Government Advisory Council in reviewing the overall Risk profile of the SBA as it changes
over time.
3. Fully Document System of Controls with Link to the Enterprise Risk Assessment
Taking a risk based approach, SBA Management should continue the documentation of the
system of controls and link these controls to the risks documented in the Enterprise Risk
Assessment.
4. Implement Ongoing Protocols for Assessing the Compliance Program
Similarly, the SBA should take the enterprise risk assessment and the documentation of
internal controls to develop risk based monitoring protocols for assessing the compliance
program. We encourage the SBA to develop a risk based approach to this process,
recognizing that low risk areas may be assessed less frequently than high risk areas. The
scope and results of these ongoing assessments should be reported to the audit committee
and, where appropriate, to the Investment Advisory Council, the Participant Local Advisory
Council and the Board of Trustees.
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STATE BOARD OF ADMINISTRATION
OF FLORIDA
Post Office Box 13300
32317-3300
1801 Hermitage Boulevard-Suite 100
Tallahassee, Florida 32308
(850) 488-4406

To:

Ash Williams and Flerida Rivera-Alsing

From:

Kevin SigRist, Kathy Whitehead and Eric Nelson

Date:

November 4, 2011

Subject:

Crowe Horwath Recommendations Related to the Compliance Program

RICK SCOTT
GOVERNOR
AS CHAIRMAN
JEFF ATWATER
CHIEF FINANCIAL OFFICER
AS TREASURER
PAM BONDI
ATTORNEY GENERAL
AS SECRETARY
ASH WILLIAMS
EXECUTIVE DIRECTOR & CIO

This memo contains management responses to the recommendations contained in Crowe
Horwath’s October 21, 2011 report, State Board of Administration Evaluation and
Recommendations Related to the Compliance Program.
Crowe Horwath reviewed a broad range of SBA policies and procedures and interviewed
numerous staff in a very compact period of time. Crowe Horwath also conducted its
review in a professional manner and has provided a number of thoughtful and
constructive recommendations for staff, Audit Committee, Investment Advisory Council,
and Trustees to consider. Exhibit A has specific management responses to each
recommendation and illustrates a broad acceptance of the recommendations and an
expectation to implement the responses during the next 6-18 months. In summary:
1. 49 recommendations are accepted
2. 9 recommendations are partially accepted
3. 5 recommendations are directed to the Audit Committee, Investment Advisory
Council, or Trustees
Further, as discussed at the October 24, 2011 Audit Committee meeting and reflected in
the report, Crowe Horwath has identified two important enhancements to their
methodology used to assess the maturity of the SBA’s risk management processes that
would better reflect the SBA’s status as an investment management organization. At page
17 of the report Crowe Horwath states:
Going forward, the SBA may wish to make the following adjustments to this maturity
model:
1. Add cross enterprise functions such as the Senior Investment Group (SIG), the
Senior Operations Group (SOG) and the Deputy Executive Director.

1

2. Differentiate the maturity of risk management processes dependent on type of
risk. (i.e. the SBA could assess investment risk management processes
separately from operational risk management processes.)
On the first point, Crowe Horwath’s methodology provided limited recognition of the
contribution from cross enterprise functions such as the Senior Investment Group and the
Senior Operations Group. This is particularly important given the significant changes that
were made in the SBA’s internal governance processes following the recommendations
of Deloitte and Touche and the role of the Senior Investment Group in enterprise level
investment risk management processes; e.g., risk budget.1
On the second point, in developing its overall maturity score, Crowe Horwath equally
weighted the maturity assessment of the components of the SBA’s risk management
processes by giving an equal weight to investment risk and each of the other 12 key noninvestment risks. Given the SBA’s mission as an investment management organization,
we believe the investment risks are the highest priority and should have a significantly
greater weight than operational risks.
Finally, there are several recommendations directed to the Trustees, including separating
the Executive Director and Chief Investment Officer responsibilities and changing the
reporting relationship of the Chief Risk and Compliance Officer. Both would require
changes to the Investment Policy Statement approved June 16, 2011 before
implementation. As required by Florida Statues, the Investment Advisory Council must
present its review of any changes to the Investment Policy Statement prior to the Trustees
approving any changes. As such, we expect these recommendations will be discussed at
Crowe Horwath’s December 5, 2011 presentation to the Investment Advisory Council.
Please feel free to contact us with any questions.

1

Hewitt EnnisKnupp recently opined on the SBA’s Risk Budget Policy: We believe that the policy sets
appropriate risk management policy to identify, measure, and monitor active risk of the pension plan. The
policy also requires periodic reviews that occur at appropriate intervals and sets acceptable standards for
escalation should active risk become elevated. (October 6, 2011)
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Exhibit A:
CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

REFERENCE

ASSIGNED TO

RESPONSE

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

1 The Risk Management and Compliance (RMC) Unit is relatively
new to the SBA. As defined through the ERM policy the RMC unit
is to provide independent and objective oversight, coordination
and support to risk management processes at the SBA.

The RMC Unit should prepare a risk management plan annually
as required by the ERM Policy and then track progress against
this plan.

Page 19

Eric Nelson
Karen Chandler

Accepted and in progress.

06/30/2012

Risk Management
and Compliance
Unit

2 The Risk Management and Compliance (RMC) Unit is relatively
new to the SBA. As defined through the ERM policy the RMC unit
is to provide independent and objective oversight, coordination
and support to risk management processes at the SBA.

The RMC Unit should define the periodic assessment protocols of
the Risk and Compliance program. These should leverage the
Enterprise Risk Assessment and include a combination of self‐
assessments, control testing, audits and monitoring.

Page 19

Eric Nelson
Karen Chandler

Accepted. For RMC's purposes, we are regarding Crowe's evaluation as an assessment of the SBA's compliance
program for the current year.

12/31/2012

Risk Management
and Compliance
Unit

3 The Risk Management and Compliance (RMC) Unit is relatively
new to the SBA. As defined through the ERM policy the RMC unit
is to provide independent and objective oversight, coordination
and support to risk management processes at the SBA.

The RMC unit should compile a master list of all compliance
requirements that are reviewed quarterly and determine the
level of testing (daily/weekly/monthly) necessary for each
attribute.

Page 19

Accepted and in progress. An access database has already been constructed for SBA policy requirements and
Eric Nelson
Jennifer Barrett statutory requirements will be added.
DEIMO

03/31/2012

Risk Management
and Compliance
Unit

4 The Risk Management and Compliance (RMC) Unit is relatively
new to the SBA. As defined through the ERM policy the RMC unit
is to provide independent and objective oversight, coordination
and support to risk management processes at the SBA.

Where there is shared ownership of a risk (i.e., assessing risk
resides within one function while monitoring and reporting are in
another area), the RMC units should clearly delineate how that
risk is shared.

Page 19

Eric Nelson
Karen Chandler

06/30/2012

Risk Management
and Compliance
Unit

5 The Risk Management and Compliance (RMC) Unit is relatively
new to the SBA. As defined through the ERM policy the RMC unit
is to provide independent and objective oversight, coordination
and support to risk management processes at the SBA.

Review the reporting processes and responsibilities for non‐
conformance to the training policy.

Page 19

12/31/2012

Risk Management
and Compliance
Unit

6 The SBA has developed a formal survey process of identifying and Add the Director of Risk Management as a participant and/or

Kathy Whitehead Accepted. This will occur following the transition of the training and development function to the COO/CFO. (See
#22)

Page 20

Eric Nelson
Accepted. ERM policy will be updated to include Director of ERM.
Jennifer Barrett

01/31/2012

Enterprise Risk
Facilitation (RMC)

Page 20

Karen Chandler

Accepted and in progress. Work shops have been utilized in the past. Follow‐up interviews are being scheduled with
risk owners to scrub/validate risk assessment responses.

12/31/2011

Enterprise Risk
Facilitation (RMC)

Page 20

Karen Chandler

Partially accepted. We will explore enhancing risk assessments for the FRS Investment Plan, the Hurricane
Catastrophe Fund and the Florida PRIME. Other mandates will be included as part of overall risk assessment process.

12/31/2012

Enterprise Risk
Facilitation (RMC)

Page 20

Karen Chandler
Angie Millard

Partially accepted. This has been implemented across investment risk management processes. This will be further
enhanced with the implementation of the total fund hold based risk system currently underway. KPIs will also be
gathered from non‐investment risk owners during follow‐up interview process.

06/30/2012

Enterprise Risk
Facilitation (RMC)

Page 20

Eric Nelson
Sheilah Smith

Accepted. Compliance modules of trade order management systems will be evaluated in conjunction with the
procurement of a new order management system as well as reviewing compliance capabilities of potential new
custody bank. We have also initiated the development of a new daily trading report for internally managed
portfolios to be generated out of the Eagle system to assist in monitoring trader limits.

09/30/2012

Investment Policy
and Economics

assessing risks. Steps for improving the risk assessment process
facilitator to the Risk Management Committee.
are being taken. There continues to be a need to integrate the risk
management process throughout the organization and ensure that
discussions around risks are using a common language.

7 The SBA has developed a formal survey process of identifying and In addition to surveys, consider utilizing workshops and other
assessing risks. Steps for improving the risk assessment process
techniques to identify and assess risk and compliance issues.
are being taken. There continues to be a need to integrate the risk
management process throughout the organization and ensure that
discussions around risks are using a common language.

8 The SBA has developed a formal survey process of identifying and Consider a view of the risk assessment that provides insight to
assessing risks. Steps for improving the risk assessment process
risks by mandate. This view may aid the SBA in identifying
are being taken. There continues to be a need to integrate the risk potentially high risk items with some of the smaller volume
management process throughout the organization and ensure that mandates.
discussions around risks are using a common language.

9 The SBA has developed a formal survey process of identifying and Identify quantitative metrics to assist in the measurement of risk.
assessing risks. Steps for improving the risk assessment process
are being taken. There continues to be a need to integrate the risk
management process throughout the organization and ensure that
discussions around risks are using a common language.

10 This component is sophisticated with ongoing monitoring,
reporting and analysis of investment management risks.

Management may wish to consider the use of automated
compliance monitoring systems.

Accepted. Risk management plan will identify risks monitored and KPIs gathered by RMC unit. In general though, risk
ownership will reside in the business unit.

1
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CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

REFERENCE

ASSIGNED TO

RESPONSE

Consider formalizing an external compliance program for private
Management Oversight program with varying levels of maturity by equity and strategic investments. A checklist may not be the best
asset class. The program is most mature for Public Asset Classes
approach because of the unique nature of several of the
and least mature for the Private Asset Classes.
investments; however policies and procedures could be drafted
that allow for a more specialized/flexible evaluation.

Page 21

DEIMO
Lori McKnight

Accepted and in progress. We assume the checklist they are referring to is the Acquisition Policy compliance checklist
which is important given that once an investment is approved and funded it is very difficult to exit except for
extreme circumstances such as fraud.

02/28/2012

External Manager
Oversight

Continue to refine the program through a review of the various
Management Oversight program with varying levels of maturity by investment manager scorecards, determining if more on‐site
asset class. The program is most mature for Public Asset Classes
evaluations are needed, and formalizing the process for the more
and least mature for the Private Asset Classes.
unique asset classes.

Page 21

DEIMO
Lori McKnight
Long Yang
Karen Minno

Accepted and in progress.

01/31/2012

External Manager
Oversight

11 Substantial effort has been devoted to developing the External

12 Substantial effort has been devoted to developing the External

13 Procedures are in place, but not all are formally documented.

As procedures are documented, develop a protocol to
periodically review the procedures in practice in order to look for
improvement opportunities.

Page 21

Eric Nelson
DEIMO
Sheilah Smith

Accepted. Procedures will be required to be reviewed annually for accuracy, relevance and opportunities for
improvement.

01/31/2012

Public Market
Compliance

14 Procedures are in place, but not all are formally documented.

Although the current compliance monitoring infrastructure
appears reasonably designed to mitigate the risk associated with
monitoring portfolio compliance, management may wish to
consider the use of automated compliance monitoring systems.

Page 21

Eric Nelson
Sheilah Smith

Accepted. Compliance modules of trade order management systems will be evaluated in conjunction with the
procurement of a new order management system as well as reviewing compliance capabilities of potential new
custody bank. We have also initiated the development of a new daily trading report for internally managed
portfolios to be generated out of the Eagle system to assist in monitoring trader limits.

09/30/2012

Public Market
Compliance

15 Procedures are in place, but not all are formally documented.

The private market procedures have been developed based on
the public market procedures. Additional tailoring of these
procedures may be necessary to address unique aspects of
private market compliance.

Page 22

DEIMO
Lori McKnight
Long Yang
Karen Minno

Accepted and in progress. The DEIMO will document final procedures after implementation

04/30/2012

Private Market
Compliance

16 Procedures are in place, but not all are formally documented.

Although the current compliance monitoring infrastructure
appears reasonably designed to mitigate the risk associated with
monitoring portfolio compliance, management may wish to
consider the use of automated compliance monitoring systems.

Page 22

Eric Nelson
Sheilah Smith

Accepted. Compliance modules of trade order management systems will be evaluated in conjunction with the
procurement of a new order management system as well as reviewing compliance capabilities of potential new
custody bank. We have also initiated the development of a new daily trading report for internally managed
portfolios to be generated out of the Eagle system to assist in monitoring trader limits.

09/30/2012

Private Market
Compliance

03/31/2012

Governance
(Linkage)

01/31/2012

Governance
(Linkage)

02/28/2012

Governance
(Linkage)

Update the strategic plan for the organization and develop
17 A strategic plan has been developed, but has not been updated
linkages from the strategic plan to the Enterprise Risk
significantly. There are policy development and management
processes in place designed in a cascading fashion. (i.e. Executive Assessment.
Director Policies, Deputy Executive Director Policies, Investment
Policy Guidelines, Departmental Policies.) Internal governance
committees have been established and meet on regular schedule
with defined roles in policies.

Page 22

Define the role of the Board of Trustees, the Audit Committee,
18 A strategic plan has been developed, but has not been updated
significantly. There are policy development and management
the IAC and the PLGAC as part of the overall ERM Policy.
processes in place designed in a cascading fashion. (i.e. Executive
Director Policies, Deputy Executive Director Policies, Investment
Policy Guidelines, Departmental Policies.) Internal governance
committees have been established and meet on regular schedule
with defined roles in policies.

Page 22

Build into the standing agendas for the SIG, SOG and other
19 A strategic plan has been developed, but has not been updated
management committees (including strategic planning) a
significantly. There are policy development and management
processes in place designed in a cascading fashion. (i.e. Executive discussion of risks as defined in the Enterprise Risk Assessment.
Director Policies, Deputy Executive Director Policies, Investment
Policy Guidelines, Departmental Policies.) Internal governance
committees have been established and meet on regular schedule
with defined roles in policies.

Page 22

Accepted. Current, validated risk assessments will be utilized in conjunction with annual strategic planning process.
Eric Nelson
Ash Williams
Kevin SigRist
Kathy Whitehead

Eric Nelson
Accepted. ERM policy will be updated to reflect roles.
Jennifer Barrett

Accepted and in progress. Oversight group chairman will be instructed to periodically discuss/address relevant risks
Eric Nelson
Kathy Whitehead as part of a standing agenda process and relevant policies will be updated to reflect requirement. Completed 8/2011
Kevin SigRist
for SOG.
Jennifer Barrett
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CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

REFERENCE

20 At present, a formal project management organization (PMO)
structure is not in place. In practice, there are significant
organizational and cross functional project management
structures used in practice and as required in policies. Examples of
policies and practices include: Policy 10‐019 New Investment
Vehicles and Programs and Policy 10‐055 Senior Operations Group
creates the IT Steering Group. At the organizational level, project
management structures have been utilized on a number of
projects, including, the Local Government Investment Pool
restructuring, implementation of 130‐30 strategies (i.e., hiring
managers and prime brokers, and prime broker custody
integration), custody procurement and implementation, portfolio
accounting system implementation, total fund risk management
system procurement and implementation, revising Trustee and
Investment Advisory Council reporting packages, Frontier Markets
initiative, etc. Examples of ongoing projects include: an order
management system and clearing broker
procurement/implementation. It is not uncommon for the SBA to
utilize external project managers at implementing firms or
consultants to maintain the administrative component of the
project management structures. Monitoring of legislative changes
is very effective through the experience and capabilities of senior
SBA managers.

Continue to develop a formal project management organization
structure to institutionalize consistent project management
methodologies to identify risk and manage change across
business units.

Page 23

21 At present, a formal project management organization (PMO)
structure is not in place. In practice, there are significant
organizational and cross functional project management
structures used in practice and as required in policies. Examples of
policies and practices include: Policy 10‐019 New Investment
Vehicles and Programs and Policy 10‐055 Senior Operations Group
creates the IT Steering Group. At the organizational level, project
management structures have been utilized on a number of
projects, including, the Local Government Investment Pool
restructuring, implementation of 130‐30 strategies (i.e., hiring
managers and prime brokers, and prime broker custody
integration), custody procurement and implementation, portfolio
accounting system implementation, total fund risk management
system procurement and implementation, revising Trustee and
Investment Advisory Council reporting packages, Frontier Markets
initiative, etc. Examples of ongoing projects include: an order
management system and clearing broker
procurement/implementation. It is not uncommon for the SBA to
utilize external project managers at implementing firms or
consultants to maintain the administrative component of the
project management structures. Monitoring of legislative changes
is very effective through the experience and capabilities of senior
SBA managers.

Evaluate the role of the Defined Contribution Officer to
determine if oversight of all legislative affairs should remain a
function of this position or if it should be incorporated under
another function of the organization.

Page 23

22 Investment performance risk management processes are
formalized while non‐investment risk management processes are
less formal. There are opportunities to standardize the procedure
documentation process throughout the organization and to
integrate training with procedures.

Consolidate management of the training function, along with the
procedure documentation process, within the SBA to a single
Business Unit as opposed to shared responsibilities across
multiple areas. In many organizations, this responsibility would
reside with the Human Resources area.

Page 24

ASSIGNED TO

RESPONSE

Karen Chandler Partially accepted. The SBA has already implemented extensive cross functional committees and oversight groups
Jennifer Barrett that address ongoing projects as part of their agendas. Additionally, the DED has a dedicated resource (Senior Project
Manager) that may be utilized for lengthier and more complex projects at the project sponsor discretion. Allocating
any more dedicated resources to formal project management has reached the point of demising returns for an
organization of our size. Alternatively, RMC will maintain and report an inventory of ongoing projects and initiatives
to promote alignment with SBA risks.

Ash Williams
Ron Poppell

CROWE
CLASSIFICATION

02/28/2012

Change
Management
(Linkage)

Partially accepted. This role is periodically reviewed, and we agree to evaluate again when the position incumbent
turns over.

Kathy Whitehead Partially accepted. Transition of training and development function to the COO/CFO is anticipated to occur by the
Eric Nelson
end of fiscal year. Enterprise policy management is centralized and currently housed in Risk Management and
Compliance and will remain there.

3

TARGET
COMPLETION
DATE

Change
Management
(Linkage)

06/30/2012

Business Practices
(Linkage)

11/04/2011

CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

REFERENCE

ASSIGNED TO

RESPONSE

Develop a formal process for the monitoring of contract
23 In addition to the oversight activities provided by the risk
compliance post contract execution. This is currently limited to
management and compliance business unit, there is robust
monitoring from internal audit, the consultants used in the various DC but could be practiced across the organization.
asset classes, and external auditors. General Counsel activities are
focused on drafting contracts with less emphasis on on‐going
monitoring of contracts. Procedures for monitoring state and
federal laws are performed as needed on an ad hoc basis and
through various subscription services.

Page 24

Eric Nelson

Partially accepted. Guidelines will be developed for monitoring non‐investment contract performance and codified in
policy. (Note: the vast majority of SBA's contractual expenditures pertain to investment management fees. These
contractual services are extensively monitored via performance measurement performed by an outside third party, a
public market manager monitoring process also performed by an outside third party, and miscellaneous other
monitoring of private market investment providers performed by third party consultants. Similarly, contractual
compliance is monitored on the custody contract.)

04/30/2012

Monitoring
(Linkage)

When the Inspector General (IG) role is filled, the IG should be
24 In addition to the oversight activities provided by the risk
management and compliance business unit, there is robust
provided an overview of the SBA’s risk management framework
monitoring from internal audit, the consultants used in the various and program including the periodic assessment protocols.
asset classes, and external auditors. General Counsel activities are
focused on drafting contracts with less emphasis on on‐going
monitoring of contracts. Procedures for monitoring state and
federal laws are performed as needed on an ad hoc basis and
through various subscription services.

Page 24

Eric Nelson

Accepted.

02/28/2012

Monitoring
(Linkage)

25 The Global Equity Business Unit meets regularly to review reports
with performance statistics on the global equity portfolio. Trading
risk is mitigated through policies that place limits on individual
brokers, external trade cost analysis, and a three day settlement
limit.

Through discussions with the asset classes there appeared to be a
thorough understanding of risk management and risk mitigation
strategies in place; however, the focus was primarily related to
investment management risk. Global Equity should collaborate
with the RMCU to ensure a more holistic view of risk across the
organization. This collaboration may include, but is not limited to,
the facilitation of a risk workshop between the Risk Management
and Compliance Unit and the Business Unit where each risk
category (e.g., Compliance Risk, Service Provider Risk, Human
Capital Risk, etc.) is discussed and risk responses are inventoried.

Page 25

Karen Chandler
Scott Seery
Janice Yecco

Accepted. First follow‐up interviews for business unit risk assessments are to occur during November and early
December, second round of interviews will occur in April/May timeframe to finish up strategic plan by 6/30/12.

06/30/2012

Global Equity

26 The Global Equity Business Unit meets regularly to review reports
with performance statistics on the global equity portfolio. Trading
risk is mitigated through policies that place limits on individual
brokers, external trade cost analysis, and a three day settlement
limit.

Although the current compliance monitoring infrastructure
appears reasonably designed to mitigate the risk associated with
monitoring portfolio compliance, management may wish to
consider the use of automated compliance monitoring systems.

Page 25

Eric Nelson
Sheilah Smith

Accepted. Compliance modules of trade order management systems will be evaluated in conjunction with the
procurement of a new order management system as well as reviewing compliance capabilities of potential new
custody bank. We have also initiated the development of a new daily trading report for internally managed
portfolios to be generated out of the Eagle system to assist in monitoring trader limits.

09/30/2012

Global Equity

27 The Fixed Income strategy group meets weekly to discuss issues
on a regular basis. There is a focus on due diligence on the front
end and an established process to terminate relationships with
managers when warranted.

Through discussions with the asset classes there appeared to be a
thorough understanding of risk management and risk mitigation
strategies in place; however, the focus was primarily related to
investment management risk. Fixed income should collaborate
with the RMCU to ensure a more holistic view of risk across the
organization. This collaboration may include, but is not limited to,
the facilitation of a risk workshop between the Risk Management
and Compliance Unit and the Business Unit where each risk
category (e.g., Compliance Risk, Service Provider Risk, Human
Capital Risk, etc.) is discussed and risk responses are inventoried.

Page 25

Karen Chandler
Katy
Wojciechowski

Accepted. First follow‐up interviews for business unit risk assessments are to occur during November and early
December, second round of interviews will occur in April/May timeframe to finish up strategic plan by 6/30/12.

06/30/2012

Fixed Income

28 The Fixed Income strategy group meets weekly to discuss issues
on a regular basis. There is a focus on due diligence on the front
end and an established process to terminate relationships with
managers when warranted.

Although the current compliance monitoring infrastructure
appears reasonably designed to mitigate the risk associated with
monitoring portfolio compliance, management may wish to
consider the use of automated compliance monitoring systems.

Page 25

Eric Nelson
Sheilah Smith

Accepted. Compliance modules of trade order management systems will be evaluated in conjunction with the
procurement of a new order management system as well as reviewing compliance capabilities of potential new
custody bank. We have also initiated the development of a new daily trading report for internally managed
portfolios to be generated out of the Eagle system to assist in monitoring trader limits.

09/30/2012

Fixed Income

4

11/04/2011

CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

Develop procedures for compliance testing of remaining private
29 In this unit, due diligence is focused on the front end including
structuring contracts to mitigate risks. For example, contracts may equity and strategic investment managers.
include clauses related to actions if a key person leaves.
Additionally, due to the unique nature of private equity and
strategic investments; they strive to maintain relationships with
managers by meeting with them throughout the year as well as
reviewing annual audited financial statements and other reports.

RESPONSE

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

REFERENCE

ASSIGNED TO

Page 26

DEIMO
Lori McKnight
Long Yang
Karen Minno

Accepted and in progress. The DEIMO will document final procedures after implementation.

04/30/2012

Private Equity &
Strategic
Investments

30 In this unit, due diligence is focused on the front end including
structuring contracts to mitigate risks. For example, contracts may
include clauses related to actions if a key person leaves.
Additionally, due to the unique nature of private equity and
strategic investments; they strive to maintain relationships with
managers by meeting with them throughout the year as well as
reviewing annual audited financial statements and other reports.

Through discussions with the asset classes there appeared to be a
thorough understanding of risk management and risk mitigation
strategies in place; however, the focus is primarily related to
investment management risk. Private Equity should collaborate
with the RMCU to ensure a more holistic view of risk across the
organization. This collaboration may include, but is not limited to,
the facilitation of a risk workshop between the Risk Management
and Compliance Unit and the Business Unit where each risk
category (e.g., Compliance Risk, Service Provider Risk, Human
Capital Risk, etc.) is discussed and risk responses are inventoried.

Page 26

Karen Chandler
SIO ‐ TBD

Accepted. First follow‐up interviews for business unit risk assessments are to occur during November and early
December, second round of interviews will occur in April/May timeframe to finish up strategic plan by 6/30/12.

06/30/2012

Private Equity &
Strategic
Investments

31 The Real Estate unit has a formal process for implementing new
investments that includes due diligence and final approval by the
ED/CIO. The unit engages with the real estate advisors and
managers and documents periodic reviews of every fund manager
and consultant.

Through discussions with the asset classes there appeared to be a
thorough understanding of risk management and risk mitigation
strategies in place; however, the focus was primarily related to
investment management risk. The Real Estate group should
collaborate with the RMCU to ensure a more holistic view of risk
across the organization. This collaboration may include, but is not
limited to, the facilitation of a risk workshop between the Risk
Management and Compliance Unit and the Business Unit where
each risk category (e.g., Compliance Risk, Service Provider Risk,
Human Capital Risk, etc.) is discussed and risk responses are
inventoried.

Page 26

Karen Chandler
Steve Spook

Accepted. First follow‐up interviews for business unit risk assessments are to occur during November and early
December, second round of interviews will occur in April/May timeframe to finish up strategic plan by 6/30/12.

06/30/2012

Real Estate

32 This unit has a formal methodology and risk model that is specific
for the risks for these funds. Risks for this unit are assessed,
monitored and reported on independently of other enterprise
risks.

Although the CAT fund had has a long successful relationship with
their external financial advisor and administration services
provider, they may wish to consider developing alternatives to
these relationships as a “second line of defense “ in the event
that one of these relationships were to change.

Page 27

Jack Nicholson
Anne Bert

Accepted.

06/30/2012

CAT Fund

33 This unit has a formal methodology and risk model that is specific Consider including the CAT fund into the broader risk
for the risks for these funds. Risks for this unit are assessed,
management and compliance unit initiatives.
monitored and reported on independently of other enterprise
risks.

Page 27

Karen Chandler
Jack Nicholson
Anne Bert

Accepted.

09/30/2012

CAT Fund

34 The Financial Operations business unit has a dedicated data
Financial operations should assess all critical procedures and
integrity position and the majority of policies and procedures are ensure desk manuals are up‐to‐date for those identified as critical
documented. Key person risk is mitigated through the use of cross on an annual basis.
trained back‐ups for each position.

Page 27

Karen Chandler
Lori Guido

Accepted.

06/30/2012

Financial Operations

5

11/04/2011

CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS
35 The alignment of ERM & IT risk management is developing along
with the ERM program in an effort to reach a common
understanding of the SBA’s technology and the risk controls in
place. There are practices in place that do mitigate key risks;
however these activities are not formally documented as
components of a broader risk management program.
Comprehensive vulnerability management and penetration
testing, as well as intrusion detection, logging, and monitoring
activities currently are conducted to help manage key risks.
Detailed risk and control assessments have been performed for
network security and disaster recovery risks, but an IT risk
assessment linked to the SBA’s enterprise risk assessment has not
been performed. That is, in the ERM plan, the technology‐related
control activities are not clearly identified with the associated
business risks. Consideration is being given to moving the SBA’s
warm site outside of Tallahassee.

RECOMMENDATIONS

REFERENCE

Assign responsibility for risk management oversight to one or
more individuals within the IT department. Currently, some key
risks are being managed in other areas of the business; however,
IT may have had minimal involvement or exposure to the
activities being performed. As a result, IT may not have full
visibility of supporting risk management activities. For example:
Business units have responsibility for classifying data. There may
be differences in definition across business units. IT could play a
role in assessing and reconciling these definitions.

Page 28

36 The alignment of ERM & IT risk management is developing along Consider performing an overall, comprehensive IT risk
assessment that links to the SBA’s enterprise risk assessment.
with the ERM program in an effort to reach a common
understanding of the SBA’s technology and the risk controls in
place. There are practices in place that do mitigate key risks;
however these activities are not formally documented as
components of a broader risk management program.
Comprehensive vulnerability management and penetration
testing, as well as intrusion detection, logging, and monitoring
activities currently are conducted to help manage key risks.
Detailed risk and control assessments have been performed for
network security and disaster recovery risks, but an IT risk
assessment linked to the SBA’s enterprise risk assessment has not
been performed. That is, in the ERM plan, the technology‐related
control activities are not clearly identified with the associated
business risks. Consideration is being given to moving the SBA’s
warm site outside of Tallahassee.

Page 28

37 The alignment of ERM & IT risk management is developing along Consider performing a data inventory and evaluating how data is
handled both internally and by TPAs
with the ERM program in an effort to reach a common
understanding of the SBA’s technology and the risk controls in
place. There are practices in place that do mitigate key risks;
however these activities are not formally documented as
components of a broader risk management program.
Comprehensive vulnerability management and penetration
testing, as well as intrusion detection, logging, and monitoring
activities currently are conducted to help manage key risks.
Detailed risk and control assessments have been performed for
network security and disaster recovery risks, but an IT risk
assessment linked to the SBA’s enterprise risk assessment has not
been performed. That is, in the ERM plan, the technology‐related
control activities are not clearly identified with the associated
business risks. Consideration is being given to moving the SBA’s
warm site outside of Tallahassee.

Page 28

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

03/31/2012

Information
Technology

Accepted.

03/31/2012

Information
Technology

Greg Mathes
Accepted.
Kathy Whitehead

09/30/2012

Information
Technology

ASSIGNED TO

RESPONSE

Partially Accepted. We will explore further documenting associations between technology‐related control activities
Greg Mathes
Kathy Whitehead and business risks.
Karen Chandler

Karen Chandler
Greg Mathes

6

11/04/2011

CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

38 Human Resource policies and procedures are developed and are Consider developing the following capabilities within the Human
Resources unit:
easily accessible to all employees through the intranet. All new
a. Training and Education
employees receive training on key policies as part of the
b. Enterprise Policy and Procedure Management including the
“onboarding” process. Business units maintain procedures for
their own areas. Procedures have been developed for screening
inventory of business unit policies and procedures, enforcing
new employees. In accordance with policy, HR performs
standards and requiring periodic review.
background checks on employees when they are promoted to
another position and every five years if they have not moved or
been promoted to another position (policy 20‐201 Recruitment,
Selection, and Appointments.)
39 This unit is agile and nimble in order to quickly respond to issues Develop a formalized communication strategy that places the
as they emerge. With the current, experienced staff, “Ad Hoc” may Communications Business Unit, to the extent possible, in a more
be the appropriate level of maturity recognizing that opportunities proactive mode. A proactive communication strategy may
may exist to formalize communication strategies, policies and
include, but is not limited to, the development of what‐if
scenarios related to the 5 crisis issues facing the Business Unit
procedures to be more proactive.
(internal scandal, external scandal, bad investments, media
accusations, and natural disaster) along with procedures detailing
how to respond to each adverse risk event.

REFERENCE

ASSIGNED TO

RESPONSE

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

Page 29

Kathy Whitehead Partially accepted. Transition of training and development function to the COO/CFO will occur by the end of fiscal
year. Enterprise policy management is centralized and currently housed in Risk Management and Compliance and
Eric Nelson
Dorothy Melton will remain there.
Cindy Stiff

06/30/2012

Human Resources

Page 30

Dennis MacKee Accepted and in progress.
John Kuczwanski

09/30/2012

Communications

Document the system of controls (and ownership) and linkage of
40 SBA has not formally documented the mapping of the risk
assessment to the system of controls. As stated in the SBA Policy, these to the enterprise risk assessment.
10‐042 Internal Controls and Fraud : “Risk assessment is necessary
for the identification and analysis of relevant risks to the
achievement of the organization’s objectives, and forms a basis for
determining how those risks should be managed. Control activities
are the policies, guidelines and procedures that ensure necessary
actions are taken to address and mitigate identified risks.” The
CRCO estimates that 60% of the controls have been formally
documented.

Page 32

Karen Chandler
Eric Nelson
TBD

Accepted. The highest priority controls have been documented and the remainder will be documented.

09/30/2012

Internal Controls
and Fiduciary
Compliance

41 SBA has not formally documented the mapping of the risk
assessment to the system of controls. As stated in the SBA Policy,
10‐042 Internal Controls and Fraud : “Risk assessment is necessary
for the identification and analysis of relevant risks to the
achievement of the organization’s objectives, and forms a basis for
determining how those risks should be managed. Control activities
are the policies, guidelines and procedures that ensure necessary
actions are taken to address and mitigate identified risks.” The
CRCO estimates that 60% of the controls have been formally
documented.

Page 32

Karen Chandler
Eric Nelson
TBD

Accepted.

12/31/2012

Internal Controls
and Fiduciary
Compliance

Page 32

Karen Chandler
Eric Nelson
TBD

Accepted.

03/31/2013

Internal Controls
and Fiduciary
Compliance

Develop a risk based approach for assessment and/or testing of
these controls. This can include a combination of self‐
assessments by the business, assessment and testing by the Risk
Management and Compliance Unit, and assessment and testing
performed by Internal Audit.

Report on the results of the assessment and testing of the system
42 SBA has not formally documented the mapping of the risk
assessment to the system of controls. As stated in the SBA Policy, of internal controls.
10‐042 Internal Controls and Fraud : “Risk assessment is necessary
for the identification and analysis of relevant risks to the
achievement of the organization’s objectives, and forms a basis for
determining how those risks should be managed. Control activities
are the policies, guidelines and procedures that ensure necessary
actions are taken to address and mitigate identified risks.” The
CRCO estimates that 60% of the controls have been formally
documented.

7

11/04/2011

CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS
The SBA should consider using the recently completed risk
assessment to determine which committees should include a
discussion of which risks as part of their standing meeting
agenda.

REFERENCE

ASSIGNED TO

RESPONSE

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

Page 32

Accepted. Oversight group chairman will be instructed to periodically discuss/address relevant risks as part of a
Eric Nelson
Kathy Whitehead standing agenda process and relevant policies will be updated to reflect requirement.
Kevin SigRist
Jennifer Barrett

02/28/2012

Internal Controls
and Fiduciary
Compliance

Document the processes for the identification and assessment of
44 As evidenced by the SBA’s ability to respond to the regulatory
changes in the statutory environment.
changes enacted by 2010‐180, Laws of Florida, the Legislative
Affairs Liaison, General Counsel and other SBA managers have the
experience and capability to identify, assess and respond to
changes in the regulatory environment.

Page 33

Eric Nelson
Accepted. Process will be documented.
Jennifer Barrett
Ron Poppell
Maureen Hazen

06/30/2012

Internal Controls
and Fiduciary
Compliance

45 There is a combined role of Executive Director and Chief
Investment Officer at the SBA. In a sampling of organizations
included as Exhibit G, Sampling of Various Reporting Structures,
we found most organizations defined these roles separately.
While, it may be appropriate for the Chief Risk and Compliance
Officer (CRCO) to report to the Executive Director, there may be a
conflict of independence with the CRCO reporting to the Chief
Investment Officer. As an example, the State of Wisconsin has
defined these roles as separate and excerpts from Wisconsin
statute are included as Exhibit J.

Page 35

Trustees
IAC

Trustees and Investment Advisory Council to address. The Investment Policy Statement approved by the Trustees on
June 16, 2011 provides the delegation to the Executive Director for investment responsibility as well as development
and oversight of a risk management and compliance function. Under s. 215.475, Fla. Stat., any changes to the
Investment Policy Statement must be reviewed by the IAC before being presented to the Trustees.

Organizational
Structure and
Independence of
Chief Compliance
Officer

46 There is a combined role of Executive Director and Chief
On a pre‐determined frequency, provide an executive session
Investment Officer at the SBA. In a sampling of organizations
with the CRCO and the Audit Committee and/or Board of
included as Exhibit G, Sampling of Various Reporting Structures,
Trustees. This may require a statutory change.
we found most organizations defined these roles separately.
While, it may be appropriate for the Chief Risk and Compliance
Officer (CRCO) to report to the Executive Director, there may be a
conflict of independence with the CRCO reporting to the Chief
Investment Officer. As an example, the State of Wisconsin has
defined these roles as separate and excerpts from Wisconsin
statute are included as Exhibit J.

Page 35

Trustees

Trustees to address.

Organizational
Structure and
Independence of
Chief Compliance
Officer

47 Both the PLGAC and the IAC will implement standing agenda items Include an agenda item at least annually to assess the adequacy
and efficiency of the standing agenda items.
and standardize meeting agendas in order to consistently cover
topics during the course of the year.

Page 35

Kevin SigRist
Mike McCauley

48 The IAC did not provide a report to the Trustees for the September Consider changing the timing of the IAC meeting to allow the IAC
20, 2011 meeting. (The IAC did meet on September 19, 2011.)
to draft a report to the Trustees. Develop a standard report
However, minutes from the June 15, 2011 meeting were included outline for IAC to provide a report to the board of Trustees.
in a report to the Trustees.

Page 36

Trustees

Consider the scope of this type of review in context of the overall
risk management and compliance program.

Page 36

43 The SBA has implemented a number of committees
(subcommittees) to take responsibility of monitoring and of
reporting on various types of risks and compliance requirements.
These committees include:
a. Senior Investment Group, including the following standing sub‐
committees: Investment Oversight Group, Trading Oversight
Group, and Corporate Governance and Proxy Voting Group.
b. Senior Operations Group, including the following standing sub‐
committees: Valuation Oversight Group, Performance
Measurement Oversight Group, and IT Steering Committee.
c. Risk and Compliance Committee.

49 On April 7, 2011, the Groom Law Group delivered a report to the
General Counsel based upon a review of various documents and
reports that the SBA staff regularly provides to the Board of
Trustees. Based upon the review, the opinion was that these
documents and reports include “sufficient, adequate and
appropriate information to ensure the Trustees fulfill their
fiduciary obligations under applicable Florida law.”

Consider separating the Executive Director and Chief Investment
Officer roles and responsibilities with the CRCO reporting to the
Executive Director. Alternatively, consider the CRCO reporting
directly to the Trustees or their designees.

Accepted. Recently done and will continue to do so. Both oversight groups will have an annual agenda item to
review appropriateness of standing agenda items.

Trustees to address. At the IAC's request, the IAC meetings have been scheduled adjacent (i.e., the day prior) to the
quarterly Trustee meetings to ensure the most timely information is transmitted by the IAC to the Trustees as well as
minimizing travel and time required of IAC members who serve in a volunteer capacity. We will rely on the Trustees
to notify IAC members or SBA management of information needs that are not being met under the current process.

Eric Nelson
Accepted. The CRCO and GC will determine the appropriate frequency to have a review performed by the Groom
Maureen Hazen Law Group (or other provider).

8

06/30/2012

Organizational
Structure and
Independence of
Chief Compliance
Officer

N/A

Organizational
Structure and
Independence of
Chief Compliance
Officer
Organizational
Structure and
Independence of
Chief Compliance
Officer

12/31/2012

11/04/2011

CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

REFERENCE

ASSIGNED TO

RESPONSE

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

50 The job description for the CRCO includes responsibilities “for
leading, directing, planning, organizing, administering, and
managing the SBA's strategic planning process.” This is a small
percentage (5%) of the overall job responsibilities.

Consider transferring this responsibility to a senior manager
(Executive Director and Chief Investment Officer or Deputy
Executive Director). The CRCO should continue to participate in
the strategy process, but should not have ownership of this
process.

Page 36

Partially accepted. SBA will evaluate feasibility and merits of moving function to COO/CFO rather than the ED or DED
Eric Nelson
positions.
Kevin SigRist
Kathy Whitehead

06/30/2012

Organizational
Structure and
Independence of
Chief Compliance
Officer

51 Although not specified in the CRCO’s job description, the CRCO
does have ownership of Training and Development of the
organization.

Consider transferring this ownership outside of the Risk
Management and Compliance business unit.

Page 36

Accepted. Transition of training and development function to the COO/CFO is anticipated to occur by the end of
Eric Nelson
Kathy Whitehead fiscal year.
Cindy Stiff

06/30/2012

Organizational
Structure and
Independence of
Chief Compliance
Officer

Continue to leverage the ERM framework to assist in the
52 The SBA demonstrates a culture of continuous improvement to
provide relevant and timely information to the IAC, the PLGAC and communication of risks and compliance items to the various
the Board of Trustees.
oversight committees recognizing the varying levels of
responsibilities.

Page 36

Accepted. Oversight group chairman will be instructed to periodically discuss/address relevant risks in the context of
Eric Nelson
Kathy Whitehead the SBA's risk framework as part of a standing agenda process and relevant policies will be updated to reflect
Kevin SigRist
requirement.
Jennifer Barrett

02/28/2012

Organizational
Structure and
Independence of
Chief Compliance
Officer

53 The Enterprise Risk Management (ERM) Policy describes the roles Continue to leverage the ERM framework to assist in the
communication of risks and compliance items to the various
of the Risk and Compliance Committee, Business Units, and the
Inspector General.
oversight committees recognizing the varying levels of
responsibilities.

Page 37

Accepted. Oversight group chairman will be instructed to periodically discuss/address relevant risks in the context of
Eric Nelson
Kathy Whitehead the SBA's risk framework as part of a standing agenda process. (Note: Recommendation in published report is
duplicate to previous recommendation.)
Kevin SigRist

02/28/2012

Organizational
Structure and
Independence of
Chief Compliance
Officer

54 The SBA has implemented an Internal Risk Management
Consider reassigning the responsibility of final approval of
Governance Structure that separates oversight from management. meeting minutes. This needs to be considered in respect to the
This includes the establishment of the Risk Management and
reporting lines between the committee membership and the
Compliance Business Unit headed up by the Chief Risk and
Executive Director and Chief Investment Officer.
Compliance Officer. The SBA has also established the following
oversight committees:
a. Senior Investment Group, including the following standing sub‐
committees: Investment Oversight Group, Trading Oversight
Group, and Corporate Governance and Proxy Voting Group.
b. Senior Operations Group, including the following standing sub‐
committees: Valuation Oversight Group, Performance
Measurement Oversight Group, and IT Steering Committee.
c. Risk and Compliance Committee.
Members of the Risk Management and Compliance Business Unit
participate on all of these committees. Minutes are captured on all
of these oversight committees with final approval subject to the
final authority of the Executive Director and Chief Investment
Officer. Per policy, members are requested to “proactively engage
in constructive, fair, open and critical deliberations.” All members
report administratively to the Executive Director and Chief
Investment Officer.

Page 37

Accepted.

02/28/2012

Organizational
Structure and
Independence of
Chief Compliance
Officer

55 No specific associated observation

Revisit the internal audit approach and strategy after the periodic
compliance assessment protocol has been designed. There may
be opportunities for internal audit to put some emphasis on
testing of the assessment protocol.

Page 38

Audit Committee Audit Committee to address.

03/31/2013

Periodic Assessment
Protocols of
Compliance
Program

56 No specific associated observation

Identify the appropriate roles of Internal Audit and the Inspector
General in the periodic assessment protocol. This will be
dependent on the level of self‐testing that the business units, the
risk and compliance unit, and other third parties perform.

Page 38

Accepted.
Eric Nelson
Karen Chandler
Flerida Rivera‐
Alsing
Audit Committee

03/31/2013

Periodic Assessment
Protocols of
Compliance
Program

57 No specific associated observation

Consider using the tailored risk and compliance framework in
order to design the periodic assessment protocol. This along with
the “Risk Ownership Grid” will assist the SBA in identifying areas
for assessment.
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03/31/2013

Periodic Assessment
Protocols of
Compliance
Program

Eric Nelson
Kevin SigRist
Ash Williams

Eric Nelson
Karen Chandler
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Accepted.

11/04/2011

CROWE HORWATH EVALUATION AND RECOMMENDATIONS RELATED TO THE COMPLIANCE PROGRAM DATED 10/21/11
FINDINGS

RECOMMENDATIONS

RESPONSE

TARGET
COMPLETION
DATE

CROWE
CLASSIFICATION

REFERENCE

ASSIGNED TO

58 No specific associated observation

Consider the design and deployment of a “culture” survey to
assess the “Tone at the Top” and overall risk and control
understanding.
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Karen Chandler

Accepted.

06/30/2012

Periodic Assessment
Protocols of
Compliance
Program

59 No specific associated observation

Consider enhancing the risk assessment to include
documentation of the internal controls performed by the
business units as well as other units including the risk
management and compliance unit. This may include a high level
assessment of the controls “use in practice” as well as the control
type (preventative and/or detective).
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Eric Nelson
Karen Chandler
TBD

Accepted.

09/30/2012

Periodic Assessment
Protocols of
Compliance
Program

60 No specific associated observation

Consider developing the periodic assessment protocol based
upon level of risk. i.e. Higher level risks will require more
frequent review of the risk and control structure.
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Eric Nelson
Karen Chandler

Accepted.

03/31/2013

Periodic Assessment
Protocols of
Compliance
Program

61 No specific associated observation

Consider assessing controls for resiliency (ability to adapt) as well
as operating and design effectiveness.
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Karen Chandler
TBD

Accepted.

06/30/2013

Periodic Assessment
Protocols of
Compliance
Program

62 No specific associated observation

Recognize that the SBA does have some controls that perform
continuously. These types of controls may require a different
assessment protocol. Consider periodically verifying that they
have been adapted to the current environment.
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Karen Chandler
TBD

Accepted.

06/30/2013

Periodic Assessment
Protocols of
Compliance
Program

63 No specific associated observation

Include in the standing agenda for trustee meetings a discussion
of the Enterprise Risk Assessment and changes in the overall Risk
profile of the SBA in the context of the SBA’s overall strategic
objectives.
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Trustees

Trustees to address.
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Considerations for
the Future (Trustee
Actions)

11/04/2011
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101 East Kennedy Boulevard
Suite 1250
Tampa, Florida 33602-5197

The information, assessment, observations and opinions contained
herein reflects work product of Crowe Horwath LLP, prepared at the
request of the State Board of Administration. This information is
intended solely for the information and use of the State Board of
Administration Board of Trustees, Audit Committee and Management,
and is not intended to be and should not be used by anyone other than
these specific parties.
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Evaluation and Recommendations Related to the Compliance Program

Executive Summary
Purpose
The purpose of this report is to provide an assessment of the State Board of Administration (SBA) of
Florida’s Risk and Compliance Program and to provide insight into the development of a practical
overall roadmap that the SBA can use to further enhance its risk and compliance program. We urge
the SBA to use the observations, assessments, and recommendations collectively and, in
consideration of all of the activities of the SBA, develop a comprehensive risk and compliance
management plan for the next twelve to thirty-six months. We have observed the management team
foster a culture of continuous improvement, and this report should be viewed as a tool to further the
ability of the SBA to respond to new risks, mandates and other compliance requirements in today’s
dynamic environment.

Background
In August, 2008, the SBA engaged Deloitte & Touche LLP (Deloitte) to undertake an assessment of
the SBA’s compliance program and related compliance control, monitoring, and oversight activities
associated with its investment management activities, middle- and back-office operations, and certain
other processes. Deloitte developed recommendations for the SBA to consider as it continues to
evaluate its investment operations and strengthen its compliance program, including certain middleand back-office support functions. This assessment and recommendations were delivered to the SBA
in January, 2009 in a report entitled “Phase 1 – Strategic Analysis – Investment Management
Compliance Program Review.”
Leveraging this initial report, the SBA engaged Deloitte to develop an implementation plan for
enhancing the SBA’s governance structure and compliance functions. This implementation plan,
delivered in a report entitled “Phase 2: Governance Structure and Compliance Department
Implementation” and delivered in June, 2009, focused on Governance, structuring a Compliance
Department, developing an annual Compliance Assessment, and Implementing an External Manager
Oversight Framework.
In August 2011, the SBA engaged Crowe Horwath LLP (Crowe) to evaluate the compliance program
and its alignment to any enterprise risk management processes (ERM) within the SBA. As part of this
engagement, the SBA requested Crowe to evaluate the progress made by the SBA relative to both
reports developed by Deloitte.
Additionally, in 2010, changes were made to Chapter 215, Florida Statutes, resulting from Chapter
2010-180, Laws of Florida. As part of this engagement, we also evaluated the impact of these
changes and how the SBA responded to these changes.
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Approach
For this engagement, we tailored our Program Assessment and Roadmap (PAR) methodology to
SBA’s specific engagement. Our tailored approach focused on the Program Assessment steps of our
methodology and can be summarized in the diagram below:

1. Prepare

• Gather Documents
• Prepare Engagement
Plan
• Confirm Outline of
Report
• Tailor PAR Tools

2. Conduct
Interviews

3. Perform
Assessment

• Schedule Interviews
• Provide Advance
Material
• Perform Interviews
• Document Observations

• Confirm Observations
• Assess
• Progress
• Maturity
• Identify Opportunities

4. Deliver Report

• Draft Report
• Resolve Deficiencies
• Deliver Final Report

Details on our methodology are included in the report. It is important to repeat that the intent of this
approach is to deliver a report that can provide insight and recommendations into an actionable
roadmap to guide the SBA in future enhancements of the risk and compliance program.

The SBA’s Risk and Compliance Journey
The SBA has made significant progress since first engaging Deloitte in 2008 on its Risk and
Compliance Journey. One way to think of this is that the SBA is moving from a perspective where
management “manages risk and compliance” to where management designs and monitors a “risk and
compliance management system.” This system consists of policies, procedures, controls,
assessments and governance structure designed to respond to exceptions and changes in the risk
and compliance profile of the organization. At a high level, the SBA has matured many of the risk
management processes from “Ad Hoc” to “Developed.” Below is a graphical representation of our
assessment of where the SBA is on this journey.
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Highlights of our assessment of the SBA include:
1. The SBA has a defined purpose, role and goals for the Compliance Program and ERM that is
consistent with accepted and prevailing industry practices. A single, enterprise level, overall plan
(or roadmap), is not used currently to track the SBA’s progress in achieving these goals, however,
significant progress has been made toward these goals.
2. The SBA has made progress toward these goals as measured against
a. Phase I and Phase II of the Deloitte Reports;
b. The Statutory Changes to Chapter 215, resulting from Chapter 2010-180, Laws of
Florida; and
c. A tailored risk and compliance framework.
3. The SBA has established governance and oversight committees with participation from the
Executive Director and Chief Investment Officer and the Deputy Executive Director. Recognizing
that the SBA has a complicated web of statutes, mandates, policies and other compliance
requirements, the SBA has established a hierarchy of policies that cascade from investment
policies through individual department policies.
4. The Chief Risk and Compliance Officer (CRCO) reports to the Executive Director who also serves
as the Chief Investment Officer in a combined role. Best practice would suggest that the CRCO
report to the Board of Trustees or the Executive Director. Independence of the CRCO may be
impaired in reporting to the Chief Investment Officer. The SBA may consider establishing a direct
reporting relationship between the CRCO and the Board of Trustees/Designees or separating the
roles of the Executive Director and the Chief Investment Officer.
5. At the time of this report, the SBA has not developed an annual assessment program. We believe
that an ongoing process to assess the performance of its compliance policies and procedures is
critical to improve effectiveness and efficiencies, in a culture of continuous improvement. We
encourage the SBA to develop a risk based approach to this process, recognizing that low risk
areas may be assessed less frequently than high risk areas.
6. The Risk Management and Compliance Unit (RMCU) is maturing. Roles and responsibilities have
been defined, and the positions in the department are being filled. The unit is in the process of
completing an Enterprise Risk Assessment with engagement of the entire organization. Detailed
procedures are being documented for oversight functions with an estimated 70% of the
documentation having been formally documented.
7. The Risk and Compliance Unit has implemented an External Investment Management Oversight
Program. This program has more mature processes for the Public Asset Classes than the Private
Asset Classes and improvements are being continually being made to this program. The key to
this program is the methodology implemented to assess external investment managers which
varies by asset class.
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8. The governance and structure of the Risk Management Environment, including the Audit
Committee and Investment Advisory Council, has been designed to provide reasonable assurance
that the Trustees are able to comply with their fiduciary responsibilities in accordance with state
law and federal tax law. The system of internal controls has not been fully documented. To
identify any gaps in the system of internal controls and to assess the operating effectiveness of
these controls, the following steps should be considered:
a. Document the system of controls (and ownership) and link these to the enterprise risk
assessment.
b. Develop a risk based approach for assessment and/or testing of these controls. This
could include a combination of self-assessments by the business, assessment and
testing by the Risk Management and Compliance Unit, and assessment and testing
performed by Internal Audit.
c. Report on the results of the assessment and testing of the system of internal controls
to the Audit Committee.

Considerations for the Future
As part of this engagement, we tailored a Risk and Compliance Framework that may be helpful in
developing an overall Risk Management and Compliance Roadmap for the SBA. Recognizing that
risk and compliance cannot be delegated to an individual or even a department, this framework
considers not only the risk management and compliance unit, but also how risk and compliance is
managed in the other business units with links to governance, change management, business
practices and ongoing monitoring practices of the overall organization. This framework is summarized
in the diagram below.
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We have organized our recommendations by component within this framework. Leveraging the
recently completed Enterprise Risk Assessment, we believe that the SBA should consider our
recommendations and develop a risk based plan to further build upon the progress made to date. We
believe that a program that is designed and integrated with the Enterprise Risk Assessment, will be
resilient and responsive as the risk profile of the SBA continues to change.
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Background
Purpose and Role of the Compliance Program and ERM
The purpose and role of the Compliance Program and Enterprise Risk Management has been defined
clearly based upon statements from the CFO of Florida and interviews with SBA Executive Director
and Chief Investment Officer, the Deputy Executive Director, the Chief Risk and Compliance Officer
and business unit managers throughout the SBA. The purpose and role has been captured in the
Enterprise Risk Management Policy (ERM) (10-005):
“A dynamic risk management framework shall be developed and maintained via a risk
management plan which will ensure that risks undertaken by the SBA and the applicable risks
undertaken by external parties that assist the SBA in performing its duties are identified,
understood, assessed and effectively managed.”
The ERM Policy clearly states that SBA business unit heads will have responsibility for identifying,
assessing, monitoring and managing the risks within their respective business units on a regular
basis. The purpose is to improve the probability that risks at the consolidated enterprise level will be
consistent with the organizational goals and objectives of the SBA enterprise and within risk
tolerances approved by senior management. Included as Exhibit A, is a diagram provided by the
SBA providing an overview of the SBA Risk Management program.
The ERM Policy also clearly outlines the role of the Risk Management and Compliance Unit (RMC):
“The role of the RMC unit is to provide independent and objective oversight, coordination and
support to risk management processes at the SBA. RMC shall centrally coordinate the crossfunctional management of enterprise-wide risks and shall provide an enterprise-wide
consolidated view of risks and risk control procedures. RMC will be responsible, through their
participation in the Senior Investment Group and Senior Operations Group (and their
associated oversight sub-committees/groups), for reviewing and evaluating new initiatives,
products and processes, both investment and operational, to ensure adequate risk
identification, assessment and management (i.e., reasonable risk avoiding, accepting,
reducing and/or sharing tactics have been identified) has been performed by the business
unit(s) implementing the proposed change.
“In addition to promoting enterprise-wide awareness of risk management, RMC will seek to
enhance senior management’s awareness and understanding of the key risks faced by the
SBA (i.e., likelihood and potential severity), in order to help advance the goals and objectives
of the SBA. RMC will accomplish this through reporting risk management and control issues to
the Executive Director & CIO, and the Risk and Compliance Committee on a regular basis.”
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Plans and Goals for using the Compliance Program and ERM
Recognizing that development and implementation of an integrated risk and compliance program is
an ongoing journey, this report should assist the SBA in measuring the progress made and adjusting
the plans and goals for the risk and compliance program going forward.
Significant progress has, and continues to be made with respect to the recommendations made by
Deloitte in 2009 and in consideration of the statutory changes to Chapter 215, Florida Statutes,
resulting from Chapter 2010-180, Laws of Florida. In this report, we have assessed the SBA’s
progress against these recommendations and the statutory changes.
We have also assessed the maturity of various components of the risk and compliance program using
an operational framework that has been tailored to SBA’s specific environment. This report provides
an assessment of the maturity of these components using this tailored framework. This framework
can be leveraged as a planning tool as the SBA continues its journey.
Most important to any risk and compliance program is an overall risk assessment tailored to the
unique environment of the SBA. The SBA has built a comprehensive risk assessment in the first half
of 2011. This risk assessment is a critical step in developing a risk based risk and compliance
program and can be used to define future plans and goals for enhancements and improvements in the
future.
We noted that the ERM Policy includes the following:
“An updated SBA Risk Management Plan shall be prepared by the RMC unit on an annual
basis. The Risk Management Plan shall include the identification of enterprise-wide risks, as
well as business unit risks, assessments of identified risks, including likelihood and severity,
and current response strategies. Business units are required to update their component of the
SBA Risk Management Plan annually and timely submit their updates to RMC as requested.
The Risk Management and Compliance Committee shall be responsible for reviewing the Risk
Management Plan prior to approval by the Executive Director & CIO.”
Although the SBA has prepared an updated enterprise risk assessment, the RMC unit has not
prepared a formal Risk Management Plan that has been approved by the Executive Director & CIO.
We have also noted that the position of Director of Enterprise Risk Management was vacant as of
7/31/2011. This position has now been filled and we would anticipate a formal SBA Risk
Management Plan to be forthcoming.
Although a plan has not been formally approved, we do understand that through the ERM Policy, the
SBA has identified the following goal:
“A dynamic risk management framework shall be developed and maintained via a risk
management plan which will ensure that risks undertaken by the SBA, and the applicable risks
undertaken by external parties that assist the SBA in performing its duties are identified,
understood, assessed and effectively managed”
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Furthermore, the SBA, through the ERM Policy, has identified the following roles for the Risk
Management and Compliance Unit (RMCU):
1. provide independent and objective oversight, coordination and support to risk management
processes at the SBA;
2. centrally coordinate the cross-functional management of enterprise-wide risks and provide
an enterprise-wide consolidated view of risks and risk control procedures;
3. reviewing and evaluating new initiatives, products and processes, both investment and
operational, to ensure adequate risk identification, assessment and management;
4. promoting enterprise-wide awareness of risk management;
5. enhancing senior management’s awareness and understanding of the key risks faced by
the SBA in order to help advance the goals and objectives of the SBA;
6. reporting risk management and control issues to the Executive Director & CIO, and the
Risk and Compliance Committee on a regular basis; and
7. recognizing that the Executive Director & CIO retains all decision-making authority over the
enterprise risk management function and corresponding strategic risk management and
control issues, the RMCU will advise the Executive Director & CIO on enterprise risk
management related policies, processes and issues.
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Approach
Scope
Our scope for this project was defined by the scope of components discussed and addressed in the
Deloitte Phases I and II of the Compliance Program Assessment dated January 15, 2009, and June
16, 2009. Based upon our discussions with SBA management, we understand that the scope of this
assessment included all risk and compliance activities performed by the SBA except for activities
related to the Florida Retirement Systems Investment Plan (Defined Contribution Plan). Therefore,
our engagement did not address the risk and compliance activities performed by the SBA within the
Defined Contribution business unit. We understand that Deloitte performed an assessment of these
functions subsequent to Phases I and II.

Methodology
For this engagement, Crowe tailored our Program Assessment and Roadmap (PAR) methodology
and approach to SBA’s specific objectives and requirements. Our tailored PAR methodology is
outlined in the following steps.

1. Prepare

• Gather Documents
• Prepare Engagement
Plan
• Confirm Outline of
Report
• Tailor PAR Tools

2. Conduct
Interviews

3. Perform
Assessment

• Schedule Interviews
• Provide Advance
Material
• Perform Interviews
• Document Observations

• Confirm Observations
• Assess
• Progress
• Maturity
• Identify Opportunities

4. Deliver Report

• Draft Report
• Resolve Deficiencies
• Deliver Final Report

These steps are further described in this section.
Step 1 - Prepare
In this step, we prepared the detailed methodology and plan for conducting our engagement by
reviewing information, developing the outline of the report, and tailoring our PAR tools to SBA’s
unique environment.
Activities in this step included:
Gather Documents
Using the presentation of Phases I and II of the Compliance Program Assessment dated
January 15, 2009, and June 16, 2009, respectively, we tailored the Risk Management and
Compliance PAR Request List to the SBA. This request list included a list of documents for us
12
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to review prior to conducting interviews. The SBA provided us these documents by loading
them onto a secure web site using the Crowe CiRT (Crowe Information Request Tracker).
Prepare Engagement Plan
Our engagement plan outlined the Crowe resources that will be employed on the engagement,
a request of individuals for interviews, and a time line (including due dates) for accomplishing
milestones.
Confirm Outline of Report
We developed an outline of the final report and this was approved by the SBA Audit
Committee.
Tailor PAR Tools
To drive our assessment process, we tailored our Program Assessment and Roadmap tools to
the SBA risk and compliance program. This included the development of a tailored risk and
compliance framework included in this report.
Step 2 - Conduct Interviews
In this step, we conducted interviews with selected staff members to gain a better and deeper
understanding of the Governance, Risk and Compliance environment at the SBA. Throughout the
interviews, we documented our observations in a format to perform the assessment using our PAR
methodology.
Step 3 - Perform Assessment
Using the tailored methodology, we completed the maturity assessment scorecards for the
components in the tailored Governance, Risk and Compliance Framework and identified opportunities
to improve effectiveness, efficiency and/or responsiveness of individual functions of the program. We
also prepared a schedule of recommendations from Phases I and II of the Compliance Program
Assessment and assessed the SBA’s progress against this schedule of recommendations. Similarly,
we assessed the SBA’s progress in responding to Statutory Changes to Chapter 215, Florida
Statutes, resulting from Chapter 2010-180, Laws of Florida.
Step 4 -Deliver Report
This report reflects the results of the engagement. Crowe delivered a draft report to the SBA Chief
Audit Executive with an expectation that this draft report will be distributed simultaneously to the SBA
Audit Committee (Contract Manager) and SBA management on October 10, 2011. The SBA Audit
Committee members were responsible for reviewing the draft and providing a list of report deficiencies
within five business days. Crowe had responsibility for resolving all deficiencies in the final report and
a final report was delivered on October 21, 2011.
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Tailored Framework
Our tailored framework for this engagement is depicted below and is also included in Exhibit B.
Leveraging the Crowe Risk and Compliance Framework, we tailored the framework to the SBA
environment and made adjustments after a discussion with the CRCO, CAE and the Director of ERM.

Going forward, we encourage the SBA to tailor this further to meet the needs of management. With
the Deputy Executive Director, the CRCO and the Chief Operating/Financial Officer, we discussed
placing additional emphasis on the cross enterprise committees including the Senior Investment
Group (SIG) and the Senior Operations Group (SOG).

Interviews
We completed 24 interviews in order to obtain a better understanding of the risk and compliance
program at the SBA. Individuals interviewed are included in Exhibit C. During these interviews we
discussed how the respective business units assess, monitor and respond to risks and compliance
requirements. To aid in the process, we consulted the risk ownership matrix prepared by SBA’s Risk
Management and Compliance Unit. This matrix shows the relationship between a given risk (or
compliance area) and the lines of business that have a Low, Medium, or High ownership level for that
given risk. A sample of this grid is included as Exhibit D. This matrix allowed us to discuss the
specific risk areas that might apply to a given business unit.
In our analysis, we scored what we perceived as the level of maturity of each business unit in
managing the risks where they had a high level of risk ownership.
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Observations and Assessment of Current State
Maturity Assessment using Tailored Framework
For this engagement, we tailored our Crowe Risk Management and Compliance framework to SBA’s
environment. A framework allows us to break apart the risk and compliance program into
components. Recognizing that for the overall program to be effective, the framework also shows how
risk management needs to be embedded in the overall organization. The tailored framework is
illustrated below:

As part of our tailoring process, we reviewed this with the CRCO, the Chief Audit Executive, and the
Director of Enterprise Risk Management, and incorporated their initial feedback. We encourage the
SBA to continue to tailor this framework to the organization for planning and tracking purposes.
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For this engagement, we assessed the maturity of the risk and compliance program for the SBA for
the following components:
Risk and Compliance Unit
Investment Policy and Economics
External Investment Manager Oversight
Enterprise Risk Facilitation
Public/Private Market Compliance
Business Unit Risk Management
Global Equity
Fixed Income
Private Equity and Strategic Investment
Real Estate
CAT Fund
Financial Operations
Accounting and Administrative
Information Technology
Human Resources
Administrative Services
Communications
Linkages to the Enterprise
Governance
Change Management
Monitoring
Business Practices
We did not assess the maturity of the Defined Contribution Programs (DC) business unit.
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In scoring the maturity of each component, we used a simplified maturity assessment model. This
model allows us to categorize the risk and compliance processes on a continual scale between “Ad
Hoc” to “Advanced.” This scale is further defined below.
Ad Hoc

Formal processes have not
been defined. In some cases,
formal processes may not
always be executed in the
same manner.
Processes are performed
usually in response to a
request or an event.

Risk Management Process Maturity
Developed

Formal processes have been
defined and documented.
Processes are consistently
executed. Processes may be
consistently executed based on
a timetable or in response to a
request. (i.e. exception
reporting)

Advanced

Formal processes have
been documented and are
consistently executed. The
performance (effectiveness,
efficiency and
responsiveness) of these
processes are measured
allowing management to
make enhancements over
time. Processes may be
executed based on risk
measurements approaching
certain limits or trigger
points.

Our experience in working with financial services firms is that the maturity of many of the risk
management components will be in the “Ad Hoc” or “Developed” stages. As part of our scoring, we
also adjusted our “sliders” based on a subjective assessment of each area relative to other areas of
the SBA. For areas of high risk, the organization may choose to have an “Advanced” level of maturity.
For low risk areas, or where there is low likelihood of risk, “Ad Hoc” may be appropriate. In some
cases, it would be inappropriate for an organization to have an “Advanced” level of maturity for all
areas.
Going forward, the SBA may wish to make the following adjustments to this maturity model:
1. Add cross enterprise functions such as the Senior Investment Group (SIG), the Senior Operations
Group (SOG) and the Deputy Executive Director.
2. Differentiate the maturity of risk management processes dependent on type of risk. (i.e. the SBA
could assess investment risk management processes separately from operational risk
management processes.)
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Using the maturity scorecard, we performed an assessment of the various components.
Risk Management Process Maturity
Component

Ad Hoc

Developed

Risk Management and
Compliance Unit
Enterprise Risk Facilitation
Investment Policy and
Economics
External Investment
Management Oversight
Public Market Compliance
Private Market Compliance
Business Units
Global Equity
Fixed Income
Private Equity and Strategic
Investment
Real Estate
CAT Fund
Financial Operations
Accounting and Administrative
Information Technology
Human Resources
Administrative Services
Communications
Linkage to the Enterprise
Governance
Change Management
Business Practices
Monitoring
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The following tables provide a detailed analysis or each framework component, an assessment of
maturity, supporting observations and recommendations for consideration.
Component

Risk Management Description Includes risk management and compliance oversight
and Compliance
functions. Although training and development report
Unit
into this unit, training and development are assessed
as part of the “Business Practices” component.
Risk Management Process Maturity
Ad Hoc

Observations

Recommendations
for Consideration

Developed

Advanced

The Risk Management and Compliance (RMC) Unit is relatively new to the SBA.
As defined through the ERM policy the RMC unit is to provide independent and
objective oversight, coordination and support to risk management processes at the
SBA.
1. The RMC Unit should prepare a risk management plan annually as required by
the ERM Policy and then track progress against this plan.
2. The RMC Unit should define the periodic assessment protocols of the Risk and
Compliance program. These should leverage the Enterprise Risk Assessment
and include a combination of self-assessments, control testing, audits and
monitoring.
3. The RMC unit should compile a master list of all compliance requirements that
are reviewed quarterly and determine the level of testing (daily/weekly/monthly)
necessary for each attribute.
4. Where there is shared ownership of a risk (i.e., assessing risk resides within
one function while monitoring and reporting are in another area), the RMC
units should clearly delineate how that risk is shared.
5. Review the reporting processes and responsibilities for non-conformance to
the training policy.
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We have performed a further drill down into the components within the Risk Management and Compliance Unit.
Component

Description This component within the RMC unit has
Enterprise Risk
Facilitation (RMC)
responsibility for facilitating the identification,
assessing, monitoring and reporting on enterprise
risks.
Risk Management Process Maturity
Ad Hoc

Observations

Recommendations
for Consideration

Component

Developed

Advanced

The SBA has developed a formal survey process of identifying and assessing risks.
Steps for improving the risk assessment process are being taken. There continues
to be a need to integrate the risk management process throughout the organization
and ensure that discussions around risks are using a common language.
1. Add the Director of Risk Management as a participant and/or facilitator to the
Risk Management Committee.
2. In addition to surveys, consider utilizing workshops and other techniques to
identify and assess risk and compliance issues.
3. Consider a view of the risk assessment that provides insight to risks by
mandate. This view may aid the SBA in identifying potentially high risk items
with some of the smaller volume mandates.
4. Identify quantitative metrics to assist in the measurement of risk.

Description This component within the RMC unit has
responsibility for design and oversight of total fund
investment policies for the FRS Pension Plan and
Lawton Chiles Endowment Fund. Investment policy
design and oversight includes (a) setting asset
allocation and subsequent monitoring and
rebalancing, (b) monitoring liquidity needs, (c) risk
budgeting, (d) performance measurement and
reporting, and (e) investment policy research.
Risk Management Process Maturity

Investment Policy
and Economics
(RMC)

Ad Hoc

Observations
Recommendations
for Consideration

Developed

Advanced

This component is sophisticated with ongoing monitoring, reporting and analysis of
investment management risks.
1. Management may wish to consider the use of automated compliance
monitoring systems.
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Component

Description This department of the Risk Management and
Compliance unit provides monitoring of external
investment managers with a variety of methods
including certifications, off site assessments and site
visits/assessments.
Risk Management Process Maturity

External Investment
Management
Oversight
(RMC)

Ad Hoc

Observations

Recommendations
for Consideration

Component

Developed

Advanced

Substantial effort has been devoted to developing the External Management
Oversight program with varying levels of maturity by asset class. The program is
most mature for Public Asset Classes and least mature for the Private Asset
Classes.
1. Consider formalizing an external compliance program for private equity and
strategic investments. A checklist may not be the best approach because of
the unique nature of several of the investments; however policies and
procedures could be drafted that allow for a more specialized/flexible
evaluation.
2. Continue to refine the program through a review of the various investment
manager scorecards, determining if more on-site evaluations are needed, and
formalizing the process for the more unique asset classes.

Public Market
Compliance
(RMC)

Description This component has responsibility for compliance
oversight of public investment managers.
Risk Management Process Maturity

Ad Hoc

Observations
Recommendations
for Consideration

Developed

Advanced

Procedures are in place, but not all are formally documented.
1. As procedures are documented, develop a protocol to periodically review the
procedures in practice in order to look for improvement opportunities.
2. Although the current compliance monitoring infrastructure appears reasonably
designed to mitigate the risk associated with monitoring portfolio compliance,
management may wish to consider the use of automated compliance
monitoring systems.
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Component

Private Market
Compliance
(RMC)

Description This component has responsibility for compliance
oversight of private investment managers.
Risk Management Process Maturity

Ad Hoc

Observations

Recommendations
for Consideration

Component

Developed

Procedures are in place, but not all are formally documented.
1. The private market procedures have been developed based on the public
market procedures. Additional tailoring of these procedures may be necessary
to address unique aspects of private market compliance.
2. Although the current compliance monitoring infrastructure appears reasonably
designed to mitigate the risk associated with monitoring portfolio compliance,
management may wish to consider the use of automated compliance
monitoring systems.

Governance
(Linkage)

Ad Hoc

Observations

Recommendations

Advanced

Description

Linkage of risk management to the Governance
functions of the SBA including the functions and
process of the board of Trustees, management
committees, strategic planning, and policy
management.
Risk Management Process Maturity
Developed

Advanced

A strategic plan has been developed, but has not been updated significantly.
There are policy development and management processes in place designed in a
cascading fashion. (i.e. Executive Director Policies, Deputy Executive Director
Policies, Investment Policy Guidelines, Departmental Policies.) Internal
governance committees have been established and meet on regular schedule with
defined roles in policies.
1. Update the strategic plan for the organization and develop linkages from the
strategic plan to the Enterprise Risk Assessment.
2. Define the role of the Board of Trustees, the Audit Committee, the IAC and the
PLGAC as part of the overall ERM Policy.
3. Build into the standing agendas for the SIG, SOG and other management
committees (including strategic planning) a discussion of risks as defined in the
Enterprise Risk Assessment.
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Component

Change
Management
(Linkage)

Ad Hoc

Observations

Recommendations
for Consideration

Description

This linkage is associated with how the SBA monitors
and makes changes to its processes, structure, and
environment. Sub-components include legislative
affairs, communication, program management and
project management.
Risk Management Process Maturity
Developed

Advanced

At present, a formal project management organization (PMO) structure is not in
place. In practice, there are significant organizational and cross functional project
management structures used in practice and as required in policies. Examples of
policies and practices include: Policy 10-019 New Investment Vehicles and
Programs and Policy 10-055 Senior Operations Group creates the IT Steering
Group. At the organizational level, project management structures have been
utilized on a number of projects, including, the Local Government Investment Pool
restructuring, implementation of 130-30 strategies (i.e., hiring managers and prime
brokers, and prime broker custody integration), custody procurement and
implementation, portfolio accounting system implementation, total fund risk
management system procurement and implementation, revising Trustee and
Investment Advisory Council reporting packages, Frontier Markets initiative, etc.
Examples of ongoing projects include: an order management system and clearing
broker procurement/implementation. It is not uncommon for the SBA to utilize
external project managers at implementing firms or consultants to maintain the
administrative component of the project management structures.
Monitoring of legislative changes is very effective through the experience and
capabilities of senior SBA managers.
1. Continue to develop a formal project management organization structure to
institutionalize consistent project management methodologies to identify risk
and manage change across business units.
2. Evaluate the role of the Defined Contribution Officer to determine if oversight of
all legislative affairs should remain a function of this position or if it should be
incorporated under another function of the organization.
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Component

Business
Practices
(Linkage)

Description

This linkage is associated with how the SBA
manages the business through procedures, training,
planning, measuring employee performance and
managing records.

Risk Management Process Maturity
Ad Hoc

Advanced

Investment performance risk management processes are formalized while noninvestment risk management processes are less formal. There are opportunities to
standardize the procedure documentation process throughout the organization and
to integrate training with procedures.

Observations

Recommendations
for Consideration

Component

Developed

1. Consolidate management of the training function, along with the procedure
documentation process, within the SBA to a single Business Unit as opposed
to shared responsibilities across multiple areas. In many organizations, this
responsibility would reside with the Human Resources area.

Monitoring
(Linkage)

Ad Hoc

Observations

Recommendations
for Consideration

Description

This linkage is associated with how the SBA monitors
compliance across the organization and tracks
violations through to resolution.
Risk Management Process Maturity
Developed

Advanced

In addition to the oversight activities provided by the risk management and
compliance business unit, there is robust monitoring from internal audit, the
consultants used in the various asset classes, and external auditors. General
Counsel activities are focused on drafting contracts with less emphasis on on-going
monitoring of contracts. Procedures for monitoring state and federal laws are
performed as needed on an ad hoc basis and through various subscription
services.
1. Develop a formal process for the monitoring of contract compliance post
contract execution. This is currently limited to DC but could be practiced
across the organization.
2. When the Inspector General (IG) role is filled, the IG should be provided an
overview of the SBA’s risk management framework and program including the
periodic assessment protocols.
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Business Unit

Global Equity
Risk Management Process Maturity

Ad Hoc

Advanced

The Global Equity Business Unit meets regularly to review reports with
performance statistics on the global equity portfolio. Trading risk is mitigated
through policies that place limits on individual brokers, external trade cost analysis,
and a three day settlement limit.

Observations

Recommendations
for Consideration

Business Unit

Developed

1. Through discussions with the asset classes there appeared to be a thorough
understanding of risk management and risk mitigation strategies in place;
however, the focus was primarily related to investment management risk.
Global Equity should collaborate with the RMCU to ensure a more holistic view
of risk across the organization. This collaboration may include, but is not
limited to, the facilitation of a risk workshop between the Risk Management and
Compliance Unit and the Business Unit where each risk category (e.g.,
Compliance Risk, Service Provider Risk, Human Capital Risk, etc.) is
discussed and risk responses are inventoried.
2. Although the current compliance monitoring infrastructure appears reasonably
designed to mitigate the risk associated with monitoring portfolio compliance,
management may wish to consider the use of automated compliance
monitoring systems.

Fixed Income
Risk Management Process Maturity

Ad Hoc

Observations

Recommendations
for Consideration

Developed

Advanced

The Fixed Income strategy group meets weekly to discuss issues on a regular
basis. There is a focus on due diligence on the front end and an established
process to terminate relationships with managers when warranted.
1. Through discussions with the asset classes there appeared to be a thorough
understanding of risk management and risk mitigation strategies in place;
however, the focus was primarily related to investment management risk.
Fixed income should collaborate with the RMCU to ensure a more holistic view
of risk across the organization. This collaboration may include, but is not
limited to, the facilitation of a risk workshop between the Risk Management and
Compliance Unit and the Business Unit where each risk category (e.g.,
Compliance Risk, Service Provider Risk, Human Capital Risk, etc.) is
discussed and risk responses are inventoried.
2. Although the current compliance monitoring infrastructure appears reasonably
designed to mitigate the risk associated with monitoring portfolio compliance,
management may wish to consider the use of automated compliance
monitoring systems.
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Business Unit

Private Equity and Strategic Investment
Risk Management Process Maturity

Ad Hoc

Developed

Advanced

In this unit, due diligence is focused on the front end including structuring contracts
to mitigate risks. For example, contracts may include clauses related to actions if a
key person leaves. Additionally, due to the unique nature of private equity and
strategic investments; they strive to maintain relationships with managers by
meeting with them throughout the year as well as reviewing annual audited
financial statements and other reports.

Observations

Recommendations
for Consideration

Business Unit

1. Develop procedures for compliance testing of remaining private equity and
strategic investment managers.
2. Through discussions with the asset classes there appeared to be a thorough
understanding of risk management and risk mitigation strategies in place;
however, the focus is primarily related to investment management risk. Private
Equity should collaborate with the RMCU to ensure a more holistic view of risk
across the organization. This collaboration may include, but is not limited to,
the facilitation of a risk workshop between the Risk Management and
Compliance Unit and the Business Unit where each risk category (e.g.,
Compliance Risk, Service Provider Risk, Human Capital Risk, etc.) is
discussed and risk responses are inventoried.

Real Estate
Risk Management Process Maturity

Ad Hoc

Observations

Recommendations
for Consideration

Developed

Advanced

The Real Estate unit has a formal process for implementing new investments that
includes due diligence and final approval by the ED/CIO. The unit engages with the
real estate advisors and managers and documents periodic reviews of every fund
manager and consultant.
1. Through discussions with the asset classes there appeared to be a thorough
understanding of risk management and risk mitigation strategies in place;
however, the focus was primarily related to investment management risk. The
Real Estate group should collaborate with the RMCU to ensure a more holistic
view of risk across the organization. This collaboration may include, but is not
limited to, the facilitation of a risk workshop between the Risk Management and
Compliance Unit and the Business Unit where each risk category (e.g.,
Compliance Risk, Service Provider Risk, Human Capital Risk, etc.) is
discussed and risk responses are inventoried.
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Business Unit

CAT Fund
Risk Management Process Maturity

Ad Hoc

Developed

Advanced

This unit has a formal methodology and risk model that is specific for the risks for
these funds. Risks for this unit are assessed, monitored and reported on
independently of other enterprise risks.

Observations

Recommendations
for Consideration

Business Unit

1. Although the CAT fund had has a long successful relationship with their
external financial advisor and administration services provider, they may wish
to consider developing alternatives to these relationships as a “second line of
defense “ in the event that one of these relationships were to change.
2. Consider including the CAT fund into the broader risk management and
compliance unit initiatives.

Financial Operations
Risk Management Process Maturity

Ad Hoc

Developed

Advanced

The Financial Operations business unit has a dedicated data integrity position and
the majority of policies and procedures are documented. Key person risk is
mitigated through the use of cross trained back-ups for each position.

Observations
Recommendations
for Consideration

Business Unit

1. Financial operations should assess all critical procedures and ensure desk
manuals are up-to-date for those identified as critical on an annual basis.

Accounting and Administrative Services
Risk Management Process Maturity

Ad Hoc

Observations
Recommendations
for Consideration

Developed

Advanced

Policies and procedures over the financial reporting process are in place including
daily cash reconciliations. Accounting is involved in overseeing the valuation
process of alternative investments and understands the risks.
No recommendations noted.
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Business Unit

Information Technology
Risk Management Process Maturity

Ad Hoc

Observations

Recommendations
for Consideration

Developed

Advanced

The alignment of ERM & IT risk management is developing along with the ERM
program in an effort to reach a common understanding of the SBA’s technology
and the risk controls in place. There are practices in place that do mitigate key
risks; however these activities are not formally documented as components of a
broader risk management program. Comprehensive vulnerability management and
penetration testing, as well as intrusion detection, logging, and monitoring activities
currently are conducted to help manage key risks. Detailed risk and control
assessments have been performed for network security and disaster recovery
risks, but an IT risk assessment linked to the SBA’s enterprise risk assessment has
not been performed. That is, in the ERM plan, the technology-related control
activities are not clearly identified with the associated business risks.
Consideration is being given to moving the SBA’s warm site outside of
Tallahassee.
1. Assign responsibility for risk management oversight to one or more individuals
within the IT department. Currently, some key risks are being managed in other
areas of the business; however, IT may have had minimal involvement or
exposure to the activities being performed. As a result, IT may not have full
visibility of supporting risk management activities. For example:
a. Business units have responsibility for classifying data. There may be
differences in definition across business units. IT could play a role in
assessing and reconciling these definitions.
2. Consider performing an overall, comprehensive IT risk assessment that links to
the SBA’s enterprise risk assessment.
3. Consider performing a data inventory and evaluating how data is handled both
internally and by TPAs.
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Business Unit

Human Resources
Risk Management Process Maturity

Ad Hoc

Developed

Advanced

Human Resource policies and procedures are developed and are easily accessible
to all employees through the intranet. All new employees receive training on key
policies as part of the “onboarding” process. Business units maintain procedures
for their own areas. Procedures have been developed for screening new
employees. In accordance with policy, HR performs background checks on
employees when they are promoted to another position and every five years if they
have not moved or been promoted to another position (policy 20-201 Recruitment,
Selection, and Appointments.)

Observations

Recommendations
for Consideration

Business Unit

1. Consider developing the following capabilities within the Human Resources
unit:
a. Training and Education
b. Enterprise Policy and Procedure Management including the
inventory of business unit policies and procedures, enforcing
standards and requiring periodic review.

Administrative Services
Risk Management Process Maturity

Ad Hoc

Observations
Recommendations
for Consideration

Developed

Advanced

The Administrative Services business unit is currently assessing the records
management policies and procedures and identifying areas of improvement.
No recommendations noted.
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Business Unit

Communications
Risk Management Process Maturity

Ad Hoc

Observations

Recommendations
for Consideration

Developed

Advanced

This unit is agile and nimble in order to quickly respond to issues as they emerge.
With the current, experienced staff, “Ad Hoc” may be the appropriate level of
maturity recognizing that opportunities may exist to formalize communication
strategies, policies and procedures to be more proactive.

1. Develop a formalized communication strategy that places the Communications
Business Unit, to the extent possible, in a more proactive mode. A proactive
communication strategy may include, but is not limited to, the development of
what-if scenarios related to the 5 crisis issues facing the Business Unit (internal
scandal, external scandal, bad investments, media accusations, and natural
disaster) along with procedures detailing how to respond to each adverse risk
event.
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Internal Controls and Fiduciary Compliance
Based on our review of requested documentation and our interviews of SBA personnel, we have
gained an understanding of how the system of internal controls, including the Audit Committee and
Investment Advisory Council, at the SBA provides reasonable assurance that the Trustees are able to
comply with their fiduciary responsibilities in accordance with state law and federal tax law. Our
review is only based on our review of documentation received and the interviews that we conducted
and did not include testing the controls for design and/or operating effectiveness. As stated in the
SBA Policy, 10-042 Internal Controls and Fraud:
“Internal controls are defined as processes, affected by an entity’s management, designed to
provide reasonable assurance that organizational objectives, such as effectiveness and
efficiency of operations, reliability of financial reporting and compliance with applicable laws
and regulations can be achieved. Internal controls are intended to reduce the risk of
unauthorized transactions, misleading or improperly recorded transactions, loss of resources
and assets, and failure to identify the person(s) responsible for errors and fraud. Adequate
systems of internal control must address authorization, recording, safeguarding, and
accountability.”
“Risk assessment is necessary for the identification and analysis of relevant risks to the
achievement of the organization’s objectives, and forms a basis for determining how those
risks should be managed. Control activities are the policies, guidelines and procedures that
ensure necessary actions are taken to address and mitigate identified risks.”
We have made the following observations:
1. The fiduciary responsibilities of the Trustees as required under state law and federal tax law
appear to be well understood by the SBA. This is evidenced through discussions with
management team members including the Chief Risk and Compliance Officer, the General
Counsel, the Deputy Executive Director, the Executive Director, Legislative Affairs, and others.
Sections of the state statute specifically discussed included: Chapters 215.44, (Board of
Administration; powers and duties in relation to investment of trust funds) to 215.53, (Powers of
existing officers and boards, the judicial branch, and agencies not affected.)
2. The General Counsel identified two specific sections of the federal tax code that are specifically
relevant to the SBA:
1. Code 401(a)(2), Exclusive Benefit Rule
2. Code 503, Prohibited Transactions
3. Policies that have been designed to address Florida statutory requirements include the following:
a.
b.
c.
d.
e.
f.

10-003, Strategic Planning
10-013, Derivative Instruments Usage
10-016, Leverage Usage
10-019, New Investment Vehicles and Programs
10-032, Public Records Request
10-040, Ethics
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g.
h.
i.
j.
k.
l.

10-043, Confidentiality
10-050, Budget Development and Administration
10-051, Administrative Fees and Other Service Charges
10-052, Travel
10-055, Senior Operations Group
10-064, Senior Investment Group

4. SBA has not formally documented the mapping of the risk assessment to the system of controls.
As stated in the SBA Policy, 10-042 Internal Controls and Fraud :
“Risk assessment is necessary for the identification and analysis of relevant risks to the
achievement of the organization’s objectives, and forms a basis for determining how those
risks should be managed. Control activities are the policies, guidelines and procedures that
ensure necessary actions are taken to address and mitigate identified risks.”
The CRCO estimates that 60% of the controls have been formally documented.

Recommendations
for Consideration

1. Document the system of controls (and ownership) and linkage
these to the enterprise risk assessment.
2. Develop a risk based approach for assessment and/or testing of
these controls. This can include a combination of selfassessments by the business, assessment and testing by the
Risk Management and Compliance Unit, and assessment and
testing performed by Internal Audit.
3. Report on the results of the assessment and testing of the
system of internal controls.

5. The SBA has implemented a number of committees (subcommittees) to take responsibility of
monitoring and of reporting on various types of risks and compliance requirements. These
committees include:
a. Senior Investment Group, including the following standing sub-committees: Investment
Oversight Group, Trading Oversight Group, and Corporate Governance and Proxy Voting
Group.
b. Senior Operations Group, including the following standing sub-committees: Valuation
Oversight Group, Performance Measurement Oversight Group, and IT Steering
Committee.
c. Risk and Compliance Committee.
Recommendation
for Consideration

The SBA should consider using the recently completed risk
assessment to determine which committees should include a
discussion of which risks as part of their standing meeting agenda.
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6. As evidenced by the SBA’s ability to respond to the regulatory changes enacted by 2010-180,
Laws of Florida, the Legislative Affairs Liaison, General Counsel and other SBA managers have
the experience and capability to identify, assess and respond to changes in the regulatory
environment.
Recommendation
for Consideration

Document the processes for the identification and assessment of
changes in the statutory environment.
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Changes as a Result of 2009 Compliance Program Assessment
As directed by the SBA Audit Committee, Crowe performed a review of the progress made towards
execution of recommendations set forth in the Deloitte Compliance Program Assessment Phase I and
Phase II. As part of the Phase I assessment, Deloitte developed recommendations for the SBA to
consider as it continues to evaluate its investment operations and strengthen its compliance program,
including certain middle- and back-office support functions. Phase II focused on the Governance and
Compliance Department Implementation and elaborated on many of the recommendations made as
part of Phase I.
Our approach in assessing the progress made by the SBA included performing a review of
documentation collected during the data gathering phase. This review was supported by interviews
with SBA personnel across the organization. A list of interviews performed and materials reviewed
can be found in Exhibits C and E. Lastly Crowe extracted a total of 18 recommendations and 59 other
considerations from the Deloitte Phase I and Phase II reports and validated the recommendation
universe with SBA personnel.
To determine the progress made towards execution of each recommendation Crowe used a rating
scale of Met, Partially Met, and Not Met. A rating of Met represents a recommendation that has been
fully executed and substantiated through document review and/or discussions with key personnel. A
rating of Partially Met represents a recommendation that is either in process, implemented taking only
a portion of the broader recommendation, put into practice but not supported by policy or procedure
(as applicable), or otherwise is not fully mature. A rating of Not Met represents a recommendation
that has not been executed by the SBA.
The detailed assessment of progress can be found in Exhibit F. Our assessment did not include any
testing for operational effectiveness.
The following graph provides a summary of the 17 recommendations from Phase I and the additional
considerations from Phase I and II.

Phase I
Recommendations
(n=17)

Additional
Considerations

Not
Met
3%
Partially
Met
14%

(n=59)

Partially
Met
35%
Met
65%

Met
83%
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Organizational Structure and Independence of Chief Compliance Officer

We evaluated the organizational structures intended to separate oversight functions from
management functions, including an assessment of the independence of the Chief Risk and
Compliance Officer.
As part of our assessment, we reviewed the following:
1. The organizational structure of the SBA,
2. The job description of the Chief Risk and Compliance Officer,
3. Various surveys and reports from independent sources on the study and structure of
various compliance programs in practice,
4. The policies of the various internal oversight committees,
5. The minutes and meeting material from the joint meeting of the Participant Local
Government Advisory Council (PLGAC) and the Investment Advisory Council (IAC)
meeting on June 15, 2011;
6. Reports to the Board of Trustees including reports from:
a. Participant Local Government Advisory Council
b. Audit Committee
c. General Counsel
d. Corporate Governance
e. Risk Management and Compliance
We also interviewed managers who performed management functions and also served on oversight
committees. Based upon our review, we have made the following observations and
recommendations:
1. There is a combined role of Executive Director and Chief Investment Officer at the SBA. In a
sampling of organizations included as Exhibit G, Sampling of Various Reporting Structures, we
found most organizations defined these roles separately. While, it may be appropriate for the
Chief Risk and Compliance Officer (CRCO) to report to the Executive Director, there may be a
conflict of independence with the CRCO reporting to the Chief Investment Officer. As an example,
the State of Wisconsin has defined these roles as separate and excerpts from Wisconsin statute
are included as Exhibit J.
1. Consider separating the Executive Director and Chief Investment Officer
roles and responsibilities with the CRCO reporting to the Executive
Director. Alternatively, consider the CRCO reporting directly to the
Recommendations
Trustees or their designees.
for Consideration
2. On a pre-determined frequency, provide an executive session with the
CRCO and the Audit Committee and/or Board of Trustees. This may
require a statutory change.

2. Both the PLGAC and the IAC will implement standing agenda items and standardize meeting
agendas in order to consistently cover topics during the course of the year.
Include an agenda item at least annually to assess the adequacy and
Recommendation
for Consideration efficiency of the standing agenda items.
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3. The IAC did not provide a report to the Trustees for the September 20, 2011 meeting. (The IAC
did meet on September 19, 2011.) However, minutes from the June 15, 2011 meeting were
included in a report to the Trustees.
Consider changing the timing of the IAC meeting to allow the IAC to draft a
Recommendation report to the Trustees. Develop a standard report outline for IAC to provide a
for Consideration report to the board of Trustees.

4. On April 7, 2011, the Groom Law Group delivered a report to the General Counsel based upon a
review of various documents and reports that the SBA staff regularly provides to the Board of
Trustees. Based upon the review, the opinion was that these documents and reports include
“sufficient, adequate and appropriate information to ensure the Trustees fulfill their fiduciary
obligations under applicable Florida law.”
Consider the scope of this type of review in context of the overall risk
Recommendation
for Consideration management and compliance program.

5. The job description for the CRCO includes responsibilities “for leading, directing, planning,
organizing, administering, and managing the SBA's strategic planning process.” This is a small
percentage (5%) of the overall job responsibilities.
Consider transferring this responsibility to a senior manager (Executive
Director and Chief Investment Officer or Deputy Executive Director). The
Recommendation
for Consideration CRCO should continue to participate in the strategy process, but should not
have ownership of this process.

7. Although not specified in the CRCO’s job description, the CRCO does have ownership of Training
and Development of the organization.
Consider transferring this ownership outside of the Risk Management and
Recommendation
for Consideration Compliance business unit.

8. The SBA demonstrates a culture of continuous improvement to provide relevant and timely
information to the IAC, the PLGAC and the Board of Trustees.
Continue to leverage the ERM framework to assist in the communication of
Recommendation risks and compliance items to the various oversight committees recognizing
for Consideration the varying levels of responsibilities.
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9. The Enterprise Risk Management (ERM) Policy describes the roles of the Risk and Compliance
Committee, Business Units, and the Inspector General.
Continue to leverage the ERM framework to assist in the communication of
Recommendation risks and compliance items to the various oversight committees recognizing
for Consideration the varying levels of responsibilities.

10. The SBA has implemented an Internal Risk Management Governance Structure that separates
oversight from management. This includes the establishment of the Risk Management and
Compliance Business Unit headed up by the Chief Risk and Compliance Officer. The SBA has
also established the following oversight committees:
a. Senior Investment Group, including the following standing sub-committees: Investment
Oversight Group, Trading Oversight Group, and Corporate Governance and Proxy Voting
Group.
b. Senior Operations Group, including the following standing sub-committees: Valuation
Oversight Group, Performance Measurement Oversight Group, and IT Steering
Committee.
c. Risk and Compliance Committee.
Members of the Risk Management and Compliance Business Unit participate on all of these
committees. Minutes are captured on all of these oversight committees with final approval subject
to the final authority of the Executive Director and Chief Investment Officer. Per policy, members
are requested to “proactively engage in constructive, fair, open and critical deliberations.” All
members report administratively to the Executive Director and Chief Investment Officer.
Consider reassigning the responsibility of final approval of meeting minutes.
This needs to be considered in respect to the reporting lines between the
Recommendation
for Consideration committee membership and the Executive Director and Chief Investment
Officer.
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Periodic Assessment Protocols of Compliance Program
Now that an assessment of the compliance program has been completed, the SBA may wish to
consider development of a tactical and strategic roadmap to formalize actions necessary to advance
the maturity of program elements requiring remediation.
In addition to the development of a compliance program roadmap management may also wish to
consider the following recommendations:

Recommendations
for Consideration

1. Revisit the internal audit approach and strategy after the periodic
compliance assessment protocol has been designed. There may be
opportunities for internal audit to put some emphasis on testing of the
assessment protocol.
2. Identify the appropriate roles of Internal Audit and the Inspector
General in the periodic assessment protocol. This will be dependent
on the level of self-testing that the business units, the risk and
compliance unit, and other third parties perform.
3. Consider using the tailored risk and compliance framework in order to
design the periodic assessment protocol. This along with the “Risk
Ownership Grid” will assist the SBA in identifying areas for
assessment.
4. Consider the design and deployment of a “culture” survey to assess the
“Tone at the Top” and overall risk and control understanding.

Now that a comprehensive risk assessment has been completed for SBA, management may wish to
consider evaluating the risk assessment process for further enhancement opportunities:
1. Consider enhancing the risk assessment to include documentation of
the internal controls performed by the business units as well as other
units including the risk management and compliance unit. This may
include a high level assessment of the controls “use in practice” as well
as the control type (preventative and/or detective).
2. Consider developing the periodic assessment protocol based upon level
Recommendations
of risk. i.e. Higher level risks will require more frequent review of the
for Consideration
risk and control structure.
3. Consider assessing controls for resiliency (ability to adapt) as well as
operating and design effectiveness.
4. Recognize that the SBA does have some controls that perform
continuously. These types of controls may require a different
assessment protocol. Consider periodically verifying that they have
been adapted to the current environment.
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Impact of Statutory Changes to Chapter 215, Florida Statutes, resulting from
Chapter 2010-180, Laws of Florida

To assess the impact of the Statutory Changes to Chapter 215, resulting from Chapter 2010-180,
Laws of Florida, we developed a schedule of the changes that could impact the SBA, and using a
rating scale of Met, Partially Met, and Not Met, determined if the SBA has met the new requirements
in the change. A rating of Met indicates that the change has been responded to by the SBA. A
rating of Partially Met indicates that there have been steps taken by the SBA to respond to this
change and more steps may be required. A rating of Not Met represents a change that has not yet
been addressed by the SBA. Our review is only based on a review of documentation received and
the interviews that we conducted and did not include testing the controls for design and/or operating
effectiveness. This assessment was reviewed with SBA management and feedback obtained the
week of October 3, 2011. 86% of the changes have been addressed by the SBA.
#
1

2010 180
Allows administration to invest any funds of any state agency, any state university or
college, any unit of local government, or any direct-support organization thereof,
pursuant to the terms of a trust agreement with the head of the state agency or the
governing body of the state university or college, unit of local government, or directsupport organization thereof, and allows investment of such funds in the Local
Government Surplus Funds Trust Fund. (215.44)

Met

Assessment
SBA has adopted this allowance in the investment management strategy.

#

2010 180

2

Required that the state board create an audit committee consisting of three members
appointed by the board for 4 year terms. The committee shall annually elect a chair
and vice chair from its membership. A member may not be elected to consecutive
terms as chair or vice chair. (215.44)

Met

Assessment
SBA has established an audit committee of 3 members with 4 year terms.
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#

2010 180

3

Required the SBA to annually produce and report to the Legislature certain financial
statements; requiring that such statements be audited by an independent third-party
firm under the direction of the audit committee. (215.44)

Met

Assessment
Applies to both Defined Contribution and Defined Benefit plans. For June 30,
2010, SBA issued audited financial statements for both the Defined
Contribution Plan and the Defined Benefit Plan.

#

2010 180

4

Requires the Board to meet at least quarterly. (215.44)

Met

Assessment
The Board is required to meet quarterly. The Board has met for the first 3
quarters of 2011 and has a meeting scheduled for December of 2011.

#

2010 180

5

The executive director shall, at a minimum, possess substantial experience,
knowledge, and expertise in the oversight of investment portfolios and must meet any
other requirements determined by the board to be necessary to the overall
management and investment of funds. (215.441)

Met

Assessment
The Executive Director is appropriately qualified and meets the qualifications
determined by the board.
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2010 180

6

Beginning February 1, 2011, the membership of the Investment Advisory Council shall
be expanded to nine members. The council shall meet with staff of the board at least
once each quarter and shall provide a quarterly report directly to the Board of Trustees
of the State Board of Administration at a meeting of the board. (215.444)

Partially
Met

#

Assessment
Currently there are seven filled positions with two current vacancies on the
Council. The Council meets quarterly and provides quarterly reports.

2010 180

7

Required that the membership of the Investment Advisory Council shall be subject to
confirmation by the Senate for 4 year terms. The council shall annually elect a Chair
and Vice Chair from its membership. A member may not be elected to consecutive
terms as Chair or Vice Chair. (215.44)

Met

#

Assessment
Investment Advisory Council members are confirmed by the Senate for 4
years terms. A Chair and Vice Chair are annually selected and do not serve
consecutive terms as Chair or Vice Chair.
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2010 180

8

Requires all Investment Advisory Council members to undergo regular fiduciary
training and complete an annual conflict disclosure statement. (215.444)

Partially Met

#

Assessment
No IAC members have received fiduciary training to date as the new webbased training program is currently under development with the assistance of
the Groom Law Group. (Note: fiduciary training has been administered to
SBA staff and the three Trustees as of June 30, 2011.) The newly developed
IAC conflict disclosure form was sent out on August 2, 2011. As of
September 29, 2011, all seven IAC members had completed their disclosure.

2010 180

9

Allows the Investment Advisory Council to create subcommittees. (215.444)

Met

#

#

Assessment
The ability to create subcommittees has been acknowledged. As of the date
of this assessment no subcommittees have been developed.

2010 180

Met

10 Notwithstanding statutory provisions limiting investments to 25 percent of any fund,
the board may invest no more than 35 percent of any fund in corporate obligations
and securities of any kind of a foreign corporation or a foreign commercial entity
having its principal office located in any country other than the United States or its
possessions or territories, not including United States dollar-denominated securities
listed and traded on a United States exchange that are a part of the ordinary
investment strategy of the board. (215.47)
Assessment
The Investment Oversight Group (Total Fund) has responsibility for
monitoring compliance.
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#

2010 180

11 A code of ethics must be created and effectively monitored and enforced. Requiring
that the contract for an investment adviser or manager include a standard of conduct;
providing for termination of the contract of an adviser or manager who violates the
standard of conduct; prohibiting a member of the council from contracting with or
providing services for the investment of certain funds during his or her service on the
council and for a specified period thereafter. (215.4755)

Met

Assessment

#

Section 215.4755 applies to investment managers/advisors and requires that
investment managers certify that a written code of ethics has been
implemented. A certification for investment managers to attest to this has
been implemented as well as new boilerplate language in investment
management agreements.

2010 180

Met

12 An Investment Advisory Council member or any business organization or any affiliate
thereof that is owned by or employs such member may not directly or indirectly
contract with or provide any services for the investment of trust funds invested by the
board during the time of such member’s service on the council or for 2 years
thereafter. (215.4754)
Assessment
The statutory requirement applies to IAC members and it is incumbent on
them to follow the law. The SBA does not contemplate implementing ongoing
compliance procedures (beyond an annual certification) to monitor the
conduct and business affiliations of a private citizen serving in a voluntary
capacity. If the SBA is made aware of a conflict or potential conflict involving
an IAC member and a current or potential service provider, the conflict would
be escalated to the Inspector General. Since the Inspector General role is
currently unfilled, an alternative escalation path needs to be defined.
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#

2010 180

Met

13 Requires that an investment advisor or manager annually certify to the SBA certain
activities regarding investment decisions and standards of behavior; requiring that
certain disclosures be made at the request of the state board regarding pecuniary
interests of an investment adviser or manager. (215.4755)

#

Assessment
Procedures to obtain annual investment advisor/manager certifications have
been included in the External Manager Oversight Program. SBA obtains
certifications from all advisors/managers, as allowed by contract. Also, they
have begun to include requirements for certifications in new contracts,
specifically for private equity contracts.

2010 180

14 Allows extending a moratorium on contributions to or withdrawals from the Local
Government Surplus Funds Trust Fund under certain circumstances; authorizing the
SBA to develop work products that are subject to trademark, copyright, or patent and
enforcing these rights. (218.409)

Met

Assessment
SBA has adopted this allowance into policy and implemented the trademark
of Florida Prime with the Department of State.
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Considerations for the Future
The Role for Enterprise Risk Management (ERM)
As illustrated in the diagram below, ERM can serve as a tool to connect the SBA strategic goals with
the underlying control environment. Key to the adoption of ERM concepts at the SBA is the
implementation of the Enterprise Risk Assessment and Risk Ownership tools designed and developed
by the Risk and Compliance Business Unit. We anticipate with the filling of the open Director of
Enterprise Risk Management job position and the review of these Enterprise Risk Assessment and
Ownership tools with the Audit Committee in October 2011 that the SBA will be able to continue to
advance the role of ERM.

Effectively implemented, the ERM program should play a role in the following:
1. Providing a common language and understanding of risk and compliance issues throughout
the SBA, the Board of Trustees, the Investment Advisory Council, and other stakeholders.
2. Providing a framework for the compilation of state statutes, federal tax laws, and specific fund
mandate requirements.
3. Providing a framework for the cataloging of controls throughout all aspects of the organization.
This catalog may identify potential areas where there are missing, inappropriate and/or
duplicative controls.
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4. Providing a platform to discuss risk and compliance issues in relationship to the SBA’s overall
strategic objectives.

Trustee Actions
To support the role of Enterprise Risk Management in the future, the Board of Trustees should
consider the following actions:
1. Include in the standing agenda for trustee meetings a discussion of the Enterprise Risk
Assessment and changes in the overall Risk profile of the SBA in the context of the SBA’s
overall strategic objectives.
2. Define appropriate roles for the Investment Advisory Council and the Participant Local
Government Advisory Council in reviewing the Enterprise Risk Assessment and changes in
the overall Risk profile of the SBA.
3. Consider statutory changes to permit an executive session with the Chief Risk and
Compliance Officer at least once per year.

ERM Policy and Associated Risk and Compliance Committee Responsibilities
In consideration of the ERM Policy:
1. Consider updating the ERM policy to include the roles of the Board of Trustees and its
committees including the PLGAC and the IAC.
2. As the periodic assessment protocols are developed, consider incorporating the roles and
responsibilities for these protocols to be included in the ERM policy. Most likely, the Risk and
Compliance Committee will have responsibility for reviewing exceptions identified through
these protocols.

Periodic Assessment Protocols and Interrelationship of Compliance and ERM
Programs
As the SBA moves into the future with the adoption of ERM concepts and principles, we anticipate the
opportunity for the SBA to move from an audit and exception based compliance environment to a
more proactive assessment and control based risk management environment. Using the overall
enterprise risk assessment as the foundation and understanding the relationship of internal controls,
the SBA will be able to consider the following:
1. Implementing risk and control self-assessments where the business units evaluate their own
performance in executing controls.
2. Developing and monitoring key risk indicators and identifying increased risk before compliance
exceptions occur.
3. Identifying duplicate and/or ineffective controls.
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4. Continuing to harmonize assessment and audit approaches throughout the organization to
promote consistency and improved understanding.

Building the Roadmap
The SBA may wish to consider leveraging Crowe’s Program Assessment and Roadmap (PAR)
methodology to develop a tactical and strategic roadmap. The roadmap provides a means to
categorize the risk and compliance framework elements and identify those areas where the SBA
would like to advance their maturity along the continuum.
A sample roadmap is depicted below:
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Exhibits
A. SBA Risk Management Overview
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B. Tailored Governance, Risk Management and Compliance Framework
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C. Interviews Completed
As part of this engagement, we interviewed SBA management throughout the organization. Selected
managers included the following:
Name

Position/Role

1.

Flerida Rivera-Alsing

Chief Audit Executive

2.

Eric Nelson

Chief Risk and Compliance Officer

3.

Dennis MacKee

Director of Communications

4.

Maureen Hazen

General Counsel

5.

Jack Nicholson

Chief Operating Officer of FL Hurricane Catastrophe Fund

6.

Mike McCauley

Sr. Officer-- Investment Programs & Governance

7.

Ron Poppell

Sr. Defined Contribution Programs Officer

8.

Sheilah Smith

Director of Public Market Compliance

9.

Kevin Sigrist

Deputy Executive Director

10.

Debbie McCoy

Director of External Investment Manager Oversight

11.

Greg Mathes

Director of Information Technology

12.

Jeff Smith

Senior Portfolio Manager

13.

Trent Webster

Senior Portfolio Manager

14.

Daniel d'Orchimont

Senior Portfolio Manager

15.

Tom Fernald

Acting Senior Investment Officer, Fixed Income

16.

Lori Guido

Senior Operating Officer, Financial Operations

17.

Robert Copeland

18.

Dorothy Melton

Senior Operating Officer, Accounting & Administrative
Services
Human Resource Manager

19.

Ash Williams

Executive Director

20.

Kathy Whitehead

Chief Operating/Financial Officer

21.

Scott Seery

Senior Investment Officer, Global Equity

22.

Cindy Stiff

Manager of Training & Development

23.

John Benton

Senior Investment Policy Officer

24.

Karen Mathews
Chandler

Director of Enterprise Risk Management
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D. Sample Risk Ownership Grid
To facilitate our interviews with the business units, we used a “Risk Ownership Grid” prepared by the
Risk and Compliance Unit to identify risks for discussion. We discussed how each business unit
assessed, monitored and responded to the risks where they had a “high” level of ownership.
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E. Materials Reviewed

As part of this engagement, we reviewed the following documents and materials:
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.
33.

Florida PRIME BIENNIAL REPORT, FEBRUARY 2011
Ethics & Compliance Leadership Survey Report; 2010-2011
SBA Florida “Investment Policy & Economics” September 14, 2011
Compliance Procedures List
SBA Risk Management and Compliance “Compliance Report for Quarter Ended June 30,
2011
The Florida Senate; Committee Meeting Expanded Agenda; Governmental Oversight and
Accountability; Senator Ring, Chair; Senator Siplin, Vice Chair
State Board of Administration “Training & Professional Development Report” FY 2010-11
SBA Florida “FY 2010-2011 Accomplishments” External Investment Management Oversight
SBA Florida 2011 Corporate Governance Report
State Board of Administration “Investing in Florida’s Future”
Deloitte “Compliance Program Assessment; Phase 3: Administration of the FRS Investment
Plan”; March 11, 2010
The Florida Senate; Committee Meeting Expanded Agenda; January 26, 2011
State Board of Administration; Participant Local Government Advisory Council; Member
Handbook; February 2009
SBA; “Legal Compliance Review” Lewis, Longman and Walker, P.A.; June 15, 2011
SBA; “Joint Meeting of the Participant Local Government Advisory Council and Investment
Advisory Council; June 15, 2011
State Board Administration; Local Government Surplus Funds Trust Fund – Statutory
Compliance Review; June 2011
SBA Organizational Chart, Updated 7/31/11
SBA Policy 10-064, Senior Investment Group, Updated 12/20/10
SBA Policy 10-055, Senior Operations Group, Updated 9/16/10
SBA Policy 10-005, Enterprise Risk Management, Updated 9/16/10
SBA’s Risk Management and Compliance Procedures Manual, Updated 5/18/11
SBA, Investment Policy and Economics Policies and Guidelines, Policy 20-512, Quality
Assurance of Reported Performance Data, Updated 9/8/08
SBA Policy 20-515, Private Markets Internal Rate of Return Performance, Updated 2/2/09
SBA Policy 20-521Investment Plan Design Risk, Updated 8/1/08
SBA Policy 20-532, Risk Budget Reporting Policy, Updated 3/1/10
SBA Policy 20-560, Performance Measurement for the Local Government Investment Pool,
Updated 7/1/08
SBA Policy 20-510, DB and DC Manager Pre-Hire Data Policy, Updated 3/1/07
SBA Policy 20-511, General Performance Measurement Policies, Updated 7/1/05
SBA Policy 20-101, Procurement, Updated 1/2/09
SBA Policy 20-110, Email Communications/Internet Access Guidelines, Updated 7/1/06
SBA Policy 20-131, Records Management, Updated 5/10/10
SBA Policy 20-401, PC and Laptop Security Policy, Updated 9/9/08
SBA Policy 20-402, E-mail System and Limits Policy, Updated 1/1/06
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34.
35.
36.
37.
38.
39.
40.
41.
42.
43.
44.
45.
46.
47.
48.
49.
50.
51.
52.
53.
54.
55.
56.
57.
58.
59.
60.
61.
62.
63.
64.
65.
66.
67.
68.
69.
70.
71.
72.

SBA Policy 20-403, Internet Security/Online Visitor Privacy Policy, Updated 2/1/05
SBA Policy 20-404, Remote Access Policy, Updated 2/1/05
SBA Policy 20-405, Third Party Network Connections, Updated 2/1/05
SBA Policy 20-406, Information Security Alerts and Training, Updated 2/1/05
SBA Policy 20-407, Backup Policy, Updated 2/1/06
SBA Policy 20-408, Change Control, Updated 9/1/09
SBA Policy 20-409, Confidential/Sensitive Electronic Data Handling Policy, Updated 11/1/07
SBA Policy 20-410, Passwords, Updated 5/18/11
SBA Policy 20-411, Anti-Virus Policy, 2/1/05
SBA Policy 20-412, Acceptable Encryption Policy, Updated 2/1/05
SBA Policy 20-413, Firewall Policy, Updated 2/1/05
SBA Policy 20-414, Wireless Security, Updated 2/1/05
SBA Policy 20-415, Account Audit Policy, Updated 6/24/05
SBA Policy 20-416, System Development, Updated 4/2/07
SBA Policy 20-417, Instant Messaging, Updated 10/2/06
SBA Policy 20-418, Mobile Devices, Updated 4/2/07
SBA Executive Director & CIO Policies, Updated 12/20/10
SBA Policy 15-012, Trading Counterparty Management-Public Market Asset Classes, Updated
8/1/11
SBA Policy 15-013, Derivatives Usage Policy, Updated 1/2/10
SBA Policy 15-016, Internal Trading Policy, Updated 1/2/10
SBA Policy 15-018, Securities Lending Policy, Updated 3/7/11
SBA Policy 15-081, Identification and Reporting of Investments in Florida Businesses,
Updated 2/2/09
SBA Policy 15-501, Private Equity Allocation Policy, Updated 7/1/10
SBA Policy 15-502, Private Market Investment Guidelines, Updated 7/1/10
SBA Policy 15-510, Private Markets Individual Fund Selection, Updated 7/1/10
SBA Policy 15-511, Retention and Termination of Private Market Managers and Service
Providers, Updated 7/1/10
SBA Policy 15-701, Real Estate Allocation Policy, Updated 7/1/11
SBA Policy 15-710, Direct Private Market Real Estate Acquisitions, Updated 7/1/10
SBA Policy 15-711, Disposition of Real Estate Wholly Owned Investments, Updated 7/1/10
SBA Policy 15-2500, FRS Pension Plan Strategic Investments Allocation Policy, Updated
9/13/10
SBA Policy 15-2501, FRS Pension Plan Strategic Investments Work Plan, Updated 9/13/10
Florida State Board of Administration, Private Equity, 2011-2012 Investment Plan
SBA Policy 15-002, Investment Portfolio Guidelines, Updated 11/12/09
SBA Policy 15-010, External investment Manager Selection, Updated 12/1/08
SBA Policy 20-1204, Delegation of Authority to Senior Defined Contribution Programs Officer,
Updated 5/3/10
SBA Policy 20-1211, Terminated Investment Products, Updated 2/2/04
SBA Policy 20-1220, Excessive Fund Trading, Updated 9/2/08
SBA Policy 20-1251, Inactive Member Fees and De Minims Balance Requirements, 2/1/05
SBA Policy 20-1253, Stale Dated Checks, Updated 9/2/08
53

Evaluation and Recommendations Related to the Compliance Program

73.
74.
75.
76.
77.
78.
79.
80.
81.
82.
83.
84.
85.
86.
87.
88.
89.
90.
91.
92.
93.
94.
95.
96.
97.
98.
99.
100.
101.
102.
103.
104.
105.
106.

SBA Policy 20-1254, Defined Contribution Program’s Polices and Guidelines, Updated 9/2/08
SBA Policy 20-1255, Forfeiture Account, Updated 9/2/08
SBA Policy 20-1290, Non-FRS Defined Contribution Investment Product Review, Updated
8/2/04
SBA Policy 20-1202, Investment Plan Participant Education Policy, Updated 9/2/08
SBA Policy 20-1203, Investment Plan Complaint Policy, Updated 9/2/08
Mandatory courses compliance report, 8/30/11
SBA Position Description #242, Chief Risk & Compliance Off
SBA Position Description #1, Executive Director and Chief Investment Officer
SBA Position Description #215, Deputy Executive Director
SBA Policy 10-040, Ethics, Updated 9/16/10
SBA Procedures for Broker Evaluation and Change in Domestic Equity Broker List, Updated
8/31/09
SBA Procedures for Fair Dealings and Trade Allocation in Domestic Equity Accounts, Updated
8/28/09
SBA Procedures for Addressing Investment Portfolio Guideline 15-002, 8/28/09
SBA Procedures for Complying with Internal Trading Policy, Updated 4/23/10
SBA Corporate Governance Principles and Proxy Voting Guidelines, January 2011
SBA Policy 10-015, Corporate Governance, Updated 9/16/10
SBA Accounting procedures: Security Lending Income Verification Procedures, Updated
4/23/10
SBA Policy 10-070, Cash and Security Transfers, Updated 9/16/10
SBA Investment Operations Procedures, Updated 4/26/11
Investment Guideline Breach Report, New Exceptions, 6/13/11-6/24/11
Investment Guideline Breach Report, Open/Ongoing Exceptions (as of June 30, 2011)
SBA Internal Governance Structure (as of 5/2/11)
SBA Policy 20-250, Code of Conduct and Disciplinary Action, Updated 7/20/09
Florida Retirement System Defined Benefit Investment Policy Statement, Updated 6/16/11
Investment Policy Statement, Local Government Surplus Funds Trust Fund (Non-Qualified),
Effective July 1, 2011
SBA Investment Portfolio Guidelines, Fixed Income Policy Transition Portfolio, Effective date
6/15/11
SBA Investment Portfolio Guidelines, Foreign Equities Policy Transition Portfolio, Effective
date 6/15/11
SBA Investment Portfolio Guidelines, FRS STIP Cash, Effective date 9/22/10
Schedule B of Agreement Between Signia Capital Management, LLC and the State Board of
Administration
Schedule B, Investment Management Guidelines, Investment Management Agreement 98-91,
Smith Breeden, 4/1/11
Schedule B of Agreement Between Wells Capital Management, Inc. and the State Board of
Administrations of Florida
SBA Procedure for Complying with Internal Trading Policy, Updated 4/23/10
Financial Engines Advisors LLC, Part 2A of Form ADV: Firm Brochure
Financial Engines Privacy Policy, Effective 3/31/11
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107.
108.
109.
110.
111.
112.
113.
114.
115.
116.
117.
118.
119.
120.
121.
122.
123.
124.
125.
126.
127.
128.
129.
130.
131.
132.
133.
134.
135.

136.
137.
138.
139.
140.
141.

Ernst & Young Investment Advisors LLP, Uniform Application for Investment Adviser
Registration
MyFRS Notice of Scope of Financial Services
Ernst & Young Privacy Statement
MyFRS Privacy, Security, & Terms of Use
MyFRS Legislation, The Law, & Public Records
Fixed Income Compliance Checklist
State Board of Administration Emergency Management Team COOP, July 2011
State Board of Administration Fixed Income Departmental COOP, July 2011
State Board of Administration Global Equity Departmental COOP, July 2011
State Board of Administration Continuity of Operations Plan, July 2011
State Board of Administration Private Equity & Strategic Investments Departmental COOP,
July 2011
State Board of Administration Real Estate Departmental COOP, July 2011
SBA FY2011-FY2-2012 Strategic Plan
Hamilton Lane, Florida State Board of Administration Alternative Investment Report, March 31,
2011
The State Board of Administration of Florida, First Quarter 2011, Real Estate Performance
Measurement Report, July 2011, The Townsend Group
Flash Report—June 2011
Define Contribution Fiduciary Oversight Report (for the 5 years ending December 31, 2009,
CEM Benchmarking Inc.
Monthly Summary Report – June 2011
Hewitt EnnisKnupp Florida PRIME and Fund B Performance Review – 1Q 2011
Hewitt Ennis Knupp Florida Best Practices Review (PowerPoint presentation) – June 2011
Hewitt Ennis Knupp Florida Best Practices Review (report) – June 2011
Lewis Longman & Walker Statutory Compliance Review – June 2011
Investment Performance and Risk Analytics Report – June 2011
SIG Monthly Meeting Package & Memo – June 2011
Quarterly Report to the Trustees – June 2011
Wilshire Manager Monitoring Reports – June 2011
CEM Investment Cost Effectiveness Analysis – 2009 DB
Counterparty Exposure June 30, 2011, Internal and External Portfolio Accounts
Hewitt EnnisKnupp report on investment pools; State Board of Administration of Florida
Lawton Chiles Endowment Fund, CAT Fund, HIS Trust
Fund, & CAMP-MM Investment Pool Third Quarter 2010
Hewitt EnnisKnupp Pension Plan Review – 1Q 2011
Hewitt EnnisKnupp Investment Plan Review – 1Q 2011
Hewitt EnnisKnupp Pension Plan Review – 1Q 2011 Trustee meeting
Hewitt EnnisKnupp Investment Plan Review – 1Q 2011 Trustee meeting
Hewitt EnnisKnupp Florida PRIME and Fund B – 1Q 2011 Trustee meeting (see Florida
PRIME email for long report)
Hewitt EnnisKnupp CAT Fund – 1Q 2011 Trustee meeting
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142.
143.
144.
145.
146.
147.
148.
149.
150.
151.
152.
153.
154.
155.
156.
157.
158.
159.
160.
161.
162.
163.
164.
165.

Letter to The Groom Law Group Re: Fiduciary Review Project for the State Board of
Administration of Florida (the “SBA”)
SBA Real Estate Compliance Packager for 6/30/11
Ernst & Young Audit Management Letter, December 17, 2010
SBA Office of Internal Audit Annual Audit Plan for the Fiscal Year 2011-12
SBA FY2011-12 Office of Internal Audit Annual Risk Assessment
SBA Office of Internal Audit 2011-12 Annual Risk Assessment Audit Universe
SBA Risk Assessment Survey June 2011
SBA Audit Rec Heat Map 10/24/11
SBA Risk Survey Instructions 6/8/11
SBA ERM Risk Ownership Grid with Tentative Values as of 9/1/11
SBA Risk Assessment Scale 6/30/11
SBA Risk Management Depiction 5/2/11
Risk Management Goals and Objectives FY2011-2012
SBA List of Open NEW Recs at 8/8/11
SBA List of Open OLD Recs at 8/8/11
SBA ERM Framework
SBA Audit Committee Charter, 8/15/11
Compliance Week, “Broader Perspectives; higher performance” State of Compliance: 2011
Study
OECD Working Papers on Insurance and Private Pensions No. 40, Pension Funds RiskManagement Framework
Press Release “Statement from Florida Chief Financial Officer Jeff Atwater Regarding External
Review of the state Board of Administration”
Corporate Integrity “Compliance Risk Management in the 21st Century” Michael Rasmussen,
J.D., OCEG Fellow CCEP
Basel Committee on Banking Supervision “Compliance and the compliance function in banks”
The Investment Company Institute “Chief Risk Officers in the Mutual Fund Industry: Who Are
They and What Is Their Role Within The Organization?” 2007
The Investment Company Institute “Fund Board Management of Risk Management,”
September 2011
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F. Assessment of Progress on Phase I and Phase II
In the Phase I report, Deloitte identified 17 recommendations in the Appendix I – Recommendations &
Supporting Observations. A detailed analysis of each Deloitte recommendation, Crowe’s
assessment, and supporting observation narrative is in the table below.
# Phase
1
1

Recommendation
Consider developing a succession plan tailored to address key person risks
associated with unique characteristics of organization. This should include,
among other things, considerations for SBA's size, location, compensation
structure, and ability to retain and attract skilled professionals necessary to
achieve its business and investment objectives. As part of the succession
planning, the SBA should document procedures to facilitate on-going investment
operations in case of business disruptions.

Partially Met

Assessment/Observation
Business units are at different levels on this recommendation. We did not note
any formalized plans but several business unit heads are aware of the need and
try to institute cross training in their units. The SBA has historically experienced a
low turnover rate. Management tries to keep an eye on the DROP program
participants to identify future staffing needs. The SBA's strategy is largely crosstraining, since managers may be hesitant to identify successors. SBA is also
increasing rewards/reimbursement for training programs for relevant licenses and
certifications. The SBA has a disaster recovery plan.
# Phase
1

Revisit current organizational structure to ensure that it has clearly delineated,
defined, and communicated roles and responsibilities for governance, oversight,
and management throughout the organization, including the separation of
management responsibilities from oversight responsibilities. To the extent that
the SBA adopts the proposed compliance framework with an independent CCO,
the SBA may wish to consider reassigning the Deputy Executive Director's
compliance and compliance-related responsibilities to the CCO.
Assessment/Observation
The organizational chart has been reviewed and updated by the departments.
The compliance department has been created and many of the compliance
oversight processes have been taken out of the individual asset classes. The
CRCO reports directly to the ED. The Deputy Executive Director continues to
have some compliance responsibilities as defined by policy and participates in
many of the oversight committees.

Met

2

Recommendation
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# Phase

Recommendation

3 1

Met

Adopt and implement written procedures reasonably designed to prevent
violations of applicable state requirements as well as internally mandated policies
and review those policies and procedures annually for their adequacy and
effectiveness of implementation.
Assessment/Observation
The policy development, documentation, and implementation processes are
robust. Business units have the authority to write procedures for their units. The
procedures are at various levels of completeness and detail across and within
each unit. An annual review process of these procedures has not yet been fully
implemented.
# Phase
4

Recommendation

1

Review the universe of its processes to determine which ones require cross
functional participation (e.g. investment guideline maintenance, security master
file maintenance, etc.) in order to implement communication channels (e.g.
appropriate distribution lists, sub-committees, etc.) to facilitate that all relevant
parties are notified of changes in a timely and complete manner.
Assessment/Observation
The SBA has enhanced communications across units throughout:
1) the internal governance committee structure put in place (which is the
dominant cross functional communication tool),
2) posting numerous items on the internal intranet for all SBA staff’s
consumption, including policies, investment portfolio guidelines, oversight group
agendas and/or minutes, external manager site visit write-ups, approved
broker/dealer lists, compliance procedures, new and ongoing compliance
exception reports, etc.,
3) notifying staff of policy changes and legislative changes via e-mail,

Met

4) staffing all new/amended policies through SharePoint with all relevant parties
assigned to review and comment by RMC,
5) creating e-mail distribution lists via the Support Center (at a manager’s
request) for different activities and functions (for example there are cross
functional e-mail distribution lists by process (e.g., asset allocation transfers) and
by unit (e.g., compliance department distribution lists)).
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# Phase
1

Determine what constitutes best execution and the degree to which best execution
obligations apply to each asset class. In order to enhance its current policies
regarding trade allocation and counterparty monitoring, the SBA should consider
establishing an oversight committee (e.g., trading oversight or brokerage
committee) to periodically perform an independent review of current trading
practices involving best execution as well as reviewing trade allocation practices
and performance counterparties on periodic basis.
Assessment/Observation
Best execution practices are reviewed by each asset class and documented in
procedures. Although specific criteria is not defined, a series of checks are in
place that include external trade cost analysis and manager monitoring strategy to
review for best execution. The Trading Oversight Group reviews and evaluates
trading costs on a semi-annual basis.

Met

5

Recommendation

#

Phase

6

Recommendation
1

Enhance current investment adviser oversight framework to include
periodic evaluations of external investment advisers' organizational
structure, operations, compliance and business continuity plans.

Partially Met

Assessment/Observation
The SBA started an External Manager Oversight Program that
includes on and off site reviews. The formalization and development
across the asset classes vary, Global Equity, Fixed Income are the
most developed and Private Equity & Strategic and Real Estate are
not as developed.

#

Recommendation
1

Evaluate its organizational structure and existing resources to
determine the practicability of creating a centralized compliance
function with a dedicated CCO.
Assessment/Observation
The SBA has created a compliance department with a dedicated
CRCO.

Met

7

Phase
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#

Phase

8

Recommendation
1

Review compliance needs against current compliance resource model to
determine if it requires additional compliance resources.

Met

Assessment/Observation
The SBA has defined new positions including the ERM Director, currently
evaluating vacant positions for needs.

#

Phase

9

Recommendation
1

Develop, adopt, and implement compliance policies and procedures
designed to meet internal investment policies as well as any applicable
(state and/or federal) statutory requirements

Partially Met

Assessment/Observation
The SBA has compliance policies and procedures for all of the funds and
asset classes; however the CRCO estimates that only 65% to 70% of the
procedures are formally documented.

#
10

Phase

Recommendation
1

Implement a training program for compliance personnel to promote
awareness of relevant requirements and hot topics.

Met

Assessment/Observation
Compliance personnel attend training on an as needed basis based on
discussions with the CRCO.
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#

Phase

11

1

Recommendation
Although the SBA has delegated portions of its investment management
responsibilities to external investment managers, it retains the
responsibility for managing the assets in line with stated investment
objectives. Therefore, the SBA should enhance its current investment
compliance monitoring process to achieve a more timely review of
portfolio holdings against investment guidelines.

Met

Assessment/Observation
In 2008, it took 6 or 8 months to get compliance reporting completed.
Now it is completed 4-5 weeks after month-end and this delay is partially
attributable to month-end reporting is not available from custodian bank
until around 10th business day after month-end.
#

Phase

12

1

Recommendation
Develop and implement a process to regularly check compliance with
statutory guidelines in addition to data repository to house all of these
statutory investment guidelines.

Partially Met

Assessment/Observation
Compliance with statutory guidelines is checked on a monthly basis.
There is a compliance requirement database, but not necessarily a
statutory investment requirements repository. Moving some responsibility
of statutory oversight to Director of External Investment Manager
Oversight to achieve consistency.

#

Phase

13

1

Recommendation

Partially Met

We have noted that investment advisers are adopting automated compliance
systems to assist them in monitoring pre- and post- trade compliance and to
ensure that they are managing client assets in accordance with client directives.
Based on our experience, while some asset management firms use proprietary
systems, others have implemented third party applications to monitor investment
compliance.
Assessment/Observation
For public market asset classes, SBA uses asset class specific systems with
investment holdings used for risk management and monitoring. Some asset
classes continue to use manual processes to monitor pre- and post - trade
compliance at the present time. SBA has evaluated automated pre-trade
systems, but cost/benefit analysis has been marginal. Will likely evaluate again in
near future in conjunction with search for new trade order system.

61

Evaluation and Recommendations Related to the Compliance Program

#

Phase

14

1

Recommendation
Evaluate the current documentation management needs of its Private Equity,
Real Estate, and Strategic Investments asset classes and determine potential
benefits gained from implementing an investor relationship management (IRM)
system to facilitate and manage its record retention practices.

Partially
Met

Assessment/Observation
The SBA has recently started to review records management policies and
procedures and hired a consultant to assess records management.

#

Phase

15 1

Recommendation
Develop and adopt a valuation policy, which will standardize and formalize the
current valuations processes and establish oversight over all relevant activities
performed by different groups.

Met

Assessment/Observation
A formal Valuation Policy has been adopted as of 12/13/10 (ref: 20 -332) and
establishes oversight of the policy (i.e., Dir. of Accounting).

#

Phase

16

1

Recommendation
Consider centralizing its performance calculation process to one functional area
(outside of the asset class) for consistency and efficiency.

Met

Assessment/Observation
The Investment Policy and Economics Group monitors and calculates
performance across asset groups.

#

Phase

17

1

Recommendation
Identify relevant systems and implement system access controls to ensure that
only appropriate employees have access to information and the ability to edit.

Met

Assessment/Observation
Twice a year, IT sends out a list of users and access rights to business unit
managers for review and makes any changes based on responses. Additionally,
IT is automatically notified when a user is terminated in PeopleSoft.
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Additionally, Deloitte included additional commentary with additional considerations in the Phase I and
Phase II reports. An assessment of the SBA’s progress against these items is identified in this
section from #18 through #76.
#

Phase

18

1

Recommendation

Met

Tactical Recommendations: Independent and centralized compliance function
responsible for developing compliance policies, including procedures to
implement the policies. Core compliance areas of focus and activities: investment compliance monitoring -monitoring and surveillance activities Compliance risk management, including oversight of external managers Corporate compliance. Daily pre- and post-trade investment compliance
monitoring. Expanded external manager oversight with respect to legal and
guideline compliance and operations due diligence, including standardized
approach, tools. Periodic assessment of the compliance program and, including
efficacy of the compliance control activities. Formal compliance training and
education
Assessment/Observation
The SBA has created the risk and compliance department which has centralized
many of the compliance oversight activities. (Except for the Defined Contribution
Fund). Some of the functions of this department are still being defined.
#

Phase

19

1

Recommendation
SBA's Senior Investment Group (SIG) performs some of the duties of an
Investment Committee. The SBA could expand the composition and charter of
the SIG to closer align it with typical practices of an Investment Committee.

Met

Assessment/Observation
SIG charter was updated and members expanded to include the CRCO.

#

Phase

20

1

Recommendation
SBA's Senior Operations Group (SOG) performs some of the duties of an
Operations Committee. The SBA should revisit the current composition of the
SOG as well as its charter to determine if enhancement opportunities exist.

Met

Assessment/Observation
SOG devoted a meeting to re-doing the charter. Additionally, minutes are posted
on the intranet. The Valuation Oversight Group and Performance Measurement
Oversight Group reports at SOG meetings. SOG recently developed a matrix of
standing agenda items by month for topics that should be discussed.
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#

Phase

21

1

Recommendation
SBA's ERM SG carries out some responsibilities often assigned to a Compliance
Committee as well as a Risk Committee. Based on our experience, organizations
will combine their Risk and Compliance committees as both compliance and risk
span the entire organization and the committees' focus as well as membership
tend to be similar. As such, the SBA could enhance its current ERM SG, to
formally incorporate Compliance as a part of the committee (e.g., ERM &
Compliance SG) and review the ERM SG's composition to determine if all
relevant representatives are currently included (e.g., Head of Technology).

Assessment/Observation
Met

The SBA established the Risk and Compliance Committee.

#

Phase

22

1

Recommendation
SIG performs oversight of some of these areas, but its role could be enhanced.
The individual asset classes could retain the responsibility for performing ongoing due diligence and review but would present relevant reports to the
committee for periodic independent, cross-asset class oversight, particularly of
best execution and trade allocation.

Met

Assessment/Observation
These activities are being performed in the Trading Oversight Group.

#

Phase

23

1

Recommendation
SBA does not appear to currently have a formalized process in place for
valuation oversight. The SBA could extend the responsibilities of the SOG to
include oversight over the current valuation activities at the SBA. The SBA would
need to ensure that all relevant individuals participate in the SOG.

Met

Assessment/Observation
The Valuation Oversight Group subcommittee was created to have oversight
over valuation.
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#
Phase
24
1

Recommendation
It appears that the TSG addresses some typical areas of responsibility.
However, the SBA should consider formalizing the process and increase meeting
frequency as well as scope of oversight to facilitate that IT initiatives are current,
relevant and in line with SBA's strategic objectives.

Met

Assessment/Observation
The IT Steering Group was created as a subcommittee of SOG, with a quarterly
meeting schedule. SOG meets monthly and has a “standard agenda” that
includes reviewing the SBA’s strategic objectives at appropriate and pre‐defined
intervals (see SOG agenda planning matrix, Sept agenda and Sept summary) as
well as other items that are within SOG’s purview. A number of the strategic
objectives are technology projects, have technology implications or need
technology support. These are discussed/reviewed by the IT Steering Group at
times that are appropriate, depending on the project or initiative. The particular
strategic objective/initiative is discussed periodically by SOG, as noted on the
SOG agenda planning matrix. Also on SOG’s agenda planning matrix are IT
related issues, including data warehousing and reporting capabilities, technology
infrastructure, integration of data and voice communications, etc.
Each IT Steering Group meeting has an agenda that is distributed to the
members, and a summary of each meeting, which follows the format of the
agenda, is posted on the intranet.
#

Phase

25

1

Recommendation
Organizational - does the CCO: have sufficient influence and authority over
compliance related matters to administer the compliance program? Have
sufficient resources, support and infrastructure to pursue compliance matters
effectively? Have access to, and support from, senior management to administer
compliance program effectively? Have any apparent or potential conflict of
interests in administering the compliance program and performing her other
duties, if any?

Met

Assessment/Observation
The CRCO job position has been designed to address these items.
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#

Phase

26

1

Recommendation
Competency- does the CCO possess adequate qualifications, knowledge and
experience to perform their duties, such as: An understanding of relevant
regulatory requirements and leading industry practices of registered investment
advisers. An understanding of compliance matters and environment as well as
SBA’s business structure and internal policies. Experience in implementing /
“operationalizing” applicable requirements and policies into procedures and
control activities.

Met

Assessment/Observation
The CRCO appears to be appropriately qualified. He has a diverse background,
including, accounting, operations, policy and a long history at the SBA so he
understands the culture of the organization.

#

Phase

27

1

Recommendation
Potential Functional Challenges - appointing the CCO: External hire: Finding a
resource to satisfy competency considerations above. Compensation: Given
budgetary limitations, the SBA may be constrained in attracting the qualified
resource it would be seeking. Geography: The location of the SBA may also limit
the pool of qualified applicants with the requisite compliance experience. Internal
Promotion: Identifying an individual capable to acquire and learn the requisite
information, be able to bring fresh perspective despite previous integration in the
business. Providing this individual with proper authority and support from senior
management to effectively administer the compliance program. Functional
Challenge - establishing the CCO within the organization: The CCO is expected
to be integrated with senior management and within the organization. Part of this
process is a culture/attitude shift within the organization that is directly linked with
"tone at the top" and is expected to take time to implement.

Met

Assessment/Observation
SBA was able to fill the position. Eric Nelson has considerable experience
including working in various divisions of SBA.

Phase

28

1

Partially
Met

#

Recommendation
Streamline organizational structure to include the following: -A centralized and
dedicated compliance function responsible for overseeing compliance and
compliance-related matters throughout the organization -A streamlined
technology framework and infrastructure, leveraging existing technologies to
support current investment operations efficiently and effectively.
The SBA has established a centralized compliance department. Additional
technology and streamlining opportunities still exist.
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#

Phase

29

1

Recommendation

Met

Consider the following to enhance current governance structure: -Creating a
CCO position that would directly report to the Executive Director. Other controls
to mitigate the lack of segregation should also be considered. -Elevating ERM
within the organization to provide more visibility and authority as well as enhance
the control environment at the SBA.
Assessment/Observation
The SBA has created a CRCO position and has elevated ERM within the
organization to provide more visibility and authority. The control environment
continues to be enhanced.
#

Phase

30

1

Recommendation
Should consider the following functional challenges and their potential impact on
the organization: SBA faces certain resource management questions (e.g., key
person risk, segregation of duties, leadership development and knowledge
management, etc.) that may potentially affect the SBA's ability to achieve its
strategic objectives. Other potential challenges include developing and
maintaining policies and procedures aligned with the SBA's business practices;
enhancing the current communications plan to encourage vertical and horizontal
communication; and considering resource allocation across the organization.

Met

Assessment/Observation
Compliance responsibilities are embedded within each asset class with
notifications sent to all staff when policies and procedures are changed as well
as posting information (portfolio guidelines) on the SBA's intranet. While a
significant number of policies and procedures have been developed there are still
additional procedures that need to be completed.
#

Phase

31

1

Recommendation

Met

Define the role of compliance and establish a culture of compliance within the
organization.
Assessment/Observation
Based on conversations and interviews, there appears to be a culture of
compliance within the organization. Employees appear to understand the
concepts of risk, compliance and controls and understand the risks inherent in
their part of the business.
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#

Phase

32

1

Recommendation

Met

Executive Director should continue with initiatives to set proper "tone at the top"
in order to set tone for compliance within SBA as well as define the strategic
vision for compliance in light of the SBA's overall strategic objectives and institute
a governance structure to support and implement that vision.
Assessment/Observation
The ED "tone at the top" appears reasonable to set the tone for compliance
within the SBA. The governance structure has been enhanced with new
committees and the new CRCO.
#

Phase

33

1

Recommendation

Met

Executive Director should obtain buy-in from key stakeholders within
organization on desired changes for developing a more robust compliance
framework. This should entail agreement on current state as well as consensus
building for establishing the desired future state.
Assessment/Observation
While there are different levels of involvement with the compliance program
across asset classes and business units, it appears as though the majority of
employees understand the importance of managing risk and compliance.

#

Phase

34

1

Recommendation

Met

Compliance awareness campaigns should be designed to educate employees
that compliance performs a risk management function that protects the SBA from
certain regulatory and compliance risks, in turn impacting the bottom line. Should
illustrate why compliance should be embraced as part of day-to-day decision
making and on-going strategic planning. Implement an incentive structure
designed to reinforce compliance or incorporate compliance as a part of the
annual performance reviews.
Assessment/Observation
Compliance awareness is presented to the oversight groups. SBA has various
business units present periodically at "Info Forms" to all interested employees
and compliance will be presenting in November 2011. Employee performance
reviews now include language around the employee's ability to "quickly respond
to risk of compliance.”
#

Phase

35

1

Recommendation
Executive Director should address setting the strategic vision for compliance in
line with SBA's overall objectives. Consider concentrating on the following areas:
monitoring/surveillance, advisory, compliance effectiveness, education/training.

Met

Assessment/Observation
Compliance is included within the overall SBA strategic plan.
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#

Phase

36

1

Recommendation
Consider tailoring the role of its compliance function to its business objectives
and regulatory requirements as well as its size and resources.

Met

Assessment/Observation
The Risk Management and Compliance Unit has considered recommendations
to staffing and determined business unit size and resources are appropriate.

#

Phase

37

1

Recommendation

Met

Determine if current governance structure supports strategic objectives of SBA
and strategic vision for, and role of, compliance. Governance structure should be
designed to facilitate the implementation of the compliance program as well as
enhance efficacy of the compliance activities.
Assessment/Observation
The SBA has modified its organizational structure for the new compliance
department.
#

Phase

38

1

Recommendation
Tailor committee structure to accommodate organization's size, governance
structure, as well as business objectives.

Met

Assessment/Observation
SBA committees have been reviewed and their structure has been revised.

#

Phase

39

1

Recommendation

Met

Define the roles and responsibilities between management, business units, and
compliance as they relate to overall compliance efforts. Compliance should be
positioned as an integrated component of everyday business decisions and not
an isolated activity.
Assessment/Observation
Compliance is integrated into SBA business decisions. For example, compliance
is part of the due diligence before a new manager is hired and is included in the
approval of new contracts.
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#

Phase

40

1

Recommendation

Not Met

Formalize the role of compliance for the organization by developing a mission
statement.
Assessment/Observation
The SBA has not developed a specific mission statement for the compliance
department. It is noted that the SBA typically does not develop business unit
specific mission statements.

#

Phase

41

1

Recommendation

Partially
Met

SBA (preferably CCO) should perform a risk assessment to compile the list of
potential compliance and regulatory risks, any current mitigating controls, and
residual risks. Process should enable CCO to document policies in a complete
manner and provide opportunity to review current procedures for enhancement
opportunities. CCO can then develop detailed procedures for compliance
department as well as relevant business units. Risk assessments should
consider risk levels as well as likelihood of impact. CCO should leverage
resources from other functions when identifying compliance and regulatory risks
and developing control activities to determine if the risk appetite is appropriate for
SBA and overall objective.
Assessment/Observation
The Risk & Compliance Committee will review the heat map and determine next
steps based on the risk profile. Additional consideration should be given to the
documentation of mitigating risk responses (controls).

#

Phase

42

1

Recommendation
Compliance program should document structure of the compliance department
and its means for oversight. Should also perform periodic review of compliance
policies and procedures for their effectiveness, adequacy and appropriateness.

Partially
Met

Assessment/Observation
The SBA has developed structure to the compliance department and its means
for oversight through a detailed organizational chart and departmental policies
and procedures. During the review it was noted that compliance activities are at
various levels of completeness.
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#

Phase

43

1

Recommendation
Document activities of compliance personnel while aligning activities with the
regulatory environment and SBA's overall business objectives.

Met

Assessment/Observation
Compliance personnel's activities are documented in manuals, position
descriptions, and the organizational chart.

#

Phase

44

1

Recommendation
Asset managers should monitor external managers' compliance with investment
guidelines. Asset manager should take necessary steps to understand
thoroughly the compliance monitoring capabilities of the external manager. Asset
manager should also determine compliance history of external manager.
Considerations for asset managers that have delegated responsibility for
managing their portfolios to external managers: Has the external manager ever
breached the investment guidelines of the asset manager and/or the investment
guidelines of other accounts that it manages? Were the breaches isolated events
or suggestive of systematic problems? Under what circumstances would the
external manager notify the asset manager of any potential breaches?

Met

Assessment/Observation
The SBA has developed an external manager compliance program to monitor
external managers' compliance with investment guidelines.

#

Phase Recommendation
1

Asset manager should request a certificate of compliance from the external
manager.
Assessment/Observation
As part of the external manager compliance program, the SBA obtains annual
certifications from external managers when the contract allows.
Met

45

#

Phase Recommendation

46

1

Automated systems for monitoring investment should align with organization's
business strategies and investment activities.

Met

Assessment/Observation
There are asset class risk systems, online custodian systems and periodic
reporting prepared by custodian. Additional systems may be considered based
upon the SBA’s business strategies and investment activities.
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#

Phase Recommendation

47

1

Principles of sound management and effective internal controls should be
considered as drivers of the monitoring and surveillance program. Program
should clearly define and assign responsibilities and control points to individuals
within the Compliance group as well as business units.

Met

Assessment/Observation
Control points exist within the risk and compliance group as well as the business
units. Opportunities exist to enhance the documentation of the control points to
clearly delineate the responsibility of executing controls.
#

Phase Recommendation
1

Compliance should consider providing guidance to employees consistently
throughout the organization on how to handle potential situations arising from
transactions, situations and arrangements that might violate the firm's policies
and/or applicable regulations. Monitoring and surveillance program should also
include the methods by which a compliance function will identify breaches due to
mistakes, misinterpretations, or intentional actions to circumvent policies. Upon
detection of potential violations or "red flags" monitoring and surveillance program
should provide for escalation and timely resolution of issue at appropriate levels of
the firm.
Assessment/Observation
The SBA has developed a database for new compliance exceptions. Additionally,
an escalation process is detailed in the organization's fraud policy, which directs
employees to either the General Counsel or CRCO.
Met

48

#

Phase Recommendation

Compliance training should involve regularly scheduled updates as well as
additional sessions on an as-needed basis for business unit managers and/or
new hires. In order to train, compliance professionals should be well versed in
internal policies, laws, regulations, and standards of conduct that are applicable to
their particular organization. Should be aware of new regulatory developments
that may affect their organization and be able to identify areas of their
organization that could potentially be impacted by these changes.
Assessment/Observation
The training department has developed a training program for the organization
that includes required annual training as well as a finance training program. The
training department tracks and monitors the progress within the LMS system.
Met

49 1
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#

Phase Recommendation

50

1

New regulatory updates should be properly documented and presented to
organization's compliance professionals and management to ensure that
specialized knowledge does not reside with just one person.

Partially Met

Assessment/Observation
The legislative liaison provides an email update to managers within the SBA
annually on statutory changes. However, there is still room to improve this
program so that the process is more fully understood by others within the
organization. At the federal level, updates are mainly seen through email updates
sent by regulatory bodies.
General Counsel is also actively involved in disseminating information on federal
regulatory issues and meeting with managers to assess potential impacts and
how to implement.
#

Phase Recommendation
1

Should have policies and procedures development process in place. Process
should identify roles and responsibilities for initiating, owning, communicating,
revising, approving, and executing the policies and procedures. Considerations
for developing effective policies and procedures: Developing and implementing
policies and procedures aligned with the organization's business practices (e.g.,
as the SBA reshapes its governance structure and compliance program, the SBA
should amend its policies and procedures to reflect these changes; in addition,
the SBA should consider the relationship between various policies and
procedures and the up- and down-stream consequences that policy changes in
one area may have in another area). Assigning responsibility for the development
of the policies and procedures to each business unit head to ensure their
relevance and applicability. Standardizing the process for developing the policies
and procedures to facilitate their maintenance. Maximizing the efficiency and
usability of policies and procedures by developing a consistent format in terms of
content, level of detail, and readability. Reviewing the policies and procedures on
an ongoing basis by personnel with the authority and knowledge to make
necessary changes.
Assessment/Observation
Policies are centrally maintained with the responsibility for procedure
development being placed with each department head. Standardization of policies
has occurred; however, procedures vary throughout the organization.
Met

51
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#

Phase Recommendation
1

Development process should serve as an opportunity to "learn the business" and
improve performance of the employees and the organization. Architecture of
policies and procedures should be task-oriented according to business processes
rather than subject oriented according to business functions. Presentation of the
information should be in the form of lists, tables, scripts and flow diagrams.
Assessment/Observation
Policies and procedures have been developed based on a "best use" approach
within each department. There did not appear to be a consistent architecture
focused on task-orientation or format of information in the form of lists, tables,
scripts and flow diagrams.
Partially
Met

52

#

Phase Recommendation

53

1

ERM program should align with organization's strategic objectives, business
activities, and compliance initiatives. Similar to compliance function, senior
management should create a culture of risk management by establishing a clear
mandate for an independent ERM function within the organization and
communicating this mandate throughout the organization. Additionally, senior
management should clearly convey organization's commitment to effective ERM
to business unit leads and staff through well documented policies and training to
raise risk-awareness.

Partially
Met

Assessment/Observation
This recommendation takes time to implement. With the development of the risk
assessment and the filling of the ERM Director position, this effort will continue to
be communicated throughout the organization and raise risk-awareness.

#

Phase Recommendation

54

1

Senior management should clearly define and document the roles and
responsibilities of an organization's ERM function.

Met

Assessment/Observation
The SBA has implemented an ERM policy with roles and responsibilities.
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#

Phase Recommendation
1

Senior management should establish the resources to implement the
organization's risk management policy within each business unit. Those involved
in risk management should have their roles in coordinating risk management
policy/strategy clearly defined. Risk management should be embedded within
organization and highlighted through periodic training and development.
Assessment/Observation
Senior management has designated resources to implement the organization's
risk management policy through the formalization of the Risk Management &
Compliance Unit and ERM role.
Met

55

#

Phase Recommendation
1

Policies should guide employees by describing the risk management process,
establishing roles and responsibilities, providing methods for managing risk, as
well as providing for the evaluation or both the objectives and results of risk
management practices.
Assessment/Observation
Policies have been developed that guide employees by describing the risk
management process, establishing roles and responsibilities, providing methods
for managing risk, as well as providing for the evaluation or both the objectives
and results of risk management practices.
Met

56

#

Phase Recommendation
1

To ensure successful integration of risk management into the organization,
management should seek to achieve the following objectives: -Management's
direction on risk management is communicated and understood by the business
unit leads and staff. -Decision-making structures-- governance, defined roles and
responsibilities, and reporting--are in place to "operationalize" risk management. Capacity is built throughout the organization through learning plans and tools.
Assessment/Observation
These objectives have been met through the design and development of the Risk
and Compliance Management unit.
Met

57

#

Phase Recommendation

58

1

Establishing a strong and deliberate "tone at the top" that encourages vertical and
horizontal communications that starts with senior management and filters
throughout the organization: Developing and disseminating clearly defined policy
that establishes and articulates the organizations strategic plan, including mission,
value, value statement, goals, and strategies for achieving those goals.

Met

Assessment/Observation
Interviews reflected a strong tone at the top and committees have been
established to help facilitate vertical and horizontal communication.
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#

Phase Recommendation

59

1

Developing a basic set of procedures, including standard operating procedures
(i.e., desk procedures) for performing and completing routine tasks.

Partially
Met

Assessment/Observation
Desk procedures vary in detail by business unit. Most business units have major
procedures documented but there is room for improvement so that all necessary
processes are documented.

#

Phase Recommendation
1

Holding regularly scheduled meetings--committee, management, one-on-one--to
discuss, among other things, emerging issues, potential problem areas, and/or
general announcements regarding the organization's performance, including
accomplishments to provide a sense of direction and fulfillment.
Assessment/Observation
The SBA has developed a formal committee process made up of management
across the organization including representation by the RMC unit.
Met

60

#

Phase Recommendation
1

Establishing an open floor plan (e.g., placing related business units in close
proximity to one another, embedding senior management with the staff, etc.) to
allow for the natural flow of information across the organization and encourage
communications within and between business units.
Assessment/Observation
The SBA has a relatively open floor plan. Additionally, compliance employees are
embedded within the asset classes for which they are responsible.
Met

61

#

Phase Recommendation

62

1

Providing a mechanism/forum to solicit and provide feedback, share information,
and leverage work performed by others to minimize potential duplication of effort.

Met

Assessment/Observation
SBA committees are made up of management across the organization including
representation by the RMC unit. The intent for these committees is to share
information across asset classes and business units.
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#

Phase Recommendation

63

2

Develop a Charter for the RCC.

Met

Assessment/Observation
The SBA has developed a charter for the RMC.

#

Phase Recommendation

64

2

Develop Authority and Responsibility for the RCC.

Met

Assessment/Observation
Authority and Responsibility are established in the ERM Policy.

#

Phase Recommendation

65

2

Establish purpose considering exercising oversight responsibilities and
establishing directives in firm‐wide compliance, business unit‐specific compliance,
and core business processes.

Met

Assessment/Observation

#

The suggested purpose has been established in the ERM Policy.

Phase Recommendation
2

Expand SIG purpose to include oversight of the following: • Brokerage and trading
practices, including best execution, trade allocation, and counterparty selection •
Investment practices, including oversight of each asset class’ consistency with
investment strategy, investment guideline review, •Proxy voting decisions.
Assessment/Observation
Best execution practices are reviewed by each asset class and documented in
procedures. Although specific criteria is not defined a series of checks are in
place that include external trade cost analysis and manager monitoring strategy to
review for best execution.
Met

66

#

Phase Recommendation

67

2

Expand SOG purpose to include oversight of the following: • Corrective measures
(and resolution thereof) • Valuation processes and methodologies • Technology
initiatives, processes, and controls.

Met

Assessment/Observation
The SBA has established VOG and the IT Steering Committee. A formal
Valuation Policy has been adopted as of 12/13/10 (ref: 20 -332) and establishes
oversight of the policy (i.e., Dir. of Accounting).
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#

Phase Recommendation

68

2

Establish subcommittees for the SIG, SOG, and RCC.

Met

Assessment/Observation
The SBA has established SIG: Investment Oversight Group, Trading Oversight
Group, Corporate Governance and Proxy Voting Group; SOG: Valuation
Oversight Group, Performance Measurement Oversight Group; IT Steering
Committee; RCC: Audit Committee Liaison Group, Training and Development
Oversight Group.
#

Phase Recommendation
2

Restructure the functional areas, responsibilities, and activities (see attached
structure chart).
Assessment/Observation
The organization has gone through several restructures, particularly with the
formalization of the compliance department.
Met

69

#

Phase Recommendation
2

Policies should identify the extent and nature of the activities within each of the 10
covered areas (as applicable) and determine the constraints on those specific
activities. Each section of the policies should start with a summary description of
the nature of the activities and/or requirements.
Assessment/Observation
Policies have been established that determine specific constraint activities for
applicable covered areas, which include: Portfolio Management, Trading
Practices, Accuracy of Disclosures Made to Investors, Maintenance of Books and
Records, Privacy Protection of Client Records, Business Continuity Plans and
Valuation. The remaining 2 areas are not applicable: Proprietary Trading and
Marketing of Services.
Met

70

#

Phase Recommendation

71

2

Met

The compliance policies and procedures should be determined by a risk‐based
analysis of the SBA’s investment operations and fit the risks of these investment
operations. The risk assessment should identify the aspects of the investment
operations that pose material risks to the SBA, should a violation of the
compliance policies occur.
Assessment/Observation
Compliance has implemented process of assessing and ranking the risks of the
SBA. Risks were considered in the determination of compliance policies and
procedures; however, consideration should be given to leverage the results of the
SBAs risk assessment to formalize a risk based approach.
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#

Phase Recommendation

72

2

The policies and procedures should be designed to mitigate the identified risks.
The risk mitigating activities (i.e., procedures) should be assigned to specific
compliance and/or business unit professionals.

Met

Assessment/Observation
Policies and procedures are designed to mitigate risks.

#

Phase Recommendation
2

The compliance policies and procedures should establish the authority of the
CRCO to implement the compliance policies, and, to the extent necessary,
independently recommend to the Executive Director and monitor sanctions for
violations of the compliance policies and procedures.
Assessment/Observation
The compliance policies and procedures establish the authority of the CRCO to
implement and monitor the compliance policies, and, to the extent necessary,
independently recommend to the Executive Director sanctions for violations of the
compliance policies and procedures.
Met

73

#

Phase Recommendation
2

Sanctions should be formally documented (e.g., letter to file, direct
raise/performance impact, removal of certain privileges) and should vary in
severity depending on the type of violation. The policy should clearly define
offensive acts and the corresponding sanctions.
Assessment/Observation
The Code of Conduct (20-250) includes documentation of disciplinary actions.
Met

74
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#

Phase Recommendation
2

It is expected that the CRCO will assess the Compliance Program on an annual
basis. Assessments that are more frequent, whether periodically at the end of
shorter time‐periods or on a rolling basis, may be appropriate if circumstances
warrant (e.g., change in investment operations through the introduction of new
investment products, personnel, or service providers). In addition, high‐risk areas
may require greater attention for testing of effectiveness and validation of
procedures. The assessment of the Compliance Program must not only identify
those aspects of the program that have become deficient; the assessment must
also include mechanisms for remedying the deficiencies.
Assessment/Observation
The development of an annual assessment of the Compliance Program is
currently a work in progress. The CRCO has developed a framework to assess
risks across the organization, both by risk category and assessment area;
however, the current program does not appear to identify those aspects of the
program that have become deficient or include mechanisms for remedying the
deficiencies. Additional effort should be undertaken to document how the
department will leverage assessment results to drive a risk based program (i.e.,
frequency of reviews based on risk profiles).
Not Met

75

#

Phase Recommendation
2

To the extent that the SBA has delegated certain investment management tasks
and functions to external investment managers (“External Managers”) to manage
its various investment portfolios, the SBA will need to oversee its External
Managers. The approach that the SBA will want to take to accomplish this
objective may vary depending on the risk profile of the External Manager. That is,
the type of investment manager (e.g., traditional asset manager, hedge fund
manager, or fund‐of‐funds manager), the complexity of the investment strategies
and mandates, and the types of instruments used by the investment manager to
implement its investment strategies will determine the steps that the SBA should
undertake to oversee the External Manager.
Assessment/Observation
The SBA has established an external manager oversight program. The program
was designed and is administered by the Director of External Manager Oversight
who reports to the CRCO. This plan is still being modified specific to strategic
investments.
As this program comes up to speed, it should serve helpful in providing an overall
context for the many activities by the Deputy Executive Director, the asset classes
and external consultants in external manager monitoring - including performance
and attribution analysis, asset class risk systems, manager monitoring and
preparation of manager watch list by external consultant, quarterly manager
conference calls, site visits by asset class staff, etc.
Partially Met
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G. Sampling of Various Reporting Structures
Organization
Employees’ Retirement
System of the State of
Hawaii
Retirement Systems of
Alabama
PSRS/PEERS of Missouri

Executive Officer
Administrator

Investment Officer
Chief Investment Officer reports to Administrator

Chief Executive
Officer
Executive Director

Tennessee Consolidated
Retirement System

Assistant to the
Treasurer
Employee Benefits
Executive Director

Director of Investments reports to Chief
Executive Officer
Assistant Executive Director, Investments
reports to Executive Director
Chief Investment Officer reports to Assistant to
the Treasurer Employee Benefits

Illinois State Board of
Investment
Maryland State Retirement
Agency
Mississippi PERS

Executive Director
Executive Director

Public Employment
Retirement System of Idaho
Colorado PERA

Executive Director

Pennsylvania SERS

Executive Director

State Retirement and
Pension System of
Maryland
CalPERS

Executive Director

Executive Director

New Mexico PERA

Chief Executive
Officer
Executive
Director/Chief
Investment Officer
Executive Director

South Carolina Retirement
System Investment
Commission

Chief Executive
Officer and Chief
Investment Officer

North Dakota Retirement
and Investment Board

Senior Portfolio Manager
Chief Investment Officer reports to Executive
Director
Chief Investment Officer reports to Executive
Director
Chief Investment Officer reports to Executive
Director
Chief Investment Officer reports to Executive
Director
Chief Investment Officer reports to Executive
Director and the SERS Board
Chief Investment Officer Reports to the
Executive Director, the Investment Committee
and the Board of Trustees
Chief Investment Officer reports to the Board of
Administration
Executive Director/Chief Investment Officer filled
by a single individual
Chief Investment Officer reports to Executive
Director and Investment Committee
Chief Executive Officer and Chief Investment
Officer filled by a single individual
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H. Selected Excerpts from Various Compliance Studies
Study
Chief Risk Officers in the
Mutual Fund Industry:
Who Are They and What
Is Their Role Within
The Organization?
Excerpt(s)

Sponsor
The Investment
Company Institute

1.

2.

3.

4.

Scope
Date
Twenty persons who have
2007
the title of CRO or its
equivalent at mutual fund
complexes participated in the
survey
When asked what qualifications are necessary for a person to be effective as a
CRO, common responses included being a facilitator, having good
communication skills, embracing a collaborative approach to the job, and
possessing sound business judgment. Most participants described the skill set
necessary for an effective CRO as less technical and quantitative and more
integrative and analytical with an overlay of a very strong communications
component.
Survey participants repeatedly described their role as being a “resource.” They
noted that a ‘top-down’ approach to developing a risk management framework is
generally not an effective strategy. Instead, the majority of participants described
their approach as ‘bottom-up’ – one in which they educate and facilitate risk
awareness among employees throughout the organization to enable such
employees to identify and address risk-related issues. Overall, the CROs
participating in this survey see their purpose as providing tools, training,
information, assessment programs, and professional guidance to business-line
managers to help them better identify, anticipate, and mitigate applicable risks.
Organizations take varied approaches to reporting lines for the CRO position as
well as to where the CRO “lives” within the organization. The most common
approach to reporting lines is for the CRO position to report to the Chief
Operating Officer (COO) or Chief Administrative Officer in the organization.
Survey participants, however, described a variety of other reporting scenarios:
8 CROs report to the COO or Chief Administrative Officer
4 CROs report to the Chief Legal or Regulatory Officer
3 CROs report to the Chief Financial Officer
2 CROs report to the CEO or President
1 CRO reports to the Chief Investment Officer
1 CRO reports to the Chief Economist
1 CRO reports to the CRO of the parent company
Survey participants generally believe that the ideal organizational approach to
the CRO position would be to have the CRO report directly to the
CEO/executive management team. This would avoid conflicts that may arise
when the CRO raises issues that relate to his/her supervisor’s areas of
responsibilities. It would also clearly send the message to company
employees that the responsibility for risk management is not limited to any one
department or area, but is an organization-wide priority and ultimately the
responsibility of each employee.
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Study
Fund Board
Management of Risk
Management

Excerpt(s)

Sponsor
Investment Company
Institute

Scope
Date
The Independent Directors
September, 2011
Council (IDC) and the
Investment Company
Institute (ICI) have written
this paper to assist fund
directors in understanding
and carrying out their risk
management oversight
responsibilities.
1. Directors’ responsibilities are derived from their general fiduciary duties. The
federal securities laws do not impose any specific obligations on fund directors
with respect to oversight of risk management; in general, fund directors’
responsibilities are derived from their general fiduciary duties of care and loyalty
and are part of their overall responsibility to oversee the management and
operation of the fund.
2. Risk Management Themes
b. There is no single set of “best practices” for risk management in
investment companies, but from studies, reports, and other literature
relating to risk management generally, as well as the considerable
experience of those involved in risk management and risk oversight in
the fund industry, some common themes emerge. Regardless of how a
fund group’s risk management function is organized and implemented,
the following recurring themes may serve as a backdrop to the fund
board’s consideration of risk management processes.
c. “Tone at the top” is critical to promoting a risk-conscious culture. Senior
management’s support, reinforcement, and continuing implementation of
a robust risk management program are essential for setting a riskconscious tone in an organization. Fund boards reinforce the tone
through their focus and engagement on the topic of risk management.
d. Risk management is a process, not a project. Risk management is not a
one-time or periodic assessment of risks; rather, it should be an ongoing
part of business operations. Risk management fills a need not met by
individual control functions such as compliance, legal, or internal audit.
e. Risk management is everyone’s responsibility. Each person and
business unit in an organization “owns” a piece of risk management.
Every employee should be involved in managing the risks within his or
her part of the organization. Employees also may seek to be aware of
risks that may affect their units but are managed by others, such as
information technology risks. Employees and business units have these
responsibilities regardless of whether the organization has dedicated
risk management personnel, such as a CRO.
f. Appropriate independence makes risk management more meaningful. A
process for an independent review of risk controls, assumptions, and
models can help to confirm the effectiveness of existing practices and
obtain a different and broader perspective of the current risk
environment. Independence depends more on respect for the risk
management process by senior management and others rather than
specific reporting lines for risk management personnel.
g. Risk management is forward-looking and proactive. To be effective, risk
management should seek to identify for management material risks that
might impact the fund, the likelihood of them occurring, and the extent of
their impact should they occur. Trend reports and other regular, formal
processes may facilitate this effort as well as brainstorming sessions
and thinking “outside the box.” Risk management, however, also can
play an important role in analyzing past challenges and recommending
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changes to prevent their recurrence.
h. Clear communication facilitates effective risk management. Establishing
clear and open lines of communication among interested parties across
an organization helps ensure that certain risks do not fall through the
cracks and that data and information flowing between business units
(including, where relevant, external service providers such as the
custodian, fund accountant, and transfer agent) are understood by all to
mean the same thing. Moreover, communication and collaboration
among the various control functions (such as risk management, legal,
compliance, and internal audit) and business lines foster more informed
considerations of risk.
i. Organizational structures and policies themselves can serve as risk
controls. Segregation of duties, independence of control functions from
business lines, and the use of committees or other, more informal
approaches for breaking down silos between business units or
departments are among a variety of organizational practices that may
facilitate effective risk management. Although there is a tension between
segregating functions and breaking down silos to facilitate information
exchange, risk management requires a bit of both.
3. Each business unit is part of a larger enterprise and has a role in supporting the
adviser’s (or its parent’s or the fund complex’s) overall risk management
framework by contributing to enterprise-wide risk assessments and escalating
risk events or issues. To ensure that all the discrete risks of the various business
units are identified, measured, controlled, monitored, and reported, as
applicable, an adviser may have a risk management oversight infrastructure that
complements, leverages, and oversees the various business units’ risk
management activities. Such infrastructure would seek to bring commonality to
the risk management processes of the multitude of units composing the
business, such as through consistent risk assessment methodologies,
taxonomies, reporting formats, and escalation procedures. It also would help
identify risks that, although acceptable at a unit level, may not be acceptable
when viewed at an aggregated level.
4. Generally speaking, those organizations that take a comprehensive approach to
viewing risk exposure from a firm-wide perspective, that share information
across the firm, and engage in effective dialogue across the management team
tend to be more effective at mitigating risk.
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Study
Ethics & Compliance
Leadership Survey
Report
Excerpt(s)

Sponsor
LRD Ethics &
Compliance Alliance

Scope
Date
Ethics and Compliance
2011
leaders from 107 different
companies.
1. The Ethics and Compliance program directly reports to:
56% General Counsel
20% CEO
7% Audit Committee of the Board
4% Other C-Suite Executives
3% Finance
2% Other Board Committees
2% Risk
1% Internal Audit

Study
Broader perspectives;
higher performance.
State of Compliance:
2011 Study
Excerpt(s)

Sponsor
PWC and Compliance
Week

Scope
A survey of Chief
Compliance Officers from
102 different companies.

Date
May 2011

1. The Chief Compliance Officer reports to various individuals or committees:
41% reported to General Counsel
32% reported to the Chief Executive Officer
8% reported to the Audit Committee
6% reported to the Chief Financial Officer
13% reported to Other
2. 76% of respondents say the top Compliance Officer works either at the vice
president or senior/executive vice president level
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J. Excerpts from Wisconsin Statutes
25.156

Powers and duties of members of the board.

(1) The members of the board shall be the governing body of the board and shall promulgate rules and
formulate policies considered necessary and appropriate to carry out its functions.
(2) The board shall employ an executive director, who shall serve outside the classified service. The
executive director shall be qualified by training and prior experience to manage, administer and direct the
investment of funds. The board shall fix the compensation of the executive director and may award bonus
compensation.
(2m) The board shall employ an internal auditor, who shall serve outside the classified service. The board
shall fix the compensation of the internal auditor.
(3) The members of the board shall appoint an investment director or the executive assistant to the
executive director, internal auditor, chief investment officer, chief financial officer, chief legal counsel or chief
risk officer to act as assistant director, except that until the appointment is made by the members of the board,
the executive director may temporarily designate the assistant director.
(4) The members of the board shall promulgate rules restricting the executive director, executive assistant
to the executive director, internal auditor, chief investment officer, chief financial officer, chief legal counsel,
chief risk officer, investment directors and employees from having financial interest, directly or indirectly, in
firms or corporations providing services to the department and governing the receipt of gifts or favors therefrom,
and also governing personal investments of all employees including the executive director, executive assistant to
the executive director, internal auditor, chief investment officer, chief financial officer, chief legal counsel, chief
risk officer and investment directors to prevent conflicts of interest.
(5) The members of the board shall be the trustees of the state investment fund.
(8) The board shall keep full minutes of its proceedings.
(9) The chairperson of the board shall appear at least annually before any committee established in the
senate, whose jurisdiction includes financial institutions, if that committee so requests.
25.16

Executive director.

(1) The executive and administrative functions of the board, except for the functions performed by the
internal auditor under s. 25.165 (2), shall be vested in an executive director, who shall perform the functions of
executive director in conformity with the requirements of the members of the board and in accordance with
policies, principles and directives determined by the members of the board.
(2) The executive director may appoint a chief legal counsel, chief financial officer, chief risk officer and
not more than 11 investment directors and shall appoint a chief investment officer and all other employees
necessary to carry out the functions of the board, except that the board shall appoint the internal auditor and
shall participate in the selection of the chief investment officer and investment directors and the internal auditor
shall appoint his or her staff. The executive director shall appoint all employees outside the classified service.
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Neither the executive director, the internal auditor, the chief investment officer, the chief legal counsel, the chief
financial officer, the chief risk officer, any investment director nor any other employee of the board shall have
any financial interest, either directly or indirectly, in any firm engaged in the sale or marketing of real estate or
investments of any kind, nor shall any of them render investment advice to others for remuneration.
(3) The executive director may appoint an executive assistant. The executive assistant shall perform the
duties prescribed by the executive director.
(4) The executive director shall take the official oath and the executive director, chief investment officer
and each investment director shall file a bond for the faithful performance of that person's duties in such amount
and with such sureties as the members of the board require.
(5) The assistant director shall act in place of the executive director in his or her absence or disability. The
assistant director shall take and file the official oath required of the executive director.
(6) All deeds, contracts and other documents which must be executed by or on behalf of the board shall be
signed by the executive director. The executive director may delegate the authority to execute documents to
other board employees. Where the board has an interest in property, the authority to execute leases as lessor may
be delegated within leasing guidelines to outside managers retained pursuant to a written contract. The members
of the board or the executive director may require the countersignature of an investment director or an
investment supervisor on certain documents.
(7) The executive director shall fix the compensation of all employees appointed by the executive director,
but the board may provide for bonus compensation to employees. All employees shall pay employee required
contributions under s. 40.05 (1) (a) 1. or 2., whichever is appropriate, and shall pay the employee share of health
insurance premiums as determined under s. 40.05 (4) (ag).
25.165

Internal auditor.

(1) There is created in the board an internal audit subunit, under the supervision of the internal auditor. The
internal auditor shall report directly to the board and shall appoint all employees necessary to carry out the
duties of the internal auditor. The internal auditor shall appoint all employees outside the classified service. The
internal auditor shall fix the compensation of all employees appointed by the internal auditor, but the board may
provide for bonus compensation to employees.
(2) The internal auditor may review any activity, information or investment of the board and have access to
records of the board and any external party under contract with the board and shall do all of the following:
(a) Plan and conduct audit activities, risk assessments, research projects and management reviews under the
direction of the board and in accordance with policies, principles and directives determined by the board.
(b) Coordinate and assist with external audits and reviews of the board.
(c) Monitor for compliance with applicable legal requirements and with the board's contractual agreements
any bank, savings and loan association, savings bank or credit union with which the board has entered into a
custodial agreement under s. 25.17 (11); any investment advisers with which the board has contracted to manage
and control board assets under s. 25.18 (2) (e); and any other external parties with which the board has
contracted to provide investment services to the board.
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25.167 Chief investment officer. Under the supervision of the executive director, the chief investment
officer shall do all of the following:
(1) Monitor activities of the investment directors for compliance with the board's investment policies and
guidelines in investment decisions and approve unusual transactions, as defined by the board.
(2) Develop and implement operating procedures that are intended to ensure that the investment policies
and guidelines of the board are followed.
(3) Ensure that investments are completely and accurately reported on all management and financial
reports and that any information requested by the board is provided to the board on a timely basis.
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The attached draft Investment Policy Statement (IPS) for the FRS Investment Plan contains
black-line recommended changes that fall into two categories:
1. Senate Bill 2100 was enacted during the 2011 legislative session and codified as
Chapter 2011-68, Laws of Florida. The bill made substantive and technical changes
to the Florida Retirement System (FRS) benefits under the FRS Pension Plan and
FRS Investment Plan provisions of law. Most of the black-line recommended
changes conform the IPS to technical changes made under Senate Bill 2100 (e.g.,
formally changing the name of the program to the “Investment Plan” from “Public
Employee Optional Retirement Plan”).
2. The section describing the Executive Director’s duties and responsibilities has been
revised to better conform with a similar section in the FRS Pension Plan Investment
Policy Statement.
I do not believe any of the recommended changes to the IPS contain any substantive changes
to SBA policy or practice. The IPS is ready for the Investment Advisory Council and Trustee
approval.
Please contact me if you have any questions.

Attachment

Approved by SBA Trustees on December 9, 2008
Draft for Consideration by IAC 12/5/11 and Trustees 12/6/11

FLORIDA RETIREMENT SYSTEM
Investment Plan Public Employee Optional Retirement Program
Investment Policy Statement
I. PURPOSE
The Florida Retirement System Investment Plan Public Employee Optional Retirement Program
Investment Policy Statement (IPS) serves as the primary statement of Trustee policy regarding
their statutory responsibilities and authority to establish and operate an optional defined
contribution retirement program for members of the Florida Retirement System. The IPS shall
serve as a guiding document pertaining to investment matters with respect to the Investment Plan
Public Employee Optional Retirement Program. The Trustees will strive to make investment
decisions consistent with this IPS. Section 121.4501(14), Florida Statutes, directs the Trustees of
the State Board of Administration to approve the IPS. The IPS will be reviewed annually and will
be revised or supplemented as policies are changed or developed.

II. DEFINITIONS
A. Member Participant – An employee who enrolls in the Florida Retirement System Investment
Plan Public Employee Optional Retirement Program (PEORP), a memberparticipant-directed
401(a) program, in lieu of participation in the defined benefit program of the Florida Retirement
System, a terminated Deferred Retirement Option Program (DROP) member as described in
section 121.4501(21), Florida Statutes, or an alternate payee of a member or employee.
B. Investment Product – The result of a process that forms portfolios from securities and financial
instruments in order to produce investment returns.
C. Investment Manager – A private sector company that provides one or more investment products.
D. Investment Funds – One of the investment options that may be chosen by participants. A Fund
may be an aggregate of one or more investment products.
E. Bundled Provider - A private sector company that offers investment products, combined with
recordkeeping and trading services, which are designed to meet individualized needs and
requirements of plan participants, so as to afford value to participants not available through
individual investment product.
F. Passively Managed Option – An investment management strategy that intends to produce the
same level and pattern of financial returns generated by a market benchmark index.
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G. Actively Managed Option – An investment management strategy that relies on security return
predictions in an effort to out-perform the financial returns generated by a market benchmark
index.
H. Performance Benchmark – A market benchmark index that serves as the performance
measurement criterion for investment options.
I. Investment Plan Third-Party Administrator or Recordkeeper – A private sector company that
provides administrative services, including individual and collective recordkeeping and accounting,
IRC limit monitoring, enrollment, beneficiary designation and changes, disbursement of monies,
and other centralized administrative functions.

III. OVERVIEW OF THE INVESTMENT PLAN PEORP AND STATE BOARD OF
ADMINISTRATION
A. The Investment Plan PEORP is a memberparticipant-directed 401(a) program selected by
employees in lieu of participation in the defined benefit program of the Florida Retirement System.
Investment Plan PEORP benefits accrue in individual accounts that are memberparticipantdirected, portable and funded by employee and employer contributions and earnings. In accordance
with Section 121.4501(15)(b), Florida Statutes, members participants and beneficiaries bear the
investment risks and reap the rewards that result when they exercise control over investments in
their accounts. Fluctuations in investment returns directly affect members’ participants’ benefits.
B. The State Board of Administration (Board), Division of Retirement and affected employers
administer the Investment PlanPEORP. The Board designs educational services to assist
employers, eligible employees, members participants and beneficiaries. The State Legislature has
the responsibility for setting contribution levels and providing statutory guidance for the
administration of the Investment PlanPEORP.

IV. THE BOARD
A. The Board consists of the Governor, as Chairman, the Chief Financial Officer, as Treasurer, and
the Attorney General, as Secretary. The Board shall establish an optional defined contribution
retirement program for members of the Florida Retirement System and make a broad range of
investment options, covering most major market segments, available to membersparticipants. The
Board makes the final determination as to whether any investment manager or product, third-party
administrator, education vendor or advice vendor shall be approved for the program.
B. The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary
standards of care as contained in Section 121.4501(15)(a), Florida Statutes.
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C. The Board delegates to the Executive Director the administrative and investment authority, within
the statutory limitations and rules, to manage the Investment PlanPEORP program. The Board
appoints a ninesix-member Investment Advisory Council (IAC). The IAC reviews the IPS and any
proposed changes prior to its presentation to the Board of Trustees. The Council presents the
results of its review to the Board of Trustees prior to the Trustees’ final approval of the statement
or any changes.

V. THE EXECUTIVE DIRECTOR
A. The Executive Director is responsible for managing and directing administrative, personnel,
budgeting and investment-related functions, including the hiring and termination of investment
managers, bundled providers and products.
B. The Executive Director is responsible for developing specific investment objectives and policy
guidelines for investment options. The Executive Director is responsible for developing policies
and procedures for selecting, evaluating, and monitoring the performance of investment managers
and products to which employees may direct retirement contributions under the Investment
PlanPEORP, and providing the Board with monthly and quarterly reports of investment activities.
C. The Executive Director is responsible for maintaining diversified investment options, and
maximizing returns with respect to the performance benchmarks of individual investment options,
consistent with appropriate risk constraints. Each investment option will avoid excessive risk and
have a prudent degree of diversification relative to its broad market performance benchmark. The
Executive Director will develop policies and procedures to:

° Identify, monitor and control/mitigate key investment and operational risks.
° Maintain an appropriate and effective risk management and compliance program
that identifies, evaluates and manages risks within business units and at the
enterprise level.

° Maintain an appropriate and effective control environment for SBA investment and
operational responsibilities.

° Approve risk allocations and limits.
C. Pursuant to written SBA policy, the Executive Director will cause a regular review,
documentation and formal escalation of compliance exceptions and events that may have a material
impact on the Trust Fund. The Executive Director is delegated the authority and responsibility to
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prudently address any such compliance exceptions, with input from the Investment Advisory
Council as necessary and appropriate, unless otherwise required in this Investment Policy
Statement.
D. The Executive Director shall adopt policies and procedures designed to prevent excessive member
participant trading between investment options from negatively impacting other members
participants.
E. The Executive Director is responsible for periodically reviewing this IPS and recommending
changes to the Board of Trustees when appropriate.

VI. INVESTMENT OBJECTIVES
A. The Investment Plan PEORP investment program shall seek to achieve the following long-term
objectives:
1)

2)

3)

VII.

Offer a diversified mix of low-cost investment options that span the risk-return
spectrum and give members participants the opportunity to accumulate retirement
benefits.
Offer investment options that avoid excessive risk, have a prudent degree of
diversification relative to broad market indices and provide a long-term rate of return,
net of all expenses and fees that seek to achieve or exceed the returns on comparable
market benchmark indices.
Offer members participants meaningful, independent control over the assets in their
account with the opportunity to:
a)
Obtain sufficient information about the plan and investment alternatives to make
informed investment decisions;
b)
Direct contributions and account balances between approved investment options
with a frequency that is appropriate in light of the market volatility of the
investment options;
c)
Direct contributions and account balances between approved investment options
without the limitation of fees or charges; and
d)
Remove accrued benefits from the plan without undue delay or penalties, subject
to the contract and all applicable laws governing the operation of the program.

MEMBER PARTICIPANT CONTROL AND PROGRAM FIDUCIARY LIABILITY

A. This IPS is structured to be consistent with the Legislature’s intent to assign liability for members’
participants’ investment losses to members participants and provide a safe harbor for program
fiduciaries.
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B. In Sections 121.4501(8)(b)2.4. and 121.4501(15)(b), Florida law incorporates the federal law
concept of participant control, established by regulations of the U.S. Department of Labor under
section 404(c) of the Employee Retirement Income Security Act of 1974. The Investment Plan
PEORP investment program shall incorporate these concepts by providing program participants the
opportunity to give investment instructions and obtain sufficient information to make informed
investment decisions. The Investment Plan PEORP program shall, in accordance with the 404(c)
regulations and Florida law, provide members participants an opportunity to choose from a broad
range of investment alternatives.
C. If a member participant or beneficiary of the Investment Plan PEORP exercises control over the
assets in his or her account, pursuant to section 404(c) regulations and all applicable laws
governing the operation of the program, no program fiduciary shall be liable for any loss to a
member’s participant's or beneficiary's account which results from such member’s participant's or
beneficiary's exercise of control.
D. The default option for FRS Investment Plan members participants that fail to make a selection of
investment options shall be the Moderate Balanced Fund, which otherwise meets the requirements
of a qualified default investment alternative pursuant to regulations issued by the U.S. Department
of Labor. The default option for FRS Pension Plan DROP participants who rollover funds from
their DROP account to the Investment Plan PEORP as permitted by section 121.4501(21), Florida
Statutes, and fail to make a selection of investment options shall be the FRS Select Money Market
Fund.
VIII. MEMBER PARTICIPANT EDUCATION AND INVESTMENT ADVICE
A. The education component of the Investment Plan PEORP program shall be designed by the Board
to assist employers, eligible employees, membersparticipants, and beneficiaries in order to
maintain compliance with section 404(c) regulations and to assist employees in their choice of
defined benefit or defined contribution retirement programs. Educational services include, but are
not limited to, disseminating educational materials; providing retirement planning education;
explaining the differences between the defined benefit retirement plan and the defined contribution
retirement plan; and offering financial planning guidance on matters such as investment
diversification, investment risks, investment costs, and asset allocation. The following items must
be made available to members participants in sufficient time to allow them an opportunity to make
informed decisions: -

° A description of all investment funds including: general investment objectives, risk
and return characteristics, and type and diversification of assets.

°

An explanation of how to give investment instructions and any limits or restrictions
on giving instructions.

° A description of any transaction fees or expenses that are charged to the member’s
participant’s account in connection with purchases or sales of an investment fund.
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°

Investment summary fund profiles as defined at Sections 121.4501(15)(c).

° Descriptions of the annual operating expenses for each investment alternative, such
as investment management fees.

° The value of shares of all investment funds and a quarterly member participant
statement that accounts for contributions, investment earnings, fees, penalties, or
other deductions.

° Information concerning the past investment performance of each investment fund,
net of expenses, and relative to appropriate market indices.
B. Consistent with Sections 121.4501(8)(b)1.3. and 121.4501(10)(b), Florida Statutes, the education
component shall provide system members with impartial and balanced information about program
and investment choices. In addition, the approved education organization shall not be an approved
investment provider or be affiliated with an approved investment provider. Educational materials
shall be prepared under the assumption that the employee is an unsophisticated investor and all
educational materials, including those distributed by bundled providers, shall be approved by the
Board prior to dissemination. Members Participants shall have the opportunity to choose from
different levels of education services, as well as a variety of delivery methods and media. All
educational services offered by investment product providers shall be provided on a fee-for-service
basis.
C. The Board shall contract for the provision of low-cost investment advice to members participants
that is supplemental to educational services and that is paid for by those receiving the advice.
Investment advice shall consist of impartial and balanced recommendations about investment
choices consistent with Rule 19-13.004, FAC. Members Participants shall have the opportunity to
choose from different levels of customized investment advisory services, as well as a variety of
delivery methods and media.
D. Bundled provider(s) selected to provide investment products for Investment Plan members PEORP
participants shall not provide any member participant education services aimed at influencing the
choice between the defined benefit and defined contribution programs of the Florida Retirement
System. This initial education program will only be provided by the neutral education vendor hired
to do so by the Board.
IX. ROLES OF THE INVESTMENT PLAN THIRD-PARTY ADMINISTRATOR AND
BUNDLED PROVIDER S
A. The Board selects a single private party to serve as the third-party administrator for the Investment
PlanPEORP. The Board makes the final determination as to whether any third-party administrator
shall be approved for the program. Administrative services such as individual and collective
recordkeeping and accounting, IRC limit monitoring, enrollment, beneficiary designation and
changes, disbursement of monies, and other centralized administrative functions shall be provided
6
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by the single third-party administrator selected by the Board. The SBA retains the right to delineate
through the contract the specific administrative services to be provided by the Bundled Provider.
The SBA also retains the right, consistent with Section 121.4501(8)(ab)1., Florida Statutes, to enter
into a contract with the Division of Retirement Department of Management Services for certain
administrative services.
B. Bundled provider(s) selected to provide investment products to the members participants will
provide administrative services that are uniquely relevant to the bundled provider mandate. The
SBA shall specify the administrative services to be provided by the single third-party administrator
and the bundled provider in the solicitation documents and contracts for services.
X. PEORP INVESTMENT OPTIONS AND PERFORMANCE BENCHMARKS
A. The authorized categories of Investment Plan PEORP investment options are contained in IPSTable 1. The default option for members participants that fail to make a selection of investment
options shall be the Moderate Balanced Fund. The number of investment options shall not exceed
the “Maximum Number of Options” listed in IPS-Table 1 for each category, except to the extent
that:
1)

2)

Multiple investment options within the same category are simultaneously offered to
facilitate a transitional mapping of contributions and account balances from a
terminating option;
An investment option is temporarily closed to new contributions and account balance
transfers.

IPS-Table 1: Authorized Investment Option Categories and Representative Performance
Benchmarks and Retiree Annuities
Investment Option
Categories

Tier I: Core Investment Options
Money Market
Inflation-Protected Bond
U.S. Bond
U.S. Core Stock
U.S. Small/Mid Stock
Foreign Stock

Maximum Representative Performance
Number Benchmarks
of
Options

1
1
2
2
2
2

Tier II: Balanced Investment Options
Conservative Balanced Fund
1
Moderate Balanced Fund

1

Aggressive Balanced Fund

1

Money Fund Report Institutional Average (Tax.)
Barclays Capital U.S. Treasury Inflation Note Index
Barclays Capital Aggregate Bond Index
Russell 3000 Index
Russell 2000 Index
MSCI World, excluding U.S., Index

Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2
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Tier III: Specialty Investment Options
U.S. Large Value Stock
1
U.S. Large Growth Stock
1
U.S. Small/Mid Value Stock
1
U.S. Small/Mid Growth Stock
1
Global Stock
1
U.S. Short/Intermediate Bond
1
High Yield Bond
1

Russell 1000 Value Index
Russell 1000 Growth Index
Russell 2000 Value Index
Russell 2000 Growth Index
MSCI World Index
Barclays Capital Intermediate Aggregate Bond Index
Barclays Capital High Yield Index

Tier IV: Retiree Annuity Options (Section 121.591(1)(c), Florida Statutes)
Immediate and Deferred
Not
Specified by the Executive Director
Annuities
Applicable

B. Investment options and investment products (i.e., that support Investment Funds that are composed
of an aggregate of one or more investment products) may be provided by investment managers or
bundled providers. Pursuant to Section 121.4501(9)(a), Florida Statutes, the Board shall select one
or more providers who offer multiple investment products when such an approach is determined by
the Board to afford value to members participants otherwise not available through individual
investment products.
C. Investment options may have performance benchmarks other than the “Representative Performance
Benchmarks” listed in IPS-Table 1, but any alternative performance benchmark must be identified
in the investment guidelines required under Section XI of this IPS and provide substantial coverage
of the financial market segment defined by the corresponding Representative Performance
Benchmark.
D. Balanced funds are only available as a weighted average of Tier I and III options. The Board shall
establish procedures for initiating rebalancings per approved investment guidelines.
E. With IAC review and input, the Executive Director shall periodically recommend changes to the
authorized investment option categories in IPS-Table 1, as modifications are appropriate. Any
recommended modifications must be justified in terms of the incremental costs and benefits
provided to membersparticipants.
XI. GENERAL INVESTMENT OPTION GUIDELINES
A. The Executive Director is responsible for developing specific investment policies and guidelines
for investment options, which reflect the goals and objectives of this IPS. In doing so, he is
authorized to exercise and perform all duties set forth in Section 121.4501(9), Florida Statutes,
except as limited by this IPS or Board Rules. General guidelines are as follows:
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1) The Money Market fund seeks high current income consistent with liquidity and capital
preservation. The fund will be actively managed and will primarily invest in high quality,
liquid, short-term instruments to control credit risk and interest rate sensitivity. The fund’s
sensitivity to interest rate changes will approximate that of the performance benchmark.
2) The U.S. Bond funds seek high current income consistent with capital appreciation. The
funds may be passively or actively managed and will primarily invest in securities
contained in the benchmark, although other fixed income instruments which fit the funds’
objectives may be selectively used to generate excess return, such as non-investment grade
securities or securities issued by foreign entities. The funds’ sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
3) The U.S. Large Stock funds seek capital appreciation and current income. The funds may
be passively or actively managed and will primarily invest in equities contained in the
benchmark. Other securities which fit the funds’ objectives may be selectively used to
generate excess return. The funds’ investment process will not have a persistent bias toward
the selection of securities that are predominantly in the growth or value style categories.
4) The Foreign Stock funds seek capital appreciation and current income. The funds may be
passively or actively managed and will primarily invest in equities contained in the
benchmark, although other securities which fit the funds’ objectives may be selectively
used to generate excess return, such as equity securities issued by corporations domiciled in
emerging economies.
5) The Balanced Investment funds are diversified balanced portfolios designed to provide
participants with pre-packaged asset allocation vehicles. The funds seek favorable longterm returns through investments in the Tier I and III Options according to the risk levels
identified in IPS-Table 2. Asset allocations will generally be held within 5 percentage
points of the optimal shares for their respective risk target, but short-term deviations may
occur. Optimized asset allocations for the balanced funds shall be established using
methodology consistent with the guidance rendered by the Investment Plan’s PEORP’s
education/advice vendor.
IPS-Table 2: Target Risk Levels of Balanced Investment Funds
Conservative
Balanced
Fund
All asset classes shall be included for
optimization of each balanced fund to
the risk levels indicated. Actual Tier I
and III investment funds included in
the balanced funds and their respective
weightings shall be reported to the

Moderate
Balanced
Fund

Aggressive
Balanced
Fund

A risk level
A risk level
A risk level
equivalent to
equivalent approximately
that of an all
to that of
mid-way
bond portfolio the average between that
U.S.
of an all
investor
equity
9
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Trustees and communicated to
membersparticipants.

portfolio and
the Moderate
Balanced
Fund

6) The Inflation-Protected Bond fund seeks long-term total returns that keep pace with
inflation in order to protect the purchasing power of accumulated member participant
benefits. The fund may be passively or actively managed and will primarily invest in the
U.S. Treasury's inflation-indexed securities. The fund’s sensitivity to interest rate changes
will closely approximate that of the performance benchmark.
7) The High Yield Bond fund seeks high current income consistent with capital appreciation.
The fund will be actively managed and will primarily invest in non-investment grade
securities contained in the benchmark, although other fixed income instruments which fit
the funds’ objective may be selectively used to generate excess return, such as non-rated
securities or securities issued by foreign entities. The fund’s sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
8) The U.S. Large Value Stock fund seeks capital appreciation, and to a lesser degree, current
income. The fund will be actively managed and will primarily invest in equities contained
in the benchmark, generally characterized by lower price-to-book ratios and lower projected
earnings growth than the overall U.S. equity market averages. Other securities which fit the
funds’ objectives may be selectively used to generate excess return.
9) The U.S. Small/Mid Stock funds seek capital appreciation. The funds may be passively or
actively managed and will primarily invest in equities contained in the benchmark, although
other securities which fit the funds’ objectives may be selectively used to generate excess
return. The funds’ investment process will not have a persistent bias toward the selection of
securities that are predominantly in the growth or value style categories.
10) The U.S. Large Growth Stock fund seeks capital appreciation. The fund will be actively
managed and will primarily invest in equities contained in the benchmark, generally
characterized by higher price-to-book ratios and projected higher earnings growth than the
overall U.S. equity market averages. Other securities which fit the funds’ objectives may
be selectively used to generate excess return..
11) The U.S. Small/Mid Value Stock fund seeks capital appreciation, and to a lesser degree,
current income. The fund will be actively managed and will primarily invest in equities
contained in the benchmark, generally characterized by lower price-to-book ratios and
lower projected earnings growth than the overall U.S. equity market averages. Other
securities which fit the funds’ objectives may be selectively used to generate excess return.
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12) The U.S. Small/Mid Growth Stock fund seeks capital appreciation. The fund will be
actively managed and will primarily invest in equities contained in the benchmark,
generally characterized by higher price-to-book ratios and projected higher earnings growth
than the overall U.S. equity market averages. Other securities which fit the funds’
objectives may be selectively used to generate excess return.
13) Each investment option must:
(a) Have a prudent degree of diversification relative to its performance
benchmark;
(b) Be readily transferable from one Investment Plan a PEORP account to
another Investment Plan PEORP investment option or to a private-sector or
public-sector defined contribution plan accounts and self-directed individual
retirement accounts;
(c) Allow transfers of members’ participants’ balances into and out of the option
at least daily, subject to the excessive trading policies of the providers and/or
the SBA;
(d) Have no surrender fees or deferred loads/charges;
(e) Have no fees or charges for insurance features (e.g. mortality and expense
risk charges);
(f) To the extent allowed by law, notwithstanding failure to meet one or more of
the IPS Section XI(13)(b),(c)-(f) requirements, an option may be authorized
if: (i) it produces significant and demonstrable incremental retirement
benefits relative to other comparable products in the market place and
comparable Tier I, Tier II, or Tier III options; and (ii) the incremental
benefits are sufficient to offset all associated fees, charges and the expected
economic cost of the variance(s) with the IPS Section XI(13)(b),(c)-(f)
requirements. Comparability shall be based on the option’s underlying
investments within the broad categories of Money Market, U.S Fixed
Income, U.S. Equities and Foreign Equities.
14) The investment product supporting any annuity option offered in Tier IV must have a
prudent degree of diversification relative to its performance benchmark and, where
applicable, providers shall have high independent ratings for financial strength and
stability. Tier IV options may include allocated or unallocated immediate annuities with
combinations of some of the following features:
(a) Single or flexible premium.
(b) Life or fixed period payouts.
(c) Single or joint life (survivors with an insurable interest).
(d) Complete or partial survivor benefits.
(e) Cash refund, installment refund or period certain features.
(f) Variable or fixed payments, non-participating, or income payable features.
(g) Deferred payments.
B. The long-term performance of each actively managed investment option is expected to exceed the
returns on their performance benchmark, net of all fees and charges, while avoiding large year-to11
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year deviations from the returns of the performance benchmark. The long-term performance of
each passively managed investment option is expected to closely approximate returns on the
performance benchmark, net of all fees and charges. Investment managers are authorized to
prudently use options, futures, notional principal contracts or securities lending arrangements, in
accordance with the fiduciary standards of care, as contained in Section 121.4501(15)(a), Florida
Statutes, investment guidelines and related policies.

XII.

INVESTMENT MANAGER SELECTION AND MONITORING GUIDELINES

A. The Executive Director shall develop policies and guidelines for the selection, retention and
termination of investment managers, bundled providers and products, and shall manage all external
contractual relationships in accordance with the fiduciary responsibilities of the Board, this IPS and
provisions of Section 121.4501(9)(c), Florida Statutes.
When the Executive Director decides to terminate an investment fund in the Investment Plan,
members PEORP, participants will be granted an opportunity to direct their assets to other
Investment Plan PEORP investment fund options prior to the investment fund termination. Assets
that are not directed by members participants will be transferred or “mapped” to the investment
fund(s) that the Executive Director deems appropriate. The mapping factors that the Executive
Director will consider include, but are not limited to, alignment of investment fund type (e.g., asset
class, capitalization and style) and investment strategy (e.g., objectives, market focus, and
implementation tactics).
B. In the selection of investment managers, investment products or bundled providers, consideration
shall be given to their effectiveness in minimizing the direct and indirect costs of transferring the
total present value of accumulated benefit obligations for existing employees that choose
membership in Investment Plan PEORP from the defined benefit trust to the Investment Plan
PEORP trust.
C. In the selection and monitoring of products from bundled providers, each proposed product will be
evaluated on a stand-alone basis, pursuant to the requirement in Section 121.4501(9)(c)9., Florida
Statutes. The cost-effectiveness of the levels of non-investment services supporting the products will
also be evaluated relative to their benefits.
D. In the selection, retention and termination of bundled providers and their proposed products and
services, value afforded, as that term is used in Section 121.4501(9)(a), Florida Statutes, shall be
evaluated based on the value added to the process of accumulating retirement benefits for
membersparticipants. This evaluation shall consider the following factors in arriving at any staff
recommendation:
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1)
2)
3)
4)

Additional products or services that are not otherwise available to the members
participants within the program;
The type and quality of investment products offered;
The type and quality of non-investment services offered; and
Other significant elements that provide value to membersparticipants, consistent with the
mandates of Section 121.4501, Florida Statutes.

E. On at least an annual basis, a review will be conducted of the performance of each approved
investment manager and product and related organizational factors to ensure continued compliance
with established selection, performance and termination criteria, Board policy and procedures and
all contractual provisions. The performance and termination criteria for each provider and
investment product will be reflected in each employment contract.
F. In addition to reviewing the performance of the Investment Plan’s PEORP’s investment
managers/options, the Executive Director will periodically review all costs associated with the
management of the Investment Plan’s PEORP’s investment options, including:
1)

Expense ratios of each investment option against the appropriate peer group; and

2)

Costs to administer the Program, including recordkeeping, account settlement
(participant balance with that of investment), allocation of assets and earnings, and
(when applicable) the proper use of 12b-1 fees to offset these fees.

XIII. REPORTING
A. The Board directs the Executive Director to coordinate the preparation of quarterly reports of the
investment performance of the Investment Plan PEORP by the Board's independent performance
evaluation consultant.
B. The following formal periodic reports to the Board shall be the responsibility of the Executive
Director: an annual investment report, an annual financial report and a monthly performance
report.

XIV. IMPLEMENTATION SCHEDULE
This IPS is effective upon approval of the Board.
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FLORIDA RETIREMENT SYSTEM
Investment Plan
Investment Policy Statement
I. PURPOSE
The Florida Retirement System Investment Plan Investment Policy Statement (IPS) serves as the
primary statement of Trustee policy regarding their statutory responsibilities and authority to
establish and operate an optional defined contribution retirement program for members of the
Florida Retirement System. The IPS shall serve as a guiding document pertaining to investment
matters with respect to the Investment Plan. The Trustees will strive to make investment decisions
consistent with this IPS. Section 121.4501(14), Florida Statutes, directs the Trustees of the State
Board of Administration to approve the IPS. The IPS will be reviewed annually and will be revised
or supplemented as policies are changed or developed.
II. DEFINITIONS
A. Member – An employee who enrolls in the Florida Retirement System Investment Plan , a
member-directed 401(a) program, in lieu of participation in the defined benefit program of the
Florida Retirement System, a terminated Deferred Retirement Option Program (DROP) member as
described in section 121.4501(21), Florida Statutes, or an alternate payee of a member or
employee.
B. Investment Product – The result of a process that forms portfolios from securities and financial
instruments in order to produce investment returns.
C. Investment Manager – A private sector company that provides one or more investment products.
D. Investment Funds – One of the investment options that may be chosen by participants. A Fund
may be an aggregate of one or more investment products.
E. Bundled Provider - A private sector company that offers investment products, combined with
recordkeeping and trading services, which are designed to meet individualized needs and
requirements of plan participants, so as to afford value to participants not available through
individual investment product.
F. Passively Managed Option – An investment management strategy that intends to produce the
same level and pattern of financial returns generated by a market benchmark index.
G. Actively Managed Option – An investment management strategy that relies on security return
predictions in an effort to out-perform the financial returns generated by a market benchmark
index.
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H. Performance Benchmark – A market benchmark index that serves as the performance
measurement criterion for investment options.
I. Investment Plan Administrator or Recordkeeper – A private sector company that provides
administrative services, including individual and collective recordkeeping and accounting, IRC
limit monitoring, enrollment, beneficiary designation and changes, disbursement of monies, and
other centralized administrative functions.
III. OVERVIEW OF THE INVESTMENT PLAN AND STATE BOARD OF
ADMINISTRATION
A. The Investment Plan is a member-directed 401(a) program selected by employees in lieu of
participation in the defined benefit program of the Florida Retirement System. Investment Plan
benefits accrue in individual accounts that are member-directed, portable and funded by employee
and employer contributions and earnings. In accordance with Section 121.4501(15)(b), Florida
Statutes, members and beneficiaries bear the investment risks and reap the rewards that result when
they exercise control over investments in their accounts. Fluctuations in investment returns
directly affect members’ benefits.
B. The State Board of Administration (Board), Division of Retirement and affected employers
administer the Investment Plan. The Board designs educational services to assist employers,
eligible employees, members and beneficiaries. The State Legislature has the responsibility for
setting contribution levels and providing statutory guidance for the administration of the
Investment Plan.
IV. THE BOARD
A. The Board consists of the Governor, as Chairman, the Chief Financial Officer, as Treasurer, and
the Attorney General, as Secretary. The Board shall establish an optional defined contribution
retirement program for members of the Florida Retirement System and make a broad range of
investment options, covering most major market segments, available to members. The Board
makes the final determination as to whether any investment manager or product, third-party
administrator, education vendor or advice vendor shall be approved for the program.
B. The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary
standards of care as contained in Section 121.4501(15)(a), Florida Statutes.
C. The Board delegates to the Executive Director the administrative and investment authority, within
the statutory limitations and rules, to manage the Investment Plan. The Board appoints a ninemember Investment Advisory Council (IAC). The IAC reviews the IPS and any proposed changes
prior to its presentation to the Board of Trustees. The Council presents the results of its review to
the Board of Trustees prior to the Trustees’ final approval of the statement or any changes.
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V. THE EXECUTIVE DIRECTOR
A. The Executive Director is responsible for managing and directing administrative, personnel,
budgeting and investment-related functions, including the hiring and termination of investment
managers, bundled providers and products.
B. The Executive Director is responsible for developing specific investment objectives and policy
guidelines for investment options. The Executive Director is responsible for developing policies
and procedures for selecting, evaluating, and monitoring the performance of investment managers
and products to which employees may direct retirement contributions under the Investment Plan,
and providing the Board with monthly and quarterly reports of investment activities.
C. The Executive Director is responsible for maintaining diversified investment options, and
maximizing returns with respect to the performance benchmarks of individual investment options,
consistent with appropriate risk constraints. Each investment option will avoid excessive risk and
have a prudent degree of diversification relative to its broad market performance benchmark. The
Executive Director will develop policies and procedures to:

° Identify, monitor and control/mitigate key investment and operational risks.
° Maintain an appropriate and effective risk management and compliance program
°
°

that identifies, evaluates and manages risks within business units and at the
enterprise level.
Maintain an appropriate and effective control environment for SBA investment and
operational responsibilities.
Approve risk allocations and limits.

Pursuant to written SBA policy, the Executive Director will cause a regular review, documentation
and formal escalation of compliance exceptions and events that may have a material impact on the
Trust Fund. The Executive Director is delegated the authority and responsibility to prudently
address any such compliance exceptions, with input from the Investment Advisory Council as
necessary and appropriate, unless otherwise required in this Investment Policy Statement.
D. The Executive Director shall adopt policies and procedures designed to prevent excessive member
trading between investment options from negatively impacting other members.
E. The Executive Director is responsible for periodically reviewing this IPS and recommending
changes to the Board of Trustees when appropriate.
VI. INVESTMENT OBJECTIVES
A. The Investment Plan shall seek to achieve the following long-term objectives:
1)

Offer a diversified mix of low-cost investment options that span the risk-return
spectrum and give members the opportunity to accumulate retirement benefits.
3
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2)

3)

VII.

Offer investment options that avoid excessive risk, have a prudent degree of
diversification relative to broad market indices and provide a long-term rate of return,
net of all expenses and fees that seek to achieve or exceed the returns on comparable
market benchmark indices.
Offer members meaningful, independent control over the assets in their account with
the opportunity to:
a)
Obtain sufficient information about the plan and investment alternatives to make
informed investment decisions;
b)
Direct contributions and account balances between approved investment options
with a frequency that is appropriate in light of the market volatility of the
investment options;
c)
Direct contributions and account balances between approved investment options
without the limitation of fees or charges; and
d)
Remove accrued benefits from the plan without undue delay or penalties, subject
to the contract and all applicable laws governing the operation of the program.

MEMBER CONTROL AND PROGRAM FIDUCIARY LIABILITY

A. This IPS is structured to be consistent with the Legislature’s intent to assign liability for members’
investment losses to members and provide a safe harbor for program fiduciaries.
B. In Sections 121.4501(8)(b)2. and 121.4501(15)(b), Florida law incorporates the federal law
concept of participant control, established by regulations of the U.S. Department of Labor under
section 404(c) of the Employee Retirement Income Security Act of 1974. The Investment Plan
shall incorporate these concepts by providing program participants the opportunity to give
investment instructions and obtain sufficient information to make informed investment decisions.
The Investment Plan shall, in accordance with the 404(c) regulations and Florida law, provide
members an opportunity to choose from a broad range of investment alternatives.
C. If a member or beneficiary of the Investment Plan exercises control over the assets in his or her
account, pursuant to section 404(c) regulations and all applicable laws governing the operation of
the program, no program fiduciary shall be liable for any loss to a member’s or beneficiary's
account which results from such member’s or beneficiary's exercise of control.
D. The default option for FRS Investment Plan members that fail to make a selection of investment
options shall be the Moderate Balanced Fund, which otherwise meets the requirements of a
qualified default investment alternative pursuant to regulations issued by the U.S. Department of
Labor. The default option for FRS Pension Plan DROP participants who rollover funds from their
DROP account to the Investment Plan as permitted by section 121.4501(21), Florida Statutes, and
fail to make a selection of investment options shall be the FRS Select Money Market Fund.
VIII. MEMBER EDUCATION AND INVESTMENT ADVICE
A. The education component of the Investment Plan shall be designed by the Board to assist
employers, eligible employees, members, and beneficiaries in order to maintain compliance with
4
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section 404(c) regulations and to assist employees in their choice of defined benefit or defined
contribution retirement programs. Educational services include, but are not limited to,
disseminating educational materials; providing retirement planning education; explaining the
differences between the defined benefit retirement plan and the defined contribution retirement
plan; and offering financial planning guidance on matters such as investment diversification,
investment risks, investment costs, and asset allocation. The following items must be made
available to members in sufficient time to allow them an opportunity to make informed decisions: -

° A description of all investment funds including: general investment objectives, risk
and return characteristics, and type and diversification of assets.

°

An explanation of how to give investment instructions and any limits or restrictions
on giving instructions.

° A description of any transaction fees or expenses that are charged to the member’s
account in connection with purchases or sales of an investment fund.

°

Investment summary fund profiles as defined at Sections 121.4501(15)(c).

° Descriptions of the annual operating expenses for each investment alternative, such
as investment management fees.

° The value of shares of all investment funds and a quarterly member statement that
accounts for contributions, investment earnings, fees, penalties, or other deductions.

° Information concerning the past investment performance of each investment fund,
net of expenses, and relative to appropriate market indices.
B. Consistent with Sections 121.4501(8)(b)1. and 121.4501(10)(b), Florida Statutes, the education
component shall provide system members with impartial and balanced information about program
and investment choices. In addition, the approved education organization shall not be an approved
investment provider or be affiliated with an approved investment provider. Educational materials
shall be prepared under the assumption that the employee is an unsophisticated investor and all
educational materials, including those distributed by bundled providers, shall be approved by the
Board prior to dissemination. Members shall have the opportunity to choose from different levels
of education services, as well as a variety of delivery methods and media. All educational services
offered by investment product providers shall be provided on a fee-for-service basis.
C. The Board shall contract for the provision of low-cost investment advice to members that is
supplemental to educational services and that is paid for by those receiving the advice. Investment
advice shall consist of impartial and balanced recommendations about investment choices
consistent with Rule 19-13.004, FAC. Members shall have the opportunity to choose from
different levels of customized investment advisory services, as well as a variety of delivery
methods and media.
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D. Bundled provider(s) selected to provide investment products for Investment Plan members shall
not provide any member education services aimed at influencing the choice between the defined
benefit and defined contribution programs of the Florida Retirement System. This education
program will only be provided by the neutral education vendor hired to do so by the Board.
IX. ROLES OF THE INVESTMENT PLAN ADMINISTRATOR AND BUNDLED PROVIDERS
A. The Board selects a single private party to serve as the administrator for the Investment Plan. The
Board makes the final determination as to whether any administrator shall be approved for the
program. Administrative services such as individual and collective recordkeeping and accounting,
IRC limit monitoring, enrollment, beneficiary designation and changes, disbursement of monies,
and other centralized administrative functions shall be provided by the single administrator selected
by the Board. The SBA retains the right to delineate through the contract the specific
administrative services to be provided by the Bundled Provider. The SBA also retains the right,
consistent with Section 121.4501(8)(a)1., Florida Statutes, to enter into a contract with the Division
of Retirement for certain administrative services.
B. Bundled provider(s) selected to provide investment products to members will provide
administrative services that are uniquely relevant to the bundled provider mandate. The SBA shall
specify the administrative services to be provided by the single administrator and the bundled
provider in the solicitation documents and contracts for services.
X. INVESTMENT OPTIONS AND PERFORMANCE BENCHMARKS
A. The authorized categories of Investment Plan investment options are contained in IPS-Table 1.
The default option for members that fail to make a selection of investment options shall be the
Moderate Balanced Fund. The number of investment options shall not exceed the “Maximum
Number of Options” listed in IPS-Table 1 for each category, except to the extent that:
1)

2)

Multiple investment options within the same category are simultaneously offered to
facilitate a transitional mapping of contributions and account balances from a
terminating option;
An investment option is temporarily closed to new contributions and account balance
transfers.
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IPS-Table 1: Authorized Investment Option Categories and Representative Performance
Benchmarks and Retiree Annuities
Investment Option
Categories

Tier I: Core Investment Options
Money Market
Inflation-Protected Bond
U.S. Bond
U.S. Core Stock
U.S. Small/Mid Stock
Foreign Stock

Maximum Representative Performance
Number Benchmarks
of
Options

1
1
2
2
2
2

Tier II: Balanced Investment Options
Conservative Balanced Fund
1
Moderate Balanced Fund

1

Aggressive Balanced Fund

1

Tier III: Specialty Investment Options
U.S. Large Value Stock
1
U.S. Large Growth Stock
1
U.S. Small/Mid Value Stock
1
U.S. Small/Mid Growth Stock
1
Global Stock
1
U.S. Short/Intermediate Bond
1
High Yield Bond
1

Money Fund Report Institutional Average (Tax.)
Barclays Capital U.S. Treasury Inflation Note Index
Barclays Capital Aggregate Bond Index
Russell 3000 Index
Russell 2000 Index
MSCI World, excluding U.S., Index

Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2

Russell 1000 Value Index
Russell 1000 Growth Index
Russell 2000 Value Index
Russell 2000 Growth Index
MSCI World Index
Barclays Capital Intermediate Aggregate Bond Index
Barclays Capital High Yield Index

Tier IV: Retiree Annuity Options (Section 121.591(1)(c), Florida Statutes)
Immediate and Deferred
Not
Specified by the Executive Director
Annuities
Applicable

B. Investment options and investment products (i.e., that support Investment Funds that are composed
of an aggregate of one or more investment products) may be provided by investment managers or
bundled providers. Pursuant to Section 121.4501(9)(a), Florida Statutes, the Board shall select one
or more providers who offer multiple investment products when such an approach is determined by
the Board to afford value to members otherwise not available through individual investment
products.
C. Investment options may have performance benchmarks other than the “Representative Performance
Benchmarks” listed in IPS-Table 1, but any alternative performance benchmark must be identified
in the investment guidelines required under Section XI of this IPS and provide substantial coverage
7
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of the financial market segment defined by the corresponding Representative Performance
Benchmark.
D. Balanced funds are only available as a weighted average of Tier I and III options. The Board shall
establish procedures for initiating rebalancings per approved investment guidelines.
E. With IAC review and input, the Executive Director shall periodically recommend changes to the
authorized investment option categories in IPS-Table 1, as modifications are appropriate. Any
recommended modifications must be justified in terms of the incremental costs and benefits
provided to members.
XI. GENERAL INVESTMENT OPTION GUIDELINES
A. The Executive Director is responsible for developing specific investment policies and guidelines
for investment options, which reflect the goals and objectives of this IPS. In doing so, he is
authorized to exercise and perform all duties set forth in Section 121.4501(9), Florida Statutes,
except as limited by this IPS or Board Rules. General guidelines are as follows:
1) The Money Market fund seeks high current income consistent with liquidity and capital
preservation. The fund will be actively managed and will primarily invest in high quality,
liquid, short-term instruments to control credit risk and interest rate sensitivity. The fund’s
sensitivity to interest rate changes will approximate that of the performance benchmark.
2) The U.S. Bond funds seek high current income consistent with capital appreciation. The
funds may be passively or actively managed and will primarily invest in securities
contained in the benchmark, although other fixed income instruments which fit the funds’
objectives may be selectively used to generate excess return, such as non-investment grade
securities or securities issued by foreign entities. The funds’ sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
3) The U.S. Large Stock funds seek capital appreciation and current income. The funds may
be passively or actively managed and will primarily invest in equities contained in the
benchmark. Other securities which fit the funds’ objectives may be selectively used to
generate excess return. The funds’ investment process will not have a persistent bias toward
the selection of securities that are predominantly in the growth or value style categories.
4) The Foreign Stock funds seek capital appreciation and current income. The funds may be
passively or actively managed and will primarily invest in equities contained in the
benchmark, although other securities which fit the funds’ objectives may be selectively
used to generate excess return, such as equity securities issued by corporations domiciled in
emerging economies.
5) The Balanced Investment funds are diversified balanced portfolios designed to provide
participants with pre-packaged asset allocation vehicles. The funds seek favorable longterm returns through investments in the Tier I and III Options according to the risk levels
8
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identified in IPS-Table 2. Asset allocations will generally be held within 5 percentage
points of the optimal shares for their respective risk target, but short-term deviations may
occur. Optimized asset allocations for the balanced funds shall be established using
methodology consistent with the guidance rendered by the Investment Plan’s
education/advice vendor.
IPS-Table 2: Target Risk Levels of Balanced Investment Funds
Conservative
Balanced
Fund
All asset classes shall be included for
optimization of each balanced fund to
the risk levels indicated. Actual Tier I
and III investment funds included in
the balanced funds and their respective
weightings shall be reported to the
Trustees and communicated to
members.

Moderate
Balanced
Fund

Aggressive
Balanced
Fund

A risk level
A risk level
A risk level
equivalent to
equivalent approximately
that of an all
to that of
mid-way
bond portfolio the average between that
U.S.
of an all
investor
equity
portfolio and
the Moderate
Balanced
Fund

6) The Inflation-Protected Bond fund seeks long-term total returns that keep pace with
inflation in order to protect the purchasing power of accumulated member benefits. The
fund may be passively or actively managed and will primarily invest in the U.S. Treasury's
inflation-indexed securities. The fund’s sensitivity to interest rate changes will closely
approximate that of the performance benchmark.
7) The High Yield Bond fund seeks high current income consistent with capital appreciation.
The fund will be actively managed and will primarily invest in non-investment grade
securities contained in the benchmark, although other fixed income instruments which fit
the funds’ objective may be selectively used to generate excess return, such as non-rated
securities or securities issued by foreign entities. The fund’s sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
8) The U.S. Large Value Stock fund seeks capital appreciation, and to a lesser degree, current
income. The fund will be actively managed and will primarily invest in equities contained
in the benchmark, generally characterized by lower price-to-book ratios and lower projected
earnings growth than the overall U.S. equity market averages. Other securities which fit the
funds’ objectives may be selectively used to generate excess return.
9) The U.S. Small/Mid Stock funds seek capital appreciation. The funds may be passively or
actively managed and will primarily invest in equities contained in the benchmark, although
9
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other securities which fit the funds’ objectives may be selectively used to generate excess
return. The funds’ investment process will not have a persistent bias toward the selection of
securities that are predominantly in the growth or value style categories.
10) The U.S. Large Growth Stock fund seeks capital appreciation. The fund will be actively
managed and will primarily invest in equities contained in the benchmark, generally
characterized by higher price-to-book ratios and projected higher earnings growth than the
overall U.S. equity market averages. Other securities which fit the funds’ objectives may
be selectively used to generate excess return..
11) The U.S. Small/Mid Value Stock fund seeks capital appreciation, and to a lesser degree,
current income. The fund will be actively managed and will primarily invest in equities
contained in the benchmark, generally characterized by lower price-to-book ratios and
lower projected earnings growth than the overall U.S. equity market averages. Other
securities which fit the funds’ objectives may be selectively used to generate excess return.
12) The U.S. Small/Mid Growth Stock fund seeks capital appreciation. The fund will be
actively managed and will primarily invest in equities contained in the benchmark,
generally characterized by higher price-to-book ratios and projected higher earnings growth
than the overall U.S. equity market averages. Other securities which fit the funds’
objectives may be selectively used to generate excess return.
13) Each investment option must:
(a) Have a prudent degree of diversification relative to its performance
benchmark;
(b) Be readily transferable from one Investment Plan account to another
Investment Plan investment option or to a private-sector or public-sector
defined contribution plan accounts and self-directed individual retirement
accounts;
(c) Allow transfers of members’ balances into and out of the option at least
daily, subject to the excessive trading policies of the providers and/or the
SBA;
(d) Have no surrender fees or deferred loads/charges;
(e) Have no fees or charges for insurance features (e.g. mortality and expense
risk charges);
(f) To the extent allowed by law, notwithstanding failure to meet one or more of
the IPS Section XI(13)(b),(c)-(f) requirements, an option may be authorized
if: (i) it produces significant and demonstrable incremental retirement
benefits relative to other comparable products in the market place and
comparable Tier I, Tier II, or Tier III options; and (ii) the incremental
benefits are sufficient to offset all associated fees, charges and the expected
economic cost of the variance(s) with the IPS Section XI(13)(b),(c)-(f)
requirements. Comparability shall be based on the option’s underlying
investments within the broad categories of Money Market, U.S Fixed
Income, U.S. Equities and Foreign Equities.
10
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14) The investment product supporting any annuity option offered in Tier IV must have a
prudent degree of diversification relative to its performance benchmark and, where
applicable, providers shall have high independent ratings for financial strength and
stability. Tier IV options may include allocated or unallocated immediate annuities with
combinations of some of the following features:
(a) Single or flexible premium.
(b) Life or fixed period payouts.
(c) Single or joint life (survivors with an insurable interest).
(d) Complete or partial survivor benefits.
(e) Cash refund, installment refund or period certain features.
(f) Variable or fixed payments, non-participating, or income payable features.
(g) Deferred payments.
B. The long-term performance of each actively managed investment option is expected to exceed the
returns on their performance benchmark, net of all fees and charges, while avoiding large year-toyear deviations from the returns of the performance benchmark. The long-term performance of
each passively managed investment option is expected to closely approximate returns on the
performance benchmark, net of all fees and charges. Investment managers are authorized to
prudently use options, futures, notional principal contracts or securities lending arrangements, in
accordance with the fiduciary standards of care, as contained in Section 121.4501(15)(a), Florida
Statutes, investment guidelines and related policies.
XII.

INVESTMENT MANAGER SELECTION AND MONITORING GUIDELINES

A. The Executive Director shall develop policies and guidelines for the selection, retention and
termination of investment managers, bundled providers and products, and shall manage all external
contractual relationships in accordance with the fiduciary responsibilities of the Board, this IPS and
provisions of Section 121.4501(9)(c), Florida Statutes.
When the Executive Director decides to terminate an investment fund in the Investment Plan,
members will be granted an opportunity to direct their assets to other Investment Plan investment
fund options prior to the investment fund termination. Assets that are not directed by members will
be transferred or “mapped” to the investment fund(s) that the Executive Director deems
appropriate. The mapping factors that the Executive Director will consider include, but are not
limited to, alignment of investment fund type (e.g., asset class, capitalization and style) and
investment strategy (e.g., objectives, market focus, and implementation tactics).
B. In the selection of investment managers, investment products or bundled providers, consideration
shall be given to their effectiveness in minimizing the direct and indirect costs of transferring the
total present value of accumulated benefit obligations for existing employees that choose
membership in Investment Plan from the defined benefit trust to the Investment Plan trust.
C. In the selection and monitoring of products from bundled providers, each proposed product will be
evaluated on a stand-alone basis, pursuant to the requirement in Section 121.4501(9)(c)9., Florida
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Statutes. The cost-effectiveness of the levels of non-investment services supporting the products will
also be evaluated relative to their benefits.
D. In the selection, retention and termination of bundled providers and their proposed products and
services, value, as that term is used in Section 121.4501(9)(a), Florida Statutes, shall be evaluated
based on the value added to the process of accumulating retirement benefits for members. This
evaluation shall consider the following factors in arriving at any staff recommendation:
1)
2)
3)
4)

Additional products or services that are not otherwise available to the members within
the program;
The type and quality of investment products offered;
The type and quality of non-investment services offered; and
Other significant elements that provide value to members, consistent with the mandates of
Section 121.4501, Florida Statutes.

E. On at least an annual basis, a review will be conducted of the performance of each approved
investment manager and product and related organizational factors to ensure continued compliance
with established selection, performance and termination criteria, Board policy and procedures and
all contractual provisions. The performance and termination criteria for each provider and
investment product will be reflected in each employment contract.
F. In addition to reviewing the performance of the Investment Plan’s investment managers/options,
the Executive Director will periodically review all costs associated with the management of the
Investment Plan’s investment options, including:
1)

Expense ratios of each investment option against the appropriate peer group; and

2)

Costs to administer the Program, including recordkeeping, account settlement
(participant balance with that of investment), allocation of assets and earnings, and
(when applicable) the proper use of 12b-1 fees to offset these fees.

XIII. REPORTING
A. The Board directs the Executive Director to coordinate the preparation of quarterly reports of the
investment performance of the Investment Plan by the Board's independent performance evaluation
consultant.
B. The following formal periodic reports to the Board shall be the responsibility of the Executive
Director: an annual investment report, an annual financial report and a monthly performance
report.
XIV. IMPLEMENTATION SCHEDULE
This IPS is effective upon approval of the Board.
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Investment Advisory Council
Economic Outlook

State Board of Administration of Florida
Office of Investment Policy and Economics
December 5, 2011

Overview
at least for now. Unfortunately, risks to sustained growth still
exist - notably the ongoing European debt crisis and U.S.
Federal budget-cutting negotiations. However, the consensus still expects the U.S. economy to avoid a relapse into
recession near-term. Solid growth is expected in most other
parts of the world - with the exception of Europe. There, the
need for fiscal austerity is expected to push growth to barely
over zero in 2012, and the risk of outright recession is sizeable.

The U.S. Commerce Department estimates that U.S. real
GDP growth in the third quarter of 2011 was 2.5 percent
(seasonally-adjusted annual rate). This was a significant improvement over the previous two quarters where smallish GDP
gains had led some observers to predict a double-dip recession. Despite the concerns on steady growth, the bulk of
economic forecasters maintained a baseline scenario of recovery in the second half of 2011 - albeit with heightened
downside risk. That relative optimism has been borne out -
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U.S. Economy
Much of the improvement in third quarter real GDP growth
can be traced to a rebound in consumer spending. In the
second quarter of 2011, consumer spending had risen just
0.7 percent due largely to a fall of 5.3 percent in real personal consumption expenditures on durable goods. The pessimistic view was that soft durable spending was a signal of
an impending broader collapse of the consumer. This was
not an implausible interpretation given data on consumer sentiment.

the index dipped sharply in March and April of this year after
spiking in February. However, the downturn in durable goods
spending in the second quarter of 2011 was concentrated
primarily in the vehicle sector. The upper chart on page 2
shows U.S. Vehicle Sales by month over the last few years.
The slump earlier this year is very evident as sales plunged
from 13.4 million units (annual rate) in February to just 11.4
million units (annual rate) in June. Although lackluster sentiment has certainly not been helping auto sales, many attributed the slump last spring to fallout from the earthquake and
tsunami that hit Japan in March 2011. Damage to manufacturing facilities in the affected region was extensive, and the
automobile industry was heavily represented in that part of
Japan. Factory closures reduced not only vehicle assemblies
for some firms (mainly Toyota) but also the availability of certain parts that were widely used throughout the industry. These

The tentative nature of the recovery, particularly its meager
job gains, has prevented consumer attitudes from strengthening to normal levels for the past two years. The chart for
the University of Michigan Consumer Sentiment Index
on page 4 shows that it has not broken 80 since 2007. Figures over 100 are common in a healthy economy. Moreover,
1
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supply-chain problems resulted in shortages of certain vehicles available to consumers and cut into transactions. A
reversal of this situation was expected once the supply issues in Japan were resolved, and that is what appears to
have occurred. As the chart indicates, since bottoming in
June, U.S. vehicle purchases have risen steadily, and in both
September and October they exceeded 13 million units (annual rate). As a direct result, real personal consumption expenditures on durable goods increased at a 4.1 percent annual rate in the third quarter and added 0.31 percent to overall real GDP growth.
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Another solid contribution to real GDP growth in the third
quarter came from the business sector. Despite the tepid
pace of recovery, corporate profits have been on the rise and
firms are holding ample cash. Larger firms with access to
capital markets can also borrow at very attractive rates. This
has led to noticeable gains in investment activity over the
last few quarters. During the third quarter of 2011, real gross
private non-residential fixed investment expanded at a 16.3
percent annual rate. This was its second straight quarter of
double-digit growth. Investment in equipment and software
grew at a 17.4 percent annual rate, its best showing in over a
year. This type of business spending is proxied by Durable
Goods Orders ex-Transportation, and as the chart at right
shows, they have been trending upward. Business spending
on structures has also been a source of recent strength. It
rose at a 13.3 percent annual rate in the third quarter after
expanding at a 22.6 percent annual rate in the second quarter.
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Although consumer and business spending were enough to
lift the economy in the third quarter, the outlook is for more
subpar growth. The two major culprits keeping growth restrained since the recovery began are jobs and housing, and
little has changed on either front in the last few months. NonFarm Employment (see chart at right) put up very small
gains earlier this year, perhaps because of uncertainty as to
the prospects for continued growth. It has posted better results in the last several months, but the pace of job growth
remains sluggish and little improvement has been made in
the Unemployment Rate (see chart on page 4) which is
still over 9.0 percent. Slack in the labor market keeps household incomes from expanding and acts as a brake on overall
consumer spending. Since consumer spending comprises
such a large share of the U.S. economy (roughly 70 percent), unless it picks up noticeably, overall growth will be
muted. Much the same situation applies in the case of housing. Although it is not as prominent as consumer spending in
the total economic picture, it normally grows strongly coming out of a recession. That has not happened in this recovery because of the size of the housing bubble that preceded
the last recession. Housing has now stabilized in some respects with Housing Starts bouncing along a bottom (see
chart on page 4), but it has not really added much to growth.
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Moreover, declines in housing prices have had a negative
effect on the consumer, combining with employment weakness to restrain spending.
Government spending was a neutral factor for third quarter
GDP with a positive impact at the federal level exactly offset
by negative effects at the state and local levels. However,
cuts to federal spending are expected.
2
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Foreign Economies
The big story outside the U.S. continues to be the sovereign
debt crisis in Europe. This drama has been playing out for
roughly two years. The situation in Greece recently degenerated to the point that a new government had to be formed.
With some magnitude of a Greek debt write-down assured,
heightened concern focused on other countries with large
debt - especially Italy. In short order, its government dissolved. Against this backdrop, credit and bond markets have
been indiscriminately driving yields on European sovereign
debt higher. As financing costs rise, the burden of debt increases as does the chance of default. Clearly, there is a
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need for a lender of last resort to step up to the plate, but the
possible candidates are few and unwilling. At the present
time, the situation is fluid and it appears that unless something other than a stopgap solution is put in place quickly,
the European financial system could freeze up. Current
baseline economic forecasts assume containment of the
situation in Europe. If they prove overly optimistic, then a
significant economic downturn could be in order. This would
have negative feedback effects on growth around the globe.
Consequently, the projections shown in Chart 2 should be
taken with a grain of salt.

Forecast source: Consensus Economics - October 2011

Summary
tion. Looking at the downside, the main concern is Europe.
As mentioned above, the situation there is worsening and
chances for a benign outcome are fading. A very adverse
outcome would likely push the Eurozone into recession and
adversely affect the rest of the world. The direct impact on
the U.S. would be limited since Europe accounts for only
about 15 percent of the market for U.S. exports. However,
the impacts of European defaults would impact some U.S.
banks and could affect the availability of credit. There are
any number of scenarios, but a not unreasonable expectation is that a moderate European recession stemming from a
financial crisis could cut U.S. real GDP growth by as much
as 1.0 percent in 2012. The rest of the world would also be
affected, mainly to the extent that declining European imports cut their exports. Certainly, China would be impacted.
However, the effects on its growth would likely be manageable.

The U.S. economy has bounced back over the last few months
and looks capable of sustaining growth over the next year or
so - as the consensus expects. Prospects that growth will
be much better than recent norms seem slim. Although the
Fed has a few options it can deploy to manipulate interest
rates, little effect on aggregate demand can be expected.
There are ample reserves in the banking system, but with
hesitant borrowers and reluctant lenders, the stimulative effects of all that potential liquidity have been - and should
remain - modest. Fiscal policy is expected to be a slight
drag on growth - assuming the federal budget actually gets
cut. Even if it does, the impact would not be felt until 2013.
Also at issue are a payroll tax cut and extended unemployment benefits, both of which are set to expire. If they are not
re-enacted, growth could be cut roughly 0.5 percent. The best
chances for a better-than-consensus outcome are greater
job growth or a significant increase in residential construc3
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Housing Starts

University of Michigan Consumer Sentiment Index
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