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MINUTES
INVESTMENT ADVISORY COUNCIL
June 30, 2020

A meeting of the Investment Advisory Council (IAC) was held on Tuesday,
June 30, 2020, via GoToMeeting, from the Hermitage Room of the State Board of Administration of
Florida (SBA), Tallahassee, Florida. The attached transcript of the June 30, 2020 meeting is hereby
incorporated into these minutes by this reference.

Members Present: Vinny Olmstead, Chair
Peter Jones, Vice Chair
Tere Canida
Chuck Cobb
Peter Collins
John Goetz
Bobby Jones
Pat Neal
Gary Wendt

SBA Employees: Ash Williams, Executive Director/CIO
Alison Romano
Michael McCauley
John Bradley
Wes Bradle
Daniel Beard
Mini Watson
Walter Kelleher
Tim Taylor
Katy Wojciechowski
Steve Spook
Trent Webster
John Benton
John Kuczwanski

Consultants: Kristen Doyle, Aon
Katie Comstock, Aon
Glenn Thomas, Lewis, Longman and Walker
Amy Michaliszyn, Federated Hermes
Paige Wilhelm, Federated Hermes
Luke Raffa, Federated Hermes
Sheila Ryan, Cambridge Associates

WELCOME/CALL TO ORDER/APPROVAL OF MINUTES

Mr. Vinny Olmstead, Chair, called the meeting to order at 1:06 P.M. Mr. Pat Neal made a motion
to approve the minutes of the March 31, 2020 IAC meeting. Mr. Bobby Jones seconded the motion. The
vote was unanimous; the minutes were approved.
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OPENING REMARKS/REPORTS

Mr. Ash Williams, Executive Director/Chief Investment Officer, provided a brief summary on the
performance of the Florida Retirement System Trust Fund, stating that the fund has a balance of
$159.8 billion, which is 59 basis points ahead of target and $3.4 billion below where it started the fiscal
year (net of distributions in excess of $6 billion). He stated that the recent rebalancing and raising of
liquidity have worked out well and that, on the whole, the SBA is pleased with performance. Mr. Williams
added that. the control environment has been very sound. He also commented that risk has increased
materially over the past quarter across the board in the asset classes and on a total fund basis and that it is
a function of the volatility that is out in the underlying market. Mr. Williams answered a question on
performance from Mr. Chuck Cobb.

Ms. Alison Romano, Deputy Chief Investment Officer, discussed the SBA’s recent decisions
regarding liquidity and asset allocation. She highlighted what the SBA has been doing on the investment
side to navigate the current challenging markets, and she emphasized that the SBA is being opportunistic.

FLORIDA PRIME REVIEW

Mr. Glenn Thomas, Lewis, Longman and Walker, presented his statutory compliance review. He
indicated that Florida PRIME is in compliance with the legal requirements of Sections 218.40 through
218.412, Florida Statutes, and that the time period covered by his review was May 16, 2019 through
May 15, 2020.

Ms. Kristen Doyle, Aon, told JAC members that, based on Aon’s review, Florida PRIME is being
managed in a manner that is consistent with best practices and in the best interest of participants.

Ms. Katie Comstock, Aon, discussed the recent participant survey, stating that overall responses
had been very positive across the board. She added that, from an investment perspective, the portfolio has
continued to preserve capital and to provide participants with their liquidity needs without disruption during
the COVID-19 pandemic. Ms. Comstock also discussed the business case review that is underway, part of
the Florida PRIME Strategic Plan, and she provided a tentative timeline for the review.

Ms. Amy Michaliszyn, Federated Hermes, discussed communication with participants during the
pandemic lockdown, outlining two specific conference calls, as well as outbound communications, phone
conversations and summary messages. She introduced Mr. Luke Raffa, Federated Hermes, who will be
attending meetings and conferences in Florida on behalf of Federated Hermes when it becomes possible to
hold in-person meetings again. '

Ms. Paige Wilhelm, Federated Hermes, began her presentation with a review of the previous year.
She also discussed rates, asset trends, portfolio characteristics, performance and stress testing results.

Mr. Michael McCauley, Senior Officer — Investment Programs & Governance, stated that
Florida PRIME is a well-run program. He thanked Federated Hermes for their management of the portfolio,
and he thanked the SBA staff who work on the pool.

Ms. Michaliszyn stated that participants have continued to choose Florida PRIME for CARES
assets.

Mr. Williams clarified that the IAC members would need to vote on the Florida PRIME Investment
Policy Statement. Mr. Neal moved that the Investment Policy Statement be approved; Ms. Tere Canida
seconded the motion. The vote was unanimous; the Florida PRIME Investment Policy Statement was
approved. '

Questions from IAC members during the Florida PRIME review were answered by Ms. Comstock,
Mr. McCauley, Mr. Williams and Ms. Wilhelm.

PRIVATE EQUITY ASSET CLASS REVIEW

Mr. John Bradley, Senior Investment Officer — Private Equity, provided a detailed presentation on
the Private Equity asset class including target and actual allocation, goals and objectives, benchmarks and
staffing. He discussed the asset class investment process that includes an annual investment plan, sourcing,
due diligence and monitoring. Mr. Bradley also discussed the overall performance of the asset class as well
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as cash flow. He detailed current allocations to the four sub-strategies in the portfolio and provided the
target allocations for each one. Mr. Bradley described the composition of the portfolio at year-end, also
providing the largest exposures by general partner, a geographic breakdown and sector exposure. He
concluded his presentation by highlighting a few of the sectors within their portfolio and discussing the
impact that the COVID crisis has had on some of their portfolio companies.

Mr. Wes Bradle, Senior Portfolio Manager — Private Equity, provided details of the asset class sub-
strategies including buyouts, venture capital, distressed/turnarounds, and secondary funds. -

Ms. Sheila Ryan, Cambridge Associates, reported that the Private Equity asset class portfolio has
consistently outperformed relative to peers. She spoke about the current environment, specifically
commitments that have been made to a manager but the capital has not been called down yet. Ms. Ryan
presented private equity returns over different time periods and showed how public markets have performed
relative to private markets.

- IAC members asked a number of questions during the Private Equity asset class review. Their
questions were answered by Mr. Bradley, Mr. Bradle and Mr. Williams.

DEFINED CONTRIBUTION PROGRAM REVIEW

Mr. Daniel Beard, Chief — Defined Contribution Programs, provided an overview of the
FRS Pension Plan and the FRS Investment Plan, including the choice period. He also discussed day-to-day
administration and governance as well as employers and members.

Ms. Mini Watson, Director of Administration, provided statistics on assets under management,
distributions and member count. She described the roles of the FRS Investment Plan service providers
(Alight Solutions and BNY Mellon), provided choice statistics and discussed an increase in membership.
Ms. Watson explained that Florida Statutes allow Investment Plan members to submit complaints.

Mr. Walter Kelleher, Director of Educational Services, provided details on the Financial Guidance
Program, including its vendors (Emst & Young, GuidedChoice, Alight Communications, and MetLife),
number of calls, workshops, website hits and website chats. He discussed annuities that had been purchased
over the last 12 months. Mr. Kelleher explained that they have initiated surveys of active/default electors
and have started an annual survey of participating employers. He stated that LexisNexis has been added to
tighten security of MyFRS.com, and there is a contract with Experian to provide breach response services
to the SBA, including the FRS data. Mr. Kelleher also discussed an upcoming FRS seminar that will be a
Joint workshop from the Division of Retirement and the SBA.

Mr. Beard concluded his presentation with details on available fund options, discussing current
options as well as those that will be effective July 1, 2020. He referred to a slide showing the assets under
management by asset class. Mr. Beard showed the current makeup of their funds and explained the changes
that would be taking effect. He concluded with details on asset class performance and their initiatives for
the next fiscal year.

Ms. Doyle discussed two key principles relating to a defined contribution investment structure:
streamlining investment options and facilitating smart decisions.

Ms. Comstock provided details on target date funds and the self-directed brokerage window. She
concluded her presentation by stating that the FRS Investment Plan’s structure continues to be in line with
best practices and that it offers a best-in-class investment plan to the participants.

During the Defined Contribution Program review, [AC members® questions were answered by
Mr. Beard, Ms. Doyle and Ms. Comstock.

SIO ASSET CLASS UPDATES

The Senior Investment Officers of Global Equity, Fixed Income, Real Estate and
Strategic Investments provided an update on the performance of their respective asset classes over the last
quarter and trailing time periods, and they discussed general market conditions as well as effects from the
ongoing pandemic. The asset class SIOs, Ms. Doyle and Mr. Williams responded to questions from JAC
members.
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REVIEW CHANGES TO FLORIDA RETIREMENT SYSTEM PENSION PLAN
INVESTMENT POLICY STATEMENT

Mr. Williams stated that Governor DeSantis had recently signed the Florida budget and that it
included full funding as actuarially indicated for the normal cost of the Florida Retirement System and the
full actuarially indicated contribution to the unfunded liability. He thanked the Governor, and he thanked
the IAC members who had previously written to the Trustees concerning the issue.

Responding to a question from Mr. Gary Wendt, Mr. Williams explained that there was a small
change on the cash benchmark in the FRS Pension Plan Investment Policy Statement that was going to be
voted on by the Investment Advisory Council. Mr. Peter Jones made a motion to approve the Pension Plan
Investment Policy Statement as amended. Mr. Bobby Jones and Ms. Canida seconded the motion. The
vote was unanimous, and the revised Pension Plan Investment Policy Statement was approved.

MAJOR MANDATE REVIEW
Ms. Doyle provided an overview of the performance of the Pension Plan, the Investment Plan, the
Florida Hurricane Catastrophe Fund and the Lawton Chiles Endowment Fund.

AUDIENCE COMMENTS/2020 SCHEDULED MEETINGS/CLOSING REMARKS/ADJOURN

There were no comments or questions from the audience. Mr. John Goetz and Mr. Bobby Jones
each made a motion to adjourn; the motions were seconded by Mr. Neal. After a unanimous vote, the
meeting adjourned at 5:12 P.M.

E/ JAN
{ 7 — \__

Vinny Olmstead, Chair

Date '
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1 INVESTMENT ADVISORY COUNCIL MEETING
2 * ok x
3 MR. OLMSTEAD: 1°d like to call the meeting
4  to order. Welcome to the COVID world of board
5 meetings on a Zoom or GoToMeeting. My name is
6 Vinny Olmstead, and I"m honored to be the IAC
7 chair for the State Board for the next year. |
8 want to thank everybody, staff, et cetera, for
9 virtually attending this meeting. It"s a full
10 meeting. We look forward to hearing what"s
11 happening.
12 Although we aren®"t in person, the staff of
13  the IAC has been doing a great job getting us set
14 up and set up the best experience possible, so
15 many hours of preparation. Thank you to those
16 folks behind the scenes that made this happen. |
17 even heard they were trying to send chocolate
18 chip cookies that they usually stack in the back
19 of the room to our houses but weren"t able to get
20 that done. 1 have my own stash.
21 A couple of just logistical things. 1°d ask
22 my colleagues and all other speakers or
23 presenters to keep the computer on mute unless
24  you have a question. When you do have a
25 question, please say your name first. It"s
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easier In this environment to have those

logistics going on. It"s easier for the court
reporter.

Also | wanted to thank our former chair,
Mr. Bobby Jones, who just did an excellent job
over the past year. It was quite the honor
serving as vice chair. He"s diligent and
committed, just a great all-around guy and
committed to this board, and I really want to
thank him.

MR. BOBBY JONES: Thank you, Vinny.

MR. OLMSTEAD: So first piece of business
here, 1711 assume that the board members have had
the opportunity to review the minutes of the
March 31, 2020, board meeting. And if there are
no corrections, | would entertain the approval of
those minutes.

MR. NEAL: So move. Pat Neal.

MR. BOBBY JONES: Second. Bobby Jones.

MR. OLMSTEAD: All in favor?

(Ayes)

MR. OLMSTEAD: Opposed? There we have it.
All right. As noted, a big agenda today. So
let"s start out with the comments and outlook

from our executive director and chief investment

www . phippsreporting.com
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Page 5
officer, Ash Williams. Ash.

MR. WILLIAMS: Thank you, Mr. Chairman. So
you"ll remember at our last meeting, we were
early on in the COVID market changes. And we
sort of suspended our base agenda and went
forward with a summary on asset class and total
fund basis of what we were doing to preserve
several very important things; number one, to
keep all of our folks safe and their families
safe. Number two, on the fund side, to make sure
that we preserved liquidity that would be
sufficient, number one, to meet our obligations,
number two, to meet any rebalancing requirements
that we deemed appropriate, number three, to fund
any opportunistic things that might come along,
and go from there.

So over the course of today®s meeting, you
will hear about our progress in all of those
areas. Let me back up and hit performance, which
I should have done at the outset. As of last
night"s close, fiscal year to date, the fund is
up, this is estimated gross, 2.48 percent.

That"s 59 basis points ahead of target. The fund
itself has a balance -- the Florida Retirement

System Trust Fund has a balance of
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1 $159.8 billion. That"s 3.4 billion below where
2 it started the fiscal year at 1 July 2019, net of
3 distributions in excess of $6 billion, net
4 distributions for benefit payments.
5 Clearly, the thing we"re wrestling with at
6 this point, we"ve done a couple of rebalancings,
7 and Alison Romano is going to give you a little
8 more color on how and when we did those in just a
9 moment. But I think in retrospect, when | look
10 back at when we chose to rebalance, how we chose
11  to rebalance, which is to say more weight on
12 active than passive management, and also when we
13 chose to raise liquidity and how we chose to
14 raise it, in retrospect, we"ve been some
15 combination of lucky and smart. And what the
16 ratio is between those two is irrelevant at this
17 point, but it"s all worked out pretty well.
18 And 1 think the central dilemma that we"re
19 all wrestling with now is, given the way the
20 markets ran, which seemed to price in a
21 Goldilocks environment where somehow the world
22 had become a safer place and projected earnings
23 forward could be discerned with some degree of
24  clarity and, given the level of interest rates,
25 some generous multiple could be attached to them

www . phippsreporting.com
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to justify the valuations we now have, we"ve

instead seen the reality that COVID didn"t go
anywhere. What changed was society®s method of
coping with it. And when people came out of
hiding and began socializing and began getting
together again and traveling and whatnot, there®s
been a resurgence.

Now, what we all don®"t know today is how
long does this resurgence go, when does a vaccine
come out, when do treatments come out, when do
other things change that might have bearing on
all of this. And just within the past hour, |
saw something come across the CNN wire that said
a new virus has appeared in China that is
believed to be potentially the next pandemic. So
in the classic sense of just when you thought it
was safe to go back in the water, somebody is
cuing up the Jaws theme.

So with that, I would say other key things
that are important, our performance obviously is
ahead of benchmark, with some leakage in there --
and we always make this clear -- in the form of
private market assets that are not marked to
market fully. So this is going to rattle around

some. There will be changes in these numbers.
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1 But on the whole, we"re pleased with where the
2 performance is.
3 And 1 think the other thing that"s very
4  worthy of note -- and you"ll see this in the
5 different components of today®"s agenda -- is the
6 control environment has been very sound. If you
7 look at the report from the audit committee, the
8 Office of Internal Audit, the chief risk and
9 compliance officer, the inspector general -- who
10 did I leave out here? Anybody? 1 think that"s
11  everybody. In every single case you"ll see the
12 control environment is totally solid and there
13 are no material incidents or noncompliance issues
14  anywhere.
15 Likewise, this is the month of June, when we
16 do the annual review, the outside reviews of
17 Florida PRIME to ensure, first, compliance with
18 all applicable laws and statutes. That"s done by
19 the Lewis Longman law firm. And they have again
20 certified full compliance this year, as they have
21 in all prior years.
22 Second, Aon does a review of the compliance
23 of Florida PRIME with best practice and the
24  suitability of its investment policy statement,
25 both of which, again, are solid and don"t require

www . phippsreporting.com
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1 changes. So I guess what 1 would tell you there
2 is not only is the performance environment
3 working, of equal importance, particularly in a
4 public setting, the control environment is fully
5 functional and effective as well.
6 Lastly 1 would note -- and this iIs more an
7 internal matter than anything else, and frankly 1
8 think it"s more technical than anything else. We
9 track risk statistics on our portfolios and
10 active risk in particular. And what we have seen
11 is, across the board in the asset classes and on
12 a total fund basis, risk has come up materially
13 over the past quarter.
14 That is not indicative of some change in
15 risk profile choice on the part of the investment
16 team at the SBA. It"s a function of the
17 volatility that"s out there in the underlying
18 market. So I don®"t think it"s a particular cause
19  for concern. And if we want to talk about that
20  further at some point today, we could.
21 With that, let me stop there and see if
22  anyone has any questions. And if so, I"m happy
23  to answer them. Otherwise, 1°d like to see if
24  Alison Romano, deputy chief investment officer,
25 would like to add some color and detail to my
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very broad framing comments about the investment

side of things.

MR. COBB: This is Chuck Cobb, Ash. Could I
ask a question on big picture? So -- and it
relates to performance. And so I°d like to call
everybody®"s attention to page 12, tab 8 on the
Aon report. And it shows that we were the last
of the major pension funds as of March 31st.

Now, 1 understand we maybe have improved
since March 31st, but that is -- that"s the
lowest relative performance 1 have seen with us
with the other major pension funds. Can you
address that? And isn"t that somewhat of
concern? It could be mentioned and shouldn®t it
have been mentioned in our big -- in your big
picture report?

MR. WILLIAMS: Perhaps it should. There"s a
very simple answer to this, Ambassador, and it"s
a good catch on your part, because that"s
certainly an anomalous posture for us to be in.
Notice that"s period ending 3/31. So what you®ve
got in that period was the huge downdraft of the
last two weeks of March in the U.S. equity and
global equity markets and none of the

stratospheric rebound in April.

www . phippsreporting.com
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1 We have higher equity exposure than most of
2 our peers. And as a consequence of that, we"re
3 like the little girl with the curl. When the
4 equity markets are good, we"re really terrific.
5 And when they"re bad, we"re really awful. And
6 they were really awful. If you"ll remember, that
7 last two weeks in March were the biggest drop |
8 think since the Great Depression in U.S. equity
9 markets. And that®"s what you®re seeing here.
10 I think if you built in -- and Aon could
11  shed more light on this, 1"m sure. But if you
12 built in the rebound that we saw in April, which
13 was as aggressive of a rebound as the decline was
14  an aggressive decline, 1 think you would see this
15 normalize very substantially.
16 I don"t think that our peer group suddenly
17 got aggressively smarter and strategically better
18 than we are. And by the same token, I don"t
19 think we got dumb overnight. |1 think this is a
20  short-term noise phenomenon and not something 1°d
21 be overly concerned with longer term.
22 MR. COBB: Thank you.
23 MR. WILLIAMS: Certainly. Alison, you might
24  want to shed light on that as well as part of
25 your commentary.
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MS. ROMANO: Sure. Those were precisely the

comments 1 was going to make on performance.
Today I"m going to talk a little bit about the
details behind the asset allocation liquidity
decisions that we"ve made over the past several
months, as well as talk about our approach to
investing in these challenging markets. And for
anybody that"s just dialed in on the phone, I™m
not going through specific slides.

The two takeaways from this discussion is,
one, in asset allocation, our approach is to
apply our judgment and overlay that over
longstanding, well-thought-out policies to asset
allocation. And, two, with regard to investing,
we are opportunistic within the asset classes but
avoid becoming outsized -- in an outsized fashion
being tactical at the total fund level.

So first to talk about liquidity and asset
allocation. To frame the conversation, let"s go
through what our tools are in the tool Kkit.
First we have the guardrails. So we have a
target allocation to all of our asset classes.
When we move a certain percent away from that
allocation, it triggers a rebalance.

How do we rebalance or raise liquidity? We

www . phippsreporting.com
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can use cash. We can sell assets in fixed income

or global equities, or we can utilize our fixed
income and global equity liquidity portfolios,
which we set up in 2015. And these are
predominantly future-based portfolios that get
exposure to portions of the equity and fixed
income markets.

So those are the tools in the tool kit. As
any good handyman would know, you need to pick
the right tools for any given job. And that was
our approach in March when the markets moved
significantly. To review what we discussed in
the last IAC call, as the equity markets were
going down significantly, we were having
challenges in the fixed income market in
liquidity.

And as the markets were moving very fast, we
used the judgment across the asset classes to say
let"s widen those guardrails a little bit out
from the norm. That said, we continued to stick
with our discipline, and when we hit that widened
guardrail, we decided to rebalance.

How did we do that? We used the liquidity
portfolios that we had in place to very quickly

move money to get equity exposure in one tranche
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1 and followed that up with a second tranche the
2 following week.
3 That enabled us to get the exposure but gave
4 then our equity team time to ultimately invest
5 directly with active managers. It also gave
6 fixed income time to then find their spots in the
7 market where they wouldn®"t put pressure on
8 pricing and selling and fully replenished that
9 liquidity portfolio.
10 So taking this all together, that put us in
11 a great position. We ended up rebalancing, as
12  Ash mentioned earlier, pretty much at the bottom
13 of the market. And over time our equity exposure
14  grew, such that by May, equities was the asset
15 class that was providing some of the liquidity
16 needs.
17 We haven"t had to do any asset allocation
18 since then, but moving forward from what we
19 discussed at the IAC meeting, we have had to
20 raise quite a bit of liquidity, in fact about
21 $3 billion April through June.
22 So where are we applying our judgment again?
23 In June, the beginning of the month, we looked at
24  equity markets, we looked at fixed income
25 markets. And while valuations -- the markets

www . phippsreporting.com
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1 continued to go up on the equity side, risk rage 19
2 continued to increase, public health risk,

3 economic risk, et cetera.

4 But we knew we had a big liquidity bill

5 coming. So what did we do? Three things. One,
6 we decided to raise the liquidity from global

7 equity a little bit early. This reduced equity
8 market risk and it also separated us out from the
9 risk of the Russell rebalance, which we do every
10 year at the end of June.

11 Secondly, we moved some money from global

12 equity liquidity to fixed income liquidity. And,
13 again, this provided us some additional

14  flexibility should at any point we need liquidity
15 for the fixed income markets if equity markets
16 decline. We also enhanced the allocation to the
17  fixed income liquidity portfolio, providing

18 further flexibility.

19 Now, the Fed has stepped in and done a lot
20 to support the fixed Income market to maintain
21 liquidity. And we don"t expect any dramatic

22  shifts, but having this additional lever to pull
23 we thought was prudent.

24 So that"s what we"ve done and will continue
25 to do. We expect to continue to have liquidity
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draws or liquidity needs as our private asset

classes put money to work and we raise funds for
capital calls. So that"s our approach, again, to
liquidity and asset allocation.

Now let me highlight what we"re doing on the
investment side to navigate these challenging
markets. First | think it"s worth mentioning
that we live in a new world that many of you live
in, we work from home. And what does that mean
for us?

Well, as a direct result of significant
investment and time that we put into our
technology and in hiring and retaining high
caliber staff, we"ve hit the ground running and
are firing on all cylinders. And in talking to
people across the board, what 1 would say, in
some respects, we might even be more focused now,
knowing what our mission is, focusing on
investments and managing risk and doing that
effectively from home.

And 1 would just say from a personal
perspective, anecdotally, 1 think our level of
communication with our partners maybe has even
increased, as they"ve gone above and beyond to

make sure that they"re maintaining communication
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and providing us access to webinars and

conferences with experts from their organizations
and leading experts across the world.

So that"s a good backdrop to talk about now
what actually we"re doing. And 1 frame it in
three ways. One, there®s things that we"ve done
over the long-term to position us well during
this period of volatility. There®s things we"re
doing today to evaluate risk, and there"s things
that we"re looking at for the future in terms of
opportunity.

So looking longer term and looking backward,
there are a number of trends in the marketplace
that we"ve discussed that were accelerated with
this pandemic, things like the demise of brick
and mortar retail, the prevalence of technology
across multiple sectors and an investor
preference for growth in a lower growth, lower
rate environment. Again, long-term trends that
we were positioned for. We could not have
predicted COVID and the impact on the market, but
we were well-positioned.

And just to provide a few examples, so our
private equity group has higher exposure to

technology and growth. And that we expect to

www . phippsreporting.com
(888)811-3408

June 30, 2020
Page 18
1 fare well during this environment. Our real
2 estate group has down-weighted exposure to
3 retail, an area that may be challenged in this
4 environment. And our strategic group has been
5 prudently patient in investing their capital, so
6 they now have dry powder with this dislocation to
7 be able to put money to work.
8 So that"s where we were. Now where are we
9 today? Well, as Ash mentioned, there®s been a
10 lot of volatility in the public markets, and it"s
11 unclear where valuations will come out on the
12 private markets. So our teams have been very
13 active in engaging in dialogue with our partners
14 to understand where those risks are.
15 This includes everything from, say, real
16 estate talking to partners about rent collections
17 across various sub-segments, to PE trying to
18 categorize all the holdings and identify which
19 subsectors are most at risk given the COVID
20 situation. And John will go into quite a bit of
21 detail later in this discussion on that. So
22 while there is risk in the portfolio, that
23 long-term positioning in the current evaluation
24  of what we have is helping mitigate some of that
25 risk.
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1 Now, going forward, we are being
2 opportunistic, and there are opportunities. As
3 you all know, in periods of dislocation,
4 opportunity is created, and we"re taking
5 advantage of that in all of our asset classes.
6 So for instance, global equities, they may lean
7 more heavily on their active managers to navigate
8 through the environment. Fixed income can take
9 advantage of their core-plus managers, who have
10 Fflexibility to find that opportunity.
11 As an example, strategic is finding
12 opportunity in short, medium and long-term in
13 private credit and distressed debt. Private
14  equity, because their approach has been aligned
15 with some of these long-term trends, can continue
16 to push forward on their existing pipeline, which
17 stands to benefit from this environment.
18 And then finally real estate, because they
19 are both in private markets and in public
20 markets, can assess the opportunity across both
21 and take advantage of any dislocations.
22 So as you can see, you know, again, we
23 couldn®t predict COVID, but we are being
24  systematic in our long-term structuring and how
25 we"re identifying risk and opportunity and
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implementing that within each of the asset

classes. And each of the S10s, when they go
through their discussion, will hit on that in
quite a bit more detail, but we really wanted to
provide you-all with that overarching view.

Those are my comments. 1 just wanted to
open it up for any questions. Otherwise, we can
continue.

MR. OLMSTEAD: Okay. Vinny Olmstead here.
Alison, thank you very much. And, yes, 1 think
you teed up the SI10s very well. So we"ll look
forward to delving into some additional
questions, conversation there. But before that,
I think Ash teed up the Florida PRIME review, and
we" Il kick off our next section with, 1 think,
Glenn Thomas initially. 1 don"t know if we"re
having technical difficulties or if Glenn is
there. 1 know that we have Aon teed up after
that.

MR. KUCZWANSKI: Glenn, if you can unmute
your phone, that would be great.

MR. THOMAS: Hello. Can you hear me?

MR. OLMSTEAD: Yes.

MR. THOMAS: Can you hear me now?

MR. OLMSTEAD: Yes, Glenn, we can hear you.
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Go ahead.

MR. THOMAS: Okay. Thank you. Glenn Thomas
with Lewis, Longman & Walker, and 1°11 be brief.
As requested, 1 conducted my review of Florida
PRIME for compliance with the legal requirements
under Part IV of Chapter 218 Florida Statutes.
Based on my review, which included interviews
with SBA employees and review of documents
provided by SBA and other materials that are
posted on the website, 1 concluded that Florida
PRIME is in compliance with the requirements of
Section 218.40 through 218.412 Florida Statutes
for the time period of May 16th, 2019, through
May 15th, 2020.

You have my written report, which is at tab
3-A. If there are any questions, | would be
happy to answer them.

MR. OLMSTEAD: Okay. Sounds like there are
no questions for Glenn, so let"s transition over
to the professionals from Aon.

MS. DOYLE: 1 apologize. 1 was unmuting.
This is Kristen Doyle. Great to be with you-all
this afternoon. So as many of you know, we
review the Florida PRIME, as Ash had noted in his

opening comments, for compliance with best
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1 practices on an annual basis. And actually, ?gezz
2 you can believe it, I was looking back, this is
3 actually our 12th report. And our conclusion, as
4 it has been consistently in the past, is that the
5 Florida PRIME is being managed in a manner
6 consistent with best practices and in the best
7 interest of participants.

8 So today we only have just a few items that
9 my colleague Katie Comstock will go into in more
10 detail. And these are just a few components that
11  are key to the ongoing monitoring and maintenance
12 of the pool. So with that, I"m going to turn it
13 over to Katie to summarize the key pieces of the

14 longer report. Katie?

15 MS. COMSTOCK: Great. Thank you, Kristen.
16 Good afternoon, everyone. |I"m trying to flip the
17 slides ahead. 1 don"t know if it"s working, so
18 I1"m looking at slide -- the contents first. So
19 as Kristen mentioned, we cover a few topics here.
20 I will only cover or highlight a few of them in
21 this year®s annual review. There we go. Thank
22  you.

23 So just quickly on the participant survey,
24  as you-all likely know, a survey goes out to the
25 participant base on an annual basis (inaudible)
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offering, and to get any feedback on how they are

faring with Florida PRIME. And consistent with
previous results, the overall responses have been
very positive across the board. A summarizing
statistic is that 90 percent of respondents are
very or extremely likely to recommend Florida
PRIME to other governmental entities or peers.

MR. KUCZWANSKI: Katie, this is John. 1711
take over if you"re having difficulty. Just tell
me which slide you want to go to.

MS. COMSTOCK: Okay. Thank you. So the
next -- if you want to flip ahead to page -- the
next slide. The two things that we wanted to
highlight out of this year®"s review is -- and Ash
kind of highlighted this at the beginning -- was
how Florida PRIME fared through the roller
coaster that has been 2020 thus far.

And given what seems to be a distant past in
"08, "09 and everything that Florida PRIME and
the management of Florida SBA and Federated has
done in terms of risk management, the creation of
the PLGAC and that it has been recently phased
out, we wanted to provide you-all with an update
on how the program fared during this time.

And to put it in the short, extremely well,
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1 without disruption, as Ash mentioned. First,
2 from an investment perspective, the portfolio
3 continues to meet its long-term objective,
4 primarily to preserve capital, the assets in the
5 fund, and importantly, to provide participants
6 with their liquidity needs.
7 And Federated was actually very proactive in
8 this sense in increasing the weekly liquidity of
9 the portfolio in anticipation of potentially a
10 greater level of withdrawals as things are going
11 (inaudible) in March and April. 1 believe the
12 assets actually ended up increasing during this
13  time period due to some contributions, but the
14 proactiveness and the awareness of the
15 participants® needs speaks to the level of risk
16 management and awareness that Florida PRIME has.
17 Then importantly, from an administration and
18 a servicing perspective, Florida PRIME also
19 continued without hiccup, as COVID-19 has not
20 only impacted the financial markets, it has
21 impacted everyone personally, working from home,
22  taking care of family and friends. And the
23 program was able to continue without disruption,
24 normal business -- has normal business operation
25 hours, no disruption to functionality,
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transactions, accessing liquidity, accessing the

personnel in client service.

And in fact, Federated and the SBA have been
more communicative with participants, hosting
live calls to address questions and concerns,
posting various communications on the website and
direct mailings. And so everything that has been
done speaks to the overall risk management and
the governance structure that has been put in
place. And so we"re pleased and happy to report
that Florida PRIME has been conducted very
seamlessly through this whole pandemic thus far.

If you want to flip ahead to the next page.
The second topic we just wanted to provide a
quick update on is the business case review. And
this, you may recall, last year, Florida PRIME,
part of the strategic plan over the next five
years was to review the overall administration
and management of Florida PRIME, including the
investment perspective, which is managed by
Federated, as well as the administrative part,
which is conducted by the SBA.

And that includes administration,
participant and fund accounting, client service

and risk management and compliance, and to
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1 evaluate if there are areas that it could be
2 handled more efficiently, and considering both
3 insourcing and outsourcing options as well as any
4 hybrid solutions as well.
5 And so since that time, Florida PRIME, the
6 SBA review team has done a lot of information
7 gathering, looking at what are the offerings that
8 are available out there, what do peers do and how
9 that has worked for their pools, and then also
10 has kicked off an internal risk assessment that"s
11 intended to highlight and identify the areas of
12 Florida PRIME that pose the greatest and least
13 amount of risk to the Florida SBA, and so that
14  will help prioritize this overall review.
15 And so this has helped the review team focus
16 on areas where efficiencies may be -- may be
17 enhanced and areas where things are working very
18 well and it may not make sense to make a change.
19 And so flipping to the next page, to get a
20 sense of where we are and where this review —-
21 the tentative timeline. A request for
22 information is being developed, and a lot of the
23 information that was gathered over the previous
24  month has helped develop the questions and
25 identify the areas where more information is
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1 needed. And that"s intended to be sent out by
2 the end of the summer.
3 End of the fall, the internal risk
4 assessment is intended to be wrapped up, and
5 we"ll also receive back the RFIs to review and
6 follow up with any questions. And then the goal
7 by the end of next spring is to have reviewed in
8 full this business case review and to be able to
9 present any findings or potential recommended
10 changes.
11 And the goal here is to just identify if
12 there®"s any ways that the overall program
13  management can be enhanced, keeping in mind the
14 participants® and potential participants® best
15 needs and interests. That includes potential
16 changes, but it also includes managing the status
17 quo. And as you"ve seen, the way that Florida
18 PRIME is currently being managed has worked and
19 has worked very well.
20 I would also note that the participant
21 survey was sent out right after and during all of
22  this market volatility, and for the responses to
23 be, you know, extremely positive and without a
24  disruption or negative response is also a
25 testament to how well Florida PRIME is being
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managed currently.

And so with that, 1°11 pause to see if there
are any questions, but that wraps up our best
practices review this year.

MR. OLMSTEAD: Katie, Vinny Olmstead here.
Just a quick question. It looks like the -- and
maybe we"ll get to this in a second. But it
looks like the assets increased fairly
significantly in the last -- you know, end of the
year, beginning of the year. Is that a typical
seasonal phenomenon?

MS. COMSTOCK: Mike may be better posed to
answer this question. There are seasonal
phenomena. 1 think there were some contributions
that came in. |1 don"t know if Mike or if
Federated has the details there.

MR. OLMSTEAD: Okay. Maybe if the Federated
team, who is teed up next, can just address it
when they go through their portfolio review, that
would be great. Any other questions for Kristen
or Katie? Okay. Great. Let"s move on to
Federated.

MS. COMSTOCK: Thank you.

MS. MICHALISZYN: Good afternoon, ladies and

gentlemen. How are you? Thanks for having us
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today. Mike -- if Mike McCauley is there, should

I wait for Mike to make some comments, as has
been the pattern, or should 1 just proceed with
our marketing update?

MR. KUCZWANSKI: Mike, if you could turn on
your camera -- you"re web-based -- that would be
great.

MS. MICHALISZYN: There he is. Mike, did
you have any introductory remarks before I launch
into some of the communications that we"ve done?
Mike, 1 think you®re still muted.

MR. OLMSTEAD: Mike, we"re not hearing you.
1 don"t know if you want to give us a thumbs up
or a thumbs down. Can you hear us? You can hear
us, but we can"t hear you. Okay. So why don"t
you try to dial in? We"ll fill you in in a
second. And, Amy and Paige, maybe you guys can
kick 1t off, and we"ll have Mike do some closing
comments versus initiating the comments.

MS. MICHALISZYN: Sure. That will work. 1
know he might want to touch on some high points
with regard to the survey and some of the
participant communications from the office there
in the SBA.

But let me just say, | won"t steal any of
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1 Paige®s thunder. [I"m on -- within our sectioﬁ?eso
2 I"m looking at page 3. She will cover the rates.
3  You will see, though, just in brief, that
4 participants had access to very attractive rates
5 relative to Fed funds, despite the fact that
6 yields were coming down in the COVID environment.
7 And in the context of all of the market
8 volatility, the facilities that were set up by
9 the Fed, the confusion that ensued in people®s

10 minds with all of this happening, we went into

11  high gear, in collaboration with Mike and others
12 at the SBA.

13 You know, we really wanted to make sure that
14 we communicated, striking the balance, making

15 sure we had the appropriate content and frequency
16 of messaging, because 1 think you®"ve heard me say
17 it a couple of times in the past, you know,

18 managing money, aside from getting the decisions
19 right every day, is a lot about managing

20 expectations. And so we were very committed to
21 that.

22 In the course of time, when lockdown was

23 most prevalent, we conducted two different calls
24  with participants. One was on March 17th. One
25 was on April 28th. The first call, we had 119
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1 participants. The second one, we had 85. rage =t
2 In the course of that time, we also had some
3  outbound communications with participants,

4 particularly from those who dialed in. We

5 thought they might be amenable to more

6 conversation. And so we had roughly 50

7  conversations with people, just to make sure they
8 were comfortable and that we answered questions
9 and anticipated questions correctly.

10 So aside from those phone conversations, we
11 did many, many messages, and Mike would affirm,
12 sometimes several times a day, at least once a
13  week, summary messages for each month, just

14  making sure that every time there was news, we
15 bolstered that news and put it into perspective
16 for the participants in a context that was

17 relevant to Florida PRIME.

18 So we continue that kind of engagement with
19 the participants. We think the best clients are
20 the ones who are most educated, and certainly we
21 want the Florida PRIME participants to

22 (inaudible).

23 I would also say that -- if you just flip
24  the page to page 6 in our section, conferences
25 have been off the table, as you can imagine.
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Ordinarily, we at Federated Hermes sponsor and

attend all of these conferences in representation
of Florida PRIME.

Those have not been able to continue, and so
this is all the more reason why email
communication, website postings are all the more
important, because it"s a primary point of touch
and it"s helping to make up the difference when
we don"t have face time with our participants.

To that end, 1"ve just recently introduced a
new resource to Florida PRIME. And the gentleman
to whom 1"m about to refer is sitting in
listening today. His name is Luke Raffa. And
Luke works with me in the institutional business
development group at Federated Hermes.

He"s covering the southeast territory, and
he"s moving to Florida. And so Luke is going to
take on the role of, when we get back into some
new level of normalcy, attending all of these
meetings on our behalf, reaching out to
participants appropriately.

Luke has a wealth of experience with pools
such as this because he was living in
Massachusetts, Boston, to be specific, and he was

working with us on the Massachusetts pool that we
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1 managed. And so in the context of Luke®s move,
2 this is a great new role for him, and it brings
3 some field experience to bear on behalf of
4 Florida PRIME.
5 So those are really my primary remarks. [1™m
6 happy to vet any questions if you"d like to talk
7  further. Anything else?
8 MR. COBB: Mr. Chairman, I have a question.
9 My question is, what are our all-in costs in
10 Florida PRIME? This is a very cost-sensitive
11  business, and 1 don"t know whether we have both
12 our corporate costs and our consultants. |1 don"t
13  know what our fee measurement is, but what Kind
14 of fee measurement do we have and how does that
15 stand up in a basis point (inaudible) compared to
16 other managers?
17 MR. McCAULEY: 1 just tried to dial back in.
18 Can you hear me?
19 MR. WILLIAMS: You®"re good. Go ahead.
20 MS. MICHALISZYN: Yes.
21 MR. McCAULEY: I caught the tail end of that
22 question, about how do Florida PRIME fees compare
23 to other competing funds. |Is that the question?
24 MR. WILLIAMS: And what are they in basis
25 points in aggregate.
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MR. McCAULEY: They"re approximately 3 basis

points. They do or can and do fluctuate month to
month based on the actual charges. We disclose
that every month in the monthly summary report.
But they"re approximately 3 basis points. It
will scale depending on the size of the fund
naturally.

And that compares very favorably to other
not only statewide local government investment
pools but other registered money market funds
that are available nationally. Those are --
typically, the statewide funds are on the order
of 15 to 25 basis points, and some of the
registered money funds can be 20 to 40 basis
points or higher in some cases.

So it"s a fraction, small fraction of the --
comparing those funds to us, very attractive.
And that just underscores the yield levels, too.
So what we don"t charge in investment fees goes
right back to participants® accounts in a higher
yield.

MR. COBB: And that includes all our
consultants?

MR. McCAULEY: Yes. That is an all-in fee

structure. Again, we detail every fee that is
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1 charged to a participant®s account every month
2 down to the penny, kind of line-item it out, show
3 exactly what they®re paying. There®s no kind of
4 indirect fees. There are no hidden fees.
5 They"re all disclosed and direct.
6 There are some that are variable that may go
7 up or down, depending on the number of
8 transactions and the like. But there®s both
9 fixed and variable charges. Those are all
10 disclosed. It"s a very cost-effective plan,
11  which is one of the main reasons it"s so
12 attractive.
13 MR. OLMSTEAD: Okay. Thanks, Ambassador,
14  for the question. |Is Paige up here?
15 MS. WILHELM: Can you hear me?
16 MR. OLMSTEAD: Now we can.
17 MS. WILHELM: Okay. 1 have this on the
18 phone, too, so if you hear an echo, let me know
19 and 11l hang up the phone. If you don"t mind,
20 ifT somebody can do the slides, my slides start in
21 Federated"s section, which is section 3, and then
22  the first page that 1"m going to speak to is page
23 8.
24 This is really just the year in review. And
25 recall that we are going to talk about 2019 into
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2020, so if you just allow me a minute or two.

You know, in a normal time period, without COVID,
2019 was a kind of interesting year for money
market interest rates. So let"s just review
where things stood.

We started the year at an interest rate
environment that was in the 2 percent. And
clients loved that. The participants loved that.
We were getting lots of money into the pool
throughout the year. And somebody asked about
assets. | believe we reached higher highs during
2019.

And we do have -- typically, during the
summer months we see money flow out of the pool.
And then when tax season happens in Florida and
you start to collect local property taxes,
November through February, that®s when we see the
peak. And we"ll see that in a minute on a graph
for the assets.

But 2019 was pretty interesting. As I
mentioned, we started the year at a 2 percent
rate environment. And the markets were pretty
crazy. There were falling -- despite falling
rates, we had political and economic

uncertainties which were kind of atypical for the
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year. We opened with a government shutdown at
the beginning of 2019. We also had the U.S. and
Chinese trade negotiations.

And then we had a shift in Federal Reserve
interest rate policy. At the end of 2018 the Fed
had continued to raise rates, and we stood at a
Fed funds target of 2.25 to 2.5 percent. So
finally people were earning some income for their
cash investments.

But after that rising rate environment, the
Fed did an about-face in March of 2019 and took
all rate hikes kind of off the table. They
didn"t change rates at that time, but their
commentary at the Fed meetings led the markets to
believe that they were going to be on hold for an
extended period of time.

As we saw the year play out, we then started
to see the U.S. economy start to downshift after
that Fed meeting. We saw the trade talks between
the U.S. and China start to break down, and we
saw the Treasury yield curve versus LIBOR rates
start to invert. Typically that"s a sign of
recession coming in the U.S. And people were
afraid that that"s what was going to happen and

that the Fed was going to have to cut rates
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1 dramatically. raoe
2 However, what the Fed did in the summer,

3 July, they began to cut interest rates. They

4 wanted to get ahead of the recession fears. So
5 they cut rates three times during 2019, in July,
6 September and October, and they took the Fed

7  funds target rate down to 1.50 to 1.75 percent.
8 That actually kind of helped the markets

9 out. The market started to give up on the idea
10 of a recession coming in 2020. The labor market
11  started to strengthen. We started to see more
12 robust consumer spending, and things were looking
13 good at the end of 2019 as we slipped into 2020,
14  and everyone pretty much felt that the Fed would
15 keep rates where they were at that 1.50 to 1.75
16 rate into the new year.

17 Unfortunately, we all know what happened

18 with COVID. That had an extreme effect on every
19 single market, as was mentioned earlier, but

20 especially on the short-term money market. And
21 at the beginning of March of this year, we saw
22  the Fed cut rates by 50 basis points, and that
23 was followed up almost immediately on March 15th
24 by the cut of 100 basis points, taking the Fed
25 funds rate back down to that zero to .25 range,
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which unfortunately we lived through for about

ten years after the 2008 financial crisis.

Lots of things were happening that caused
the Fed to cut rates. This event was not like a
2008 credit event. This was a liquidity event.
As COVID was unfolding, people needed liquidity.
And the easiest thing for them to sell were their
Treasury and agency securities, long-term
Treasury and agency securities. And that created
turmoil in the market. The Treasury markets and
the longer term agency markets were in turmoil
during the first two weeks of March.

That®"s why the Fed cut rates by 100 basis
points and started to announce that they would do
additional quantitative easing. They started to
buy boatloads of mortgage-backed and Treasury
securities. And that started to stabilize the
Treasury market. Unfortunately, it didn"t
stabilize the prime market, which were the
securities that we invest in for Florida PRIME.
Remember, we buy commercial paper, bank CDs,
asset-backed commercial paper.

Once the Fed cut rates on Sunday, the 15th
by 100 basis points, you would have expected that
this paper that we buy for this pool would have
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1 also dropped by 100 basis points, but it didn%¥?4o
2 Spreads widened out dramatically. We were seeing
3 commercial paper levels at 2 percent, 3 percent,
4 4 percent handles during that week of March 15th,
5 which was unprecedented. That is not what you
6 would have expected. And that was all due to the
7 liquidity issues in the market, not credit
8 events.

9 So this is the first week that you started
10 to see the Fed introduce other facilities. They
11  started with a money market lending facility.

12 They also introduced the commercial paper funding
13  facility and the primary dealer credit facility.
14  All of these facilities were designed for the Fed
15 Bank of Boston to take short-term securities on
16 their balance sheets.

17 As prime money market and pool investors, we
18 did not have an outlet to sell securities to the
19 market to meet redemptions, so the Fed had to

20 step in to take the place of the brokers to meet
21 those liquidity requirements. So the MMLF, which
22 was started on March 23rd, was very similar to

23 the asset-backed lending facility that we saw

24  during the 2008 crisis, if anybody recalls that.
25 So it was easy for the Fed to dust off that
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1 paperwork and get that facility up and running
2 within a week"s time.
3 We all know there"s been tons of other
4 facilities that have been introduced by the Fed
5 and U.S. Treasury, and they"re taking a longer
6 time to get up and running. The main street
7 lending facility has been in the works for months
8 to give loans to medium and small size
9 businesses, and that®"s still not up and running
10 yet.
11 So it was very helpful that we had an
12 example to look back to to help the money market
13 industry. So once that facility was put in
14 place, we started to see rates come back down to
15 what we would think more normal levels would be
16 in a zero to .25 rate environment. We started to
17 see the yields for commercial paper and
18 asset-backed CP start to decline, and there was
19 two-way traffic. You could buy and sell
20 securities again over the course of the next
21 couple of weeks.
22 The money market lending facility was
23 strictly available for 2a-7 money market funds.
24  So Florida PRIME and other state pools could not
25 participate in it, but because the money funds
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could, it had the benefit of making the market

start to function more normally, which helped
Florida PRIME.

And at that time, we didn"t see lots of
redemptions in the pool. As Amy was mentioning,
this was a time when we were in contact with the
clients on a regular basis. Everybody was Kkind
of in that panic mode, waiting to see what was
going to happen. But luckily we also saw CARES
money start to come to the table, and a lot of
the municipalities and school districts and
people around the country, not just in Florida,
started to see their money come from the U.S.
government via the CARES packages, and some of
that money has flowed into Florida PRIME.

Maybe for a quick second I will just talk
about what our expectation is for rates right
now. And it might help to look actually two
slides forward, on page 10. And this is the
LIBOR yield curve. And it kind of helps explain
in a picture form what 1 was just saying. The
line at the top of the screen in dark blue,
that"s where the LIBOR curve was on June 30th of
2019. As you can see, it was trading in the

2 percent handle, 2.4 percent in the one month
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area, down to about 2.20 in the one year area.

Then you can see the gold line and then the
medium blue line. The medium blue line is the
end of December of 2019. And you can see every
time the Fed cut rates, they cut by 75 basis
points, you can see that yield curve line
shifting.

Then we get into March of 2020, and that"s
the line in the middle of the page. It"s kind of
a light green color. This is right after the Fed
cut rates. You can see how even though the Fed
funds target range was at zero to .25, you can
see how elevated the LIBOR rates were. They were
still at 1 percent, up to about a 1.40. Once
again kind of -- LIBOR is indicative of where
we"re seeing commercial paper and bank CDs trade.
That"s why that line remained so high on
March 31st, even though the Fed had cut rates.

But now the bottom line is June 4th, and
that black line is where our yield curve stands
today. So Fed funds target is zero to .25. We
can invest anywhere between call it 15 basis
points in the one month area out to around 40 to
45 basis points in the one year area.

So that curve has remained pretty steady.
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1 We are expecting that that®s where it will reﬁg%ﬁ4
2 for the rest of the year. We don"t think that
3 the Fed is going to raise rates anytime soon.

4 Obviously, everything is going to be dependent on
5 COoVvID, do we get a second wave, how quickly does
6 the economy reopen. We all know that we reopened
7 in certain parts, and now some of us are stepping
8 back and closing things down again. So it"s all
9 going to be very dependent on what happens with
10 the virus.

11 But that just means that the Fed will be in
12 play, holding short-term rates at the zero to .25
13 range for an extended period of time, and they

14  will keep the facilities in place and open in

15 case they are needed. They will also continue

16 with their quantitative easing program.

17 There"s been lots of discussions in the

18 press and from clients about what do we think

19 about negative interest rates, will the Fed take
20 rates to a negative level. And the answer to

21 that is no. Chairman Powell, as well as various
22 Fed governors, have publicly stated that they

23 have no desire to take rates negative. That"s a
24  failed experiment in Europe and in Japan, so we
25 do not think that will happen here. But we do
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1 believe that the facilities that are in place
2 will continue, and you will start to see the
3 unwind of those facilities before you see the Fed
4 start to raise rates.
5 Now, do we think it"s a zero rate
6 environment like it was after the 2008 financial
7 crisis? No, we don"t. That lasted for ten
8 years. We think that this time the low rate
9 environment could be counted maybe in quarters as
10 opposed to years, though it could be into 2022
11 that we will still continue to see this low rate
12 environment, but looking at the bottom of that
13 page, a positively sloped curve, just a lot lower
14  than anybody -- any of us would have expected at
15 the beginning of the year.
16 Let"s talk about the pool now itself, and
17  the next slide is the asset trend for the year.
18 And you can see how, in the beginning of
19 November, we start to see assets flow into the
20 pool, and then as we get into the end of
21 February, we start to see money leave. And we
22 usually hit a lull in assets around that
23 September, October time period. This is a
24  typical pattern for, you know, years of Florida
25 PRIME, and that"s just an example of it in 2019
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into 2020.

The next page, slide 12, is just the
portfolio characteristics. You can all see the
monthly holdings and the monthly newsletters
about the portfolio on the Florida PRIME website,
but this is a snapshot of where the pool stood at
the end of March.

We did -- we continue to invest in the same
security types that we always have. So you see
asset-backed commercial paper, bank CDs,
corporate commercial paper, as well as repo in
the portfolio. You also note the floating rate
securities. We have that broken out there. You
can see asset-backed commercial paper, fixed and
floating.

One of the things that we are doing recently
is reducing the amount of floating rate paper
that we own in the portfolio. In the current
rate environment, fixed rate paper is a lot more
attractive than floating rate securities. And
the floating rate position has come down from
about 24 percent to about 18 percent. We"re
letting that just unwind naturally as securities
mature, and we"re choosing to not add to that

floating rate sector right now.
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1 One of the other things that was mentioned
2 earlier too is, throughout the COVID crisis, we
3 have had lots of communication with the
4 participants like we always do, but because of
5 the CARES money and because of different
6 participants maybe not having a very good idea of
7 when they"re going to need that cash, we have
8 increased the weekly liquidity in the portfolio.
9 We target around 40 percent of the pool to be
10 held in weekly liquid securities, and we"re
11  maintaining that until we see how things start to
12 play out as 2020 unfolds.
13 The other sections of this report are just
14 the standard information about the securities,
15 what are our top holdings. The most attractive
16 paper we"ve seen really over the past year and
17 even into 2020 is bank and commercial paper
18 issuance from our Japanese, Canadian and
19 Australian issuers that are on our approved list.
20 So you continue to see the highest exposures in
21 those countries.
22 You can see that reflected in the top ten
23 holdings. The Japanese banks and some of the
24  Australian and Canadian banks are really the
25 highest yielding paper out there, and all names
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that are very strong that our credit analysts are

comfortable with.

Down at the bottom of the page, just a
reminder that the pool is rated AAA by Standard &
Poor®"s and, as such, has to maintain at least
50 percent in paper that is rated A-1+ on a
short-term basis. You can see it was at
62 percent at the end of the month.

And you can see the breakdown of the
portfolio by maturity. Remember, we can only buy
securities out 397 days as a maximum maturity.
And the weighted average maturity was 39 days at
the end of the month and 73 days for the weighted
average life. That takes into account the legal
final maturity of the floating rate instruments.

So let"s look at performance for a minute.
There are two pages in here, one for the
performance at the end of March, and then we"ve
given you the update for the performance at the
end of April, too. And I also have a page for
May. 1 don"t know if that was handed out to the
board or not. But during the month of March, we
beat the index by 6 basis points. That started
to improve during April, where the pool beat the

index by 10 basis points. And if you have the
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May numbers there, we"re actually beating the

index by 25 basis points for the month of May.
So the performance of the pool versus the
benchmark has been improving throughout the past
couple of months despite the virus.

Today, you can see at the end there of
April, it looks like the yield was 95 basis
points. Remember, that was still when rates were
kind of elevated for commercial paper and bank
CDs. Today the yield of the portfolio is down to
47 basis points. So it"s still a little bit high
because about 18 percent of the portfolio is
still invested in securities that yield between 1
and 2 percent. But as those securities mature
off, we"re going to be reinvesting at that lower
yield curve that 1 showed you on the graph.

And then Finally 1"m just going to end with
the stress testing results. This iIs where we
look at the price, the one dollar price of the
fund as well as the liquidity in the portfolio
and make sure that the portfolio is structured so
that we"re always maintaining a stable NAV, a
stable one dollar price, and have enough
liquidity for the participants.

I will tell you that one of the things that
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1 we changed in light of the COVID situation is iIn
2 the next page, which is the footnotes, and under
3  the green footnote for credit event, typically we
4  were stressing the European bank exposure in
5 previous years for where we felt there was the
6 most risk in the portfolio.
7 This year we started to stress all of the
8 bank holdings that we own, whether they"re
9 domestic -- or, 1"m sorry, whether they"re from
10 the UK or from Europe. We were also stressing
11  any oil company exposure we have, because recall
12 oil prices plummeted to about $15 a barrel at
13  various points in time throughout 2020. And then
14  we stressed travel and leisure exposure that we
15 might have had.
16 So we"re stressing a much bigger portion of
17  the portfolio. [It"s about 57 percent of all the
18 securities we own we were stressing to a spread
19 widening of about 50 basis points. And just as a
20 reminder, you might think, well, why didn"t you
21 stress things like airlines or energy type
22  companies. Those types of companies are not on
23 the approved list. They are not rated high
24 enough to be issuers that we would invest in in
25 the pool, so that"s why you don"t see those
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1 listed there.
2 But I guess the bottom line here on the
3 stress testing results is that at the end of
4 March, the pool could withstand 40 percent
5 redemption all in one day and a stress of 50
6 basis point increase in interest rates, which we
7 don"t think that®"s going to happen, a credit
8 event stress for that 57 percent of the
9 portfolio®s securities widening by 50 basis
10 points and for the floating rate instruments that
11 we own, which were about 28 percent in March, to
12  widen out by 50 basis points. And the price, the
13 one dollar price of the fund would stay at a
14  dollar, and we would have enough money to meet
15 the redemptions of the participants.
16 Thank you for indulging me there. 1 know
17 that"s a lot of information. And if there®s not
18 any questions, | can turn it back over to Ash.
19 MS. CANIDA: Chairman, 1 have a question.
20 This is Tere Canida. Can you hear me?
21 MS. WILHELM: Yes.
22 MS. CANIDA: Okay. Paige, | know that you
23 said that you don"t anticipate negative rates,
24 but have you guys done some case studies and
25 stress testing in case this does happen?
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MS. WILHELM: Yes, we have. But the one

thing to remember for, you know, a pool like this
is that when interest rates fall, the price goes
up. So if interest rates were to fall any lower,
the price, the one dollar price would continue to
move up. So really, from an interest rate
standpoint, what you®"re more concerned with is
interest rates going up, which could cause that
NAV, that price to drop.

MR. OLMSTEAD: Mike, did you want to make
any other comments?

MR. COLLINS: Mr. Chairman, this is Peter
Collins.

MR. OLMSTEAD: Welcome.

MR. COLLINS: Mr. Chairman, this is Peter
Collins. I1°m on the call. Sorry I"m late.

MR. OLMSTEAD: No worries. Glad to have
you. Mike, I didn"t know if you wanted to make
any comments because we couldn®t hear you earlier
or —-

MR. McCAULEY: Just maybe one last comment
just to underscore just kind of the theme that
Aon and Federated have already stated. The pool
has withstood not just the last few months very

well but really the last several years. And on a
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fiscal year basis, we"re approximately

1.8 billion higher. We haven™t really kind of
gotten the final numbers for today at the end of
the fiscal year, but the last several days have
been positive.

So | would expect we"re going to end up with
a year-over-year growth rate of a little under
$2 billion, which is very good. And that"s on
the heels of the last two or three years roughly
being in the same position. So it"s just, you
know, kind of a kudos to Federated®s management
of the portfolio and all the SBA staff that work
on the pool, financial operations, accounting,
et cetera.

I mean, it"s just a very well-run program
and well-liked by the participants and really
offers them -- you know, from a tax-paying
perspective, offers a very, very attractive
investment program for local governments
throughout the state. That"s all I had.

MS. MICHALISZYN: And that growth is amid
COVID, when money would typically be flowing out,
and we"ve seen a little bit of the seasonal
outflow, but we see some CARES money coming in.

And 1 think what we have to remember collectively
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1 is people still have a choice, and they"ve
2 continued to choose Florida PRIME for those CARES
3 assets. So that really shows up on page 11. |
4 don®"t know if we hit that really hard when we
5 covered that page, but you can see the March "19
6 through March "20 and then May "20, and it shows
7 higher lows for sure.
8 MR. OLMSTEAD: Well, it looks to me that we
9 are beating benchmark. We have 743 happy
10 participants, and we"re up significantly year
11 over year. So congratulations to all those
12 involved.
13 If there aren™t any other questions on
14 Florida PRIME, we can segue over to Mr. John
15 Bradley. And we"re a few minutes behind, so I™m
16 sure John can talk fairly quickly, although this
17 is a meaty and fun subject right now. But let"s
18 talk private equity.
19 MR. WILLIAMS: Mr. Chairman?
20 MR. OLMSTEAD: Yes, sir.
21 MR. WILLIAMS: One sec, if we could. 1
22 believe -- and, Mike, confirm if 1"m wrong here.
23 I believe that we need to vote on the investment
24 policy statement for Florida PRIME, which is part
25 of the annual certification of the propriety of
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the investment policy, and this would be

consistent with the recommendation that Aon made
earlier.

MR. NEAL: So moved. This is Pat Neal.

MS. CANIDA: Second.

MR. OLMSTEAD: AIll in favor?

(Ayes)

MR. OLMSTEAD: Opposed? We"re good. Thanks
for inserting yourself there, Ash. |1 was on the
second page, ready for John. We are not hearing
you, John.

MR. WILLIAMS: We need audio for
Mr. Bradley.

MR. OLMSTEAD: We see your lips moving, but
no words.

MR. WILLIAMS: It"s actually one of the
better speeches 1"ve heard you make, but .

MR. KUCZWANSKI: John, if you"re using a
phone, you may need to call back in. Mike was
having an issue as well.

MR. WILLIAMS: Thanks, John.

MR. BRADLEY: How about now?

MR. WILLIAMS: Good. Roll it.

MR. BRADLEY: Can you hear me? GCreat.
Thank you. And, John, I can"t turn the slides,
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1 so you might need to click through them for me.
2 MR. KUCZWANSKI: There"s a slight delay, but
3 you did move it.
4 MR. BRADLEY: Okay. [I1"1l1 get the hang of
5 this here. Good afternoon, everyone. [1"m John
6 Bradley, senior investment officer, private
7 equity. And it"s my pleasure to present the
8 private equity asset class today in this
9 GoToMeeting format. GoToMeeting is in fact one
10 of our private equity portfolio companies, so
11 it"s great to see us using it today for our first
12  virtual 1AC meeting.
13 Also joining me today live from their homes
14 is Wes Bradle, Wes is a senior portfolio manager
15 in our asset class, and Sheila Ryan. Sheila is a
16 member of our consultant team at Cambridge
17  Associates and joins us from Boston. So we will
18 hear from Wes and Sheila here in a few minutes.
19 So with that, we"ll jump right in. Here"s
20 the agenda and what we plan on covering today.
21 I1"m going to quickly take us through the policy
22 and process sections and really focus my time on
23 the overall portfolio, its performance,
24  composition and exposures.
25 I would note for everyone our data is as of
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1 12/31, as we are just now receiving and
2 finalizing the last of our 3/31 financials, but
3 wherever possible 1 will speak to what we have
4 seen as of late, particularly as it relates to
5 the impact of the coronavirus. Wes is then going
6 to take over and walk us through our four main
7  sub-strategy groups within the portfolio, and
8 then Sheila will wrap it up with a few slides and
9 comments.
10 John, the deck is not moving, but -- there
11 we go. The private equity asset class, we have a
12 target allocation of 6 percent of the total fund,
13 with a targeted allocation range of 2 to
14 9 percent. As of the end of May, our allocation
15 stood at approximately 7.8 percent. As of close
16 of business yesterday, our allocation was
17  approximately 7.4 percent.
18 Moving to the next slide, here we see our
19 goals and objectives. They are to create a
20 portfolio that outperforms our benchmarks, to
21 avoid concentrated exposure to any particular
22  vintage year, manager, strategy or geography, and
23 to focus on keeping the number of managers in the
24  portfolio low, so to invest with conviction and
25 to invest with discipline.
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Moving to the next slide, our asset class

has two benchmarks. Our primary benchmark is the
global equity benchmark, which is the MSCI ACWI
IMI plus a 300 basis point premium. This is an
opportunity cost benchmark, and it measures the
decision to allocate to private equity.

Our secondary benchmark is a peer benchmark.
It"s the Cambridge Associates Global Private
Equity and Venture Capital Index, and measures
our effectiveness in selecting managers, so are
we selecting top funds, is our process working.

Moving to the next slide. Our asset class
has a staff of six. We have three senior
portfolio managers, one portfolio manager, a
senior analyst and myself as SIO. Cambridge
Associates, as | mentioned, is our asset class
consultant. They provide support and assistance
with our program, including things such as market
research, operational due diligence, help
sourcing new fund ideas. And then also in
addition to the diligence our SBA PE team does,
Cambridge does their own independent due
diligence on every fund we invest in.

We can move forward. We have four

components to our investment process. 1 will

www . phippsreporting.com
(888)811-3408




June 30,

2020

© 00 N o o A~ W N P

NN N NNNRRR R B B B B R
a 8 W N PP O © 0 N o 00 M W N R O

Page 59
walk us through each of these on the following

slides. Next slide, please. So first is the
creation of our annual investment plan. Our aim
here is to focus our efforts and our resources on
areas of need within the portfolio or the most
attractive areas within our markets.

We use a number of tools when putting this
together each year, including our portfolio
construction model, our heat map, where we"re
ranking areas by attractiveness and exposure, a
focus list of GPs coming back to market and a
multi-day on-site with Cambridge Associates.
Move to the next slide.

MR. OLMSTEAD: Hey, John, just a quick
question. This is Vinny Olmstead. So if I
compared this year versus last year, it seems
like a little bit of a de-emphasis on Asia and a
little bit of an increased emphasis on growth
equity. Is that a fair characterization of the
sort of -- the little bit of a shift in the
strategy?

MR. BRADLEY: That"s correct, yeah. And so,
you know, our growth portfolio continues to do
well. We think growth will continue to do well

coming out of this crisis, so that was moved up.
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1 And then Asia really just represented a little
2 bit of a decrease in the attractiveness of the
3 largest market, China, just given a lot of the
4 political discussions and trade war. And so that
5 fell a bit in our priority list.
6 MR. OLMSTEAD: Thanks for the context.
7 MR. BRADLEY: Okay. So this slide -- John,
8 we"ll go back one -- covers sourcing. So
9 sourcing is very important for our asset class.
10 Aside from re-ups with our existing GPs -- John,
11 go back. Yeah. Keep going. One more. So aside
12 from re-ups with our existing GPs, we are
13 constantly trying to identify and ultimately gain
14  access to top GPs around the globe.
15 And while it takes years to build these
16 relationships, this funnel shows the work that
17 goes into finding what was for us four new GP
18 commitments for 2019. And so we reviewed over
19 200 funds. We moved 24 of those funds to
20 diligence and ultimately approved and made
21 commitments to four GPs that were new to our
22  program. We also made commitments to 19 GPs that
23 were existing in our program, so a total of 23
24  funds we made commitments to during the year,
25  fTour of which were new that we had never invested
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with.

Next slide. So we have a very fulsome and
process-oriented due diligence process. Our goal
here is to be consistent in the application of
this process across every single fund we review.
So from the initial screening and fund review to
the signing of legal documents and closing, the
process and, importantly, the stages of our
process are consistent.

And that consistency, coupled with an SBA PE
team that"s been stable and invested through
multiple cycles, should produce above-average
results. And fortunately, that®s what we"ve
achieved so far.

Next slide, please. Here we see the stages
in our due diligence process. At each stage in
this process, as we work our way down to an
approval memo, a recommendation to invest, our
team debates and decides whether or not an
opportunity merits moving on.

Most funds don®"t make it past the
preliminary diligence phase. Those that do move
to our full diligence, where we produce what we
refer to as an interim diligence summary and then

on to an approval memo. | would say getting to
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1 these final stages takes on average about three
2 months.
3 Go to the next slide, John. We use a number
4 of tools to get to this decision, including a
5 112-question DDQ, as well as a quantitative data
6 request that collects 71 data points on each
7 company in previous funds. These tools and
8 importantly the standardization of these tools
9 gives us a consistent framework when considering
10 new investments.
11 Next slide, please. Here we have some
12 examples of our portfolio monitoring efforts. |1
13 won"t read them but will note that we are very,
14  very active with our funds.
15 You can move to the next slide, John. So
16 I"m now going to shift my focus to the overall
17 performance of the asset class. And as I
18 mentioned earlier, Wes will walk us through the
19 subcomponents and their performance in a moment.
20 But overall, since inception, our PE program
21 has committed over $28 billion to 273 funds. Our
22  cumulative paid-in capital is 21.6 billion. And
23 we have received distributions back from our
24 funds of 21.9 billion, which gives the program a
25 DP1 or a distributed to paid-in capital ratio of
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1 1x. And so this 1x DPI is a milestone for any PE
2 program, and it"s definitely something that we"re
3 proud of.
4 Our program has 12.8 billion in remaining
5 value, which gives us a TVPI or total value to
6 paid-in multiple of 1.6x and value creation in
7 dollar terms that®"s $13.1 billion.
8 Next slide, please. Asset class performance
9 as of 12/31 is seen here. The portfolio had a
10 very strong one year return of almost 19 percent.
11  Although it trailed our benchmark return of a
12  whopping 29 percent, we are outperforming the
13 benchmark over longer time periods, which is a
14  much more meaningful measure for our asset class.
15 As | mentioned, we are receiving the last of
16 our Q1 financial statements and finalizing
17 performance as we speak. Preliminary
18 observations look like our PE portfolio will be
19 down somewhere in the range of 9 to 10 percent
20 during the quarter, which compares very favorably
21 versus our primary benchmark, which was down
22  about 20 percent.
23 We can go to the next slide. Here we see
24  performance of our program by vintage year. The
25 benchmark we use here iIs our secondary or peer
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benchmark. And so this gives us a sense of the

performance of the GPs that we invested in in a
given vintage year versus the universe of GPs
that rates funds in that vintage year.

The green bar represents our IRR, and the
blue squares, the corresponding Cambridge
benchmark return. 1 believe we have done a great
Jjob as a team in selecting managers. We have
outperformed our benchmark in 18 out of 21 years,
or an 86 percent success rate.

Next slide, please. And so this slide
covers our cash flow. We continue to see strong
distributions from our program, as we ended 2019
with positive net cash flow. This was the sixth
year out of the last seven where that was the
case. And at the moment, 2020 is continuing this
trend.

I think it"s interesting in that, similar to
what we witnessed in 2009, our contributions have
decreased by about 60 percent since the
stay-at-home orders were given and the U.S. went
into lockdown. So new PE deal flow had all but
stopped. However, what®"s different this time is
our distributions have actually increased by

approximately 15 percent.
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1 A majority of this increase in distributions
2 has come from the sale of publicly traded shares,
3 and the selling of publicly traded shares has
4 been very strong over the last few weeks. And so
5 if there are any questions as to how our private
6 equity GPs feel about public market valuations,
7  this is probably as strong of a signal as | can
8 think of.
9 Next slide, please. Here we see our current
10 allocations to our four sub-strategies in the
11  portfolio, as well as our targets, which can be
12 seen in the red column. The blue column shows
13  our current allocation as of 12/31, and the total
14 exposure column, which is the green column, will
15 add our unfunded commitments to our current NAV
16 and gives us an idea as to where our allocations
17 might be headed.
18 This green column really gives you a good
19 sense as to where we"ve been building our dry
20 powder. And I would say, while we had no idea
21 that the world would experience a global
22 pandemic, we had begun shifting some of our
23 allocation to our distressed and secondary
24  sub-strategies. So, in fact, today almost a
25 third of our dry powder sits in distressed and
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secondary strategies, both strategies that tend

to outperform in times of volatility and
dislocation. And so we like how that"s
positioned.

Next chart, please. Here"s another look at
the composition of the portfolio at year end. We
have 204 funds managed by 67 GPs. Forty-eight of
those GPs we consider core or GPs that we will
continue to invest with going forward. And then
on the bottom of the slide, we have the
geographic and sector breakdown of those 48 core
GPs.

Next slide, please. This slide shows our
largest exposures by GP. So 63 percent of our
portfolio NAV is concentrated in these 15 firms.
Our largest partner is Lexington Partners at
11 percent of the portfolio, and the majority of
that is coming from our co-investment program,
which Lexington manages.

Go to the next slide, John. Here we see our
geographic breakdown. Our portfolio remains
overweight North America. We are continuing to
source and build relationships in Europe and Asia
and do expect to add exposure to these

geographies over time.
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1 Next slide, please. Next is our sector
2 exposure, which is shown here versus our
3 Cambridge peer benchmark and our public market
4 benchmark. Of note is that we continue to have
5 an overweight to the tech sector. This
6 overweight has served us well through the market
7  downturn created by the COVID crisis.
8 As of March, our GPs focused on the tech
9 sector. Their Q1 performance, they were down on
10 average only about 5 percent. And so they
11 greatly outperformed the market. 1 also think
12 that this overweight will continue to be
13  advantageous to our portfolio as economies
14 recover and consumers and businesses look to use
15 new technology in ever new ways and at an
16 increased rate.
17 Next slide, please. So this slide, this
18 slide highlights a few sectors within our
19 portfolio and looked at the impact that the COVID
20 crisis had on our portfolio companies. As Alison
21 mentioned earlier, you know, when the crisis
22 began, we went through a fairly large effort,
23 with the help of our GPs, where we looked at
24  every company in our portfolio, which numbered
25 over 2,000, and did a red, yellow, green analysis
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relative to the impact the COVID crisis had on

their business.

As states and communities have begun to open
back up and get somewhat back to normal routine,
we have seen recovery across our portfolio, but
this analysis, which was done in the peak of the
crisis, gives us a really good sense as to where
challenges existed in the portfolio and, in the
reverse, where some real bright spots existed.

I think the real value here is looking at
the relative percentages in the green and red
categories. And I would note for everyone that
being in the high impact category does not
necessarily mean that the GP will lose the
company. It really just signifies a much higher
chance of underperformance, a much more acute
impact from the COVID crisis and much more work
to do for the GP to stabilize the business and
ultimately get back to a successful outcome.

And so to look at some of these sectors,
I"11 start with energy, it should come as no
surprise, from looking at that sector, that a
large portion of that portfolio is in the high
impact category. Oil prices have recovered quite

a bit. They were in the high teens when this
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analysis was done, to the high thirties today.

But the challenges in this portfolio are many.
We have a neutral weighting versus the benchmark
here, but we do expect some underperformance in
our energy book.

As you might expect, our tech and health
care portfolios are in much better shape. It"s a
great anecdote for the market today, but our
largest tech position in the high impact category
recently had a very successful IPO. And so it
just really highlights how quickly things have
recovered, at least in the financial markets.

Our consumer portfolio is mixed, so our
faster growing, direct to consumer, think
e-commerce businesses, they®ve done really well.
Most have -- and many have gained market share.
While our slower growing, brick and mortar
retailers, anything having to do with travel or
live events, those companies have struggled and
continue to struggle and remain in bad shape.

On an overall basis, the positives in our
portfolio, as you go through this analysis, the
positives and the neutrals outweigh the high
impact, which we think should put us in a good

position versus our peers and definitely versus
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1 our benchmark.
2 And so we can move to the next slide. And
3 that"s all I had for now. 1 will turn it over to
4 Wes. Wes will take us through each sub-strategy
5 within the portfolio, and then we will hand it
6 over to Sheila from Cambridge for some closing
7 comments.
8 MR. BRADLE: Great. Thanks, John. Ash, can
9 you hear me?
10 MR. WILLIAMS: Yes. All good. Well done,
11  John. Thank you. Wes, fire away.
12 MR. BRADLE: Perfect. So good afternoon.
13 My name is Wes Bradle. [1"m a senior portfolio
14  manager on the private equity team, and today I"m
15 going to highlight our sub-strategy exposure and
16 the performance of each sub-strategy.
17 So this slide on page 25 shows our target
18 sub-strategy buyout allocation by size. And on
19 the right side you"ll notice that 75 percent of
20 our buyout portfolio target is to small and
21 middle market funds. And the reason for this
22  overweight is that studies have shown that small
23 and middle market funds have a greater potential
24  to outperform and a lower correlation with public
25 markets.
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1 Next slide. All right. So in order to
2 implement these sub-strategy allocation targets,
3 it requires a greater number of small and middle
4 market buyout firms, which you can see in the
5 middle and right-hand columns on page 26.
6 We manage our buyout portfolio a little bit
7 like the farm system in major league baseball.
8 So as smaller managers in the portfolio
9 experience success, they raise larger funds that
10 eventually become middle market firms. They
11  demonstrate success in the middle market. They
12 raise larger funds and eventually move into the
13 large cap space.
14 So for example, on the left column, under
15 large cap buyout, you"ll see the last firm listed
16 is a technology-focused firm named Thoma Bravo.
17  And we invested $50 million in Thoma Bravo in
18 2008 when their buyout fund was $800 million. We
19 invested with additional funds as they moved into
20 the middle market. And then in 2018 we invested
21 $150 million in Thoma Bravo®s buyout fund that
22 was $12.5 billion.
23 Since that time we"ve backfilled our small
24  and middle market exposure with other
25 technology-focused buyout funds like Rubicon and
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Accel KKR, who you see on the far right side of

the page. And if these groups outperform, we"ll
continue to back them as they grow in size.

Next slide, please. All right. In terms of
sector exposure, as John mentioned, information
technology is by far the largest exposure within
buyouts at 48 percent. This has been the case
for multiple years, as technology has
outperformed the broader market.

And, look, our team has debated this
overweight multiple times. 1 feel like more
times than | can count. And we"ve debated, you
know, whether we should commit less capital to
this sector, but we continue to remain overweight
for two reasons. The first one is we just feel
like there are secular tailwinds in IT, as
businesses and consumers migrate from offline to
online. And these tailwinds are expected to
continue, even maybe strengthen due to what we"ve
seen with COVID-19.

And then second, technology now cuts across
every sector. So for example, Autotrader, is it
a media company or a technology company? Is
Amazon a retailer or is it a technology company?

And so because of that, we think that our
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technology exposure match should be overstated if

you were to reclassify some of these technology
companies based on their end market sector
exposure. So this would be things like travel,
leisure, energy or financial services.

1"d also note on this slide, in terms of
geographic exposure, North America remains our
largest geography at 71 percent. But as John
mentioned, we continue to focus on expanding the
portfolio into Europe and Asia to better match
the benchmark.

Next slide, please. Okay. So slide 28
highlights what a few of our buyout firms have
done during the coronavirus pandemic. As you can
see, they"ve taken advantage of market
dislocation and leveraged their relationship in
order to invest in high quality companies as
downside protected security.

One investment 1°d highlight on here is the
investment Charlesbank made in Wayfair in April
of 2020. And, look, all this information is
public, so just in case anyone was wondering.
But the convertible senior notes that Charlesbank
invested in, they have a 2.5 percent interest

rate, and they convert into Wayfair shares at
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1 $72 a share, and today the stock trades at almost

2 $200 a share. So, I mean, it"s all on paper, but

3 it looks like a great outcome for them so far.

4 Next slide. So slide 29 shows the

5 performance of our buyout portfolio, which

6 remains strong. It"s outperformed the benchmark

7 over all time horizons and has outperformed the

8 public markets by 530 basis points.

9 Next slide. Moving on to venture capital on
10 slide 30. So as you probably expect, there"s a
11 large overweight to technology within venture
12 capital, which is fairly evenly split between
13  enterprise and consumer.

14 You®"ll notice on the bottom right hand of
15 the page, the chart highlights the fact that more
16 than 50 percent of our venture portfolio is in

17 early stage companies, where we continue to see
18 innovation across a host of -- actually, it"s

19 really every sector, there seems to be some type
20 of innovation going on, and we think that®"s going
21 to continue.

22 Next slide, please. So in terms of

23 performance, our venture portfolio continues to
24  outperform the benchmark on a one, three, five

25 and ten year basis. It does underperform the
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S&P 500 IT Index by 350 basis points. And the

reason for this is that the index is dominated by
large companies like Microsoft and Apple, as well
as fast-growing companies like Nvidia and PayPal.

And just to put things in perspective, over
the past five years, Microsoft has generated a
33 percent annualized return. Nvidia has
generated a 58 percent annualized rate of return,
and PayPal has generated a 22 percent annualized
rate of return. 1 think Apple is in the low
twenties as well.

So obviously these returns are quite
difficult to compete with. That being said, a
few of our venture-backed companies have IPOed
recently, and they"ve outperformed the public
markets. One of those I think we have a million
and a half dollars of cost in, and today it"s
returned close to an 80x, 80x, and it has doubled
since it IPOed, so -- and, again, it IPOed right
before coronavirus. But, you know, things are
looking good in terms of what lies ahead for our
venture portfolio.

Next slide, please. Slide 32 highlights our
distressed portfolio. As a reminder, the focus

of this strategy is to take control positions in
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1 companies and fix them. So whether that®"s bu??%ée
2 companies out of bankruptcy or buying them from a
3 distressed seller, many of our distressed and
4 turnaround firms create value through operational
5 improvement, balance sheet restructurings or
6 both. And as you might expect, the portfolio is
7 currently weighted toward sectors that are
8 challenged, those sectors like industrial and
9 consumer retail.

10 Next slide. In terms of performance, our

11  distressed/turnaround portfolio continues to

12 outperform the benchmark on a one, three, five

13 and ten year basis. It"s also outperformed the
14 public market equivalent by more than 1100 basis
15 points. Our funds in this strategy could be very
16 active in the next 6 to 12 months, maybe even 18
17  months, as coronavirus disruption leads to a wave
18 of bankruptcies and restructurings.

19 And we actually heard recently that the

20 number of global corporate defaults in 2020 has
21 already surpassed all corporate defaults in 2019.
22 So if that"s any indication of what lies ahead,
23 our distressed and turnaround portfolio should be
24 pretty active going forward.

25 Next slide. The last sub-strategy I1°d

www . phippsreporting.com
(888)811-3408




June 30, 2020
Page 77

1 highlight is our secondary portfolio, which is on
2 page 34. It"s concentrated in two large
3 relationships. And while this part of the market
4 has been pretty competitive over the last few
5 years, we"ve leveraged our relationship with
6 Lexington to coinvest alongside them in numerous
7 secondary transactions, which has allowed us to
8 tactically increase our exposure to high quality
9 private equity funds at attractive prices, which
10 we think is going to hold up really well in the
11 current environment where we"ve seen more
12  volatility and some lower quality portfolios have
13 issues.
14 Next slide, please. And then in terms of
15 our performance, our secondary portfolio has
16 performed in line with the benchmark on a five
17 and ten year basis. It"s also outperformed the
18 public market equivalent by 680 basis points.
19 Now, you"ll see here the one and three year
20 returns are lagging the benchmark. And this is
21 driven by some underperforming older funds that
22 should hopefully roll off over the next few
23 years. And then there®s also a bit of a
24 reporting lag. Our two relationships have very
25 large portfolios. | spoke with both of them, and
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they both had a material uplift in Q4. But

because of the lag, some of that didn"t get
captured in these numbers. And both of them, 1
believe, are reporting one year returns of around
13 percent. So, yeah, 1 think we"ll see that one
year number pick up.

But, you know, this is something we"ll
continue to monitor to make sure this isn"t a
long-term trend. In addition, as John mentioned
earlier, our secondary funds may be active over
the next 6 to 12 months, if we see limited
partners have liquidity issues and a need to
sell.

And so with that, 1"m happy to answer any
questions. And if not, I"1l turn it over to
Sheila Ryan with Cambridge Associates.

MS. CANIDA: Chairman, this is Tere Canida.
Wes, have you seen, you know, since COVID, that
industry purchase models have compressed, or
given the volatility, is it too early to tell?

MR. BRADLE: Are you talking about in terms
of secondaries?

MS. CANIDA: Yes.

MR. BRADLE: 1 mean, yeah. 1 mean, across

really the portfolio, processes basically, as of
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March, maybe end of April, there are a few things

that closed, but then everything just basically
got delayed. And so the only people who were
selling in April, May and June, you know, were
people who are distressed. And I think we saw a
little bit of distressed, but then once public
markets rebounded, that took a lot of pressure
off of people.

So, you know, we"ll see longer term. You
know, there may be -- we"ll see what happens with
the health care systems, endowments of health
care systems, if they have issues. Middle
Eastern investors who have a lot of exposure to
oil, they may have some liquidity issues and need
to sell. But we haven"t seen a lot of pickup
lately, but we"re hopeful that we may see
something in the next -- like 1 said, maybe the
next 6 to 12 months. John, I don"t know if
there®s anything else you"d add.

MR. BRADLEY: No. 1 think you said it
perfectly. | think on the buy side, when we talk
to our funds, there®s really this sense of
waiting for 6/30 valuations to come out to really
get a good sense of, you know, where these

portfolios should be priced for an appropriate
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1 return. So we would think it will pick up inmgﬁgo
2 next six to nine months, but it will be fairly
3 slow and low volume until then.

4 MS. CANIDA: Thank you.

5 MR. OLMSTEAD: Wes and John, Vinny Olmstead
6 here. Two quick questions. And thank you, Tere,
7  for that question. You probably don®"t have the
8 answer ubiquitously but more anecdotally. Are

9 your funds seeing any change in valuation and are
10 they seeing any impact on the ability to lever?
11 Those two trends were getting -- again, they
12 seem to be hot. Valuations seem to be getting
13 pretty frothy out there. Leverage seems to be
14 heading up to six and seven. | didn"t know if
15 you see any changes in your investments or

16 anecdotally from some of the companies that

17 you"re working with.

18 MR. BRADLEY: On the valuation front, 1-°d
19 say not yet, or at least, you know -- or on the
20 GP side, you know, we think GPs have said, hey,
21 valuations are getting cooled down. Obviously
22  there"s a lot of uncertainty in the market.

23 There®s a lot of uncertainty as to what revenue
24  and EBITDA might look like in these companies

25 going forward. On the seller side, you get that
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normal situation where the seller®s expectations

really haven"t adjusted yet, and so there"s still
a pretty sizable bid-ask spread in the valuation
side.

On the financing side, you know, things are
getting financed. Banks are still out there.
They"re putting leverage and giving loans to
these companies. What we"ve heard anecdotally,
though, is, you know, if it was -- you could
lever seven to five times, you know, at the
beginning of this year. That"s probably pulled
back two turns. So that"s probably a five to
four times leverage.

And then covenants, you know, off of really
what were zero covenants, covenants have started
to come back in. But what we"ve heard is that
the financing market still remains open and it"s
still attractive for deals that can get done.

MR. BRADLE: And, Vinny, if you remember
that earlier slide of recent activity you saw, a
lot of our firms, you couldn®t get -- you
couldn®t get leverage in April and May, so they
went in the public markets and did a lot of
really interesting things, which in hindsight it

looks like we"re going to have great returns
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1 there.
2 But now public markets have rebounded, and
3 so there"s a question of, you know, you can get
4 some leverage but, you know, not what you"re used
5 to. And so we haven"t seen a ton of activity, I
6 would say, in the last month.
7 And 1 think now, to John®s point, banks are
8 starting to reopen, and it seems like there"s
9 going to be more to do but, you know, does anyone
10 want to sell off of, you know, a low EBITDA
11  number which they think is going to come back in
12 the next six months.
13 So it may be a little bit like coming out of
14 the crisis In "09, where it takes three to six
15 months for the market to ramp back up in
16 activity. But I think we"ll see that happen
17 again eventually.
18 MR. OLMSTEAD: Thanks, Wes.
19 MR. GOETZ: Mr. Chairman, this is John
20 Goetz. Do we -- I know debt -- the leverage had
21 trended up over the years. Do we have a feel
22  where, if you look at this portfolio as a whole,
23 where the leverage is today?
24 MR. BRADLEY: Yes. Let me pull that up for
25 you. So we -- you know, and a few metrics there.
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Overall portfolio leverage within our portfolio

sits at 3.4x. So that"s a total debt to EBITDA

number. I we compare that, we"ve gone through

and we do this on a regular basis and compare it
to just different benchmarks.

IT we compare it to the Russell 3000, so
just the broader U.S. public market, that®"s about
50 percent higher. So the Russell 3000 sits at
about 2.2 when we did the analysis, versus the
Russell 2000, which is the small cap benchmark,
which is probably much more indicative of what
our portfolio looks like from a size perspective.
Our portfolio is actually 16 percent less
leveraged than the overall Russell 2000, which
sits at 4x.

We also -- it would be a good follow-on
question, but we stripped out financials from
that, as they tend to be the most highly levered
companies in the public markets, and we"re about
leveraged the same as the Russell 2000. And so I
think the difference there was a 9 percent
difference.

And so the portfolio, it"s higher levered,
as you would expect in a private equity

portfolio, but it"s not to the tune of two, three
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1 times levered. It"s about 56 percent leveraged,
2 if you looked at it against the Russell 3, and
3  then about the same as the Russell 2 if you
4 exclude financials from there.
5 MR. GOETZ: Thank you.
6 MR. KUCZWANSKI: Sheila, this is John
7  Kuczwanski. Could you turn on your webcam?
8 You®"re using a web-based service instead of the
9 app, and 1 can"t control that. Thank you.
10 MS. RYAN: Good. Does that work? Yeah.
11 Looks like we"re on.
12 MR. KUCZWANSKI: Thank you.
13 MS. RYAN: Okay. Looks like we"re on. Hold
14 on. Let me just get back here. |1 think 1
15 clicked a couple of slides by accident. It was
16 working a second ago. Hold on. Let me try it
17 again. If not, John, 1"m going to ask you to
18 move to slide 7 for me. Great, perfect.
19 Yeah, 1"m skipping over a few of the
20 performance slides because Wes really already
21 spoke to those, but I did want to focus on this
22  one because it"s a little bit different from some
23 of the information that was previously described.
24  And this is performance relative to the other
25 clients that we work with on their private
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1 investment portfolios.
2 And you can see the sample size there on the
3 bottom. So depending on the time period, it"s
4 between 400 and 500-plus portfolios that we"re
5 comparing the performance of the SBA"s PI
6 portfolio.
7 And you®"ll see, over three, five and ten
8 years, it"s top quartile performance relative to
9 our other clients. The one year number is
10 second, but it"s still probably pretty early for
11 that number, and we typically like to look at it
12 over longer periods of time. So | think the
13  three, five and ten year numbers are probably
14 better to look at anyway. So | just wanted to
15 mention that really great performance certainly
16 across a peer —-- you know, 500 peer portfolios.
17 John, could you move to slide or page 14 of
18 this deck? There you go. Great. Thanks. Now,
19 this is showing exposure over time within the
20 private portfolio. And the blue is buyouts, and
21 the green there in the middle is venture capital.
22 And what really jumped out at me is, when we look
23 at an institution of the size and scale of the
24  State Board, you know, it"s typically very
25 challenging to get meaningful venture capital
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exposure, because the funds are fairly small,

access is pretty constrained, but it"s sort of
impressive, the scale and ability to really grow
that venture capital exposure.

And as Wes alluded to earlier, that exposure
IS generating some very nice results, 22.5
percent net IRR for one year and 18.2 percent for
three years, outperforming the buyouts by
anywhere from, you know, 1 to 400 basis points.
So kudos to the team for really chipping away and
building out that venture exposure, which is not
easy to do.

I1"m then going to turn to slide 17. And
there®s a couple of slides here | wanted to talk
to about the current environment, and the reason
being is that there"s a lot going on, and the SBA
has about 7 billion in unfunded commitments right
now. So these are -- this is commitments that
have been made to a manager but the capital
hasn®t been called down yet.

And so the next couple of slides looks at
what is the environment for investing this
capital, given what"s going on with the
dislocation. So there"s a couple of slides here.

The First slide here is showing where we are over
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time, and so the blue line is showing the kind of

timeline, so to speak, of the global financial
crisis.

So there was a meaningful percentage change,
down to almost 30 percent over the first sort of
seven to eight quarters. And during the tech
bubble, it took -- it was more like a 12-quarter
period of time.

So on a relative basis, we are still kind of
early days. As John mentioned, the Q1 marks were
down about 9 to 10 percent. Q2 marks, it"s just
the end of Q2 right now, so we"re probably not
going to get those marks for six weeks or so.

And we would expect there to be a meaningful
decline based on the Q2 marks. But it"s still
early, and really time will tell. But that"s
okay .

So if we go to the next slide, | want to
ground folks here that the X axis -- we"re all
used to looking at an X axis grounded at a
zero percent IRR. This one is actually grounded
at a 20 percent IRR. So you need to sort of
visually make that adjustment in your mind.

And what we"re showing you here is private

equity returns over sort of different time
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1 periods. And you"ll see on the right the global
2  financial crisis in that sort of late "08,
3 "09 time period. The funds that -- the sort of
4  vintage year funds for those -- for the "08 and
5 "09 time periods performed extremely well,
6 exceeding 20 percent net IRR.
7 The same thing held true for the 2001
8 vintage funds, basically reaching the 20 percent
9 IRR. So the point being is that capital being
10 deployed at this point in the cycle historically
11 has generated attractive returns.
12 The next slide is more data to support that.
13  This is looking at multiple of invested capital
14  for buyouts and venture capital and then capital
15 loss ratios. So you"ll see in the orange, that"s
16 the recessionary periods. The multiples are
17 higher than in a pre-recessionary period, and the
18 capital loss ratios on the right are lower. So
19  just more data supporting that this is an
20 attractive time to be deploying capital.
21 And then the next slide is just talking
22  about how public markets performed relative to
23 private markets. You"ll see the S&P 500 there in
24 the orange and how, during the global financial
25 crisis, markets sold off there pretty steeply,
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and then comparing that to private equity and

venture capital, private equity experiencing a
meaningful downdraft but obviously not as much as
public markets, and then venture capital being
even that much less impacted because these are
younger, growing companies with not much EBITDA
or revenue to be impacted by.

Is there one more slide or is that -- 1
think that was it, right? Oh, yeah. There"s
Just additional slides here. This is
contributions and distributions during the global
financial crisis and other periods of time.
You"ll see there, John already mentioned about
contributions are way off.

So, anyway, those were just a few comments I

wanted to make. I1"I1 turn it back to Ash and
others. If there"s any questions, happy to
answer .

MR. OLMSTEAD: Hey, Ash and John, real
quick, Vinny Olmstead again. Has there been any
conversation or debate -- you know, this is a
pretty nice returning asset class for us -- of
putting more money in or accelerating more
investment into either new funds or your current

partnerships?
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1 MR. WILLIAMS: John, 1°11 give a high Iesgigo
2 on that one, and then you can come in. 1 would
3 say John has been very, very focused on
4 repositioning where the private equity book is,

5 and he"s been very selective about which GPs we
6 have re-upped with and which we have increased

7 scale with and which we have chosen not to re-up
8 with. And I think that activity, in and of

9 itself, has been very effective in improving the
10 value proposition for our private equity

11 investment book.

12 Beyond that, have we considered increasing
13  the allocation to private equity as some of our
14 peers have done, or in my mind, an even more

15 radical idea, have we thought about levering up
16 our existing private equity exposure or other

17 parts of our portfolio?

18 The answer to both of those for the time

19 being is no. And the reason is that our

20 aggregate risk assets are already relatively high
21 compared to those of our peers, and we"re in

22 process now of doing a very extensive review of
23 where we are actuarially on the fund and thinking
24  about ramifications of our funding ratio, recent
25 market performance, low interest rates,
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1 et cetera, on where we are going forward.
2 And what we don"t want to do is increase
3 risk in the portfolio in a way that we
4 potentially increase the downside risk of a
5 short-term downdraft in a market shock to the
6 portfolio and the related contribution shock that
7  that could generate. That"s kind of a big
8 picture on it. John, what did 1 miss?
9 MR. BRADLEY: No. 1 think you said it
10 perfectly. | guess the only other thing 1 would
11  add, Mr. Chairman, too, is that we are limited
12 statutorily in our allocation to alternative
13  assets, which would include both our private
14  equity asset class as well as our strategic
15 investment asset class.
16 So when we think of the allocation there, I
17  think the cap is 20 percent. We also have to
18 think through the strategic asset class, their
19 opportunities and their allocation as well.
20 MR. OLMSTEAD: And we look at your peer --
21 your peer group seems to be -- have a higher
22  exposure to that alternative bucket?
23 MR. BRADLEY: That would be correct, yeah.
24 I think there are a few of our larger peers that
25 are similar to where we are, but probably more
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than 50 percent are higher. | think it"s typical

to see allocations in the 10 to 12 percent
amongst our larger peers.

MR. COLLINS: Mr. Chairman, Peter Collins.
Do you think that there"s going to be an
opportunity like "08, "9 and "10 for secondaries,
or is this -- because this is more in venture,
then there"s just not going to be that need for
liquidity by a lot of limited partners and there
may not be as much opportunity? What®"s your

thought about the secondary side of it?

MR. BRADLEY: 1 think we think we will
see -- it will be a busy secondary market
environment. We think it"s going to -- it"s

going to take a bit, as we said. People will
want to see 6/30 financials. They"ll want to see
where these portfolios are marked.

And while we might not see the depths of
distress that we saw in 2008, 2009, I think since
then, LPs -- and we are one of them. Right?
We"ve sold over, 1 think, 4 or $5 billion worth
of assets over the last couple of years. LPs are
much more active repositioning their portfolio,
taking things to market.

And so what I think we will see is, as
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1 markets recover, people might step back and say,
2 am | positioned where 1 want to be? If not,
3 let"s go access the secondary market. | think
4 the more people that do that, the more supply
5 that"s out there, | think that pushes prices
6 down. And for people like us that might have
7 some dry powder there, that could possibly be a
8 good thing. And I think we do think that
9 opportunity will realize.
10 MR. BRADLE: Yeah. Peter, maybe what"s a
11 little different this time is that in "08, "09,
12 almost everyone had liquidity issues, from high
13 net worth, pensions, governmental funding, banks,
14 everyone, whereas this time around, you know, it
15 feels like there may be pockets of liquidity.
16 So if you have a bunch of energy exposure,
17 or again maybe if you had exposure to your
18 hospital system and you"re much more focused on
19  just making sure you manage COVID-19 and not
20 managing -- not managing, but you®re less focused
21 on making new investments, there may be some
22  things to do there. But it seems a little more
23 idiosyncratic this time than it did in "08 and
24 "09.
25 MR. COLLINS: Thanks.
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MR. OLMSTEAD: Okay. Great. Thanks to both

of you for that presentation and for the great

results. It will be interesting to see how the
second quarter bears out, but super job there.

Appreciate that.

I think the next subject is defined
contribution. Unless you have any other comments
before that, Ash, we can move over to Daniel.

MR. WILLIAMS: No. 1"m fine. Go on to
Mr. Beard. Thank you.

MR. BEARD: Thank you. Can everybody hear

me?

MR. WILLIAMS: Yes, sir.

MR. BEARD: Okay. Thank you. John, if you
could go to our first slide, please. It"s not

letting me move the slides. Thank you. A bit
too far. Okay. Good afternoon, everybody. So
today we"re going to do a little deeper dive into
the Florida Retirement System investment plan.
We" Il give you a little more detail, a little
more data, a little more information on our
service providers.

Along with me presenting today will be Mini
Watson, she®s our director of administration, and

Walter Kelleher, who is our director of
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educational services.

So the Florida Retirement System is made up
of two plans, the pension plan and the investment
plan. The pension plan is a traditional defined
benefit plan. That plan has been around since
1970. And then in 2000, the legislature passed a
law and created the defined contribution plan, or
what we call the FRS investment plan. The first
members enrolled in the investment plan in July
of 2002.

You see there our assets were 10 billion.
That was as of March 31. However, as of
yesterday"s market close, we were at
10.6 billion. That does not include the
self-directed brokerage account. If you add that
in, then we would actually be slightly or about
even with where we were last fiscal year, which
was 11.2 billion.

We go to our next slide. So all new
employees, all new hires in the Florida
Retirement System, they have to choose between
the pension plan and the investment plan. They
have approximately the last business day after --
they have eight months after their hire month to

make their choice.

www . phippsreporting.com
(888)811-3408

June 30, 2020
Page 96
1 If they don"t make a choice by the end of
2 that period, they will default into the
3 investment plan, and that counts as one of their
4 choices. All employees have two choices, one
5 they have to use when they"re first hired and
6 then a second one that they can use any time
7 during their working career.
8 The only employees or new hires that do not
9 default into the investment plan would be those
10 who we consider our first responders. We call
11 them special risk. That"s your firefighters,
12 policemen, correctional officers. They all, if
13  they don"t make an active choice, they will
14  default into the pension plan.
15 The Division of Retirement, which is part of
16 the Department of Management Services, they“re
17 responsible for the day-to-day administration of
18 the pension plan. The State Board of
19 Administration is responsible for the day-to-day
20 administration of the investment plan. And
21 that"s all major components, such as
22 record-keeping, custodian services, et cetera.
23 We go to our next slide, governance of the
24 investment plan. So, again, the legislature
25 passed a law in 2000 which mandated the
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establishment of a defined contribution plan. It

also stated that the State Board of
Administration, the trustees, would be the
responsible governing entity of that plan.

John, if you could go to the next slide for
me, please. Thank you. The executive director
and chief investment officer, he was -- he or
she, in this case it"s he, Ash -- was delegated
authority by the trustees to oversee the
implementation and ongoing oversight of the
investment plan. And then the deputy executive
director and the deputy chief investment officer,
they provide guidance and input on investment
plan activities.

Next slide, please. The chief of defined
contribution programs, that"s my role, is
delegated authority by the executive director and
CIO to oversee administrative duties and the
overall contract management of all the service
providers. And then the Investment Advisory
Council, which is this governing body, you have a
role as well, and that role is defined by
statutes, as you see there.

The next slide provides the organizational

chart. As you can see, | report directly to Ash.
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1 I also have four direct reports to me. Mini
2 Watson, who 1 already mentioned. There®"s Allison
3 Olson, who is our director of policy, risk
4 management and compliance. There®"s Stephen Tabb,
5 who is our director of investment management, so
6 he oversees all the interaction with our
7 investment managers. And then Walter Kelleher,
8 who I mentioned, as our director of educational
9 services.
10 We also have two other employees, Cindy
11 Morea. Cindy Morea is our fiscal analyst. She
12 ensures that all our bills are paid on time, and
13  then she tracks our spending compared to our
14 budget. And then Ruthie Bianco, she assists
15 Allison with the complaints and compliance.
16 On the next slide, the Florida Retirement
17  System, there are approximately about 980
18 participating employers in the Florida Retirement
19 System. As of -- you see the membership as of
20 March 31. However, as of May 31, we have
21 approximately 239,000 members who are in the
22 investment plan. That includes 170,000 which are
23 active. And then in the pension plan there®s
24  currently 484,000 active members as of May 31st.
25 Next 111 turn it over to Mini Watson, and
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she®s going to go through some of the plan

administration. Mini, we can"t hear you. John,
if you can put up Mini"s slides, 111 go through
them until she can join in.

MR. COLLINS: She looks like she"s intently
trying something.

MR. BEARD: 1"11 go ahead and -- Mini, are
you there yet?

MR. KUCZWANSKI: Give me a moment. 1 had an
issue with PowerPoint shutting down. I*m pulling
it right back up.

MR. BEARD: Okay. Thank you.

MS. WATSON: Can you hear me?

MR. BEARD: Yes, we can hear you now.

MS. WATSON: AIll right. John, are you
ready?

MR. KUCZWANSKI: I am ready. Do you have
control of 1t? |If not, just let me know and 1
will help you along.

MS. WATSON: 1 don*t think it"s letting me
move it, so if you"ll just move to -- yeah. So,
again, my name is Mini Watson, and 1"m the
director of administration over the defined
contribution program. We"re just going to go

over a little bit of the administration part of
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1 the investment plan.
2 This is a snapshot of the investment plan as
3 of March 31st. As Dan stated, our assets are
4 around currently 11.2. Here it shows, as of
5 March 31st, distributions of 13.9. Actually, as
6 of today, it"s 14.1 billion. Our member count as
7 of today is 238,815, and then to update, the
8 number for retirees is 149,406.
9 If you"ll go to the next slide, our major
10 providers under the investment plan would be
11 Alight Solutions, and they are our record keeper
12 and our choice provider, and they also oversee
13  the self-directed brokerage account. We have BNY
14 Mellon, which is the investment plan custodian,
15 and they oversee the benefit disbursements and
16 then the custody over separate accounts.
17 And then as Dan mentioned, we have the
18 Division of Retirement. They are the pension
19 plan administrators. They also are the record
20 keeper of the retirement payroll reporting, the
21 health insurance subsidy program, and then they
22  oversee the disability and in-line-of-duty death
23 benefits for the investment plan members.
24 So the next slide just shows a little bit
25 about choice. Dan mentioned before that the
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default is currently the investment plan. It
rolled out in -- as the default, it changed in

2018. These statistics are through March. Just
to bring it up to speed, as of today, the current
default rate would be pension plan default at

6 percent, active pension plan elections,

26 percent. Active investment plan elections,
meaning a member must make an election, is

17 percent, and then the default rate to the
investment plan is at 50 percent.

So on the next slide is our plan growth. It
has grown over the years. And currently, as we
mentioned, we have right at 239,000 members. One
of the reasons for the growth is the current
default being the investment plan.

Then, as we mentioned, for the
administrative providers, Alight Solutions is the
record keeper. They process and they post the
contributions to the investment plan members”
accounts. Here are some stats about what they
provide, personalized communications and
telephone calls. To bring up the telephone
calls, as of today, we have had just over 85,000
telephone calls received at Alight Solutions.

BNY Mellon distributes the checks and the
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1 disbursements, and they currently have our assets
2 under management, which was 11.2 billion.
3 We do have a process by law. The statutes
4 allow members to submit complaints if they were
5 to have a complaint for a vendor or provider.
6 Most of the time the complaints are complaints
7 about the law. So a lot of times there are
8 things that the law just does not allow. This is
9 a recap of the reasons that members may file
10 complaints and the amounts that we"ve had to
11 date. And I"m going to pass it over to Walter.
12 MR. KELLEHER: Thank you, Mini. My name is
13  Walter Kelleher. 1"m the director of educational
14 services at the State Board. | oversee the
15 financial guidance program, some of the vendors
16 that we have under contract. And those vendors
17 include Ernst & Young, EY. So they®re the
18 financial planners for the program. So any FRS
19 member in the pension plan or the investment plan
20 can call in and ask any financial question that
21 they have. They can also do planning for
22 retirement, et cetera.
23 We also have a contract with GuidedChoice.
24  They provide an online personal adviser service
25 for members, can assist investment plan members
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1 in choosing the products, the investment
2 products, can also assist pension plan members on
3 how to allocate money on outside investments, for
4 example, a deferred comp plan or if they have an
5 IRA, et cetera.
6 We also have a contract with Alight
7 Communications to provide printing. They also
8 conduct focus groups for us. They also do an
9 online tool that we have to assist members making
10 a First and second election. We also have a
11  contract with MetLife, and they provide annuities
12 for investment plan members. They offer fixed
13 annuities and deferred lifetime annuities.
14 Next slide, please. So the financial
15 guidance program is the overarching education
16 program for MyFRS, and that includes telephone
17  that"s available to members, MyFRS.com, print,
18 videos, workshops, webcasts.
19 Next slide, please. This is a sample of
20 some chats that we®"ve had. So, for example, last
21 year EY fielded over 300,000 calls. We did 531
22  workshops all over the state, from Pensacola to
23 Key West. The attendance at the financial
24  workshops were around 23,000. Websites get hit
25 tremendously, 2.7 million hits last year. And
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then website chats, which is a feature that we"ve

been rolling out pretty strongly, that"s gone up.
You can see the numbers have gone up way, way --
really large on that. So they"re up 63 percent
from the previous year.

Another thing that we"ve done, as |
mentioned, MetLife provides -- if you could go
back to that slide one second. Thank you. Down
in the bottom box, we talked about the annuities
that were purchased. The last 12 months, 19
annuities purchased, 4.3 million. Since
inception, we"ve had 143 annuities purchased for
19.2 million.

Next slide, please. Some highlights that
we"ve done. We"ve initiated surveys of
active/default electors; why are they making the
election, why are they defaulting. And we"ve
also started an annual survey of participating
employers; what are we doing right, what can we
improve.

Another thing that we"ve done is we"ve added
LexisNexis security to MyFRS.com to tighten up
the security on the site. We"ve also got under
contract Experian to provide breach response

services to the SBA, including obviously the FRS
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data. We also are going to be starting July

1st an FRS seminar, which is kind of a joint
workshop that will be available from the Division
of Retirement and the State Board of
Administration.

And next we will have Dan come up to provide
an overview of the investment plan fund options.

MR. BEARD: Thank you, Walter. So if we go
to the next slide, what this slide is, is these
are our current funds. [I"m really not going to
touch on it because, as some of you may remember,
back in March, Aon did a review of their
structure review, and when they did that, they
highlighted some of the changes they had
recommended to our fund. So what you see here on
this slide is really just funds as of today. But
as of July 1, this all changes.

We go to the next slide. This slide is what
the funds will be at as of July 1. So we"ll go
from 11 white label funds down to 9. And we®"ll
go from 11 target date funds down to 10. And we
have the fees that are listed there.

IT you compare this to the previous slide,
you will notice that some of the fees do go down,

either -- you know, mainly due to the
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1 restructuring of some of the managers Withinpﬂﬁel06
2  funds, and there were a few of them that we also
3  had some fee reductions. So this will be the new
4 fund lineup starting July 1.

5 We go to the next slide. This is our makeup
6 of our assets under management by asset class.

7 Again, this is as of March 31. More than

8 likely -- actually, those percentages are

9 probably very close to what they would be today.
10 Again, close to -- almost half our assets are in
11  the retirement date fund. Again, that"s because
12 that is the default fund for the investment plan.
13 And then the rest are spread out among the

14 different asset classes.

15 We go to the next slide. Again, what this
16 shows -- and 1"m not going to really go into a

17 lot of detail because, again, this is changing as
18 of July 1. But this is the current makeup of our
19 funds. So all our funds, except for maybe two of
20  them or three of them, are multi-manager funds.
21 So this is the makeup of three of the funds on

22  this slide.

23 And then if we go to the next slide, we have
24  the makeup of the current FRS large cap stock

25 fund and the small-mid cap stock fund. I will
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1 point out that those two funds are actually being
2 merged together -- that was one of Aon"s
3 recommendations -- into an FRS U.S. stock fund.
4 So those managers all will be merged into one.
5 Then the next slide is just breaking out
6 where the money is within the retirement date
7 funds. So you can see which one has most of the
8 assets. And then the next slide that you see is
9 all our retirement date funds or custom target
10 date funds. They"re made up of our underlying
11  managers. So every year we do what we call -- we
12 have Aon go in, look at our target date funds,
13 determine if we need to change any of the
14 allocations. And what you see here is, based on
15 their recommendations, the allocations that will
16 be effective July 1. So some slight changes.
17 Also, we removed one of the managers out of
18 the target date funds and replaced them. That
19 would be we removed American Beacon and replaced
20 them with T. Rowe Price. And then I think we
21 added one other manager in there. All that was
22 based on feedback we got back from Aon, just to
23 make the target date funds more -- better returns
24  for our membership.
25 We go to our next slide. The next slide is
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our asset class performance. What 1°11 just

point out here, this is as of March 31. If you
look at fiscal year to date, it was minus

10.27 percent. As of market close last night, we
were in the positive 1.86 percent. So it really
was helped by April and then by part of May,
turned that negative into a positive.

And then the next slide, these are
initiatives for the next coming fiscal year.
1*ve touched on some of them as far as the
investment option. We"re going to roll down our
RDF, retirement date fund glide path allocations.
That is effective July 1, 2020.

The other thing we®re going to do with the
retirement date funds is, the 2015 retirement
date fund is going to be rolled into the
retirement fund. The allocation for both of
those funds would be exactly the same, so we"re
rolling that down.

The other thing we®re going to do -- and
we"ve already started that actually as of market
close tonight and then into tomorrow and market
close tomorrow -- is we"re going to implement Aon
Investment®s investment plan structure review.

So we"ll also start that.
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One thing I will point out is, one of the

things Aon asked is that we explore looking at
offering a stable value fund instead of a money
market fund. So we"ll take the next fiscal year.
We"ll look at that, and we"ll make a decision on
whether a stable value fund meets our needs and
we can Fit it into the investment plan and that
we"re comfortable with it and whether we should
replace the money market fund.

Some plan administration initiatives. We"re
going to continue to enhance the security. We"re
going to start collecting mobile phone numbers,
introduce multi-factor authentication. We"re
also going to roll out our updated education
materials. One of the things we are changing
starting July 1 is the hours for the MyFRS
financial guidance line. That"s the toll-free
number that all FRS members can call into. As of
today, that line is available from 9:00 a.m. to
8:00 p.m. So we"re going to, starting tomorrow,
change those hours to 8:00 a.m. to 6:00 p.m.

A couple of reasons we made those changes.
One is that it aligns with the Division of
Retirement®s call center, which starts taking

calls at 8:00 a.m. The other thing is, about a
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1 year or so ago, we asked Alight and we asked EY
2 to track calls they received after 5:00 p.m.,
3  between the 5:00 p.m. and 8:00 p.m. hour. And
4  what we found was that they got very little
5 calls, probably about 3 percent, 4 percent calls
6 during those hours.
7 So we took two hours away from the
8 afternoon. We added an hour to the early
9 morning. One of the things it does do for us is
10 it actually factors in some cost savings, some
11  significant cost savings for us, by just
12 adjusting those hours.
13 Then the other thing we"re going to
14 implement is enhanced member service. We"re
15 going to start showing the estimated monthly
16 income that a member®"s balance would generate on
17  their quarterly statements. And also, when
18 someone requests an online distribution, we"re
19 going to also provide some text around what it
20 would be if they decided to annuitize a part of
21  that.
22 And then the last thing we"re going to do is
23 we"re going to continue to enhance our online
24 presence with our enrollment forms. Currently we
25 have online and paper. So we want to go more to
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1 an online presence, making it easier for the
2 members to fill those forms out online and submit
3  them right online. Less paper that the
4 investment plan administrator has to handle.
5 Also it"s less paper that they have to handle on
6 their end.
7 Next slide, please. So that concludes our
8 presentation. We welcome any questions you may
9 have.
10 MR. COLLINS: I don"t have any questions,
11  Mr. Chairman. 1 just want to commend Daniel and
12 the team. They do a phenomenal job, you know,
13 with not a lot of resources, and it"s a heck of a
14  service to the employees of the State, and you
15 guys are doing a great job.
16 MR. BEARD: Thank you.
17 MR. OLMSTEAD: I°I1l recognize, yeah, just
18 the number of phone calls and interactions is
19 impressive, so --
20 MR. COLLINS: Unbelievable.
21 MR. OLMSTEAD: It really is. So we have 1
22  think Aon. Is Aon up? | guess are Kristen and
23 Katie back on?
24 MS. DOYLE: Yes, we"re here.
25 MR. OLMSTEAD: Good. Thanks again, Daniel.
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MS. DOYLE: Okay. Thank you. So we just

have a couple of things to cover on the
investment plan. As Dan mentioned, typically on
an annual basis we do a little bit of a deeper
dive of the FRS investment plan than we do at the
other quarterly meetings, where we simply just
provide an overview of top line performance, and
we usually do that at the June meeting.

So because we did the deep dive structural
review at the end of 2019, early 2020, and we
provided some of those -- some of that analysis
at the March meeting, we thought let"s not repeat
what we talked about in March, but instead, while
we focused on in March the analysis of the core
lineup and the recommendations that we had for
the SBA in that particular part of the investment
program, we thought we would spend a little bit
of time on a few additional items of interest,
including target date funds and the self
brokerage window, two very important components
of the FRS investment plan.

So before we dive into those two particular
components, 1 did want to start with the slide
that John has up here on the screen. We always

want to start with this slide, and many of you

www . phippsreporting.com
(888)811-3408




June 30, 2020
page 113

1 that have been around have seen it before. This
2 is really just a reminder of what"s most
3 important when structuring a defined contribution
4 plan. This is really the foundation of its
5 success and is definitely relevant to what Katie
6 will discuss in a few minutes around target date
7  funds and self brokerage.
8 So obviously, because you have individual
9 participants making individual investment
10 decisions, streamlining the program by using the
11 tools like target date funds, like low passive
12 options, like white label funds, these are ways
13  that you can keep some of the governance in
14 place, especially with like white label and
15 target date funds, right, where you"re taking
16 some of the decision-making away from
17 participants that just don"t necessarily have the
18 knowledge or the ability to make the right
19 decisions around asset allocations or individual
20 managers, and you have the SBA making those
21 decisions on behalf of participants, and then
22 you"re giving them a range of tiered options that
23 then allows them to pick whether they just want
24  you to do it for them, whether they want a low
25 cost option or whether they want to pick across
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different asset categories.

And structuring the program in this way
leads to what you can see, which is what"s most
important, which is facilitating smart decisions
on behalf of participants, and that, as we all
know and we see data on it, have a real impact on
participants® performance over time.

So if you can go to the next slide, please.
I"m not sure if it"s moving forward, but
basically the next slide just -- here we go,
okay -- is just summarizing some of the
conclusions that we made during the last meeting.

So, again, 1"m not going to go over these
necessarily in a lot of detail. But just as a
reminder, 1 mean, our overall observations have
been pretty consistent over the last couple of
years, where we"ve done a deeper dive into the
program, which is that the core lineup is
streamlined. You have diversified asset classes
available to your participants. You have both
active and passive, and you span the risk-return
spectrum.

So participants have an ability, if they
want, to take more risk or to take less risk,

depending on their circumstances and their
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1 overall risk tolerance. You definitely -- the
2 program definitely covers relevant asset classes
3 and investment options.
4 Another thing that | wanted to point out,
5 again, around being streamlined is, just because
6 you'"re streamlined and have a low cost structure
7 doesn"t mean you can"t be sophisticated. So the
8 sophistication comes in the white label funds, as
9 well as the custom target date funds that you
10 offer participants.
11 And then we did have a couple of
12 recommendations that Dan had already summarized,
13 so I won"t re-summarize those. But they were
14 relative to combining some of the funds in the
15 core lineup. And then if you go to the next
16 slide, please, John, this just gives a view of
17  sort of the tiered approach that I had mentioned,
18 what we"re going to focus on today, which is what
19 we call Tier 1 and Tier 4.
20 And we really take an objective-based
21 approach to thinking about the different types of
22  fund options that are available in the program,
23 and you can see that on the bottom left. And
24  basically the conclusion is that across the
25 program, the SBA is offering options that meet
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all of the key objectives that we would want a

participant to have access to. And that is
clearly articulated there. So again -- and we
went through that in detail in March.

So with that high-level overview, if anyone
has any questions in general about the overall
structure of the program, happy to answer those
questions, but we did want to spend some time
talking about target date funds, trends in that
space, how the SBA compares, and then also
similarly with the self-directed brokerage
window.

It sounds like maybe there aren®t any
questions, but, again, interrupt us as we go
along. Katie, I1"m going to kick it over to you.

MS. COMSTOCK: Great. Thanks, Kristen. So
I1"m going to start with the target date funds.
I"m on slide 9. 1"m trying to get there. As you
all know, the target date funds in the FRS
investment plan are the default option. And this
is our preferred approach as well as a best
practice within the industry.

And the reason for that is that these are
professionally managed portfolios. The asset

allocation, the risk level and the implementation
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of the target date funds are managed by

professionals and are specific to the
age-appropriate fund. And this is largely a "set
it and forget it" type strategy, and that"s the
most appropriate approach for the average
participant in a defined contribution plan.

And 1 think we finally landed on the page
that 1 wanted to speak to. It looks like the
chart got a little bit disoriented, but the key
message here is that target date funds have
become an extremely important tier or asset
class, if you want to call them that.

The growth in asset class -- the growth in
assets invested iIn target date funds has been
exponential over the past ten-plus years. In
2008 roughly 7 percent of assets were invested.
In 2020 we"re looking at an average of 42 percent
of plan assets, and roughly 85 percent of survey
participants have exposure to a target date fund.

Now, that®"s a lagging indicator of where the
suite of options are. A leading indicator is
where plan contributions are going. And you may
not be able to see it here, but in 2008 roughly
13 percent of plan contributions were going into

target date funds, and now that"s jumped up to
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1 63 percent. So not only are we seeing a
2 significant level of assets and participants
3 invested now, but we expect that trend to
4  continue.
5 The other thing 1 want to mention is that
6 participants are more and more using the target
7 date funds appropriately. Historically more so
8 we saw participants having exposure to two or
9 more target date funds, which somewhat defeats
10 the purpose and the goal of what they"re intended
11 for. And now the chart on the right shows that
12 more participants have exposure to only one
13  target date fund, which is the intended use for
14  these. So all in all, a very important tier to
15  focus on, which the SBA has done.
16 And if you flip ahead to page 10, here we"re
17 going to highlight the differences in the
18 benefits of an off-the-shelf offering and a
19 custom target date, which is a target date fund
20 suite of products, which is what the SBA does.
21  And on the left-hand column here are the key
22  factors that we look at when evaluating both
23 off-the-shelf and custom target date funds.
24 Just to quickly touch on these, glide path
25 refers to the level of risk and how that risk and
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asset allocation changes as participants near

retirement. Asset class diversification refers
to the types of asset classes and the allocation
across the suite. Implementation refers to the
types and the numbers of strategies, including
the allocation between active and passive.
Manager selection is just finding the appropriate
managers to manage the assets for the various
strategies. And then the fees, making sure that
what is being paid is appropriate for what is
being delivered.

And, broadly, what a custom target date fund
suite allows the SBA to do is to field the best
practices across these factors and give the SBA
control to customize the various aspects of a
target date suite to the plan demographics and to
your participants® needs.

And so lastly what | want to do is highlight
how the SBA has done this across the custom
target date fund suite. And I°Il point out a few
things there where 1 think that Florida SBA has
truly taken advantage of being able to offer a
custom solution.

One is asset class diversification. Here

the SBA uses a significant amount of diversifying
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2 the most recent allocations that were made were
3 to private real estate within the custom target
4 date funds. That"s not something that we see in
5 off-the-shelf offerings. And this offers a
6 diversified source of return, a level of income
7 and a true benefit to the participants.

8 The other thing -- 1711 just pause. I™m

9 also trying to get to the next page. | don"t

10 know, John, if you want to flip me there. But

11  the other aspect that 1 think that the SBA has

12 benefited from is manager selection. Thank you.
13 Florida SBA has an open architecture

14  approach, which means that managers included in
15 the target date funds can come from anywhere, can
16 truly be best in class and are not limited to a
17  certain service provider or a management company.
18 And that®"s a benefit, as well, obviously, to

19 participants. And then lastly and not any less
20 important are the fees. SBA is able to use its
21 scale to drive fees lower for participants across
22  the suite of offerings.

23 And so, you know, this is a very important
24  asset class. The Florida SBA has about

25 45 percent of the assets in the plan invested in
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the suite of custom target date funds. That"s

about $4.5 billion. And ending -- and this is at
the end of the first quarter. And we expect this
trend to continue. And so the focus and the
diligence on these custom solutions that are
continuously reviewed are a true benefit to the
participants in the plan.

MR. PETER JONES: Mr. Chairman, may | ask a
question, please? This is Peter Jones. 1"m just
curious. On the glide path, how do you determine
what is the appropriate glide path for the -- for
this plan?

MS. COMSTOCK: There are a host of factors
that go into determining the glide path, and it
looks at various characteristics of your
participant base, comfort of risk level as well
as access to various asset allocations. And 1
believe this is reviewed on an annual basis to
determine what is appropriate for your specific
participant base.

MR. PETER JONES: So does the glide path go
to retirement or through retirement? |I°m just
curious. Or does it vary by date?

MS. DOYLE: Can"t hear you, Katie.

MS. COMSTOCK: Actually, I don"t have that.
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2 MR. BEARD: 1 believe it goes to retirement,
3 up to retirement. And it does vary by date,

4 because we do have -- as, again, the glide path

5 shifts over time. We do have a retirement fund,

6 FRS retirement fund, which is supposed to be set
7 up for people who have retired. But up until

8 that point, it"s just -- it just shifts every

9 year based on as the age shifts.

10 MR. PETER JONES: Okay. Thank you very

11 much .

12 MS. COMSTOCK: I will move on to the

13 brokerage window, if there are no other questions
14  on the custom target date funds. So this is

15 another level of sophistication and essentially a
16 plan enhancement, as we view it. But a

17 self-directed brokerage window, taking a step

18 back, is essentially a separate brokerage account
19 that is offered through the investment plan. And
20 it allows greater investment flexibility for

21 those who want it, to either express views not

22 available within the core lineup.

23 The fees associated with a brokerage window
24  are borne only by the participants that decide to
25 use it. There is separate reporting, and there
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1 is a host of communication on the appropriateness
2 for participants, on who -- on I guess the risks
3 and the benefits of using the brokerage window
4  when participants go to evaluate 1t. We do view
5 this as supplemental and can be beneficial to
6 investment plans, as it does provide additional
7  flexibility for those who want it.
8 On the next page we do look at some of the
9 advantages and the considerations when evaluating
10 whether a self-directed brokerage window is
11  appropriate. And largely the reasons to offer
12 are some of the things that | just mentioned, is
13  that it provides additional choice, more
14  flexibility to investments. But It does so
15 without overly burdening other participants.
16 It has to be elected, and there®s no extra
17 burden in terms of fees on other participants who
18 may not be interested or may not have the
19 investment savviness. And so generally,
20 providing this additional flexibility can
21 increase participant satisfaction with the
22 investment plan.
23 Now, there are obviously some considerations
24 in offering this. And they largely fall under
25 the camp of losing some of the ability to guide
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or to help participants with their retirement

portfolios. Once participants are in the
self-directed brokerage window, the SBA loses the
oversight, and so they may be susceptible to
creating portfolios that have an inappropriate
risk level or an unintended risk level for the
average participant.

There®"s also typically higher fees to get
in, transaction costs and investment management
fees, and that"s also a consideration when
thinking about offering a brokerage window.

Now, some of these risks or these
considerations can be mitigated and are, and that
largely comes through communications not only on
the risks and what the brokerage window is
intended for, but also communicating on how
the -- how beneficial the core lineup and what
the core lineup offers, including the target date
funds. And the streamlined structure that the
SBA offers is a way to mitigate some participants
unintentionally allocating when they should not
be into the self-directed brokerage window.

Now, this has also been a growing area. It
somewhat has plateaued. We see roughly about

40 percent of plans offering a brokerage window.
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This increased but, as | mentioned, somewhat has

plateaued around this area. The Florida SBA
opened up the brokerage account in 2014, and at
the end of the first quarter, there was about
$665 million invested, which is about 6.7 percent
of the plan®s assets. And if you look at the
chart on the right, you can see that"s a little
bit higher -- at the higher end of what we
typically see. So it is being utilized by your
plan, by your plan participants.

And so just I guess broadly, we do think
that this iIs a -- can be an attractive offering.
It can increase participant satisfaction, and it
just needs to be monitored and communicated
appropriately to ensure that participants or to
help participants use it in the best manner.

Are there any questions on the self-directed
brokerage window? Maybe just add what you heard
Kristen say and we also reiterated this at the
last meeting, that overall the plan®s structure
continues to be in line with best practices and
offering a best-in-class investment plan to the
participants.

MS. DOYLE: Yeah, and, you know -- oh,

sorry, Peter. Go ahead.

www . phippsreporting.com
(888)811-3408

June 30, 2020
Page 126
1 MR. COLLINS: Yeah. On the self-directed
2 brokerage window, do we keep stats on how these
3 portfolios are performing, or do we just not
4 really care if they"re being self-directed?
5 MR. BEARD: Yes. This is Dan. So we don"t
6 keep track on the performance of the
7 self-directed brokerage account, because this
8 really is -- what we try to tell members is it"s
9 for a sophisticated investor. That"s not always
10 the case, because we have run across cases where
11  they"ve been talked into going into the
12 self-directed brokerage account. But we don"t
13  track that. Again, we do put out lots of
14 literature saying things they should be careful
15 about, but we don"t track their portfolio.
16 MR. COLLINS: Okay. Sorry, Kristen.
17 MS. DOYLE: Oh, no, that"s okay. 1 wanted
18 to circle back on the other Peter®s question
19 earlier around the custom glide paths. And Katie
20 mentioned different risk tolerances. So the
21 off-the-shelf target date funds consider sort of
22 averages across a large defined contribution
23 population.
24 And so when you customize a target date
25 fund, what you do instead is you look at your --
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obviously your demographic, your population.

Specifically you look at lifetimes, average
retirement ages, whether they have other DB plan
benefits. So a really good example of that is
the thrift savings plan, which is, you know, the
large federal defined contribution plan. Most
participants in that plan have a DB plan. So
that makes an impact on what your equity exposure
is, for example, over the life of the glide path.

And so it"s kind of -- contribution patterns
and risk tolerance, all of those things are the
different components that we use to construct the
custom glide path. Sorry 1 didn®"t jump in when
the question was originally asked.

MR. PETER JONES: Okay. Thank you for that.

MR. OLMSTEAD: All right. |If there are no
other questions on defined contribution, let"s
move over to the SIOs. Thank you for that
insightful section there. And I believe Tim
Taylor is up first.

MR. TAYLOR: Hello, everybody. | hope --
can anybody hear me?

MR. WILLIAMS: We can indeed.

MR. TAYLOR: Excellent. Or as Bruce

Springsteen would say, Is there anybody out
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1 there? And there is. Good. What 1 thought 1
2 would do before covering Q1 in detail, well, in
3 some detail, is provide an update for the year
4 and through the end of this month, just to let
5 you-all know how global equity has been doing.
6 So as of last Friday"s close, the S&P 500
7 index was down 6 percent year to date. At the
8 beginning of the year, you may remember that
9 there were concerns about the strength of the
10 global economy, U.S.-China trade relations and
11 valuation levels of equity markets particularly
12  with respect to U.S. large cap growth stocks.
13 These U.S. large cap growth stocks had become
14  dominant in many indices used to measure market
15 performance.
16 Based on these concerns that existed as 2020
17 began, a fall of 6 percent in the S&P 500 year to
18 date would be reasonably expected, if economic
19 growth disappointed, if investors grew cautious
20 of valuations and sold the priced to perfection
21 stock, i1f they announced poor earnings.
22 But as we know, 2020 has been rocked by a
23 global pandemic that has brought entire countries
24  and major economies to a standstill. Some
25 companies lost all revenues virtually overnight;
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2 6 percent decline year to date in the market is
3 not just reasonable, it"s somewhat extraordinary
4 and amazing, to be honest. Continuing jobless
5 claims in the U.S. were less than 2 million in
6 January this year. They were 25 million last
7 month, 2 million to 25 million continuing jobless
8 claims.

9 Unprecedented monetary and fiscal measures
10 around the world have stabilized markets, and a
11  flood of money seeking returns in a low yielding,
12 low interest rate environment has propelled
13  markets, equity markets from their March lows.

14  The phrase "Don"t fight the Fed" iIs more relevant
15 today than ever.

16 Now, to be fair, there are green sprouts of
17  optimism as economies have slowly reopened and
18 unemployment numbers have stopped getting worse,
19 maybe even a little bit better and surprising at
20 times. However, there does seem to be a

21 disconnect between surging equity markets and a
22 world still largely locked down, experiencing

23 rapidly rising COVID-19 infections and earnings
24  that are expected to fall dramatically over the
25 rest of the year compared to 2019.
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In Q1, we outperformed by 27 basis points as

the markets dropped, plunged 22 percent. 1711
talk about that in a moment. As markets have
recovered lost ground during Q2, we have achieved
positive alpha as well, roughly 17 basis points
above the benchmark®s return of approximately

19 percent now. | think last we looked, the
market was up today.

Beginning in late May and continuing into
part of June, there was a strong rotation to
value, a very strong rotation to value; in
particular, very cyclically driven securities, as
economies and countries began to reopen. But
this rotation was short-lived. Once again,
growth, quality, stability assumed market
leadership. And those have really been the areas
that have been outperforming year to date.

So a short version of what | just said is we
did preserve capital modestly as the markets
plummeted in Q1. As the markets have rebounded
fairly strongly in Q2 through last night, we"ve
added value as well. So we feel pretty good
about that.

Now, if I may, let me jump into comments for

Q1. I"m certainly open to any questions anybody
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would have. And I don"t want to -- we usually
have -- we always have some very good slides to

share with you-all. And these slides have been
prepared by two of the very talented people in
global equity, Denise Hale and Ted Nation. And I
wanted to make sure I mentioned that. Two of the
very many talented people we have in Global
Equity, all working remotely, all still getting
the job done and adding value in this challenging
environment.

So in the first quarter of 2020, the global
pandemic prompted lockdowns around the world,
leading governments and central banks to unleash
unprecedented levels of monetary and fiscal
stimulus. Equity markets plunged 22 percent.
Sectors, on the lower left-hand side, you can see
fell anywhere from 12 to 40 percent. So it
wasn®"t indiscriminate. There was discrimination
in the markets in Ql, fairly noticeable.

Defensive, low vol, quality and growth
stocks continued to relatively lead the market in
the selloff. And, remember, these are the stocks
that were doing well leading into the pandemic.
They continued to do well and are still doing

well as we speak today. Health care, consumer
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1 staples, IT held up best. The most cyclically
2 sensitive sectors aggressively fell, energy,
3  financials and materials.
4 And if we could go to the next slide please,
5 John. And this shows that during Q1, as | said
6 earlier, we preserved a modest amount of capital.
7  We outperformed by 27 basis points. We do remain
8 above the benchmark over all periods ending in
9 Q1, inclusive of the one year period, which we"re
10 showing 65 basis points of positive alpha.
11 Last quarter™s IAC meeting, during last
12 quarter®s IAC meeting, | mentioned that some
13 consistent factors in global equity®s structure
14 had generally proved beneficial during periods of
15 crisis like we had or we"re having. Some of
16 those things, better quality than the benchmark,
17  an underweight to energy, an underweight to
18 financials, in particular banks.
19 IT you look at the graph on the lower left,
20 it shows you that as markets accelerated their
21 decline in Q1l, global equity"s excess return
22 actually pushed higher. And 1 think -- well, 1
23 know that®"s evidence of some of those consistent
24  tilts, biases that we retain in global equity.
25 Next slide, please, John. The following
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slide presents -- this slide presents historical

performance numbers of our active aggregates,
along with some commentary related to Q1
performance. Two of our three largest aggregates
provided positive active returns in Q1, foreign
developed large cap right there at the top, and
you can see it"s 21 percent of our asset class.
It was bolstered by defensive, quality and
growth-oriented managers.

Dedicated global, 8 percent of our asset
class, benefited from low beta, quality, momentum
and some large cap biases. And that aggregate
currently is designed to provide some
preservation of capital and to be a little lower
beta, and it did do that for us in Q1.

You"ll see emerging markets underperformed.
That was a little bit of a surprise because we
are quality focused in there, for what it"s
worth. We dug into that, and it was mainly
driven by stock selection, India and Mexico and
Brazil and in particular banks within those
countries.

The bottom line was China was the big
performer, outperformer in Q1. China held up

very well, while almost everything else sold off.
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1 So a lot of what -- if you weren®t in China,P§§J34
2 probably were going to underperform in Ql. Next
3 page, John, please.

4 MR. OLMSTEAD: Hey, Tim, can | ask a quick
5 question? When you look at just the U.S. large

6 cap and that excess return seemed to be fairly

7 negative, any commentary on that, or am I reading
8 it wrong? Is there something that we should know
9  there?

10 MR. TAYLOR: No, you®re not reading it wrong
11  at all. And we have had a great deal of debate.
12  And we could maybe -- John, if you could push

13  back one slide to that. That is an area, U.S.

14 large cap, it shows 5 percent at the end of

15 March. You"re not reading it wrong. That is an
16 area that has been very, very much challenged for
17 a long time.

18 What has happened a lot is that growth has
19 outperformed. Large cap has outperformed. And
20 by and large, those managers we have in that

21 space have a valuation element or a deep

22  valuation element. That has hurt. That has

23 proved to be a headwind. And so they"ve been

24  hurt on that.

25 That tide or that rotation has not turned.
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When I mention in late May, early June that there

was a very good rotation into value, those
managers started doing a little bit better, but
it was short-lived.

So you®re not reading it wrong. 1 will say,
one of the things we"ve done is we"ve lowered our
allocation to those. It"s a group of four
managers, and we"ve lowered that allocation. It
says 5 percent here. It"s closer to 4 percent
now. And it continues to be a big discussion
among the team. At some point -- and I"ve said
this at the IAC in the past. When market
leadership changes, those funds, those strategies
should start outperforming. 1°d be surprised if
they don"t. Market leadership, though, has not
changed.

And so I do understand why they®ve
underperformed. 1"m not happy they"ve
underperformed. We do understand why they®ve
underperformed. The valuation spreads between
growth and value, I think maybe we talked about
it last time. They were -- it was very large
going into the pandemic. The pandemic
exacerbated it so much more, to unbelievably

historical levels. There could be some mean
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1 reversion that we would benefit from.
2 But again -- so you"re not reading it wrong,
3 and it"s probably one of our most discussed
4 groups of managers among staff. We"ve been able
5 to outperform overall because we -- it"s a tough
6 space. U.S. large cap active is a tough space.
7  The outperformance of other groups have been able
8 to offset their underperformance. We"ve kept
9 them modestly sized and actually sized them down
10 a little bit more. But that"s a tough area, and
11 it"s an area we very well could make some changes
12 in the future.
13 So 1 hope that"s responsive to the question.
14 I didn"t mean to skip over it at all. That"s a
15 tough area. It has been. It continues to be a
16 tough area. Even in Q2 they"ve had a tough time.
17 MR. OLMSTEAD: Thank you.
18 MR. TAYLOR: Next page, just very briefly.
19 This shows the strong rebound in equity markets
20 since hitting their lows in mid to late March.
21 As 1 said, the flood of monetary and fiscal
22 measures into the global economy has ensured
23 liquidity and eased concerns prompted by the
24  coronavirus. Combined with the reopening of
25 markets, this has spurred equity returns.
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Performance in June is also positive.

Although, maybe more than once now in the month

of June, we"ve been reminded of how fragile the

markets are. And we had maybe a couple of weeks
ago a day where everything went down 4 to

5 percent all in one day.

So we"re seeing higher volatility.
Volatility levels do remain high. [If you look at
the VIX index, it"s come down from very, very
high levels earlier in the year, but relative to
history, the VIX is still really high or, well,
pretty high.

The last page of what 1°d like to present
today is to give you an update on the initiatives
within our group. We did complete funding of two
new emerging market managers in the Ffirst
quarter. This added capacity in our emerging
markets aggregate. Several existing strategies
in that space are closed. We were able to add
some good managers there. And at the same time,
we also enhanced our liquidity profile. 1711
talk about liquidity here in just a moment.

We have continued to identify and
selectively review non-traditional opportunistic

type strategies that can add value and/or

www . phippsreporting.com
(888)811-3408

June 30, 2020
page 138

1 diversify global equity and try to build on some
2 past successes that we"ve had; for example, in
3 currency and in U.S. micro cap.
4 And finally -- and, again, 1"m open for any
5 questions. The market strength -- and Alison
6 mentioned this very early in the meeting. The
7 market strength has caused global equity to once
8 again be called upon to provide liquidity to
9  support benefit payments and other initiatives.
10 In both May and in June we raised almost
11  $1 billion each of those months.
12 So that"s quite amazing, that we"re back in
13  the business of providing liquidity, based on the
14 strength of the markets, and also remember that
15 we added, as it mentions on the page, a little
16 over a billion to global equity, and it turns out
17 to be a really good time in March and early into
18 April over a couple of weeks.
19 So thank you-all very much. Those are the
20 comments I"ve prepared. 1"m happy to answer any
21 questions.
22 MR. WENDT: Gary Wendt has a question.
23 MR. TAYLOR: Yes, sir.
24 MR. WENDT: Are you doing anything different
25 to protect yourself on the downside? And if so,
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what, and if not, why?

MR. TAYLOR: Sure. We are doing some -- Mr.
Wendt, we"re doing some things a little different
to protect us on the downside. And remember my
comments and the things we do are always going to
be in the context of a risk budget of 75 basis
points. We"re charged, as you know, to provide
the beta of the global equity markets to the FRS
so that it meets its asset allocation goals.
However, we are given, around that target, 75
basis points of a risk budget.

And before 1 talk a little bit about what
we"ve done, we have seen our active risk,
predicted active risk levels increase. We were
looking at a predicted tracking error of anywhere
from 45 to 50 basis points pre-pandemic. Without
doing much structurally, any meaningful
structural changes, our active risk now predicted
is 85 or 90 basis points. So you can see,
without doing anything to the structure of
meaning, our active risk levels have essentially
doubled. So that®"s something to keep in mind.

I think one thing, Mr. Wendt, what we have
done, we will always have a diversified group of

active managers in every space, in U.S., 1in
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1 non-U.S. and emerging, U.S. small cap and in

2 international. We"ll always have a diversified
3 group. We"ll have growth managers. We"ll have
4  value managers. We"ll have core. We"ll have

5 growth at a reasonable price. We"ll have deep

6 value. The whole range. We"re always going to
7 have -- try to have a diversified group of

8 managers.

9 What I will say we have done is we"ve

10 started to emphasize a little bit more quality,
11  and quality defined by low levels of leverage,
12 predictable revenues, predictable profits,

13  stronger companies, because we think the -- and
14  growth-oriented companies, companies that are --
15 and you hate to use the word benefiting from the
16 pandemic, but they are providing services that
17 people are consuming on a much broader scale

18 during the pandemic.

19 IT you think of delivery services, Amazon,
20 whoever else, the demand for these services --
21 what people expected the demand to be in ten
22  years has come to fruition now or in the next
23 year or two. Phenomenal. And these are
24  disrupters. So those fall into the growth
25 bucket.
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So I will say, Mr. Wendt, one thing we have

done, because we think this is a very challenging
environment we"re entering into, is we have
biased ourselves a little bit more towards higher
quality companies that will weather the storm
better through lower levels of debt, through
business models that their products are being --
they"re being demanded even in greater force now.
And we have gone more against companies, perhaps
maybe deep value, more cyclical.

That"s not saying we don"t have it in our
portfolio. We absolutely do and we always will.
But 1 mentioned earlier where we downsized some
of the U.S. large cap active. Well, that"s one
area where we actually took some deep value off
of our exposure so that we could emphasize higher
quality.

But, again, we"re not a hedge fund in global
equity. These are modest changes. We"re always
going to maintain a very well-diversified asset
class. So we have done some, Mr. Wendt, and all
within our -- in our risk budget.

MR. WENDT: Thank you.

MR. COBB: Vinny, this is Chuck Cobb. Can 1

ask a question?
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2 MR. COBB: Great. So, Tim, first a question
3 and then maybe a comment. It"s my understanding
4 that you try to keep our mix between U.S.

5 domestic and international similar to the MSCI

6 All World Index, which 1 think right now is about
7 54 percent U.S., 46 international. And so that"s
8 my First question.

9 My second question is, | assume that

10 46 percent, if 1"m right, that we"re about

11 46 percent international, 1 assume that

12 46 percent is high compared to our ten peers that
13 we referred to earlier that we had tracked. So
14 if that is -- that"s my second question.

15 And if that"s true, then my third

16 observation, which is a question, | assume that
17  our overemphasized in value has hurt our

18 performance, along with our maybe

19 overemphasized -- excuse me. | misspoke. Our

20 overemphasized with 46 percent international has
21 hurt our performance vis-a-vis the ten other big
22 funds. And so I"m not sure you have said that.
23 So maybe 1 don"t understand it right.

24 And I guess my comment about all that is,

25 that seems to me a very thoughtful, sophisticated
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strategy, to have 46 percent international. And

I don"t see why we would want to change that,
because it seems to me it"s still the best value
in the market today. That"s about four questions
all together.

MR. TAYLOR: Okay. Well, thank you. 1711
see if | can answer each one of them.

Ambassador, yes, you"re correct. One of the
things we do strive, in terms of controlling our
risk budget, is we will generally be very, very
close to our target, which is the MSCI ACWI IMI,
one reason being we"re not experts on, for
example -- we"re not going to say we"re experts,
we"re going to overweight emerging markets.

We"re just not going to do that right now. We"re
going to look a lot like our target.

Now, within the sub-aggregates of that
target, we absolutely will make some decisions to
structure particular managers in a certain way,
whether we want a growth bias there, whether we
want a value bias. Generally, though, we"re
always going to have a little bit of both. So
the answer to your first question is, yes, we do
try to maintain that.

Relative to peers, perhaps Aon later or now
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1 can comment on how we"ve done relative to peers.
2 I think they"ll do a review of us relative to
3 peers. 1 will say that we"re one of the -- 1
4 believe, among our peers, we not only have more
5 equity, but we do have more non-U.S. equity. So
6 1 think you are correct.
7 And in 2010 there was a decision made to
8 eliminate our home country bias, the idea that
9  the pension investor usually has more money
10 invested in their home country than anywhere else
11 in the rest of the world. And that"s not just
12 the United States. That"s perhaps other
13 countries as well. But we addressed that home
14  country bias and we invested in the truly -- took
15 on a truly global target. And so what that does,
16 that opens up additional investment opportunity
17  for you because, again, you go outside of your
18 home country.
19 So that has helped us and hurt us at times
20 relative to peers, because | do think we are
21 different relative to peers. We do have higher
22 equity overall. | believe -- and correct me if
23 I"m wrong, with those consultants on the phone.
24 I also believe, relative to our peers, we have
25 more non-U.S. exposure.
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MS. DOYLE: Tim?

MR. TAYLOR: Go ahead, please. Yes.

MS. DOYLE: This is Kristen. Yeah, | was
going to address this during the major mandate
review, but since we"re talking about it now, it
probably makes sense to just do it now.

So there®s definitely been a trend over the
past ten years among your peers to move closer to
a more market weight in global equity, but I
would say the SBA moved more quickly than peers
and moved all the way to those global equity
weights as you described.

So when we look at the top ten peers -- now,
again, it"s a very small sample size, but there
is a difference between -- so the SBA, as you
mentioned, is about 55/46, or whatever, 44.

Peers are about 63/36. So, again, they do
generally still on average tend to have a bit of
a home country bias.

So that does impact performance, and it
certainly, you know, impacts performance relative
to peers in particular because of the strong
returns that we"ve seen just over and over again
over the last ten years from the U.S.

MR. COBB: Thank you. So my last question
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1 is, why not -- so that worked against us last
2 year, but why not stay the course, because it
3  might return to the mean?
4 MR. TAYLOR: If I may, 1"11 -- this is Tim
5 Taylor again. 1 think the idea of staying the
6 course is, we are long-term investors, and there
7 are times when things will work for us, times
8 when things will not work for us.
9 I think over the long-term we maintain a
10 disciplined asset allocation strategy. And
11  within global equity, as part of that -- excuse
12 me -- as part of that asset allocation strategy,
13 maintaining a relatively constant weight to
14  global equity, rebalancing, being disciplined
15 about rebalancing when there is opportunity,
16 maintaining exposure to that global equity return
17  within a modest risk budget and adding value
18 where we can add value above that to meet our
19 objectives even more, | think that"s -- to answer
20 your question, | think, if you try then to start
21 interjecting tactical moves on a more short-term
22 basis, that does compromise your long-term
23 objective and your ability to meet your long-term
24  objective.
25 Ambassador, | hope that"s responsive. But I
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view that as we"re going to —- we"ve maintained

our weights relative to the target. We"re not
experts as to what"s going to outperform this
year or next, and therefore we"re going to
maintain our weights relative to that target but
then try to add value in a modest way around that
target.

MR. COBB: Thank you.

MR. GOETZ: Mr. Chairman, this is John
Goetz. If 1 could just ask another question or
make a point. First of all, Tim, supporting you
in that long-term orientation, right. In working
for many clients like the State of Florida around
the world, it is the people who move too quickly
in reaction to events, just like they do at the
consumer level, that diminish returns. So
staying the course, Tim, you"re saying it exactly
right.

But I did want to make two comments. One
is, on the risk budget -- and, Ash, you said it
earlier. Clearly the volatility we saw in the
month of March was exceptional. The only time we
had volatility at that level was the Great
Depression, obviously conveying uncertainty.

However, if you look at that level of
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1 volatility and then conclude that risks have gone
2 up, that"s -- that, 1 think, overall probably
3 isn"t justified, as we see these volatility
4 numbers already coming down.
5 So 1 wouldn®"t draw the conclusion, Tim -- 1|
6 don"t think you have -- that because the risk
7 metrics have soared up, that that means you
8 should lower the risk of the portfolio. Same
9 long-term concept there. 1 just wanted to say
10 that.
11 One last thing on the international versus
12 domestic. Clearly, in working with a couple of
13  other clients of ours, 1 just want to offer to
14  the board, people have looked at this in
15 getting -- iIn reducing emerging markets or
16 international just at the time the spreads there
17 are the widest they"ve been in a long time.
18 So, Tim, just want to support you, too, in
19 saying staying the course there in the
20 international markets, where valuations are
21 better and the dollar has been historically
22 strong, so that has favored the U.S. as well.
23  Who knows going forward on that. So just
24  supporting you in your comments there, Tim.
25 MR. TAYLOR: Thank you very much. |
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2 MR. COLLINS: 1 have one more question for
3 you, if 1 could, Mr. Chairman.

4 MR. OLMSTEAD: Yeah. Please, Peter, let"s
5 make this the last one because we are falling

6 behind on the schedule.

7 MR. COLLINS: So I agree with all the

8 comments, those that Ambassador Cobb made and

9 that John Goetz made. But I do think that it"s
10 different when you get a little bit more

11 granular, whether it"s value or growth or

12 certainly emerging managers when you"re going

13 international.

14 Tim, how do you look at value and growth

15 international any different than you look at

16 value and growth in the U.S., say going forward
17 in the next two or three years, and are you going
18 to make any changes style-wise relative to that?
19 MR. TAYLOR: 1 would say I don"t -- 1 don"t
20 look at it particularly differently. 1 think we
21 have to focus on the major things that can move
22 growth, the major things that can cause value to
23 do well and -- the major things. So if you

24  think, well, what type of environment does

25 value -- what type of environment do we have to
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have to have value do well. And, Mr. Chairman, I

know we want to move along in your agenda, so
1"11 try to be brief.

MR. COLLINS: And if you want to respond
offline, Tim, that"s fine with me. |1 mean, if
you just want to respond offline, that"s great.

MR. TAYLOR: What I1"11 say is, for value to
do well, you need a strong -- not particularly
strong but at least economic growth and perhaps
rising -- a surprising economic growth. A
positive yield curve might help as well.

Interest rates rising might help, for banks in
particular.

So you need some things that are going to --
you only have to wonder are we going to get those
things, are we going to get strong economic
growth or even modest economic growth. We"ll
probably get modest, but it"s going to be modest
and it"s going to be for a long while. 1 mean,
the economy in many cases and companies are being
kept on life support. They would go out of
business without the support.

Interest rates, are they -- 1 don"t think
interest rates are looking to move up sharply.

Perhaps inflation will raise its ugly head,
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2 think those factors that drive value, quote,

3 unquote, value in the U.S. are the same factors
4 that are going to drive non-U.S. value.

5 For example, European banks, so much there
6 relies on interest rates and those economies and
7  the people, the businesses they“re lending to.

8 How are they going to come through this challenge
9  here?

10 Thank you very much. | appreciate the

11  question. It"s a good question.

12 MR. OLMSTEAD: All right. Great. Katy.

13 MR. WILLIAMS: Katy, have we lost you? No
14 audio.

15 MR. KUCZWANSKI: Katy, if you called in on
16  your phone, you may need to call in again. Some
17 people were having the issue. | apologize, but
18 it makes no sense to me.

19 MR. WILLIAMS: I"m just using the computer
20 audio, and it"s probably working better than any
21 of you would prefer.

22 MS. WOJCIECHOWSKI: Can you hear me? How
23 about now?

24 MR. OLMSTEAD: Welcome.

25 MR. KUCZWANSKI: We can hear you.
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MS. WOJCIECHOWSKI: Perfect. Thanks, guys.

I"m so sorry about that. |1 had no reason to
believe that you couldn®"t hear me before. Good
thing I -- 1 could have been talking the whole
time.

MR. WILLIAMS: (Inaudible). Come on, we
know it, stagecraft. Go ahead.

MS. WOJCIECHOWSKI: So good afternoon,
everyone. Happy last day of the fiscal year. As
we sat here, we just did our last trade for the
year, so it"s in the books, for good or for bad.
So as of yesterday, | think it"s for good, but
you never know. So first page -- and, John, 1
don®"t know if I have control. So try it. Yeah.

Much has been said about what has happened
in the last quarter by many and probably said
better than I could say it, so I will try very
hard not to be redundant. March was an abysmal
quarter, where correlations went to one.
Everything just sucked, to use a technical term.
The Fed stepped in. The world is all right
again, or not. But the world is all right again
at least for us for the moment.

So our -- at the time, it was one of those

times where you"re like, thank goodness we had a
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good plan. Thank goodness we stuck to the plan.

We completely drained or almost completely
drained the fixed income liquidity portfolio, to
the tune of 1.2 billion, and used that -- because
at the time, spreads had blown out so wide and we
were fundamentally still comfortable with our
investments, it made sense to drain the liquidity
portfolio, which was totally in government
assets, so government-guaranteed Treasuries
assets, and use the cash instead to keep invested
in our fixed income spread products and watch
spreads return.

And they have indeed returned. We had a
very good second quarter, have recovered all of
the losses and then some. Tim mentioned the VIX
index and how it has spiked and not completely
come back down. The MOVE has spiked, had spiked
equally in March and April, very quickly spiked.

And then the Fed stepped in and just flooded
the world with liquidity, as did every central
bank. And the MOVE index is now below -- which
is the fixed income volatility index, and is now
below average level, so will continue to be
probably for the foreseeable future.

The Fed has said repeatedly, Powell repeated
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1 it today, they are -- their foot is on the gas
2 fully and no thoughts that it will be coming off.
3 As he said last week in his testimony -- 1 think
4 it was last week -- they"re not even thinking
5 about thinking about raising rates. So sorry,
6 Tim, 1 can"t provide higher rates for you near
7  future.
8 What that has done though this year is the
9 intermediate agg through yesterday, our returns
10 on an absolute basis was 6.75. The agg year to
11 date was 8.72. And that"s year to date. The one
12  year return for the full agg, which we don"t have
13 as our benchmark -- and I"11 get to that in one
14 second -- was 10.45.
15 So you talk about fixed income, low yielding
16 environment. How could we possibly make returns?
17 But we actually did make returns. What that does
18 though is, going forward, presents an interesting
19 problem. The ten year is now yielding 6.62, |
20 think it is. Yeah, 6.62 as of right now. The
21 credit OAS on our benchmark is only 1.22, so you
22 can"t earn a lot over that. The OAS on our total
23 benchmark is like 62 basis points. Not a lot of
24 opportunity. So I"m sorry, I can"t -- 1 don"t
25 think we"re going to get 6.75. The Fed has said
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1 they"re not going for negative rates.
2 One quick chart 1 want to show you is
3 benchmark returns. And thank you, John, for
4 putting it there. So we have given up quite a
5 bit of intermediate agg to agg in nominal terms,
6 and we"ve said that every year. It is true on a
7 risk-adjusted basis and, especially in the past
8 quarter, have contributed more to that. You will
9 see the risk-adjusted returns for the
10 intermediate agg are better.
11 And we did that with purpose. We didn"t
12  just step out of risk and move away. We put it
13 in different areas (inaudible), in Trent"s area
14  specifically, in strategic investments. So it
15 has been a good decision, 1 think, in the overall
16 portfolio.
17 So, John, if you could just flip forward to
18 the next one real quickly, or I*1l try it.
19 Thanks. So this just highlights what 1 said
20 before about the massive volatility in March and
21 Fed intervention. They have bought a broad
22 swath. They now own about 40 percent, | think
23 somebody said today. They"re the Fifth largest
24  holder of LTD. So the Fed is now the investor of
25 every sector, including some high yield, in the
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market in the United States.

So while we don"t necessarily love spread
assets, we believe there will be hiccups, the
world is not completely right, but you can"t
fight the Fed to that tune. So we are still
overweight spread products. Our outlook is to
tread carefully.

We do expect more bankruptcies. We have
seen bankruptcies. We all have seen bankruptcies
in the news lately. We expect more bankruptcies
to come, specific to travel and leisure and
retail and things like that. And some of that
is -- you know, maybe it was clearing out
underbrush. And so we"ve tried to look at things
that we thought were growth areas, like Tim said,
Jjust how can we improve our portfolio for the
future.

We do think there will be lower recoveries,
by the way, on some of the bankruptcies. So
while in the past, you know, we"ve seen
bankruptcies but pretty high recoveries, we"re
thinking worse recoveries, like in the 20,

25 percent recovery rate. And it may not be the
sectors we thought a year ago that we would have

been saying, energy, things like that. It might
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be retail, travel and leisure, more in that vein.

And we"ve pulled forward a lot of
disruptions, 1 think. Just like the Zoom
meeting. Who ever thought we would be doing this
remotely, for a full quarter for Pete"s sake?

So, John, if you could just flip forward to,
I think it"s my last slide, for me, if you don"t
mind. J.K., can you do that for me? [I"1l speak
to it. So still overweight spread products, and
then at the very end, you"ll see the projects
that we are looking on. So we"ve added -- in the
first quarter we added a full agg versus short
credits manager, kind of a barbell between two
managers, kind of our first foray into
non-intermediate agg-

And that will be, we think, very additive.
They have good returns so far. Had a very rough
March and April, but thank goodness, that was the
time they were just getting ginned up and
inducted. So we will expand on that.

We have been looking at emerging markets but
very hesitant in that area. IMF has pumped a lot
of money into them recently, but that could be an
area of trouble for us going forward, so we will

see how that works. And we"re continuing to
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1 expand probably in the short duration and the --
2 our active portfolio. We are -- just the fact
3  that we drained our liquidity portfolio increased
4 our active exposure in March and helped us
5 recover into year end. So looking like a good
6 year end.
7 And I think I"ve said enough. If you have
8 any questions, otherwise I"m going to hand it
9 over to Trent, because | know we®"re behind. Oh,
10 Steve, actually.
11 MR. OLMSTEAD: No questions. Steve, you"re
12 up-
13 MR. SPOOK: Good afternoon. Can everybody
14 hear me?
15 MR. OLMSTEAD: Yes.
16 MR. WILLIAMS: We can.
17 MR. SPOOK: Okay. Well, thank you,
18 Mr. Chairman. And, you know, it was only about
19 three months ago I was sitting here talking to
20 y"all. We were only a few weeks into the
21 coronavirus crisis. And, you know, 1l can"t say
22 that | had a lot of answers back then, only a few
23 weeks into it, a lot of questions. Everything
24  was moving pretty fast, except real estate. Real
25 estate never moves fast, other than the REIT
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1 market.
2 Here we are exactly three months later, end
3 of Q2. And, you know, while I can"t say | have
4 all the answers, 1 think 1 have a much better
5 feeling as to where our portfolio is and where
6 the real estate market is, at least
7 directionally.
8 So I"m going to start off by just going
9 pretty quickly through the prepared slides that
10 yT"all have in your package, and then I*"1l jump
11  over into some comments on what we"re seeing in
12 the market with COVID.
13 So the numbers that we have, since real
14  estate is pretty much looking in the rearview
15 mirror, are 12/31/2019 numbers. You"ll see at
16 that time we were at 9.2 percent, real estate
17 was, of the total fund. Our target allocation is
18 10 percent. And as of the close of business
19 yesterday, we"re at about 9.8 percent.
20 MR. KUCZWANSKI: Steve, this is John. Can
21  you turn on your webcam?
22 MR. SPOOK: Better? All right. John, 1
23 don®"t have control of the slides, so if you can
24 handle the slides. Next slide, please. The next
25 two slides are on leverage. |1 know that leverage
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is a subject that this body is interested in, so

1"ve taken to putting some leverage slides in
there when we do our presentations.

So you can see we still are fairly
conservative when it comes to leverage,

30 percent private market leverage. Principal
investments, which is the only part of the
portfolio that we completely control leverage in,
it"s our direct-owned portfolio, we"re at

25 percent.

And next slide, John. The next slide is a
little more detail on principal investments, the
direct-owned portfolio. 1 give some detail on
fixed versus floating rate. The vast majority of
our debt is fixed rate. Weighted average cost of
debt, you can see the fixed rate is 3.19, which
historically, 1 think, is pretty good.

But to put that into context, we are
currently in the market with one of our
multifamily assets. We"re looking for under
50 percent leverage, and we are getting quotes in
the seven year range of around 2.5 percent.
That"s the lowest 1"ve ever seen rates since |"ve
been in the business.

So given that, we are likely to take on as
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much debt as we can prudently and given our

policy limits. Having said that, leverage is not
available to everybody in the marketplace in the
COVID world. Lenders are being extremely
selective. They are looking for low loan to
values. They"re looking for property types that
they view as having a better future. For
instance, if you"re out there looking for
leverage on a retail asset over 50 percent, good
luck.

And then we"ve also got on that slide our
debt maturity schedule and our principal
investments loan to value over the last five
years, and you can see the trend is generally
upwards.

John, next slide, please. So here"s total
real estate portfolio performance. Strong over
all periods, one year, three year, five year.
Next slide is principal investments performance.
Next slide, John, please. And, again, one year
and five year we have outperformance in principal
investments. The three year is almost even but
slight underperformance. And that is really
attributable to the J curve on some of our

development in assets.
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1 Next slide, John. The externally managed
2 portfolio is our pooled funds and our REITs,
3 strong outperformance there, as you can see. In
4 our pooled funds is where we do do most of our
5 value add and opportunistic investing.
6 Next slide, John. So you can see we"re
7 well-diversified across property types. Again,
8 we are heavier than the index by a fair amount in
9 the other property types. And most of that is
10 agriculture, self storage. We, as you know, also
11 have medical office building, but that"s included
12 in office, and student housing, which is included
13 in the -- in the index is part of apartments.
14  And next slide, John. Geographic
15 diversification —-
16 MR. COLLINS: Can I ask a question right
17  there, Steve, if you don"t mind?
18 MR. SPOOK: Sure.
19 MR. COLLINS: Can you go back to that slide,
20  the one before that? Just two quick questions.
21  Well, the one might not be quick. But relative
22  to office, what are your thoughts on that going
23 forward? | mean, here we are, like Katy said,
24  you know, a quarter into -- or you said, a
25 quarter into it. Maybe we"ll do two or three
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quarters. And most of us are sitting in our

home. 1 think Ash is in his office, but most of
us are sitting in our homes. Vinny, you might be
in your office.

But there"s -- it"s one of those things
where, by force, we"re being forced to use
technology, and we"re realizing, hey, this isn"t
so bad and it can be done, and maybe we have
20 percent or 30 percent or 40 percent too much
office space.

On the other hand, I%ve talked to office
owners and they say, well, we"re getting -- now
we"re going away from the big open areas and
we"re going back to the individual offices.
Office space isn"t going away, it"s just going to
change.

As you look at your office portfolio, who
are you talking to? Where do you think that goes
in terms of capacity in three or five years?

MR. SPOOK: Well, Peter, 1 was hoping you
had that answer.

MR. COLLINS: 1 don"t.

MR. SPOOK: You know, I1"Il give it a shot.

I mean, you know, the future of office is -- it"s

being discussed by lots of parties in real
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1 estate, so 1"m not surprised | got that ques:?gﬁﬁ4
2 from you.

3 So you®ve got kind of two opposing forces

4 here at work. As you mentioned, you know, there
5 is a densification over the last several years

6 that"s been taking place with less and less per
7 square feet per employee. So a lot of that is

8 the hoteling concept, you know, people come into
9 work, they don"t have any set office, they just
10 sit down, plug in their laptop and go. So that
11 has been contributing to lowering demand for

12 office, you know, at the margins anyway.

13 Then COVID comes along and we"ve got this
14  grand experiment of working from home. And, you
15 know, it"s a grand experiment, but I can speak
16 for the board. It"s worked very well for us.

17  And everybody 1 speak to, at least in the real
18 estate industry, is saying the same thing. It"s
19 worked very well.

20 So we all hear that, you know, companies are
21 thinking, well, we can save money. Let"s have
22 our employees work from home. | think that"s --
23 that"s something that has yet to play out. |I"ve
24 got a good situation at home. [I"ve got a home
25 office set up. 1 don"t have little kids running
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around underfoot.

That"s not necessarily the case with a lot
of people out there. They"ve got kids at home or
they live in an apartment or they live in an
apartment in New York City, so it"s not a big
apartment. It"s just not a pleasant work
experience. So I"m not sure that it"s going to
be that big a movement. Although, even on the
margins, if it works, it"s going to have an
effect on office.

But going back to the densification theme,
you know, 1 think this COVID thing has got a lot
of people looking back and going, do we really
want to be crowded into our offices, with this,
you know, dense new hotel type of environment.

We"re already seeing in the marketplace, in
talking to brokers, leasing brokers and such,
that is not what users are going to be looking
for in the future. Is that a long-term trend?
That"s hard to tell. But at least in the
near-term, 1 think that new leases are going to
be folks looking for more square feet so they can
social distance their workers and take into
account this virus issue.

So you"ve got two opposing forces there.
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1 One calls for more densification. One calls for
2 less densification. It"s going to be
3 interesting. Then you also have -- you know,
4 traditional thinking used to be you want to be
5 near transit nodes for office; live, work, play
6 type environments.
7 I think, you know, at least in the
8 short-term, people are going to be scared to take
9 mass transit. So that could be a force working
10 against, say, urban offices versus suburban
11  offices. Suburban offices have now been a
12 favorite for a long time and may be in the
13  short-term going forward, as people would prefer
14  to drive to work as opposed to sitting on a
15 crowded subway car. Anyway, that"s a long way of
16 saying it"s a complicated answer. Did that help,
17 Peter?
18 All right. John, if you could go forward a
19 couple of slides then to the geographic
20 diversification. Next slide. No. One back. So
21 we are diversified geographically there. You can
22 see that we are heavier in the "other" category
23 than the index, and that would be our
24 international exposure.
25 Next slide, John. And here we"ve got
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transactions. Basically, it says since the last

IAC report. These are our 2019 transactions. On
the acquisition side, you can see we were not
very active. 1 think that was reflective, before
CoVvID, of what we considered to be pretty rich
pricing. 1711 get into it in a little bit, where
I think that pricing is not going to be quite as
rich going forward. But pretty much our only
acquisitions were bolt-ons to existing programs
that we had, so a small self storage asset and an
agriculture asset adding on to our existing
portfolio.

The disposition front, we had some pretty
good activity there, a large industrial portfolio
in Denver, Colorado, a multifamily deal that we
developed in midtown Atlanta and together with
our partner decided now is a good time to sell it
when i1t was stabilized, so we did very well on
that.

The senior housing is really just continuing
our efforts to exit that space in the
direct-owned space. We"re going to continue to
play in that space, but only through the
commingled funds. And medical office, we

disposed of a small condominium asset that came
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1 along with a larger portfolio that we bought
2 previously.
3 Under the externally managed, you see REITs,
4 a new mandate of 400 million. So early on into
5 the crisis, we saw what was happening with REITs,
6 with -- they were down sharply. They"re still
7 down pretty sharply compared to the broader
8 equity markets. The S&P is down about 7 percent
9 today, I think, or year to date, and REITs are
10 still down about 21 percent. So we thought that
11 was a good place to take advantage of some
12 dislocations between the private and the public
13  markets, with the underlying assets of the REITs,
14 in our opinion, being unfairly punished.
15 So we put forth 400 million in new mandates
16 with two of our existing four separate account
17 managers. Those are in concentrated, high
18 conviction strategies. So -- and that is in
19 addition to our existing 10 percent allocation to
20 REITs.
21 So now -- now I"m done with the slides. If
22  we could just take a quick look at what we"re
23 seeing in the land of COVID and its effects. |1
24  think Alison, early on in this call, mentioned
25 that one of the things we"re looking at is rent
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collections. And we do that in good times and in

bad. We"ve always done that, but it"s
particularly informative in today"s environment.

So the numbers 1"m going to spell out are
collections from the beginning of May. For the
rest of this week, we"ll be collecting June
rents, and that should be very telling. But
going into the crisis, | would have expected I
would be pretty disappointed in what rent
collections were looking like at this point in
the crisis. And most industry observers, |
think, would have thought the same thing.
However, we"re pretty happy with what we"re
seeing.

Overall, the portfolio is seeing 84 percent
rent collections. There"s wide dispersion
between the property types as to what kind of
collections we"re seeing. And then even within
the property types, there®s wide dispersion. So
between the different kinds of retail, you"re
going to see malls being far worse than, you
know, grocery anchored, for instance.

But multifamily in our portfolio, we"re
seeing 95 percent collections. Industrial,

81 percent. And that"s even a little bit skewed
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1 toward the negative side. A couple of assets
2 that we have that are smaller and more local
3  tenants, great assets, but they just can suffer a
4 little bit more as to their ability to pay rent
5 while they"re shut down.
6 Office, 90 percent collections. Medical
7  office buildings, 89 percent. It would be higher
8 except -- you know, we saw, you know, a lot of
9 our tenants had to shut down due to elective
10 surgeries being put on hold. We expect those are
11  going to bounce back extremely strong. Retail,
12 no surprise, 48 percent, by far the worst
13 property type. Having said that, 48 percent in
14  our portfolio is pretty good to what we"re seeing
15 in the marketplace, which is more in the
16 thirties. And | can attribute that to, one, the
17 high quality of our retail portfolio and, two, we
18 have no malls in our direct-owned portfolio,
19 malls being the worst category in retail.
20 Self storage, 99 percent collections.
21 Student housing is probably the biggest surprise,
22  given that universities shut down, but we"re at
23 92 percent collections. And that"s probably
24 because parents are co-signing on the loans, not
25 on the loans, on the leases. So pretty good news
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there.

It will be interesting to see, as we
continue on through the summer, to see if that
trend in good collections continues. You know,
some of the government programs, the PPP, are
going to start to run off, and I think we"re
going to see some of those collections go down
going forward.

The collections that we aren"t making are --
generally we"re in discussions with our property
managers, with tenants for rent relief. On the
multifamily side, we are tending to give rent
relief only in the form of rent deferments and
then amortizing whatever is deferred over the
remainder of the lease or adding a couple months
onto the lease.

The same thing on the commercial side,
except we do expect, as we go forward, that we"re
going to have to entertain more requests for rent
forgiveness, particularly in the smaller retail
tenants and in particular in the food and
beverage industry.

So we"re going to have to make a choice of
we"ll forgive, you know, one, two, three months

rent, however much it"s going to be. Every case
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1 is going to be an individual negotiation. Wgﬁﬁﬁﬁz
2 forgive that for a tenant that we think is going
3  to survive if they can get some help.

4 Or, you know, the alternative is, you know,
5 stick to our guns. They go out of business.

6 Then we"ve got leasing -- | mean tenant

7 improvements to pay to get a new tenant in there.
8 If it Is a restaurant tenant, it"s going to tend
9 to be a space that is more suited to restaurants
10 or food and beverage, and we can"t foresee any
11 new food and beverage establishments opening up
12 for the next year or two. So I think it"s going
13 to be in our best interest to work with tenants
14  going forward.

15 So what do we see valuations doing? Since
16 the crisis began, the transaction market has

17 pretty much dried up. There are very, very few
18 transactions, substantial bid-ask spreads between
19 buyers and sellers. And, you know, given that
20 appraisers for the most part are looking to

21 market comps, sales comps and the market for

22  their valuation inputs, they®re having a

23 difficult time, at least as far as the capital
24  market assumptions.

25 So what we"re seeing is, is appraisers
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1 really aren®t touching discount rates or cap
2 rates in Q1 or even the appraisals that they are
3 getting ready to put out for Q2. And instead,
4 all they"re really doing is playing with a
5 shorter term cash flow assumption, such as
6 occupancy rates, rental growth rates and lease
7 downtimes.
8 So the result is, you know, Q1, maybe 1,
9 2 percent valuation declines. Q2, we would
10 pretty much expect no more than 1 to 2 percent
11  valuation -- other than retail, of course, but
12  pretty much every other property type, very
13 little value declines.
14 We do know, just from the few transactions
15 that we are seeing out there in the market, that
16 really price corrections are greater than what
17 we"re going to see in the valuations.
18 So, you know, just from being in the market
19 ourselves and talking to our peers and talking to
20 our appraisal administrator and seeing, you know,
21 some surveys of surveying market participants, we
22 have an idea of where values are going.
23 So, for instance, multifamily, we think by
24  the time Q2 numbers are in, we"re going to see a
25 total decline of 5, 6 percent. Office, in the
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range of 9, 10 percent. And, again, there®s

going to be wide dispersion within property
types, such as office, suburban, you know, CBD,
et cetera.

Industrial, for the most part we think it"s
going to be flat, maybe slightly negative, maybe
slightly positive, but industrial is pretty much
a darling, given the e-commerce trends that we"re
seeing out there. And retail, probably seeing
valuation declines of 15 percent or more for
retail.

So having knowledge that short-term
performance in real estate is likely to be
affected, you know, what do we see for the longer
term? Well, this time, going into this crisis,
unlike the GFC, real estate did not lead the way
into this crisis. We weren"t over-leveraged. We
weren®"t over-supplied. And currently, given the
situation that we"re in, we think that the slower
to longer environment that we"re in is going to
be very supportive of real estate values.

And that"s pretty much what we"re seeing.

IT 1 can answer any questions, 1"m happy to.
MR. COLLINS: Did we get to exit our student

housing portfolio fully, or were we in the midst
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1 of that, Steve? page 17
2 MR. SPOOK: No. Peter, 1| think you“re
3 confusing the student housing exit with the
4 senior housing exit. Senior housing is what
5 we"re looking to --

6 MR. COLLINS: Sorry. You“re right.

7 MR. SPOOK: Okay. So, now, we still have

8 our senior housing --

9 MR. WILLIAMS: May have been (inaudible).

10 MR. COLLINS: How much student housing do we
11 have?

12 MR. SPOOK: Student housing? We have

13  somewhere around 300 million equity.

14 MR. COLLINS: You know, it"s interesting.

15 I1"ve got -- I"1l have three at school in the

16 fall, and all my friends and 1 feel the same way.
17 I just don"t -- 1 think that we"re going to send
18 them back. Whether we send them back and go --
19 and they sit in their apartment and do their

20 classes online, we"re sending them back. So I

21 don"t think the student housing is going to be as
22  bad as people think. It won"t be great, but it"s
23 not going to be as bad as people think.

24 MR. SPOOK: 1 think the jury is still out on
25 that. 1 think you"re right. Students want to go
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back. If you would ask your three children are

they tired of being at home with Dad, 1 think we
know the answer, that they definitely want to go
back .

MR. COLLINS: 1Is Dad tired of having them
home with him? Yes.

MR. SPOOK: All right. So, you know, even
to the extent -- and we"re hearing all Kkinds of
stories. We are hearing most universities are
going to be open. Although, with the surge that
we"re seeing, | don"t know if that"s going to
continue. But for now, what 1"m hearing is that
most universities are going to be open, although
maybe half the classes are going to be online,
and you"re going to have labs and such that are
going to be in person. But I think there®s a
good number of students that are still going to
want to go back. So that®"s a good sign for
student housing.

On the other hand, a big question mark is
the foreign students. There"s a great fear that
a lot of these foreign students are not going to
come back in the short-term. And so, you know,
if we"re looking on the margins, you know, say

10 percent of students don"t come back, that can
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1 have a big effect on supply in a market.
2 So while 1°m happy with the collections,
3 while 1"m happy with the fact that universities
4 still appear like they"re going to be open, 1
5 think there"s a lot yet to play out. Most people
6 can be back, but on the margins, it"s going to
7 affect your ability to raise rents or, you know,
8 Fill your student housing projects with students.
9 MS. CANIDA: This is Tere. 1 have a quick
10 question. Is it too early to tell what the
11 long-term trends in retail -- 1 mean, do you
12 think at some point there will be opportunities
13  there as a contrarian investor?
14 MR. SPOOK: 1 think there"s a lot of people
15 out there that think there®"s a long-term --
16 there®s an opportunity as contrarian investors.
17 I personally -- it"s a falling knife, trying to
18 catch a falling knife. So we are exposed to
19 retail. Are we looking at least in the next
20 couple of years, until we see kind of where
21 things shake out or -- we don"t really see the
22  opportunity right now. At least it"s not in
23 enough focus for us to act on it.
24 MS. CANIDA: Okay. My second question, you
25 talked a little bit about the investments you"ve
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made recently in the REITs. Can you talk a

little bit about the areas? You said there were
concentrated, more concentrated investments.

MR. SPOOK: So our typical REIT separate
accounts has probably between 80 and 120 names in
it. We"ve got four separate accounts. That"s
10 percent of the total portfolio. So what we"re
looking at here. And we gave these -- this
$400 million allocation to two existing REIT
managers.

And each of them are looking to build
portfolios or have built portfolios. They"re
more concentrated in the, say, 30- to 40-name
range, higher quality balance sheets, a good
amount of cash on hand. What you"re looking for
is the ability to make it through this crisis and
not necessarily betting on the sectors that are
the most beat up.

So it might be tempting to go all in on
hotels and malls because those are down 50,

60 percent, but that"s not really the strategy
here. The strategy here is higher quality, more
conviction, less (inaudible). Does that help?

MS. CANIDA: Okay, yeah. Thank you.

MR. OLMSTEAD: All right. |If there are no
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further questions, let"s move on to our last SIO,

which is Trent Webster on strategic investments.

MR. WILLIAMS: No audio, Trent.

MR. KUCZWANSKI: Trent, if you called in on
the phone, on a phone instead of the computer,
you may have to dial in again as well. 1
apologize.

MR. WEBSTER: Hi. Can you hear me now?
We"re on. Awesome. All right. So I know that
we"re way behind time for our schedule here, so
1"11 try and be as efficient as possible with my
presentation. For the individuals who are newer
on the IAC, this portfolio is a breakdown of our
sub-strategies across all the different
alternative investment sub-asset strategies that
we can invest in.

The blue area of the graph is debt. The
maroon-ish area is equity. Green is real assets.
Purple is diversifying strategies, which are
strategies which are uncorrelated or lowly
correlated to equity and credit markets. And
then the orange area is what we call flexible
mandates.

And so long-time members of the IAC will

know that we have spent the last five years
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1 talking up the purple part of the graph. And it
2 is now, as of March 31st, was the largest
3 allocation at 26 percent. 1 would expect over
4 the next three to five years that that allocation
5 will fall a bit and that our debt investments
6 will begin to rise once again.
7 John, can you please go forward one? So
8 this is our performance. Our performance in the
9  first quarter looked super awesome.
10 Unfortunately, that"s super defective. We have
11 issues similar to the other alternative asset
12 classes and private markets where there"s lags.
13  Our lags tend to be more sporadic and so -- this
14 is due mostly because of the lags in the marks in
15 the reporting.
16 When we do this for the second quarter,
17 you"ll see something very much in -- it will be
18 very much in reverse, where we"ve significantly
19 underperformed for the quarter. So we always
20  tell people not to look too hard at our near-term
21 performance. Instead, look at it over the
22 long-term.
23 John, could you go forward one, please? So
24  our cash flow -- we"ve actually been cash flow
25 positive for the fiscal year as of the end of the
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third fiscal year quarter. We will be negative,

cash flow negative for the full year, as we"ve
been putting out a fair amount of money this
quarter.

But what you"ll see there is that when we
sent this out, we had 20 funds totaling
$3.75 billion in the pipeline. That"s been a
dramatic increase from where we were when we did
this a quarter or two ago.

John, could you go forward one, please? And
this is what our pipeline looks like. At the
time, we had 20 funds. Fifteen were debt. Eight
were distressed. But most of these funds, we"ll
be able to, in one way or another, take advantage
of some of the dislocations that we"ve been
seeing in the private credit markets.

And, John, can you go forward one, please?
And the investment themes here is that we -- all
distressed, all the time. We think it will
probably be the largest distressed cycle we"ve
ever seen. The risk asset markets, not just
stocks but also high yield and leveraged loan
markets, are pricing in a fairly benign outcome.
We think that it"s probably overdone. We"ll see.

You know, this is a humbling business.
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1 But we think that there®s probably going to

2 be somewhere in the order of 3 to $400 billion in

3 corporate bankruptcies. It will probably go

4 higher if you include some of the stuff in real

5 estate. And with some of the dislocations in

6 structured credit, we think it"s going to be a

7 very good time to be investing in stressed and

8 distressed assets.

9 And if you go forward one more, you can see
10 this is our timeline. This currently was about
11  $4 billion in potential commitments. About a
12 billion of this was already in the pipeline
13 before COVID hit, and then we"ve moved fairly
14  quickly to identify targets and identify
15 potential investments.

16 All the funds have something a little

17 different about them. Some are more corporate.
18 Some are large markets. Some are, you know, mid
19 market. Some are smaller. Some are more real

20 estate oriented. Some are more commodity

21 oriented. Some are more in Europe. But we think
22 it will be a very busy year.

23 We actually closed on one about an hour ago.
24  And for this fiscal year, we"ve allocated more

25 than -- we"ve committed more than $3.5 billion,
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which was our busiest fiscal year on record. We

expect next year to be our busiest or to be as
busy, if not busier, for fiscal year 2021.

For us, we think it"s a very interesting
opportunity, and so we"ve pivoted pretty hard
towards the distressed opportunity, and we think
that we should make some very good returns from
this opportunity over the next several years.
That"s all I had. Are there any questions?

MR. OLMSTEAD: Very efficient, Trent. One
quick question. As you®re looking at these
opportunities, are these repeat or folks you®ve
been -- 1 don"t know what happens in your space
here. But are there a bunch of distressed funds
that are coming out of nowhere, or are these
folks that have been in the distressed space for
a long time or ones that we have invested in
previously? Any just quick color commentary on
that?

MR. WEBSTER: Yeah. That"s an excellent
question, Vinny. So when COVID hit, the
practical realities of not being able to get onto
a plane created some restrictions on how we were
able to approach this.

And so we classified all funds as one of
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1 three tiers. The first tier were funds thatP$§<W4
2 had invested with in the past and knew well. The
3 second tier were funds that we knew well but
4 didn"t invest with them in the past. So we"d
5 been on site with them multiple times. We"d had
6 multiple calls. They may have been into our
7 office. Those were our tier two managers. And
8 then our tier three managers are managers whom we
9 had not -- we didn"t know that well.

10 So we focused on our first two tier -- the
11 Ffirst two tiers, so managers whom we"ve re-upped
12  with and then managers whom we knew well but had
13 not invested with. And so that"s where we

14  focused on. Once we can get back onto planes,

15 there will be other opportunities that we"ll be
16 able to take a look at. But right now we focused
17 on those areas, with firms that we know pretty

18 well.

19 MR. OLMSTEAD: Other questions for Trent?

20 Seems like he®"s in inning number two to an

21 interesting time here. Okay. With that, I™m

22 going to cede it over to Ash, who has a couple of
23 items, including the review of the FRS policy

24  statement.

25 MR. WILLIAMS: Yeah. Well, let"s do that

www . phippsreporting.com
(888)811-3408




June 30,

2020

© 00 N o o A~ W N P

NN N NNNRRR R B B B B R
a 8 W N P O © 0 N O 00 M W N R O

_ _ Page 185
first. Actually, we might have already done

that. Well, no, I guess we didn"t. Yeah. Let"s
go ahead and approve the pension plan IPS, if we
could. And this basically is just clarifying
where we are and getting everything current, and
then -- unless anybody has questions from what"s
in the materials.

The other thing | wanted to mention is a
news item that 1 should have mentioned earlier,
which is we had some very important news
yesterday. There are three variables in making
pension funds healthy. The first and most
important of those and the one that"s most
commonly not (inaudible) is responsible funding.
And Florida has a very good history in that area.

And yesterday the governor signed the
Florida budget and released his line-item vetoes.
And included in that budget was full funding as
actuarially indicated for the normal cost of the
Florida Retirement System and the full
actuarially indicated contribution to the
unfunded liability.

So | think that"s worthy of note, and I want
to thank the governor and recognize him for his

leadership in that area.
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1 MR. BOBBY JONES: And, Mr. Chairman, th?gwfge
2 Bobby Jones. 1 would like to also second that
3 motion. And, again, this helps keep our bonds
4  AAA rated in the state of Florida, helps us do a
5 lot of things for not only the CAT Fund, for so
6 many other areas. And, again, this is so
7 important, so thank you for mentioning that, Ash.
8 MR. WILLIAMS: And the IAC helped with it,

9 of course, because you got involved in it, took
10 it up in a public meeting and sent a message,

11 literally a written message to the trustees,

12  which I think was very helpful.

13 MR. BOBBY JONES: Well, thank you.

14 MR. OLMSTEAD: Great. Okay. So, Ash, I

15 assume it"s appropriate to sort of make a -- does
16 someone make a motion on the policy statement?

17 MR. WILLIAMS: On item 7?

18 MR. OLMSTEAD: Yes.

19 MR. WILLIAMS: Yes.

20 MR. WENDT: I have a question. This is Gary
21  Wendt with a quick -- with not a quick question,
22 I suppose. But are there any changes?

23 MR. WILLIAMS: Yeah. There®"s a small change
24  on the cash benchmark. |1 wouldn®t characterize
25 it as anything of materiality.
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1 MR. WENDT: And that®"s the only thing. P§§<W7
2 we"re approving the same thing we"ve always
3 approved.

4 MR. WILLIAMS: Yes, sir.

5 MR. WENDT: Thank you.

6 MR. PETER JONES: This is Peter Jones. So
7  moved.

8 MR. BOBBY JONES: Second.

9 MS. CANIDA: Second. Tere Canida.

10 MR. OLMSTEAD: Okay. All in favor?

11 (Ayes)

12 MR. OLMSTEAD: Opposed? So moved.

13 MR. WILLIAMS: Thank you.

14 MR. OLMSTEAD: Okay. Next up, Kristen and
15 Katie on the major mandate review.

16 MS. DOYLE: Okay. Thank you very much. And
17 again, since we are over time and a lot of this
18 information has been covered already today, 1"m
19  just going to hit a few slides. So, John,

20 because | have control, | might just try it and
21 see if I can get it to work so that I"m not --
22 we"re not trying to guess which slide 1"m heading
23 to. So, okay, I think I"m moving it. Okay.

24 It"s working.

25 So we already talked pretty extensively
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about the performance of the pension plan. We

talked about the absolute performance, down

11.7 percent for the quarter. But 1 think what"s
noteworthy here -- and you"re going to see this
somewhat consistently across the mandates, and
we"ve seen this historically (inaudible). Even
in periods of time when we®"ve seen down markets,
we see the FRS and the other mandates fare

very -- fairly well through those periods in
terms of outperforming their performance
benchmarks.

So you can see the outperformance there
relative to the performance benchmark for the
quarter, which is the blue bar. So the
performance benchmark was down 14.3 percent, a
300 basis point outperformance over the one year
period, and then over the other periods,
consistent outperformance of the pension plan
relative to the blue bar and in many instances
the green bar, which I think is also important.

So moving to the next slide, this is the
absolute nominal target rate of return. So this
is the long-term benchmark that we look at over
many, many years, longest trailing periods that

we have.
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1 We can see an underperformance there ovg?ejﬁg
2 the last 20 years. And, intuitively, this is
3 because that 20 year period unfortunately has
4 included, still includes three periods of drastic
5 underperformance in the equity markets. And so
6 that has an impact on the FRS portfolio relative
7 to an absolute nominal target rate of return,

8 which by the way, is inflation plus 4 percent

9 right now.

10 But over long periods of time, we see

11  consistent outperformance. And I actually went
12 back and looked at what the last 20 years

13  trailing return was relative to the absolute

14 nominal target rate of return when we reviewed
15 this last quarter. And the underperformance was
16 about a percent, and now it"s about 1.7 percent.
17 So you can see the impact that downturn in March
18 had on this trailing return, and it"s pretty

19 dramatic.

20 We have also already talked about

21 performance relative to peers. So | wasn"t going
22  to talk about that. Sorry. 1 meant to go back
23 one slide. But this is the slide that just

24 illustrates what we"ve already talked about,

25 which is the FRS -- a higher allocation to
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equities versus the peer group. And then in the

tiny, tiny footnote, you can see again the higher
allocation to non-U.S. equities within that
global equity bucket relative to peers as well.
And that"s going to primarily be the impact here.

We"ve also -- the constituents in the
universe can move around a little bit, but we do
see one or two corporate plans that are very,
very large that pop into this universe of top ten
largest defined benefit plans. And so when that
happens, that also has an impact because, as we
know, corporate defined benefit plans are
generally allocated very differently to a public
pension plan, given the regulatory environment
within which they exist. And, sorry, | should
probably unpack that a little bit. So higher
allocation to long bonds, lower allocation to
equities, which in this environment obviously
would have fared very well.

Let me move on to the last couple of major
mandates. And, again, in the interest of time,
I"m going to go through this quickly. Stop me if
you have questions. So the DC plan, you®ve
already seen performance for this, but continues

to perform well relative to the benchmark, which
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is the underlying performance of the individual

mandates. So, collectively, those mandates
continue to outperform their benchmarks.

The CAT Fund, if you remember, is now broken
into two categories, the operating liquidity fund
and the operating claims paying fund, and again
continue to keep pace with the benchmarks
selected for those two particular components.

And then lastly is Lawton Chiles. So Lawton
Chiles had some negative performance to it. It
was down about 16 percent for the quarter. One
year period, down 7.7 percent. There"s one
active manager in that portfolio, asset equity
manager, that underperformed its benchmark. So
that"s why you see some underperformance, but
over the long-term, continued outperformance for
that program.

And then the last mandate is the Florida
PRIME, but you®"ve heard so much about that, 1"m
not going to spend a lot of time on it. But,
again, continued strong performance from that
mandate as well. Happy to answer any questions.

MR. OLMSTEAD: Okay-

MS. DOYLE: Thank you.

MR. OLMSTEAD: 1 think we"re getting to the

June 30, 2020
1 end here. Are there any audience comments? m??ffz
2  take that -- 1 will take that as a no.

3 MR. KUCZWANSKI: Mr. Chairman, no, there are
4 no comments. This is John Kuczwanski .
5 MR. OLMSTEAD: Thank you, John. That"s
6 great. So a couple of quick things here. 1
7  think the next board meeting is September 29th,
8 hopefully in person, so hopefully with some good
9 banter about college football season or something
10 to bring some levity.
11 And 1 just want to say to staff, great job
12 in putting this together. There were a few minor
13 glitches, but if you haven™t watched the Saturday
14 Night Live skit on Zoom church, watch it. It"s
15 very funny and a lot of comical things happening
16 in their Zoom approach. But with that, do we
17 have a motion to adjourn?
18 MR. GOETZ: So moved.
19 MR. BOBBY JONES: So moved.
20 MR. NEAL: Second.
21 MR. OLMSTEAD: All in favor?
22 (Ayes)
23 MR. OLMSTEAD: All right. Thanks, everyone.
24 (Thereupon, the meeting concluded at 5:12
25 p-m.)
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I, JO LANGSTON, RPR, certify that 1 was

authorized to and did stenographically report the