Agenda
Investment Advisory Council (IAC)
Tuesday, December 15, 2020, 1:00 P.M.*
Hermitage Room, First Floor
1801 Hermitage Blvd., Tallahassee, FL 32308
1:00 – 1:05 P.M.

1.

Welcome/Call to Order/Approval
of Minutes

Vinny Olmstead
Chair

(See Attachment 1)
(Action Required)
1:05 – 1:15 P.M.

2.

Opening Remarks/Reports

Ash Williams
Executive Director & CIO

(See Attachments 2A – 2E)
1:15 – 2:15 P.M.

3.

Strategic Investments
Asset Class Review

Trent Webster
SIO, Strategic Investments

(See Attachments 3A –3C)

Samit Chhabra
Richard Grimm
Andre Mehta
Jim Mnookin
Sheila Ryan
Cambridge
Richard Brown
Seth Marcus
Townsend

2:15 – 3:15 P.M.

4.

Fixed Income Asset Class Review
and Securities Lending

Katy Wojciechowski
SIO, Fixed Income

(See Attachments 4A – 4B)

Jay Love
Hugh Merkel
Mercer
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3:15 – 4:00 P.M.

5.

SIO Updates
DC Programs Update
Investment Programs &
Governance Office Update
(See Attachments 5A – 5E)

4:00 – 4:30 P.M.

6.

Major Mandate Performance
Review

Tim Taylor, SIO
Global Equity
Steve Spook, SIO
Real Estate
John Bradley, SIO
Private Equity
Daniel Beard, Chief
Defined Contribution
Programs
Michael McCauley
Investment Programs
& Governance Officer
Kristen Doyle
Katie Comstock
Aon

(See Attachment 6)
4:30 – 4:45 P.M.

7.

Audience Comments/ Proposed
2021 Meeting Dates/Closing
Remarks/ Adjourn

Vinny Olmstead
Chair

(See Attachment 7)

*All agenda item times are subject to change.

MINUTES
INVESTMENT ADVISORY COUNCIL
SEPTEMBER 29, 2020
A virtual meeting of the Investment Advisory Council (IAC) was held on Tuesday,
September 29, 2020, via GoToMeeting. The attached transcript of the September 29, 2020
meeting is hereby incorporated into these minutes by this reference.
Members Present:

Vinny Olmstead
Peter Jones
Bobby Jones
Chuck Cobb
Gary Wendt
John Goetz
Pat Neal
Peter Collins
Tere Canida

SBA Employees:

Ash Williams, Executive Director/CIO
Alison Romano
Kent Perez
Mike McCauley
John Bradley
Daniel Beard
Tim Taylor
Dustin Heintz
Meghan Brown
Katy Wojciechowski
Steve Spook
Trent Webster
Lamar Taylor
John Benton
John Kuczwanski

Consultants:

Kristen Doyle (Aon)
Katie Comstock (Aon)
Phil Kavarkis (Aon)
Jay Love (Mercer)

WELCOME/CALL TO ORDER/APPROVAL OF MINUTES
Mr. Vinny Olmstead, Chair, called the meeting to order at 1:05 p.m. He thanked SBA staff for
their efforts in putting the virtual meeting together; gave reminders about background noise and

use of microphones during the meeting; and a reminder to say your name as you speak so the
court reporter and audience can follow along with who is speaking.
Mr. Olmstead asked for motion to approve the minutes from the June 30, 2020 IAC meeting
minutes. Senator Neal moved that the minutes be approved; Ms. Canida seconded the motion.
The minutes were approved.
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
$168.4 billion, which is 94 basis points ahead of target and $1.3 billion below where it started the
calendar year (net of distributions of approximately $5 billion during that period of time). Mr.
Williams commented on asset class performance and the high valuation and concentration of
U.S. equities in the market. He commented on the pandemic, the upcoming election, and global
tensions with China creating uncertainty for U.S. markets. Mr. Williams closed with SBA
fundamental themes of finding ways to grow capital and protecting capital when at risk.
Ms. Alison Romano followed Mr. Williams providing an overview on what the asset classes have
done to navigate the current environment. Ms. Romano indicated that the asset classes continue
to look for and find opportunities in todays dislocated markets while managing risk and
diversifying exposures.
Asset Liability Review
Phil Kavarkis, Aon, provided a report on the annual asset-liability review. Noted similarities year
over year when looking at this year’s results compared to last year. There are slight differences;
i.e., the trajectory of growth in the assets relative to the liabilities, very similar to last year, but
slightly below the trajectory of growth last year. Mr. Kavarkis explained that the purpose of this
exercise is to examine the nature of the assets relative to the liabilities in order to make informed
decision as to how the assets should be invested for long-term. Kristen Doyle pointed out that
the main purpose of this study is to determine the optimal mix between return-seeking assets
and risk-reducing assets. Mr. Kavarkis provided an executive summary of the annual review then
went through specific factors, evaluations, and investment analyses.
Global Equity Asset Class Review
Tim Taylor, Meghan Brown, Dustin Heintz and Jay Love (Mercer) provided an update on GE. GE’s
managed return is up 8.19 percent since the start of the fiscal year, which began July 1st; meaning
a value add of 30 basis points of positive alpha since the end of the quarter. Factors of growth,
momentum and quality notably outperformed value. Many of the best performers have been
the largest cap stocks, Apple, Microsoft, which has further increased the concentration of U.S.
benchmarks. One particular area of the market that might begin to do well are those stocks in
the value camp whose businesses haven’t been permanently or too temporarily impaired by the

pandemic. GE wants to ensure that we have sufficient exposure so that we can benefit once
things begin to stabilize. Tim, Meghan, Dustin and Jay provided an overview of the asset class,
policies and objectives, global equity’s role in the total fund, and a review of the performance of
the asset class.
SIO Updates/DC Programs Update/Investment Programs & Governance Office Update
The Senior Investment Officers of Fixed Income, Real Estate, Private Equity and Strategic
Investments provided performance updates on their respective asset classes over the last quarter
and discussed general market conditions. Questions were asked and answered.
Dan Beard, Chief-Defined Contribution Programs, provided a snapshot of the FRS Investment
Plan assets, returns, and average account balance, average years of service, and distribution.
Mike McCauley, Senior Officer-Investment Programs & Governance, provided a report on proxy
voting levels during the fiscal year, noting that due to the pandemic and other factors, SBA proxy
voting level declined by close to 9 percent for the whole fiscal year.
Major Mandate Performance Review
Katie Comstock, Aon Hewitt, provided an overview of the performance of the Pension Plan, the
Investment Plan, the Florida Hurricane Catastrophe Fund, the Lawton Chiles Endowment Fund,
and Florida PRIME.
IAC Compensation Subcommittee Update
Vinny Olmstead, Chair-IAC Compensation Subcommittee provided an update from the
subcommittee (Collins, Wendt, Cobb, Olmstead) from their September 24, 2020 meeting. Mr.
Olmstead gave a brief overview of the subcommittee’s responsibilities and provided information
to the full committee regarding their charge—basically two components, make a
recommendation on base pay and make a recommendation on individual incentive.
Subcommittee recommends a modest 3 percent pay increase, and based on the scoring of his
annual review, should meet the maximum target of his individual incentive. Questions were
asked and answered.
There was also discussion of a deep review of the incentive compensation plan and the need for
an updated review of the ICP. Ambassador Cobb made a motion that the full IAC concur with the
compensation committee that the compensation plan should be updated. Tere Canida seconded
the motion. Unanimously approved.
Audience Comments/December Meeting Date/Proposed 2021 Meeting Dates/Closing Remarks
Mr. Olmstead officially adjourned the meeting at 5:32 p.m.
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·1· · · ·INVESTMENT ADVISORY COUNCIL MEETING
·2· · · · · · · · · · · * * *

IAC MEMBERS:

·3· · · · MR. OLMSTEAD:· I would like to call this

VINNY OLMSTEAD
PETER JONES
BOBBY JONES
CHUCK COBB
GARY WENDT
JOHN GOETZ
PAT NEAL
PETER COLLINS
TERE CANIDA

·4· ·meeting to order.· So first I would like to thank
·5· ·staff in orchestrating and putting this together.
·6· ·They are getting very good at these virtual
·7· ·meetings.· It's fun to see all of the many, many
·8· ·thumbprints across the top of the screen.

SBA EMPLOYEES:
ASH WILLIAMS, EXECUTIVE DIRECTOR AND CIO
ALISON ROMANO
KENT PEREZ
MIKE McCAULEY
JOHN BRADLEY
DANIEL BEARD
TIM TAYLOR
DUSTIN HEINTZ
MEGHAN BROWN
KATY WOJCIECHOWSKI
STEVE SPOOK
TRENT WEBSTER
LAMAR TAYLOR
JOHN BENTON
JOHN KUCZWANSKI

·9· · · · A few quick logistical items.· One is keep
10· ·your -- if you wouldn't mind keeping your
11· ·microphones on mute, unless you have a question
12· ·or are involved in the conversation, to try to
13· ·keep the background noise, dogs barking, et
14· ·cetera, to a minimum.· Number two, when there are
15· ·questions or comments, please say your name so
16· ·the court reporter and audience can follow along

CONSULTANTS:

17· ·more easily as to who it is speaking.

KRISTEN DOYLE - (Aon)
KATIE COMSTOCK - (Aon)
PHIL KIVARKIS - (Aon)
JAY LOVE - (Mercer)

18· · · · Our first piece of business is the approval
19· ·of the June 30 minutes.· I'm sure everybody has
20· ·had a chance, at least board members, to review.
21· ·And so if there's someone that can make a -22· · · · MR. NEAL:· So move.· Pat Neal.
23· · · · MS. CANIDA:· Second.· Tere Canida.
24· · · · MR. OLMSTEAD:· All in favor.
25· · · · (Ayes)
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·1· · · · MR. OLMSTEAD:· Opposed?

·1· ·a little too thoroughly.· Thank you all for being

·2· · · · MR. COBB:· Aye.

·2· ·with us.· Thank you, Mr. Chairman, for leading us

·3· · · · MR. OLMSTEAD:· I assume that was in favor,

·3· ·and opening up the meeting today.· Let's open

·4· ·Ambassador.· All right.· So moved.

·4· ·with performance, and then I'd like to share a

·5· · · · All right.· Well, we have another robust

·5· ·couple of things to set the table for the way the

·6· ·agenda today, including our annual

·6· ·rest of the meeting will go.

·7· ·asset-liability review led by Aon, a review of

·7· · · · As of last night's close, if we look at

·8· ·each of our asset classes, with our feature of

·8· ·calendar year to date, the Florida Retirement

·9· ·the global equity class today, which is our

·9· ·System Trust Fund is up 2.25 percent gross.

10· ·largest class.· Each will review the performance

10· ·That's 94 basis points ahead of target.· It puts

11· ·in -- I think as a result of performance of Q2,

11· ·the fund at $168.4 billion.· That's 1.3 billion

12· ·but I would also ask each of the SIOs to comment

12· ·below where we started the calendar year, net of

13· ·on sort of Q3.

13· ·distributing approximately 5 billion in benefit

14· · · · It's obviously a very fluid and interesting

14· ·payments over that time.

15· ·political time, so it would be good to get some

15· · · · Now, if you look at the composition of that

16· ·color commentary, even though we are focusing on

16· ·plus 2.25 percent, what's interesting about it

17· ·the performance of Q2.· I think on behalf of my

17· ·is, if you look at the performance of the various

18· ·colleagues on the council here, they would love

18· ·asset classes, we're all well familiar with the

19· ·to hear some further insights.

19· ·long story of global equity and other risk

20· · · · So without further ado, maybe I can

20· ·assets, private equity in particular, leading the

21· ·transition it over to Ash, our CIO and ED, and

21· ·pack in terms of returns.

22· ·let him provide some opening remarks.· Ash,

22· · · · And what's different about this series this

23· ·you're on mute.

23· ·time is that fixed income is right behind private

24· · · · MR. WILLIAMS:· Sorry.· I was very carefully

24· ·equity.· Private equity is 6.29 percent on the

25· ·and studiously following the order to stay muted,

25· ·year.· Fixed income is 5.76.· Global equity
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·1· ·follows at 1.22.· Real estate is off 118 basis

·1· ·ballpark as what we saw back in the dot-com

·2· ·points, and strategic investments are off 79

·2· ·bubble.· And I'm just looking at a couple of

·3· ·basis points.

·3· ·notes I put together on this to see if there's

·4· · · · So that's interesting, because here you are

·4· ·anything specific that jumps out on that.

·5· ·in a world where interest rates have basically

·5· · · · But the fact of the matter is, as we've been

·6· ·been the floor, and everybody has been basically

·6· ·saying in the past several meetings, nothing

·7· ·fearing fixed income as an asset class that's not

·7· ·around the world looks conspicuously cheap.

·8· ·producing any meaningful current yield.· And

·8· ·think U.S. valuations have some earnings

·9· ·given where pricing has been, the idea has been,

·9· ·challenges that they need to answer on a

10· ·really, can there be an upside here.· But lo and

10· ·going-forward basis.

11· ·behold, here we are.· So that's one indication of

11· · · · And we have a few other complications in the

12· ·a potentially tough market going forward.

12· ·wind that would include, in no particular order,

13· · · · If we look at a few other things, I think

13· ·in addition to valuation and tremendous

14· ·it's worthy of note that equity prices -- and I'm

14· ·concentration and very, very narrow breadth in

15· ·going to talk U.S. for a minute.· U.S. equity

15· ·the U.S. market, you have the matter of the

16· ·multiples are at the highest levels they've been

16· ·pandemic and the overhang for that and the way

17· ·since the dot-com crisis.· The S&P is now, I

17· ·that has changed various businesses, virtually

18· ·think, at about 21X on forward earnings.· I think

18· ·shut down others, and how long that's going to go

19· ·the record on that was 24X set in 1999.· So

19· ·on and whether or not there's another round of

20· ·you're getting into nose-bleed territory for

20· ·fiscal stimulus to help offset the negative of

21· ·sure.

21· ·the pandemic on consumption, sales, operating

22· · · · The other thing that's really interesting

22· ·costs and, by extension, bottom line of private

23· ·about U.S. equities is extraordinary

23· ·companies.

24· ·concentration.· You've got the five FANG stocks

24· · · · In addition to that, we have a lot of

25· ·dominating to a degree that is in the same

25· ·uncertainty around the U.S. election in the near
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·1· ·future.· And as if that's not enough, there's a

·1· ·than a lot of people think.· And I think Florida

·2· ·lot of growing global tension, primarily between

·2· ·has tried to show some leadership in terms of how

·3· ·the U.S. and China.· So there are variables,

·3· ·our state has reopened its economy, while being

·4· ·risks and uncertainties from here to eternity.

·4· ·mindful of things like contagion numbers,

·5· ·And as we move toward October, I can't help but

·5· ·positivity of test results, health care capacity,

·6· ·wonder whether we have tricks or treats in our

·6· ·access, et cetera.· So.

·7· ·future.· Hard to stay.

·7· · · · I think Florida has been maybe a little

·8· · · · One other thing that's worthy of note.· If

·8· ·forward of a lot of the country in terms of

·9· ·you look at the experience that we've had with

·9· ·reopening various things.· But the governor is

10· ·the pandemic, we've talked before about the speed

10· ·very dialed in to day-to-day data and I think is

11· ·and depth of the move down and the reverse move

11· ·making a real effort to calibrate his actions in

12· ·back up.· What's interesting to note is, if you

12· ·a way that they're rational and not driven by

13· ·look at the central bank activity and the fiscal

13· ·some sort of just broad beliefs absent facts.

14· ·stimulus that's been done in connection with the

14· · · · But bottom line is, it would appear that the

15· ·pandemic and you compare that to what we saw with

15· ·economy has probably recovered on the order of 70

16· ·the great financial crisis, you see 5X the

16· ·to 80 percent from where it was.· And what I'm

17· ·aggregate stimulus that was done in the crisis

17· ·hearing from people whose views I would have some

18· ·done in one-fifth of the time, 5X the stimulus,

18· ·willingness to believe are that we'll probably

19· ·one-fifth the time.· And if anybody has any

19· ·see unemployment continuing to come down and, by

20· ·questions about why the V in the recovery was as

20· ·year end '21, be back in the kind of five-ish

21· ·strong as it was in the markets, I think that

21· ·ballpark, five, five and a half, in that realm,

22· ·might answer it, at least in part.

22· ·which is way better.· I mean, if you think about

23· · · · One other thing I would offer.· Just looking

23· ·where we were just a few months ago, there's a

24· ·at some high frequency data in prep for today,

24· ·lot of improvement that's gradually happened.

25· ·the rebound in the broad economy may be better

25· · · · One of the other interesting things that I
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·1· ·think reflects well on America's fundamental free

·1· ·stage for what you're going to hear when we do

·2· ·market nature and entrepreneurial nature is if

·2· ·the walk through and the senior investment

·3· ·you look at IRS filings for new businesses,

·3· ·officers later in the meeting.· And the senior

·4· ·filings for new businesses are hitting all-time

·4· ·investment officers will, for each of their

·5· ·highs right now.· A lot of that is in health

·5· ·respective asset classes, really fill in the

·6· ·care.· A lot of it is in service delivery, remote

·6· ·outline that Alison will provide.· So, Mr.

·7· ·payments, that kind of thing.

·7· ·Chairman, is that okay with you?

·8· · · · But it just illustrates that any time you

·8· · · · MR. OLMSTEAD:· Perfect.

·9· ·have changes, free economies can adapt and they

·9· · · · MR. WILLIAMS:· Thank you.· Alison, fire

10· ·will adapt.· And enterprising people will figure

10· ·away, unless anyone has any questions for me.

11· ·out ways to prosper in a new environment.· They

11· ·Let me stop and see if anybody has questions for

12· ·will adjust, improvise and advance.· And that's

12· ·me.

13· ·what capitalism and free enterprise is all about.

13· · · · MR. WENDT:· Gary Wendt has a question.· Were

14· · · · So having talked about what the broad

14· ·you referring to Attachments 2A through 2E when

15· ·environment is, we put a lot of time internally

15· ·you were speaking?

16· ·on the investment team into all of these areas,

16· · · · MR. WILLIAMS:· No.· I was referring to my

17· ·with two fundamental themes.· Our job is to

17· ·own notes.

18· ·compound capital over time, which means doing two

18· · · · MR. WENDT:· Okay, because we have opening

19· ·things.· It means protecting capital when capital

19· ·remarks, Ash Williams, see attachments 2A to 2E.

20· ·is at risk, and it means finding ways to grow

20· ·I don't know where to find those.

21· ·capital when we're willing to go forward and put

21· · · · MR. WILLIAMS:· Well, okay.· I can explain

22· ·capital at risk.

22· ·what those are.· There's a tab in the book, and

23· · · · So if I may, Mr. Chair, I'd like to ask

23· ·on the electronic outline that we sent out, I

24· ·Alison to give you a little high-level walk

24· ·believe that's tabbed as well.· And Tab 2, what

25· ·through the various asset classes to set the

25· ·2A through 2E are are all the standing reports.
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·1· ·So that's the audit committee, the inspector

·1· ·about what the asset classes have done to

·2· ·general, general counsel, et cetera, all those

·2· ·navigate this environment, which both has

·3· ·sorts of things.· And the quick takeaway from

·3· ·certainly opportunities but ongoing risks.· And

·4· ·those is that the control environment is

·4· ·as segments of the equity markets have rebounded,

·5· ·completely sound and we don't have any audit

·5· ·we remain focused on returns but vigilant in

·6· ·exceptions pending or any compliance issues

·6· ·evaluating risk going forward.

·7· ·pending.

·7· · · · Now, if you'll bear with me, I'd like to use

·8· · · · MR. WENDT:· Ash, excuse me.· I wasn't trying

·8· ·a bit of a sports analogy, and maybe not a

·9· ·to jump ahead.· I just didn't know that -- I

·9· ·football one today because that might be painful

10· ·thought you were speaking to some other items,

10· ·for some individuals.· But really what we

11· ·some other charts called 2A through 2E.· But if

11· ·continue to do is we continue to play both

12· ·2A through 2E is the audit stuff, we certainly

12· ·offense and defense.· So offense is finding

13· ·don't need to get into that now.

13· ·opportunities in today's dislocated markets and

14· · · · MR. WILLIAMS:· No.· You're right.· And,

14· ·taking some gains where we have them but playing

15· ·Gary, I wasn't trying to dredge it up.· I should

15· ·defense in managing risk and diversifying our

16· ·have mentioned it, and I didn't, given that

16· ·exposures.

17· ·reference, so thank you for reminding me.· Other

17· · · · So let me start with fixed income, which is

18· ·questions?

18· ·really a key component to our defense.· It

19· · · · MR. WENDT:· We're looking forward to

19· ·continues, as Katy has said many times, to be our

20· ·listening to Alison.

20· ·sleep at night, defensive asset class.· Solid

21· · · · MR. WILLIAMS:· Thank you.· Alison, take it

21· ·portfolio construction allowed us to navigate the

22· ·away.

22· ·turbulent times in March and April.· We've had no

23· · · · MS. ROMANO:· Good afternoon.· Can everybody

23· ·defaults and distress to date, but we've had some

24· ·hear me okay?· Some nods?· Okay.· So as Ash

24· ·downgrades.· And our liquidity portfolio has

25· ·mentioned, I'll spend a few minutes today talking

25· ·served us well during those periods, and in fact
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·1· ·we've increased a little bit of our exposure to

·1· ·is measured by the benchmark relative

·2· ·our fixed income liquidity portfolio to continue

·2· ·performance, it does not mean that we will

·3· ·to provide us some flexibility.

·3· ·continue to look for goals, touchdowns, whatever

·4· · · · So just because fixed income is our

·4· ·sport you choose, depending on -- we will

·5· ·defensive asset class, it doesn't mean that we've

·5· ·continue to look for those opportunities.

·6· ·stopped looking for return opportunities.· Now,

·6· · · · So we've benefited from the stock selection

·7· ·it was one of our strongest performing asset

·7· ·with our growth managers, but we continue to have

·8· ·classes year to date, sorry, fiscal year to date,

·8· ·exposure to our value managers.· We also are very

·9· ·which is somewhat unusual.· We don't expect that

·9· ·active in looking for new managers that balance

10· ·to continue, given the interest rate environment.

10· ·out our construction so that we will be able to

11· · · · But fixed income is looking for

11· ·perform in multiple environments, including when

12· ·opportunities for returns in some uncorrelated or

12· ·there may be a shift between growth and value.

13· ·less correlated areas, perhaps global, and

13· ·Meghan, Dustin and Tim will talk in a lot more

14· ·continues to utilize our core-plus managers and

14· ·detail about global equity.

15· ·barbell short credit and longer duration.

15· · · · So moving to strategic investments.· And if

16· · · · So now let's move on to global equity, which

16· ·you'll indulge me here, I will give one specific

17· ·as you all know is a return-seeking asset class.

17· ·sports analogy, soccer.· In some respects, I view

18· ·That asset class likewise continues to play

18· ·strategic as our midfield.· They play defense and

19· ·defense in some measures.· We've taken profits

19· ·they play offense.· So they defend returns during

20· ·from some of our strongest performing managers,

20· ·challenging market periods, like we've seen, but

21· ·who while they are leading growth managers and

21· ·they will continue to push the ball forward and

22· ·have had good stock selection, have also

22· ·generate returns when those opportunities exist.

23· ·benefited from very strong growth tailwinds in

23· · · · And that is precisely what our strategic

24· ·this environment.

24· ·group is doing today.· They are putting money to

25· · · · Now, just because global equity is ahead, it

25· ·work, 2.5 billion in commitments to performing
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·1· ·credit and distressed.· They have another

·1· ·during recessions or coming out of recessions and

·2· ·1.3 billion in the pipeline of potential

·2· ·in periods of increased volatility.· So today for

·3· ·commitments in this space.· So all in all,

·3· ·your PE asset class, over one-third of our dry

·4· ·potentially 3 billion exposure to an area that,

·4· ·powder is in this space.· PE is also looking at

·5· ·when there is market choppiness, as we expect

·5· ·co-investments.· They enable us to take advantage

·6· ·there will be, or dislocation, they will be able

·6· ·of market stress in a very cost-effective manner

·7· ·to put that money to work over the next 12 to 18

·7· ·and do so relatively quickly.

·8· ·months and take advantage.

·8· · · · Finally, turning to our real estate asset

·9· · · · Now, moving to private equity -- and this is

·9· ·class, like private equity, they need a long-term

10· ·definitely an asset class that requires a

10· ·playbook.· They continue to, if you will, play

11· ·long-term playbook.· We can see that that

11· ·defense and focus on the risks that are inherent

12· ·playbook has really paid off for our private

12· ·in this unusual time of the COVID pandemic.· They

13· ·equity group.· The changes that they implemented

13· ·are regularly in dialogue with partners and

14· ·starting five, over five years ago to reposition

14· ·managers trying to understand and evaluate the

15· ·the portfolio to high quality, small,

15· ·risks associated with managing collections,

16· ·sector-focused PE firms with strong reputations

16· ·maintaining occupancy, ensuring safety protocols,

17· ·has put us in a position today that we navigated

17· ·et cetera.

18· ·these this tough market.· Diversified through

18· · · · And they're also adapting to this day and

19· ·sector, manager, stage, et cetera.

19· ·age where we can't travel.· So determining how to

20· · · · So going forward, we continue to be on the

20· ·best conduct diligence, particularly in an asset

21· ·offense as well.· So PE is positioned to take

21· ·class where on-site visits are important.· So

22· ·advantage of increased volatility.· Over the past

22· ·they use technology and other methods to address

23· ·year, they've focused on two areas, distressed

23· ·those risks as well.

24· ·for control and secondary portfolios.· Both are

24· · · · But like our other asset classes, they are

25· ·strategies that have historically done well

25· ·not playing defense, just defense.· They are also
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·1· ·playing offense.· They are looking to identify

·1· · · · MR. WENDT:· Gary Wendt again.

·2· ·trends in this marketplace, many of which have

·2· · · · MR. OLMSTEAD:· Gary, go ahead.

·3· ·been accelerated through the COVID pandemic, to

·3· · · · MR. WENDT:· That was a very good

·4· ·find new areas of real estate to invest or

·4· ·presentation on the offense and defense, but you

·5· ·enhance our investments to.

·5· ·didn't mention special teams.

·6· · · · They continue to find opportunities,

·6· · · · MS. ROMANO:· That's all the support around

·7· ·particularly with blind pooled funds that have

·7· ·the SBA.

·8· ·enabled us to invest opportunistically a little

·8· · · · MR. OLMSTEAD:· All right.· I see the theme

·9· ·bit more rapidly, if you will, than principal

·9· ·today obviously is going to be sports analogies,

10· ·investments, and have looked to public real

10· ·so let's hope in our next session here, the

11· ·estate as well through REIT portfolios to

11· ·asset-liability review, we can get some similar

12· ·identify opportunities.

12· ·analogies.· But thank you, both Ash and Alison,

13· · · · So, again, thinking across these asset

13· ·for that good overview.

14· ·classes, we continue to be focused on managing

14· · · · So on asset-liability, we'll turn it over to

15· ·that risk and identifying specific opportunities

15· ·Phil and Kristen in just a moment.· I do remember

16· ·in this marketplace that we can take advantage

16· ·last year, for those who were on the committee --

17· ·of.· We don't know precisely when the pandemic

17· ·we have a few newer folks -- but we had a pretty

18· ·will end or how this will play out, but we're

18· ·robust conversation.· I imagine we will end up

19· ·taking advantage of managing risk and looking to

19· ·with a robust conversation on this section again

20· ·long-term returns to generate a return target.

20· ·today.

21· · · · Each of the SIOs, when they go through the

21· · · · In fact, last year I know that our chairman

22· ·materials, will go into more detail on each of

22· ·last year, Mr. Bobby Jones, he wrote a letter to

23· ·those points, but that is the broad overview.

23· ·the trustees of the Florida State Board of

24· ·Does anybody have any questions?

24· ·Administration with some guidance and input from

25· · · · MR. OLMSTEAD:· Great.· Thank you.

25· ·us.· So I look forward to some of that
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·1· ·conversation.· We'll turn it over to the folks

·1· · · · Now, the purpose of these exercises is to

·2· ·from Aon.

·2· ·examine the nature of the assets relative to the

·3· · · · MR. KIVARKIS:· Well, thank you for that.

·3· ·liabilities and to make informed decisions as to

·4· ·Hi, everyone.· This is Phil Kivarkis.· I'm joined

·4· ·how the assets should be invested for long-term.

·5· ·by Kristen Doyle, who apparently is having some

·5· ·Now, generally speaking, these are long-term

·6· ·technical difficulties unmuting.· Kristen, feel

·6· ·propositions.· Pension funds are multi-decade

·7· ·free to interject if you're able.· But we'll dive

·7· ·obligations and with time horizons that are

·8· ·into the asset-liability review.· As you just

·8· ·multi-decade in nature.· They tend to have a

·9· ·mentioned, this is an annual exercise.· And so

·9· ·long-term view, which tends to point towards the

10· ·for those that have seen these results before,

10· ·riskier end of the investment spectrum, if you

11· ·you'll notice similarities year over year as we

11· ·will.· So those are some of the initial thoughts

12· ·look at this year's results as compared to last

12· ·before we dive in.

13· ·year.

13· · · · Kristen, anything you wanted to add before I

14· · · · They look very similar.· Slight differences,

14· ·dive into the presentation?

15· ·which I'll point out as we walk through the

15· · · · MS. DOYLE:· Yes.· Can you hear me?

16· ·materials.· For example, the trajectory of growth

16· · · · MR. KIVARKIS:· We can.

17· ·in the assets relative to the liabilities, very

17· · · · MS. DOYLE:· Okay.· Good.· Sorry about that.

18· ·similar to last year but slightly below the

18· ·So, yes, thanks, everyone.· Great to be with you

19· ·trajectory of growth last year.· Well, one of the

19· ·this afternoon.· Phil did a good job on the

20· ·reasons is the starting point for funded ratio is

20· ·intro.· I was going to make a couple of comments.

21· ·ever so slightly lower, 86 percent versus

21· ·One is, there are a few new IAC members.· So just

22· ·85 percent, for example.· So year over year,

22· ·for purposes of introducing Phil, who many of

23· ·changes will impact the trajectories of future

23· ·you, I know, have seen before, but he leads our

24· ·growth.· But by and large, very similar pictures,

24· ·investment policy services team at Aon

25· ·very familiar pictures to what we've seen before.

25· ·Investments, and that team really owns these
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·1· ·asset-liability studies across our client base.

·1· ·follow-up, which we intend to follow up with in

·2· · · · And Phil is going to elaborate more on this,

·2· ·the coming days.· So I'll point those things as

·3· ·but I did just want to kind of set the stage for

·3· ·we go through the material.

·4· ·the asset-liability study.· We do it annually for

·4· · · · I'll start with the executive summary, just

·5· ·the SBA.· And I just want everyone to remember or

·5· ·a very high level of what we found and why we

·6· ·recall that the main purpose of this study is to

·6· ·found it.· And then I'll dive into the analysis.

·7· ·determine that optimal mix between what we refer

·7· ·So we'll start with the executive summary, but

·8· ·to as return-seeking assets and risk-reducing

·8· ·then we'll move into the various stages of

·9· ·assets.· And the risk-reducing asset in the SBA's

·9· ·analysis, things like the analysis of the

10· ·portfolio is the fixed income asset class, and

10· ·portfolio and the analysis in terms of

11· ·then all of the other asset classes fall under

11· ·asset-liability projection results, liquidity

12· ·return-seeking.

12· ·analysis, et cetera.· And then we'll end where we

13· · · · So, again, just to set the stage, we believe

13· ·started.

14· ·that looking at assets in light of the SBA's

14· · · · Now, just to set the stage, Ash summarized

15· ·liabilities is a really critical component to

15· ·it well.· These are challenging times for pension

16· ·setting the long-term investment policy and asset

16· ·funds.· We recognize most pension funds are

17· ·allocation for the pension plan.· And obviously

17· ·underfunded these days.· Public pension funds,

18· ·that's one of the main responsibilities of the

18· ·the average funded ratio is something on the

19· ·IAC and of the board.· So with that, sorry about

19· ·order of 70 percent or so.· Eighty-five percent

20· ·my technical difficulties.· Phil, I'll kick it

20· ·is your funded ratio.· That's the top quartile.

21· ·back over to you.

21· ·It's a fantastic result.

22· · · · MR. KIVARKIS:· All right.· Thank you.· I'll

22· · · · But we recognize underfunded plans, which

23· ·walk through the contents.· We've previewed this

23· ·will require contributions to fill those

24· ·analysis with staff, and so we reviewed the

24· ·shortfalls, those contributions aren't certain.

25· ·results with staff.· Staff had some requests for

25· ·We recognize that governmental revenue sources
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·1· ·are strained these days, and as a result, it's a

·1· · · · Next slide.· So the 30-year look, as I

·2· ·challenging time today in going forward.· And

·2· ·mentioned, it's a 30-year analysis.· It's a

·3· ·it's a challenging time with uncertainty, as Ash

·3· ·long-term proposition.· The study is long-term in

·4· ·articulated; election year, you know, COVID, the

·4· ·nature, and so we'll study risk and reward within

·5· ·potential for a second wave and things like that.

·5· ·that context.

·6· ·It's an certain time.· And so all those things

·6· · · · Next slide, please.· All right.· So here's

·7· ·implicate what happens to the pension fund today

·7· ·the very high-level summary.· Now, I'll

·8· ·and going forward.

·8· ·articulate the three key phases of analysis; the

·9· · · · Now, one of the things that we can do to

·9· ·investment analysis, the asset-liability

10· ·manage or mitigate some of the uncertainty is the

10· ·projection analysis and liquidity analysis.

11· ·construct of the portfolio.· And so we'll examine

11· · · · Now, for starters, with the investment

12· ·different ways to structure the portfolio to

12· ·analysis, we've analyzed the existing portfolio.

13· ·potentially smooth out the pattern of risky asset

13· ·We generally like the construct of the existing

14· ·performance along the way.

14· ·portfolio.· It's well-diversified, 81 percent

15· · · · Now, in this study you'll see an evaluation

15· ·allocated to what we call return-seeking assets,

16· ·of the financial implications of a variety of

16· ·that being risky assets, things like stocks, with

17· ·different potential strategies, that being

17· ·an eye towards growth.· And as we mentioned

18· ·strategies from across the risk spectrum, from

18· ·earlier, these public pension funds, being

19· ·low risk to high risk and everything in between.

19· ·long-term propositions, tend to be focused on the

20· ·But you can examine those trend lines that I

20· ·riskier end of spectrum, of the risk spectrum.

21· ·mentioned and examine what the funded ratio might

21· · · · Equity risk premium is 5.15 percent.· That's

22· ·look like with strategy A versus strategy B

22· ·the assumption that's used in the 2020 study.

23· ·versus strategy C, and not just in the expected

23· ·Last year that equity risk premium assumption was

24· ·case but in the expected case as well as

24· ·3.88 percent.· So there's a fairly large increase

25· ·optimistic investment cases.

25· ·in the equity risk premium.· I'll talk about how
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·1· ·we developed that assumption and why it increased

·1· ·examine where on the spectrum you might want to

·2· ·from year to year as we work through the

·2· ·be.

·3· ·analysis.· But that is an interesting tidbit.

·3· · · · Finally, as it relates to the liquidity

·4· ·And then finally, the asset returns for the

·4· ·analysis, you know, oftentimes when we examine

·5· ·existing portfolio, expected 6.46 percent

·5· ·portfolio builds, there is a quantitative method

·6· ·long-term asset return, not expected to keep pace

·6· ·to diversification.· And when we examine

·7· ·with the actuarial assumed rate of return,

·7· ·diversification, it's oftentimes diversifying

·8· ·7.2 percent.· Well, that's important as well, and

·8· ·into other risky asset sources, things other than

·9· ·so that will have implications in the projected

·9· ·stocks, for example, real estate, private equity,

10· ·results, as we'll examine.

10· ·et cetera, that tends to diversify risky asset

11· · · · So those are the three key tidbits when it

11· ·sources, tends to smooth out the pattern of

12· ·comes to the investments analysis.· Now, when we

12· ·performance over time and have a more favorable

13· ·looked at the asset-liability projection

13· ·risk-reward characteristic.

14· ·analysis, these are long-term analytics.· And

14· · · · Well, the issue with diversification, which

15· ·what we found was that the longer the time

15· ·tends to be quantitatively a free lunch, is that

16· ·horizon, the more incentivized you are and public

16· ·diversification tends to move into less and less

17· ·pension plans in general are in taking risk.· So

17· ·liquid sources of investment.· So, for example,

18· ·these being long-term time horizons, generally

18· ·real estate is less liquid than public equities.

19· ·speaking riskier asset allocations tend to model

19· ·And so as a result, it's very important to

20· ·more favorably.

20· ·examine whether the plan can withstand the

21· · · · Now, there is going to be the balance of

21· ·additional illiquidity you might have if you were

22· ·your long-term desire for growth with your

22· ·to push further into diversifying assets.· We

23· ·short-term concern about downside risk.· And so

23· ·studied that as well.

24· ·weighing those, both the long-term and the

24· · · · The good news is we found you have plenty of

25· ·shorter-term concern, will be important as you

25· ·room, you have plenty of liquidity built into the
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·1· ·plan.· We stress tested it quite a bit.· And

·1· ·liabilities over the last 20 years.· The green

·2· ·we'll show you the results of that stress test.

·2· ·line represents the asset growth.· And there was

·3· ·And it was an important finding, because if

·3· ·a crossover point that occurred in fiscal '09.

·4· ·there's room for additional illiquidity premium

·4· ·Well, that was the global financial crisis.· You

·5· ·capture, you might benefit from contemplating

·5· ·can see the asset return bar was negative for

·6· ·additional diversification in the fund.· So we'll

·6· ·your plan, as it was for all of my clients.

·7· ·examine that.

·7· · · · So what occurred there was assets moved

·8· · · · All right.· So that's it at a very high

·8· ·south.· Liabilities continued north.· Liabilities

·9· ·level.· If I may, Mr. Chair, ask if there are any

·9· ·were unresponsive to market movements.· And so

10· ·questions right off the top before I dive into

10· ·there was a shortfall that opened up post global

11· ·the analysis that supports each of these three

11· ·financial crisis.· Subsequent to that, there were

12· ·key facets of the analysis.

12· ·a few years of funding that were strained because

13· · · · MR. OLMSTEAD:· I'm sure there will be some

13· ·the revenue sources were strained post global

14· ·questions soon, but why don't we go through that

14· ·financial crisis.· Fairly common, and as a

15· ·piece of it, and then we'll come back and open up

15· ·result, the trajectory of the assets was slowed

16· ·with some dialogue, especially around the asset

16· ·relative to the liabilities.

17· ·return expectations.

17· · · · Now, you'll notice that that's picked up in

18· · · · MR. KIVARKIS:· By all means.· Thank you.· So

18· ·recent years, but you'll notice that that

19· ·let's continue forward then.· Next slide, please.

19· ·crossover started in '09, widened ever so

20· ·Okay.· So we'll start at the starting point for

20· ·slightly.· Now those lines are going to be

21· ·the analysis.· Now, here's a history of the

21· ·trending largely together.· More on that in just

22· ·assets versus the liabilities.· The green line

22· ·a moment.

23· ·represents the assets over the last 20 years.

23· · · · Next slide, please.· All right.· So here's

24· ·The blue line represents the liabilities.

24· ·the starting point.· This was as of July 1 of

25· · · · And you'll see there is steady growth in the

25· ·2019.· This was the latest and greatest actuarial
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·1· ·valuation report, which was used for the starting

·1· ·growth rate is today or expected to be today and

·2· ·point of this analysis.· You can see the upper

·2· ·going forward, and we find that it's just shy of

·3· ·left-hand corner shows the asset-liability

·3· ·9 percent, 8.84 percent.· That's the summation of

·4· ·snapshot at the starting point, 163.6 billion of

·4· ·6.46 percent of expected investment returns and

·5· ·assets, 191.3 billion of actuarial liability,

·5· ·another 2.38 percent due to contributions coming

·6· ·85.5 percent funded on that basis.

·6· ·in, just around $4 billion over the year, 3.9 to

·7· · · · Now, as we examine the bottom left-hand

·7· ·be exact.

·8· ·corner, you can see the liability growth rate,

·8· · · · So 6.46 plus 2.38 is 8.84 percent asset

·9· ·8.56 percent.· And that's the sum of 7.2 percent

·9· ·growth.· So if your hurdle rate is 10 percent but

10· ·of discount cost, which is the interest rate used

10· ·your asset growth rate is expected to be

11· ·by the actuary, and another 1.36 percent of

11· ·9 percent, in that first year projection, if your

12· ·normal cost, that being about $2.6 billion of new

12· ·liabilities -- your liabilities will be outpacing

13· ·benefit accrual that accrue to your people for

13· ·your assets, which means we would expect that

14· ·one additional year of service, et cetera.

14· ·funded ratio to decline in year one of the

15· ·$16.4 billion is the liability's growth rate

15· ·projection period by about a percent.· That's

16· ·every year.

16· ·that hurdle rate shortfall of 1.17 percent, which

17· · · · That's 8.56 percent of 191 billion of

17· ·will indicate that the funded ratio or trajectory

18· ·liability.· But because the assets are funded 85

18· ·will point south, for starters.

19· ·cents on the dollar, if you will, as a rate

19· · · · Now, the good news is this.· Over the course

20· ·relative to the assets, we call that the asset

20· ·of the projections, what we'll find is we expect

21· ·hurdle rate, is about 10 percent.· That's

21· ·those contributions to more than double over the

22· ·important because the assets need to grow

22· ·course of time, from 4 billion or thereabouts

23· ·10 percent to keep pace with your liabilities

23· ·today to something close to 10 billion over the

24· ·growth over the course of time.

24· ·next 20 years.· And so what will happen is the --

25· · · · We studied as a snapshot what the asset

25· ·if the liabilities hurdle rate is something on
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·1· ·the order of 10 percent, the expected asset

·1· ·generally investment grade fixed income.

·2· ·growth might be something closer to 11.· So where

·2· · · · All right.· Next slide, please.· Okay.· This

·3· ·you have a hurdle rate shortfall of about

·3· ·page just covers that the hurdle rate is related

·4· ·1 percent today, you should have a hurdle rate

·4· ·to the funded ratio.· As the funded ratio

·5· ·surplus of around 1 percent over the next 20

·5· ·increases, the hurdle rate declines.· And so you

·6· ·years.

·6· ·would expect that, as your funded ratio moves, so

·7· · · · And so what you'll see in the trajectory of

·7· ·to will the hurdle.

·8· ·funded ratio, in the expected case anyway, you'll

·8· · · · By and large, your funded ratio is expected

·9· ·see largely sideways movement, but it will

·9· ·to move largely sideways.· So we would expect

10· ·actually be a bit of a flat U, where the results

10· ·that that hurdle rate would be a fairly

11· ·tick lower for the first -- call it the first

11· ·consistent 10 percent.· It will ebb and flow over

12· ·half of the projection, before they tick higher.

12· ·the course of the projection period in the

13· ·And that's as a result of the contributions,

13· ·expected case, but by and large around

14· ·which slowly but surely are going to be doubling

14· ·10 percent.· But as that funded ratio moves north

15· ·over the course of the next two decades.

15· ·of 85 percent, you would expect that that hurdle

16· · · · I'll cover that in more detail as we go.

16· ·rate would decline.· Next slide, please.

17· ·The last thing I'll cover is the target asset

17· · · · MR. COLLINS:· Mr. Chairman, could I ask a

18· ·allocation, 81 percent of what we call

18· ·question?

19· ·return-seeking assets, 19 percent risk-reducing

19· · · · MR. OLMSTEAD:· Please.

20· ·assets.· That's what we show on the bottom

20· · · · MR. COLLINS:· Phil, Peter Collins.· Does the

21· ·right-hand corner of the page.· You can see the

21· ·hurdle rate include what the legislature is

22· ·81 percent is made up to 53 percent global

22· ·putting in, or is it just the investment return?

23· ·equity, 6 percent to private equity, 10 percent

23· · · · MR. KIVARKIS:· It's both.· It's the

24· ·to real estate, 12 percent to the strategic

24· ·contributions and the investment performance.

25· ·allocation, the other 19 percent being in

25· ·It's the summation of contributions and
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·1· ·investment returns.

·1· ·IAC was very helpful with last year, where we

·2· · · · MR. COLLINS:· Okay.· And so the -- you would

·2· ·discuss what the inputs to the actuarial

·3· ·say that the hurdle rate less the contributions

·3· ·valuation of the plan should be for the fiscal

·4· ·is what our performance bogey is.

·4· ·year ended June 30, 2020, as the legislature sets

·5· · · · MR. KIVARKIS:· Yes, thereabouts,

·5· ·contribution rates on a going-forward basis.

·6· ·thereabouts, yes.

·6· · · · And there are a number of variables in here,

·7· · · · MR. COLLINS:· Okay.

·7· ·but clearly what you're seeing is there are

·8· · · · MR. KIVARKIS:· And that would be the bogey

·8· ·meaningful headwinds in terms of what we've got

·9· ·needed to tread water effectively, right?· That

·9· ·to bring in to cover the nut of our liabilities

10· ·would be the bogey needed for the assets to keep

10· ·net of our outflows.· And every element of this,

11· ·pace with the liabilities.

11· ·including the return assumption, the inflation

12· · · · MR. COLLINS:· Right.

12· ·assumption, et cetera, matters.· So just wanted

13· · · · MR. OLMSTEAD:· But it won't close the gap.

13· ·to say --

14· ·It will just keep us liquid enough to keep up

14· · · · MR. COLLINS:· Last year, Ash, we reduced the

15· ·with our liabilities, correct?

15· ·return assumption, right?· The legislature -- we

16· · · · MR. KIVARKIS:· Exactly.· That's exactly

16· ·were effective in getting them to reduce the

17· ·right.· And we call it the hurdle because you

17· ·return assumption.

18· ·would need to have that or more in order to start

18· · · · MR. WILLIAMS:· Yes.· Last year, you'll

19· ·closing the gap, exactly right.

19· ·recall the IAC engaged on this subject very

20· · · · MR. WILLIAMS:· And this is important

20· ·thoroughly and very enthusiastically and sent a

21· ·table-setting, obviously.

21· ·letter to the trustees.· That registered, and

22· · · · MR. COLLINS:· What's that?

22· ·during the actuarial estimating conference

23· · · · MR. WILLIAMS:· I said this is important

23· ·last -- this time last year, the governor's

24· ·table-setting for the exercise that we're about

24· ·office advocated pretty vigorously to lower their

25· ·to go through on the 8th of October, which the

25· ·return assumption.
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·1· · · · It was lowered by 20 basis points, which may

·1· ·hardly any contributions.

·2· ·sound like a modest lowering, given that we were

·2· · · · MS. CANIDA:· Ash, this is Tere.· Phil, can

·3· ·100 basis points above what we thought it should

·3· ·you walk me through the growth in the

·4· ·be, but it was twice as much as had been done in

·4· ·contributions from 4 to 10 billion, the

·5· ·the prior number of years.· So it was progress in

·5· ·assumptions in that?

·6· ·the right direction.· The letter did make a

·6· · · · MR. WILLIAMS:· I think if we let Phil and

·7· ·difference, and the governor totally showed

·7· ·Kristen proceed with their presentation --

·8· ·leadership on it.

·8· · · · MS. CANIDA:· Okay.

·9· · · · Keep in mind this isn't within his

·9· · · · MR. WILLIAMS:· -- that will come out and

10· ·discretion.· He's one of three votes basically,

10· ·come out in the right context.

11· ·and the other two are the speaker and the

11· · · · MS. CANIDA:· Okay.· Thank you.

12· ·president, of the House and Senate respectively.

12· · · · MR. KIVARKIS:· Yes, absolutely.· And I fully

13· ·So it's an important process.· And, you know,

13· ·intend to share that projection analysis with

14· ·funding of public pension funds is the number one

14· ·you, if I may defer on that question for just a

15· ·thing that goes wrong that leads to problem

15· ·few moments.

16· ·funds.· It's not commonly investment mishaps,

16· · · · All right.· So why don't we move forward

17· ·although those can happen, and it's not commonly

17· ·then to the assumption developments.· I mentioned

18· ·platinum-plated benefits either.· It's usually

18· ·the assumptions changed year over year.· The SBA

19· ·funding.

19· ·approach to assumption developments is one that

20· · · · And if you look at the states that have the

20· ·takes the average of several investment advisers.

21· ·most extreme pension crises in terms of unfunded

21· ·Three investment advisers were averaged for this

22· ·liability and unsustainable funds, places like

22· ·year's study.· That was Aon Investments, us, as

23· ·Kentucky, New Jersey, Illinois, what they all

23· ·well as Mercer and Wilshire's capital market

24· ·share in common is going for years and years

24· ·assumptions.

25· ·without making any contributions or with making

25· · · · Callan had been previously included in this
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·1· ·averaging process, where there used to be four

·1· ·And what we've done here is examine the equity

·2· ·constituents, but was removed starting last year

·2· ·return assumption, the bond return assumption and

·3· ·because their assumptions were stale relative to

·3· ·the equity risk premium, which is the return for

·4· ·the as of date of the other three constituents.

·4· ·equities over and above bonds.

·5· ·And so because their assumptions were stale at

·5· · · · And so, for example, just reading the

·6· ·the time of the study, they weren't used because

·6· ·information in the first column, that is, the Aon

·7· ·this was apples and oranges.· So we excluded

·7· ·assumptions, 7.1 percent assumed rate of return

·8· ·Callan.· The other three remain.· And so I'll

·8· ·for equity, 1.6 percent assumed rate of return

·9· ·show you what that averaging process looks like

·9· ·for bonds, means a 5.5 percent global equity risk

10· ·and where that takes us.

10· ·premium assumption built into our assumptions.

11· · · · Just to set the stage, we use a building

11· ·Now, you'll see Mercer's assumptions and

12· ·block approach in the development of the

12· ·Wilshire's assumptions there as well.· Equity

13· ·assumptions.· So we'll start with things like

13· ·risk premium for Mercer, 4.77, Wilshire, 5.20.

14· ·inflation and interest rates, and we'll build up

14· · · · You take the average of those three equity

15· ·from there other risk asset returns, things like

15· ·risk premiums, and you get 5.15 percent.· And

16· ·equities, et cetera.· And so that's how we'll

16· ·that was the assumption that was used in this

17· ·build the market expectations for various asset

17· ·study.· So these aren't just Aon assumptions.

18· ·classes and thus the expectations for growth on

18· ·Rather, there's an averaging process.· The intent

19· ·your portfolio.

19· ·of that averaging process is to remove biases of

20· · · · Next slide, please.· All right.· So here is

20· ·any one individual firm.

21· ·the display.· You can see the four constituents

21· · · · Now, you can see how that equity risk

22· ·across the top and the average, of course Callan

22· ·premium for the 2020 study compares to the 2019

23· ·being excluded this time.· So you'll see Aon,

23· ·study, 5.15 percent this year, 3.88 percent last

24· ·Mercer and Wilshire's capital market assumptions,

24· ·year, so a large change.· 1.27 percent was the

25· ·the as of date June and July for all three of us.

25· ·change from 2020 versus 2019.· If you'll notice,
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·1· ·if you look at prior years, at your equity risk

·1· ·return on those bonds is presumably lower.

·2· ·premium, it tended to be in the high threes.· So

·2· · · · So what you're seeing is this increase from

·3· ·last year was the norm.· It's this year that

·3· ·3.88 percent to 5.15 percent isn't the result of

·4· ·tends to be the anomaly.

·4· ·higher equity return expectations but rather of

·5· · · · And the next slide will shed some light on

·5· ·lower bond return expectations.· So there is an

·6· ·what's happening this year.· Next slide, please.

·6· ·interesting anomaly there.

·7· ·So here you can see, you know, it's interesting,

·7· · · · MR. GOETZ:· Phil, this is John Goetz.· Could

·8· ·the trend line for equities is pointing lower.

·8· ·I just ask you a question about the equity part?

·9· ·And generally speaking, it was -- you know, if

·9· ·I think that the expectation drop from bonds is

10· ·you look at four or five years ago, low sevens,

10· ·understandable, right?· The interest rates have

11· ·and that trended towards high sixes for equity

11· ·dropped over a percent, and so we're stuck at

12· ·growth assumptions.

12· ·that lower expectation level.

13· · · · What's interesting is what's happened to

13· · · · For equities, could I ask a question about

14· ·bond return expectations, 3.28 percent in 2016.

14· ·the methodology there?· As Ash noted earlier,

15· ·And you can see what's happened.· That's trended

15· ·there's this massive concentration in the equity

16· ·right around 3 percent for the last several

16· ·market today, particularly in market cap.· And if

17· ·years.· It fell off a cliff for the 2020 study.

17· ·you looked at a doubling of a stock, I would say

18· ·And what happened there, well, interest rates

18· ·up to the last 12 months, you would expect the

19· ·dropped off a cliff.· And that was post-COVID.

19· ·expected return to drop more.· Right?

20· · · · And so if your as of date is June, July, the

20· · · · But I'm just wondering, you know, it only

21· ·interest rate environment in June, July was very

21· ·dropped slightly, to 6.68 from 6.80 last year.

22· ·low.· And interest rates are the number one

22· ·Do you go into the equity market to build it up

23· ·factor in the determination of bond return

23· ·by region or by growth versus value, et cetera,

24· ·expectations going forward.· So if those bonds

24· ·or is this just a really high level of global

25· ·are offering lower yields, then the expected

25· ·equity projection?
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·1· · · · MR. KIVARKIS:· So two perspectives on that.

·1· ·was higher at 3/31 than it was at 6/30, and it

·2· ·First is, what you're looking at here is the

·2· ·was also higher than it was at 12/31.· So that's

·3· ·averaging of three different constituents.· And

·3· ·a result of our model being responsive to

·4· ·so I can speak to the Aon methodology, but recall

·4· ·(inaudible).· And I suspect, although I don't

·5· ·that we're averaging with Wilshire and Mercer,

·5· ·know how the sausage is made at Mercer and

·6· ·and I can't speak to their methodologies, but I

·6· ·Wilshire, I suspect it's similar there.

·7· ·suspect they're similar to ours.

·7· · · · MR. COLLINS:· May I ask one more question

·8· · · · If you look at how Aon builds these

·8· ·about that, Mr. Chairman?· To keep -- is this a

·9· ·assumptions, it is region -- you know, built up

·9· ·rolling number for -- it just seems like that's a

10· ·from the regions.· We use consensus earnings

10· ·pretty drastic change for one year.· And if we go

11· ·expectations and a dividend discount model and

11· ·to the legislature and say, Hey, the return is

12· ·solve for implied equity market returns.

12· ·down 100 something -- the return assumption is

13· ·Effectively it becomes algebra.

13· ·down 100 and something basis points, it just

14· · · · If you were to look at the

14· ·seems like it lends itself to being a little bit

15· ·quarter-by-quarter progressions -- and here we're

15· ·more volatile than maybe it should over the long

16· ·looking at annuals, annual progressions, but if

16· ·period.· I'm just wondering if you're rolling

17· ·you were to look at the quarter by quarter, you

17· ·that, or is that just a number every year and

18· ·would see exactly I think as you're suspecting,

18· ·that's how you do it.

19· ·which is at 3/31, our assumption for equity

19· · · · MR. KIVARKIS:· So our number didn't -- the

20· ·growth was higher than it was at 12/31 of '19.

20· ·number didn't change, it didn't drop 100 points

21· · · · And the reason for that is because equity

21· ·year over year.· Looking at the assumed market

22· ·prices had declined, and therefore there was more

22· ·return of 6.46 percent, that number is a little

23· ·growth built in, all else equal.· And of course

23· ·bit lower than it was last year but not a lot

24· ·there were earnings consensus changes as well.

24· ·lower than it was last year.· So that -- I think

25· ·But by and large, our equity return assumption

25· ·that might be part of your question.
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·1· · · · And then in terms of the -- you know, how

·1· · · · MR. GOETZ:· Thank you.

·2· ·that assumption is developed, it is developed,

·2· · · · MR. KIVARKIS:· You bet.· All right.· Hearing

·3· ·you know, using a blend of where markets are

·3· ·no additional questions, let's continue forward.

·4· ·today and how we project the markets to move

·4· · · · Next slide, please.· All right.· This is

·5· ·forward from today.· And, you know, imagine this

·5· ·just a display which shows year by year and how

·6· ·kind of lower, lower for longer kind of

·6· ·the average has changed year over year in terms

·7· ·environment.· But we also have a long-term

·7· ·of that equity risk premium.· You can see the

·8· ·blending with the short-term and then the

·8· ·blip in 2020.· By and large, the constituents

·9· ·longer-term mean, if you will, there being some

·9· ·tend to move roughly together, and they tend to

10· ·mean reversion at the longer end of the

10· ·cluster around the average.· But they do ebb and

11· ·projection period.

11· ·flow as market conditions and return expectations

12· · · · So there is, you know, a starting point,

12· ·change over time.

13· ·where return expectations are lower at the start

13· · · · Next slide, please.· All right.· So that was

14· ·and then trending towards the mean over the

14· ·the assumption build-up.· Now I'd like to shift

15· ·course of the 30 year projection period.

15· ·gears and examine the portfolio analytics.· Next

16· · · · MR. COLLINS:· Okay.· Thanks.

16· ·slide, please.· All right.· And just to say,

17· · · · MR. KIVARKIS:· You bet.

17· ·there's a new wrinkle in this year's analysis,

18· · · · MR. GOETZ:· John Goetz.· Just one more

18· ·which is, we examined the existing portfolio and

19· ·question.· You're weighing these different

19· ·a spectrum of potential solutions between low

20· ·returns in different geographies, et cetera, by

20· ·risk and high risk and everything in between.· So

21· ·market cap weighted.· Is that how you do it?

21· ·in other words, we examined zero percent

22· · · · MR. KIVARKIS:· Yes.· So the global equity --

22· ·return-seeking, 100 percent return-seeking

23· ·the basis for the global equity return assumption

23· ·portfolios and everything in between.· And so we

24· ·is the All Country World Index, which is

24· ·studied that again, and I'll share the results of

25· ·(inaudible).

25· ·that analysis with you.
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·1· · · · We also studied the Aon model portfolios and

·1· ·expected return and the highest risk.

·2· ·the spectrum of those portfolios, where you

·2· · · · And you can see where the current policy

·3· ·have -- examples are the model portfolios 1, 2

·3· ·lies.· Eighty-one percent return-seeking has an

·4· ·and 3, where they're increasingly diversified, if

·4· ·expected return -- I'm just reading the numbers

·5· ·you will.· And so we've overlaid that model

·5· ·off the table down below -- 6.46 percent expected

·6· ·portfolio analysis on the standard efficient

·6· ·return, expected volatility of 12.69 percent,

·7· ·frontier analysis.· And I'll share that with you

·7· ·Sharpe ratio of .423.· And you can see the

·8· ·on the next slide.

·8· ·construct of the portfolio off to the right,

·9· · · · Next slide, please.· Okay.· Back one,

·9· ·53 percent allocated to global equity, et cetera,

10· ·please.· Okay.· So here's the efficient frontier

10· ·as we scan across the page.

11· ·analysis.· Now, the top half of the page shows a

11· · · · Now, it's interesting.· We've overlaid the

12· ·graph.· And the vertical axis on the graph is the

12· ·hurdle rate.· So the red dotted line -- I think

13· ·expected return on assets.· The horizontal axis

13· ·that's a red dotted line -- is the hurdle rate

14· ·is the volatility of those returns.· Standard

14· ·for the plan.· That's the 7.2 percent.· It's the

15· ·risk-reward analysis with efficient frontiers.

15· ·actuarial interest rate assumption.· You'll

16· · · · You can see that this -- that there's a line

16· ·notice that only the 100 percent return-seeking

17· ·or a curve that represents the frontier

17· ·portfolio lies above that line.

18· ·portfolios with varying degrees of return-seeking

18· · · · So interestingly -- and this has important

19· ·assets.· And so you can see on the bottom left,

19· ·characteristics as we examine the projection

20· ·that's the lower risk, lower reward portfolio; in

20· ·results, the asset-liability projection results.

21· ·this case, 60 percent return-seeking.· We also

21· ·The only way to meet the 7.2 is to be 100 percent

22· ·show 70 percent return-seeking, 80 percent

22· ·return-seeking.· You're currently 81 percent

23· ·return-seeking, 90 and 100 percent

23· ·return-seeking.· And so the results will be

24· ·return-seeking.· Of course, 100 percent

24· ·intuitive to you as we examine them in just a few

25· ·return-seeking portfolio with the highest

25· ·slides.
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·1· · · · Now, you can see that the range of potential

·1· ·equities and real estate.

·2· ·returns, reading down below, the current

·2· · · · And then model portfolio 1, 2 and 3, which

·3· ·frontier, a 60 percent return-seeking portfolio

·3· ·become increasingly diversified, increasingly

·4· ·has an expected return of 5.40 percent, so quite

·4· ·illiquid and increasingly complex.· And so you

·5· ·a bit below the actuarial interest rate.· The

·5· ·can see, for example, model portfolios 1, 2 and 3

·6· ·100 percent return-seeking, 7.36 percent expected

·6· ·have increasing allocations to private equity,

·7· ·return.

·7· ·increasing allocations to liquid alternatives,

·8· · · · And you can see the makeups of the

·8· ·private debt, real estate and infrastructure.

·9· ·portfolio.· Effectively, what we've done is we've

·9· · · · And so there are aspects of these model

10· ·progressively shifted the allocation between

10· ·portfolios which demonstrate the value of

11· ·return-seeking and risk-reducing assets.· And

11· ·diversification.· Now, the diversification comes

12· ·then what we've added this time is the model

12· ·at a cost of liquidity.· And so one of the things

13· ·portfolios.· So you'll see these colored dots,

13· ·that we needed to study, if we're going to

14· ·efficiency and then model portfolios 1, 2 and 3,

14· ·examine moving down this path, was whether there

15· ·which progressively shift from the southeast to

15· ·was sufficient liquidity built into the plan.· We

16· ·the northwest.

16· ·believe there is.· I'll show you that analysis in

17· · · · And so what are those portfolios doing?

17· ·just a moment.

18· ·Well, they're effectively becoming more and more

18· · · · So this is the analysis at a very high

19· ·diversified and displaying additional benefits of

19· ·level.· Now, what we're going to do is examine

20· ·diversification.· You can read the numbers off

20· ·the portfolios from the curve, from an

21· ·the table down below.· For example, the

21· ·asset-liability perspective.· So we're going to

22· ·efficiency portfolio, which has a lower expected

22· ·examine whether the portfolios have trajectories

23· ·return than the existing portfolio, that's

23· ·or trend lines that are pointing in the right

24· ·essentially a simple portfolio, largely liquid,

24· ·direction or not.· As you might suspect, the

25· ·largely simple investments, things like public

25· ·portfolios towards the right end of the risk
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·1· ·spectrum will have higher growth trajectories

·1· ·expectation for cumulative asset performance over

·2· ·than the portfolios to the lower or left end of

·2· ·the respective periods.· I'm just looking at the

·3· ·the risk spectrum.· So we'll show you that

·3· ·30 year -- current policy 30 year numbers.· You

·4· ·result.

·4· ·can see 6.46 percent is the central expectation.

·5· · · · And I mentioned I would mention one of the

·5· ·Fifth percentile outcome is around 2 percent,

·6· ·follow-ups.· One of the follow-ups with staff was

·6· ·whereas the 95th percentile outcome around

·7· ·they wanted to dive deeper into the model

·7· ·10 percent, quite a range of outcomes.

·8· ·portfolio analysis.· So forthcoming is some

·8· · · · We're studying this not just in one track

·9· ·follow-up with staff on exactly the model

·9· ·but rather it's stochastically with 5,000

10· ·portfolio build-ups and doing a deeper dive into

10· ·independent economic trials.· And so you'll see a

11· ·that.· So I wanted to put that out there as well.

11· ·range of outcomes in all sorts of metrics, funded

12· ·We intend to do a deeper dive into the question

12· ·ratio, contributions, et cetera.· So we'll

13· ·of diversification, the question of moving into

13· ·examine those trend lines.· We'll examine the

14· ·illiquids, dive into some of the technicals

14· ·central expectation, but also the tails, so that

15· ·there.· So that's still forthcoming.

15· ·you can really compare a risk versus reward of

16· ·Nonetheless, that's how the numbers shake out.

16· ·the various strategies.

17· · · · I'm going to focus then on the gray curve

17· · · · Next slide, please.· So whereas the previous

18· ·for the remainder of this discussion.· Next

18· ·page was nominal returns relative to the

19· ·slide, please.· So this demonstrates what happens

19· ·actuarial interest rate, here we're looking at

20· ·with the existing portfolio at the varying time

20· ·real returns, that being returns over and above

21· ·horizons, 5 year, 10 year, 15 and 30, as I read

21· ·inflation relative to the real return target.

22· ·across the page.· And you can see the

22· ·Real return expected to be about 4.3 percent.

23· ·distributions of outcomes from the 5th percentile

23· ·Actually higher than the real target, real return

24· ·to the 95th percentile and everything in between.

24· ·target, which is 4 percent, of course with the

25· · · · The black diamond represents the central

25· ·range of outcomes described previously.
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·1· · · · Next slide, please.· All right.· So that was

·1· ·scenario, that being the fifth percentile.· The

·2· ·the portfolio analysis.· Now what I'd like to do

·2· ·dark green line represents the 95th percentile,

·3· ·is move forward into the asset-liability

·3· ·what we call the best case.· The light blue and

·4· ·projection analysis.· And by the way, this is the

·4· ·light green represent the 25th and 75th

·5· ·section that includes the funded ratio

·5· ·percentile.

·6· ·projections but also the contribution

·6· · · · All right.· Next slide, please.· Okay.· So

·7· ·projections, where there was a question earlier.

·7· ·this page represents the projections of funded

·8· · · · Next slide, please.· This page is a

·8· ·ratio.· And there are five pictures on the page,

·9· ·pictorial of how we produce these stochastic

·9· ·if you will.· As I move from left to right, you

10· ·Monte Carlo simulation analytics.· You can see

10· ·can see that we're examining the projection for a

11· ·what we do is we take a single simulation and we

11· ·60 percent return-seeking, a 70 percent

12· ·run that 5,000 different times.· We'll get 5,000

12· ·return-seeking, the current policy, which is

13· ·different trials for economic states.· And those

13· ·81 percent return-seeking, 90 percent

14· ·economic states will have an implication on the

14· ·return-seeking and 100 percent return-seeking

15· ·projection of assets and even the projection of

15· ·portfolios.

16· ·liabilities.· And from there, we can get things

16· · · · And just to focus on the current policy for

17· ·like funded ratios, contributions, et cetera.

17· ·a moment, you'll notice that the projections

18· ·And so you can see this.· So we call the single

18· ·start at around 85 percent funded, where you are

19· ·simulation becomes a cloud of simulations, if you

19· ·today.· And you'll notice that they move lower

20· ·will.· And then we'll translate that to a

20· ·for the first half of the projections.· You can

21· ·distribution of outcomes and percentile trends.

21· ·look at the black dotted line.· It trends

22· · · · The black dotted line is the central

22· ·slightly lower before it trends higher.· And so

23· ·expectation, that being the 50th percentile or

23· ·that's that flat U that I described earlier,

24· ·median outcome.· The dark blue line represents in

24· ·largely sideways movement in the expected case.

25· ·this example what we call the worst case

25· ·We actually expect to end where we started,
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·1· ·around 85 percent funded.

·1· · · · As we examine going from left to right on

·2· · · · But we expect that to move slightly south

·2· ·the page, it is noteworthy.· As you examine the

·3· ·before it moves slightly north.· And the reason

·3· ·60 percent return-seeking portfolio, well, you

·4· ·for that being the initial hurdle rate shortfall

·4· ·can see what happens with that central

·5· ·of about 1 percent, with the funded ratio down

·5· ·expectation.· The trajectory is quite south,

·6· ·1 percent for starters.· Over time, as

·6· ·pretty much stays south.· In other words,

·7· ·contributions rise, we would expect that that

·7· ·60 percent return-seeking portfolio doesn't

·8· ·trajectory would flip from slightly south to

·8· ·deliver enough growth to tread water, and it

·9· ·slightly north.· And that's why you see the

·9· ·starts to head south.

10· ·subtle U shape.

10· · · · The flip side of that is the 100 percent

11· · · · Of course, that's in the expected case.· If

11· ·return-seeking portfolio, which is actually the

12· ·things are better than expected, then the results

12· ·only portfolio strategy on the page that gets to

13· ·can be substantially higher than that.· In fact,

13· ·100 percent funded in the projection period.· Of

14· ·in an optimistic case, you could be fully funded

14· ·course, in order to do that, you'd have to take

15· ·in ten years or so, on the light green line.· Ten

15· ·considerable downside risk to do that.· You can

16· ·years from now, you could be 100 percent funded.

16· ·see the dark blue line at the initial phases in

17· · · · Or things could be worse than projected.

17· ·the first five years takes the -- you know, in

18· ·So, for example, you can see the dark blue and

18· ·the most pessimistic of cases, takes a sharp

19· ·the light blue lines, which represent funded

19· ·downward turn.

20· ·ratios which fall toward 50 percent or even below

20· · · · So the question becomes, well, you know, how

21· ·in the most extreme.· So quite a range of

21· ·much risk tolerance do you have.· The 81 percent

22· ·outcomes.· Of course, a lot will be dictated by

22· ·is a pretty moderate approach.· There are cases

23· ·how markets treat us over the next couple of

23· ·to be made for more risk.· Less risk probably

24· ·years.· But the trajectory is moving largely

24· ·undershoots the mark.· But, you know, there are

25· ·sideways.

25· ·cases, pros and cons, for staying where you are
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·1· ·or perhaps eying the heavier risk allocations

·1· ·accelerate, if I may ask that we move two slides

·2· ·over the course of time.

·2· ·forward.· I did want to -- I did want to mention

·3· · · · Again, these are 30 year projections rather

·3· ·the contributions.· And so the contributions

·4· ·than one year looks.· There are pros and cons to

·4· ·here, you can see what's happening to those

·5· ·the long-term versus the short-term look.· We'll

·5· ·contributions over the next 30 years.· At 20

·6· ·actually look at not just these 30 year

·6· ·years the contribution rises in the expected

·7· ·trajectories but also what might happen in

·7· ·case, that being, if I'm examining the black

·8· ·shorter spans, that being a five year look.

·8· ·dotted line, rising from 4 billion towards

·9· · · · MR. OLMSTEAD:· Hey, Phil, this is Vinny real

·9· ·10 billion or so, before falling off over 20

10· ·quick.· This is fascinating and I want you to

10· ·years.

11· ·continue, but you have a huge number of slides

11· · · · The global financial crisis led to some

12· ·left, and we will soon be far behind.· So if

12· ·amortizations that are built into the

13· ·perhaps you can speed it up a little bit, and

13· ·contributions which fall off after 20 years.· So

14· ·then for the purposes of the committee, help us

14· ·contributions are expected to rise for the next

15· ·focus in on what are the important things

15· ·20 years before falling off a little bit and

16· ·especially that we can impact.

16· ·stabilizing over the course of time.

17· · · · I think we're pretty comfortable with the

17· · · · This pattern, by the way, where

18· ·fact that Aon is a reputable firm and that your

18· ·contributions are gradually coming in, is what

19· ·processes and actuarial foundations, et cetera,

19· ·leads to that funded ratio trajectory, that it

20· ·are in good shape, but help us -- you know, help

20· ·starts south, then eventually reverses course and

21· ·us focus so we can have some dialogue around

21· ·starts moving back.· I wanted to raise the

22· ·those things that we can make recommendations on

22· ·contributions issue.· That's the contribution

23· ·and/or impact, if that's okay.

23· ·expectation.· Of course, things could be better

24· · · · MR. KIVARKIS:· Absolutely, happily.· And so

24· ·or worse than projected.

25· ·thank you for that.· Then if I may, let's

25· · · · Let's continue on in the interest of time.
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·1· ·Next slide, please.· All right.· So this is a net

·1· ·you're probably putting your money in the bank

·2· ·outflow analysis.· Here's the critical question.

·2· ·and just keeping it safe.· If you're investing

·3· ·We're expecting 4 to 5 percent net outflows, if

·3· ·for 100 years, it's almost like you can't afford

·4· ·I'm looking at that black dotted line, the

·4· ·to not take risk.

·5· ·current policy.· Ten percent is where it starts

·5· · · · And so there's -- there's an interplay

·6· ·to get worrisome.· In no cases are you at

·6· ·there.· But the longer the time horizon,

·7· ·10 percent, even in the worst case scenario.· And

·7· ·generally speaking, the more incentivized you are

·8· ·for that reason, little worry regarding net

·8· ·to take risk, the more reward you're getting per

·9· ·outflows.· So in the interest of time, let's

·9· ·unit of risk, which is why most public pension

10· ·continue forward.

10· ·funds are at the riskier end of the risk

11· · · · All right.· Economic analysis, which changes

11· ·spectrum.

12· ·if you look at the risk-reward characteristics.

12· · · · Next slide, please.· And here we stress

13· ·The slope is changing, depending on the time

13· ·tested that equity risk premium assumption.· As

14· ·horizon at play.· Shorter time horizons, which

14· ·you might expect, the equity risk premium,

15· ·mean a relatively flat curve.· A longer time

15· ·heavier equity risk premiums incentivize even

16· ·horizon means a more steep curve.· Well, what

16· ·more risk taking.· It becomes an even steeper

17· ·does that tell us?· It tells us you're getting

17· ·curve as equity risk premiums become higher, and

18· ·more reward per unit of risk taken the longer the

18· ·it's a flatter curve as equity risk premiums

19· ·time horizon.

19· ·become lower.· And so the interplay of those,

20· · · · So the question becomes, well, what is the

20· ·again, points more towards equity risk if the

21· ·time horizon at play, and if it is in fact

21· ·time horizon is long and the assumptions are

22· ·long-term, you should probably consider being

22· ·higher.

23· ·towards the heavier end of the risk spectrum as

23· · · · Next slide, please.· The last thing, then,

24· ·you're more incentivized for risk.· Think of it

24· ·in this section has to do with the shortfall

25· ·this way.· If you're investing for one day,

25· ·analysis over a five year period.· You know, I
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·1· ·mentioned that the 100 percent funded -- the

·1· ·And why don't we advance two more slides in the

·2· ·100 percent return-seeking portfolio, which looks

·2· ·interest of time.· All right.· So we examined

·3· ·favorable relative to the current when we're

·3· ·what happens to the assets in the base case and

·4· ·looking at a 30 year time horizon because it gets

·4· ·the recessionary scenario and the black skies

·5· ·to 100 percent funded, well, the implication is

·5· ·scenario, black skies scenario being a 99th

·6· ·that, you know, you have a higher risk of falling

·6· ·percentile stressed market event.· Think of three

·7· ·below 50 percent funded, for example.· Whereas

·7· ·years of pronounced downturn with no recovery

·8· ·the current strategy has an 8.6 percent

·8· ·thereafter.

·9· ·probability of falling below 50 percent funded,

·9· · · · And so you can see what happens to the

10· ·there's an even greater risk if you're

10· ·assets.· They decline.· And the illiquid assets

11· ·100 percent return-seeking.

11· ·are the orange and the, what is that, beige and

12· · · · And so there's the interplay.· You can dial

12· ·then dark blue.· Those are the illiquids in the

13· ·up your return-seeking allocation for a higher

13· ·portfolio.· Base case, you know, everything is

14· ·trajectory of growth, but of course you risk the

14· ·smooth, you know, smooth growth, steady as she

15· ·downside.· The question then becomes, well,

15· ·goes.

16· ·what's the proper balance of long-term

16· · · · The recessionary scenario, you can see, you

17· ·perspective with short-term concern.· Again, most

17· ·start eating into your liquids.· And in the black

18· ·public pension plan sponsors, as you, have

18· ·skies, you eat into your liquids even more on a

19· ·decided to be towards the riskier end of the

19· ·dollar basis, which is the top half of the page.

20· ·spectrum, albeit not all the way to 100.

20· ·Percentage basis, on the bottom half of the page,

21· · · · Next slide, please.· All right.· And then I

21· ·which shows that you start slanting the

22· ·wanted to conclude with the liquidity analysis

22· ·percentages towards the illiquids.· And that's

23· ·just to say we stress tested the liquidity of the

23· ·again in the 99th percentile bad outcome.· It's a

24· ·fund and found adequate liquidity, just to

24· ·1 percent chance of occurring within the next ten

25· ·demonstrate the point.· The next slide, please.

25· ·years.
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·1· · · · Even in that case, even in the black skies

·1· ·you're getting half contributions.· This is the

·2· ·scenario, while the asset allocation becomes

·2· ·most strained scenario that we have.· Even in

·3· ·strained, right, it tilts towards illiquids, it's

·3· ·this scenario, the bottom right-hand corner shows

·4· ·still a fully functional situation, assuming full

·4· ·the asset allocation, which does tilt towards

·5· ·actuarial contributions.· And so the black skies

·5· ·illiquids but remains fully operable.· In other

·6· ·event by itself isn't enough to break the model,

·6· ·words, while the assets are strained, they become

·7· ·if you will.· There are some of our clients that

·7· ·the -- they become still fully functional.

·8· ·do break the model, where they become swamped by

·8· · · · All right.· So that's the liquidity

·9· ·illiquids.· You're nothing of the sort, assuming

·9· ·analysis.· Our finding here is that there is

10· ·full actuarial contributions.

10· ·sufficient liquidity in the fund to explore

11· · · · Now, what we did is we stressed not only the

11· ·additional illiquidity premium capture through

12· ·market scenarios but also what happens to

12· ·additional diversification, that being a question

13· ·stressed actuarial contributions coming in.· So

13· ·that we will continue to examine with staff.

14· ·if I may ask you to advance the slide.· All

14· · · · All right.· So that's the conclusion on the

15· ·right.· What happens if instead of 100 percent

15· ·liquidity analysis.· Now, the next section I

16· ·contributions, you're getting 80 percent of your

16· ·don't intend to cover, but it is some peer

17· ·actuarial contribution or in this case, the most

17· ·analysis.· And just the highlights of the peer

18· ·stressed case -- I'm actually glad you landed

18· ·analysis include things like your funded ratio

19· ·here -- 50 percent actuarial contribution?

19· ·being in the top quartile of peers, asset

20· ·You're getting half contributions for five years.

20· ·allocation being pretty similar, pretty similar

21· ·What happens then?

21· ·to peers, a slightly higher allocation to

22· · · · So imagine we had a stressed event and the

22· ·equities, slightly lower to fixed income, but by

23· ·market is stressed and then there's a subsequent

23· ·and large pretty similar to peers in that regard.

24· ·governmental revenue strain, where your

24· · · · And contributions, kudos to you, which have

25· ·contributions are compromised for five years,

25· ·of late been full, in other words, 100 percent
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·1· ·contributions.· There was that period I mentioned

·1· ·rates, asset returns below the 7.2 actuarial

·2· ·earlier in the early teens that had contributions

·2· ·assumption.· The projection analysis, which tends

·3· ·post global financial crisis below 100 percent of

·3· ·to be a longer time horizon in nature and tends

·4· ·the actuarial contribution, but that was a short

·4· ·to point towards a heavier end of the risky asset

·5· ·period, which has since never recurred.

·5· ·spectrum.· And then finally on the liquidity

·6· · · · With that, if I may ask, let's flip all the

·6· ·analysis, as I just mentioned, there seems to be

·7· ·way to the final conclusions.· So let's

·7· ·sufficient liquidity even in highly stressed

·8· ·fast-forward through the peer analysis.· This is

·8· ·scenarios, which might warrant contemplation of

·9· ·what I was articulating earlier.· All right.· And

·9· ·further diversification.

10· ·on to the summary results and the summary

10· · · · And with that, I will pause and see if there

11· ·conclusions.· Here we go, perfect.· So back where

11· ·are any additional questions, Mr. Chair.

12· ·we started.· Three facets of analysis that I

12· · · · MR. OLMSTEAD:· I will open it up to my

13· ·mentioned, the investment analysis, the

13· ·colleagues at first, if there are any questions

14· ·asset-liability projection analysis and the

14· ·or clarifications.· Okay.· If not, you know, Ash,

15· ·liquidity analysis.

15· ·maybe you can quickly comment on a couple of

16· · · · On the investment analysis, we like the

16· ·things.· So if I try to summarize this, which

17· ·current construct of the fund.· It's

17· ·Phil did nicely on this page, we're fine from a

18· ·well-diversified, 81 percent return-seeking.· So

18· ·liquidity standpoint.· Diversification at

19· ·there's a lot to like in this portfolio.

19· ·81 percent makes sense.· Maybe, Ash, you can

20· ·Additional diversification, examination I think

20· ·comment on, you have all this analysis and where

21· ·is warranted, but by and large, a lot to like

21· ·you and your team stand on that.

22· ·with the existing portfolio, and it's served you

22· · · · And to me, it seems like the place we may

23· ·well.

23· ·have a conversation, which is, you know, the

24· · · · The assumptions, I mentioned, changed quite

24· ·actuarial assumed rate of return, where it's

25· ·a bit, so that being largely driven by interest

25· ·7.2 percent, but in reality we think it's more
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·1· ·like 6.46 percent, and that has implications on

·1· ·benefit part, was set by the legislature.· And I

·2· ·contributions, and so what do we do there.

·2· ·think the benefits in the Florida Retirement

·3· · · · And so, Ash, two things, which is comment on

·3· ·System are responsibly set up and have been

·4· ·the 81 percent and then maybe comment on the

·4· ·largely consistent since the plan was created

·5· ·assumed rate of return.· And it may make sense,

·5· ·back in the seventies, with a few adjustments.

·6· ·in a minute or less, to maybe just, because we

·6· ·But understand that the liabilities are a

·7· ·have some new members here, help us understand

·7· ·consequence of benefits that vested years ago

·8· ·what that means in regards to how you get

·8· ·and -- or are vested now among former and current

·9· ·contributions and how you're funded.

·9· ·employees.· And there's nothing we can do to

10· · · · MR. WILLIAMS:· Sure.· Thank you,

10· ·change that, so we don't have a control option.

11· ·Mr. Chairman.· So back to basics for a sec for

11· · · · The third thing is funding.· That's up to

12· ·the benefit of our new members.· There are three

12· ·the Florida Legislature, just like the benefits

13· ·variables in the well-being of any pension plan.

13· ·are.· And we don't have any control over that.

14· ·The first is reasonable benefits.· The second is

14· ·That's totally over the legislature, as they make

15· ·responsible funding, and the third is prudent

15· ·the relative judgments on spending every year, on

16· ·investment.

16· ·where to put the dollars they have available,

17· · · · The part that we at the SBA and our trustees

17· ·consistent with Florida's requirement

18· ·are responsible for and have a high degree of

18· ·constitutionally for a balanced budget.

19· ·control over is the prudent investment side.· And

19· · · · So the closest we can have to influence on

20· ·that's why we spend a lot of time talking about

20· ·anything we can really change to protect the

21· ·portfolio composition here and the relative risk

21· ·funding status of the fund really probably is

22· ·of various asset mixes and how that relates to

22· ·having some input to the funding process, because

23· ·the liquidity and solvency of the pension plan

23· ·there's nothing anyone can do retroactively to

24· ·and its funding ratio over time.

24· ·change the liabilities.· And as we've just seen,

25· · · · The other two variables, the responsible

25· ·if we take more risk in the investment portfolio
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·1· ·in hopes of taking on more return to match, the

·1· ·so.

·2· ·downside of that approach is that you increase

·2· · · · Now, the tension around that seemingly

·3· ·the consequence of an extended period of bad

·3· ·simple admonition is the following.· For every

·4· ·market experience that could in turn affect the

·4· ·five basis points that one reduces the actuarial

·5· ·liquidity of the fund and certainly its funded

·5· ·return assumption, the mathematics are that that

·6· ·ratio.

·6· ·translates to about a $90 million change in

·7· · · · So really in the short-term, the thing that

·7· ·contribution to the Florida Retirement System.

·8· ·is most prudent to adjust probably is funding,

·8· ·And obviously every dollar that goes into the

·9· ·and there's room for improvement there on two

·9· ·retirement system is a dollar that doesn't go

10· ·levels.· One, the primary one is the investment

10· ·somewhere else.· So the judgment has to be made

11· ·return assumption itself, as you touched on,

11· ·by the legislature at a policy level, where do we

12· ·Mr. Chair.· The other is the actuarial treatments

12· ·really want to put our marginal dollar.

13· ·that are used within the annual evaluation of the

13· · · · And I think the issue you're going to see

14· ·Florida Retirement System Trust Fund, because

14· ·surfacing in state legislatures and local

15· ·just like accounting assumptions, which

15· ·governments around the country over the next year

16· ·provisions you use actuarially have a bearing on

16· ·or so is that a lot of state and local government

17· ·the outcomes that you get.

17· ·balance sheets have really suffered because of

18· · · · It's worthy of note that last year there

18· ·the pandemic and interruptions in revenues due to

19· ·were positive moves made by the legislature, both

19· ·sales taxes tailing down or other revenue sources

20· ·on actuarial techniques and on funding, so we are

20· ·being impacted by temporary economic closures.

21· ·going the right way in terms of making

21· · · · Now, obviously, Florida has been on the

22· ·improvement.· And I think the question all of us

22· ·leading edge of trying to get its economy

23· ·would look at might be, well, if it's possible to

23· ·reopened, and we've also been the beneficiary of

24· ·accelerate the movement in the right direction

24· ·some federal assistance that I think has helped

25· ·from a fiduciary perspective, we would urge doing

25· ·offset things.· But it would not surprise me,
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·1· ·based on what I'm seeing about revenue

·1· ·return or -- what's the term for that?

·2· ·projections for the Florida Legislature's working

·2· · · · MR. WILLIAMS:· Defined contribution.

·3· ·budget process this year, I think they're going

·3· · · · MR. WENDT:· They have to invest their own

·4· ·to be under pressure.· So I think there are going

·4· ·thing, their own money, take care of it

·5· ·to be a lot of different potential uses of state

·5· ·themselves, we would have a much smaller

·6· ·funding, and we are competing with a lot of other

·6· ·(inaudible) wouldn't we?

·7· ·things that that money might be allocated to.

·7· · · · MR. WILLIAMS:· Well, no.· But let me

·8· · · · MR. OLMSTEAD:· Thank you and helpful.· Any

·8· ·explain.· You're on the right track.· And let me

·9· ·questions?

·9· ·correct your terminology for you.· The

10· · · · MR. WENDT:· Gary Wendt has a question.· He's

10· ·traditional pension plan in which one is paid a

11· ·almost afraid to ask it, after all this stuff.

11· ·retirement benefit that is a function of how long

12· ·But, Ash, you did mention that the liabilities

12· ·they worked and how much money they earned during

13· ·are fixed.· But we had a change a few years ago

13· ·the average of their highest five years of

14· ·where people were given the option to go from --

14· ·compensation and the annual accumulation factor

15· ·the term right here, it's fixed obligation to

15· ·that they earned as a function of what type of

16· ·fixed return or -- those are the wrong terms, but

16· ·employee they are, elected officials and judges

17· ·where people had the right to manage their own

17· ·get the highest proportion of credit per year,

18· ·portfolio but they are not guaranteed a certain

18· ·followed by special risk, which is police and

19· ·pension amount.

19· ·fire commonly, and then you have what are called

20· · · · But I just wondered if in this analysis, you

20· ·senior management employees, and then you have

21· ·had included that change that took place and how

21· ·regular class.· And the range from regular class

22· ·much affect it would have.· I mean, if we could

22· ·to elected officers is 1.6 percent per year

23· ·get everybody to go to a -- not that we have

23· ·credit to 3.3.· So that will give you the range.

24· ·anything to do about this.· But if the State

24· · · · Now, everybody who is already vested in the

25· ·passed a law that said everybody get a fixed

25· ·defined pension plan, which is the traditional
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·1· ·defined benefit plan just described, putting

·1· ·nature of their employment, should be given a

·2· ·every new employee in another plan does not

·2· ·traditional pension plan.· The default for them

·3· ·change the existing liability for those existing

·3· ·remained in the defined benefit plan.

·4· ·employees and prior employees who are already

·4· · · · So the effect of that has been, it has very

·5· ·retired.

·5· ·dramatically shifted where the -- where new

·6· · · · What we did do a couple of years ago, we

·6· ·employees are going.· And 70 percent of new

·7· ·recommended and Governor Scott advocated, too,

·7· ·employees are in fact going into the defined

·8· ·was to change the default, which meant that when

·8· ·contribution plan.· So I think we could say that

·9· ·an employee had a choice between defined benefit,

·9· ·short of the legislature simply closing the

10· ·which is the traditional pension plan, and

10· ·defined benefit plan in its entirety, I think I

11· ·defined contribution, which is the one you were

11· ·would use the phrase "soft close" now, because

12· ·referring to where the employee chooses their own

12· ·the vast majority of new employees are electing

13· ·investments or they put it in direct target date

13· ·to go into the defined contribution plan.

14· ·funds that map their investments for them based

14· · · · I think they like the portability.· They

15· ·on their age and years to retirement, under the

15· ·like the shorter vesting, and they're concerned

16· ·old law, if an employee did not make a choice,

16· ·that -- you know, a lot of young people today

17· ·they were automatically put in the traditional

17· ·can't envision being in any one job for eight

18· ·pension fund.

18· ·years, which is when the vesting currently is for

19· · · · That was changed a couple of years back so

19· ·the defined benefit.· So they move toward the

20· ·that now, if they don't make a choice, they go

20· ·defined contribution as an alternative.

21· ·into the defined contribution fund, which avoids

21· · · · MR. WENDT:· Okay.· But what I'm trying to

22· ·growing the long-term liability that you were

22· ·get to is the fact that from this point forward

23· ·referring to.· The exception to that is the

23· ·or two or three years ago forward, we are not all

24· ·legislature found that police and fire, or those

24· ·defined benefit.· We are some defined

25· ·in the special risk category because of the

25· ·contribution.· And does that in any way change
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·1· ·all of these numbers that we just looked at?

·1· · · · My problem is that I don't believe, with

·2· · · · MR. WILLIAMS:· It does not change the

·2· ·today's high multiples that Ash has talked about

·3· ·numbers that we just looked at, but what it does

·3· ·before that are only exceeded by 1999 price

·4· ·is change the way these numbers will change in

·4· ·earnings multiples, and with the many trillions

·5· ·the future.· So I would say, with the growth of

·5· ·of dollars in dry powder looking for private

·6· ·the defined benefit plan down by half, which it

·6· ·equity, I don't believe that risk assets are

·7· ·is -- it used to be 60 percent of new employees

·7· ·going to make 6.68 percent or almost 7 percent

·8· ·went into the defined benefit plan.· Now that

·8· ·during the years ahead.· I just don't believe

·9· ·number is 30 percent.

·9· ·that.

10· · · · So the growth of the DB and the growth of

10· · · · And so, therefore, I don't believe there is

11· ·this long-term liability is been cut in half from

11· ·a 5.15 risk premium to invest in risk assets,

12· ·what it was a few years ago.· So in that regard,

12· ·particularly illiquid risk assets.· But that's

13· ·we are progressing in exactly the direction you

13· ·just one person's opinion.· And I suspect, if you

14· ·suggest.· But the analysis that Aon just went

14· ·poll this nine-person board, we would all have a

15· ·through contemplates actual liabilities for the

15· ·different view of that.

16· ·plan.· So, yes, it reflects where we are now.

16· · · · But my conclusion, therefore, is that the

17· · · · MR. WENDT:· Thank you.

17· ·challenge for the Florida pension fund -- so if

18· · · · MR. COBB:· Mr. Chairman, this is Chuck Cobb.

18· ·asked by the chief financial officer, who has

19· ·I have a comment, I guess, and maybe a question.

19· ·asked me to sit on this board, or the governor or

20· · · · MR. OLMSTEAD:· Please.

20· ·anyone else, a legislator, I would say, I think

21· · · · MR. COBB:· If asked to vote whether we were

21· ·the challenge for Florida to properly this fund

22· ·to support this Aon study and send it to the

22· ·and to stay above 80 percent is greater than this

23· ·trustees, I would vote yes.· I mean, I think it's

23· ·Aon study says.· I think it's more challenging

24· ·a very comprehensive study and a very thoughtful

24· ·because I think the fundamental 6.68, which is an

25· ·study, and I don't want to criticize it.

25· ·average of those three firms, including the 7.1
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·1· ·for Aon, is just too optimistic for today's

·1· ·risk premium number, the equity risk premium

·2· ·market.· It's frothy.

·2· ·number is comprised really of two things.· It's

·3· · · · So that's just one person's opinion.

I

·3· ·comprised of conceptually the notion that you

·4· ·don't know whether -- so my question is, are we

·4· ·would pay more -- you would be paid more for

·5· ·supposed to have such opinions or are we supposed

·5· ·taking equity risk.· But that's a contextual

·6· ·to just listen to this report and say this has

·6· ·concept, and the context is relative to not

·7· ·been a good report?· Which it's been a very good

·7· ·taking risk.

·8· ·report.· I don't see any fallacy in the logic

·8· · · · And when you're in a negative -- a flat to

·9· ·train of the report.· So I think that it's an

·9· ·negative interest rate real world, then that

10· ·excellent report.· But I do have a concern with a

10· ·distorts the equity risk premium and makes it

11· ·couple of the assumptions.· So I guess that's for

11· ·look richer than it really is, which I think

12· ·you, Ash.· Are we supposed to express an opinion

12· ·comports with the point you're making,

13· ·here or just support it and be quiet?

13· ·Ambassador.· I think the other thing --

14· · · · MR. WILLIAMS:· Mr. Chairman, may I respond

14· · · · MR. COBB:· Except just to clarify my point,

15· ·to that?

15· ·price earnings ratio is an inverted interest rate

16· · · · MR. OLMSTEAD:· Please.

16· ·message.· So when the market is at 21 times

17· · · · MR. WILLIAMS:· Thank you.· Well, first of

17· ·earnings, which you point out it hasn't been

18· ·all, obviously, I share your trepidation about

18· ·since '99, it's signaling an earnings yield today

19· ·future returns, and I am certainly not a fan of

19· ·of less than 5 percent.

20· ·doubling down on risk at this point.· I think

20· · · · Now, there will be growth, but there's also

21· ·that would be a fool's errand by any measure.

I

21· ·economic challenges, et cetera, et cetera, et

22· ·do, however, have some confidence in the quality

22· ·cetera.· The price earnings ratio is signaling to

23· ·of the firms whose future return numbers we're

23· ·the market and signaling to me that 6.7 percent

24· ·using here.

24· ·is probably too optimistic.· That's all.

25· · · · And I will comment also that on the equity

25· · · · MR. WILLIAMS:· That may be.· And, Mr. Chair,
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·1· ·if I can continue for just a sec.· I think,

·1· ·It's been a relative chapter in profiles in

·2· ·Ambassador, on your most fundamental question,

·2· ·courage compared to its peers.

·3· ·which is are we here to have opinions, I think

·3· · · · But I would say this.· At the end of the

·4· ·the answer is of course.· You're here for the

·4· ·day -- Ambassador, you're a fan of peer

·5· ·exact reason that you're qualified to have

·5· ·comparisons I know.· It came up the other day.

·6· ·informed opinions.· I think the trustees want the

·6· ·And if you look at a peer comparison of where

·7· ·value of your perspective.

·7· ·Florida's pension contributions are for member

·8· · · · I would offer one other thing.· Go back to

·8· ·employers and where they are for beneficiaries,

·9· ·what I said about what can we control and what

·9· ·the beneficiary contribution is roughly

10· ·can we not control and what would be prudent for

10· ·50 percent of the national average, and the

11· ·us to turn the dial on, if we could.· Well, I

11· ·member employer contribution is roughly

12· ·think what we're all discussing here is none of

12· ·30 percent below the national average.

13· ·us feels comfortable with turning the dial upward

13· · · · So, I mean, the fact of the matter is, on a

14· ·on risk in the investment portfolio.· It simply

14· ·relative basis -- and you can argue the merits of

15· ·doesn't meet the test of prudence.

15· ·whether a pension system at any price is good to

16· · · · We are not in a position to turn down the

16· ·have, but most governments have them, most states

17· ·dial on our liabilities.· The one variable that

17· ·have them.· I think all states have them.· Ours

18· ·leaves is the funding.· And I think we've all

18· ·is a relative bargain compared to any other,

19· ·said or perceived to varying degrees that for

19· ·which could imply that there would be headroom

20· ·reasons of actuarial treatments, somewhat

20· ·for modestly larger contributions and you'd still

21· ·optimistic return assumptions, et cetera, the

21· ·be a relative bargain compared to the

22· ·funding has not been quite as robust as it might

22· ·marketplace.

23· ·have been, although the Florida Legislature's

23· · · · MR. COLLINS:· So, Ash, how much did we

24· ·long-term history on funding is excellent

24· ·reduce the return -- were we effective at

25· ·compared to the vast majority of other states.

25· ·reducing the overall return assumption last year?
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·1· · · · MR. WILLIAMS:· 20 basis points.

·1· ·that it was probably still too high even last

·2· · · · MR. COLLINS:· How much?

·2· ·year.

·3· · · · MR. WILLIAMS:· 20 basis points.

·3· · · · And so I think all of us would -- I know I

·4· · · · MR. COLLINS:· And so what does that equate

·4· ·would sign up to send another letter and let's go

·5· ·to in new dollars getting contributed?

·5· ·after another 20 BPs, or even more.· But I think

·6· · · · MR. WILLIAMS:· About 300 million, as I

·6· ·anybody over 7 today is certainly out of touch,

·7· ·recall.

·7· ·and you could argue that anybody over -- I won't

·8· · · · MR. COLLINS:· 300 million.

·8· ·go as low as the ambassador said, but I think

·9· · · · MR. WILLIAMS:· I think that's about right.

·9· ·anybody over 6.5 is certainly fooling themselves

10· · · · MR. COLLINS:· So 20 basis points is

10· ·over the next few years.

11· ·300 million.

11· · · · So if we are here to comment, which we are,

12· · · · MR. WILLIAMS:· The rule of thumb is every 5

12· ·and if we are here to try to persuade, which I

13· ·BPs is about 90 million.· Mr. Benton, how am I

13· ·think we should be on matters like this, then I

14· ·doing on my numbers here?

14· ·think, Mr. Chairman, it would be good for us to

15· · · · MR. BENTON:· Ash, this is John.· Yeah,

15· ·do something similar to what we did last year and

16· ·you're correct.· Every five basis points is 90

16· ·maybe even be a little bit more aggressive than

17· ·million, but I believe 20 basis points would be

17· ·we were last year, because as Ambassador Cobb

18· ·around 360 million.

18· ·says, it's not getting better.

19· · · · MR. WILLIAMS:· There's your answer.

19· · · · MS. CANIDA:· This is Tere Canida.· I would

20· · · · MR. COLLINS:· So if we were going to do

20· ·agree.· I agree both with Ambassador Cobb's

21· ·the -- I think all of us -- I don't want to speak

21· ·comments and Ash's comments about this is not the

22· ·for everybody, but I certainly agree with

22· ·right time to double down on risk, so we have to

23· ·Ambassador Cobb.· And I think that all of us knew

23· ·look at the other possibilities to bring this

24· ·that when we got the return assumption or helped

24· ·more into line.· So I would agree with all of

25· ·to get the return assumption lowered last year,

25· ·you.

www.phippsreporting.com
(888) 811-3408

YVer1f

www.phippsreporting.com
(888) 811-3408

YVer1f

IAC Meeting
September 29, 2020

IAC Meeting
September 29, 2020
Page 82

Page 83

·1· · · · MR. OLMSTEAD:· Any other members?· I concur

·1· ·Lamar on the legalities of that, but I think that

·2· ·and am happy with the conversation, and I agree

·2· ·process might get us where we want to go.

·3· ·with Ambassador Cobb.· You know, the construct is

·3· · · · MR. COBB:· So, Mr. Chairman, I would move

·4· ·a different conversation, but I think that, you

·4· ·that it's the sense of this board that the

·5· ·know, getting to 7.2 is not all that realistic,

·5· ·7.2 percent that the State of Florida has been

·6· ·and I know we have 6.46, which may not be -- it

·6· ·using for assumed rates of return is too high.

·7· ·may be a higher hurdle than anticipated.

·7· ·And while we appreciate that they reduced it by

·8· · · · So I think the recommendation by Peter makes

·8· ·20 basis points last year, we think it needs to

·9· ·sense, which is for us to draft a letter that we

·9· ·be reduced further, and that we, as the

10· ·can share with the group and send to the trustees

10· ·committee, delegate to you, the chair, working

11· ·of the Florida State Board, not dissimilar to

11· ·with Ash and management to draft such a letter.

12· ·last year, with maybe a little more emphasis on

12· · · · MR. NEAL:· Second.

13· ·our concern with the overall financial market and

13· · · · MS. CANIDA:· I second.

14· ·that 6.46 or that 7.2.

14· · · · MR. NEAL:· Pat Neal.

15· · · · Do we need to bring that to a motion, or is

15· · · · MR. OLMSTEAD:· All in agreement?

16· ·that just a --

16· · · · (Ayes)

17· · · · MR. WILLIAMS:· It might be procedurally that

17· · · · MR. WENDT:· Yes.· And I am in agreement

18· ·the best way to do this would be to do it as a

18· ·also, but one thing I'm going to have a question

19· ·motion and then perhaps, depending on what the

19· ·on, when you write the letter, is since you sent

20· ·committee's comfort with it is, maybe delegate to

20· ·them the letter last year and said we need to

21· ·the chair to compose an appropriate letter and go

21· ·change and go down and we're coming back one year

22· ·from there, because what we don't want to do is

22· ·later, how are you going to justify, rationalize

23· ·get in any kind of problem with the public

23· ·the fact that year after year, you're going down?

24· ·meeting law about trying to approve a letter by

24· ·What did you miss last year?

25· ·email or something of that nature.· I'll defer to

25· · · · MR. WILLIAMS:· If I may, Mr. Chairman, I

www.phippsreporting.com
(888) 811-3408

YVer1f

www.phippsreporting.com
(888) 811-3408

YVer1f

IAC Meeting
September 29, 2020

IAC Meeting
September 29, 2020
Page 84

Page 85

·1· ·think there's a wonderful answer to that

·1· ·Governor Scott did.· And as you all know,

·2· ·question.

·2· ·Governor Scott put a lot of work in that AAA.

·3· · · · MR. OLMSTEAD:· Please.

·3· ·And I think it's interesting (inaudible).· So I

·4· · · · MR. WILLIAMS:· I'm reminded of John Maynard

·4· ·don't think anybody will be offended by us coming

·5· ·Keynes who said, When the facts exchange, sir, I

·5· ·forward with this.

·6· ·change.· And I think that's our answer.· And the

·6· · · · MR. COLLINS:· So, Ash, didn't we ask -- did

·7· ·facts that have changed here are the market has

·7· ·we ask for a specific number last year, or did

·8· ·rocketed upward.· Interest rates have gone

·8· ·we -- I don't think we got all of what we asked

·9· ·further down.· And the challenge -- and we've had

·9· ·for last year, which would be another question or

10· ·a pandemic, none of which was on the radar when

10· ·another answer.

11· ·we did this last year.· The low rates were.· The

11· · · · MR. WILLIAMS:· I don't think we asked for a

12· ·pandemic wasn't.· And all of these things

12· ·specific number, and I don't think we should.

13· ·together, together with the attenuated

13· ·think we should put out there what the

14· ·international tensions make the environment

14· ·recommendation is.· And if there was sentiment,

15· ·tougher than it was before.

15· ·as Ambassador Cobb voiced, that even that number

16· · · · So I think we're in a very legitimate place

16· ·may be ambitious, but to the extent the

17· ·to say this.· And I think it also should be noted

17· ·recommended number is ambitious, then what we

18· ·Florida continues to be a real leader in fiscal

18· ·actually have now is really ambitious.

19· ·responsibility.· We're a AAA credit.· And the

19· · · · And so prudence dictates more is better than

20· ·reason we're a AAA credit is this state has made

20· ·less.· But I would avoid being too presumptive,

21· ·policy judgments in lots of areas, including the

21· ·because then it can become a binary response.

22· ·pension fund and the CAT Fund and its debt

22· ·Better to ask an open-ended question and get what

23· ·reserves and its debt policies and its balanced

23· ·you can.

24· ·budget, that have been prudent.· And I think

24· · · · MR. OLMSTEAD:· And last year all we did was

25· ·Governor DeSantis appreciates that AAA, just as

25· ·point out the Aon recommendation and their return
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·1· ·assumption.· And so I think, consistent with what

·1· ·expected actuarial rate of return, now that gap

·2· ·you said there, Ash, I think that's probably a

·2· ·has sort of been slowly coming in.· But I think,

·3· ·prudent way to make our recommendation.· I doubt

·3· ·again, it's just been an ongoing conversation, so

·4· ·they're going to get from 7.2 to 6.46 anyway, but

·4· ·it doesn't feel like we didn't ask for the right

·5· ·I think pointing it out --

·5· ·thing last time and we're coming back again.

·6· · · · MR. WILLIAMS:· And keep in mind, the

·6· · · · MR. OLMSTEAD:· Thanks for that perspective.

·7· ·trustees don't control this anyway.

·7· · · · MR. WENDT:· Gary Wendt would like to just

·8· · · · MR. OLMSTEAD:· Right.

·8· ·add this.· He's still in favor of doing this.

·9· · · · MR. WILLIAMS:· They, through the governor,

·9· ·voted for it and I'm for it.· But what we will do

10· ·the advocates in this process.· But at the end of

10· ·by doing this is put more pressure onto the

11· ·the day, two-thirds of the votes are the House

11· ·government that's supposed to fund us at a time

12· ·and the Senate.

12· ·when they probably don't have a lot of extra

13· · · · MS. DOYLE:· Mind if I make one follow-up

13· ·resources to fund us.

14· ·comment?· This is Kristen Doyle from Aon.

14· · · · And if that is the case, then our percentage

15· · · · MR. OLMSTEAD:· Please.

15· ·of -- what's the term?· The percentage that we

16· · · · MS. DOYLE:· Just along the line of what

16· ·have of what we should have will go down, and I

17· ·Peter and Ash were saying, some context here,

17· ·don't know that that helps our AAA.· There will

18· ·too, is we've been talking about lowering the

18· ·be consequences to doing this, and I'm all in

19· ·expected return assumption for years, right?· And

19· ·favor of the consequences.

20· ·the actual estimating committee has chosen to

20· · · · MR. NEAL:· Mr. Chairman, this is Pat Neal.

21· ·very slowly but prudently and incrementally lower

21· ·May I comment just a little bit?

22· ·that return.

22· · · · MR. OLMSTEAD:· Please do.

23· · · · So I don't think, because we've had this

23· · · · MR. NEAL:· Thirty-eight years ago I was the

24· ·conversation year over year and we've had this

24· ·appropriations chairman of the state Senate.· I'd

25· ·gap between our expected return on assets and the

25· ·just like to point out that this isn't an easy
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·1· ·decision for the chairs or the presiding officers

·1· ·think I would -- over the course of time, I think

·2· ·to make.· On a practical basis, you get an

·2· ·we're going to have to find not only an increase

·3· ·allocation from the revenue estimating

·3· ·in the contributions but some other way to narrow

·4· ·conference.· Oddly, in the early eighties, we

·4· ·the gap, even at the risk of a slightly higher

·5· ·made up our own revenue and our own

·5· ·risk profile over the long-term.

·6· ·appropriations, but now there's 23 members of the

·6· · · · I actually thought the consultant from Aon

·7· ·legislative staff who do the revenue estimate.

·7· ·was leading us to a slightly higher ratio of

·8· · · · So you're really asking the presiding

·8· ·return-seeking assets in its proper time, which

·9· ·officers and the chairs of the respective

·9· ·is not this time.· I'd like to discuss that with

10· ·committees, in this case, to take $360 million

10· ·Ash and try to revisit this issue.· I recognize

11· ·off the table and out of the allocations.· They

11· ·this is an annual review, but as this is my

12· ·actually have to do it without the, I'll say

12· ·second meeting, I don't think I'm ready to depart

13· ·knowledge or consent of the members.· At no time

13· ·from the wisdom expressed by Ambassador Cobb.

14· ·in the legislature did they really debate, except

14· · · · Short version, we should support the Cobb

15· ·with the implementing bill, what the retirement

15· ·motion, if you've not already taken the vote,

16· ·contributions are.

16· ·Mr. Chair, but we shouldn't expect any result

17· · · · So I'm guessing -- I'm trying to say what

17· ·from the trustees or the legislature this year.

18· ·Mr. Wendt says, which is I wouldn't expect,

18· ·My opinion.

19· ·notwithstanding that this letter is a good thing

19· · · · MR. OLMSTEAD:· Thanks for your observations,

20· ·and I support it, I wouldn't necessarily expect

20· ·Pat.· And if there aren't any meaningful more

21· ·any action in the year 2021.· And I think we, as

21· ·comments, we are significantly behind, and I

22· ·an advisory committee, need to keep focusing on

22· ·think we've exhausted this important

23· ·ways to resolve the gap between that which has

23· ·conversation.· But go ahead, Ash.

24· ·been promised and that which we have.

24· · · · MR. WILLIAMS:· At the risk of being smited

25· · · · Actually, contrary to Ambassador Cobb, I

25· ·for stretching out the behind schedule thing,
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·1· ·there is one element of this thing that is worth

·1· ·there's a historical footnote that's relevant

·2· ·considering.· And that is, when we talk about

·2· ·here.· And that is, when Governor Scott

·3· ·contributions, contributions come from two

·3· ·recommended that employee contributions go from

·4· ·places.· They come from employers and they come

·4· ·zero to 5 percent of gross pay, the legislature

·5· ·from employees.· And the legislature sets both.

·5· ·settled on 3 percent, that was sold to the

·6· ·I'll just leave it at that.

·6· ·employees as them participating in ensuring the

·7· · · · MR. NEAL:· Ash, again, Pat Neal, Mr.

·7· ·health of their own pension system.· In fact,

·8· ·Chairman, just for one more 30 seconds?

·8· ·what happened was the legislature put on that

·9· · · · MR. OLMSTEAD:· Please.

·9· ·contribution and then reduced the government's

10· · · · MR. NEAL:· Of course, Governor Scott made a

10· ·contribution dollar for dollar and didn't

11· ·huge increase in employee contributions,

11· ·strengthen the pension fund at all.

12· ·sustained a series of lawsuits from state

12· · · · So that's an issue that has to be looked at.

13· ·employee unions and prevailed, and my expectation

13· ·We've responded to the Senate on some inquiries

14· ·is that changed things a lot.· That might be the

14· ·they made of us about some possible changes to

15· ·easier place to go, would be not only change the

15· ·increase the sustainability of the pension

16· ·actuarial assumption -- the assumption on the

16· ·system, and we talked about some things there

17· ·investments, but make a recommendation in our

17· ·that would address that issue.· But particularly,

18· ·decision-making that employee contributions

18· ·given where we are on time, I don't think this is

19· ·should be on the table, too.

19· ·the time or place to get into that detail.

20· · · · Ash said that we were in the -- didn't you

20· · · · MR. OLMSTEAD:· Okay.· For the record, we did

21· ·say the 30th percentile or 50th percentile in

21· ·vote and we are moving forward, and we'll do that

22· ·employee contributions?· Pretty low.

22· ·expeditiously and with full understanding of the

23· · · · MR. WILLIAMS:· Our employee contribution is

23· ·comments.· Thank you.

24· ·50 percent below the national norm and our

24· · · · Okay.· So next up is Tim Taylor, Meghan and

25· ·employer contribution is 40 percent below.· Now,

25· ·Dustin.· I think Mercer will also -- Jay Love

www.phippsreporting.com
(888) 811-3408

YVer1f

www.phippsreporting.com
(888) 811-3408

YVer1f

IAC Meeting
September 29, 2020

IAC Meeting
September 29, 2020
Page 92

Page 93

·1· ·from Mercer, who is here at least annually, will

·1· ·momentum and quality have notably outperformed

·2· ·also be commenting.· So I will, in an effort to

·2· ·value.· How do you measure value?· Price to book,

·3· ·try to make some time, no breaks, let's push

·3· ·price to sales, price to free cash flow, however

·4· ·forward.· And Tim and team, if you can perhaps

·4· ·you measure it, momentum quality growth has done

·5· ·close us out in 45 minutes or less in order to

·5· ·well for an extended period of time.

·6· ·make up some time, that would be great, and focus

·6· · · · And we all know market leadership did not

·7· ·on those aspects of your presentation that are

·7· ·change once the pandemic took hold.· In fact,

·8· ·what we need to know and what we need to know in

·8· ·growth stocks who had done better than value in

·9· ·order to maintain constructive feedback or make

·9· ·that spread between growth and value, growth

10· ·decisions.

10· ·accelerated its outperformance, as several

11· · · · So I'll hand it over to you, Tim.· And by

11· ·disruptive stocks saw an incredible amount of

12· ·the way, thank you, Aon, Phil and Kristen, for

12· ·demand, future demand.

13· ·your comprehensive report and time here.

13· · · · Many of the best performers have been the

14· · · · MR. TAYLOR:· Thank you, Mr. Chairman.· This

14· ·largest cap stocks, clearly, Apple, Microsoft.

15· ·is Tim Taylor with global equity.· Just to set

15· ·This has further increased the concentration of

16· ·the stage for our normal presentation, I'll give

16· ·U.S. benchmarks.· Asset management struggled in

17· ·you an update through last evening's close.

17· ·the U.S., and in many cases can be explained

18· ·Global equity, since the start of our fiscal

18· ·simply by being underweight to these mega cap

19· ·year, which began July 1st, our managed return is

19· ·growth stocks.

20· ·up 8.19 percent.· Our benchmark is up 7.89.· So

20· · · · Despite the tremendous run, many of these

21· ·we've added about 30 basis points of positive

21· ·growth stocks are not arguably expensive.

22· ·alpha since the end of the quarter, almost

22· ·think this is different than in 1999 and the TMT

23· ·through the entire quarter at this point in time.

23· ·bubble.· These are excellent businesses, and

24· · · · The factors -- and Alison and Ash both

24· ·they're trading at reasonable forward valuations.

25· ·alluded to this earlier.· The factors of growth,

25· ·I think these stocks are going to continue to do
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·1· ·relatively well.· However, overall market

·1· ·performance struggles, due to an out of favor

·2· ·leadership should begin to broaden to include

·2· ·style.

·3· ·other areas of the market.

·3· · · · Now, still those managers are struggling

·4· · · · One area of the market that might begin to

·4· ·performance.· Their style is even more out of

·5· ·do well are those stocks in the value camp whose

·5· ·favor now, two years later.· But at that time, it

·6· ·businesses haven't been permanently or too

·6· ·was a good opportunity to identify excellent

·7· ·temporarily impaired by the pandemic.· These

·7· ·organizations to fund while negotiating very

·8· ·stocks are among the strongest in their industry.

·8· ·attractive fees.· They were very happy and

·9· ·They're weathering the storm.· They perhaps will

·9· ·excited to get our phone call.· Not many people

10· ·even come out on the other side with stronger

10· ·were doing value searches at that time.· So we

11· ·competitive positions.

11· ·have the ability within global equity to perhaps

12· · · · This is an area where global equity wants to

12· ·move and emphasize those managers a little bit

13· ·ensure that we have sufficient exposure so that

13· ·more than what we're currently now.

14· ·we can benefit once things begin to stabilize,

14· · · · We're going to continue to use liquidity

15· ·return to, quote unquote, normal and some type of

15· ·events as opportunities to perhaps take profits

16· ·value outperforms.· That said, we're still

16· ·from managers who have done very well.· They've

17· ·cautious with respect to lower quality companies.

17· ·benefited not just from good stock selections,

18· ·Those stocks might do well in a low quality

18· ·but they've probably benefited from favorable

19· ·rally.· Our preference is to maybe minimize

19· ·factor tailwinds, growth, momentum.· I don't view

20· ·those.

20· ·this taking money from managers who have done

21· · · · And some of the things we're doing, an

21· ·incredibly well as a penalty on good performance.

22· ·example, a couple of years ago we did a search

22· · · · These managers generally are not going to be

23· ·for value managers in the developed standard

23· ·tapped for liquidity during difficult times.

24· ·ex-U.S. aggregate.· This was at a time when there

24· ·equate that to we're generally leaving value

25· ·was very limited interest in value due to

25· ·managers alone and leaving them out of liquidity,
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·1· ·if we still have confidence in them going

·1· ·time with questions or comments that you have.

·2· ·forward.

·2· ·Once Meghan, Dustin and I have concluded our

·3· · · · So those, Mr. Chairman, are my comments to

·3· ·presentation, as the chairman said, Mercer plans

·4· ·kind of set the stage for our review of global

·4· ·to share some slides and comments with you about

·5· ·equity today.

·5· ·our asset class.

·6· · · · And today we do have the opportunity to

·6· · · · So if we can go to the next page, please.

·7· ·provide additional information about the global

·7· ·Thank you.· I've had the opportunity in previous

·8· ·equity asset class.· I'm happy to be joined, as

·8· ·IAC meetings to present very good performance

·9· ·the chairman said, by two of my colleagues,

·9· ·numbers and discuss notable accomplishments of

10· ·Dustin Heintz and Meghan Brown.· They're both

10· ·our group.· I think it's very important, as we

11· ·senior portfolio managers that I work with in

11· ·begin, to highlight and emphasize that all of the

12· ·global equity.

12· ·individuals on this page have contributed to our

13· · · · The page that you see in front of you is the

13· ·success.· But even more importantly, these are

14· ·exact one I want to begin on.· Our presentation

14· ·the individuals who will contribute to our future

15· ·is divided into three sections, an overview of

15· ·success.· It's always our objective to continue

16· ·the asset class, policies and objectives, global

16· ·to grow, work together and recognize that there's

17· ·equity's role in the total fund, including its

17· ·always something more to learn, something that

18· ·historical characteristics and structural

18· ·will make us better investors and make us more

19· ·details.· Finally, a review of the performance of

19· ·effective workers on behalf of our beneficiaries.

20· ·the asset class, and we'll dig down a little bit

20· · · · We're informally organized into four groups,

21· ·into the active aggregates that we oversee.· And

21· ·as you can see here, administration, internal

22· ·we're also going to spend just a little time

22· ·management and trading, risk and analytics and

23· ·focusing on the process that we follow when we

23· ·external manager oversight.· That said, we share

24· ·conduct investment manager searches.

24· ·ideas across the group.· Many staff members have

25· · · · Now, we're happy to be interrupted at any

25· ·responsibilities that reach outside of their
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·1· ·focus and into other groups.· And that's with

·1· ·when called upon to meet liquidity requirements.

·2· ·intent.· We want that to happen.

·2· · · · Next page, please.· And I'll continue

·3· · · · For example, an internal strategy portfolio

·3· ·talking as we move on to the next page.· Our

·4· ·manager may be responsible for overseeing a group

·4· ·investment policy benchmark is a custom version

·5· ·of active external managers.· By managing money

·5· ·of MSCI All Country World Investable Market

·6· ·ourselves, that allows us to be better reviewers

·6· ·Index.· It's customized to reflect provisions of

·7· ·and overseers of external investment managers.

·7· ·Protecting Florida's Investment Act legislation.

·8· · · · I also want to state that global equity

·8· ·This prohibits investment in certain companies

·9· ·success is reliant upon many others at the SBA.

·9· ·doing business in Iran and Sudan and those that

10· ·We receive vital support from all of those groups

10· ·boycott Israel.· And so our custom benchmark

11· ·listed at the bottom of the page.· My only fear

11· ·excludes those names that are on our prohibited

12· ·in listing them all is I don't want to miss

12· ·list.· And that's a fair thing to do.

13· ·somebody.· But we're all in this together.· All

13· · · · Our benchmark includes over 45 countries and

14· ·these groups and all these folks contribute to

14· ·almost 9,000 securities.· At the end of June, the

15· ·our success.

15· ·U.S. -- and I've got to wrong slide in front of

16· · · · Next page, please.· Thank you.· The Florida

16· ·me, if you could move on to the next slide,

17· ·Retirement System's investment policy statement

17· ·please.· Thank you.· Our benchmark includes over

18· ·mandates that global equity achieve or exceed the

18· ·45 countries and almost 9,000 securities.· At the

19· ·return of the benchmark over a long period of

19· ·end of June, the U.S. was the largest country

20· ·time.· We should be well-diversified.· We should

20· ·weight in our benchmark, 57 percent.· The largest

21· ·rely on low-cost passive strategies, while

21· ·sector weight, as you can see there at the bottom

22· ·striving to provide positive alpha in areas of

22· ·of the page, were information technology,

23· ·inefficiencies in the market, with a risk budget

23· ·financials and health care.

24· ·of 75 basis points.· We always in global equity

24· · · · Next page, please.· Now, this is our actual

25· ·need to be ready to efficiently provide funds

25· ·asset class.· These are some very general things
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·1· ·to share with you.· At the end of June, we held

·1· · · · Next page, please.· While pursuing these

·2· ·greater than 10,000 securities across 73

·2· ·objectives, we strive to avoid becoming a large

·3· ·countries.· We managed seven strategies

·3· ·index fund.· We don't want to pay high active

·4· ·internally, and we engaged external managers for

·4· ·management fees for alpha that could be

·5· ·60 mandates.· The lower left graph indicates that

·5· ·inexpensively obtained.· We want to ensure that

·6· ·almost 49 percent, almost a full half of our

·6· ·active managers are skillful above and beyond

·7· ·assets are internally managed, driven by notable

·7· ·naive factors such as value or quality.

·8· ·passive management in the U.S. and other

·8· · · · We want to be diversified across process.

·9· ·developed markets.

·9· ·So we have fundamental managers.· We have

10· · · · The upper right graph shows that we are

10· ·qualitative managers.· We also want to be

11· ·almost 50-50 in terms of an active-passive split.

11· ·diversified by style.· We have value managers, as

12· ·We'll also opportunistically invest outside of

12· ·I mentioned earlier.· We have growth managers.

13· ·our benchmark, examples being an absolute return

13· · · · We try to add alpha where the probability of

14· ·currency program and U.S. microcap exposure.

14· ·success is highest.· We try to spend our risk

15· · · · The next page is pretty straightforward with

15· ·budget in the highest probability areas of

16· ·respect to our objectives.· And I understand I am

16· ·success.· At the same time, we're always very

17· ·not pausing.· I'm trying to catch us up a little

17· ·aware of our important role as a liquidity

18· ·bit, Mr. Chairman.· But certainly, if anyone

18· ·provider.· It's consistently factored into our

19· ·wants to interrupt, please do so.

19· ·structuring decisions.

20· · · · Straight forward with respect to our

20· · · · The next page, I'd like to highlight just a

21· ·objectives.· Global equity should provide the

21· ·couple of things.· First of all, the title, when

22· ·equity market return, manage costs, be

22· ·you see it, 2020's Dynamic Market Environment, I

23· ·diversified in our pursuit of alpha, maintain a

23· ·acknowledge that doesn't seem sufficient to

24· ·low level of active risk, be selectively

24· ·describe what we've all been dealing with this

25· ·opportunistic and be a provider of liquidity.

25· ·year.· China's growth in importance in the global
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·1· ·markets has accelerated.· It's been growing over

·1· ·We also launched a new internally managed passive

·2· ·the years, and this year it's accelerated even

·2· ·strategy benchmarked to the Russell 2000 growth

·3· ·more.

·3· ·index.

·4· · · · It now -- China now represents over

·4· · · · And we continue to research and try to

·5· ·40 percent of the MSCI emerging markets

·5· ·identify strategies that we can internally

·6· ·benchmark.· China is now the third largest market

·6· ·manage.· There are notable efficiencies to

·7· ·in many investors' benchmark, behind only the

·7· ·internal management.· And there at the bottom of

·8· ·U.S. and Japan.· So think of that.· The U.S.

·8· ·the page you can see that we raised $5 billion

·9· ·used -- it used to be the U.S., Japan and the

·9· ·from July 2019 through June 2020 for liquidity

10· ·United Kingdom.· It is now the U.S., Japan and

10· ·requirements of the FRS, $5 billion.· So, again,

11· ·China.· Third largest market in many investors'

11· ·we always keep liquidity in mind with any

12· ·targets.

12· ·decision that we make.

13· · · · Growth continued to overwhelm, as I

13· · · · Next page, please.· Going forward -- and

14· ·mentioned, value during our last fiscal year.

14· ·this is the last page I'll cover before I turn it

15· ·This outperformance accelerated like a rocket

15· ·over to my colleagues.· Going forward, we'll

16· ·during the pandemic.· Market leadership didn't

16· ·continue to support the development of our most

17· ·change.· A number of stocks were negatively

17· ·important component for future success, our

18· ·impacted by countries closing their economies.

18· ·employees.· We'll consistently monitor and

19· ·Volatility, that had been so historically low for

19· ·evaluate our external manager relationships.· An

20· ·a long time, surged in the first half of 2020.

20· ·important objective is to continually enhance and

21· · · · Page 12, the next page, please.· This shows

21· ·improve our analytics and reporting capabilities,

22· ·some of the actions that we took in fiscal year

22· ·and we're going to use liquidity draws, as I

23· ·2020.· Within diversified sources of alpha, you

23· ·mentioned, to address structural biases that we

24· ·can see we funded two new emerging market

24· ·might have in the aggregate.

25· ·managers and two dedicated China A share funds.

25· · · · And with that, I will turn it over to my
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·1· ·colleague Meghan Brown to cover the next section.

·1· ·have in the market.

·2· ·Thank you, Mr. Chairman.

·2· · · · We really want to make sure that this slide

·3· · · · MS. BROWN:· Thank you.· I'm excited to be

·3· ·looks the same in five, ten, however many years

·4· ·here today to share some of the key metrics that

·4· ·down the road, and we accomplish that by making

·5· ·quantify some of the things that Tim mentioned

·5· ·sure that we have a diversified portfolio that

·6· ·and illustrate how we adhere to policies and meet

·6· ·can continue to do well in lots of different

·7· ·those important objectives.· Starting with the

·7· ·market conditions, and it's diversified not only

·8· ·top down look on the next slide, it's really kind

·8· ·by the risk that we're taking but the alpha

·9· ·of proof statement and shows GE's role in the

·9· ·sources that we have working for us.

10· ·total fund.· It shows how we meaningfully

10· · · · Tim spoke about our objectives and

11· ·contribute, shows the active total return of the

11· ·initiatives, how we focus on the advantages that

12· ·plan, while also raising a substantial amount of

12· ·we have to implement a low-cost strategy

13· ·cash to support the fund requirements.· We

13· ·internally where it's appropriate and that we

14· ·accomplish this critical goal while all making up

14· ·remain really selective when we hire active

15· ·just a small portion of the total risk that's

15· ·managers.· We do not make tactical calls on the

16· ·taken by the fund.

16· ·market, but we are really tactical with how we

17· · · · In the last three years, almost 70 percent

17· ·deploy the risk budget that we're given.· And I

18· ·of the total excess returns of the plan were

18· ·think the next page illustrates a few key points

19· ·generated from global equity, and 84 percent of

19· ·about that activity.

20· ·the cash for fund obligations were sourced from

20· · · · We are charged with providing a low risk

21· ·our asset class.· We talked a lot about liquidity

21· ·exposure to the equity markets, which is measured

22· ·today.· That 84 percent translates to

22· ·by beta and tracking error, which are shown at

23· ·$17.8 billion, which is a meaningful amount.· And

23· ·the top there.· We stayed within the policy range

24· ·we constantly keep those obligations in mind as

24· ·for the active management exposure.· And we've

25· ·we balance the risk and opportunity set that we

25· ·been able to provide beta exposure using less of
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·1· ·the risk budget than what's been allocated to us.

·1· · · · The next slide, information ratio is just

·2· · · · Institutional plans and money managers who

·2· ·one way to demonstrate consistency, but this

·3· ·often use information ratio, or IR, to quantify

·3· ·slide really kind of shows it in a way that most

·4· ·the alpha that's gained for each incremental risk

·4· ·of us are accustomed to seeing it.· So this shows

·5· ·taken over an index, it helps to measure the

·5· ·the rolling one year period.· And there's 108,

·6· ·consistency and the volatility of the positive

·6· ·and out of the 108, our asset class has

·7· ·returns.

·7· ·outperformed in 103.· And we can tell by the red

·8· · · · The graph on the bottom left is the IR for

·8· ·dots that when we've underperformed, it hasn't

·9· ·our asset class.· In the last three years our

·9· ·been by meaningful amounts.

10· ·number is 1.67.· I think it's good to keep in

10· · · · When we evaluate our portfolio and our

11· ·mind here that .5 is good.· One is great.· So

11· ·performance, we also break it down on a monthly

12· ·1.67 is a number that we're really proud of.

12· ·basis, which is represented on the next slide,

13· ·You'll also notice that beginning in 2019, that

13· ·and we look at our batting average based on

14· ·number has steadily increased.· And that's a

14· ·different market conditions.· So you can see

15· ·result of some of the things that Tim mentioned,

15· ·here, in up markets, we've outperformed

16· ·where we've been moving assets in-house and

16· ·58 percent of the time; in down markets,

17· ·making changes or additions to certain exposures,

17· ·90 percent of the time.· The portfolio also does

18· ·which have all worked together to enhance our

18· ·really well when growth is beating value and when

19· ·returns and reduce the volatility of the

19· ·minimum volatility is leading the market.· When

20· ·portfolio.

20· ·the U.S. beats the rest of the world, we also

21· · · · Simply put, we are rewarded for deviating

21· ·perform really well at 76 percent.

22· ·from the index in certain markets, like the

22· · · · When value is leading the market, that's our

23· ·international and global that's shown on the

23· ·lowest batting average, with just 40 percent.· We

24· ·bottom right.· So our tracking error is higher in

24· ·spend a lot of time thinking and talking and

25· ·those areas.

25· ·analyzing our value exposure.· I think it's good
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·1· ·to keep in mind here that this is a one month

·1· ·the active strategies.· Here they're grouped by

·2· ·number, and so it captures the quick returns to

·2· ·geography.· And you'll notice that they continue

·3· ·value that are often led by lower quality stocks,

·3· ·to remain the most active in areas where tracking

·4· ·which we would typically not keep up in these

·4· ·error is rewarded with outperformance, like

·5· ·markets.· But I think, as the previous slide

·5· ·emerging markets and international small cap.

·6· ·shows, over longer periods of time, that's

·6· · · · Overall we continue to critically evaluate

·7· ·mitigated and the portfolio outperformed.

·7· ·the strategies that we have, both active and

·8· · · · The following page shows diversification of

·8· ·passive, and remain thoughtful and tactical about

·9· ·the portfolio through another lens.· It shows

·9· ·how we use that risk budget to ensure that we

10· ·that we're diversified not only by geography and

10· ·continue to have a well-rounded portfolio that

11· ·active and passive exposures but, most

11· ·supports the total plan by providing that market

12· ·importantly, by the investment philosophy and the

12· ·exposure, the active returns and support for

13· ·process.· So whether our strategy is fundamental,

13· ·those liquidity needs.

14· ·quantitative or focused on a specific style, each

14· · · · Dustin is going to talk more about how we do

15· ·carries its distinct advantages, which we want,

15· ·that.· But if there aren't any questions, I'll

16· ·but it also brings inherent blind spots, which we

16· ·turn it over to him.

17· ·really have to be aware of and mindful of.

17· · · · MR. OLMSTEAD:· Great.· Moving on.

18· · · · So our job is to put them all together in a

18· · · · MR. WILLIAMS:· Dustin, I think you're muted.

19· ·way where we believe they'll outperform in any

19· · · · MR. COBB:· Tim, while we have this

20· ·market condition because they're diversified by

20· ·mechanical problem, let me ask a question.· So I

21· ·those investment philosophies, by their

21· ·understand our benchmark has us at about

22· ·investment approach, as well as the type of risk

22· ·43 percent international.· Is our actual

23· ·that they're bringing and the sources of alpha.

23· ·portfolio pretty close to the benchmark?· That's

24· · · · The last page shows a more detailed breakout

24· ·my first question.· And the follow-up question

25· ·of that diversification, just specifically for

25· ·is, how would that relate to the other major
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·1· ·pension funds, the top ten pension funds in the

·1· · · · MR. TAYLOR:· You're welcome.

·2· ·country?· Is that a higher -- by following the

·2· · · · MR. HEINTZ:· Is my audio --

·3· ·benchmark, do we have a higher percentage

·3· · · · MR. OLMSTEAD:· We hear you, Dustin.

·4· ·internationally?

·4· · · · MR. HEINTZ:· You can hear me this time?· All

·5· · · · MR. TAYLOR:· The answer, Ambassador, to your

·5· ·right.· Sorry.· It was trying to pick up my

·6· ·first question is, yes, we do try to remain

·6· ·monitor instead of my laptop microphone.· I don't

·7· ·fairly neutral relative to our target in terms of

·7· ·know where the presentation went.· John, do we

·8· ·region.· And that includes, of course, U.S. and

·8· ·have the presentation up?

·9· ·non-U.S.· I'm not positive.· I can't answer with

·9· · · · MR. COBB:· We have it in front of us.

10· ·confidence what other -- our peers would be

10· · · · MR. HEINTZ:· ·okay.· I'm not showing it on

11· ·doing.· So when I can't answer with a certain

11· ·mine.· On page 22, we can go ahead and --

12· ·level of confidence, I won't answer.

12· · · · MR. OLMSTEAD:· Could you just tell us the

13· · · · I will say that our plan several years ago

13· ·title?· Because sometimes the page numbers are

14· ·adopted a global equity benchmark.· That was to

14· ·not perfectly aligned.

15· ·address home country bias, to more appropriately

15· · · · MR. HEINTZ:· So page 22 is the performance

16· ·consider the global investment opportunity set.

16· ·of the total global equity, and it's going to

17· ·A lot of pension plans and other investors in the

17· ·show the return performance across the middle.

18· ·U.S. have a home country bias, meaning they have

18· · · · MR. OLMSTEAD:· Thank you.

19· ·more in the U.S. than represented by the

19· · · · MR. HEINTZ:· What you'll notice here is, in

20· ·investment opportunity cost.

20· ·the second quarter, the benchmark return was

21· · · · I think that's probably still generally the

21· ·almost 20 percent, which after the first quarter,

22· ·case.· Some U.S. plans probably still have more

22· ·it was down almost 22 percent.· So almost all the

23· ·U.S.· But, again, Mr. Ambassador, I'm not

23· ·performance in the second quarter -- and as Tim

24· ·positive.

24· ·mentioned, the quarter today is up another

25· · · · MR. COBB:· Thank you.

25· ·8 percent.· So we actually made back all the
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·1· ·performance and are positive on performance.

·1· · · · One thing I would say, when you look across

·2· · · · At this point, in the second quarter, we

·2· ·these, is it kind of hides a little bit about the

·3· ·were up 26 basis points.· So we actually

·3· ·fact that we do have a diversified portfolio.· So

·4· ·outperformed, which is actually somewhat rare for

·4· ·when we look at the number of strategies that we

·5· ·us.· We do outperform when the markets are up

·5· ·have to have for the performance record, there's

·6· ·significantly, which is more than 5 percent.· We

·6· ·50 of them.· Twenty-seven of them have

·7· ·outperform about 60 percent of the time.· And so

·7· ·outperformed.· Twenty-three of them have

·8· ·the fact that we outperformed in this quarter was

·8· ·underperformed in that three-year period, and yet

·9· ·a pretty solid performance relative to the first

·9· ·we still are adding 55 basis points above the

10· ·quarter, when we also outperformed.· And so we've

10· ·index performance.· So a lot of that is the

11· ·had a good year to date.

11· ·diversification, kind of looking for and having

12· · · · And so as you look across all these periods,

12· ·products that can work in all time periods.

13· ·in the second quarter, calendar year to date, the

13· · · · And so with that, we can turn to page 23.

14· ·one year, three year, five year, we actually

14· ·You can see the way that we break it out.· You

15· ·outperformed the benchmark in all these periods.

15· ·can see the passively managed strategies, about

16· ·A lot of this has to do with the way, as Tim

16· ·50 percent.· Actively managed is about

17· ·described, the way we set up our allocation, the

17· ·50 percent.· Our (inaudible) have outperformed

18· ·way that we (inaudible), where we want to take

18· ·and the (inaudible) strategies over the long-term

19· ·our risk and where we want to try and get the

19· ·have outperformed (inaudible) basis points in the

20· ·most passive exposure and just replicate the

20· ·three year and 14 basis points in the five year,

21· ·index exposure.· And so it looks like we've

21· ·slightly trailing in the one year.

22· ·outperformed in all periods.· We have

22· · · · When we break it out by region, it looks a

23· ·outperformed in all periods.· It looks great, and

23· ·little bit different.· You can see the U.S. has

24· ·everybody -- Tim was mentioning the growth being

24· ·underperformed, which we talk about in the next

25· ·a good tailwind.

25· ·slide in a little bit more detail.· A lot of this
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·1· ·is passive performance, but the underperformance

·1· ·overall return.

·2· ·comes from our active management.· Our foreign

·2· · · · MR. HEINTZ:· So to start with, I would start

·3· ·managers have outperformed.· This is what's

·3· ·actually at the top, in the middle, you look at

·4· ·considered an inefficient area of the market.· So

·4· ·the foreign developed standard and emerging

·5· ·we put most of our active performance here.

·5· ·markets, the weight of the active aggregate is

·6· · · · So the active performance up top and the

·6· ·almost 33 percent.· So when we're about

·7· ·foreign performance in the middle kind of

·7· ·50 percent active, 33 percent is coming from

·8· ·coincide with each other.· And then the global

·8· ·those two.

·9· ·performance, this comes from being a little bit

·9· · · · When you look at the U.S. large cap, it is a

10· ·more defensive and value focused, is still

10· ·large red number and it is significant

11· ·vertically and have been tailwinds or headwinds

11· ·underperformance there.· But I would remind you,

12· ·to those managers over the last few years.

12· ·it's only 3.6 percent of the overall portfolio.

13· · · · So page 24, I think there are probably

13· ·It is part of what is kind of causing the

14· ·(inaudible) when you look at, there are some red

14· ·underperformance.· The fact that we have more

15· ·numbers, which are --

15· ·quantitative managers there, they are more value

16· · · · MR. OLMSTEAD:· Can I comment real quick?· If

16· ·focused, and even our U.S. large cap growth

17· ·you go back a page and you look at U.S. large

17· ·managers are underweight to the bank stocks.· So

18· ·cap, which seems to be a significant portion of

18· ·they're not holding more exposure to Facebook, to

19· ·our portfolio, any insights on the -- you always

19· ·Apple, to Netflix, to Google, to any of those

20· ·look at the extreme outliers to the right, you

20· ·high-flying stocks that have done very well.

21· ·look to the left, and if you look at this one, it

21· ·They tend to be in maybe the slightly smaller,

22· ·looks like U.S. large caps were sort of in the

22· ·more mid cap type stocks.· And they also have a

23· ·red there.· So any further insights on that or

23· ·little bit of a value tilt even within the growth

24· ·approaches to closing that gap?· It seems like

24· ·area.

25· ·that would have a significant impact to the

25· · · · So we've been underexposed to those five
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·1· ·names that have done really, really well.· And

·1· ·diversification within these few areas.

·2· ·that has caused significant pain in the one year

·2· · · · Are there any other questions on the drivers

·3· ·and the three year return, as you can see.· But I

·3· ·of performance?· I think we can move forward

·4· ·would remind you, it is only 3.6 percent of the

·4· ·then, if there are no questions on performance,

·5· ·overall aggregate.

·5· ·and talk a little bit about our search and

·6· · · · I think the other thing to look at, the

·6· ·selection process.· I won't take too much time

·7· ·dedicated global has also underperformed.· It's

·7· ·here, but I think it's a good chance to kind of

·8· ·7.5 percent of our overall aggregate.· It's

·8· ·outline the way that we think about where our

·9· ·underperformed almost 3 percent.· This is another

·9· ·needs are and how we address those needs.

10· ·one where we've had defensive managers in there.

10· · · · So the first idea is how to identify a need.

11· ·And so in particular the most recent quarter

11· ·Sometimes it is defining diversification and what

12· ·where the performance has been up strong, they

12· ·don't we have or what maybe has struggled and

13· ·have struggled.

13· ·where can we kind of increase the overall

14· · · · And we also have -- one of our managers

14· ·diversification within one of the buckets.

15· ·there focuses on dividend yield, and that has

15· · · · And the other times when we typically need

16· ·been a significant headwind to their process, as

16· ·to do a manager search and selection is obviously

17· ·they have been exposed to more utilities, REITs

17· ·for manager replacement.· So if somebody is

18· ·and other things that are interest rate

18· ·underperforming or if we have a need to walk away

19· ·sensitive, and they have underperformed recently

19· ·from a relationship for any reason whatsoever,

20· ·as well.

20· ·then we know what the opportunity is, we know

21· · · · So there are a couple of managers that have

21· ·what the need is.· And so then we develop a

22· ·kind of underperformed in the way that we've

22· ·search criteria.· And this will tend to be

23· ·built these aggregates, and we're aware of these

23· ·focused on those needs, but we try and make sure

24· ·issues and are seeking ways to maybe mitigate

24· ·that the criteria that we're looking for is

25· ·some of the challenges going forward on the

25· ·broad-based enough that we're not only going to
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·1· ·be able to identify two or three target managers

·1· ·market over long periods of time.· And once we've

·2· ·but we can find plenty of managers who maybe can

·2· ·kind of identified those managers, the -- we can

·3· ·fill that need to give us the kind of broad-based

·3· ·go to page 26.

·4· ·manager to look at and consider for replacement.

·4· · · · You'll see the next step seems a little bit

·5· · · · So then once we develop that list of

·5· ·out of place, but we actually view it as being a

·6· ·managers, we look at external databases,

·6· ·pretty important part, where we negotiate the

·7· ·including investment, style analytics.· There are

·7· ·contract.· We're not negotiating the contract to

·8· ·a number of different databases that we can look

·8· ·sign it, but we give them a copy of our contract,

·9· ·at.· We work with Mercer and their talented team

·9· ·and we want to make sure that they understand

10· ·of consultants and analysts and try to identify

10· ·we're a state pension plan.· There's a lot of

11· ·which managers maybe will do what we need based

11· ·things that we have to abide by that may be

12· ·on the search and selection criteria.

12· ·legislatively ruled.

13· · · · Once we've identified a shorter list of

13· · · · So we want to make sure there's no

14· ·managers, we typically try and get this to five,

14· ·deal-breakers in there before we waste everyone

15· ·10, 15 or so, we will send out a detailed

15· ·else's time and spend a lot of time doing the

16· ·questionnaire, asking them to provide us with

16· ·interviews and a lot of negotiations.· So we talk

17· ·plenty of information that we can help determine

17· ·about fees and make sure that the managers are

18· ·whether or not the fund, the team, the firm,

18· ·able to come to us in a reasonable fee level.

19· ·everything is of good quality and that the

19· · · · And once we've kind of gotten through all of

20· ·process is going to be able to identify what we

20· ·this and we've identified the managers that we'd

21· ·are looking for and maybe fill specific needs.

21· ·like to have interviews with, I think a lot of

22· · · · Once we've looked at the questionnaires,

22· ·times in the asset management business, they walk

23· ·we're able to think about, you know, which ones

23· ·into a room and they're given 15 minutes to pitch

24· ·do we think is going to have the best process in

24· ·to a board or pitch to people, you know, here's

25· ·place, is going to be able to outperform the

25· ·what we want and here's why we think that we can
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·1· ·meet what your needs are.

·1· ·managers are very large institutional quality

·2· · · · We prefer to take a much longer time.· So

·2· ·managers, so that helps mitigate some of the

·3· ·we're usually spending two, two and a half hours

·3· ·organizational risk or operational risk.

·4· ·with each of these asset managers, because we

·4· · · · And then once we have gotten through

·5· ·really want to know, you know, what are their

·5· ·contract and gotten through all of the due

·6· ·processes, what are their teams like, what is the

·6· ·diligence, we'll finish with the transition, and

·7· ·risk that we're taking with choosing this

·7· ·then the performance period begins.· So that is

·8· ·manager, what are the benefits that we're going

·8· ·the process we use to identify and select

·9· ·to be able to get from having this relationship

·9· ·managers and kind of turn over any issues or add

10· ·going forward.

10· ·any diversifying managers to our list.

11· · · · So once we've spend that time with all these

11· · · · Are there any questions on any performance

12· ·managers, we are looking to make a decision on

12· ·or the manager selection?

13· ·which manager to hire, it is not always just

13· · · · MR. OLMSTEAD:· Just real quick.· This is

14· ·strictly based on who's the best, but sometimes

14· ·sort of a chapter from Mr. Ambassador Cobb's

15· ·it's who's the best fit, who's going to diversify

15· ·questions at times.· But when you look at

16· ·away from other managers that we have in the

16· ·benchmark versus peer group -- and I couldn't

17· ·aggregate.· And so, when it all comes together,

17· ·find anything on how we performed versus peer

18· ·we're looking to identify the right managers to

18· ·group as opposed to benchmark, but any commentary

19· ·fit into each bucket with the other managers,

19· ·on that.· And then if there is a delta, is there

20· ·provide alpha over long-term, diversify the risk.

20· ·something in the policy, in our investment policy

21· · · · And so then at that point, we do the

21· ·benchmark that should be (inaudible)?

22· ·contract.· We look to do due diligence on site.

22· · · · MR. TAYLOR:· Mr. Chair, this is Tim Taylor.

23· ·It maybe not a requirement to be on site prior to

23· ·I think actually Jay Love from Mercer will be

24· ·hire, but typically we are requiring at least

24· ·covering some performance relative to peers, so

25· ·Mercer or somebody to be on site.· Most of these

25· ·perhaps we'll defer to him for that, maybe a
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·1· ·discussion of the question that you have, if that

·1· ·dynamic industry where people can leave an

·2· ·sounds good.

·2· ·organization.· There could be potential

·3· · · · MR. OLMSTEAD:· Sounds good.· I thought I

·3· ·operational control or risk that -- you know, we

·4· ·thought it somewhere.· That's probably where I

·4· ·always have to, as much as possible, remain on

·5· ·saw it.· So very good.

·5· ·top and watch everybody.

·6· · · · MR. LOVE:· Okay.· So this is Jay Love from

·6· · · · You know, it's not surprising, with 60

·7· ·Mercer.· I'll take over next.· Can you guys hear

·7· ·managers, that there are some of our managers

·8· ·me?

·8· ·where we have very robust discussions within the

·9· · · · MR. COLLINS:· Can I ask one question before

·9· ·group as to, you know, are they delivering what

10· ·you take over, Jay?· Mr. Chairman?

10· ·we thought they would deliver.· More often than

11· · · · MR. OLMSTEAD:· Please.

11· ·not, we can continue to have confidence in a

12· · · · MR. COLLINS:· So we talked -- I think Meghan

12· ·manager if we know it's been a difficult

13· ·talked a little bit about the information ratio

13· ·environment for them and if they've stuck to

14· ·for the overall portfolio.· Anybody -- do you

14· ·their discipline and not deviated from it.· That

15· ·have -- I know you don't do names in here for

15· ·doesn't mean they shouldn't change things

16· ·obvious reasons.· But is there anybody that's on

16· ·periodically and maybe make enhancements to the

17· ·a watch list for you guys at this time, Tim, from

17· ·process.

18· ·a performance standpoint, relative to what you

18· · · · But to be honest, it's probably not

19· ·thought you should be getting out of them?

19· ·surprising to anybody, there are some managers

20· · · · MR. TAYLOR:· Well, I always make the

20· ·perhaps that are more -- more concern, that maybe

21· ·comment -- thank you for the question.· I always

21· ·the performance hasn't been exactly what we

22· ·make the comment that all of our managers are

22· ·thought, be it good or bad.· There's been --

23· ·essentially on watch all the time.· And we have

23· ·several organizations are under a lot of

24· ·to remain diligent, not become complacent,

24· ·pressure.· There's been a great move to passive,

25· ·regardless of past performance.· We work in a

25· ·to ETF, to factor investing.· Revenues have

www.phippsreporting.com
(888) 811-3408

YVer1f

www.phippsreporting.com
(888) 811-3408

YVer1f

IAC Meeting
September 29, 2020

IAC Meeting
September 29, 2020
Page 124

Page 125

·1· ·declined notably in some cases.· And that's not

·1· ·There we go.· So Mercer's primary role with the

·2· ·just with our managers.· That's definitely across

·2· ·SBA is to act as an external resource for manager

·3· ·the industry.

·3· ·research.· So we work both in fixed income and

·4· · · · So, yeah, as best as I can to answer your

·4· ·equity areas consulting with your teams to

·5· ·question, yes, there are some that we have more

·5· ·provide support in researching managers.· So when

·6· ·frequent discussions about, even though all are

·6· ·they go through those two-hour-plus, three-hour

·7· ·continually on watch.· I hope that's helpful.

·7· ·interviews of potential managers, we have a team

·8· · · · MR. COLLINS:· Yeah.· And the last question

·8· ·there that supports that, and we provide a lot of

·9· ·is, how many managers have you terminated in the

·9· ·research for your manager research as well.

10· ·last couple of years?

10· · · · But periodically annually we step in and do

11· · · · MR. TAYLOR:· In the last couple of years?

11· ·what I'll call kind of this best practice review.

12· ·And please don't hold me to this number.· My best

12· ·We give you an update on how your program overall

13· ·guess would be about eight to ten.· I think

13· ·stacks up against peers, and what we see is any

14· ·probably roughly one every quarter.· We've had a

14· ·kind of best practices that might be improved or

15· ·couple of terminations this year.· So I would say

15· ·things that might be changed.· So that's what

16· ·eight to ten in the last couple of years.· In

16· ·this review is.

17· ·some cases we've replaced a manager.· In some

17· · · · So I'm going to start.· In the interest of

18· ·cases we've not.· We've allocated to existing

18· ·time, I'm going to jump ahead to page 4 of my

19· ·managers, or we perhaps have taken some of the

19· ·presentation, if you could, and just give you

20· ·assets in our internal strategy.

20· ·kind of the big picture overview of the results.

21· · · · MR. COLLINS:· Thank you, Tim.

21· ·So overall, we would say the SBA program is one

22· · · · MR. TAYLOR:· You're welcome.· Thank you.

22· ·of the largest programs in the world in terms of

23· · · · MR. LOVE:· Okay.· Just to keep us moving,

23· ·managing global equity.· We also do think it is

24· ·this is Jay Love.· If you can hear me, I will go

24· ·one of the best run overall.

25· ·ahead and start my review, if we can go there.

25· · · · So the program, we definitely think it's
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·1· ·managed in a very prudent and risk-controlled

·1· ·your program.· And that's very important.· The

·2· ·fashion.· You have a very knowledgeable and

·2· ·one sure thing in investment, as we all know, is

·3· ·experienced staff that I think is very targeted

·3· ·the fees.· You know you're going to have negative

·4· ·on your objectives of first of all producing

·4· ·return when you pay those fees.· So keeping those

·5· ·market returns, delivering that overall equity

·5· ·low is very important.

·6· ·risk premium that you were talking about earlier,

·6· · · · You do make a good deal of use of internal

·7· ·but also doing it in a way that adds some value,

·7· ·staff.· Given a program of your size, that makes

·8· ·tries to outperform where it makes sense, without

·8· ·a lot of sense.· And in our view, you're using

·9· ·taking any more risk than is appropriate.

·9· ·that staff where it is most effective, so doing

10· · · · So we can get into details, but your program

10· ·the passive management and then in some more

11· ·is comprised of both kind of risk control

11· ·quantitative strategies, where you use more

12· ·strategies that are delivering a slight premium

12· ·formulaic approaches.· So I think overall the

13· ·to the markets, and it has some more higher risk,

13· ·internal management is very effective.

14· ·more active strategies that are trying to deliver

14· · · · And then just looking at results overall,

15· ·higher returns.· It's a good blend of those and

15· ·I'll show you some details in a moment, but your

16· ·are put together in a way that I think delivers

16· ·performance versus your peers is quite good.· So

17· ·consistent -- fairly consistent alpha over time,

17· ·I think overall our evaluation of the SBA program

18· ·with very controlled risk overall.

18· ·is positive.· You're doing most things in a very

19· · · · Now, you do make a good deal of use of

19· ·solid manner.

20· ·passive management, so there are areas of the

20· · · · On the next page, just some quick stats,

21· ·markets that are very efficient and active

21· ·because there have been some questions on peer

22· ·management is very challenging and expensive.· In

22· ·groups.· So this is data from an annual survey

23· ·those places you've largely moved to passive

23· ·that's done by a group called CEM, and this data

24· ·management, so that's very effective.· That has

24· ·is actually as of 12/31/18.· They haven't quite

25· ·the effect of keeping your overall costs low for

25· ·released their most recent results yet.
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·1· · · · But in terms of passive management, you can

·1· ·not directly comparable.

·2· ·see that the FRS uses about 43 percent internal

·2· · · · So relative to your peers, you do have a

·3· ·passive management versus peers -- this is very

·3· ·little bit higher allocation to U.S. equity than

·4· ·large public plans -- at about a little under

·4· ·other large plans and versus the largest U.S.

·5· ·28 percent.· So you use about 30 to 40 percent

·5· ·public plans.· And you can see the breakdown over

·6· ·more internal passive management than your peers,

·6· ·here.· The one place that you tend to be a little

·7· ·so that's a very cost-effective approach.

·7· ·bit lower is using global equity mandates, so

·8· · · · Your peers do use a bit more external

·8· ·hiring managers whose benchmark is the ACWI or

·9· ·passive management, but they don't have your

·9· ·MSCI World.· So you do have a little bit lower

10· ·internal support.· And then your use of external

10· ·allocation there.

11· ·active management is also higher than your peers

11· · · · That has something to do with the fact that

12· ·overall.· So generally you're making use of

12· ·you do make use of passive management in a

13· ·passive management and internal passive

13· ·dedicated way in the U.S.· And what you allocate

14· ·management at a bit higher rate than your peers.

14· ·to global equity managers, a portion of that

15· · · · I'm going to skip ahead two pages, just to

15· ·portfolio is obviously the U.S. equities, which

16· ·keep things moving, to page 8, if we could.

16· ·you've identified or the SBA has identified as

17· ·There we go.· So some of your questions were on

17· ·being more efficient and less likely to yield

18· ·regional allocations.· So this is looking again

18· ·positive results.· So you tend to make more use

19· ·at that CEM survey from the end of 2018.· So the

19· ·of active management in non-U.S. equities

20· ·numbers have evolved some since then.· But the

20· ·probably than your peers and then have a lower

21· ·comparisons to other very large plans and then to

21· ·allocation to global equity for the same or

22· ·the overall U.S. public plan universe are going

22· ·similar reason.

23· ·to be largely similar now as they were at the end

23· · · · So on the next page, it's just a bit more

24· ·of '18.· The far right-hand column is for the

24· ·details on use of passive versus active.· And

25· ·benchmark, and that's more current data, so it's

25· ·this is kind of consistent with what I was just
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·1· ·saying.· So relative to your peers, you have more

·1· ·peers, at about a 7.8 percent return versus 7.2

·2· ·U.S. passive management and a little bit less

·2· ·for the U.S. public average and 7.4 for large

·3· ·active management in the U.S.· So as you'll see

·3· ·public funds.

·4· ·in a minute, that's actually been a positive for

·4· · · · In the other areas you're kind of similar.

·5· ·you.· Your performance has actually been better

·5· ·In this five year period, EAFE, developed

·6· ·than your peers in U.S. equity, even though

·6· ·non-U.S., was a little behind the peer group

·7· ·you're largely passive.· It just goes to show why

·7· ·average, and then emerging markets was pretty

·8· ·it's tough to be active in the U.S.

·8· ·much in line, as was global stocks.· So

·9· · · · Outside of the U.S., you have very little

·9· ·interestingly, U.S. stocks, where you're largely

10· ·passive management.· That's one of the main

10· ·passive, is where you were adding a fair bit of

11· ·places you use active.· And again, as you saw

11· ·value relative to your peers, because they're

12· ·before, that's been very effective and

12· ·trying to outperform and it's a difficult place,

13· ·successful.· And then in the global area, you

13· ·whereas you decided discretion is the better part

14· ·don't have a large allocation to global mandates,

14· ·of valor there and are largely passive.

15· ·but you're largely active there.· So that is a

15· · · · Now, that's that CEM survey, and it's

16· ·place where you're doing that because you think

16· ·through 2018.· Let me jump ahead two pages to

17· ·managers can add value by choosing the various

17· ·page 12.· So page 12 has more recent information.

18· ·regions in addition to choosing from a wide array

18· ·It's a bit more detailed.· There's a lot of

19· ·of securities across the globe.

19· ·numbers on this page.· But this is showing your

20· · · · So going to the next page, looking at

20· ·U.S. equity, developed non-U.S. equity and then

21· ·overall results, performance is largely in line

21· ·global equity portfolios relative to the

22· ·with your -- with peers over the trailing five

22· ·investment metrics peer group universe of public

23· ·years.· So I mention that, in U.S. stocks in

23· ·funds, of large public funds greater than a

24· ·particular, your overall return over the five

24· ·billion dollars.

25· ·years ended '18 is actually higher than your

25· · · · So there's a number of columns on this page.
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·1· ·That's year to date through June, one, three and

·1· ·poor rank.

·2· ·five year and then since inception.· All these

·2· · · · I think that's a bit of a superfluous or an

·3· ·are telling largely a similar story, though.

·3· ·incorrect indication, so I'll suggest that you

·4· ·There's a little percentile, a little number in

·4· ·not pay too much attention to that, because as

·5· ·parentheses out to the right at the top line of

·5· ·you can see, your excess return, your total

·6· ·each of these boxes.

·6· ·return relative to your peers is actually higher.

·7· · · · So there's the FRS U.S. equity, and then

·7· ·You're outperforming your peers in U.S. equity.

·8· ·there's a -- that number in parentheses is your

·8· · · · Now, non-U.S. equity is the place where

·9· ·percentile rank relative to the peers.· So for

·9· ·your -- you use mostly active management.· And,

10· ·the five year number, for example, where it says

10· ·again, your peer group rankings there are very

11· ·your return was 9.63 percent, that 27 means

11· ·strong.· So you're generally outperforming.

12· ·you're in the 27th percentile, where you were

12· ·You're in the top third or so of the peers.· So I

13· ·outperforming about 73 percent of your peers in

13· ·think overall, for such a large program run with

14· ·U.S. equity.

14· ·such low active risk, you're having very

15· · · · So we've got that peer group ranking there

15· ·efficient and very effective results.

16· ·for your return, and we've also got your

16· · · · There, you can see the information ratio

17· ·information ratio peer group ranking.· But that

17· ·flips in the opposite direction because, again,

18· ·number is a bit more interesting because, because

18· ·you do have very controlled active risk, but

19· ·your portfolio is run in such a low tracking

19· ·you're outperforming by a fairly meaningful

20· ·error manner, any underperformance relative to

20· ·amount.· You show up at the very top of the heap

21· ·the benchmark ends up showing.· You know, the

21· ·in terms of your overall information ratio.

22· ·information ratio is your excess return divided

22· · · · And then even in global equity, where your

23· ·by your tracking error.· Your tracking error is

23· ·results are closer to the peer median, I think

24· ·so low that that information ratio ends up

24· ·overall results are fairly strong.· Again, this

25· ·looking like a big negative number, like a fairly

25· ·is a blend of active and passive for you.· So
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·1· ·you're showing in the top half of the peer group

·1· ·get into the relative results relative to peers

·2· ·for global equity.· And, again, that's somewhere

·2· ·in that manner.

·3· ·where you have a smaller allocation.· It's

·3· · · · MR. TAYLOR:· Yeah, Peter, that -- I mean,

·4· ·necessarily the main focus of your active

·4· ·within U.S., we have some active, as you know.

·5· ·portfolio.· I think overall results are fairly

·5· ·Small cap we've been relative successful, and

·6· ·good.

·6· ·U.S. large cap, that's where active management

·7· · · · So because there were a number of questions

·7· ·relative to the benchmark has been most

·8· ·here, I'll pause for a second and see if there's

·8· ·challenged.

·9· ·any follow-up.

·9· · · · And it's really -- it's an aggregate of four

10· · · · MR. COLLINS:· So just so we're clear, so in

10· ·investment managers to growth, to value.· They

11· ·the dedicated global equity, the parentheses,

11· ·all, Dustin mentioned earlier, have an element of

12· ·where it says 41, we're in the top 41 percent?

12· ·valuation in their process.· When you consider

13· · · · MR. LOVE:· Right, correct.· Yeah.

13· ·the sheer outperformance of mega cap and growth

14· ·Investment performance is presented upside down

14· ·and the FANG, the benchmark concentration, it's

15· ·from the way statistics are everywhere else.· So

15· ·really -- performance has been dictated by your

16· ·you're in the top 41 percent.

16· ·position relative to very, very few names.

17· · · · MR. COLLINS:· It's interesting, because we

17· · · · And our position in U.S. large cap active

18· ·have other presentations that do it the opposite

18· ·has been underweight those names.· So they've

19· ·way.

19· ·struggled, and their performance even lately has

20· · · · MR. LOVE:· Yeah, I know.· It gets confusing.

20· ·been worse on a relative basis.· I think that's

21· · · · MR. COLLINS:· So do we know where our

21· ·evidence that the growth and momentum in the mega

22· ·underperformance is -- does it go back to FANG on

22· ·cap is really at an extreme.

23· ·the U.S. equity?· Is that the sole story?

23· · · · We might -- I would suspect we would start

24· · · · MR. LOVE:· For the U.S. equity?· I think Tim

24· ·to -- those managers, that aggregate would start

25· ·would have to address that.· This survey doesn't

25· ·to do a little bit better if things change, if
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·1· ·investors' appetite for anything but what's been

·1· ·negative information ratio?· I don't understand

·2· ·working turns elsewhere.· So again, to answer

·2· ·that.

·3· ·your question, U.S. underperformance has been

·3· · · · MR. LOVE:· No.· You rank poorly on

·4· ·driven by really our U.S. large cap active

·4· ·information ratio.

·5· ·aggregate.

·5· · · · MR. COLLINS:· Yeah.· So we're in the top 27

·6· · · · Now, that said, according to what's on the

·6· ·in performance, but we're in the bottom 12 on the

·7· ·Mercer slides, relative to our peers, because

·7· ·information ratio?

·8· ·we've been predominantly passive in the U.S.,

·8· · · · MR. LOVE:· Yeah.· So a typical public equity

·9· ·we've actually been doing fairly well relative to

·9· ·portfolio's tracking error is going to be more --

10· ·peers.

10· ·instead of .3, it's going to be more like 2 --

11· · · · MR. COLLINS:· How many peers are in this

11· · · · MR. COLLINS:· Right.

12· ·review?· So if we're in the top 27 percent in

12· · · · MR. LOVE:· -- 2 to 3.· So if you were

13· ·U.S. equity, what number are we?· I know we

13· ·dividing by 2 or 3, your information -- that

14· ·compare some things to the TUCS Top 10, but how

14· ·number would -- instead of being negative 1.2, it

15· ·many are in this -- and I'm assuming it's greater

15· ·might be negative .3.· And that would move you up

16· ·than 1 billion.· So how many are there?

16· ·in that ranking.

17· · · · MR. LOVE:· I don't have the public fund

17· · · · MR. COLLINS:· Okay.

18· ·number pulled up in front of me, but I'm going to

18· · · · MR. LOVE:· That one is a little upside down,

19· ·guess it's probably north of 100.

19· ·a little confusing to look at, but it's because

20· · · · MR. WILLIAMS:· There may be some information

20· ·the divisor of the ratio is so small, it's

21· ·in Aon's presentation later on that touches on

21· ·boosting the ratio.

22· ·that.

22· · · · MR. COLLINS:· Yeah.· No.· I understand the

23· · · · MR. COLLINS:· I'm not a statistics guy, but

23· ·simple math behind it.· I just don't understand

24· ·I don't know how we can be in the top 27 percent

24· ·how we can be in the top 27 percent but be in the

25· ·but -- are we in the top 88 percent on the

25· ·bottom 88 percent when you measure it relative to
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·1· ·the benchmark.

·1· ·try and cover with you.

·2· · · · MR. LOVE:· Yeah.

·2· · · · MR. OLMSTEAD:· Okay.· Any other questions

·3· · · · MR. COLLINS:· Okay.

·3· ·for Jay?

·4· · · · MR. LOVE:· So that was the main things I

·4· · · · MR. GOETZ:· Mr. Chairman, this is John

·5· ·wanted to cover.· There's a little more detail in

·5· ·Goetz.· I have a question for Jay.· I saw your

·6· ·terms of kind of the overall ratings, Mercer's

·6· ·last slide.· You didn't reference it.· I'm on

·7· ·ratings of the managers that you use.· And I'll

·7· ·page 15, but the recent activities including the

·8· ·mention that your equity team does collaborate

·8· ·value search.· Given the disparity in the

·9· ·with our research team quite extensively.· So

·9· ·performance that Tim highlighted several times in

10· ·generally your managers are highly rated by

10· ·his presentation and the high multiples for the

11· ·Mercer.· We agree on a lot of them.· There are

11· ·market that Ash mentioned at the outset, is

12· ·some areas where we don't quite agree, where

12· ·Mercer -- have you taken a position on some

13· ·Mercer has a little bit lower rating, and some

13· ·reallocation, within global equity, value to

14· ·where the opposite happens.

14· ·growth, or not?

15· · · · This isn't, unfortunately, an exact science,

15· · · · MR. LOVE:· Well, Mercer's -- I mean, our

16· ·and there is judgment involved.· So I don't think

16· ·general advice is going to be to maintain kind of

17· ·there's any -- I don't think there's any managers

17· ·a balanced exposure to different types of

18· ·where we would vehemently disagree on any

18· ·managers.· So effectively, particularly in the

19· ·particular points.· It's just that we do

19· ·U.S., that means rebalancing from growth to

20· ·occasionally come to slightly different

20· ·value.· And that does happen -- that does occur

21· ·conclusions.· But, again, I'll reiterate overall

21· ·outside of U.S. as well.· So our kind of outlook

22· ·that your team does very thorough research of

22· ·is more positive for growth than value, so we

23· ·their managers, and I think their views are very

23· ·have a slight bias towards -- we would recommend

24· ·well-founded.

24· ·a slight bias towards value.· But of course

25· · · · So, Mr. Chairman, that's what I wanted to

25· ·that's been a challenging move to make.· So it's
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·1· ·kind of measured by the risk there.· But overall

·1· ·continuing to demand the services they offer in

·2· ·we do recommend a slight tilt to value.

·2· ·the environment that we're all facing right now.

·3· · · · MR. GOETZ:· Okay.· Thank you.· And, Tim, if

·3· · · · Those stocks -- now, we've sold of a little

·4· ·I could just go back to you.· We see your search

·4· ·bit this last month, through September.· But I

·5· ·list here on page 15.· I'm just interested on

·5· ·will say, you know what?· We've actually -- in

·6· ·behalf of the whole committee.· You made some

·6· ·global equity, we're up about 20 basis points for

·7· ·pretty strong comments at the outset.· Can you

·7· ·this month.· That provides me some comfort that

·8· ·give us a little feeling for what you think is

·8· ·we have exposure to other areas of the market

·9· ·the most prudent thing to do, again, starting

·9· ·that haven't been working particularly well, so

10· ·with the fact that, as Ambassador Cobb said, the

10· ·even if growth and momentum give back some

11· ·expectation for a 6.5 percent even might seem

11· ·performance, we have some other areas that will

12· ·difficult, given the run in certain portions of

12· ·step up.

13· ·the equity market?

13· · · · I think, John, what we're focused on are, do

14· · · · MR. TAYLOR:· Thank you.· Thank you, John.

14· ·we have enough exposure to some under-owned,

15· ·You know, we've benefited very much from the

15· ·underappreciated, good companies that have --

16· ·growth and momentum.· We've been positioned well.

16· ·just have not done very well at all.· They've

17· ·We've had some managers who have done incredibly

17· ·maybe perhaps been penalized along with

18· ·well.· They've done so incredibly well, it

18· ·everything else that's not mega cap growth,

19· ·actually scares me a little bit.· And I think

19· ·momentum.

20· ·it's that point in time you have to look and see,

20· · · · We have some excellent managers, and we have

21· ·well -- I think, as I mentioned in the comments,

21· ·good account sizes with them.· And so I think

22· ·the bigger stocks that have done well, they're

22· ·we're wanting to make sure, do we have sufficient

23· ·still positioned to do well.· And I don't think

23· ·exposure to what has not worked but might work as

24· ·they're ridiculously valued.· They are good,

24· ·market leadership, I think, will start to

25· ·strong business franchises, and people are

25· ·broaden.
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·1· · · · And it's not going to be just the names that

·1· ·So we're active on those types of things and will

·2· ·have worked for so long.· It's going to start

·2· ·continue to be so.

·3· ·spreading out, I think, to good companies that

·3· · · · MR. GOETZ:· I heard you say that at the

·4· ·have been underappreciated.· They're weathering

·4· ·outset, so I was -- when I got to this last page,

·5· ·the storm.· They're not, you know, dynamic type

·5· ·I saw the developed -- international developed

·6· ·companies, but they're weathering the storm.

·6· ·value equity search.· I was just wondering what

·7· ·They make good decisions.· They're selling at

·7· ·other actions you were contemplating and how big

·8· ·attractive valuations, and they could benefit as

·8· ·a shift this might be.· But, you know, that may

·9· ·the economies start to open up.· I think you do

·9· ·be beyond the scope of this meeting.

10· ·have to have an element of quality there.

10· · · · MR. TAYLOR:· And I'm always -- thank you.

I

11· ·think you just can't buy something that's called

11· ·Those are things that are largely complete, were

12· ·value just because it's called value.· I think

12· ·completed.

13· ·you do need to have a bit of a quality element

13· · · · MR. GOETZ:· Okay.

14· ·there.

14· · · · MR. TAYLOR:· If I were to mention things

15· · · · So, John, that's what we're trying to focus

15· ·that we're thinking about or actively doing, I

16· ·on.· The last, I don't know, three, six months

16· ·would probably get 100 emails by tomorrow at 5:00

17· ·we've been making sure we have proper exposure

17· ·from prospective managers.· But what I will tell,

18· ·that will benefit if market leadership changes or

18· ·as I tell all prospective managers, make sure

19· ·begins to broaden out.

19· ·Mercer knows who your organization is, that they

20· · · · Now, during the liquidity every month, we

20· ·know your strategy.· Make sure you populate the

21· ·have a look.· We may sell managers who have done

21· ·eVestment Alliance database, so if we do

22· ·really well.· You know, we may do that, take some

22· ·anything, you will be considered for any

23· ·profits at the margin.· So those are the types of

23· ·potential mandate that we might have an eye to.

24· ·things we've been thinking about.· We've made

24· · · · MR. GOETZ:· Well, where I was going --

25· ·some manager changes as well over the last year.

25· ·actually, Tim, where I was going on this is, is
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·1· ·that I think that the bifurcation in the market

·1· ·you'll drive for me.· I've been having trouble

·2· ·or the exceptional run, just taking Ambassador

·2· ·with my laptop.· I will be brief as usual and

·3· ·Cobb's viewpoint, if a stock doubles, you have to

·3· ·always.· But 12-month returns for fixed income,

·4· ·expect that your expected return has declined

·4· ·we had, as Ash mentioned way back at the

·5· ·after it's doubled.

·5· ·beginning of this afternoon, pretty strong year

·6· · · · And on behalf of the State of Florida,

·6· ·to date through fiscal year end, and still

·7· ·putting more money to work where you have more

·7· ·looking strong.

·8· ·prospect for return, you know, that is the

·8· · · · Fiscal year to date this year so far, we

·9· ·mission that we all have, and there is a

·9· ·were up 81 BPs, and that's 36 basis points over

10· ·tremendous separation in the market, you know,

10· ·the benchmark.· We're almost a quarter in at this

11· ·today.· So that was my comment on behalf of the

11· ·point.· Yet that is still lagging the agg by

12· ·other members of this committee.

12· ·about 20 basis points.· But, again, our benchmark

13· · · · MR. OLMSTEAD:· Okay.· If there are no other

13· ·is the intermediate agg, which is a shorter

14· ·questions, I think we should begin the other SIO

14· ·duration benchmark.· If you could -- and we have

15· ·updates.· All right.· And I think we're kicking

15· ·outperformed, by the way, over all time periods.

16· ·off with Katy.

16· · · · John, if you could flip forward to the next

17· · · · MS. WOJCIECHOWSKI:· Okay.· John, can you

17· ·page, please.· So I mention this frequently.

18· ·hear me, first of all?· Shoot.· Can you guys hear

18· ·just mentioned that the agg leads the

19· ·me?

19· ·intermediate agg.· It's about a two year longer

20· · · · MR. OLMSTEAD:· Yes.

20· ·duration.· So over all periods it leads in

21· · · · MS. WOJCIECHOWSKI:· I dialed back in.· You

21· ·absolute returns.· On a risk-adjusted basis,

22· ·can hear me?

22· ·we're about the same.

23· · · · MR. COLLINS:· We were all on mute.· We

23· · · · So we are generally, as I say, the sleep

24· ·couldn't respond to you quick enough.

24· ·well at night benchmark.· We certainly had a

25· · · · MS. WOJCIECHOWSKI:· Okay.· John, I hope

25· ·quarter where we were not sleeping well or a
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·1· ·couple of months where we were not sleeping well.

·1· ·intermediate agg, which is our benchmark, 89

·2· ·But performance has rallied right back.

·2· ·basis points.· So we don't see a lot of

·3· · · · We really didn't change our portfolios a

·3· ·excitement there.

·4· ·lot.· We were comfortable with all of them.· What

·4· · · · And if we have an even small move up in

·5· ·we did do in March and April was probably

·5· ·rates, which we're not anticipating, but I

·6· ·actually grab a little bit more from disjointed,

·6· ·certainly don't have perfect foresight, and

·7· ·dislocated assets.· But we had a very short time

·7· ·sometimes I don't have perfect hindsight, we

·8· ·before the Fed stepped in and backstopped

·8· ·could wipe out our carry in just a very small

·9· ·everything.· And they continue to backstop

·9· ·move.· So that leads us to be a little bit more

10· ·everything.· So as you'll see later on, we're

10· ·conservative in certain areas.

11· ·kind of playing that playbook right now, because

11· · · · Alison mentioned also way back at the

12· ·that's what we see for the foreseeable future.

12· ·beginning of this afternoon, we're looking at

13· · · · If you would flip forward to the next page

13· ·kind of some diversifiers, things that maybe

14· ·for me, John, please.· This is one thing I want

14· ·don't look like fixed income but also don't look

15· ·to note.· We had great performance -- in my

15· ·like equities.· That's tough to do in this world

16· ·opinion, we had great performance over the last

16· ·where we're kind of global.

17· ·12 months.· And it is what you have the insurance

17· · · · If you flip forward to the next page, John,

18· ·for, right, because you had a good time when

18· ·I just want to make one quick note on this, and

19· ·equities struggled a bit more.

19· ·I've said it before and I'll say it again.· This

20· · · · Real rates, though, where we are right now,

20· ·is the -- the left-hand graph shows the negative

21· ·we are negative.· And that is not exciting in

21· ·yielding debt.· And that's absolute, not real

22· ·anybody's playbook.· If you think the Feds wants

22· ·rate, absolute.· Debt stock, it's like a huge

23· ·to get 2 percent inflation, and hopefully they

23· ·number at this point, and it did go back up over

24· ·will, that means we are in negative territory.

24· ·the quarter.

25· ·The agg is yielding 1.18 as of today, and

25· · · · At the same time, the Fed at the end of this
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·1· ·year is going to own about 40 percent of our

·1· ·scenarios where, you know, if we hit a 50 year

·2· ·universe.· And so that leaves us -- we really

·2· ·flood, we'll be fine.· If we hit another 100 year

·3· ·don't have much choice but to follow the Fed.

·3· ·flood, we'll probably pop right up above.· So we

·4· ·And that usually plays out pretty well.· And so

·4· ·feel fairly comfortable with our position, but we

·5· ·we are overweight spread products.

·5· ·have a little bit of room to run to expand some

·6· · · · If you flip to the next page, John, it will

·6· ·risk.

·7· ·show where we stand currently.· And you'll see

·7· · · · And that doesn't mean necessarily expand

·8· ·we're overweight spread products in all areas.

·8· ·absolute risk by either increasing duration or

·9· ·We've become a little bit more conservative.

·9· ·going down in credit or we would never -- we do

10· ·We've always been a little bit conservative on

10· ·not use leverage in this portfolio.· So we don't

11· ·our CMBS, our commercial real estate holdings, a

11· ·use those levers, per se.· We have gone and done

12· ·little bit overweight asset-backed products,

12· ·a bit in credit, but more just opportunistic with

13· ·overweight credits.

13· ·our debt.· And that's why we like to give our

14· · · · What we have done -- and I mentioned it in

14· ·best managers as many tools as possible, either

15· ·the past -- we have barbelled a short credit

15· ·through emerging markets or things like that that

16· ·manager with a full agg manager.· And that gets

16· ·don't look like U.S. debt.

17· ·you back to roughly the duration of an

17· · · · And that really just leaves the last page.

18· ·intermediate agg but with a better profile of

18· ·If you look, it's really nothing new.· This is an

19· ·returns.· And that has worked out, although it

19· ·ongoing -- John, if you can just flip forward to

20· ·was a little bit painful back in March and April.

20· ·the very last page.· This is ongoing and it

21· ·But it, again, came rolling right back.

21· ·really hasn't changed much.· We are expanding

22· · · · You'll see on the right-hand side our

22· ·some of our tools.· I never thought I would

23· ·annualized active risk popped up a little bit, no

23· ·invest in an ETF.· We invested in an ETF this

24· ·surprise.· So within -- in bounds.· We think that

24· ·year, a couple of times, and we continue to do

25· ·we have some room to run.· We've done some

25· ·that.· We have looked at the value between CBS
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·1· ·derivatives and ETFs, and we found some places

·1· ·does it pay in the short-term to revisit that

·2· ·where that makes some sense.· That's not our

·2· ·intermediate versus longer-term bias?

·3· ·core, but it is what we do, and we're looking for

·3· · · · MS. WOJCIECHOWSKI:· I think it's something

·4· ·places to expand that and maybe to expand some

·4· ·that we should certainly consider.· And as I

·5· ·one-off manager opportunities.

·5· ·said, we've employed actually a full agg mandate.

·6· · · · That's about it.· Did I miss anything or can

·6· ·We take that risk.· We've manage the duration

·7· ·I answer any questions?

·7· ·back to the intermediate agg, but to take

·8· · · · MR. COLLINS:· I have a couple of questions,

·8· ·opportunities with long credit.· You know, like I

·9· ·Mr. Chairman.

·9· ·said, if you have any move up in rates at all,

10· · · · MR. OLMSTEAD:· Please.

10· ·you can wipe out your carry in a heartbeat.· So

11· · · · MR. COLLINS:· So, Katy, how long has it

11· ·we don't want to get too far afield, but I think

12· ·been, has it been three or four years, probably

12· ·that we should discuss it with Mercer.· Maybe we

13· ·five years since we switched to the intermediate?

13· ·could come back to you on that.· We've certainly

14· · · · MS. WOJCIECHOWSKI:· I think we're at five,

14· ·looked at it.

15· ·actually.

15· · · · MR. COLLINS:· Yeah, I just wondered.· It's

16· · · · MR. COLLINS:· So five.· And so I think you

16· ·been a while, and certainly the outlook isn't

17· ·would agree we would (inaudible) and we paid for

17· ·great over the next two or three years.· And so I

18· ·it for probably the first year or so.

18· ·just wonder if we're handicapping you.

19· · · · MS. WOJCIECHOWSKI:· We've paid about 90

19· · · · MS. WOJCIECHOWSKI:· Right.· Now, don't

20· ·basis points, actually, a year.

20· ·forget, we haven't just taken that risk off,

21· · · · MR. COLLINS:· Yeah.

21· ·taken that volatility off and not done anything

22· · · · MS. WOJCIECHOWSKI:· That's the cost of the

22· ·with it.· We did at the time, when we changed the

23· ·reduced volatility.

23· ·benchmark, it gave the rest of the spread assets,

24· · · · MR. COLLINS:· If we are looking at two more

24· ·strategic investments in particular, the

25· ·years of these interest rates, of negative rates,

25· ·opportunity to spend those dollars.· So we
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·1· ·haven't just been sitting on the sidelines.

·1· ·percent will probably come down.

·2· · · · MR. COLLINS:· Okay.

·2· · · · Let's talk about leverage.· John, if we

·3· · · · MR. OLMSTEAD:· Okay.· Thank you.· Again,

·3· ·could go to the next page.· The next two pages

·4· ·very efficient.· And next up, I believe, is

·4· ·deal with leverage.· The crisis has solidified a

·5· ·Steve, which real estate should be an interesting

·5· ·lower and longer interest rate environment,

·6· ·conversation.

·6· ·leading to unprecedented borrowing opportunities.

·7· · · · MR. SPOOK:· Thank you, Mr. Chairman, and

·7· ·For example, recently, a 2.3 percent agency seven

·8· ·good afternoon.· (Inaudible) then have a

·8· ·year buyout multifamily loan.· Also recently we

·9· ·discussion of the current real estate market

·9· ·rate-locked on a 2.27 percent (inaudible) ten

10· ·conditions.· (Inaudible).· John, if you could go

10· ·year buyout multifamily loan.· Having said that,

11· ·to the first slide.· You'll see most of the

11· ·you can see from the slides that we have capacity

12· ·information is as of March 31st.· That's just a

12· ·to take on new debt, which given the incredibly

13· ·function of real estate appraisals and the lag

13· ·good terms available, we're likely to take

14· ·(inaudible), so I apologize for that.

14· ·advantage of.

15· · · · So you'll see the real estate allocation as

15· · · · (Inaudible) shut down due to shelter in

16· ·of 3/31 was 10.3 percent.· The target allocation

16· ·place, and the result is now that (inaudible),

17· ·is 10 percent.· We were a little bit over because

17· ·and we are going to be the beneficiaries of that.

18· ·of the denominator effect, which was in effect as

18· ·Banks, on the other hand, have pulled back some.

19· ·of 3/31.· Global equities had a big drawdown.

19· ·The balance sheets are encumbered with PPP loans.

20· ·Today we're at about 9.4 percent (inaudible).

20· ·They're still working through those.

21· ·We're at 9.4 percent today (inaudible), mainly

21· ·Construction loans are still available, however,

22· ·because global equities had a rebound.· Again,

22· ·(inaudible).· Private debt funds are filling the

23· ·the denominator effect.· I would expect as real

23· ·void left by banks and provide mezzanine,

24· ·estate values start to come in in the future,

24· ·preconstruction (inaudible) albeit at a cost.

25· ·that they'll probably come in lower and that 9.4

25· · · · John, if you could turn the page.· Here we
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·1· ·have performance as of 3/31/2020.· Principal

·1· ·went ahead and closed on that.

·2· ·investments -- I'm sorry.· Total real estate was

·2· · · · Dispositions, we sold a retail property.

·3· ·under benchmark for one year, outperformed in all

·3· ·Again, that property was under contract prior to

·4· ·other periods.· Going to the next page, John.

·4· ·COVID.· We fulfilled all the conditions of the

·5· ·The principal investments performance, slightly

·5· ·sale, so fortunately we were able to complete

·6· ·underperformance for year and three years.· I'm

·6· ·that sale.· Same with the senior housing.

·7· ·happy to say, with the Q2 numbers that came in,

·7· · · · On financing, we're in loan refinance.

·8· ·those have improved somewhat.· (Inaudible)

·8· ·That's one of the very low, low rates that I

·9· · · · Go to the next page, John.· The externally

·9· ·mentioned, 2.27 percent rate, $79 million.· We

10· ·managed portfolio (inaudible).· I have to

10· ·did not make any new commingled fund commitments.

11· ·apologize.· The numbers on the slide are correct.

11· · · · So then I'd like to go on to the current

12· ·The numbers in the book are incorrect.· We

12· ·environment.· I did not provide any slides on

13· ·corrected them on the slide.· You can see for all

13· ·that because these slides were due about a month

14· ·time periods the externally managed portfolio has

14· ·ago.· The environment was changing at that time.

15· ·outperformed its custom benchmark.· John, if you

15· ·I didn't feel comfortable putting down slides for

16· ·could go to the next slide.· So the next two

16· ·what was going to be happening today.· But let's

17· ·slides are just graphics.· (Inaudible).· Next

17· ·talk about it.

18· ·slide, John.· If y'all have any questions

18· · · · So the shutting down of the economy has had

19· ·(inaudible).

19· ·an unprecedented effect on property (inaudible).

20· · · · Next slide.· Recent activity, very muted, as

20· ·How big a negative?· It's what we're still trying

21· ·you would expect in the environment that we're

21· ·to figure out.· Since COVID arrived, real estate

22· ·living in with COVID.· We had a medical office

22· ·transactions have been remained largely frozen.

23· ·acquisition that was in process prior to COVID

23· ·The few transactions that are occurring are on

24· ·hitting.· Medical office is also one of the

24· ·those properties that are largely unaffected by

25· ·property types least affected from COVID.· So we

25· ·COVID.· That has created a valuation issue.
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·1· · · · So let's talk about valuations.· The biggest

·1· ·sector-wide.· This evidence is largely anecdotal

·2· ·(inaudible) real estate valuations is comparable

·2· ·and is very dispersed.· The range of outcomes is

·3· ·transactions.· So how are properties (inaudible)

·3· ·wide, not only between property types but within

·4· ·in the absence of comparable transactions?· Most

·4· ·property types.

·5· ·value adjustments are being made with short-term

·5· · · · So I'll hit on four of the main property

·6· ·cash flows, such as rental rates, (inaudible)

·6· ·types real quick.· Apartments, observations

·7· ·rates, occupancy rates, et cetera.· As a result,

·7· ·include collections.· In our portfolio,

·8· ·those adjustments are fairly minor.

·8· ·industry-wide, 90 percent plus, very good.

·9· · · · On the other hand, capital market

·9· ·Values, again largely anecdotal and based on very

10· ·assumptions, such as cap rates, discount rates

10· ·few trades, down 3 to 8 percent.· Dense,

11· ·remain mostly unchanged other than retail

11· ·mass-transit-oriented cities are faring worse.

12· ·properties.· The result is fairly modest value

12· ·Cities such as San Francisco and New York, both

13· ·adjustments to date, at least until we see more

13· ·experiential with their living experience and are

14· ·transactions.

14· ·experiencing high work-from-home levels

15· · · · The hunt for yield continues.· The Fed has

15· ·(inaudible) given the technology.

16· ·made it clear that we're in for a lower for

16· · · · Anecdotally -- and it's anecdotally because

17· ·longer rate environment.· This environment should

17· ·leasing volume in San Francisco and New York has

18· ·be favorable to real estate values because real

18· ·dropped to almost none.· Anecdotally, we're

19· ·estate appears cheap versus most fixed income

19· ·hearing lease transactions occurring 20 to

20· ·yields.· Spreads are historically wide.· Also, as

20· ·30 percent down from pre-COVID.· Sometimes that

21· ·discussed earlier, the low interest rate

21· ·can be misleading because you'll hear space rents

22· ·environment is creating low-cost borrowing

22· ·that are down maybe 10 percent.· That doesn't

23· ·activities, making real estate more attractive.

23· ·always include pre-rent and (inaudible).

24· · · · Low transaction volume, but there is

24· · · · Higher taxes in response to the fiscal

25· ·evidence that values may be down 10 percent

25· ·emergencies that many cities are experiencing and
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·1· ·crime may also play a factor in where people live

·1· · · · Industrial, collections again excellent,

·2· ·in the future.· Suburban, less dense, sunbelt

·2· ·90-plus percent.· Values are actually up

·3· ·markets may (inaudible).· The big disconnect with

·3· ·slightly, both in private and public markets,

·4· ·multifamily is (inaudible) values are down on the

·4· ·reflecting the fact that industrial is

·5· ·private side maybe 3 to 8 percent.· REIT pricing

·5· ·(inaudible).

·6· ·remains down 34 percent.· Big disconnect from the

·6· · · · Now, retail is the flip side of industrials.

·7· ·public and the private markets.

·7· ·Industrial's gain is retail's loss.· Collections

·8· · · · Office (inaudible) in our portfolio and the

·8· ·are low, 70 percent.· Our portfolio is around

·9· ·industry, 90 plus percent.· Values are down maybe

·9· ·70 percent, which is better than the industry

10· ·about 10 percent.· Again, a disconnect with the

10· ·averages.· That's a testament to the quality of

11· ·public market.· REITs are down, office REITs,

11· ·our retail properties.· COVID has accelerated

12· ·33 percent.

12· ·these trends and is expressed in the number of

13· · · · There's great uncertainty about future space

13· ·retail bankruptcies in a very short time.

14· ·needs, which is lowering leasing new properties.

14· · · · Requests for rent deferral and abatement is

15· ·And again, the well-discussed effect of work from

15· ·widespread.· We've been mostly offering deferral,

16· ·home has yet to be -- we have yet to feel the

16· ·but abatement is mostly reserved for smaller

17· ·full effects of that, but the extent to which

17· ·local food, beverage and entertainment tenants.

18· ·that's going to take hold or some hybrids will

18· ·Where we are offering abatements, it's usually in

19· ·take effect, and so which is the more likely.

19· ·conjunction with value enhancing lease

20· · · · The problems that co-working is experiencing

20· ·(inaudible).

21· ·in the office space is also going to have pretty

21· · · · Retail, values are down (inaudible).· Retail

22· ·dramatic effect, at least in the near term, on

22· ·REITs are down (inaudible).· As far as our retail

23· ·office occupancies and rates.· Multifamily, dense

23· ·going forward, we plan to continue much as we did

24· ·mass-transit-oriented cities with (inaudible)

24· ·prior to COVID once transaction activity resumes.

25· ·seem to suffer the most.

25· ·COVID, as mentioned earlier, accelerated existing
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·1· ·trends.· So we're looking to continue our

·1· ·come until we're able to stabilize the assets and

·2· ·investment focus on industrial, multifamily and

·2· ·the market stabilizes.

·3· ·select alternative (inaudible).· We're facing

·3· · · · MR. WENDT:· Thank you.

·4· ·(inaudible) real estate industry.

·4· · · · MR. COLLINS:· How much retail do we own,

·5· · · · The (inaudible) portfolio is very

·5· ·Steve, in terms of value before -- value today?

·6· ·well-positioned to withstand the uncertainties,

·6· · · · MR. SPOOK:· Well, we have 14 percent retail,

·7· ·although we know there will be bumps along the

·7· ·15 billion.

·8· ·way.· That's all I have for now.· I'm happy to

·8· · · · MR. COLLINS:· One-six, one-seven, one-seven?

·9· ·take any questions at this time.

·9· · · · MR. SPOOK:· Yeah.· And that's mostly gross

10· · · · MR. WENDT:· Gary Wendt has a question, I

10· ·asset value, Peter, because the one area of our

11· ·think, Steve.· First of all, it was a little

11· ·portfolio that we really (inaudible) is the

12· ·difficult to hear your presentation, so if you've

12· ·retail portfolio, because we realize it's the

13· ·already answered this question, I apologize.· But

13· ·most volatile.

14· ·my question was, are you actively trying to sell

14· · · · MR. COLLINS:· And so what would our retail

15· ·anything in either your retail or your office

15· ·be today?· Is it ground floor in A office

16· ·portfolio?

16· ·buildings in Manhattan?· Is it big box retail in

17· · · · MR. SPOOK:· (Inaudible).· We're sellers for

17· ·suburban California?· What would our retail be

18· ·particularly retail assets.· We're realistic.

18· ·best categorized as today?

19· ·Right now is not the time to get (inaudible).

19· · · · MR. SPOOK:· So we have two power centers.

20· · · · MR. COLLINS:· We're having a hard time

20· ·On the other hand, you know, power centers are a

21· ·hearing you.

21· ·very bad word nowadays, but they are hybrid power

22· · · · MR. SPOOK:· While we had assets for sale

22· ·centers.· So both of them are (inaudible).· We

23· ·before COVID hit (inaudible), technically, some

23· ·have, for the most part, single tenant buildings.

24· ·of those properties may remain (inaudible).· We

24· ·So a retail building in San Francisco and Union

25· ·don't expect any sales activity for some time to

25· ·Square that is, say, 80 percent occupied by

www.phippsreporting.com
(888) 811-3408

YVer1f

www.phippsreporting.com
(888) 811-3408

YVer1f

IAC Meeting
September 29, 2020

IAC Meeting
September 29, 2020
Page 162

Page 163

·1· ·(inaudible).

·1· ·the hospitality industry.

·2· · · · We have lifestyle centers, one lifestyle

·2· · · · MS. CANIDA:· Okay.· Thank you.

·3· ·center that is heavily occupied by apparel

·3· · · · MR. SPOOK:· You're welcome.

·4· ·retail, which is not a good thing nowadays.· We

·4· · · · MR. OLMSTEAD:· Any other questions?· Great.

·5· ·have grocery anchored.· So we're (inaudible).

·5· ·John Bradley, I'm sure this will be quick, and

·6· ·And we have High Street retail.· What we do not

·6· ·then Trent.

·7· ·have, thankfully, because it's the worst of all

·7· · · · MR. BRADLEY:· Okay.· Thank you, Mr.

·8· ·retail, is malls.

·8· ·Chairman.· I will start down at the bottom two

·9· · · · MR. COLLINS:· Is what?

·9· ·bullets here on this page and skip with the --

10· · · · MR. SPOOK:· Malls.

10· ·the market review.· Our PE portfolio is down

11· · · · MR. COLLINS:· Yeah.

11· ·9 percent for Q1.· Our overweight to technology

12· · · · MS. CANIDA:· Steve, this is Tere Canida.· Do

12· ·has been a big tailwind for us and, as you will

13· ·you see any potential attractive distressed

13· ·see, a driver of our outperformance.

14· ·opportunities in the hospitality sector looking

14· · · · I'll also try to give us some color on

15· ·forward?

15· ·second quarter and third quarter performance here

16· · · · MR. SPOOK:· I think there's going to be a

16· ·in a couple of slides.· And then lastly, on this

17· ·lot of hospitality in distressed.· It is not an

17· ·slide, our cash flows continue to remain strong.

18· ·area that we play in on a direct basis.· And,

18· ·The asset class is currently cash flow positive,

19· ·frankly, we don't play in it in the commingled

19· ·to the tune of $300 million so far this year.· We

20· ·fund area on a dedicated basis.· In other words,

20· ·continue to see strong distributions come out of

21· ·we don't have any funds that really do hotels.

21· ·the portfolio, and we could see this year being

22· ·(Inaudible), Blackstone, I'll just use them as an

22· ·one of our best in terms of liquidity.

23· ·example, Starwood I'll use as an example, that

23· · · · Move to the next slide, John.· Here we see

24· ·invest in hotels.· And I do expect the funds like

24· ·our portfolio sector and geographic exposures.

25· ·that will be taking advantage of distressed in

25· ·Technology remains our largest overweight
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·1· ·relative to both our Cambridge benchmark and our

·1· ·the largest IPOs in the third quarter, so

·2· ·public market benchmark.· The portfolio remains

·2· ·companies including Snowflake, Unity, GoodRX and

·3· ·heavily tilted towards North America.· However,

·3· ·tomorrow's direct listing of Palentir.· And so

·4· ·we do continue to add exposure in Europe and

·4· ·the third quarter is looking like it's going to

·5· ·Asia, and we should see those geography

·5· ·shape up to be a good quarter as well.

·6· ·weightings continue to grow.

·6· · · · Can you move to the next slide?· Quickly

·7· · · · Move to the next slide, John.· Here we see

·7· ·here, we just see performance by sub-strategy.

·8· ·performance.· This is as of Q1.· Performance

·8· ·Our growth assets continue to outperform.· If we

·9· ·remains strong across all measurement periods.

·9· ·look at our one year return, to me at least, it

10· ·Now, using a March 31st end date for our public

10· ·really highlights the strength of the venture

11· ·benchmark obviously helps, and we should see that

11· ·program that we have put together and its value

12· ·gap in outperformance compress when we roll

12· ·to the overall portfolio.· Venture has been both

13· ·forward to June 30, but positive absolute and

13· ·a short- and long-term driver of performance,

14· ·relative performance nonetheless.

14· ·along with our U.S. growth equity portfolio.

15· · · · We are now just in the process of receiving

15· · · · Go to the next slide, please.· And then

16· ·and processing the last of our outstanding 6/30

16· ·lastly I'll end with our commitment activity.

17· ·financials.· And so with about 75 percent of our

17· ·Through the third quarter, we've committed

18· ·funds reporting, it looks like our second quarter

18· ·1.5 billion to 14 funds, which is right on track

19· ·performance should be in the neighborhood of up

19· ·with our pacing target.· We see 1.3 billion was

20· ·12 percent for the quarter.· And so -- and while

20· ·committed to 11 buyout funds and 170 million to

21· ·I can't speak to third quarter performance yet, I

21· ·three venture funds.

22· ·can say that we continue to see impressive exits

22· · · · And that's all I have, Mr. Chairman.· I'm

23· ·from our GPs, all at multiples above what the

23· ·happy to take any questions or turn it over to

24· ·companies were carried at the quarter prior, and

24· ·Trent.

25· ·our portfolio has participated meaningfully in

25· · · · MR. OLMSTEAD:· Okay.· Without any questions,
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·1· ·let's go to Trent.

·1· ·because it stood out as the only one not

·2· · · · MR. WENDT:· Gary Wendt has a quick question.

·2· ·outperforming.

·3· · · · MR. OLMSTEAD:· Sorry.· Go ahead, Gary.

·3· · · · MR. BRADLEY:· Peter, it's a great question.

·4· · · · MR. WENDT:· Given the fact that activity is

·4· ·So that's really driven by, actually, our first

·5· ·down a lot, are your -- the proposals you're

·5· ·two commitments in non-U.S. growth equity.· So

·6· ·making, your commitments, are they at the same

·6· ·two early Asian funds that we committed to and

·7· ·level they were a year ago?

·7· ·that just frankly underperformed.· And so since

·8· · · · MR. BRADLEY:· They are, Gary.· So our

·8· ·then, we have kind of reconstructed that

·9· ·pacing -- our pacing target is somewhere between

·9· ·portfolio.· We've exited out of those two

10· ·1.5 to 2 billion, and so this year we should hit

10· ·managers and started to put money back into

11· ·that target the same as we did last year.· So we

11· ·non-U.S. growth equity.

12· ·haven't seen a drop in our commitment taking.

12· · · · And so, unfortunately, just given how IRRs

13· · · · MR. WENDT:· I guess one would have to say

13· ·work and performance works, that's going to be

14· ·that these private equity guys are going to have

14· ·with us for a while, but that portfolio is

15· ·to pay up some big prices to get that money

15· ·actually starting to perform a lot better.

16· ·invested.

16· · · · PETER JONES:· Okay.· Well, thank you.· These

17· · · · MR. BRADLEY:· Possibly.

17· ·are terrific results, so good job.

18· · · · MR. WENDT:· That was a comment, not a

18· · · · MR. COLLINS:· I have one question,

19· ·question.

19· ·Mr. Chairman.· So, John, on the performance

20· · · · PETER JONES:· This is Peter Jones.· John,

20· ·chart -- and we've talked about this before, the

21· ·these are great results, since they're almost

21· ·benchmark.· We've had three different benchmarks.

22· ·across the board outperforming your benchmarks in

22· ·You said the private equity benchmark is

23· ·the different asset classes.· The only one that

23· ·currently the Custom Iran- and Sudan-free ACWI

24· ·didn't was non-U.S. growth equity.· So I thought

24· ·IMI plus 300 basis points.· For the -- from

25· ·I'd just ask you, any commentary there?· Just

25· ·July 2010 through June 2014, the benchmark was
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·1· ·the Russell 3000 plus 300 basis points.· And then

·1· ·the benchmark IRRs are provided by you, because

·2· ·prior to July 2010, the benchmark was the Russell

·2· ·it's really -- it's not you.· You know, I don't

·3· ·3000 plus 450 basis points.

·3· ·know if it's the State Board that does this, but

·4· · · · I love beating a benchmark.· But we seem --

·4· ·I would leave it as it's the Iran- and Sudan-free

·5· ·we're changing it quite a bit, and I don't know,

·5· ·ACWI plus 300 basis points.· It just looks bad

·6· ·given the risk in equities today, is 300 basis

·6· ·when you say, Well, we do our own benchmark.

·7· ·points enough?

·7· · · · But, look, I don't understand the -- I don't

·8· · · · MR. BRADLEY:· So I guess, you know, it's a

·8· ·understand -- especially today, getting rid of a

·9· ·good question.· I would think -- you know, we've

·9· ·liquidity premium on a private equity index.

10· ·gone through this two or three years ago, kind of

10· ·Right?· You wouldn't be in favor of that.

11· ·looking at that premium.· I think as we looked at

11· · · · MR. BRADLEY:· We would not be.· I think,

12· ·it, we were actually on the higher end of our

12· ·when we discussed it a few years back, we thought

13· ·peers.· And so what we're seeing from our peers

13· ·that the 300 basis points was appropriate.

14· ·in the market is 100 basis points, 200 basis

14· · · · MR. COLLINS:· Ash, any desire to look at

15· ·points, and I think a few of our peers have gone

15· ·that again or any thoughts on looking at that?

16· ·to no liquidity -- the no liquidity premium.

16· · · · MR. WILLIAMS:· If you're talking about

17· · · · And so I guess what I would say is, we're

17· ·eliminating the liquidity premium, no.· In terms

18· ·doing great today.· It's no guarantee that we

18· ·of what the performance premium should be for the

19· ·will continue that level of outperformance, and

19· ·liquidity in private equity, we worked on this.

20· ·we're on the higher end, you know, with that 300

20· ·I'd say give it a little more time and grade

21· ·basis point premium.

21· ·where we are.· I mean, we're hitting the notes so

22· · · · MR. COLLINS:· So if you're not going to

22· ·far.· Mr. Wendt made an appropriate point about

23· ·change it, I would at least get rid of the second

23· ·valuations going forward, things that may

24· ·sentence in the note.· When you're outperforming

24· ·threaten the ability to continue to deliver.· But

25· ·the benchmarks like this, you shouldn't say that

25· ·I think for the time being we're okay here.· I'll
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·1· ·defer to John Bradley and see what he thinks.

·1· ·diversifying strategies, and orange is what we

·2· ·What do you think, John?

·2· ·call flexible mandates.

·3· · · · MR. BRADLEY:· Yeah, I would agree.

I

·3· · · · This graph has not changed very much from

·4· ·think -- I can try and pull it up, too.· But last

·4· ·quarter to quarter, but it does change, and I

·5· ·time we reviewed this, I think there was a paper

·5· ·would expect over the next two, three, four years

·6· ·done looking at the Cambridge benchmark, a

·6· ·that we will see the blue part of the pie start

·7· ·Hamilton Lane benchmark and a few others that

·7· ·to expand again.· That has been being reduced

·8· ·showed the average private equity fund

·8· ·over the last five years, but we like the

·9· ·outperformed, I think it was 250, 280 basis

·9· ·opportunities in credit.· We think that spreads

10· ·points.· And so, obviously, we think we should do

10· ·have widened, that terms are tightening, that

11· ·better than average, but I think that kind of

11· ·loan to value is falling.· And so -- and

12· ·pointed us in that direction, that the 300 basis

12· ·obviously there's a fairly large distressed

13· ·points was appropriate.

13· ·opportunity that is occurring now.· So we would

14· · · · MR. OLMSTEAD:· Okay.· Thank you, John.· And

14· ·expect that to grow over time.

15· ·let's go over to Trent.

15· · · · John, could you flip to the next slide?· All

16· · · · MR. WEBSTER:· Can you hear me, first of all?

16· ·right.· So when we had this slide last IAC

17· · · · MR. OLMSTEAD:· Yes.

17· ·meeting, when you saw the quarterly performance,

18· · · · MR. WEBSTER:· Okay, good.· Okay.· We're an

18· ·that looked almost the opposite.· We were

19· ·hour behind schedule, so I'll try to be quick.

19· ·dramatically outperforming.· And I cautioned

20· ·For the newer members of the IAC, strategic

20· ·everybody at the time that that would not be the

21· ·investments is the alternative, everything else

21· ·case this quarter for a couple of reasons.· First

22· ·asset class.· And we classify our portfolio into

22· ·of all, its the quirk in our reporting.· We close

23· ·five broad strategies and 21 sub-strategies.· The

23· ·the books before most of our capital account

24· ·blue part of that pie is debt.· The pink is

24· ·statements come to the board, which means we saw

25· ·equity.· Green is real assets.· Purple is

25· ·a lot of zeros at the end of March.· That gets
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·1· ·reported in April.· And you had big rallies in

·1· ·busy, because we tend to do somewhere between two

·2· ·risk markets in April and May.· And so we were

·2· ·and two and a quarter billion dollars in a given

·3· ·reporting March numbers in April.

·3· ·year.

·4· · · · You also have seen a big rally in credit

·4· · · · The last two fiscal years have been our

·5· ·markets, in liquid credit markets.· Our managers,

·5· ·busiest years on record.· This will also be one

·6· ·for the most part, have been pretty conservative

·6· ·of our busiest years on record.· We did just

·7· ·at marking up their books.· So even though the

·7· ·under 4 billion in 2020, and we will get close if

·8· ·high yield index is pretty much back to its

·8· ·not surpass that this year.· But then what you'll

·9· ·all-time highs and the (inaudible) is almost back

·9· ·see happen is that you'll see a marked decline in

10· ·to its all-time highs, we have not seen, at least

10· ·activity over the next 12, 18, 24 months.

11· ·in the near term, our managers marking up their

11· · · · John, could you go to the next slide,

12· ·positions.· We think they are being conservative

12· ·please.· So this is our pipeline.· Again, this is

13· ·on that.· So we always caution people, one

13· ·a little dated.· This is always a little dated.

14· ·quarter, one year isn't really an appropriate

14· ·But we continue to be active in debt and real

15· ·framework to look at us, more like three years

15· ·assets.· And, John, could you go to the next

16· ·and five years is a better gauge.

16· ·slide, please.· So when I did this last time, it

17· · · · John, can you go to the next slide?· Thanks.

17· ·was all distressed all the time, which prompted

18· ·So we have been extremely busy keeping our

18· ·about three dozen or more phone calls from

19· ·lawyers and accountants and our new deputy CIO

19· ·managers who saw this.· So we were busy taking a

20· ·very busy over the last several months.· We have

20· ·lot of meetings this quarter.

21· ·closed in this fiscal year, as in fiscal year

21· · · · But we think the distressed opportunity will

22· ·2021, $1.8 billion in commitments.· And we're

22· ·probably play out in a series of mini cycles over

23· ·trying to get something over the line today or

23· ·the next 24 to 36 months.· So we've got a lot of

24· ·tomorrow that would put us at 2 billion, so we

24· ·firepower for that.· We like the credit market

25· ·have a $2 billion quarter.· So that is extremely

25· ·because it's tightening.· We like insurance.· So

www.phippsreporting.com
(888) 811-3408

YVer1f

www.phippsreporting.com
(888) 811-3408

YVer1f

IAC Meeting
September 29, 2020

IAC Meeting
September 29, 2020
Page 174

Page 175

·1· ·when you see your home insurance prices go up, go

·1· ·will be gone by the end of the year.· Any

·2· ·way up, you can have the good feeling of knowing

·2· ·questions?

·3· ·it's going to the pensioners in the state of

·3· · · · MR. OLMSTEAD:· Okay.· Thank you.· And I know

·4· ·Florida.· So we appreciate that.· Thank you very

·4· ·that in our next meeting, we may have to beef up

·5· ·much.

·5· ·a couple of these last few, as we're trying to

·6· · · · We're seeing opportunities in aircraft.· As

·6· ·catch up on some time, but thank you to all the

·7· ·you know, travel is very stressed.· And you're

·7· ·SIOs.· Let's move over to Daniel Beard on the

·8· ·seeing some very high quality credits in the

·8· ·defined contribution program.

·9· ·airline business, doing sale-leasebacks and being

·9· · · · MR. BEARD:· Thank you.· Good afternoon.

10· ·able to get those at pretty attractive prices.

10· ·Quickly, I'm just going to go over a few figures

11· ·So we think that's interesting.· And as well we

11· ·just currently.· The investment plan snapshot,

12· ·think there's a commodity boom coming.· It's not

12· ·assets, currently we have 12.5 billion.· That was

13· ·around the corner, but we think somewhere in the

13· ·as of August 31st.· And we're up to about 247,000

14· ·middle of the decade, you will see energy prices

14· ·members.· That's 174 active and then another

15· ·and metal prices go way up, because there's not a

15· ·73,000 inactive.

16· ·lot of money going into the ground for these

16· · · · Next slide, please.· If we go to the next

17· ·things, and commodity markets behave in a certain

17· ·slide, again, we're up to about 12.5 billion.

18· ·way, and we think that you're going to see a big

18· ·will point out that what you'll see here is that

19· ·opportunity in these things this decade.

19· ·over half or almost half of our assets are in the

20· · · · And that's -- oh, and this here, this is the

20· ·retirement date fund, which is our default fund

21· ·last one.· Again, when I showed this last

21· ·if they don't make a selection.

22· ·quarter, there's a whole bunch more managers and

22· · · · The next slide, again, this is performance

23· ·a whole bunch more color on this.· That's just to

23· ·as of June 30th.· The only thing I'll mention

24· ·show you that the response to the COVID

24· ·here is that, of course, for the year, we were

25· ·opportunity is being closed, and so most of this

25· ·at -- fiscal year, we were at 2.58, which was
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·1· ·above a benchmark of 2.01.· If we go to the next

·1· ·or even the fourth quarter of 2020.· And to date

·2· ·slide, again, I went over the membership.· And

·2· ·we've had -- approximately 600 annual meetings

·3· ·then the last slide, that's just the MyFRS

·3· ·have been canceled or postponed, with kind of a

·4· ·Financial Guidance Program.· The only thing that

·4· ·corresponding spike, like I said, in the number

·5· ·sticks out there, it's been the case for the last

·5· ·of virtual meetings.

·6· ·few quarters, is that chats, our members like to

·6· · · · And the latest numbers that we have through

·7· ·use the chat feature that we offer.· And as you

·7· ·the end of July show -- these are just U.S.

·8· ·can see, that went up 102 percent.· Glad to

·8· ·meetings -- about 60 percent of the annual

·9· ·answer any questions you may have.· Thank you.

·9· ·meetings that have been conducted were virtual.

10· · · · MR. OLMSTEAD:· Any questions?· Okay.· Well,

10· ·And this compares to about 326 in all of 2019.

11· ·we'll move along.· That was helpful.· We'll move

11· ·So a huge amp up in the number of virtual

12· ·along to Michael.

12· ·meetings.· And the shift towards the virtual

13· · · · MR. McCAULEY:· Thank you, Mr. Chairman.

13· ·meetings, I think my own view and I think the

14· ·Good afternoon.· I will be brief as well.· So we

14· ·market perception is that it's likely to be a

15· ·had proxy voting levels during the fiscal year

15· ·permanent change and kind of usher in a new

16· ·were, not unlike everything else, were impacted

16· ·normal for not only U.S. annual shareowner

17· ·by COVID and the quarantine.· And it essentially

17· ·meetings but also some of the global markets in

18· ·caused hundreds of U.S. companies to hold

18· ·Europe and Asia.

19· ·virtual-only shareowner meetings.· You had a

19· · · · And, you know, therefore, as a result of

20· ·handful that did like hybrid, where they had a

20· ·some of these shifts, the SBA proxy voting levels

21· ·small physical presence, but most of them were

21· ·declined by close to 9 percent for the whole

22· ·completely online.

22· ·fiscal year.· At the bottom of the slide, you

23· · · · You had many others that were kind of forced

23· ·kind of see the dashboard graphic there.· And we

24· ·to push the date of their annual meetings from

24· ·had corresponding reductions in the number of

25· ·the second quarter to typically the third quarter

25· ·voted ballots and total individual vote counts.
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·1· · · · And because of the shift from essentially

·1· ·the value of the shares that proponents are

·2· ·the first half of the year to the second half of

·2· ·required to hold before making the proposals as

·3· ·the year and the bifurcation between the fiscal

·3· ·well as raising their resubmission support

·4· ·years, we would expect the fiscal year

·4· ·thresholds for proposals made in consecutive

·5· ·'21 numbers to be much, much higher than average.

·5· ·years.

·6· ·But we'll have to kind of wait and see.

·6· · · · And the current regulations and what is now

·7· · · · And I had prepared remarks on kind of the

·7· ·the older regulations had thresholds of 3, 6 and

·8· ·three primary regulatory actions that have

·8· ·10 percent in years one, two and three

·9· ·occurred over the last few months, but given the

·9· ·respectively.· So the support, they changed it

10· ·time, the proxy adviser, proxy advice regulation

10· ·from 3, 6 and 10 to support from at least 5, 15

11· ·that we actually spoke a little bit about in the

11· ·and 25 in those same consecutive three years.

12· ·first quarter was finalized in late July.· That's

12· · · · So what that means, under the new rules, a

13· ·detailed in the standing report, alongside a

13· ·proposal must get at least 5 percent of the

14· ·still pending Department of Labor proxy voting

14· ·voting support in its first year of submission

15· ·ESG guidance.· So I won't cover those in any

15· ·rather than the old, you know, 3 percent

16· ·detail, but those were fairly significant

16· ·requirement, before it can resurface in the

17· ·regulatory changes at the SEC and DOL.

17· ·following year, and similarly increasing voting

18· · · · And a second change that just occurred last

18· ·support requirement for future sequential years.

19· ·week, which I'll just -- I'll briefly cover,

19· ·So that last third year is the one that was

20· ·dealt with the SEC's Rule 14a-8, which is the

20· ·probably the most -- the highest uptick in

21· ·rule that governs how shareowner resolutions are

21· ·support thresholds and will probably be the most

22· ·submitted.· So on September 23rd, the SEC amended

22· ·impacted, honestly, going forward.

23· ·the 14a-8 rule to essentially put tighter limits

23· · · · So the resubmission -- excuse me, the

24· ·on investor eligibility to submit and also

24· ·submission and resubmission thresholds from a

25· ·resubmit proposals.· The changes increased both

25· ·voting support level were changed.· Also they
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·1· ·amended the ownership requirement.· So

·1· ·company.· They didn't go into a lot of detail of

·2· ·shareowners owning $2,000 worth of company stock,

·2· ·what exactly that meant, but I think it's aimed

·3· ·to hold those investments for at least three

·3· ·at fostering engagement on the part of a

·4· ·years is the new requirement, before they can

·4· ·proponent.

·5· ·submit an initial proposal.· It was just a one

·5· · · · And then, lastly, as far as this new 14a-8

·6· ·year requirement under the old law.

·6· ·revamp, they eliminated the ability for an

·7· · · · So shareowners holding stock for less than

·7· ·investor to aggregate their shares to meet the

·8· ·three years will now have to meet higher

·8· ·ownership requirements, which was fairly commonly

·9· ·ownership thresholds, and it will be 15,000 for

·9· ·done by investors that co-filed resolutions.· So

10· ·at least two years of ownership and 25,000 for at

10· ·they would kind of piggyback off of one another's

11· ·least one year.· And the commission essentially

11· ·ownership stakes in order to meet either the year

12· ·indicated that they'll phase that first year in.

12· ·requirement or the dollar requirement.· So that

13· ·So if you own $2,000 worth of stock now, it won't

13· ·will be gone from the new regulation.

14· ·just immediately bump up to a higher level.

14· · · · A lot of people, you know, are kind of

15· ·There will be a transition period for shareowners

15· ·scratching their heads, you know, what will the

16· ·that will be still eligible under the prior one

16· ·impact of the new rule be.· A lot of stakeholder

17· ·year requirement, as long as they continue to at

17· ·groups have done kind of back testing and just

18· ·least maintain their current holdings, so they

18· ·analysis with respect to what the impact will be.

19· ·have to continue the ownership through the

19· ·One of the better ones was done by the Council of

20· ·submission date and the date of the next annual

20· ·Institutional Investors a few months back.· And

21· ·meeting.

21· ·they looked at historical periods but also at the

22· · · · They also have to -- it's a little bit of a

22· ·actual 2020 experience.

23· ·quirky requirement.· They also have to agree to

23· · · · And what they found, their analysis showed

24· ·meet with or make themselves available, is the

24· ·that the new rule will lead to a lower number of

25· ·language used, for a meeting with the target

25· ·proposals, especially among those that received
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·1· ·greater than 50 percent support.· So they looked

·1· ·ultimate result will be.· But it kind of remains

·2· ·at, for example, those that are -- that passed in

·2· ·to be seen what the ultimate future effect will

·3· ·2020, and they found that 9 of the 15 or about

·3· ·be on future proxy seasons.

·4· ·60 percent of those proposals that passed this

·4· · · · And then the next slide, if we can just go

·5· ·year that were approved by shareowners would not

·5· ·to the next slide, John.· Can you go back one,

·6· ·have been even submitted under the new SEC rules.

·6· ·the summary?· No.· One back.· There we go.

·7· · · · So it's likely to have a fairly significant

·7· ·Thanks.· I won't cover all these, in the interest

·8· ·impact on the volume of resolutions and the

·8· ·of time, but I just wanted to highlight maybe

·9· ·pacing from which resolutions are submitted and

·9· ·this first bullet.· They're pretty

10· ·voted on.· We'll see what the future will hold.

10· ·straightforward.

11· ·For larger institutional investors, it probably

11· · · · Board diversity has been a huge issue the

12· ·won't impact them significantly.· It wouldn't,

12· ·last several years.· The lack of board gender

13· ·you know, prohibit the SBA, for example, from

13· ·diversity specifically became a significant

14· ·submitting resolutions.· We don't do that a whole

14· ·driver of some of the failed director votes in

15· ·lot, but we have done that in the past.· These

15· ·2020 for the first time.· So you've got, among

16· ·new requirements would not inhibit ourselves from

16· ·directors being elected to the Russell 3, for

17· ·doing that on behalf of the FRS, but it will have

17· ·boards -- over boards within the Russell 3000

18· ·kind of an indirect impact on the volume and type

18· ·index, median support for those nominees was

19· ·of proposals that we actually vote on, even

19· ·about 98 percent in the first half of 2020.

20· ·though we're not the proponent.

20· ·That's on par with historical statistics.

21· · · · So litigation in the queue.· CII submitted a

21· ·There's a high level of support.

22· ·brief on behalf of Institutional Shareholder

22· · · · Female directors across that same index,

23· ·Services, which is -- they had pursued litigation

23· ·Russell 3, now stand at about 21.1 percent.· And

24· ·at the outset before it was even finalized.

24· ·it had been making fairly significant gains over

25· ·That's kind of ongoing.· So who knows what the

25· ·the last several years.· It's starting to slow,
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·1· ·though and plateau.· And concurrent to that,

·1· ·the market, alongside a more aggressive voting

·2· ·you've had many investors which are now more

·2· ·approach, by specifically some of the large

·3· ·explicitly and formally incorporating board

·3· ·passive institutional asset managers.· So that

·4· ·diversity in their voting policies.

·4· ·combination has led to higher levels of dissent

·5· · · · So that's beginning to translate, and what

·5· ·from that director cohort.

·6· ·you've seen this proxy season is there were about

·6· · · · And then some of the other bullet points

·7· ·a dozen or so directors, typically the nominating

·7· ·just cover some of the ongoing issues.· I won't

·8· ·committee chair, that failed to receive majority

·8· ·go into detail on any of these.· It was a fairly

·9· ·support.· So that's a fairly big outlier from a

·9· ·stable proxy season, apart from the massive

10· ·director voting perspective.· Most directors get

10· ·number of canceled meetings and deferred meetings

11· ·well over 90 percent.· If you get anything below

11· ·and virtual-only meetings.

12· ·70 or 80, it's a huge red flag, and then to not

12· · · · And just to wrap up, as we normally do,

13· ·even get, you know, a majority, it's a very

13· ·we've included a couple of voting statistics in

14· ·material change in some of the voting patterns.

14· ·the appendix for those slides, as well as several

15· · · · And there are still about 191 boards in the

15· ·dashboard views attached to the standing

16· ·Russell 3000 with all male membership and all

16· ·quarterly report.· So I'll stop there.· Happy to

17· ·male constituency.· Many of those companies, I

17· ·answer any questions.

18· ·would even say maybe all of them, are taking

18· · · · MR. OLMSTEAD:· Any questions?· All right.

19· ·steps to correct that when they go for succession

19· ·Good overview.· Thank you very much.· All right.

20· ·planning and board refreshment activity and that

20· ·I believe next up on our agenda is the major

21· ·sort of thing.· That's one of the things

21· ·mandate review by Kristen and Katie, who are very

22· ·investors are looking towards boards to do.

22· ·good at this and quick talkers, so we will look

23· · · · But, again, you've got this kind of

23· ·forward to their review.

24· ·combination of the slowdown in the gains from

24· · · · MS. COMSTOCK:· Good afternoon, everyone.

25· ·gender diversity that are starting to creep into

25· · · · MS. DOYLE:· We'll be fast, and I'll turn it
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·1· ·over to Katie.· Sorry, Katie.· Go ahead.

·1· ·that happened over the one year period, though

·2· · · · MS. COMSTOCK:· No problem.· Good afternoon,

·2· ·obviously shy of the actuarial assumed rate of

·3· ·everyone.· So I will just hit very quick

·3· ·return.

·4· ·highlights on performance of each of the five

·4· · · · It did impact trailing three and five year

·5· ·major mandates.· Starting on page 8 with the

·5· ·returns, but longer term, over the ten year

·6· ·pension plan, if I can get there.· You can see

·6· ·period, the portfolio has earned an 8.7 percent

·7· ·for the quarter the pension plan was up

·7· ·annualized return.· Now, on a relative basis,

·8· ·9.7 percent, driven by the strong recovery in

·8· ·looking at these trailing time periods, the

·9· ·global equity markets, though you will notice

·9· ·portfolio has outperformed both the performance

10· ·there was some relative underperformance.· As you

10· ·benchmark as well as the absolute nominal target

11· ·heard from some of the SIOs, largely this

11· ·rate of return over all of these trailing time

12· ·underperformance for the quarter was due to some

12· ·periods.· And that absolute nominal target rate

13· ·of the timing differences with valuations in the

13· ·of return is now CPI plus 4 percent.

14· ·illiquid market asset classes.

14· · · · I'm going to try flipping ahead two pages to

15· · · · A large part of that was private equity,

15· ·some of the peer information that I did want to

16· ·which is benchmarked to a public equity asset

16· ·touch on, since there were some questions on it.

17· ·class, which was up about 20 percent for the

17· ·We look at the FRS portfolio relative to the TUCS

18· ·quarter.· And so over time, we will see the

18· ·top ten universe, which is the top ten defined

19· ·deviation in performance even out over time.· I'm

19· ·pension plans, defined benefit plans in the

20· ·sorry.· I'm trying to get back to page 8 of our

20· ·United States.· And we first looked at the asset

21· ·presentation.· I'm not sure what's going on, but

21· ·allocation relative to the FRS, and similar to

22· ·I'll keep talking.

22· ·quarters past, the most notable difference is a

23· · · · So over the one year, the total pension plan

23· ·greater allocation to global equity relative to

24· ·returned 3.1 percent.· The good news was it was a

24· ·the peer group.

25· ·positive investment return despite everything

25· · · · MR. COLLINS:· Are you showing the right
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·1· ·slide?

·1· · · · If you flip ahead one slide, here we can

·2· · · · MR. KUCZWANSKI:· Katie, I'll take care of

·2· ·look at the performance of the FRS relative to

·3· ·it.

·3· ·the peer group.· And so over the quarter,

·4· · · · MS. COMSTOCK:· Okay.· I'm on slide 10 of our

·4· ·outperformance.· And we don't have full

·5· ·presentation, I think 216 of the longer deck.

·5· ·transparency into what is driving this, but

·6· · · · MR. KUCZWANSKI:· Are we on this one here?

·6· ·likely, given the greater allocation to public

·7· · · · MS. COMSTOCK:· Yes.· Thank you.· So as you

·7· ·equities and the rally that we saw, likely that

·8· ·can see on the left-hand side, the FRS total fund

·8· ·is driving the relative performance for the

·9· ·has about 54 percent to global equity at the end

·9· ·quarter.

10· ·of June and, relative to the TUCS top ten median

10· · · · You will notice for the trailing time

11· ·plan, is about 51.2.· But within that, given that

11· ·periods there was some modest underperformance

12· ·the FRS has an allocation in line with the global

12· ·relative to the median plan in this universe, and

13· ·opportunity set, which is approximately

13· ·likely driving that is that slightly greater

14· ·55 percent to the U.S., relative to peers, the

14· ·allocation to international securities, which did

15· ·FRS has a slight overweight to foreign or

15· ·not hold up relative to U.S. equities, as well as

16· ·international equities.· And so this is when we

16· ·for some period, the slightly lower allocation to

17· ·are looking at the total public equity exposure

17· ·fixed income.· And as you heard earlier, fixed

18· ·that the FRS has relative to peers.· So I wanted

18· ·income was actually one of the -- the best

19· ·just to kind of touch on that, given that that

19· ·performing asset class over that one year period.

20· ·was brought up earlier.

20· · · · So when we look at ranks, through the end of

21· · · · And then some of the other small deviations

21· ·June, the FRS has ranked below median, but this

22· ·relative to the other asset classes, slightly

22· ·does fluctuate over time, and especially when we

23· ·less to fixed income relative to peers, mostly in

23· ·see some volatile performance.· Are there any

24· ·the alternatives, which we would bucket private

24· ·questions on the FRS or the pension plan

25· ·equity and strategic into.

25· ·performance?· This is through the end of June as
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·1· ·well.

·1· ·hurricane catastrophe fund, I'm on page 16.

·2· · · · Great.· If you could flip ahead to -- I'll

·2· ·think it's two slides ahead.· As you all know,

·3· ·quickly touch on the other major mandates that we

·3· ·these are invested in very high quality liquid

·4· ·cover -- to the investment plan.· It is our slide

·4· ·short-term bonds.· And so obviously the returns

·5· ·14.· One more slide, please.· In aggregate is

·5· ·here are going to be somewhat muted, as we have

·6· ·when we look at where participants are allocating

·6· ·seen over the past several years, though relative

·7· ·their dollars.· For the one year trailing period

·7· ·performance continues to be strong.· The CAT

·8· ·through the end of June, the investment plan

·8· ·Funds have outperformed their benchmarks over the

·9· ·earned 2.6 percent, looking at the top table

·9· ·trailing time periods, the three, five and ten

10· ·there.· And the numbers that we really want to

10· ·year periods.

11· ·look at are on the bottom row, which shows how

11· · · · And, John, that's two pages ahead.· I'm not

12· ·the investment plan has performed relative to the

12· ·sure if you can flip there.· I will keep going in

13· ·investment option benchmark.

13· ·the interest of time.· The Lawton Chiles Fund,

14· · · · And you can see over across all of these

14· ·which is on page 19 of our report, as you all

15· ·trailing time periods, the total aggregated

15· ·know, there's about 72 percent allocated to

16· ·allocation has outperformed.· Equities have done

16· ·global equities.· And given that high allocation,

17· ·extremely well.· Fixed income has been in line,

17· ·that portfolio for the quarter returned

18· ·and real assets actually also outperformed.· So

18· ·15.3 percent, so very strong quarterly return.

19· ·strong outperformance from your actively managed

19· ·The one year return was 3.3 percent.· Some modest

20· ·options within the plan over all of these

20· ·underperformance, which is a result of some

21· ·trailing time periods.· That bottom table is peer

21· ·underperformance during the first quarter, when

22· ·data.· It is relatively stale.· We do expect the

22· ·we saw the markets sell off.· But if we look

23· ·updated information in the next month or so, and

23· ·longer term, three, five and ten years, the

24· ·so we'll cover that at the next meeting.

24· ·portfolio has outperformed the benchmark by a

25· · · · If we flip ahead really quickly to the

25· ·notable margin.
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·1· · · · And then the last major mandate is the

·1· ·and do this year, there's a subcommittee for the

·2· ·Florida PRIME portfolio on page 21.· Again, a

·2· ·compensation explicitly for Ash.· Those committee

·3· ·portfolio invested in highly liquid short-term

·3· ·members include Peter Collins, Gary Wendt and

·4· ·high quality bonds, and so low absolute results.

·4· ·Ambassador Cobb and myself.· Peter Jones also

·5· ·However, if you look relative to the benchmark,

·5· ·attends and contributes to those conversations,

·6· ·which is (inaudible) of peer type funds, very

·6· ·along with staff and Mercer.

·7· ·strong outperformance relative to this group over

·7· · · · We had a meeting on September 24th, and it

·8· ·all of these time periods.

·8· ·was a very productive, long, constructive

·9· · · · And that wraps up the major mandates.

I

·9· ·meeting, and I'll get into that in a second.· On

10· ·apologize for the quick comments and the slides

10· ·the positive side, this group that is part of the

11· ·moving all over.· But are there any questions or

11· ·subcommittee have been together for the past

12· ·anything that I can go back into further detail

12· ·three years, so good continuity and understanding

13· ·on?

13· ·of a plan that's been put in place, I think way

14· · · · MR. OLMSTEAD:· Thank you.· Very efficient,

14· ·back in 2012.

15· ·and I appreciate both of your time.· All right.

15· · · · Gary Wendt and Ambassador Cobb have been

16· ·I think, if I am not incorrect, we have one more

16· ·great because they've seen a good portion of the

17· ·item, then we have our closing audience questions

17· ·development of this plan, along with Mercer, who

18· ·and comments, which is the compensation

18· ·has been part of the process since inception.

19· ·subcommittee.· So I will -- as I get double duty

19· ·And part of my comments are here for the new

20· ·as both IAC chair and the compensation

20· ·members.· So I just wanted to provide some pieces

21· ·subcommittee chair, I will narrate this part of

21· ·of information on that.· So a group that sort of

22· ·it.· And for double duty, they opted to double my

22· ·knows each other and knows the plan, which makes

23· ·pay.· So I'm very excited about that.· Two times

23· ·it pretty good and efficient and lets us get to

24· ·zero is still zero.· Having some fun there.

24· ·substantive conversation versus superficial.

25· · · · But real quick, I think as we did last year

25· · · · So, again, a couple of things for the new
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·1· ·members.· The compensation subcommittee is

·1· ·then the organizational or formulaic will come

·2· ·charged with compensation for the executive

·2· ·later in the year after the audit is done.· So,

·3· ·director/CIO exclusively.· Again, a quick review.

·3· ·again, for this group, it's focused on base pay

·4· ·The ED's compensation is basically composed of a

·4· ·and individual incentive.

·5· ·base pay and incentive pay.· The incentive pay is

·5· · · · For those, again, on the board, I sent out a

·6· ·broken down into two components, organizational,

·6· ·quick memo yesterday afternoon, which I assume

·7· ·which is formulaic based on performance.· It's

·7· ·everyone has had an opportunity to review, and it

·8· ·blended.· It takes into account, though, I think,

·8· ·gave hopefully a comprehensive, at least a couple

·9· ·the previous three years, making certain that

·9· ·page comprehensive view of the conversation that

10· ·it's benchmarked -- it's tracked against its

10· ·we had.· And, again, I'm trying to go through a

11· ·overall performance and exceeding the

11· ·succinct overview here and look forward to

12· ·performance.· So that's formulaic.

12· ·questions in a second.

13· · · · The second part of it is individual, which

13· · · · But to fast-forward, this committee agreed

14· ·is a subjective review administered by a third

14· ·unanimously that on the base pay piece of it,

15· ·party, Mercer.· And the committee, the

15· ·that we would grant Ash and recommend to grant

16· ·subcommittee all provides written response

16· ·Ash, to the trustees, a modest 3 percent base

17· ·directly to Mercer, anonymous, so that we can

17· ·increase.· I think it's important to note that

18· ·give feedback to Ash.

18· ·this is -- the total compensation that Ash gets

19· · · · So although we discussed a lot of things,

19· ·is really below most of his peers, not by a --

20· ·overall plan, retention and how well the plan is

20· ·it's a range, but it's a pretty significant

21· ·working, which has been good, the plan for the

21· ·percentage.

22· ·other folks who are involved, the charge of this

22· · · · And even though we are being benchmarked and

23· ·group is basically the two components, which is

23· ·have obviously a significantly large pension fund

24· ·make a recommendation on base pay and make a

24· ·and not only is Ash the ED but he's the CIO,

25· ·recommendation on the individual incentive, and

25· ·which is only a very few out there, so a lot of
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·1· ·folks are paying for two and only one, so I think

·1· ·the rest of the committee members provided some

·2· ·we felt very comfortable with the modest

·2· ·good input.· I know they all had an opportunity

·3· ·3 percent base pay this year.· And, again, in its

·3· ·to look at the other information.· But I want to

·4· ·entirety, 17,000 -- approximately $17,250.

·4· ·see if there's any questions, and then we can

·5· · · · But in its entirety, if you look at Ash's

·5· ·talk about the two recommendations, which is the

·6· ·total, he is significantly below many -- most

·6· ·increase in the base pay and the top threshold

·7· ·others but performing very well.· So that was the

·7· ·with regards to the incentive piece.· I will

·8· ·one recommendation that we're making to the

·8· ·pause and see if there are any questions.

·9· ·broader IAC board, who will then memorialize that

·9· · · · MR. COLLINS:· I don't have any questions.

10· ·up to the trustees.

10· ·just have one comment.· And we talked a little

11· · · · With regards to the incentive pay, as noted,

11· ·bit about this in our committee meeting the other

12· ·this is subjective, and it's comprised of

12· ·day.· Whenever we're benchmarking Ash's salary,

13· ·15 percent of his total incentive and went

13· ·or whoever leads the State Board of

14· ·through the Mercer process.· And Ash scored

14· ·Administration's salary, it's a little unique in

15· ·extremely high on his four areas of review, which

15· ·Ash's position because he functions -- he serves

16· ·was overall mission, people, efficiencies and

16· ·two roles.· He serves as executive director and

17· ·operations and individual.

17· ·he serves as chief investment officer.

18· · · · And so after you've added those all up and

18· · · · And in many of our peers, public pension

19· ·took a look at all the comments, he scored very

19· ·funds, you have two separate people in those

20· ·high, 3.75 out of 4.· So, again, this group

20· ·roles, and those people are sometimes earning

21· ·concluded all together that he should meet his

21· ·very similar each what Ash is earning, and Ash is

22· ·maximum target.· And that subjective component is

22· ·doing two roles.· So whenever we're talking about

23· ·$41,344.

23· ·benchmarking, from a personal standpoint, I think

24· · · · So I know I went through that fairly

24· ·about that.· But I don't have any other comments

25· ·quickly.· Hopefully, the memo that went out to

25· ·than what you did, Mr. Chairman.
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·1· · · · MR. WENDT:· Gary Wendt has a question, of

·1· ·middle one and maximum.

·2· ·course.· We did yesterday -- at this subcommittee

·2· · · · MR. WENDT:· Thank you.

·3· ·meeting, we did say 3 percent raise in base

·3· · · · MS. CANIDA:· Hello.· This is Tere Canida.

·4· ·salary.· We did say full 15 points for the

·4· ·At the end of the memo, you said that Mercer is

·5· ·non-financial part of the management, of the

·5· ·going to review this, am I correct, to make

·6· ·bonus.· But what did we say for the 85 percent

·6· ·further recommendations?· Because I agree that,

·7· ·part?· Are we just waiting for the audited

·7· ·when you look at the total compensation compared

·8· ·financials?

·8· ·to other plans, it seems like it's on the low

·9· · · · MR. OLMSTEAD:· Yeah.· And to clarify there,

·9· ·end, so --

10· ·Ash, I'll take a shot at this, and you can

10· · · · MR. OLMSTEAD:· Yeah.· Tere, that's a good

11· ·clarify if you would like.· We wait until the

11· ·question.· And Mercer has been involved along the

12· ·year end audit is complete in order to make

12· ·way, and they were part of our subcommittee

13· ·certain that -- that's purely a formulaic number

13· ·meeting, and they presented on a number of items.

14· ·that comes out.· And they either, I think, either

14· ·Not to go very deep in, but the way that Mercer

15· ·make it or don't make it.· And we will wait until

15· ·was looking at it and the way we were looking at

16· ·the audited financials are complete.

16· ·it was sort of separate, which is the variable or

17· · · · MR. WENDT:· So is it a one number or all, or

17· ·incentive piece separate from the base.

18· ·are there several criteria that the mathematical

18· · · · And they did a nice job of going back and

19· ·part is based on?· I've forgotten.· I should

19· ·providing us sort of the total comp, which is

20· ·know.

20· ·bluntly and frankly the way I think we should be

21· · · · MR. OLMSTEAD:· I believe there are three

21· ·looking at this and not disaggregating those two

22· ·levels, which are threshold -- I know it's

22· ·components.· And when Mercer did do the studies

23· ·threshold, maximum and the one in the middle that

23· ·on that behalf, it did come out, on any way that

24· ·I'll pull up, and there are numerical outcomes

24· ·you slice it, that the executive director is

25· ·that drive whether it's zero, threshold, the

25· ·below what his peers are.
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·1· · · · And we've taken a look primarily at 75th

·1· · · · MR. OLMSTEAD:· All in favor?

·2· ·percentile.· And so Mercer did provide that

·2· · · · (Ayes)

·3· ·information, and I think Mercer agreed with --

·3· · · · MR. OLMSTEAD:· Opposed?· Okay.· Great.· So

·4· ·overall, I think Mercer agreed with our

·4· ·that one, congrats, Ash and team, who all have

·5· ·recommendations, which is similar to what their

·5· ·done a superb job by beating benchmarks and

·6· ·recommendations were in this environment.· But

·6· ·producing retention and attracting great people.

·7· ·over time, I think we need to take a look at the

·7· ·So we really appreciate that.

·8· ·plan as a whole, not only for Ash but more

·8· · · · MR. WILLIAMS:· Thank you, and thank you for

·9· ·broadly.

·9· ·the recognition.

10· · · · And so other conversation in our meeting

10· · · · MR. OLMSTEAD:· Ash, I think we are -- I

11· ·was, you know, I think it's been five years since

11· ·don't know if there are any audience comments.

12· ·a deep review and that we will indeed this year

12· · · · MR. WILLIAMS:· I think we're okay on that.

13· ·take a look at a review of the comp plan, which

13· ·John Kuczwanski, did we resolve that?· We had

14· ·is, I believe, prudent to do.· Ash concurs, and

14· ·some folks who earlier might have wanted to

15· ·the committee certainly did concur.

15· ·comment, and then when they realized we had sold

16· · · · MS. CANIDA:· Thank you.· I agree.· It's very

16· ·the fund that they were interested in, I think

17· ·important.· So thank you.

17· ·their interested (inaudible).

18· · · · MR. OLMSTEAD:· Okay.· Well, with that, I

18· · · · MR. KUCZWANSKI:· I have not received any

19· ·think we will -- we should put this to a motion.

19· ·messages from the folks as instructed.· I'd like

20· ·So if there's somebody that can make a motion on

20· ·to give them a couple of minutes, if we could,

21· ·both the base increase and the incentive piece,

21· ·just in case.

22· ·I'd appreciate that.

22· · · · MR. OLMSTEAD:· So why don't we come back to

23· · · · MS. CANIDA:· I move.

23· ·that and take care of the other --

24· · · · MR. OLMSTEAD:· And a second?

24· · · · MR. WENDT:· You know, technology is great,

25· · · · MR. BOBBY JONES:· Second.

25· ·but sometimes it doesn't work very well.· As
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·1· ·Peter Collins will remember, we used to be able

·1· ·damages.

·2· ·to say, I've got to catch a plane, I have to

·2· · · · MR. COBB:· Vinny, this is Chuck Cobb again.

·3· ·leave now.· We can't do that anymore.

·3· ·I thought we agreed at our meeting that we, as a

·4· · · · MR. COLLINS:· No.

·4· ·committee, were going to recommend to this board

·5· · · · MR. OLMSTEAD:· That is funny.

·5· ·that the board immediately start the process on

·6· · · · MR. WILLIAMS:· We can still say it.· It's

·6· ·updating our incentive plan.

·7· ·just less credible.

·7· · · · MR. OLMSTEAD:· Ambassador Cobb, thanks for

·8· · · · MR. WENDT:· Well, that would match my other

·8· ·reminding me.· Ash, do we need a motion for that,

·9· ·comments.

·9· ·or is that a different process?

10· · · · MR. OLMSTEAD:· All right.· Meeting dates for

10· · · · MR. WILLIAMS:· Well, I think you made a

11· ·2021, I assume there's no comments on that.· But

11· ·comment that one of the things the group wanted

12· ·for the record, we have those here.· And then,

12· ·to do, that the IAC wanted to do was go ahead and

13· ·John, when you're -- once you're comfortable that

13· ·review the plan.· If you need to put a sentiment

14· ·there are no questions, we will move to adjourn

14· ·to that, in that direction on the record, that

15· ·this longer than typical --

15· ·would be fine, and then you could include it in a

16· · · · MR. COLLINS:· Just so I'm clear, did we put

16· ·communique to the trustees down the road.

17· ·that down for four hours next time and then we

17· · · · MR. OLMSTEAD:· Ambassador, thanks for that

18· ·can still go over, are we going to try for three

18· ·clarification.· So, again, rest of the committee,

19· ·hours next time?

19· ·we did want to review the plan, which is prudent

20· · · · MR. OLMSTEAD:· The new incentive

20· ·every five years.· As Tere commented, it makes

21· ·compensation plans will include a subjective area

21· ·sense.· So let's just quickly -- you know,

22· ·of whether or not folks finish on time.

22· ·someone make a motion.· Let's quickly get that

23· · · · MR. WILLIAMS:· It will be like a late

23· ·done.

24· ·construction penalty, you know, a per-minute fee.

24· · · · MR. COBB:· So I'll make the motion that this

25· · · · MR. COLLINS:· We call that liquidated

25· ·board concur with our compensation committee that
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·1· ·our compensation plan should be updated.· And

·1· · · · · · · · · · ·COURT CERTIFICATE

·2· ·I'll just use one example.· The maximum bonus for

·2

·3· ·Ash is 52 percent, which is very low compared to

·3· ·STATE OF FLORIDA

·4· ·our competitors.

·4· ·COUNTY OF LEON

·5· · · · So the plan needs to be updated, and I think

·5

·6· ·it's the unanimous view of our committee and

·6· · · · · · ·I, JO LANGSTON, RPR, certify that I was

·7· ·hopefully it will be the unanimous view of this

·7· ·authorized to and did stenographically report the

·8· ·board that our compensation plan should be

·8· ·foregoing meeting, and that the transcript is a true

·9· ·updated.

·9· ·and complete record of my stenographic notes.

10· · · · MS. CANIDA:· I second that.

10· · · · · · ·Dated this 11th day of October 2020.

11· · · · MR. OLMSTEAD:· All right.· All in favor?

11

12· · · · (Ayes)

12

13· · · · MR. OLMSTEAD:· So moved.· All right.· Great.
14· ·John, are we okay on questions?

13· · · · · · · · · · · · · · · · _________________________
· · · · · · · · · · · · · · · · · JO LANGSTON, RPR
14

15· · · · MR. KUCZWANSKI:· I am comfortable that we

15

16· ·can finish the meeting.

16

17· · · · MR. OLMSTEAD:· So let's officially adjourn.

17

18· ·Thank you all.

18

19· · · · (Thereupon, the meeting concluded at 5:32

19

20· ·p.m.)

20

21

21

22

22

23

23

24

24

25

25
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STATE BOARD OF ADMINISTRATION
Audit Committee Open Meeting
Agenda
November 30, 2020
9:30 A.M. – Noon
1.

Call to Order

2.

Approval of the minutes of the open meeting held on August 3, 2020

3.

SBA Executive Director & CIO status report
 SBA Update: investment performance, risks, opportunities and challenges

4.

Presentation on the results of the SBA Local Government Surplus Funds Trust Fund
(Florida PRIME)

5.

Presentation by the Auditor General on the results of the Florida PRIME and Information
Technology GC Operational Audit

6. Presentation on the results of the following 2020 financial statement audits:
• KPMG
i. Florida Hurricane Catastrophe Fund (FHCF)
• Crowe
i. Florida Retirement System Trust Fund
ii. Florida Retirement System Investment Plan Trust Fund
7. Presentation by OIA and ITCI on the results of the Real Estate Direct Owned Audit
8. Chief Risk & Compliance Officer Quarterly Report
9. Office of Internal Audit Quarterly Report
10. Office of Inspector General Quarterly Report
11. Other items of interest
• Tentative dates for 2021
12. Closing remarks of the Audit Committee Chair and Members
13. Adjournment

November 30, 2020

Status of the FY 2020-21
Annual Audit Plan

Status of Management Action Plans/
Recommendations
Other items

Appendices

2

•

Internal Audit and Advisory Engagements

4

•

External Engagement Oversight

5

•

Special Projects, Risk Assessment, and Other Activities

6

•

New and Closed Action Plans and Recommendations

8

•

Details of open items – Audit Projects

9

•

Details of open items – Advisory Projects

10

•

Status of Department Goals for FY 2020-21

12

•

Proposed dates for 2021 Audit Committee Meetings

13

Open Audit Recommendations and Action Plans

Appendix A

Periodical Follow-up Audit

Appendix B

3

Internal Audit and Advisory Engagements
Projects Status

Not Yet
Started

Completed
13%

47%

In Progress
40%

Highlighted: Completed since
prior quarterly report.

4

Completed
Real Estate - Direct Owned
Periodic Follow-up Audit
In Progress
Continuous Monitoring - General

Type
OIA Operational Audit
OIA Follow-up Audit

Planned
Timing
Q1
Q1-Q2

Continuous Monitoring

Data Analytics - Strategy

Data Analytics

Ongoing

Action Plan Monitoring

Project Management

Investment Policy & Asset Allocation – Liquidity Mgmt

OIA Operational Audit

Q1-Q2

Business Continuity/Disaster Recovery Audit
Not Started
Proxy Voting Phase 3

OIA Operational Audit

Q1-Q2

OIA Advisory

Q1-Q2

FHCF Examination Process
Continuous Risk Assessment
Private Equity
Identity and Priviliged Access Management Advisory

OIA Advisory
Data Analytics
OIA Operational Audit
OIA Advisory

Q2-Q3
Q3
Q3-Q4
Q3-Q4

Security Configuration & Vulnerability Patch Management
Periodic Follow-up Audit
Contract Management

OIA Advisory
OIA Follow-up Audit
Continuous Monitoring

Q2-Q3
Q3-Q4
Q4

External Engagement Oversight
Type

Planned
Timing

Florida Retirement System (FRS) Trust Fund Crowe

External Financial Statement Audit for FY19-20

Q1/Q2

FRS Investment Plan Trust Fund

Crowe

External Financial Statement Audit for FY19-20

Q1/Q2

Florida PRIME

Auditor General

External Financial Statement Audit for FY19-20

Q1/Q2

AG PRIME and ITGC Operational Audit

Auditor General

External Operational Audit

Q1/Q2

Florida Hurricane Catastrophe Fund

KPMG

External Financial Statement Audit for FY19-20

Q1/Q2

Network Security, outsourced

BDO

External IT Assessment

Q1/Q3

Part of the Statewide CAFR

Auditor General

External Financial Statement Audit for FY19-20

Q2/Q3

FMR and DC Investment Plan

Auditor General

External Operational Audit

Q1/Q3

Florida Growth Fund Initiative

OPPAGA

External Review

Q1/Q2

Biennial Review

OPPAGA

External Review

Q1/Q2

Project Status

Completed
40%

Service Provider

Completed

In Progress

In Progress
60%

Highlighted: Completed since
prior quarterly report.

5

Not Started
None

Special Projects, Risk Assessments, and Other Activities
Not Yet

Project Status

Completed

Started

8%

25%

Type

Planned
Timing

Completed
RFQ for Financial Close Solution

Part of Evaluation Team

Q1

Ongoing/In Progress

Ongoing / In
Progress
67%

Integrated Risk Management Solution Enhancements

OIA Special Projects

Q1-Q4

Robotics Process Automation Assistance

OIA Special Projects

Q1-Q4

Data Analytics Tools Enhancements - Tableau

OIA Special Projects

Complimentary User Entity Control Testing Validation

OIA Special Projects

Special requests from SBA management and/or Audit Committee

OIA Special Projects

WorkSmart Portal Enhancements

OIA Special Projects

Audit Committee Related Activities

OIA Audit Committee

OIA process improvement initiatives, including QAR identified initiatives

OIA Quality Assurance

Ongoing

Not Yet Started
Highlighted: Completed since
prior quarterly report.

6

Annual Quality Assessment Review - Self-Assessment

OIA Quality Assurance

Q4

Annual Risk Assessment

OIA Risk Assessment

Q4

Annual Audit Plan

OIA Risk Assessment

Q4

7
7

Audit and Advisory Engagements
# of Recs

Source

New action plans and recommendations:
1
Real Estate Direct-Owned Operational Audit (See Tab 7)
7

Auditor General ITGC and PRIME 2020 Audit (See Tab 5)

8

Total action plans/recommendations added to the database

Closed action plans and recommendations:

8

(9)

Auditor General IT Operational Audit 2017

(1)

Fixed Income Trading Activities Operational Audit

(2)

Internally Managed Derivatives Operational Audit

(2)

Externally Managed Derivatives Operational Audit

(1)

Incentive Compensation Program Operational Audit

(2)

Performance and Risk Analytics Operational Audit

(2)

Procure to Pay Operational Audit

(19)

Total action plans/recommendations closed in the database

(11)

Total change for both audit and advisory action plans/recommendations

Closed or replaced by Auditor General (See Tab 5)

Closed as a part of OIA’s periodic follow-up (See Appendix B
to this report)

Risk Rating

30
25
20
Low

15

Med
High

10
5
0
NYI

PI

Report Date

High

Low

Total

Global Equity Internal Trading Operational Audit

1/18/2017

1

0

1

AG - Operational Audit 2017

11/13/2017

0

1

1

2

0

Incentive Compensation Program Operational Audit

4/10/2018

0

1

1

2

2

Strategic Investments Operational Audit

8/19/2019

2

2

1

Procure to Pay Operational Audit

6/30/2020

11

14

13

Real Estate Direct Owned Operational Audit

10/6/2020

1

1

1

1

AG – ITGC and PRIME 2020

10/16/2020

2

2

2

2

AG – ITGC and PRIME 2020 Confidential

10/16/2020

5

5

5

5

29

24

OTV

For details, see Appendix A.

9

Report Title

Status

Med

3

3

21

5

10%

72%

17%

NYI

Legend:
NYI - Not Yet Implemented
PIRP - Partially Implemented and the Remainder is in Progress
OTV - OIA to Verify
Management Action Plans relating to findings from audits performed by internal or external auditors. The
OIA monitors and performs follow-up procedures on the management action plans in accordance with the
IIA Standard 2500. A1. In certain cases, follow-up procedures are performed by external auditors.

PIRP

OTV

1

1

83%

Total

2

2
2
2

1
1

2

3
7%

10%

14

29

Status
Report Title

Report Date

NYI

PI

Governance, Risk Management, and Compliance Assessment (Funston)1

1/15/2018

7

19

Network Security Assessment 2018 (BDO)2

11/15/2018

5

Network Security Assessment 2019 (BDO)2

11/21/2019

103

CIS CSC Framework Gap Assessment Advisory1

3/19/2020

20
135

Legend:
NYI
PI
IMP
PIRN
NA

-

IMP

Total
26
5

1

104
20

19

1

155

Not yet implemented
Partially Implemented, as represented by SBA management
Implemented, as represented by SBA management
Partially Implemented, as represented by SBA management, and the remainder will not be implemented
Not accepted by SBA management

Advisory Recommendations made by OIA or external consultants resulting from an assessment of a program or activity such as governance, risk
management, compliance, ethics, disaster recovery preparedness program, etc. The OIA monitors the disposition of these recommendations in accordance
with the IIA Standard 2500.C1.
1At

the advice of the Audit Committee, the OIA closes Advisory Recommendations that management represented as “complete” once the OIA has considered those in the annual risk
assessment.

10

2Recommendations

will be reviewed for remediation and closure by BDO as part of the 2019 Network Security Assessment.

11
11

TOPIC

ACTIVITIES

INTERNAL AUDIT PROCESSES

Data Analytics: Use for continuous risk assessment, engagement planning, continuous monitoring and auditing, and evaluate the potential use of robotics process
automation for audit projects. (Process improvement from QA Self-Assessment)
OIA Procedures Manual: Perform annual review of the manual and add the following items identified during the QA Self-Assessment: Add remote auditing
procedures due to COVID-19, update the risk assessment methodology with the use of Logic Manager, update the monitoring of audit recommendations using Logic
Manager.
Engage consultants (co-source or outsource) to assist with high risk areas relating to investments and IT audits.
Update Internal Controls Risk Assessment template to include the alignment of engagement risks for each objective with the SBA’s ERM risks.
Update the audit program template to add results of control testing in Logic Manager and to send the client engagement survey after report issuance. (Process
Improvement from QA Self-Assessment).
Take the initiative to develop a formalized SBA data analytics workgroup.

USE OF
TECHNOLOGY

Update the pipeline of projects within the Annual Audit Plan on at least a quarterly basis.
Continue to increase automation of continuous data analytics where possible and support the SBA’s use of Tableau Server and data governance.
Request IT manpower resources (Approximately 4 weeks of assistance from applications staff) for the activities related to IIAMS and Tableau.

PEOPLE

Develop a training plan based on knowledge gaps for each member of the OIA to close those gaps.

12

Have at least one team building event during the fiscal year to enhance the team.
Continue to participate in the internship program.
Develop a more formal competency framework using The IIA's Global Competency Framework for knowledge, skills, and other competencies required of internal
auditors to effectively carry out their professional responsibilities. (Process Improvement from QA Self-Assessment)



Proposed dates for Audit Committee meetings in 2021
◦ February 22
◦ May 24 (Memorial Day is May 31)
◦ August 30
◦ November 29 (Thanksgiving is November 25)



13

Report format for Appendix A will be changing in future
meetings due to Logic Manager

STATE BOARD OF ADMINISTRATION
OF FLORIDA
1801 HERMITAGE BOULEVARD, SUITE 100
TALLAHASSEE, FLORIDA 32308
(850) 488-4406
POST OFFICE BOX 13300
32317-3300

RON DESANTIS
GOVERNOR
CHAIR
JIMMY PATRONIS
CHIEF FINANCIAL OFFICER
ASHLEY MOODY
ATTORNEY GENERAL
ASHBEL C. WILLIAMS
EXECUTIVE DIRECTOR &
CHIEF INVESTMENT OFFICER

MEMORANDUM
To:
From:
Date:
Subject:

Ash Williams
Michael McCauley
December 3, 2020
Quarterly Standing Report - Investment Programs & Governance

GLOBAL PROXY VOTING & OPERATIONS
During the third quarter of 2020, SBA staff cast votes at 1,449 companies worldwide, voting on ballot
items including director elections, audit firm ratification, executive compensation plans, mergers &
acquisitions, and a variety of other management and shareowner proposals. These votes involved
12,161 distinct voting items—voting 78.8% “For’’ and 17.9% “Against/Withheld”, with the remaining
3.4% involving abstentions. The table below provides the SBA’s global voting breakdown across all
major proposal categories during the third quarter of 2020.

Of all votes cast, 18.8% percent were “Against” the management-recommended vote. SBA proxy voting
was conducted across 61 countries, with the top five countries comprised of the China (2,155 votes),
United States (1,721), United Kingdom (1,314), Japan (520), and Canada (275).
CORPORATE GOVERNANCE & PROXY VOTING OVERSIGHT GROUP
The most recent meeting of the Corporate Governance & Proxy Voting Oversight Group (Proxy
Committee) occurred on September 28, 2020, and the Committee will meet next on December 17,

Quarterly Standing Report—December 3, 2020
2020. The Proxy Committee continues to review ongoing governance issues including the volume and
trends for recent SBA proxy votes, company-specific voting scenarios, corporate governance policies,
governance-related investment factors, major regulatory developments and individual company
research related to the Protecting Florida’s Investments Act (PFIA) and other statutory investment
requirements related to Israel and Venezuela.
LEADERSHIP & SPEAKING EVENTS
Staff periodically participates in investor and corporate governance conferences. Typically, these
events include significant involvement by corporate directors, senior members of management, and
other key investor or regulatory stakeholders. The following items detail involvement at events that
occurred recently:
o In September, SBA staff participated in the Council of Institutional Investors’ (CII) fall virtual
meeting speaking on a panel about governance reforms and shareowner derivative litigations.
o In November, SBA staff participated in PLI's Annual Institute on Securities Regulation virtual
meeting speaking on a panel covering the investor viewpoint of important aspects in proxy
filings.
o In December, SBA staff participated as a speaker on a corporate governance panel at the 2020
Responsible Investor (RI) Americas virtual conference.
ACTIVE OWNERSHIP & CORPORATE ENGAGEMENT
The SBA actively engages portfolio companies throughout the year, addressing corporate governance
concerns and seeking opportunities to improve alignment with the interests of our beneficiaries. From
early September 2020 to early December 2020, SBA staff conducted engagement meetings with
several companies owned within Florida Retirement System (FRS) portfolios, including Amgen, Johnson
& Johnson, Telefonica, Intel, and Regions Financial.

SBA Investment Programs & Governance (IP&G)

Page 2

Statistics and Overview
Individual Meetings

1,449

Individual Ballots

3,100

Individual Proposals

12,161

Percent Votes "For"

78.7%

Percent Votes "Against"/"Withhold"

17.9%

Percent Votes Not Voted

1.3%

Percent Ballots Not Voted

1.0%

Proxy Paper ID
Issue Descriptions
Companies

1,377
180
1,272

Proxy Voting Summary
For
Issue Code Category

95.2%

54

2.8%

4

0.2%

34

1.8%

Board Related

3,914

73.5%

1,264

23.7%

75

1.4%

72

1.4%

Capital Management

1,331

81.7%

263

16.1%

5

0.3%

30

1.8%

Changes to Company Statutes

517

75.6%

57

8.3%

94

13.7%

16

2.3%

Compensation

916

68.5%

375

28.0%

6

0.4%

41

3.1%

M&A

202

95.7%

5

2.4%

4

1.9%

Meeting Administration

425

84.8%

58

11.6%

18

3.6%

402

83.9%

65

13.6%

9

1.9%

3

0.6%

3

75.0%

1

25.0%

Other

Country of Origin

61

SHP: Compensation

Percent Votes Against Management Recommendat..

18.8%

SHP: Governance

Percent Votes in Favor of Directors

72.3%

SHP: Misc

Percent Votes in Favor of Auditors

99.5%

Percent Votes in Favor of Merger/Acquisition Items

97.1%

Percent Votes in Favor of Compensation Items

68.5%

Percent Votes in Favor of SHP Governance Issues

56.9%

54.2%
Top 5 Countries by # of Individual
Proposals
Country of Origin
China

2,155

United States

1,721

United Kingdom

1,314

Japan

520

Canada

275

Select a Measure
# of Individual Proposals
Top N Countries
5

Other Votes

1,830

66

66.7%

Abstain

Audit/Financials

Portfolios

Percent Votes in Favor of SHP Environmental Issues

Against & Withhold

Individu.. % of Tot.. Individu.. % of Tot.. Individu.. % of Tot.. Individu.. % of Tot..

SHP: Social
Grand Total

33

56.9%

25

43.1%

1

100.0%

6

66.7%

3

33.3%

9,576

78.7%

2,173

17.9%

Percent Changes from Previous Fiscal Year

Vote Decision
Null
1 Year
3 Years
Abstain
Against
For
Mixed
Take No Action
Unvoted
Withhold

Region
All
194

1.6%

218

1.8%

Country of Origin
All

FY 2017

FY 2018 FY 2019

FY 2020

FY 2021

% Diﬀerence in Proxies from the Previous FY

5.70%

3.55%

-9.12% -86.25%

% Diﬀerence in Individual Meetings from the Previous FY

4.61%

3.25%

-8.73% -86.08%

% Diﬀerence in Individual Proposals from the Previous FY

0.36%

5.09%

-5.60% -88.05%

% Diﬀerence in Votes in Favor of Directors from the Previous FY

-0.87%

-0.28%

2.39%

-9.08%

% Diﬀerence in Votes in Favor of Auditors from the Previous FY

0.23%

0.31%

0.23%

0.77%

-10.33%

15.94%

-1.42%

2.41%

7.95%

0.05%

1.31%

2.93%

42.82%

2.19%

-8.70%

19.11%

% Diﬀerence in Votes in Favor of Compensation Items from the Previous FY
% Diﬀerence in Votes in Favor of SHP Governance Issues from the Previous FY
% Diﬀerence in Votes in Favor of SHP Environmental Issues from the Previous FY

-7.81% -20.83%

% Diﬀerence in Votes in Favor of SHP Social Issues from the Previous FY

70.24%

26.07%

0.22%

% Diﬀerence in Votes in Favor of All SHP Issues from the Previous FY

40.21%

4.57%

-5.86%

9.20%

1.76%

-0.39%

1.97%

-1.84%

-0.64%

-1.61%

-6.07%

4.11%

2.78%

-0.96%

-6.67%

5.24%

% Diﬀerence in Votes "For" from the Previous FY
% Diﬀerence in Votes "Against"/"Withhold" from the Previous FY
% Diﬀerence in Votes Against Management from the Previous FY

Fiscal Year
FY 2017
FY 2018
FY 2019
FY 2020
FY 2021

Ballot Vote Status
All

Note: The calculation for change since previous ﬁscal year uses the
most recent date and compares to prior ﬁscal year.
The last ﬁscal year displayed may not yet include all quarters.

% Diﬀerence in Votes in Favor of Merger/Acquisition Items from the Previous FY

Meeting Date
7/1/2020 to 9/30/2020

-9.34% ######
8.91%

Meeting Level
All
Meeting Type
All

Contested Votes
Vote Decision
Withhold

Drill-down of Contested Votes by Issuer
Click a company below for further drill-down & meeting details.

Against
For

Issuer Name

Meeting Date

Gamestop Corporation

6/12/2020

12

Mack-Cali Realty Corp.

6/10/2020

10
0

5

10

Distinct count of Individ..

With Or Against Management
Against Management

With or Against Management
All Votes for Company/Date Selected: *
Issue Code Category
SHP: Governance

100.0%

Compensation

100.0%

Audit/Financials

100.0%
0% 10%

20%

30%

40%

50%

60%

70%

80%

% of Individual Proposals

None
Meeting Date: None
Record Date: None
Region: None
Country: None

Meeting Type: None
Proxy Contest: None
Agenda Type: None
Number of Proposals: None

90%

Ballot Vote Status
NotCounted
Take No Action
Unvoted
Voted

100% 110%
Meeting Date
6/1/2020 to 9/30/2020

Fiscal Year
FY 2017
FY 2018
FY 2019
FY 2020
FY 2021

Agenda Type
Opp

Detailed Vote Information (None)
Proponent
Management
ShareHolder
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MEMORANDUM
To:

Ashbel C. Williams, Executive Director & CIO

From:

Maureen M. Hazen, General Counsel

Date:

December 3, 2020

Subject:

Office of General Counsel: Standing Report
For Period September 1, 2020 – November 30, 2020

SBA Agreements.
During the period covered by this report, the General Counsel’s Office drafted, reviewed
and negotiated: (i) 29 new agreements – including 4 Private Equity transactions, 8 Strategic
Investments, 1 new Investment Management Agreement for Global Equity and 2 new fund
investments for Real Estate; (ii) 162 contract amendments, addenda or renewals; and (iii) 2
contract terminations.
SBA Litigation.
(a)
Passive. As of November 30, 2020 the SBA was monitoring (as an actual or
putative passive member of the class) 675 securities class actions. During the period from August
1, 2020 through November, 2020, the SBA collected recoveries in the amount of $760637.33 as a
passive member in 26 securities class actions.
(b)

Active.

In re Tribune Litigation. On January 24, 2012, the SBA was served a complaint (along
with other defendants) now pending in the U.S. Bankruptcy Court, Southern District of New York
by the Official Committee of Unsecured Creditors of the Tribune Company alleging damages for
fraudulent conveyance and requesting the return of proceeds received by all defendant investors
in a leveraged buy-out of the Tribune Company (which subsequently declared bankruptcy).
Pursuant to a plan approved in the bankruptcy proceeding, the claim was transferred to the U.S.
District Court, Southern District of New York (the “Court”) and consolidated with additional
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parallel cases for multi-district litigation. The SBA received approximately $11 million in
connection with this leveraged buy-out. Several amended complaints have been filed in the action
in which the SBA was originally served in January, 2012 (the “FitzSimons Action”). In early 2017,
the Court dismissed the intentional fraudulent transfer count (the only claim applicable to the
SBA), and the SBA (and other defendants) are monitoring for a ruling on the appeal.
(ii)
Valeant Opt-Out Action. During a previous period, the OGC recommended to the Trustees
and you that the SBA file the opt-out with the group of plaintiffs being represented by Bernstein
Litowitz. The SBA may have incurred more than $62 million in recoverable damages. The
Trustees approved filing of the action on November 6, 2017, and the SBA subsequently filed the
Complaint. On November 29, 2017, the Court issued a stay in discovery in the case pending the
conclusion of the trial in the criminal case filed by the U.S. Department of Justice. In January
2018, the criminal trial concluded with a conviction, and the stay has been lifted. The parties are
currently engaged in discovery.
(iii) LIBOR Litigation.
The Attorney General’s Office has commenced an
investigation against several banks with respect to the alleged manipulation of LIBOR. The OGC
and other SBA staff (e.g. Fixed Income, Financial Operations and Accounting) have been working
with the Attorney General’s Office since September, 2012. Since then, the Attorney General
(representing the SBA) and the class counsel has settled the case with Barclays Bank, Citibank,
Deutsche Bank and UBS, and the SBA has recovered approximately $25,000,000 in settlement
proceeds.
(c)
FRS Investment Plan. During the period covered by this report, the General
Counsel’s Office monitored and/or managed the following cases for the Florida Retirement System
Investment Plan (the “Investment Plan”). The SBA issued 6 Final Orders, received notice of filing
of 1 new case, and continued to litigate 16 cases (including 3 appellate) that were pending during
the periods covered by previous reports.
Other Matters.
(a)
Public Records. During the period covered by this report, the General Counsel’s
Office received 33 new public records requests and provided responses to 33 requests. As of
November 30, 2020, the General Counsel’s Office continues to work on 15 open requests.
(b)
SBA Rule Activities. During the period covered by this report, the SBA engaged
in the following. As required pursuant to Section 120.74(2), Florida Statutes, a copy of the SBA’s
2020-2021 Annual Regulatory Plan (“ARP”), together with the certification required by Section
120.74(1)(d), Florida Statutes, was timely filed on September 30, 2020 with JAPC. The regulatory
plan has been published on the SBA’s website and a notice identifying the date of publication
appeared in the October 1, 2020 Edition of Florida Administrative Register. There were no
legislative changes that needed to be reflected by rule amendments. The Annual Regulatory Plan
identified several new/amended laws that are applicable to all Florida governmental entities but
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that do not need to be implemented by rulemaking. The SBA indicated that it recognizes the
existence of such laws and stated that it may revise, or already has revised, the SBA’s internal
policies, procedures and contracts in view of the changes.
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MEMORANDUM
DATE:

December 3, 2020

TO:

Board of Trustees

FROM:

Ken Chambers, Inspector General

SUBJECT: Quarterly Report on SBA Inspector General Activities
______________________________________________________________________
The SBA Inspector General (IG) is responsible for serving as the organization’s ethics officer;
conducting internal investigations; overseeing Investment Protection Principles (IPPs)
compliance; and handling special projects as directed by the Executive Director & CIO.
Ethics and Training


Mandatory ethics training and certification of compliance are required for all SBA employees on
an annual basis. The on-line training covers gifts, conflicts of interest, financial disclosure,
outside employment, lobbyist/principal restrictions, honorarium related events, etc. In addition
to ethics training, mandatory training is required annually for all employees in the areas of
harassment prevention, personal investment activity, insider trading, incident management
framework, and use of information technology resources. For 2020, employees are also
required to complete training courses for public records, confidential information and the
Sunshine Law (these courses are required every other year). The deadline for completing the
courses was June 30, 2020, and all SBA employees are in compliance. New employees are
required to take all of the mandatory training courses (which also includes a fiduciary
responsibility course) within 30 days of their start date. In addition to the annual mandatory
training classes, employees are also required to complete quarterly on-line training courses
concerning cyber security awareness.



During the period from September 2, 2020 to December 2, 2020, no instances were
reported to the Inspector General concerning non-compliance with the SBA gift policy. .

Investment Protection Principles Compliance
In September 2002, the Trustees of the SBA adopted IPPs for broker-dealers and investment
managers in the wake of Wall Street scandals involving tainted equity research and conflicts of
interest. The IPPs are geared toward promoting independence, transparency and regulatory
compliance, and adherence to the highest standards of ethics and professionalism. On an
annual basis, written certification is required from equity, fixed income and real estate

investment managers, and broker-dealers. Additionally, annual certifications have been
developed for the investment services related consulting firms engaged by the SBA. These
consulting firms are required to certify their compliance with certain independence and
disclosure principles.
An analysis of the 2019 certifications indicated either full compliance with the IPPs, or
explanations were provided supporting that the firms were in compliance with the spirit of the
IPPs. In early January 2021, the certification process will begin for the 2020 reporting period,
beginning with the investment consultants.
SBA Fraud Hotline
Since July 2006, Navex Global has been the independent provider of SBA Fraud Hotline services.
Through an 800 number, SBA employees, service providers, and others may anonymously report tips
or information related to fraud, theft, or financial misconduct. The telephone number and information is
prominently displayed on the SBA intranet home page. Additionally, the hotline information is available
on the SBA internet site as part of the SBA contact page. Navex Global recently upgraded the hotline
service to their new Ethicspoint system, which also provides online reporting.
During the quarter, two complaints were received by the Hotline. However, both complaints concerned
an issue that was not applicable to the SBA.

cc:

Ash Williams
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MEMORANDUM
DATE:

December 3, 2020

TO:

Ash Williams, Executive Director & CIO

FROM:

Sooni Raymaker, Chief Risk & Compliance Officer

SUBJECT:

Trustees Report – December 2020

The role of the Risk Management and Compliance (RMC) unit is to assist the Executive Director
& CIO in maintaining an appropriate and effective risk management and compliance program to
identify, monitor and mitigate key investment and operational risks. RMC plays a critical role in
developing and enhancing the enterprise-wide system of internal controls. RMC proactively
works with the Executive Director & CIO and designees to ensure issues are promptly and
thoroughly addressed by management.
SBA senior management has created a culture of risk management and compliance through the
governance structure, allocation of budgetary resources, policies, and associated training and
awareness. Management is committed to ethical practices and to serving the best interests of
the SBA’s clients.
Included below is a brief status report of RMC activities and initiatives completed or in progress
from September 2020 to the current period. The RMC team has been working remotely due to
COVID 19 since mid-March 2020. All RMC activities, reviews, controls and processes are
continuing to operate effectively and as expected during this time of remote work.
Compliance Exceptions
No material compliance exceptions were reported during the period.
Enterprise Risk Management (ERM)
The quarterly Risk & Compliance Committee (RCC) was conducted telephonically on November
19, 2020. The focus of the meeting was to review the results from the 2020 Enterprise Risk
Assessment, as well as a Work from Home Risk Assessment and a board-wide Work from Home
Survey. Senior leaders are now reviewing the results and formulating next steps and potential
management plans.
Trading Counterparty Management
The annual trading counterparty renewal process was completed and effective October 1, 2020.
There were no new trading counterparties added or removed from the list. All counterparties
were reviewed for financial strength and credit quality as well as review of reported regulatory
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findings for impact to the SBA. In light of the recent investment manager best practices review
with respect to trading counterparty management and the current remote work environment, a
trading counterparty operational risk questionnaire was sent to all current counterparties as part
of the annual review, and responses are currently being reviewed.
External Manager Operational Due Diligence (ODD)
During the period, the ODD team reviewed and commented on 22 consultant operational due
diligence reports on alternative investment managers as part of the investment approval process
which represents approximately $2.8 billion in potential investments. The ODD team conducted
one desk review on external managers and noted areas of operational considerations. Follow-up
onsite reviews have been postponed until travel is resumed. The ODD team also participated in
the Global Equity preliminary Growth manager search.
The ODD team conducted a virtual quarterly meeting with all asset classes and provided a
demonstration of the ODD risk assessment. A sample risk assessment report was provided and
there was discussion regarding factors, questions, and weights. The asset classes have been
asked for feedback to make enhancements to the risk assessment.
The meeting materials also included an SEC risk alert regarding Cybersecurity Safeguarding Client
Accounts Against Credential Compromise issued in September 2020.
Public Market Compliance (PMC)
The BlackRock Aladdin compliance system project is now complete as all rules have been
reviewed and finalized. The completion of this project has allowed PMC to transition the Florida
PRIME monthly compliance review to a daily (T+2) review using Aladdin reporting. This new
process went into effect on November 2, 2020.
PMC worked with the SBA Center of Excellence to implement a robotic process automation (RPA)
of the Aladdin reporting process. The manual process of retrieving, downloading, formatting and
saving the daily compliance Aladdin reports took approximately 45 minutes each day. With the
automation of these steps, PMC is able to spend additional time on analysis of data rather than
creation of data. The project began in late July 2020 and the automation process went live on
November 9, 2020.
PMC continues to update the compliance rules matrix for new and revised IPG’s, Schedule B’s,
and Policies. PMC is in the process of risk ranking each rule within the matrix.
Performance Reporting & Analytics (PRA)
The PRA database management team continues to improve the current performance dashboard
by incorporating additional functionality for smaller asset composites and additional risk
statistics across asset classes. The team continues to create models to ensure data accuracy and
reconcile monthly and quarterly performance data. The team is also reviewing Tableau and
Power BI to migrate On-Demand reports and reconciliation files. The PRA team reconciled all
Fiscal Year End numbers, including official data and audited data.
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The PRA team is working with SBA Center of Excellence to implement a robotic process
automation of the daily reconciliation files as well as performance daily reports. The manual
process of refreshing 20 files every morning takes over an hour. By automating these processes,
the analysts’ time can be spent on higher level analytics required for the daily reports and
reconciliations.
The PRA team continues to revise and improve current procedures to ensure efficiency of process
as well as maintaining established controls, or creating new ones, where needed.
Policy Activity and Regulatory Monitoring
During the period, several operational policies, such as Enterprise Access Control and Wireless
Security, were updated to strengthen controls and to reflect current information. The Trading
Counterparty Management policy was also revised for consistency with enhanced procedures for
the approval and ongoing monitoring of trading counterparties for the public market asset
classes. Finally, a new, high-level policy was added to establish a governance framework for the
implementation of an Intelligent Automation program at the SBA.
The SBA continues to monitor guidance on the LIBOR issue from industry groups, particularly that
provided by the International Swaps and Derivatives Association (ISDA). Additionally, the
working group continues to monitor the phased-in implementation of regulatory margin
requirements for non-centrally cleared derivatives transactions, which has a last phase deadline
of September 1, 2021. The SBA is not currently in scope for compliance with the margin rules due
to its current trading volume thresholds.
On August 26, 2020, the Securities and Exchange Commission announced the adoption of
amendments to the definitions of Accredited Investor and Qualified Institutional Buyer (QIB).
These amendments are intended to expand investment opportunities and promote capital
formation. The amendments will become effective on December 8, 2020. The SBA Office of the
General Counsel is currently performing a legal review to determine the applicability of the
expanded definitions to current portfolios.
Personal Investment Activity
During the period, there were 106 requests for pre-clearance by SBA employees. None of those
requests required additional analysis due to the updated $20,000k/5% ownership threshold
reporting requirement which became effective in February, 2019. All requests were approved.
There was one new employee with accounts to report during the period.
RMC issued a Request for Quote (RFQ) on October 16, 2020, seeking competitive responses from
vendors offering a cloud-based, Software as a Service solution to automate various processes
related to the personal investment activity of SBA employees. The response deadline for the RFQ
was November 30, 2020.

State Board of Administration
Strategic Investments Asset Class Review
Trent Webster
Senior Investment Officer – Strategic Investments
Investment Advisory Council Meeting
December 15, 2020

Policy Objectives
• Generate a 4% real return over the long-term
• Dampen the volatility and improve the risk-adjusted return
of the FRS
• Outperform the FRS during periods of significant market
declines
• Increase portfolio flexibility by investing in new strategies
and opportunistically across current strategies

Other Roles
• Repository for strategies that may not be a good fit in
other asset classes
• Home for cross-asset class strategies
• Act as an incubator for potential new asset classes

Allocation within FRS
•
•
•
•

Policy target allocation of 12% of the FRS
Allocation range of 0% to 16%
Statutory restriction of 20% on alternative investments
Current weight is 9%

Strategic Investments Weight in FRS
SI Weight in FRS
12%

10%

8%

6%

4%

2%

0%

Portfolio
•
•
•
•

Net asset value of $15 billion
Net asset value plus unfunded commitments of $21.7 billion
106 relationships managing 176 funds
Private market strategies 50% of NAV, liquid strategies 50% of
NAV

Strategy Allocations
Strategic Investments Strategy Weights
100%
90%
80%
70%
60%
50%
40%
30%
20%
10%
0%

Global Equities

High Yield

Debt

Equity

Real Assets

Diversifying Strategies

Flexible Mandates

Sub-Strategy Weights

Fund Selection
There are three broad screens for managers in this order
1. High ethical standards
2. Institutional quality
3. Attractive, process-driven, repeatable risk-adjusted
performance

Fund Selection
•
•
•
•
•
•
•
•

Invest in funds or fund-like structures
No direct investments other than in General Partnerships
Demonstrable track record – “Concept/Proof of Concept” model
Typically do not invest in first-time funds unless it’s a unique or compelling
idea, or we are very familiar with the manager
Usually get to know the manager first, often meeting in between fundraising
Strategy conceptually sound
Unique in some way
Manager more important than strategy

Asset Allocation
•
•
•
•
•

Annual asset allocation meetings
Internal pacing model
Periodic mean-variance optimization
Sub-strategy target weights set over the next three to five years
Ongoing market discussions
–
–
–
–
–

Quarterly Market Update meeting
Discussions with managers
Weekly staff meetings
Meetings with consultants
Third-party research

Asset Allocation
Projected

Current Target Weight
Weight Weight in Year 5
Distressed
Evergreen Debt
Loans
Subordinated Capital
Debt

9%
3%
7%
6%
25%

15%
3%
7%
5%
30%

14%
3%
7%
4%
28%

Activist Equity
GP Investments
Long Equity
Long/Short Equity
SI Private Equity
Equity

6%
2%
0%
3%
7%
19%

9%
1%
0%
2%
5%
17%

10%
1%
0%
2%
3%
17%

Commodities
Infrastructure
SI Real Estate
Timberland
Transportation
Real Assets

3%
6%
5%
3%
4%
21%

4%
7%
5%
3%
5%
24%

4%
7%
4%
4%
5%
23%

Global Macro
Insurance
Managed Futures
Relative Value
Royalties
Diversifying Strategies

5%
6%
10%
3%
2%
25%

3%
8%
6%
1%
2%
20%

3%
10%
6%
2%
2%
22%

Event
Multi-Strategy
Open Mandate
Flexible Mandates

1%
5%
4%
10%

1%
5%
3%
9%

1%
5%
5%
11%

Special Situations

0%

0%

0%

100%

100%

100%

Total

Liquid
Investments
Capacity

Private Markets
Commitments
Next 5 Years
$620

$0

$0

$155
$195
$970

$500
$0
$0
$500

$155
$155
$200
$115
$190
$0
$90
$595

$0
$500
$0
$0
$500

$90
$90

$0
$0
$0

$365
$365

Current
Priority
High
Low
Moderate
Moderate

High
Low
Low
Low
Low

High
Moderate
Moderate
Low
Moderate

Low
High
Low
Moderate
Low

Low
Low
Moderate

$0
$1,000

$2,020

All funds in Pipeline are assumed to close. Potential activity excludes funds in Pipeline.
Millions of dollars.

Performance Versus Benchmarks
Strategic Investments Performance
10%
8%
6%
4%
2%
0%
-2%
-4%
-6%
-8%

Quarter

1 Year
Strategic Investments

3 Year
Benchmark

5 Year
Real Return Target

10 Year

Benchmarks
• Primary asset class benchmark – weighted average of fund
benchmarks
• Secondary asset class benchmark – CPI + 4%
• Fund benchmarks include market indices, peer groups and asset
class secondary benchmark
• Benchmarking is difficult in alternative investments

Performance Versus FRS ex-SI
Strategic Investments Performance
10%

8%

6%

4%

2%

0%

Quarter

1 Year

3 Year
Strategic Investments

5 Year
FRS ex-SI

10 Year

Strategy Performance

Debt
• 26% of Strategic Investments NAV
• Medium-term target is 30%
• Closed on 17 funds at $3.5 billion
this calendar year
• Sub-strategies
–
–
–
–

Distressed
Evergreen Debt
Loans
Subordinated Capital

Debt – Distressed
• Could also be named “Credit
Opportunities”
• SI’s largest sub-strategy
• Federal Reserve actions mitigated
the distressed cycle but likely
prolonged it
• Closed on 10 funds at $2.35 billion
this calendar year

Debt – Evergreen Debt
• Credit hedge funds and other
liquid debt strategies
• Usually high fee structures
compared to private markets
credit
• Typically a unique strategy
• Closed on two funds at $300
million this calendar year

Debt – Loans
• Typically loans high in the capital
stack
• Corporate and asset-backed
lending
• Attractive environment for lending
currently
• Closed on two funds at $300
million this calendar year
• One fund in pipeline

Debt – Subordinated Capital
• Mezzanine securities, preferred
equity, and some common equity
• More attractive environment than
prior to the pandemic
• Niche strategies interesting
• Closed on three funds at $550
million this calendar year
• One fund in pipeline

Equity
•
•
•
•

19% of Strategic Investments NAV
Medium-term target is 17%
No exposure to Long Equity
Closed on one fund at $200 million
this calendar year

•

Sub-strategies
–
–
–
–
–

Activist Equity
GP Investments
Long Equity
Long/Short Equity
SI Private Equity

Equity – Activist Equity
• Strategies which attempt to unlock
value at public companies
• Beta-plus strategy
• Fee structuring critical
• Changes in Japan very interesting
• Poor equity market performance in
Europe putting pressure on boards
to create value
• Closed on one fund at $200 million
this calendar year

Equity – GP Investments
• Investments in the economics of
General Partnerships
• Very popular strategy amongst LPs
• Valuations are stretched
• Last investment in 2011
• No plans for any additional
investments

Equity – Long/Short Equity
• Hedge funds that buy and sell
short equity securities
• Very high bar
• International markets more
interesting but can be difficult to
access
• Unique strategies can be
interesting

Equity – SI Private Equity
• Private equity plus other asset
classes
• Some funds in the portfolio
evolved into private equity funds
• Includes Florida Growth Fund
• Not actively looking to add new
funds

Real Assets
•
•
•

20% of Strategic Investments NAV
Medium-term target is 24%
Closed on eight funds at $1.375 billion
this calendar year

•

Sub-strategies
–
–
–
–
–

Commodities
Infrastructure
SI Real Estate
Timberland
Transportation

Real Assets – Commodities
• Current exposure through credit
• Exposure through hedge funds,
futures and physicals possible but
none thus far
• Attractive supply/demand
dynamics over the medium term
• Not many fund offerings
• Closed on one fund at $200 million
this calendar year

Real Assets – Infrastructure
• Both credit and equity exposures
• Definition of infrastructure keeps
expanding
• Niche strategies interesting
• Tailwinds in Emerging Markets
• Closed on three funds at $350
million this calendar year
• Two funds in pipeline

Real Assets – SI Real Estate
• Real estate performing and
distressed debt
• Debt has been mezzanine thus far,
but could be senior
• Stressed and distressed properties
• Some property redevelopment
• Closed on three funds at $625
million this calendar year
• One fund in pipeline

Real Assets – Timberland
• Direct ownership of timber
properties
• Exposure in the Southeast,
Northwest, New York and Chile
• Lower returning but should earn
real return target

Boston Timber Opportunities (Molpus Woodlands Group)
Jackson Timberland Opportunities (Hancock Timber Resource Group)

Real Assets – Transportation
• Investments in aircraft and railcars
• Pandemic has created tremendous
dislocations and opportunities in
airline industry
• Railcars remain reasonably valued
• Closed on one fund at $200 million
this calendar year
• One fund in pipeline

Diversifying Strategies
•
•
•

23% of Strategic Investments NAV
Medium-term target is 20%
Strategies with a low correlation to
equity and credit that provide a buffer
during a significant market decline

•

Sub-strategies
–
–
–
–
–

Global Macro
Insurance
Managed Futures
Relative Value
Royalties

Diversifying Strategies – Global Macro
• Strategies that trade off
macroeconomic trends
• Also includes style premia
strategies
• Discretionary global macro has
struggled
• Emerging Markets more
interesting than Developed
Markets

Diversifying Strategies – Insurance
• Insurance, reinsurance,
retrocession, and life settlements
• Markets are hardening
• Trapped capital in funds and a
decline in risk-based capital
amongst rated carriers are causing
a decline in supply
• Prices rising due to hurricanes,
wildfires and “social inflation”
• Two funds in pipeline

Diversifying Strategies – Managed Futures
• Systematic trend-following, mean
reversion and relative value
strategies
• Trades rates, FX, commodities and
equity indices
• Mostly fund-of-funds portfolio
• Strategies held up well during
pandemic

AQR Managed Futures Fund II
Caerus DT Fund (Blackrock Alternative Advisors)
Elan Fund LP (JP Morgan Alternative Asset Management)

Diversifying Strategies – Relative Value
• Typically net-neutral strategies
which go long one security and
short another
• Current portfolio is mostly
arbitrage and relative value trades
in the government bond cash and
derivatives markets
• Risk control very important

Diversifying Strategies – Royalties
• Strategies that invest in royalties
and structured credit backed by
royalty payments
• Current portfolio includes
healthcare, television, movies and
music
• Music revenues beginning to rise
after a brutal decline
• Video undergoing structural
changes due to streaming

HealthCare Royalty Partners III
NovaQuest Pharma Opportunities Fund V
Primary Wave Music IP Fund 1
Primary Wave Music IP Fund 2
Vine Media Opportunities III
Vine Media Opportunities IV

Flexible Mandates
•
•
•
•

•

12% of Strategic Investments NAV
Medium-term target is 9%
Strategies which can invest across a
wide variety of asset classes
One fund closed at $200 million this
calendar year
Sub-strategies

– Event
– Multi-Strategy
– Open Mandate

Flexible Mandates – Event
• Hedge fund strategy that invests in
securities of companies
undergoing change
• Mergers, acquisitions, divestitures,
spin-offs, exchanges
• Strategy is often highly correlated
to public equities

Luxor Capital Partners

Flexible Mandates – Multi-Strategy
•

•
•
•
•

Hedge funds that invest across several
strategies including equity long/short,
performing and distressed credit, merger
and convertible arbitrage
Managers shift capital across strategies
to those with the best risk-adjusted
returns
Emerging Markets managers more
interesting but can be difficult to access
One fund closed at $200 million this
calendar year
One fund in pipeline

Flexible Mandates – Open Mandate
•
•

•

•

Typically private market funds that
invest across different asset classes
Equity, debt, commodities,
infrastructure, real estate, royalties,
spectrum
Alternative asset firms see
opportunities that do not fit into a
specific fund mandate
Funds co-invest alongside other
mandates within the firm

Recent Activity
• Quarterly cash outflow was $460 million
• Cash outflow for the calendar year has been $1.1 billion
• Twenty-seven funds totaling $5.275 billion were closed this calendar
year, the busiest on record
• Ten new funds totaling $1.8 billion were closed in the most recent
quarter, the busiest quarter on record
• Seven new funds totaling $1.5 billion have been closed this quarter
• Nine funds totaling $1.275 billion in the Pipeline

Overview of FSBA’s Strategic Investments
As of June 30, 2020 • USD
% of
NAV

Color

Asset Class

Blue

Debt

Orange

Equity

Green

Real Assets

17.0%

Purple

Diversifying
Strategies

28.3%

Light
Blue

Flexible
Mandates

11.8%

Yellow

Special
Situations

8.1%

Gray

Holdbacks

25.5%
9.3%

0.0%

HEDGE FUNDS

Hedge Fund Allocation

Hedge Fund Allocation
$4.7 billion, 2.9% of FRS Pension Plan
3.1%
4.6%
9.5%
4.2%
3.0%
1.1%
6.5%

Multi-Strategy/Event Driven

Credit Opportunities



Flexible mandate across various equity, credit, and
arbitrage strategies—mostly in a well-hedged portfolio



Long and short credit investments, typically with focus
on total return rather than income



Event Driven typically determined by company specific
events rather than broad market movements



Opportunistic investments in distressed as spreads
widen and defaults increase



Aim is for positive returns regardless of market
environment

Relative Value

Discretionary Macro



Invests in financial instruments that are the same or
similar to take advantage of price discrepancies—across
both sovereign and corporate investments



Investing with a focus on large-scale events and
market trends—typically across rates, currencies,
commodities and equities



Tendency to be tightly risk managed to limit downside





Performance tends to be higher in periods of higher
interest rate volatility

Flexible strategy. Utilizes long and short positions.
Often includes a portfolio allocation to relative value
strategies



Tend to have stringent risk management and focused
on capital preservation in down markets

Systematic Macro

Other Strategics

Multi-Strategy

Event Driven

Relative Value

Discretionary Macro

Systematic Macro

Evergreen Debt

Long/Short Equity

Notes: Hedge Fund allocation as of 9/30/2020. Liquid insurance and transportation funds are in
“Other Strategics” and have exposures as of 9/30/2020. The remaining strategic investment exposures
are also in grey and are as of 6/30/2020 due to reporting constraints.

Long/Short Equity



Using algorithms to spot trading patterns and algorithms to
execute trading that capitalizes on that pattern



Bottom up investing strategy taking long and short
positions in individual equities



Includes various quantitative/systematic strategies that are
complementary and diversifying to traditional asset
classes





Utilizes mostly liquid instruments such as futures,
forwards, options, etc.

Manages portfolios with net equity exposure that is a
fraction of the market (by balancing longs against
shorts) with an aim to create a positive long/short
spread



Returns are driven by idiosyncratic positions yet tends
to have some equity market dependency

Hedge Funds: What’s in your portfolio?
STRATEGY SUB-STRATEGY
Flexible
Mandates

Multi-Strategy
Event Driven

Diversifying
Strategies

Relative Value
Discretionary Global
Macro
Systematic Global
Macro

INVESTMENT EXAMPLES
Low net market exposure, low beta to equity markets




Negatively correlated to highly correlated investments; Expect good
performance in down equity markets




Debt

Investments across credit landscape, balancing long and short exposure to isolate alpha.
Diversification across investments minimizes downside
Identification of a handful of market themes, expressed through liquid instruments across
rates, currencies, equities, commodities. Directional risk
Mix of quantitative strategies including trend-following, pattern recognition, mean
reversion, carry, etc. designed to exploit market inefficiencies

Distressed Credit
Catalyst-driven credit investments focused primarily on corporate and
Opportunistic Credit
sovereign credit
Distressed and stressed credit investments, restructurings, liquidations
Emerging Markets Credit 


Equity

Catalyst-driven equity and credit investments, hedging specific risks
Distressed and stressed credit investments, restructurings, liquidations
Merger arbitrage, typically seeking attractive spreads and deal certainty

Long/Short Equity
Equity Capital Markets

Opportunistic credit investments across credit landscape, long and short

Equity focused investments with varying levels of market exposure



Long/short equity focused on specific inefficiencies or skill, i.e., dedicated China
long/short
Equity Capital Markets focused on systematically harvesting premia offered by new
equity issuance

Efforts in recent years to prioritize diversification have resulted in a portfolio that has little equity market dependency.

Hedge Fund Program: Prioritizing Diversification

Diversification

Outcome

Beta

.2

Prior to April 2014 – Post April 20141

.1

Correlation

.8

Prior to April 2014 – Post April 20141

.7

Q4 2018
5.0%

May 2019
0.0%

Aug 2019

Lower Beta

Lower Beta

Q1 2020

0.3%

0.0%

Downside
protection

-5.0%
-10.0%

-2.6%

-5.9%

-2.4%

-4.3%

Preserved Capital in
Down Markets

-12.8%

-15.0%
-21.4%

-20.0%
-25.0%
Total Hedge Fund Portfolio

MSCI ACWI Index (N)

Notes: All returns are monthly and net of fees. Beta and Correlation are calculated versus the MSCI ACWI IMI (net). Beta represents an average of 24 month rolling periods for the time periods described below.
“Pre-April 2014” represents data from March 2011 through April 2014 “Post-April 2014” represents data from May 2014 through September 2020.
Total SBA HF Program includes “Diversifying Strategies” as of May 31, 2014.
Total SBA HF Program includes “Relative Values” as of April 30, 2015.

Hedge Fund Investing Summary


Hedge funds offer investors access to managers who possess the potential to generate
returns in excess of their commensurate risk



Hedge fund managers possess the flexibility to invest across asset classes, strategies,
markets, etc. where they see the best opportunities



Hedge funds offer investors the ability to diversify the economic sources of returns, thus
reducing risk through the uncorrelated nature of their investment strategies, which are not
replicable through traditional long-only investments



In addition to investing long, hedge funds can use strategies that have the potential to
perform well in a variety of market conditions, both declining and rising



A carefully constructed portfolio of hedge funds should reduce the volatility of an overall
portfolio while adding to returns over a full market cycle because of the added diversification

Over time, bonds return their yields
US AGGREGATE BOND INDEX
January 1, 1976 – September 30, 2020
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Sources: Bloomberg Index Services Limited, and Thomson Reuters Datastream.
Notes: Data are monthly. The last full five-year period was October 1, 2015 to September 30, 2020. The September 30, 2020 yield-to-maturity of 1.18% on the Bloomberg Barclays Aggregate Bond Index implies
low nominal returns at best.

Starting valuations have an enormous impact on prospective returns
SHILLER (CYCLICALLY ADJUSTED 10-YR) P/E VS. SUBSEQUENT S&P 10-YR NOMINAL RETURNS
June 30, 1948 – September 30, 2020
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Investors that bought near peak
valuations (Feb '99) earned -3.4%
annualized the next 10 years.
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An investment starting 10 yrs
ago (Sep '10) has earned
13.7% annualized.
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Sources: Robert J. Shiller and Standard & Poor’s.
Note: Normalized real P/E ratios (Shiller P/E ratio) for the S&P 500 Index are calculated by dividing the current index value by the rolling ten-year average of inflation-adjusted earnings. Earnings data are
preliminary as of September 30, 2020.
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PRIVATE CREDIT MARKET
ENVIRONMENT

Private Strategic Investments Overview
TOTAL EXPOSURE (NAV + UNFUNDED)

ASSET CLASS EXPOSURE ($ MILLIONS)

As of June 30, 2020

Open Mandate,
8%

As of June 30, 2020

SI Private
Equity, 11%
Distressed, 19%

Transportation,
6%

Loans, 8%

Diversifying
Strategies, 5%

Subordinated
Capital, 13%

Commodities,
8%
Timberland, 4%
Infrastructure,
8%

SI Real
Estate,
9%

GP Investments,
2%

Transportation
Open Mandate
SI Private Equity
SI Real Estate
Timberland
Infrastructure
Commodities
GP Investments
Diversifying Strategies
Distressed
Subordinated Capital
Loans

NAV

Unfunded



As of June 30, 2020, total exposure of the FSBA’s private strategic investments program was $15.2 billion
(9.5% of FRS Pension Plan), with $8.3 billion (5.1% of FRS Pension Plan) of unrealized value (NAV).



The program is diversified across strategies and geographies and is well positioned to take advantage of
current trends in the credit markets.



The overall program is performing well, generating a net IRR of 9.1% and net TVPI of 1.3x since inception.

Note: Asset allocation data calculated by Cambridge Associates. Performance figures are based on Cambridge Associates data as of 6/30/2020.

Private Strategic Investments: Post-COVID Opportunity Set

Nine months after the start of COVID, what does the opportunity set look like






High quality senior direct lenders benefiting from better terms and pricing


Initially, managers were focused on existing portfolios, estimate 15% to 20% of portfolio directly
impacted



Worked with sponsors to provide relief through PIK and amendments in exchange for new capital
from sponsors to provide liquidity

Credit Opportunities managers are addressing the capital need


Current market environment is ideal for managers that can provide rescue capital to stressed
companies



Public market is binary, companies that cannot raise capital turn to credit opportunities managers
that are skilled at structuring and experienced with workouts.

Distressed Opportunity likely delayed and smaller than originally thought


Extraordinary government support has stabilized companies and the economy



Has government action cut short the distress cycle or just delayed it?



Fundamental data suggests economy could experience additional stress

Good Time to Continue With Direct Lending Strategy


Sponsor backed middle market at higher spreads and lower leverage

Technicals Driven by Unprecedented Fiscal and Monetary Stimulus

US High Yield and Leveraged Loan Prices as of Oct 31, 2020
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Fundamentals Suggest Economy is Struggling to Recover in Face of Rising COVID Cases
DAILY NEW COVID-19 CASES AS OF NOV 19, 2020

U.S. Initial and Continued Unemployment Claims as of Nov 2, 2020
(in thousands)
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LEVERAGE RATIO: US HIGH YIELD AS OF 2Q 2020
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Earnings Scorecard: J.P. Morgan Private Bank, FactSet. Data as of October 9, 2020.
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Leverage Ratio: ICE BofA Merrill Lynch
New Weekly Unemployment Claims: Thompson Reuters Data Stream and US Department of Labor
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Rescue Financings and Distressed Opportunity Appear Sufficient to Match Capital Raised
Distressed Ratio by Industry as of Oct 31, 2020

US High Yield and Leveraged Loan Default Rate (%) As of Sept 30,
2020
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2008
$600
$600
$275
$1,475
10%
60
$89

2020
$1,400
$1,200
$800
$3,400
5%
60
$102

European High Yield / Leveraged Loans Experiencing Significant Stress



Over 30% of the overall European high yield
index (EUR 69 billion) and 25% of leveraged
loans (EUR 46 billion) have been
downgraded, skewed towards lower rated
issuers



European default rate forecasts for high
yield and leveraged loans are approaching
those seen in the GFC



With credit markets roughly doubling in size
since 08’, reasonable to expect an
expanded distressed opportunity set

Source: Cheyne Capital

Asian Credit/Lending Markets More Stressed Than US/Europe


Only the highest quality, largest corporates
and repeat issuers have ability to tap public
markets to shore up challenged balance
sheets



The sharp decline in Asia high yield bond
issuance is giving rise to a liquidity squeeze



Refinancing risk: ~$166b of bonds due
through 2021 and $52b due by 31
December 2020



Predicting Asian high yield default rates
climbing to 6.4% by year-end (from just
2.3% in March)



Chinese RE issuers comprise 60% of the
HY market and will provide a significant
opportunity set



With stressed banks and even scarcer
credit, the Indian and Indonesian markets
will continue to provide a large opportunity
set for stress/distress investing

HIGH YIELD BOND ISSUANCES IN APAC (EX-JAPAN)
Q1 2019 – 2Q 2020

JACI HY Corporates YTW and Z-spread to worst

Sources: SC Lowy, J.P. Morgan, Bloomberg.
Notes: Current prices & spreads as of September 30, 2020.
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Strategic Investments – Real Estate Structured Debt and Timber Performance

SBAF Strategic Portfolio and Townsend Relationship

LAST 13+ YEARS

2007-2010

TIMELINE
•
•
•
•
•
•
•

•
•
RECENT EVENTS /
FORWARD LOOKING

•
•

•
•
•

SBAF established a dedicated Real Estate Structured Debt allocation within the Strategic Investments Portfolio
Initial investment made in 2007 with four commingled fund commitments made over the next three years primarily
targeting higher risk/return strategies
In 2010, a Real Estate Structured Debt separate account was established to balance the portfolio’s risk/return metrics
Increased allocation and portfolio size with a peak market value of approximately $1.7 billion in 2016
Created a stabilized and mature portfolio across core and non-core investments
In 2012, established two Timber separate accounts totaling $500 million of combined commitments with a US only strategy
and US/ex-US strategy. Nearly fully invested with a small amount of unfunded capital targeting ex-US investments.
On approximately $3.5 billion of committed capital, the portfolio has returned approximately $2.7 billion of capital to SBAF,
has an NAV of $1.2 billion and $558 million of unfunded commitments. The portfolio has generated a combined since
inception net IRR of 7.4%, exceeding CPI +400 bps objective (as of 6/30/20).
The Real Estate Structured Debt portfolio has generated a since inception net IRR of 8.2% (as of 6/30/20)
The Timber portfolio has generated a since inception net IRR of 5.0% (as of 6/30/20)
Real Estate Structured Debt and Timber investments represent approximately $1.2 billion of market value, or 8.5% of the
Strategic Investments Portfolio, or 0.8% of total plan assets (as of 6/30/20)
Between 2016-2019, no new investments were made in the portfolio, creating a lack of vintage year diversification and
declining market value given closed end investment structures. However, since 2019, the portfolio made four fund
commitments (three follow-on and one new investment) as well as an additional allocation to a separate account.
Three investments are fully realized with two additional realization anticipated over the next 12 months
Continue active oversight of investments and asset management
Enhance portfolio through unique investment opportunities (e.g., new funds, distressed situations, etc…)

Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

Real Estate Structured Debt and Timber Performance
•

Performance below is broken out by the Real Estate Structured Debt and Timber investments compared to their respective objectives/benchmarks.
Portfolio consists of 16 active Real Estate Structured Debt investments and two Timber investments (three additional Structured Debt Funds have been
fully realized and three new investments have either been closed or are in process of closing).

•

After considerable write-downs in the first half of 2020, the Structured Debt portfolio underperforms the portfolio objective of CPI +400 bps. Despite
the significant short-term underperformance, longer-term performance tracks CPI +400 bps. The Timber portfolio outperforms the comparable indices
over all measured time periods below.

•

Considering the commitment amounts and performance from both Real Estate Structured Debt and Timber investments, the combined net IRR since
inception is return is 7.4%.
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Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

Timber Portfolio (Net)

Three Year Return

Five Year Return

NCREIF NTI (Gross)

IRR*
NCREIF NTSAI (Net)

Real Estate Structured Debt Portfolio
•

Within the Strategic Asset Class portfolio, SBAF has committed approximately $2.7 billion to nine Real Estate Structured Debt focused managers
across 18 funds and one separate account. The debt portfolio targets opportunities throughout the capital stack and across property types as well as
regions.

•

Starting in 2008, the portfolio has invested across 11 vintage years and is seeing realizations and distributions from early commitments. Before 2019,
no commitments were made since 2016. Therefore, in the last three years the portfolio has seen more capital distributions than contributions.
However, in 2Q20 this trend reversed with more capital invested and less distributions due to the COVID-19 pandemic causing limited
sales/distributions by managers. Going forward, we anticipate contributions to continue to outpace distributions due to four new commitments over
the past 18 months totaling $900 million.
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Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

Real Estate Debt NAV

Contributions/Distributions/Withdrawals (millions)

$160

$1,200

Timber Portfolio
•

The Timber Portfolio currently consists of two separate accounts established in 2012 totaling $500 million of commitments. Approximately, $463
million has been funded as of June 2020. In 4Q20, an additional investment requiring $19 million of capital was closed.

•

The portfolio is well diversified with exposure to the Pacific Northwest, South, Northeast, and Chile. In addition, the portfolio is diversified by age,
class, and species.

•

Both managers started making cash distributions in the second quarter 2013 and since inception have made cash distributions totaling approximately
$116 million.

•

The two timber mandates are appraised annually (one in June and one in December). In the short term, due to extended downtime of
manufacturing and a slowed economy, pricing was negatively impacted and may continue to be for 2020, though dampened compared to prior
expectations. In the U.S. Pacific Northwest region, most regional mills elected to temporarily curtail production through May. But in early June,
majority of mills were back at full capacity and worked down their inventories as housing starts and construction continue moving back to
pre‐pandemic levels.
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Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.
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Real Estate Market Update

Monetary and Fiscal Policy Aiding Global Recovery
Real GDP Growth Forecasts (YoY%)
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Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.
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Limited Price Discovery As The Transaction Market Remains Frozen
Commercial Real Estate Rolling 3-Month Average Transaction Volume
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•

Unprecedented uncertainty led investors to hit a temporary pause on their programs as they waited for more clarity to emerge on the impact of the pandemic and, more
importantly, the timeline and path towards normality

•

Most investors are taking time to re-evaluate their investment strategy and modified it for the post-pandemic environment

•

Work and travel restrictions have limited on-site due diligence which has also contributed to lowering transaction volume

•

Introducing new manager/operator relationships in this period has been challenged by lack of personal interaction, further restricting activity

Source: Real Capital Analytics, The Townsend Group
Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

Core RE Returns Turned Negative, But Sector Level Differences Exist
U.S. Core Real Estate Returns
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Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.
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Pandemic Impact on Strategy and Investment Principles
Impact of Pandemic on Investment Strategy
•
•
•

Accelerating Pre-COVID trends resulting from technology adoption
Disruption Effects of COVID-19 on living and working preferences
Dislocation effects of COVID-19 on global supply chains and on select parts of the economy (due to travel restrictions) resulting in real
estate assets that are now operationally challenged, causing distress

Our Investment Principles for an Uncertain Environment
•
•
•
•
•
•

Re-evaluate sub sector and sub market driven themes
Identify the difference between discounted high quality assets/sectors and value traps
Declining cost of debt expected to support asset valuations but periods of uncertainty warrant more resilient and conservative capital
structures
Invest with established sponsors that have demonstrated a breadth of strong capabilities and discipline
Commit capital to vehicles/structures that can react quickly and are well capitalised
Increase return expectations to compensate for elevated risk

Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

COVID-19 is Likely to Create Dislocation Across Many Sectors
Sectors

Potential dislocation
•

Occupancy levels remain low as travel is restricted and on the margin some part of demand may be permanently impaired,
however, as travel comes back, well-located assets may sustain their income earning potential and hence their value

•

Student population on campuses has dropped as temporary shift to online learning, aversion to virus exposure, and
international travel restriction continues
However, most students still prefer to be on campus and as we emerge on the other side of this pandemic, the demand for
well-located good assets is likely to return
Student housing continues to be selectively appealing, with asset quality, proximity to campus, and school quality being the
primary differentiating factors

Hotels

Student housing

•
•
•

Office

•

•

Given that many senior facilities saw outbreak of COVID-19, the demand for such assets is likely to remain low, however,
necessity-based demand for highest quality assets may return

•

High yield debt interest rates have gone up due to risk aversion, however, debt for good quality collateral remains readily
available and low yielding

Senior housing

Debt

Work-from-home will likely reduce demand for office space, however, office assets located in desirable growth areas are
likely to gain momentum, especially those that conform to new distancing norms
While demand for office space may be moderately impacted due to economic contraction and WFH, distressed investment
opportunities (if they arise) may offer attractive entry point

Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

Preferred Investment Themes
USA

Europe

Asia Pacific

Residential: remains attractive and defensively positioned in
the long term, particularly single family rental and suburban
garden apartments

Industrial: similar themes to the US but prospects for
outsized returns in Continental Europe due to the
supply/demand imbalance that will likely persist and greater
e-commerce penetration growth towards US/UK levels

Industrial: e-commerce will drive long term positive rent
growth. Asset specific underwriting will be key to
understanding supply/demand dynamics. Focus on assets
with below market rents and have good growth prospects
through value add or taking releasing risk

Industrial: well positioned to benefit from shifting
consumption habits and e-commerce. Focus on core+/value
add and build to suit for best risk adjusted returns.

Data Centers: similar dynamics to the USA

Data Centers: outsized demand for data services in the
region offers strong fundamentals. Limited supply due to
challenges with accessing land/zoning laws in some markets

Data Centers: strong future demand drivers, particularly
with the increase in reliance on tech post COVID. Execution
(manager and strategy) will be key to success

Residential: historically resilient occupancy and the sector is
defensively positioned. Affordability continues to be a
barrier to home ownership. Some concerns in terms of near
term rent contraction

Offices: while the density in metropolitan areas like Tokyo,
Singapore and Hong Kong will mean that the office sector is
more insulated from home working trends, we expect to see
valuation declines and weaker investor appetite

Student Housing: severe initial market reaction post COVID
and short term risks that potentially will create distressed
opportunities. Long term prospects are strong for assets in
close proximity to growing and elite schools

Offices: whilst certain European markets remain attractive in
the long term additional uncertainty surrounding the future
of offices should be reflected more in asset pricing. There
may however be selective buying opportunities

Retail: not a priority unless food anchored or distressed

Offices: rapid shift towards work from home and hoteling
concepts could create substantial headwinds. Seek office
opportunities in tech & innovation oriented markets but
only at a meaningful discount to pre-COVID levels. Likewise
continued focus on migration trends in South/South-East.

Retail: not a priority unless food anchored, necessity
retailing or distressed

Retail: not a priority unless food anchored, necessity
retailing or distressed opportunities

Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

Timberland Market Update

Timberland – Second Quarter 2020 Market Update
TIMBERLAND MARKETS


U.S. housing starts began 2020 strong, reaching their highest level in 13 years, but by the
end of April had fallen by over 40% as construction activity ceased due to the COVID-19
restrictions. However, through the remainder of the quarter housing has recovered much
faster than anticipated and despite concern over high unemployment rates, demand for
homes appears to be robust, with new mortgage applications in June reaching their highest
level since 2009. (FIGURE 1)



The extent of the COVID-19 impact on the forest products economy remains uncertain, but
after a period of weakness log markets are beginning to show signs of improvement. Wood
products mills in the U.S. began to restart production mid-quarter given increased demand
from home centers for do-it-yourself projects and increased housing activity. At present,
around 15-20% of North American lumber capacity remains curtailed.



Pacific Northwest markets experienced declines in demand during the quarter, with
average delivered prices for the region’s various types declining within a range of 2-7% over
quarter (FIGURE 2). Southern pine sawtimber prices decreased 9.4% during the quarter
(FIGURE 3). Owners in the south are reacting to lower demand by doing more thinnings and
less clearcutting, which yields more pulpwood where demand is higher. In the Pacific
Northwest, owners have been delaying or pulling sales off the market where local demand
is down due to mill curtailments.

FIGURE 1: US Housing Starts (Mil Units) SAAR1

FIGURE 2: U.S. Pacific Northwest Log Prices

FIGURE 3: U.S. Southeastern Timber Prices

Second Quarter 2020
1 Seasonally Adjusted Annual Rate
Sources by Figure: (1) US Census Bureau, FFA Forecast; (2)(3) FIA, Forest2Market
Townsend’s views are as of the date of this publication and may be changed or modified at any time and without notice. Past performance is not indicative of future results.

Timberland – Second Quarter 2020 Market Update
TIMBERLAND PERFORMANCE


The NCREIF Timberland Index (“NTI”) returned 0.08% for the quarter, declining from last quarter’s 0.11% return and 2Q19’s 1.04% return. The return was
comprised of a 0.47% income return and a negative appreciation return of -0.4% marking the fourth straight quarter of value declines.



The NFI’s largest timberland region - the U.S. South – returned 0.3% for the quarter which consisted of a 0.5% income return and a -0.2% appreciation return as
land values retreated slightly amidst a general COVID-driven slowdown in forestry activity. Despite the region’s below-expectations performance since the GFC,
it has remained relatively resilient with consistent income returns averaging 2.5% per year over the last ten years.



The Northwest returned -0.5% for the quarter, as timberland values remained under pressure coming off historic highs from several years ago, driving the
region’s negative return for the quarter. The return consisted of 0.4% income and -0.9% appreciation. This marks the fourth consecutive quarter for a negative
return out of the Northwest all driven by depreciating values. Values have declined by 7.1% over the past 12-months.



Timberland per acre values declined by 5%, reaching $1,769/acre versus last quarter’s value of $1,865/acre. The Northwest led all regions in declining values
(-3.4%); however, all NTI regions declined in per acre values during the quarter with the South declining least among regions (-0.49%).

NTI Quarterly Regional Return Trends

NCREIF Timber Index Return Attribution
Income Return
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Second Quarter 2020
Sources: NCREIF
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Timberland – Second Quarter 2020 Market Update
TIMBERLAND PERFORMANCE
NCREIF Timber Index Regional Returns

NCREIF Timber Index Returns

Gros s ti me-weighted returns as of 2Q 2020
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EBITDA Returns by Region
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Sources: NCREIF
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Definitions and Disclosures

Definitions
The NCREIF Timberland Property Index (NTI) – The NCREIF Timberland Property Index represents data collected from the Voting Members of the National Council of Real
Estate Investment Fiduciaries (NCREIF). The NTI is an unlevered domestic index, gross of fees, that aggregates the returns of approximately 464 privately owned
institutional investment properties valued at $23 billion. All properties have been acquired, at least in part, on behalf of tax-exempt institutions and held in a fiduciary
environment. The properties are wholly owned and joint venture investments consisting of Timberland properties only. Note that the NTI is not an investable or duplicable
universe. Also, the NTI may not fully illustrate the performance of the institutional property universe.
The NCREIF Timberland Fund and Separate Account Index (NTSAI) – The NCREIF Timberland Fund and Separate Account Index is a levered domestic capitalization-weighted
index based on each Funds’ Net Asset Value ($17.8 billion), which represents data collected from the Voting Members of the National Council of Real Estate Investment
Fiduciaries (NCREIF). The NTSAI is a gross and net of fees time-weighted return index consisting of 94 commingled funds and individually managed accounts held in a
fiduciary environment for taxable and tax-exempt investors, and mostly comprised of Timber, Timberland and cash equivalent assets, which are invested at 95% or more in
the United States. The Funds comprised in the index may change if (i) existing Funds are removed from the index due to recurring underperformance, (ii) liquidation or
termination, as well as (iii) entry of new Funds or new members of NCREIF. The NTSAI may not fully illustrate the performance of the institutional property universe.
The Consumer Price Index (CPI) – The Consumer Price Index illustrates monthly changes in the weighted average of prices of consumers’ good and services, excluding
income taxes, financial instruments, and other saving-related items. Data is collected on a monthly basis by the Bureau of Labor Statistics (BSL economic assistants) in 87
urban areas nationwide and from approximately 80,000 items regrouped in more than 200 categories, which includes 23,000 retail and service establishments, as well as
50,000 landlords or tenants. The Consumer Expenditure Survey derives each item’s weight from their reported expenditures.

Source: www.ncreif.org www.bls.gov/cpi

Disclosures
This presentation (the “Presentation”) is being furnished to a limited number of sophisticated individuals meeting the definition of a Qualified Purchaser under the
Investment Advisors Act of 1940 for informational and discussion purposes only and does not constitute an offer to sell or a solicitation of an offer to purchase any
security.
This document has been prepared solely for informational purposes and is not to be construed as investment advice or an offer or solicitation for the purchase or sale of
any financial instrument. While reasonable care has been taken to ensure that the information contained herein is not untrue or misleading at the time of preparation, The
Townsend Group makes no representation that it is accurate or complete. Some information contained herein has been obtained from third-party sources that are
believed to be reliable. The Townsend Group makes no representations as to the accuracy or the completeness of such information and has no obligation to revise or
update any statement herein for any reason. Any opinions are subject to change without notice and may differ or be contrary to opinions expressed by other divisions of
The Townsend Group as a result of using different assumptions and criteria. No investment strategy or risk management technique can guarantee returns or eliminate risk
in any market environment.
Statements contained in this Presentation that are not historical facts and are based on current expectations, estimates, projections, opinions and beliefs of the general
partner of the Fund and upon materials provided by underlying investment funds, which are not independently verified by the general partner. Such statements involve
known and unknown risks, uncertainties and other factors, and undue reliance should not be placed thereon. Additionally, this Presentation contains “forward-looking
statements.” Actual events or results or the actual performance of the Fund may differ materially from those reflected or contemplated in such forward-looking
statements.
Material market or economic conditions may have had an effect on the results portrayed.
Neither Townsend nor any of its affiliates have made any representation or warranty, express or implied, with respect to the fairness, correctness, accuracy,
reasonableness or completeness of any of the information contained herein (including but not limited to information obtained from third parties unrelated to them), and
they expressly disclaim any responsibility or liability therefore. Neither Townsend nor any of its affiliates have any responsibility to update any of the information provided
in this summary document. The products mentioned in this document may not be eligible for sale in some states or countries, nor suitable for all types of investors; their
value and the income they produce may fluctuate and/or be adversely affected by exchange rates, interest rates, or other factors. Prospective investors in the Fund should
inform themselves as to the legal requirements and tax consequences of an investment in the Fund within the countries of their citizenship, residence, domicile and place
of business.
There can be no assurance that any account will achieve results comparable to those presented. Past performance is not indicative of future results.

Disclosures
For Institutional and Professional investor use only. Not for retail use or distribution.
The views expressed in this commentary are of Townsend Holdings LLC d/b/a The Townsend Group (together with its affiliates, “Townsend”). The views expressed reflect
the current views of Townsend as of the date hereof and Townsend does not undertake to advise you of any changes in the views expressed herein.
This commentary does not constitute an offer to sell any securities or the solicitation of an offer to purchase any securities. Such offer may only be made by means of an
Offering Memorandum, which would contain, among other things, a description of the applicable risks.
Townsend employees may have positions in and effect transactions in securities of companies mentioned or indirectly referenced in this commentary, including a long or
short position or holding in the securities, options on securities, or other related investments of those companies.
Investment concepts mentioned in this commentary may be unsuitable for investors depending on their specific investment objectives and financial position. Where a
referenced investment is denominated in a currency other than the investor’s currency, changes in rates of exchange may have an adverse effect on the value, price of, or
income derived from the investment.
Tax considerations, margin requirements, commissions and other transaction costs may significantly affect the economic consequences of any transaction concepts
referenced in this commentary and should be reviewed carefully with one’s investment and tax advisors. Certain assumptions may have been made in this commentary as
a basis for any indicated returns. No representation is made that any indicated returns will be achieved. Differing facts from the assumptions may have a material impact
on any indicated returns. Past performance is not necessarily indicative of future performance. The price or value of investments to which this commentary relates, directly
or indirectly, may rise or fall. This commentary does not constitute an offer to sell any security or the solicitation of an offer to purchase any security. Investing involves risk
including possible loss of principal
NOTE REGARDING PROJECTIONS AND FORWARD-LOOKING STATEMENTS: The information provided in this report contains estimates, return data and valuations that are
based upon assumptions and projections. Such estimates and assumptions involve judgments with respect to, among other things, future economic and competitive
conditions; real estate market conditions; occupancy and rental rates; and the like, which may not be realized and are inherently subject to significant uncertainties and
changes, all of which are difficult to predict and many of which are beyond the control of the General Partner and Townsend Holdings LLC d/b/a The Townsend Group
(“Townsend”) and the investment managers of any indirect fund investments. Accordingly, no assurance can be given that such projections will be realized, and actual
conditions, operations and results may vary materially from those set forth herein. The Limited Partner is cautioned that the predictions and other forward-looking
statements reflected in this report involve risks and uncertainty, including without limitation, risks incident to investment in real estate and to investment in “non-core”
real estate funds. In light of the foregoing factors, actual returns and results are likely to differ substantially from the forward-looking statements contained in this report,
and the Limited Partner is cautioned not to place undue reliance on such forward-looking statements and projections. The words “estimate,” “anticipate,” “expect,”
“predict,” “believe” and like expressions are intended to identify forward-looking statements. Investors should make their own investment decisions without relying on
this document. Only investors with sufficient knowledge and experience in financial matters to evaluate the merits and risks should consider an investment in any issuer or
market discussed herein and other persons should not take any action on the basis of this document.
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Overview:
Fixed Income Investment Objectives

• Provide Stable Fixed Income Returns with Low Risk
Budget that Exceed Benchmark over Long Horizon
• Provide Liquidity on Demand
• Serve as Diversification for Equity Allocation

Source: DB Plan Investment Policy
Statement

Intermediate Aggregate has provided negative correlation to equities while
providing stable returns
•

Fixed Income provided solid returns in 2020, but at these rate levels, the prospect for returns
diminish, and the hedge to equities will not be efficient.

Fixed Income Overview
– Total Fund Investment Policy Allocation
o
o

Policy High
Current operating Range High

26%
19.36%

 Policy Target Weight

 Current Weight (12/3/2020)

18% (+1% Cash)
16.61% (+1.2% Cash)

o

Current Operating Range Low

13.5%

o

Policy Low

10%

Active Risk Budget

0.75% monitoring standard

1.10% escalation

Overview
Fixed Income Benchmark
Bloomberg Barclays US
Intermediate Aggregate Bond
Index
Securitized

Corporate

Statistics of Intermediate Aggregate Benchmark
Size $18.45T
Duration 3.56 Years
Coupon 2.59 Price 106.47
Average Quality AA1/AA2
Yield to Maturity

0.92

12/3/20

Treasury

Gvt Related

Overview
Structure and Characteristics of FI Allocation
(as of 12/04/2020)

Active/Passive Split
$28,812,920,804
Internal

Active Management Diversification
$17,839,037,983
Internal
Active
Passive

Internal

External Manager Oversight
Fixed Income has a small stable of external managers
•
Designed to add to our internal core capabilities with deeper staff
•
Consider these managers as part of our resources – frequent
research calls outside of performance reviews
•
We rank our managers on the basis of a number of factors,
only one of which is performance – looking primarily at a
longer (3yr) horizon
•
We incorporate all internal and external holdings into consolidated
analytics to ensure we are executing on our strategy as planned

Fixed Income Overview
– Total Fund Investment Policy Allocation
o
o

Policy High
Current operating Range High

22%
19.5%

 Policy Target Weight

 Current Weight (8/22/2018)
o

Current Operating Range Low

o

Policy Low

Active Risk Budget

17% (+1% Cash)
1% (+1.57% Cash)
13.5%
12%

0.75% monitoring standard

1.10% escalation

Fixed Income Review and Outlook
December 2020
•

12 Month Returns for the Fixed Income benchmark – Barclays Intermediate Aggregate through 11/30/2020 were 5.54%.

–
–
–

Annual Absolute Returns were positive– all sectors posted positive excess returns vs Treasuries
Treasury yields rose during the prior 3 months– 0.71% at the end of August to 0.841 on the 10 Year Treasury
at 11/30. This is roughly 1% lower than a year ago.
Yield on the entire Benchmark is only 0.90% with a 3.6 year duration – lower by 1.18% vs 12 months ago
Benchmark Returns
11/30/20
7.5
6.5
5.5
4.5
3.5
2.5
1.5
0.5

3 month

6 month

12 month

Asset Class Portfolio Performance
•

Asset class outperformed Benchmark over ALL time periods with low risk and high
Information Ratio
Fixed Income Asset Class Returns
11/30/2020
7
6
5
4
3
2
1
0

Fiscal YTD

1 Year

Fixed Income

Benchmark

3YR ANN

5YR ANN

Asset Class Portfolio Performance

Benchmark Comparison
Benchmark Returns
8.00%

1.00%

7.00%

0.90%
0.80%

6.00%

0.70%

5.00%

0.60%

4.00%

0.50%

3.00%

0.40%
0.30%

2.00%

0.20%

1.00%
0.00%

Risk Adjusted Returns

0.10%
1 Year

3 Year
Returns
Int Agg

Agg

5 Year

0.00%

1 Year

3 Year
Risk Adj. Returns
Int Agg

Agg

5 Year

Fixed Income Review
December 2020
Yields continue at historic lows as Fed outlook is lower for
longer and continued purchasing of assets to stabilize
markets

Intermediate Aggregate Yield to Maturity

Source: Bloomberg

The stock of global negative nominal yielding debt continues
to rise, offering little elsewhere

Market Value of Global Debt with Negative Nominal Yield

Source: Bloomberg

Future Outlook
Significant spread compression in intermediate and long credit

•

Source: Bloomberg

Source: Blackrock

Future Outlook
•

Expected returns for public Fixed Income assets are low for the next 12 months. Rates
are near historic lows, and spreads approaching pre-Covid tight levels.

Fixed Income Review
December 2020
•

Portfolio continues to overweight Spread
Product

•

Fixed Income Sector Allocation 11/30/2019
Corporates
Government Related
ABS
CMBS
MBS
Treasuries
-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%

Overall Active Risk has leveled off following
spring panic – below escalation standard

Fixed Income Review
December 2020
Looking Forward: Pockets of Value
•

Continue to increase active allocation
•

Currently near the high end of our budget for active allocation – transitioned a manager to a full Core Plus Aggregate mandate to
increase tracking error
We have found that giving skilled managers as many levers as possible within our risk budget has produced durable excess returns.

•

Funded a Short Duration Credit Manager – barbell with Full Aggregate Core Plus Manager

•

•

Add exposure to out of benchmark structured products or other in a dedicated strategy

–

Consider opportunity to reduce risk to a rising rate environment within overall allocation
•

–

– Recently significantly increased allocation
– Recommendation from Aon to carve out a credit only allocation – weighing cost/benefit

Given global demographics and relative yields, while we do consider, we do not look for a large rise in long bond yields. We are,
however, seeking opportunities that are less US Rate sensitive

Execute on tactical opportunities, especially in shorter duration credit securities
•

Continue to take opportunities in our Active internal portfolio – poised to take advantage of dislocations in funding market such
as we saw earlier this year.

Florida State Board of Administration

Review of Public
Fixed Income Markets

December 2020

SBA’s Public Fixed Income Markets Investment Program
Review of Fixed Income
Recent Activity

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.

1

2

All asset classes shall be invested to achieve or exceed the return of their
respective benchmarks over a long period of time. To obtain appropriate
compensation for associated performance risks:
Public market asset classes shall be well diversified with respect to their
benchmarks and have a reliance on low cost passive strategies scaled
according to the degree of efficiency in underlying securities markets,
capacity in effective active strategies, and ongoing total fund liquidity
requirements (Investment Policy Statement).
Investing Guidelines:
The primary benchmark index was formally changed from the Barclays
Capital US Aggregate Index to the Barclays Capital US Intermediate
Aggregate Index in 4Q13 in order to decrease the overall interest rate
sensitivity of the fixed income program.

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.

3

FRS Pension Plan
All public market investment portfolios are managed in a prudent, riskcontrolled fashion
Appropriate levels of delegation are given to the staff
FRS is a significant user of passive management (41% of Portfolio vs. 17%
of Peers’ Portfolios)1

Active risk levels are monitored against predetermined ranges

1 Represents

percentage of total fund assets as of 12/31/18. Source: CEM 2019 Survey.

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.

4

5

Review of Fixed Income
Within Fixed Income, the SBA utilizes more passive management relative to peers

Product¹

FRS

Peers

Passive

40.6%

17.1%

Active

59.4%

82.9%

US Fixed Income

Source: CEM 2019 Survey

1 May

not add to 100% due to rounding.

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.
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Review of Fixed Income
Over the 3- and 5-year period, the FRS Fixed Income Portfolio has ranked in the bottom
half of its universe for performance but has outperformed its custom benchmark. The
universe rank can be attributed to the SBA using a shorter duration benchmark than
many peers, as well as the SBA having limited exposure to high yield fixed income.
The information ratios, a measure of return per unit of risk taken, are strong over the
trailing 3- and 5-year periods.

Periods Ending
9/30/2020

Year to Date
Return (Rank)

1 Year
Return (Rank)

3 Years
Return (Rank)

5 Years
Return (Rank)

Inception (April 1988)
Return (Rank)

5.71% (73)

6.25% (73)

4.46% (87)

3.56% (96)

6.47%

Benchmark

5.16%

5.66%

4.20%

3.27%

6.26%

Value Added

0.55%

0.59%

0.26%

0.29%

0.27%

--

--

0.41 (42)

0.56 (66)

--

FRS Fixed Income1, 2

Information Ratio

1 Compared
2 Comprised

to the Public Funds >$1B - US Fixed Income universe; rankings are based on gross-of-fees FRS performance.
of both active and passive strategies.

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.
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Review of Fixed Income
The FRS Fixed Income Internal Active Portfolio has outperformed its benchmark but trailed
its universe median over the time periods examined. However, its information ratio ranked
in the top quartile of the universe over the trailing 3- and 5-year periods.

The FRS Fixed Income Internal Passive Portfolio has exceeded or matched its benchmark
over all periods examined.
Periods Ending
9/30/2020

Year to Date
Return (Rank)

1 Year
Return (Rank)

3 Years
Return (Rank)

5 Years
Return (Rank)

Inception (January 2002)
Return (Rank)

5.68% (69)

6.13% (65)

4.44% (69)

3.49% (70)

4.93% (54)

Benchmark

5.16%

5.66%

4.20%

3.27%

4.89%

Value Added

0.52%

0.47%

0.24%

0.22%

0.04%

--

--

0.62 (15)

0.65 (18)

0.02 (62)

Fixed Income Internal
Active1,2

Information Ratio

Inception (Sept 2010)
Return
Fixed Income Internal
Passive

5.54%

5.93%

4.33%

3.35%

3.14%

Benchmark

5.16%

5.66%

4.20%

3.27%

3.06%

Value Added

0.38%

0.27%

0.13%

0.08%

0.08%

--

--

--

--

--

Information Ratio
1 Compared
2 Excludes

to the SBA Intermediate Core Fixed Income Custom Universe; rankings are based on gross-of-fees FRS performance.
the AA Investment Grade account.

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.
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Review of Fixed Income
The FRS Fixed Income External Portfolio has outperformed its benchmark and universe
median for the trailing 1-, 3-, 5-year, and since inception time periods.

Periods Ending
9/30/2020

Year to Date
Return (Rank)

1 Year
Return (Rank)

3 Years
Return (Rank)

5 Years
Return (Rank)

Inception (January 2002)
Return (Rank)

5.80% (61)

6.55% (40)

4.59% (41)

3.80% (27)

4.91% (5)

Benchmark

5.12%

5.62%

4.19%

3.27%

4.44%

Value Added

0.68%

0.93%

0.40%

0.53%

0.47%

--

--

0.22 (70)

0.38 (51)

0.29 (8)

External1

Information Ratio

1 Compared

to the SBA Intermediate Core Fixed Income Custom Universe; rankings are based on gross-of-fees FRS performance.

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.
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10

Mercer Research Rating Review
Of the 7 FRS fixed income strategies in the Plan, 4 strategies are rated “B+” and above
The graph below shows the breakdown of the strategies by the Mercer Rating

The assets managed by PGIM are now a core plus mandate and managed against the full
Bloomberg Barclays US Bond Aggregate Index.

Mercer Ratings:
A = "above average" prospects of outperformance
B+ = "above average" prospects of outperformance, but there are strategies in which Mercer has greater conviction
B = "average" prospects of outperformance

C = "below average" prospects of outperformance
N = not rated
Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.
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Important Notices
References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2020 Mercer LLC. All rights reserved.
This contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by
Mercer. Its content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s prior written
permission.

Mercer does not provide tax or legal advice. You should contact your tax advisor, accountant and/or attorney before making any decisions with tax or
legal implications.
The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not
intended to convey any guarantees as to the future performance of the investment products, asset classes or capital markets discussed. Past
performance does not guarantee future results. Mercer’s ratings do not constitute individualized investment advice.
Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not
sought to verify it independently. As such, Mercer makes no representations or warranties as to the accuracy of the information presented and takes
no responsibility or liability (including for indirect, consequential or incidental damages), for any error, omission or inaccuracy in the data supplied by
any third party.
This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or products or
constitute a solicitation on behalf of any of the investment managers, their affiliates, products or strategies that Mercer may evaluate or recommend.
The value of your investments can go down as well as up, and you may not get back the amount you have invested. Investments denominated in a
foreign currency will fluctuate with the value of the currency. Certain investments, such as securities issued by small capitalization, foreign and
emerging market issuers, real property, and illiquid, leveraged or high-yield funds, carry additional risks that should be considered before choosing an
investment manager or making an investment decision.
For the most recent approved ratings of an investment strategy, and a fuller explanation of their meanings, contact your Mercer representative.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest.
Returns for periods greater than one year are annualized. Returns are calculated gross of investment management fees, unless noted as net of fees.

Copyright © 2020 Mercer Investment Consulting LLC. All rights reserved.
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Global Equity Update
Tim Taylor, Senior Investment Officer

Investment Advisory Council
December 15, 2020

Global Economic Recovery
Global Markets Rally

3Q20: Market Favored Quality and Momentum

Regional Returns
9.79%

9.10%

8.11%

5.64%

ACWI IMI

US
ACWI IMI

US

Developed ex-US
Developed ex-US

Emerging Markets

Emerging Markets

Parent

Absolute
Return

Low Vol

Yield

Quality

Momentum

Value

Low Size

ACWI

8.1%

-3.4%

-4.4%

1.8%

5.2%

-5.6%

-1.2%

World

7.9%

-3.2%

-4.8%

1.3%

3.3%

-7.9%

-1.6%

EM

9.6%

-4.3%

-10.2%

1.8%

1.2%

-0.5%

-2.0%

USA

9.5%

-3.9%

-5.0%

0.1%

3.1%

-7.0%

-2.1%

Europe

4.5%

1.2%

-2.5%

3.7%

4.2%

-3.8%

1.8%

Asia ex Japan

10.7%

-5.7%

-9.8%

1.2%

-1.0%

-12.3%

-2.3%

Japan

6.9%

-4.1%

-2.5%

-0.2%

3.0%

-2.7%

-0.3%

Overall Strength; yet not Indiscriminate

10%

ACWI IMI Returns by Sector

17.6%

20%
7.5%

3Q20 Global Market Dynamics

11.0%

7.3%
1.3%

12.3%

•
11.4%

5.3%

2.4%

3.7%

0%

•

-10%
-20%

-12.4%
Comm Cons Disc Staples
Services

Energy Financials Health Industrials Info Tech Materials
Care

Q3 '20

Real
Estate

Utilities

•

Equity markets surged ahead for the second consecutive
quarter, bouncing back from a tremendous 1Q sell-off prompted
by the global pandemic.
IT companies, particularly those consumer-oriented, performed
very well. Apple’s market cap topped $2 trillion, taking only two
years to double from a $1 trillion value.
Growth beat Value for the seventh consecutive quarter. Large
caps, again, beat small caps. Quality and Momentum
outperformed in almost all regions.

Aggregate Performance Summary
Total Asset Class Return
Benchmark
Excess Return
Tracking Error
Return / Risk (IR)

3Q20
8.54
8.14
0.41

CYTD
1.52
0.56
0.96

1 Yr
10.82
9.66
1.16

Cummulative Monthly Benchmark vs Total Asset Class Excess Returns
15.00%

5 Yr
10.56
9.99
0.57
0.41
1.21

Incept
10.53
9.68
0.86
0.48
1.59

Realized vs Predicted 1 Year Risk

1.00

1.20%
0.80%

10.00%

0.40%

5.00%
0.00%

0.00%

-5.00%

-0.40%

-10.00%

GE Excess Return

0.50

-0.80%

Custom MSCI ACWI IMI

GE Excess Returns

Realized

Predicted

Sep-20

Jul-20

May-20

Mar-20

Jan-20

Nov-19

Sep-19

Jul-19

May-19

Mar-19

Jan-19

Nov-18

Sep-18

Jul-18

May-18

Mar-18

Jan-18

0.00
Nov-17

-1.20%

-20.00%

Sep-17

-15.00%

Jul-17

Custom MSCI ACWI IMI Return

20.00%

3 Yr
7.12
6.49
0.62
0.37
1.54

Active Strategy Performance Summary
Excess Returns by Aggregate

What Happened

Weight (% of
Asset Class)

Q3 2020

1 Year

3 Year

5 Year

Recent Performance Drivers

Foreign Developed Large Cap

21%

2.26%

7.33%

2.69%

2.70%

Holdings in IT and Consumer Discretionary stocks continued to
benefit from business and consumer behavior changes during the
pandemic. Securities with quality characteristics also were
positive for the aggregate.

Emerging Markets

12%

0.33%

1.91%

0.94%

0.63%

Stock selection in Taiwan and India boosted performance and the
aggregate continued to benefit from growth and momentum
tailwinds.

Dedicated Global

8%

-0.11%

-3.33%

-0.95%

-0.90%

Exposure to low beta, value and yield-oriented factors pulled
down performance as momentum and growth propelled the
market’s strength.

Foreign Developed Small Cap

4%

-0.31%

-0.25%

-0.73%

-0.86%

Underperformance mainly driven by value-oriented holdings that
offset gains in growth-and momentum-oriented exposures.

US Large Cap

3%

-3.11%

-9.81%

-4.64%

-4.04%

The continued dominance of mega-cap and growth combined
with extremely concentrated benchmark leadership remain
challenges in this space.

Currency

3%

-0.55%

-1.91%

-0.36%

-0.24%

The US dollar fell relative to the euro and yen, driven by extended
low interest rates and fiscal stimulus impact concerns.

US Small Cap

2%

-0.09%

-2.42%

0.78%

-0.46%

Underweights to Biotech and Banks were positive however was
offset by a detracting overweight to the IT sector.

Total Active Aggregate

52%

0.70%

1.76%

0.68%

0.53%

Active Strategy Group

Update on Initiatives
Provide Alpha
• Continue to implement aggregate structural enhancements
– Funded new Developed Standard manager in 3Q20
– Finalizing search for International Small Cap managers

•
•

Ongoing monitoring and analysis of active aggregates
Focus on opportunistic, differentiated strategies that may add alpha and/or
diversify the asset class

Provide Liquidity
• GE continues to be a significant provider of liquidity to support beneficiary
payments
– Raised $1.4 billion in 3Q20 and more than $4 billion year-to-date.

State Board of Administration

Real Estate Update
Steve Spook
Senior Investment Officer
Investment Advisory Council Meeting
December 15, 2020

Real Estate Portfolio Sector Allocation
as of 6/30/2020

Total RE Portfolio

Florida Retirement System
Defined Benefit Fund

Public
11.0%

Cash
1.8%

Private
89.0%

Private Equity
7.2%
Strategic Inv.
8.9%

Private Market

Global Equities
54.1%

Real Estate
9.7%

Non-Core
16.0%

Core
84.0%

Fixed Income
18.3%
Source: IBP 6/30/20 Report

Private Market Leverage
as of 6/30/2020
Private Portfolio
Market Value $19,872 M

Pooled Funds Leverage

Private Market Leverage
30.5%
Closed-End Funds
Principal
Investments
24.9%

Pooled Funds
41.3%

Open-End Funds

58.2%
27.2%

Investment Portfolio Guidelines:
- Private Market Portfolio leverage limited to 40% Loan to Value (LTV).
- Principal Investments Portfolio leverage limited to 30% Loan to Value (LTV).

Principal Investments Leverage
DEBT TYPE
06/30/20
80%
60%
40%
20%

12.5%

0.00%

2.50%

5.00%

$600

21.5%

$100
$-

40.00%

$548

$176

$128

$12

$65
$50

2020

2021

2022

20.00%

$196

Fixed Rate

21.5%

21.1%

2024

$187

2025

2026

Floating Rate

2027

$112

2028

$195

2029

10.00%
0.00%

30.0%

21.5%

21.9%

22.3%

22.3%

20.0%

10.0%
5.0%

$2.3

$3.2

$3.2

$3.3

$3.2

$3.2

$3.6

06/30/17

06/30/18

06/30/19

12/31/19

03/31/20

06/30/20

06/30/20
ADJ

PI CORE AND NON CORE LEVERAGE
39.82%

30.00%
$312

2023

27.3%

25.0%

PI DEBT

$74

24.9%

$1.5

$-

$720

$200

24.9%

15.0%

$76

$400

24.8%

21.5%

$500

$300

25.0%

$2.0

$.5
$13

$700

$2.5

26.8%

$1.0

DEBT MATURITIES
06/30/20

$800

MILLIONS

$3.0

3.69%

Total PI

Floating Rate

$3.5

3.17%

Fixed

0%
Fixed Rate

3.90%

Floating

87.5
%

$4.0

BILLIONS

100%

PI 5 YR LEVERAGE

WEIGHTED AVG COST OF DEBT
06/30/20

24.76% 25.92%

25.59%

PI LTV

ODCE LTV

Investment Portfolio Guidelines
- Portfolio Leverage limited to 30% Loan To Value (LTV)
- Individual Asset Level limited to 50% LTV
- JV Individual Asset limited to 70% LTV
- Nonrecourse to the SBA

06/30/20

Core

06/30/20 ADJ

Non Core

0.0%

Total Real Estate Portfolio Performance
Data Through June 30, 2020

Net Asset Value $15,521 M
14%
12%
10%
8%

6.9%
5.0%

6%

6.2%

4.5%

4%
2%
0%

0.1%

0.2%

One Year Return

SBA RE Total Net Return
Source: The Townsend Group

Three Year Return

SBA RE Primary Benchmark

Five Year Return

Principal Investments Performance
Data Through June 30, 2020

Net Asset Value $9,753 M

16%
14%
12%
10%
8%

6.7%
4.9%

6%

4.7%

6.3%

4.5%

6.2%

4%
2%
0%

1.4%

1.3%

0.2%

One Year Return

PI Total Net Return
Source: The Townsend Group

Three Year Return

ODCE Total Net Return

Five Year Return

SBA Primary Benchmark

Externally Managed Portfolio Performance
Data Through June 30, 2020

Net Asset Value $5,768 M

14%
12%
10%

7.1%

8%

5.2%

6%
4%
2%
0%
-2%
-4%

3.6%

4.5%

5.6%

6.2%

0.2%
One Year Return

-2.1%

Five Year Return

-2.9%

EMP Total Net Return
Source: The Townsend Group

Three Year Return

External Custom Benchmark Net Return

SBAF Primary Benchmark

Private Market Property Type Diversification
as of 6/30/2020
Target NFI-ODCE +/- 15%

40%

33.2% 33.9%

35%
30%
25%

25.0%

26.8%
17.1%

20%

19.7%

15%

13.5%

15.2%

11.2%

10%

4.5%

5%
0%

Apartment

Industrial

Retail

SBA Exposure

Office

ODCE

* Other includes Agriculture, Senior Housing, Self-Storage, Hotel, Land

Other *

Private Market Geographic Diversification
as of 6/30/2020
Target NFI-ODCE +/- 15%

50%

41.2%

40%
30%

26.4%

31.1%
21.5%

20%
10%
0%

41.6%

4.5%
East

19.1%

8.2%

Midwest

SBA Exposure

6.3%
0%
South

West

ODCE

* Other includes International Investments

Other *

Recent Activity
(Since Last IAC Report)

Direct Owned:
Acquisitions (Price/Equity)
- Medical Office (2)
- Multifamily
- Multifamily Partner Buyout
Dispositions (Price/Equity)
- Senior Housing
Financing (Proceeds)
- Self Storage
Externally Managed:
New Commingled Fund Commitments
- Starwood Opportunity Fund XII
- Capman Nordic III

$100 million/$44 million
$66 million/$26 million
$9 million/9 million
$60 million/$60 million
$4 million

$150 million
€75 million

Retail Portfolio
Principal Investments
Property

Location

278 Post

San Francisco (Union Square) 73K High Street (Single Tenant)

Nike

2 & 48 Stockton

San Francisco (Union Square) 134K High Street (Single Tenant)

Vacant

Back Bay Retail

Boston (Newbury Street)

144K High Street (Single Tenant)

Various Small Shops

371K Grocery/Lifestyle (Community)

Safeway/Barnes & Noble/REI

Town Center Corte Madera Marin County, CA

SF

Type 1

Major Tenants

La Jolla Village Square

La Jolla, CA

396K Grocery/Hybrid (Community)

Ralphs/Trader Joes/Marshalls/Best Buy

Plaza Delray

Delray Beach

314K Grocery/Power Center (Community)

Publix/LA Fitness/Ross

Crossings at Fox Run

Newington, NH

510K Grocery/Power Center (Community)

Aldi/Barnes & Noble/Regal

Great Hills

Austin, TX

283K Grocery/Power Center (Community)

Home Goods/Sprouts/Petco

Shops at Greenridge

Greenville, SC

640K Power Center (Community)

Dicks/Total Wine/Best Buy

Issaquah Commons

Seattle, WA

250K Grocery/Hybrid (Community)

Safeway/Trader Joes/REI

Carlyle Crossing

Alexandria, VA

210K Grocery/Mixed Use (Neighborhood)

Wegman's

Collection at UTC

La Jolla, CA

217K Lifestyle/Mixed Use (Community)

Industrious/Equinox

1

Parenthesis indicate NCREIF designation

Drivers/Detractors
One Year Performance
Principal Investments:
Drivers
- Montecito Medical JV
- 10100 Santa Monica (Office)
- Potomac Center South (Office)
- Meadowlands Industrial
- Ontario Warehouse
Detractors
- 2 & 48 Stockton (Retail)
- 1370 Broadway (Office)
- Campus Advantage II (Student Housing)
- Crossings at Fox Run (Retail)
- The Shops at Greenridge (Retail)

Drivers/Detractors
One Year Performance
Externally Managed Portfolio:
Drivers
-

RREEF Core Plus Industrial
Prologis Targeted U.S. Logistics
Carlyle Property Investors
PRISA III
CapMan Nordic RE I/II

Detractors
-

Blackstone RE Partners Asia
Blackstone RE Partners VII
CIM Fund VIII
Rockpoint IV/V
Starwood Opportunities IX

-

Blackstone RE Partners VIII
AEW Value Investors III
Carlyle Realty Partners VIII

Q3 NCREIF Sector Capital Returns
Divergence Between and Within Sectors
Sector

Capital Return

Sector

Capital Return

Retail

-10.15%
-7.51%
-5.72%
-11.43%
-12.51%
5.42%
5.51%
7.86%
3.40%

Multifamily
Garden
High Rise
Low Rise
Office
CBD
Suburban

-1.74%
-0.02%
-2.67%
-0.82%
-1.54%
-2.16%
-0.62%

Community
Neighborhood
Regional
Super Regional
Industrial
Warehouse
R&D
Flex

State Board of Administration

Private Equity Asset Class Update
John Bradley, SIO Private Equity

Investment Advisory Council
December 15, 2020

Market/Portfolio Update
• Market/Portfolio Update:
– Market

• Global PE-backed exits in Q3 up 350% from Q2, $171 billion total is second
highest quarter on record
• Buyout activity also rebounded in Q3, return of $1.0b + deals
• Purchase multiples averaged 11.0x while leverage multiples increased
slightly

– Portfolio

• PE portfolio up 12.0% in Q2 2020; venture portfolio led outperformance
• 2020 net cash flow: $460 million

Sector and Geographic Exposure
As of June 30, 2020

100%
90%

6%
8%

80%

12%

70%
60%
50%

12%
13%

2%
8%
18%
14%

20%

20%
18%

48%

41%

10%
0%

13%

14%

40%
30%

3%
13%

PE NAV

Energy/Natural
Resources
Financials
Healthcare
Consumer/Retail

29%

Cambridge MSCI ACWI IMI
PE/VC Bmrk

Source: Cambridge Associates

Other

Mfg/Industrial
IT/Media

100%
90%

10%

80%

17%

70%

15%
20%

20%
18%

Africa

60%

Middle East

50%

Latin America

40%
30%

71%

62%

Asia
60%

20%

North America

10%
0%

Europe

PE NAV

Cambridge
PE/VC Bmrk

MSCI ACWI IMI

Private Equity Asset Class Performance

5.0%

11.4%

13.0%

14.9%
9.2%

8.4%
4.7%

10.0%

9.6%

15.0%

13.5%

14.4%

20.0%

14.5%

Asset Class - Net Managed and Benchmark Returns (IRRs) as of June 30, 2020

0.0%
-5.0%

1 Year

3 years

5 years

Private Equity Asset Class

10 years

Since Inception

Benchmark

Note: Asset class IRR performance data is provided by Cambridge Associates. The PE benchmark is currently the Custom Iran- and Sudan-free ACWI IMI + 300bps. From July
2010 through June 2014 the benchmark was the Russell 3000 + 300 bps. Prior to July 2010 , the benchmark was the Russell 3000 + 450 bps.

Sub-strategy Performance
As of June 30, 2020

1yr

3yr

5yr

10yr

Since Inception

Benchmark

U.S. Buyouts

7.1%

14.0%

14.4%

15.2%

12.3%

10.0%

Non-U.S. Buyouts

7.8%

12.5%

14.1%

14.4%

11.1%

9.4%

U.S. Venture

20.7%

20.8%

14.3%

16.3%

13.2%

10.8%

U.S. Growth Equity

6.8%

16.2%

13.5%

16.1%

13.7%

12.8%

Non-U.S. Growth Equity

6.3%

8.5%

8.6%

7.2%

7.3%

10.1%

Distressed/Turnaround

4.7%

6.7%

11.1%

13.6%

18.9%

9.0%

Secondaries

-0.3%

7.6%

8.0%

12.4%

14.9%

13.0%

Total PE Asset Class

9.6%

14.4%

13.5%

14.9%

13.0%

10.3%

Sub-strategy returns and benchmark returns provided by Cambridge Associates and are calculated net of all fees and expenses. The Cambridge benchmark is the
median return for the respective sub-strategy.

2020 Commitment Activity
• Commitments totaling $1.9 billion to 18 funds in 2020
– $1.7 billion to 14 buyout funds
• Small 39%, Middle-Market 25%, Large 45%

– $200 million to 4 venture funds
– Geographic Focus
• US 62%, Europe 25%, Asia 5%, Global 8%

Appendix

Private Equity Aggregates
Dollar-Weighted Performance (IRRs) as of June 30, 2020
Total Private Equity

Inception Date

Market Value
(in Millions)

1yr

3yr

5yr

10yr

Since
Inception

1/27/1989

$12,959.1

9.6%

14.4%

13.5%

14.0%

9.8%

4.7%

8.5%

9.2%

14.5%

10.5%

0.0%

-8.9%

-11.3%

-13.6%

3.7%

4.6%

9.6%

9.4%

15.6%

9.8%

9.6%

14.4%

13.5%

14.9%

13.0%

4.7%

8.5%

9.2%

14.5%

11.4%

Custom Iran- and Sudan-free ACWI IMI +300bps
Private Equity Legacy Portfolio

1/27/1989

$2.6

Custom Iran- and Sudan-free ACWI IMI +300bps
Private Equity Asset Class Portfolio
Custom Iran- and Sudan-free ACWI IMI +300bps

8/31/2000

$12,956.5

Note: Asset class IRR performance data is provided by Cambridge Associates. The PE benchmark is currently the Custom Iran- and Sudan-free ACWI IMI + 300bps. From July
2010 through June 2014 the benchmark was the Russell 3000 + 300 bps. Prior to July 2010 , the benchmark was the Russell 3000 + 450 bps. Prior to November 1999, Private
Equity was part of the Domestic Equity asset class and its benchmark was the Domestic Equity target index + 750 bps.

FRS INVESTMENT PLAN

FRS Investment Plan Snapshot
(as of September 30, 2020)

• Assets:

$12.2 B (7.3% increase since September 30, 2019)
 5.78% - 3rd Quarter 2020 Return
 1.75% - Calendar Year 2020 Return (Jan – Sept)
 5.78 % - Fiscal Year to date (July 20 – Sept 20)

• Members:

248,133 (up 11.3% since September 30, 2019)
 Active – 174,489 (27% of active FRS membership)
 Inactive – 73,644

• Average Acct Balance:
• Average Age:
45

$49,242 (3.8% decrease since September 30, 2019)
 Males – 47 (35% of members)
 Females – 45 (65% of members)

• Average Yrs of Service: 5 Years (active members)
• Retirees:
153,037 (8.7% increase since September 30, 2019)
• Distributions:
$14.5 B
 Lump Sum Payouts – 40%
 Rollovers
– 60%

FRS Investment Plan AUM by Asset Class
(as of September 30, 2020 in $ millions)

Total Assets: $12.2 Billion
Domestic Equity
Funds, $3,030 (25%)

International/Global Equity
Funds, $747 (6%)
Fixed Income Funds,
$765 (6%)

Inflation Sensitive
Fund, $112 (1%)
Money Market Fund,
$1,145 (9%)
Retirement Date
Funds, $5,499 (45%)

Asset allocation is a result of member investment selection

Self-Directed
Brokerage Accounts,
$920 (8%)

FRS Investment Plan Performance by Asset Class
(as of September 30, 2020)

QTD

FYTD

1 Year

3 Years

5 Years

Inception

Total Fund

5.78%

5.78%

8.10%

6.39%

8.41%

6.93%

Money Market

0.06%

0.06%

1.12%

1.85%

1.42%

1.57%

Multi-Assets Fund

4.00%

4.00%

3.64%

3.11%

3.86%

1.10%

Fixed Income

1.67%

1.67%

6.78%

5.32%

4.80%

5.00%

Domestic Equities

8.68%

8.68%

12.56%

10.05%

12.82%

10.15%

Global & Intl Equities

7.79%

7.79%

7.30%

3.34%

7.87%

7.74%

Retirement Date Funds

5.60%

5.60%

7.44%

5.87%

8.19%

5.52%

TF x RDFs

5.96%

5.96%

8.71%

6.86%

8.61%

6.48%

FRS Investment Plan Membership Growth
Percent Membership Growth Year to Year

250,000
241,867
13.4%

225,000
213,213
11.8%

200,000

175,000

150,000

248,133
2.6%

190,664
7.6%
177,218
4.5%

FY 16-17

FY 17-18

FY 18-19

FY 19-20

FY 20-21
(thru 9/2020)

MyFRS Financial Guidance Program
(as of September 30, 2020)
INVESTMENT EDUCATION

EY FINANCIAL
PLANNER
CALLS
282,917

FINANCIAL
PLANNING
WORKSHOPS
457

ATTENDANCE
FINANCIAL
WORKSHOPS
17,434

WEBSITE
HITS
3,010,385

WEBSITE
CHATS
151,558

-14%

-21%

-19%

+18%

+142%

(% change from previous 12 months)

14 Annuities purchased last 12 months ($2.1 million)
154 Total Annuities purchased inception to date ($20.8 million)

Questions?

Investment Programs & Governance (IP&G)
Michael McCauley
Senior Officer

Investment Advisory Council Meeting - December 15, 2020

State Board of
Administration of Florida
Major Mandate Review
Third Quarter 2020
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Executive Summary


The major mandates each produced generally strong returns relative to their respective benchmarks over both
short- and long-term time periods ending September 30, 2020.



The Pension Plan outperformed its Performance Benchmark over the trailing quarter, one-, three-, five-, ten-, and
fifteen-year periods.
– Over the trailing five-year period, Global Equity is the leading source of value added, followed by Private
Equity, Strategic Investments, Fixed Income, and Real Estate.
– Over the trailing ten-year period, the Pension Plan’s return ranked within the median of the TUCS Top Ten
Defined Benefit Plan universe.



The FRS Investment Plan outperformed the Total Plan Aggregate Benchmark over the trailing quarter, one-,
three-, five-, and ten-year periods.



The Lawton Chiles Endowment Fund outperformed its benchmark over the trailing five- and ten-year periods.



The CAT Funds’ performance is strong over both short-term and long-term periods



Florida PRIME has continued to outperform its benchmark over both short- and long-term time periods.
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Pension Plan: Executive Summary


The Pension Plan assets totaled $168.0 billion as of September 30, 2020 which represents a $9.4 billion increase since last
quarter.



The Pension Plan, when measured against the Performance Benchmark, outperformed over the trailing one-, three-, five-, ten-,
fifteen-year periods.



Relative to the Absolute Nominal Target Rate of Return, the Pension Plan outperformed over the trailing one-, three-, five-, ten-,
fifteen-, twenty-five-, and thirty-year periods.



The Pension Plan is well-diversified across six broad asset classes, and each asset class is also well-diversified.



–

Public market asset class investments do not significantly deviate from their broad market-based benchmarks, e.g.,
sectors, market capitalizations, global regions, credit quality, duration, and security types.

–

Private market asset classes are well-diversified by vintage year, geography, property type, sectors, investment
vehicle/asset type, and investment strategy.

–

Asset allocation is monitored on a daily basis to ensure that the actual asset allocation of the Pension Plan remains
close to the long-term policy targets set forth in the Investment Policy Statement.

Aon Investment Consulting and SBA staff revisit the plan design annually through informal and formal asset allocation and asset
liability reviews.



Adequate liquidity exists within the asset allocation to pay the monthly obligations of the Pension Plan consistently and on a
timely basis.
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FRS Pension Plan Change in Market Value
Periods Ending 9/30/2020

Summary of Cash Flows

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

*Period July 2020 –September 2020
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Third Quarter

Fiscal YTD*

$160,714,203,703

$160,714,203,703

$(2,149,248,477)

$(2,149,248,477)

$9,437,224,981

$ 9,437,224,981

$168,002,180,207

168,002,180,207

$7,287,976,504

$7,287,976,504

Asset Allocation as of 9/30/2020
Total Fund Assets = $160.0 Billion
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FRS Pension Plan Investment Results
Periods Ending 9/30/2020
Absolute Nominal Target Rate of Return

Performance Benchmark

Total FRS Pension Plan

18.0
13.0
8.0
3.0

8.2 7.9

5.9 5.1

5.4

6.8 6.1 6.0

8.7 8.2

6.3

8.4 7.5
6.6

6.8 6.2 6.6

10-Year

15-Year

2.0

-2.0
-7.0
-12.0
-17.0
-22.0
Quarter
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1-Year

3-Year

5-Year

FRS Pension Plan Investment Results
Periods Ending 9/30/2020
Long-Term FRS Pension Plan Performance Results
vs. SBA's Long-Term Investment Objective
Absolute Nominal Target Rate of Return

Annualized Return (%)

Total FRS Pension Plan

12.0
10.0

8.8
7.8

8.0
6.0

5.9

6.9

6.8

6.7

4.0
2.0
0.0
Last 20 Years

Last 25 Years

Last 30 Years
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Comparison of Asset Allocation (TUCS Top Ten)
As of 9/30/2020
FRS Pension Plan vs. Top Ten Defined Benefit Plans
FRS TOTAL FUND

TUCS TOP TEN
Cash
3.1%

Strategic Investments
9.0%

Cash
1.1%
Alternatives
17.7%

Private Equity
7.5%

Real Estate
6.5%

Real Estate
9.3%
Fixed Income
17.6%

Global Equity**
50.9%

Global Equity*
55.3%
Fixed Income
21.8%

*Global Equity Allocation: 27.5% Domestic Equities; 21.3% Foreign Equities;
5.6% Global Equities; 0.9% Global Equity Liquidity Account. Percentages are
of the Total FRS Fund.

**Global Equity Allocation: 31.5% Domestic Equities; 19.4% Foreign
Equities.

Note: The TUCS Top Ten Universe includes $1,726.4 billion in total assets. The median fund size w as $162.7 billion
and the average fund size w as $172.6 billion.
Note: Due to rounding, percentage totals displayed may not sum perfectly.
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FRS Results Relative to TUCS Top Ten Defined Benefit Plans
Periods Ending 9/30/2020
Total FRS (Gross)

Top Ten Median Defined Benefit Plan Fund (Gross)

25.0
20.0

Rate of Return (%)

15.0
8.6

10.0
6.0

8.6

7.2

5.7

7.8

9.1

9.1

8.8

8.8

5.0
0.0

-5.0
-10.0
-15.0
Quarter

1-Year

3-Year

5-Year

10-Year

Note: The TUCS Top Ten Universe includes $1,726.4 billion in total assets. The median fund size w as $162.7 billion
and the average fund size w as $172.6 billion.
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Top Ten Defined Benefit Plans FRS Universe Comparison (TUCS)
Periods Ending 9/30/2020
Total FRS

Top Ten Median Defined Benefit Plan Universe

20.0
18.0

Rate of Return (%)

16.0
14.0
12.0
10.0
8.0
6.0
4.0
2.0
0.0
-2.0
-4.0
1-Year

FRS Percentile Ranking

50

3-Year

75

5-Year

10-Year

62

50

Note: The TUCS Top Ten Universe includes $1,726.4 billion in total assets. The median fund size w as $162.7 billion
and the average fund size w as $172.6 billion.
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Investment Plan: Executive Summary


The FRS Investment Plan outperformed the Total Plan Aggregate Benchmark over the trailing one-, three-, five-, and
ten-year periods. This suggests strong relative performance of the underlying fund options in which participants are
investing.



The FRS Investment Plan’s total expense ratio is slightly higher, on average, when compared to a defined contribution
peer group and is lower than the average corporate and public defined benefit plan, based on year-end 2018 data.
The total FRS Investment Plan expense ratio includes investment management fees, as well as administration,
communication and education costs. Communication and education costs are not charged to FRS Investment Plan
members; however, these and similar costs may be charged to members of plans within the peer group.



Management fees are lower than the median as represented by Morningstar’s mutual fund universe for every
investment category.



The FRS Investment Plan offers an appropriate number of fund options that span the risk and return spectrum.



The Investment Policy Statement is revisited periodically to ensure that the structure and guidelines of the FRS
Investment Plan are appropriate, taking into consideration the FRS Investment Plan’s goals and objectives.
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Total Investment Plan Returns & Cost
Periods Ending 9/30/2020*

FRS Investment Plan
Total Plan Aggregate Benchmark**
FRS Investment Plan vs. Total Plan Aggregate
Benchmark

One-Year

Three-Year

Five-Year

Ten-Year

8.1%

6.4%

8.4%

7.4%

6.9%

5.9%

8.0%

7.0%

1.2

0.5

0.4

0.4

Periods Ending 12/31/2018***
Five-Year Average
Return****
FRS Investment Plan
Peer Group
FRS Investment Plan vs. Peer Group

4.2%

Five-Year Net
Value Added
0.1%

Expense
Ratio
0.32%*****

4.6

0.1

0.28

-0.4

0.0

0.04

*Returns shown are net of fees.
**Aggregate benchmark returns are an average of the individual portfolio benchmark returns at their actual weights.
***Source: 2017 CEM Benchmarking Report. Peer group for the Five-Year Average Return and Value Added represents the U.S. Median plan return based on the CEM 2017
Survey that included 123 U.S. defined contribution plans with assets ranging from $93 million to $60.3 billion. Peer group for the Expense Ratio represents a custom peer
group for FSBA of 17 DC plans including corporate and public plans with assets between $2.3 - $18.6 billion.
****Returns shown are gross of fees.
*****The total FRS Investment Plan expense ratio includes investment management fees, as well as administration, communication and education costs. These latter costs are not
charged to FRS Investment Plan members; however, these and similar costs may be charged to members of plans within the peer group utilized above.
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CAT Fund: Executive Summary


Returns on an absolute basis continue to be modest given the current low interest rate environment.



All CAT Funds are adequately diversified across issuers within the short-term bond market.



The Investment Portfolio Guidelines appropriately constrain the CAT Funds to invest in short-term
and high quality bonds to minimize both interest rate and credit risk.



Adequate liquidity exists to address the cash flow obligations of the CAT Funds.



The Investment Portfolio Guidelines are revisited periodically to ensure that the structure and
guidelines of the CAT Funds are appropriate, taking into consideration the CAT Funds’ goals and
objectives.



Over long-term periods, the relative performance of the CAT Operating Funds has been favorable as
they have outperformed the Performance Benchmark over the trailing three-, five-, ten-, and fifteenyear time periods.
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CAT Operating Funds Investment Results
Periods Ending 9/30/2020
6.00
5.00
4.00
3.00 3.00
3.00

2.75 2.72

2.00
1.00

CAT Operating Funds Composite*
1.94 1.87

Performance Benchmark**
1.14 0.98

0.14 0.13

0.00
1 Quarter

1 Year

3 Years

5 Years

10 Years

6.00
5.00
4.00
CAT Operating Liquidity Fund

3.00
1.44 1.34

2.00
1.00

1.83 1.77

BoA Merrill Lynch 3-6 month U.S.

1.39 1.30

0.87 0.70

0.14 0.05

0.00
6.00

1 Quarter

1 Year

3 Years

5 Years

10 Years

5.00
4.00

3.68

3.70

3.00

CAT Operating Claims Paying Fund

2.00

65% Treasury 35% Corporate Bond

1.00

0.17

0.15

0.00
1 Quarter
1 Year
*CAT Operating Funds: Beginning March 2008, the returns for the CAT Operating Funds reflect marked-to-market returns. Prior to that time, cost-based returns are
used. Beginning February 2018, the CAT Operating Funds were split into two different sub funds, the CAT Fund Operating Liquidity Fund and the CAT Fund
Operating Claims Paying Fund. Performance for each sub fund is shown below.
**Performance Benchmark: Beginning February 2018, the CAT Fund Operating Liquidity Fund was benchmarked to the B of A Merrill Lynch 3-6 Month U.S. Treasury
Bill Index, and the CAT Fund Operating Claims Paying Fund benchmark is a blend of 35% of the Bank of America Merrill Lynch 1-3 Year AA U.S. Corporate Bond
Index and 65% of Bank of America Merrill Lynch 1-3 Year U.S. Treasury Index. Additional benchmark history can be found in the appendix.
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Lawton Chiles Endowment Fund: Executive Summary
 Established in July 1999, the Lawton Chiles Endowment Fund (LCEF) was created to
provide a source of funding for child health and welfare programs, elder programs and
research related to tobacco use.
– The investment objective is to preserve the real value of the net contributed principal and
provide annual cash flows for appropriation.
– The Endowment’s investments are diversified across various asset classes including
global equity, fixed income, inflation-indexed bonds (TIPS) and cash.
 The Endowment assets totaled $862.2 million as of September 30, 2020.
 The Endowment’s return outperformed its Target over the trailing five- and ten-year time
periods and underperformed its Target over the trailing one- and three-year.
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Asset Allocation as of 9/30/2020
Total LCEF Assets = $862.2 Million
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LCEF Investment Results
Periods Ending 9/30/2020
Total LCEF

Performance Benchmark

25.0
20.0

Annualized Return (%)

15.0
10.0

9.7

9.5

9.1

8.6

6.6

6.5

6.2

6.2

8.3

7.6

5.0
0.0
-5.0
-10.0
-15.0
-20.0
-25.0
Quarter

1-Year

3-Year

5-Year

10-Year
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Florida PRIME: Executive Summary


The purpose of Florida PRIME is safety, liquidity, and competitive returns with minimal risk for
participants.



The Investment Policy Statement appropriately constrains Florida PRIME to invest in short-term
and high quality bonds to minimize both interest rate and credit risk.



Florida PRIME is adequately diversified across issuers within the short-term bond market, and
adequate liquidity exists to address the cash flow obligations of Florida PRIME.



Performance of Florida PRIME has been strong over short- and long-term time periods,
outperforming its performance benchmark during the quarter and over the trailing one-, three-,
five-, and ten-year time periods.



As of September 30, 2020, the total market value of Florida PRIME was $13.4 billion.



Aon Investments USA Inc., in conjunction with SBA staff, compiles an annual best practices report
that includes a full review of the Investment Policy Statement, operational items, and investment
structure for Florida PRIME.
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Florida PRIME Investment Results
Periods Ending 9/30/2020

FL PRIME Yield 30-Day Average

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

3.0
2.52

Rate of Return (%)

2.5

2.31
1.90

2.0

1.63
1.46

1.5

1.22

1.19
1.02
0.84

1.0

0.63
0.5
0.10

0.05

0.0
First Quarter*

1-Year

3-Years

5-Years

10-Years

Since Jan. 1996

*Returns less than one year are not annualized.
**S&P AAA & AA GIP All 30-Day Net Yield Index for all time periods shown.
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Florida PRIME Risk vs. Return
3 Years Ending 9/30/2020

2.00%
Florida PRIME

1.80%

1 M LIBOR
90-Day T-Bill

1.60%

S&P US AAA & AA Rated GIP All 30-Day Net

1.40%

Annualized
Return

1.20%
1.00%
0.80%
0.60%
0.40%
0.20%
0.00%
0.00%

0.05%
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0.10%
0.15%
0.20%
Annualized Standard Deviation

0.25%

0.30%

Florida PRIME Risk vs. Return
5 Years Ending 9/30/2020
1.60%
Florida PRIME

1.40%

1 M LIBOR

1.20%
S&P US AAA & AA Rated GIP All 30-Day Net

90-Day T-Bill

Annualized
Return

1.00%

0.80%

0.60%

0.40%

0.20%

0.00%
0.00%

0.05%

0.10%

0.15%

0.20%

0.25%

0.30%

Annualized Standard Deviation
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Return Distribution
Periods Ending 9/30/2020
Return Distribution

2.10%
1.90%

95th, 1.70%
75th, 1.61%

Rate of Return (%)

1.70%
1.50%

50th, 1.44%
95th, 1.32%
75th, 1.22%
50th, 1.10%

1.30%
1.10%

25th, 0.93%

0.90%

25th, 1.28%

5th, 0.98%

95th, 1.23%
75th, 1.15%
50th, 1.00%
25th, 0.83%

5th, 0.75%

0.70%

5th, 0.60%

0.50%
0.30%
0.10%
-0.10%
1-Year

3-Year
FL PRIME
S&P US AAA & AA Rated GIP All 30-Day Net
1 mo LIBOR
Citigroup 90-day T-Bill
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5-Year

Standard Deviation (%)

Standard Deviation Distribution
Periods Ending 9/30/2020
Standard Deviation Distribution

0.28%
0.26%
0.24%
0.22%
0.20%
0.18%
0.16%
0.14%
0.12%
0.10%
0.08%
0.06%
0.04%
0.02%
0.00%
-0.02%

95th, 0.26%
95th, 0.26%
75th, 0.24%

75th, 0.25%
50th, 0.24%
25th, 0.22%

50th, 0.22%
25th, 0.21%
5th, 0.18%
5th, 0.18%

95th, 0.08%
75th, 0.07%
50th, 0.06%
25th, 0.06%
5th, 0.05%

1-Year

3-Year
FL PRIME
S&P US AAA & AA Rated GIP All 30-Day Net
1 mo LIBOR
Citigroup 90-day T-Bill
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5-Year

Appendix
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FRS Investment Plan Costs

Investment Plan Fee*

Average Mutual Fund
Fee**

Domestic Equity

0.22%

0.79%

International Equity

0.33%

0.89%

Diversified Bonds

0.13%

0.50%

Target Date

0.14%

0.57%

Money Market

0.06%

0.20%

Investment Category

*Average fee of multiple products in category as of 9/30/2020.
**Source: Aon’s annual mutual fund expense analysis as of 12/31/2019.
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Investment Plan Fiscal Year End Assets Under Management
By Fiscal Year ($ millions)
$14,000
$12,219
$11,490
$11,241
$10,825

$12,000
$9,967
$10,000

$9,035 $9,129 $8,918
$7,879

$8,000

$7,136
$6,733

$6,000
$4,365
$3,688

$4,000

$5,048
$4,075

$2,306
$2,000

$1,426
$706

$333
$0
FY
02-03

FY
03-04

FY
04-05

FY
05-06

FY
06-07

FY
07-08

FY
08-09

FY
09-10

FY
10-11

FY
11-12

FY
12-13

FY
13-14

FY
14-15

FY
15-16

FY
16-17

FY
17-18

FY
18-19

FY
FY
19-20* 20-21*

*Period Ending 9/30/2020

Source: Investment Plan Administrator
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Investment Plan Membership

280,000
260,000

248,133
241,867

240,000
213,213

220,000

190,664
177,218
169,576
163,456
157,227
150,721
144,299
136,661
127,940
116,531121,522

200,000
180,000
160,000
140,000
120,000
98,070

100,000
75,377

80,000
56,034

60,000
40,000

38,347

20,000
0
FY
03-04

FY
04-05

FY
05-06

FY
06-07

FY
07-08

FY
08-09

FY
09-10

FY
10-11

FY
11-12

FY
12-13

* Period Ending 9/30/2020

Source: Investment Plan Administrator
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FY
13-14

FY
14-15

FY
15-16

FY
16-17

FY
17-18

FY
18-19

FY
FY
19-20* 20-21*

Florida Hurricane Catastrophe Funds Background and Details
 The purpose of the Florida Hurricane Catastrophe Fund (FHCF) is to provide a stable, ongoing and
timely source of reimbursement to insurers for a portion of their hurricane losses.
 The CAT Operating Funds, along with CAT 2016 A Fund and CAT 2013 A Fund are internally
managed portfolios.
 As of September 30, 2020, the total value of:
í The CAT Operating Funds was $12.9 billion
í The CAT 2016 A Fund was $0.7 billion
í The CAT 2020 A Fund was $3.4 billion
 History of the CAT Funds Benchmarks: The CAT Operating Funds were benchmarked to the IBC First Tier
through February 2008. From March 2008 to December 2009, it was the Merrill Lynch 1-Month LIBOR. From
January 2010 to June 2010, it was a blend of the average of the 3-Month Treasury Bill rate and the iMoneyNet First
Tier Institutional Money Market Funds Gross Index. From July 2010 to September 2014, it was a blend of the
average of the 3-Month Treasury Bill rate and the iMoneyNet First Tier Institutional Money Market Funds Net Index.
Effective October 2014, it is a blend of the average of the Merrill Lynch 1-Yr U.S. Treasury Bill Index and the
iMoneyNet First Tier Institutional Money Market Funds Net Index. Beginning February 2018, the CAT Operating
Funds were split into two different sub funds, the CAT Fund Operating Liquidity Fund and the CAT Fund Operating
Claims Paying Fund. Beginning February 2018, the CAT Fund Operating Liquidity Fund was benchmarked to the
B of A Merrill Lynch 3-6 Month U.S. Treasury Bill Index, and the CAT Fund Operating Claims Paying Fund
benchmark is a blend of 35% of the Bank of America Merrill Lynch 1-3 Year AA U.S. Corporate Bond Index and 65%
of Bank of America Merrill Lynch 1-3 Year U.S. Treasury Index.
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CAT 2013 A and 2016 A Funds Investment Results
Periods Ending 9/30/2020
5.00
4.00
3.00
1.93
2.00

1.32

1.90

1.45

1.32

1.38

CAT Fund 2013A
Performance Benchmark*

1.00
0.00
-1.00

-0.01

-0.01

1 Quarter

1 Year

3 Years

5 Years

5.00
4.00
3.00

2.40

2.40

2.43

2.38

2.00

CAT Fund 2016A
Performance Benchmark*

1.00
0.09

0.09

0.00
1 Quarter

1 Year

3 Years

*Perf ormance Benchmark: Beginning February 2018, the CAT 2013 A and 2016 A Funds were benchmarked to themselves.

Aon | Retirement and Investment
Inv estment advice and consulting services provided by Aon.

CAT Operating Funds Characteristics
Period Ending 9/30/2020
Maturity Analysis
1 to 30 Days
31 to 60 Days
61 to 90 Days
91 to 120 Days
121 to 150 Days
151 to 180 Days
181 to 270 Days
271 to 365 Days
366 to 455 Days
>=
456 Days
Total % of Portfolio:

0.29%
0.00
1.71
11.12
4.76
9.11
0.00
1.19
8.27
63.55
100.00%

Bond Rating Analysis
AAA
AA
A
Baa
Other
Total % of Portfolio

74.81%
21.35
3.84
0.00
0.00
100.00%
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CAT 2013 A Fund Characteristics
Period Ending 9/30/2020
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Maturity Analysis
1 to 30 Days
31 to 60 Days
61 to 90 Days
91 to 120 Days
121 to 150 Days
151 to 180 Days
181 to 270 Days
271 to 365 Days
366 to 455 Days
>=
456 Days
Total % of Portfolio:

0.00%
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00
0.00%

Bond Rating Analysis
AAA
AA
A
Baa
Other
Total % of Portfolio

0.00%
0.00
0.00
0.00
0.00
0.00%

CAT 2016 A Fund Characteristics
Period Ending 9/30/2020

Maturity Analysis
1 to 30 Days
31 to 60 Days
61 to 90 Days
91 to 120 Days
121 to 150 Days
151 to 180 Days
181 to 270 Days
271 to 365 Days
366 to 455 Days
>=
456 Days
Total % of Portfolio:

6.99%
6.30
3.06
8.53
5.48
4.94
35.11
29.59
0.00
0.00
100.00%

Bond Rating Analysis
AAA
AA
A
Baa
Other
Total % of Portfolio

74.61%
17.13
8.26
0.00
0.00
100.00%
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Florida PRIME Characteristics
Quarter Ending 9/30/2020
Cash Flows as of 9/30/2020
Opening Balance
Participant Deposits
Gross Earnings
Participant Withdrawals
Fees
Closing Balance (6/30/2020)
Change
*Period July 2020 – September 2020
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Third Quarter
$15,158,791,358
$2,867,372,274
$15,202,017
($4,647,051,295)
($4,769,310)
$13,393,164,417

Fiscal YTD*
15,158,791,358
2,867,372,274
15,202,017
(4,647,051,295.00)
($4,769,310)
$13,393,164,417

($1,765,626,941)

($1,765,626,941)

Florida PRIME Characteristics
Quarter Ending 9/30/2020
Portfolio Composition
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Florida PRIME Characteristics
Period Ending 9/30/2020
Effective Maturity Schedule
1-7 Days
8 - 30 Days
31 - 90 Days
91 - 180 Days
181+ Days
Total % of Portfolio:

36.3%
15.5%
31.7%
13.9%
2.6%
100.0%

S & P Credit Quality Composition
A-1+
A-1
Total % of Portfolio:

74.1%
25.9%
100.0%
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Quarterly Investment Review
Visit the Investments Thought Leadership Site (https://insights-north-america.aon.com/investment); sharing our best thinking.
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Market Environment

Market Highlights
SHORT TERM RETURNS
AS OF 09/30/2020

Third Quarter 2020

25.0%
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21.1%
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15.0%
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-5.0%
-10.0%
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-8.7%

-15.0%
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MSCI EAFE

MSCI Emerging
Markets

Source: Russell, MSCI, Bloomberg Barclays, Bloomberg

MSCI Indices show net total returns throughout this report. All other indices show gross total returns..

Bloomberg
Barclays U.S.
Long Credit

LONG TERM ANNUALIZED RETURNS
AS OF 09/30/2020

Bloomberg
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-12.1%
Bloomberg
Commodity Index

Five-Year

Ten-Year
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14.1% 13.7%
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5.0%

4.6%
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0.0%
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Market Highlights
Returns of the Major Capital Markets
Period Ending 09/30/2020

Equity
MSCI All Country World IMI
MSCI All Country World
Dow Jones U.S. Total Stock Market
Russell 3000
S&P 500
Russell 2000
MSCI All Country World ex-U.S. IMI
MSCI All Country World ex-U.S.
MSCI EAFE
MSCI EAFE (Local Currency)
MSCI Emerging Markets
Fixed Income
Bloomberg Barclays Global Aggregate
Bloomberg Barclays U.S. Aggregate
Bloomberg Barclays U.S. Long Gov't
Bloomberg Barclays U.S. Long Credit
Bloomberg Barclays U.S. Long Gov't/Credit
Bloomberg Barclays U.S. TIPS
Bloomberg Barclays U.S. High Yield
Bloomberg Barclays Global Treasury ex U.S.
JP Morgan EMBI Global (Emerging Markets)
Commodities
Bloomberg Commodity Index
Goldman Sachs Commodity Index
Hedge Funds
2
HFRI Fund-Weighted Composite
HFRI Fund of Funds2
Real Estate
NAREIT U.S. Equity REITS
FTSE Global Core Infrastructure Index
Private Equity
3
Burgiss Private iQ Global Private Equity

Third Quarter

YTD

1-Year

3-Year

1

10-Year

8.11%
8.13%
9.07%
9.21%
8.93%
4.93%
6.80%
6.25%
4.80%

0.48%
1.37%
5.25%
5.41%
5.57%
-8.69%
-5.21%
-5.44%
-7.09%

9.57%
10.44%
14.77%
15.00%
15.15%
0.39%
3.51%
3.00%
0.49%

6.47%
7.12%
11.53%
11.65%
12.28%
1.77%
1.13%
1.16%
0.62%

9.97%
10.30%
13.60%
13.69%
14.15%
8.00%
6.31%
6.23%
5.26%

8.47%
8.55%
13.43%
13.48%
13.74%
9.85%
4.17%
4.00%
4.62%

1.22%
9.56%

-9.44%
-1.16%

-4.74%
10.54%

0.55%
2.42%

4.83%
8.97%

6.26%
2.50%

2.66%
0.62%
0.13%
1.97%
1.22%
3.03%
4.60%
3.82%
2.28%

5.72%
6.79%
21.13%
8.00%
14.20%
9.22%
0.62%
4.67%
0.37%

6.24%
6.98%
16.21%
9.28%
12.92%
10.08%
3.25%
4.65%
2.47%

4.10%
5.24%
11.79%
8.63%
10.21%
5.79%
4.21%
3.41%
3.27%

3.92%
4.18%
8.18%
8.82%
8.78%
4.61%
6.79%
3.72%
6.03%

2.36%
3.64%
7.18%
7.32%
7.36%
3.57%
6.47%
1.23%
5.21%

9.07%
4.61%

-12.08%
-33.38%

-8.20%
-27.84%

-4.18%
-9.46%

-3.09%
-7.88%

-6.03%
-8.84%

4.24%

0.64%

4.23%

2.79%

4.07%

3.64%

4.13%

2.44%

5.59%

2.84%

3.06%

2.87%

1.44%
3.62%

-17.54%
-7.36%

-18.16%
-3.88%

0.20%
5.72%

3.95%
8.74%

7.90%
9.00%

0.95%

10.12%

10.00%

11.89%

MSCI Indices show net total returns throughout this report. All other indices show gross total returns.
1

Periods are annualized.

2

Latest 5 months of HFR data are estimated by HFR and may change in the future.
Burgiss Private iQ Global Private Equity data is as at Mar 31, 2020
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1

5-Year

1

Global Equity Markets
GLOBAL MSCI IMI INDEX RETURNS (USD)
AS OF 09/30/2020
20%
10%

Third Quarter 2020

One-Year

14.5%
8.1% 9.6%

6.8%

9.1%
3.5%

7.4%

9.8% 10.1%

6.8% 6.5%

6.7% 5.6%
2.1%

0.8%

0%
-1.7%

3.2%

-0.4%
-4.4%

-10%
-14.5%
-20%

ACWI IMI

Source: MSCI

42.6%
ACWI ex-U.S.
IMI

57.4%
USA IMI

3.8%
UK IMI

7.4%
Japan IMI

2.8%
Canada IMI

0.2%
Israel IMI

3.2%
13.1%
Europe ex-UK Pacific ex-Japan
IMI
IMI

12.2%
Emerging
Markets IMI

 Global equities continued their rebound over the third quarter as they broke through their pre-pandemic all time highs
in early September. This performance was supported by optimism over progress in Covid-19 vaccine trials and
supportive monetary and fiscal policies. However, rising fears of a second wave coronavirus outbreak and failure to
agree on further fiscal stimulus reversed some of the equity market‘s gains, bringing the MSCI AC World Investable
Market Index’s local currency return over the quarter to 6.9%. Depreciation of the U.S. dollar further pushed up the
returns to 8.1% in USD terms.
 Emerging Markets equities were the best performers with a return of 9.8% over the quarter, supported by strong
returns from the Consumer Discretionary and Information Technology sectors. Chinese equities continued their
strong performance, boosted by the government’s successful containment of Covid-19, despite increasing U.S.China tensions.
 UK equities were the worst performer, returning 0.8% over the quarter. The UK’s economy contracted by 19.8% over
the second quarter, the worst Q2 contraction of any major developed economy. Heightened Brexit uncertainty also
weighed on UK equities, as trade negotiations continue ahead of the end of the transition period in December.
Aon
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Global Equity Markets



The two exhibits on this slide illustrate the percentage that each country/region represents of the global and
international equity markets as measured by the MSCI All Country World IMI Index and the MSCI All Country World
ex-U.S. IMI Index, respectively.
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U.S. Equity Markets
Third Quarter 2020
One-Year

RUSSELL STYLE RETURNS
AS OF 09/30/2020
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Third Quarter 2020
One-Year
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RUSSELL SECTOR RETURNS
AS OF 09/30/2020
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Source: Russell Indexes. Russell introduced Telecommunications and Real Estate as new sectors on 09/30/2020. Returns
for the new sectors have been excluded due to the lack of historical data.



U.S. equities ended the quarter above the pre-pandemic high set in February 2020, as rebounding economic data and
strong performances from big tech stocks continued to push equity markets. The U.S. unemployment rate fell to 8.4%
in August, down from April’s all-time high of 14.7%, with jobless claims data suggesting that over half of the jobs lost
since the start of the pandemic have now been recovered. However, an acrimonious election campaign ahead of
November’s presidential election and deadlocked congressional negotiations over a new fiscal stimulus package cast a
shadow over the market. The Russell 3000 Index rose 9.2% during the third quarter and 15.0% over the one-year
period.



Except Energy, all sectors generated positive returns over the quarter. Consumer Discretionary was the best
performing sector with a return of 17.5% while the Energy sector fell by 16.4%.



Small cap stocks underperformed both large and medium cap stocks over the quarter, whilst Value stocks continued to
underperform their Growth counterparts in Q3 2020.
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U.S. Fixed Income Markets
BLOOMBERG BARCLAYS AGGREGATE RETURNS BY
MATURITY AS OF 09/30/2020

BLOOMBERG BARCLAYS AGGREGATE RETURNS BY SECTOR
AS OF 09/30/2020
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The Bloomberg Barclays U.S. Aggregate Bond Index
rose by 0.6%.

BLOOMBERG BARCLAYS AGGREGATE RETURNS BY QUALITY
AND HIGH YIELD RETURNS AS OF 09/30/2020
8.4%
9.0%



CMBS bonds were the best performer with a return of
1.7%, followed by corporate bonds which rose by 1.5%.

8.0%






Bonds with 7-10 year maturities performed the best with
a return of 1.3%.
The Federal Reserve (Fed) continued to buy corporate
bonds through its $750 billion corporate lending facility,
ensuring that demand remains high.
High yield bonds rose by 4.6%. Within investment grade
bonds, Baa bonds outperformed with a return of 2.1%.

6.0%
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3.3%
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Source: FactSet
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U.S. Fixed Income Markets
U.S. TREASURY YIELD CURVE
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The U.S. nominal yield curve slightly steepened over the quarter, but overall yields were broadly unchanged. The Fed
projected that it would keep interest rates near zero until at least 2023. During the quarter, the Fed also announced a
major policy shift by adopting an “average inflation targeting” approach. Under this new approach the Fed will seek an
average of 2.0% inflation over time by allowing inflation to run above the target to make up for periods where inflation
ran below the target. Since inflation has recently run below the target, a period of higher inflation could be tolerated
under the approach without the Fed having to tighten monetary policy.



The 10-year U.S. treasury yield ended the quarter 3bps higher at 0.69% and the 30-year yield increased by 5bps to
1.46%.



The 10-year TIPS yield fell by 26bps over the quarter to -0.94%. Breakeven inflation rose across the curve, with the
short end rising by a greater extent. The Fed’s new “average inflation targeting” approach, the continued relaxation of
lockdown measures and the anticipation of further fiscal stimulus raised inflationary expectations over the quarter.
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European Fixed Income Markets
EUROZONE PERIPHERAL BOND SPREADS
(10-YEAR SPREADS OVER GERMAN BUNDS)
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European government bond spreads over 10-year German bunds continued to narrow across the Euro Area. European
Union leaders struck a deal on a €750bn coronavirus recovery package, which the European Commission will fund by
borrowing in the capital markets for the first time. Elsewhere, the Eurozone witnessed a second consecutive month of
deflation, putting pressure on the European Central Bank to allow inflation to overshoot its target in the future.



German bund yields fell by 5bps to -0.53% over the quarter. In Q2 2020 the Eurozone economy suffered the sharpest
drop in growth since its inception, with GDP contracting by 12.1% on a quarter-on-quarter basis. Spain, which is one of
the worst hit countries by the Covid-19 pandemic, was the worst performing major Eurozone economy over the quarter
as it contracted by 18.5%.



Italian government bond yields fell the most at 37bps to 0.87%, whereas, Spanish and Portuguese government bond
yields fell by 22bps and 21bps to 0.25% and 0.26% respectively.
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Credit Spreads
Quarterly Change (bps)

One-Year Change
(bps)
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Credit markets generally performed well as spreads continued to fall, especially in the riskier credit areas. However,
similar to equity markets, growing concerns over rising COVID cases and uncertainty with regards to the next round of
fiscal stimulus caused spreads to widen in September. Overall, credit spreads over U.S. treasuries narrowed over the
quarter.



Riskier areas of credit, such as U.S. high yield bonds and emerging market debt performed well. High yield credit
spreads narrowed significantly in Q3 2020, decreasing by 109bps, whilst Global Emerging Markets spreads narrowed
by 59bps over the quarter.
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Currency
TRADE WEIGHTED U.S. DOLLAR INDEX
(1973 = 100)

U.S. DOLLAR RELATIVE TO EUR, GBP AND JPY
REBASED TO 100 AT 09/30/2014
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The U.S. dollar weakened against major currencies over the quarter as it fell by 2.9% on a trade-weighted basis. The
resurgence of Covid-19 cases in the US and heightened political uncertainty ahead of November’s presidential election
was a drag on the dollar, whilst expectations of looser monetary policy and a higher inflation outlook provided further
headwinds.



Sterling rose by 1.8% on a trade-weighted basis over the quarter. Hopes that a UK-EU trade deal will be reached by
the end of the year boosted sterling over July and August, but sterling came under renewed pressure in September as
UK-EU clashes over the Internal Markets Bill raised fears of a chaotic departure. Over the quarter sterling appreciated
by 4.4% against the U.S. dollar.



The U.S. dollar depreciated by 4.2% and 2.2% against the euro and yen respectively.

Aon
Proprietary
Investment advice and consulting services provided by Aon.

Commodities
Third Quarter 2020
One-Year

COMMODITY RETURNS
AS OF 09/30/2020
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Commodities started the quarter off strong before falling back in tandem with equity markets in September. Despite the
poor performance in September, the Bloomberg Commodity Index returned 9.1%.



The Energy sector rose by 4.3% over the quarter. Oil had another turbulent quarter with prices seeming to stabilize in
July and August as OPEC+ agreed to scale back its production cuts from 9.7 million barrels per day to 7.7 million
barrels per day until the end of the year. However, WTI crude prices fell by 5.6% in September as OPEC reduced its
demand expectations for the rest of 2020 to 90.2 million barrels per day as global coronavirus cases continued to
grow.



The price of Brent crude oil fell by 0.5% to $40.9/bbl. whilst WTI crude oil spot prices rose by 2.4% to $40.2/bbl. On a
one-year basis, the Energy sector is down by 40.7%.



Livestock was the best performing sector, rising by 13.8% in Q3 2020.
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Hedge Fund Markets Overview



Hedge fund performance was positive across all strategies in the third quarter.



Over the quarter, Fixed Income/Convertible Arbitrage and Equity Hedge strategies were the best performers, returning
6.6% and 6.0% respectively.



HFRI Fund-Weighted Composite Index and the HFRI Fund of Funds Composite Index produced returns of 4.2% and
4.1% respectively.
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Private Equity Market Overview – Q2 2020
LTM Global Private Equity-Backed Buyout Deal Volume
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 Fundraising: In 2Q 2020, $162.3 billion was raised by 349 funds, which was a decrease of 17.7% on a capital basis and 15.9% by number
of funds over the prior quarter. Dry powder stood at nearly $2.2 trillion at the end of the quarter, a modest increase compared to the previous
quarter.1
 Buyout: Global private equity-backed buyout deals totaled $61.9 billion in 2Q 2020, which was down 40.1% on a capital basis and down
30.0% by number of deals from 1Q 2020.1 In 2Q 2020, the average purchase price multiple for all U.S. LBOs was 9.2x EBITDA, a decrease
of 2.0x over 1Q 2020 and lower than the five-year average (10.6x).2 Large cap purchase price multiples stood at 9.2x in 2Q 2020, down
compared to 1Q 2020’s level of 10.9x.2 The weighted average purchase price multiple across all European transaction sizes averaged 12.6x
EBITDA for 2Q 2020, up from the 12.2x multiple seen at the end of 1Q 2020. Purchase prices for transactions of greater than €1.0 billion
increased to 12.7x at the end of 2Q 2020, a jump from the 12.1x seen at the previous quarter end. Globally, exit value totaled $36.4 billion
from 296 deals during the second quarter, meaningfully down from the $70.0 billion in exits from 453 deals during 1Q 2020.1
 Venture: During the second quarter, 1,374 venture-backed transactions totaling $26.9 billion were completed in the U.S., which was a
decrease on a capital basis over the prior quarter’s total of $27.0 billion across 1,336 deals. This was 16.3% higher than the five-year
quarterly average of $23.1 billion.3 Total U.S. venture-backed exit activity totaled approximately $21.2 billion across 147 completed
transactions in 2Q 2020, down on a capital basis from the $24.1 billion across 229 exits in 1Q 2020. Through 2Q 2020, U.S. exit activity
represented only 17.3% of 2019’s total.4
 Mezzanine: Six funds closed on $2.6 billion during the second quarter. This was up from the prior quarter’s total of $2.3 billion raised by six
funds and represented 53.0% of the five-year quarterly average of $4.9 billion. Estimated dry powder was $48.6 billion at the end of 2Q 2020,
up from the $48.5 billion seen at the end of 1Q 2020.1
Sources: 1 Preqin 2 Standard & Poor’s 3 PwC/CB Insights MoneyTree Report 4 PitchBook/NVCA Venture Monitor 5 Fitch Ratings 6 Thomson Reuters 7 UBS
Notes: FY=Fiscal year ended 12/31; YTD=Year to date; LTM=Last 12 months (aka trailing 12 months); PPM=Purchase Price Multiples: Total Purchase Price ÷ EBITDA.

Aon
Proprietary
Investment advice and consulting services provided by Aon.

Private Equity Market Overview – Q2 2020
U.S. LBO Purchase Price Multiples – All Transactions Sizes
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8.8x

8.0x
6.0x
4.0x
2.0x
0.0x

Senior Debt/EBITDA

Sub Debt/EBITDA

Equity/EBITDA

Others

 Distressed Debt: The LTM U.S. high-yield default rate was 5.1% at June 2020, and was expected to increase during the following month.5
During the quarter, $22.5 billion was raised by 18 funds, substantially higher than the $4.5 billion raised by 10 funds in 1Q 2020 and the five-year
quarterly average of $11.4 billion.1 Dry powder was estimated at $127.3 billion at the end of 2Q 2020, which was up from the $117.2 billion seen
at the end of 4Q 2019. This remained above the five-year annual average level of $109.3 billion.1
 Secondaries: 11 funds raised $22.7 billion during the quarter, up from the $21.3 billion raised by 16 funds in 1Q 2020. The quarter surpassed
the record-breaking amount raised in 1Q 2020, which was the most raised since Q1 2017.1 At the end of 2Q 2020, there were an estimated 82
secondary and direct secondary funds in market targeting roughly $71.7 billion.1 The average discount rate for all private equity sectors finished
the quarter at 20.8%, lower than the 18.1% discount at the end of 1Q 2020.6
 Infrastructure: $13.9 billion of capital was raised by 28 funds in 2Q 2020 compared to $38.7 billion of capital raised by 23 partnerships in 1Q
2020. At the end of the quarter, dry powder stood at an estimated $219.7 billion, down slightly from 1Q 2020’s total of $220.7 billion.
Infrastructure managers completed 313 deals with an estimated aggregate deal value of $47.0 billion in 2Q 2020 compared to 644 deals totaling
$81.8 billion a quarter ago.1
 Natural Resources: During 2Q 2020, two funds closed on $0.3 billion compared to six funds totaling $4.6 billion in 1Q 2020. Energy and utilities
industry managers completed approximately 67 deals totaling an estimated $8.1 billion through 2Q 2020, which represented 47.8% of energy
and utilities deal value during all of 2019.1
Sources: 1 Preqin 2 Standard & Poor’s 3 PwC/CB Insights MoneyTree Report 4 PitchBook/NVCA Venture Monitor 5 Fitch Ratings 6 Thomson Reuters 7 UBS
Notes: FY=Fiscal year ended 12/31; YTD=Year to date; LTM=Last 12 months (aka trailing 12 months); PPM=Purchase Price Multiples: Total Purchase Price ÷ EBITDA.

Aon
Proprietary
Investment advice and consulting services provided by Aon.

U.S. Commercial Real Estate Markets
Private (NFI-ODCE
Gross)*
Public (NAREIT
Gross)
10.3%
6.6%
7.9%
3.9%

PRIVATE VS. PUBLIC REAL ESTATE RETURNS
AS OF 09/30/2020
15.0%
10.0%
5.0%
0.0%

5.2%
0.5% 1.4%

1.4%

0.2%

-20.0%
Q3 2020

-18.2%
1-Year

3-Years

*Third quarter returns are preliminary
Sources: NCREIF, FactSet
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U.S. Core Real Estate returned 0.48%* over the third quarter, equating to a 1.4% total gross return year-over-year, including a 4.0% income return. Shelter
in place orders and social distancing practices have most severely impacted the retail and hotel property sectors. Property valuations have begun to price
in the loss of cash flow as a result of COVID-19. Transaction volume has contracted -57% YoY through Q3 2020, and price discovery continues to be
limited.
Global property markets, as measured by the FTSE EPRA/NAREIT Developed Real Estate Index, returned 2.3% (USD) in aggregate during the third
quarter and experienced a cumulative decline of -19.1% YTD. REIT market performance was driven by Asia Pacific (2.0% USD), North America (0.9%
USD) and Europe (3.1% USD). The U.S. REIT markets (FTSE NAREIT Equity REITs Index) returned 1.4% in the third quarter. The U.S. 10-year treasury
bond yields rose by 3bps to 0.69% during the quarter.
The coronavirus fueled market volatility in the stock and bond markets has created a situation of uncertainty for private real estate pricing. Public markets
are searching for the right pricing level in light of the global pandemic, and how it will affect the regional and global economies. Implied volatility continues
to signal elevated levels of uncertainty concerning public market implied valuations. Considering this situation, we are recommending that investments with
pre-specified assets be postponed. Private market transactions based on appraisal valuations lag the most current information, and they do not fully reflect
the current market conditions.
We are proactively evolving our investment strategy. In the post-coronavirus world, supply chains may move back to North America which will require
corresponding real estate infrastructure. Demand for last mile logistics, already a key investment theme, will accelerate. Live and work preference changes
will create opportunities. Interest rates are likely to remain lower for even longer, making real estate a very compelling alternative to fixed income
investments.
Blind pool funds offer a potential to have capital available when the new opportunity set presents itself. Those strategies need careful review in light of the
changing market dynamics. Strategies that worked previously in a growth-oriented market may not be appropriate for what may be more opportunistic style
investing. Regions, countries and property types all need to be reevaluated.

*Indicates preliminary NFI-ODCE data gross of fees
Aon
Proprietary
Investment advice and consulting services provided by Aon.

Total Fund

As of September 30, 2020

Highlights

Executive Summary
x The Total Fund outperformed the Performance Benchmark over the quarter, trailing one-, three-, five-, and ten-year periods.
x Performance relative to peers is also competitive over short- and long-term time periods.
x The Pension Plan is well-diversified across six broad asset classes, and each asset class is also well-diversified.
x Public market asset class investments do not significantly deviate from their broad market based benchmarks, e.g., sectors, market capitalizations, global
regions, credit quality, duration, and security types.
x Private market asset classes are well-diversified by vintage year, geography, property type, sectors, investment vehicle/asset type, or investment
strategy.
x Asset allocation is monitored on a daily basis to ensure the actual asset allocation of the plan remains close to the long-term policy targets set forth in the
Investment Policy Statement.
x Aon Investments and SBA staff revisit the plan design annually through informal and formal asset allocation and asset liability reviews.
x Adequate liquidity exists within the asset allocation to pay the monthly obligations of the Pension Plan consistently and on a timely basis.
Performance Highlights
x The Total Fund outperformed the Performance Benchmark over the quarter, trailing one-, three-, five-, and ten-year periods.
Asset Allocation
x The Fund assets total $168.0 billion as of September 30, 2020, which represents a $7.3 billion increase since last quarter.
x Actual allocations for all asset classes were within their respective policy ranges and in line with the current policy at quarter-end.

Total Fund

As of September 30, 2020

Total Plan Asset Summary

Change in Market Value
From July 1, 2020 to September 30, 2020
$240,000.0
$180,000.0

$168,002.2

$160,714.2

Millions ($)

$120,000.0
$60,000.0
$9,437.2

$0.0

($2,149.2)

($60,000.0)
($120,000.0)
Beginning Market Value

Net Additions / Withdrawals

Investment Earnings

Ending Market Value

Summary of Cash Flow

Total Fund
Beginning Market Value
+ Additions / Withdrawals
+ Investment Earnings
= Ending Market Value

*Period July 2020 - September 2020

1
Quarter

Fiscal YTD*

160,714,203,703
-2,149,248,477
9,437,224,981
168,002,180,207

160,714,203,703
-2,149,248,477
9,437,224,981
168,002,180,207

Total Fund

As of September 30, 2020

Total Plan Performance Summary
Return Summary
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As of September 30, 2020

Asset Allocation & Performance

Total Fund
Performance Benchmark
Absolute Nominal Target Rate of Return

Allocation
Market
Value
%
($)
168,002,180,207 100.0

Performance(%)
Policy(%)
100.0

All Public Plans > $1B-Total Fund Median

1
Quarter

Fiscal
YTD

1
Year

3
Years

5
Years

10
Years

5.9 (13)
5.1 (46)
2.0 (93)

5.9 (13)
5.1 (46)
2.0 (93)

8.2 (21)
7.9 (23)
5.4 (58)

6.8 (19)
6.1 (33)
6.0 (37)

8.7 (15)
8.2 (29)
6.3 (85)

8.4 (15)
7.5 (44)
6.6 (84)

5.0

5.0

5.9

5.5

7.4

7.4

8.5
8.1

8.5
8.1

10.9
9.7

7.2
6.5

10.6
10.0

9.4
8.5

27.5

9.0
9.2

9.0
9.2

13.9
15.0

11.2
11.6

13.2
13.7

13.4
13.5

35,738,243,595

21.3

8.3
6.9

8.3
6.9

8.1
3.7

2.7
1.2

7.8
6.3

5.6
4.2

9,330,040,523

5.6

7.9
8.0

7.9
8.0

8.1
10.4

7.1
7.7

9.9
10.5

9.1
9.1

29,581,568,895

17.6

18.8

0.8
0.5

0.8
0.5

6.3
5.7

4.5
4.2

3.5
3.3

3.5
3.1

Private Equity
Asset Class Target

12,676,273,740

7.5

7.4

11.8
6.7

11.8
6.7

10.5
12.7

14.7
9.5

13.8
13.0

14.0
13.7

Real Estate
Asset Class Target

15,707,816,781

9.3

9.8

0.3
-1.3

0.3
-1.3

0.1
-0.3

5.0
4.5

6.9
6.2

10.6
9.6

15,196,321,722

9.0

9.0

2.7
2.7

2.7
2.7

1.1
3.0

4.4
4.7

5.5
4.8

8.2
5.8

1,930,473,483

1.1

1.0

0.0
0.0

0.0
0.0

1.0
1.1

1.7
1.7

1.2
1.2

0.7
0.6

Global Equity*
Asset Class Target

92,909,725,586

55.3

Domestic Equities
Asset Class Target

46,276,278,255

53.9

All Public Plans > $1B-US Equity Segment Median

Foreign Equities
Asset Class Target
All Public Plans > $1B-Intl. Equity Segment Median

Global Equities
Benchmark
Fixed Income
Asset Class Target
All Public Plans > $1B-US Fixed Income Segment Median

All Public Plans > $1B-Real Estate Segment Median

Strategic Investments
Short-Term Target
Cash
Bank of America Merrill Lynch 3-Month US Treasury Index

Benchmark and universe descriptions can be found in the Appendix.
* Global Equity became an asset class in July 2010. The historical return series prior to July 2010 was derived from the underlying Domestic Equities,
Foreign Equities, and Global Equities components.

As of September 30, 2020

Plan Sponsor Peer Group Analysis
All Public Plans > $1B-Total Fund
32.0

26.0

20.0

Return

14.0

8.0

2.0

-4.0

-10.0

-16.0

-22.0

1
Quarter
5.9 (13)
5.1 (46)

Fiscal
YTD
5.9 (13)
5.1 (46)

1
Year
8.2 (21)
7.9 (23)

3
Years
6.8 (19)
6.1 (33)

5
Years
8.7 (15)
8.2 (29)

10
Years
8.4 (15)
7.5 (44)

2019

2018

2017

17.8 (35)
19.1 (20)

-3.0 (37)
-5.2 (79)

17.2 (8)
16.5 (25)

5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

6.2
5.6
5.0
4.1
0.5

6.2
5.6
5.0
4.1
0.5

9.3
7.8
5.9
4.1
1.6

7.7
6.5
5.5
4.7
3.0

9.3
8.3
7.4
6.8
3.9

9.0
8.0
7.4
6.8
3.3

21.2
18.7
17.1
15.6
11.7

0.6
-2.4
-3.7
-4.8
-6.6

17.7
16.4
16.2
14.5
12.7

Population

72

72

72

72

71

63

81

55

13

 Total Fund
 Performance Benchmark

Parentheses contain percentile rankings.

Total Fund

As of September 30, 2020

Universe Asset Allocation Comparison

BNY Mellon Public Funds >
$1B Net Universe

Total Fund

6WUDWHJLF,QYHVWPHQWV
9.1%

Cash
1.5%

&DVK
1.%
Alternatives 21.%

Global Equity** 45.7%

3ULYDWH(TXLW\
7.5%
5HDO(VWDWH
9.3%

Real Estate 7.1%

Global Equity*
55.3%
)L[HG,QFRPH
17.6%
*Global Equity Allocation: 27.5% Domestic Equities;
21.3% Foreign Equities; 5.6% Global Equities;
0.9% Global Equity Liquidity Account. Percentages
are of the Total FRS Fund.

Fixed Income 24.2%
**Global Equity Allocation: 26.9% Domestic Equities;
18.8% Foreign Equities.

As of September 30, 2020

Total Fund

Attribution

Global Equity

Global Equity

91

Fixed Income

7
Real Estate

-9
-22

Private Equity

-21

Strategic Investments

Fixed Income

4

Real Estate

2

Private Equity

6

Strategic Investments

4

-3

Cash AA*

-2

Cash AA*

-5

TAA

-4

TAA

Other** 0

-100

-50

0

0

Other**
38

Total Fund
-150

44

52

Total Fund

50

100

150

-150

-100

-50

0

50

100

150

Basis Points

Basis Points
1-Year Ending 9/30/2020

5-Year Ending 9/30/2020

*Cash AA includes Cash and Central Custody, Securities Lending Account income from 12/2009 to 3/2013 and unrealized gains and losses on securities lending
collateral beginning June 2013, TF STIPFRS NAV Adjustment Account, and the Cash Expense Account.
**Other includes legacy accounts and unexplained differences due to methodology.

Total Fund

As of September 30, 2020

Asset Allocation Compliance

Total Fund
Global Equity
Fixed Income
Private Equity
Real Estate
Strategic Investments
Cash

Market
Value
($)
168,002,180,207
92,909,725,586
29,581,568,895
12,676,273,740
15,707,816,781
15,196,321,722
1,930,473,483

Current
Allocation
(%)
100.0
55.3
17.6
7.5
9.3
9.0
1.1

Minimum
Allocation
(%)

Maximum
Allocation
(%)

45.0
10.0
2.0
4.0
0.0
0.3

70.0
26.0
9.0
16.0
16.0
5.0

54.5%
55.3%

Global Equity
$92,909,725,586

0.8%
19.2%
17.6%

Fixed Income
$29,581,568,895

-1.6 %
7.3%
7.5%

Private Equity
$12,676,273,740

0.3%
9.2%
9.3%

Real Estate
$15,707,816,781

0.2%
8.8%
9.0%

Strategic Investments
$15,196,321,722

0.2%
1.0%
1.1%
0.1%

Cash
$1,930,473,483
-30.0 %

Target
Allocation
(%)
100.0
54.5
19.2
7.3
9.2
8.8
1.0

-15.0 %
Target Allocation

0.0%
Actual Allocation

15.0%

30.0%
Allocation Differences

45.0%

60.0%

75.0%

90.0%
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Global Equity

Global Equity*

As of September 30, 2020

Global Equity* Portfolio Overview

Current Allocation
September 30, 2020 : $92,910M
GE Liquidity 1.4%
Global Equity Currency Program 0.3%
Global Equities 10.0%

Domestic Equities 49.8%

Foreign Equities 38.5%

Return Summary
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Year
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Asset Class Target

* Global Equity became an asset class in July 2010. The historical return series prior to July 2010 was derived from the underlying Domestic Equities,
Foreign Equities, and Global Equities components.

Domestic Equities

10
Years

Domestic Equities

As of September 30, 2020

Domestic Equities Portfolio Overview

Current Allocation
September 30, 2020 : $46,276M
Internal Active 0.6%

External Active 10.1%

Internal Passive 89.3%

Return Summary
24.0

Return

18.0
15.0

13.9

9.2

9.0

13.7

13.2

13.5

13.4

11.6

11.2
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9.2

9.0

6.0

0.0
1
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Fiscal
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Domestic Equities

Asset Class Target

1
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5
Years
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As of September 30, 2020

Plan Sponsor Peer Group Analysis
All Public Plans > $1B-US Equity Segment
50.0

40.0

30.0

Return

20.0

10.0

0.0

-10.0

-20.0

-30.0

1
Quarter
9.0 (17)
9.2 (14)

Fiscal
YTD
9.0 (17)
9.2 (14)

1
Year
13.9 (22)
15.0 (21)

3
Years
11.2 (23)
11.6 (15)

5
Years
13.2 (25)
13.7 (21)

10
Years
13.4 (21)
13.5 (18)

2019

2018

2017

30.4 (38)
31.0 (28)

-5.2 (33)
-5.2 (38)

21.2 (31)
21.1 (33)

5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile

9.8
8.8
8.1
7.5
6.3

9.8
8.8
8.1
7.5
6.3

17.2
13.7
10.9
8.5
1.2

12.6
11.2
9.7
8.6
4.8

14.5
13.2
12.1
11.1
7.8

14.0
13.2
12.7
12.1
9.9

32.2
31.2
30.1
27.7
25.0

-3.1
-5.0
-5.9
-6.9
-9.2

23.5
21.4
20.2
18.6
16.6

Population

56

56

52

48

46

31

52

53

58

 Domestic Equities
 Asset Class Target

Parentheses contain percentile rankings.
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Foreign Equities

Foreign Equities

As of September 30, 2020

Foreign Equities Portfolio Overview

Current Allocation
September 30, 2020 : $35,738M
China A Shares 0.9%
Frontier Active 0.9%

Developed Passive 5.7%

Emerging Active 28.2%

Developed Active 64.3%

Return Summary
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Return
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As of September 30, 2020

Plan Sponsor Peer Group Analysis
All Public Plans > $1B-Intl. Equity Segment
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Return
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 Foreign Equities
 Asset Class Target
5th Percentile
1st Quartile
Median
3rd Quartile
95th Percentile
Population

1
Quarter
8.3 (32)
6.9 (68)

Fiscal
YTD
8.3 (32)
6.9 (68)

1
Year
8.1 (38)
3.7 (69)

3
Years
2.7 (44)
1.2 (79)

5
Years
7.8 (42)
6.3 (81)

10
Years
5.6 (50)
4.2 (98)

2019

2018

2017

23.1 (63)
21.7 (84)

-14.9 (83)
-14.8 (83)

30.2 (28)
27.9 (74)

10.5
8.5
7.6
6.5
4.8

10.5
8.5
7.6
6.5
4.8

19.2
9.1
5.9
3.0
0.3

6.5
4.1
2.4
1.4
0.2

9.9
8.4
7.5
6.4
5.6

7.3
6.1
5.5
4.6
4.2

27.9
25.5
23.7
22.4
20.0

-10.8
-13.0
-13.6
-14.6
-15.5

33.4
30.4
29.3
27.8
25.1

57

57

55

52

50

32

53

55

59

Parentheses contain percentile rankings.
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Global Equities

Global Equities

As of September 30, 2020

Global Equities Performance Summary
Return Summary
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Fixed Income

As of September 30, 2020

Fixed Income Portfolio Overview

Current Allocation
September 30, 2020 : $29,582M
Other 0.0%
Fixed Income Liquidity 5.8%
Active Internal 21.9%

Passive Internal 36.1%

Active External 36.3%

Return Summary
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As of September 30, 2020

Plan Sponsor Peer Group Analysis
All Public Plans > $1B-US Fixed Income Segment
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0.8 (87)
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5th Percentile
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 Fixed Income
 Asset Class Target

Parentheses contain percentile rankings.
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6.3 (72)
5.7 (80)

3
Years
4.5 (88)
4.2 (91)

5
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3.5 (97)
3.3 (97)

10
Years
3.5 (93)
3.1 (95)

10.8
8.3
7.2
6.0
3.6

6.5
6.0
5.4
4.9
3.7

6.1
5.5
5.1
4.7
3.8

6.3
5.0
4.5
4.1
2.8

11.4
10.3
9.3
8.4
6.5

2.0
0.3
-0.3
-0.9
-3.4

7.6
5.8
4.8
3.9
2.3

54

51

49

33

53

56

61

2019
6.7 (95)
6.7 (95)

2018
1.0 (12)
0.9 (13)

2017
2.4 (94)
2.3 (97)
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Private Equity

Private Equity

As of September 30, 2020

Overview

FRS Private Equity by Market Value*

Preqin Private Equity Strategies
by Market Value**

Other***
10.8%

Other****
44.1%

Venture
Capital
24.1%

LBO
43.3%

LBO
64.9%

Venture
Capital
12.6%

*Allocation data is as of September 30, 2020.
**Allocation data is as of June 30, 2019, from the Preqin database.
***Other for the FRS Private Equity consists of Growth Capital, Secondary, PE Cash, and PE Transition.
****Other for the Preqin data consists of Distressed PE, Growth, Mezzanine, and other Private Equity/Special Situations.
Preqin universe is comprised of 10,000 private equity funds representing $4.8 trillion.

Private Equity

Time-Weighted Investment Results

Private Equity Return Summary as of September 30, 2020

Ret urn
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5
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Asset Class Target

Private Equity Legacy Return Summary as of September 30, 2020

Ret urn

30.0
20.0
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0.0
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-9.3

-20.0
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Private Equity Legacy

5
Years

10
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Asset Class Target

Private Equity Post Asset Class Return Summary as of September 30, 2020
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Private Equity

Dollar-Weighted Investment Results
As of September 30, 2020

Since Inception

Rate of Return (%)

25.0
20.0
15.0
10.0
5.0
0.0
-5.0

9.7

10.7

13.5

9.9

11.7

4.4

Private Equity

Legacy Portfolio*
Private Equity

Post-AC Portfolio**
Target

As of September 30, 2020

Rate of Return (%)

Since Inception
25.0
20.0
15.0
10.0
5.0
0.0
-5.0

9.7

13.2

13.1

13.5

12.3

4.4

Private Equity

Private Equity

Legacy Portfolio*

Post-AC Portfolio**

Secondary Target***

*The Inception Date for the Legacy Portfolio is January 1989.
**The Inception Date for the Post-AC Portfolio is September 2000.
***The Secondary Target is a blend of the Cambridge Associates Private Equity Index and the Cambridge Associates Venture Capital Index based on actual ABAL weights.
Secondary Target data is on a quarterly lag.

Real Estate

Real Estate

As of June 30, 2020

Overview

NFI-ODCE
Index*

FRS*

Other***
4.5%

Other**
1.%
Apartment
25.1%

Apartment
28.7%
Office
32.1%

Office
3.%
Industrial
16.6%
Industrial
21.2%

Retail
14.1%

Retail
1.%

*Property Allocation data is as of June 30, 2020. The FRS chart includes only the FRS private real estate assets. Property type information for the REIT portfolios is not included.
**Other for the FRS consists of Hotel, Land, Preferred Equity, Agriculture, Self-Storage and Senior Housing.
***Other for the NFI-ODCE Index consists of Hotel, Senior Living, Healthcare, Mixed Use, Single Family Residential, Parking, Timber/Agriculture, Land and Infrastructure.

Real Estate

As of September 30, 2020

Real Estate Portfolio Overview

Current Allocation
September 30, 2020 : $15,708M
REITs 11.6%

Pooled Funds 25.9%

Principal Investments 62.5%

Return Summary
18.0
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12.0
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0.0

5.0

0.3

0.3

9.6

6.2

4.5

0.1

-1.3

-0.3

-1.3

-6.0
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Real Estate

Principal Investments Return Summary as of September 30, 2020
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Principal Investments

Pooled Funds Return Summary as of September 30, 2020
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REITs Return Summary as of September 30, 2020
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Strategic Investments

As of September 30, 2020

Strategic Investments Portfolio Overview

Current Allocation
September 30, 2020 : $15,196M
SI Cash AA 0.0%
SI Debt 23.9%

SI Diversifying Strategies 25.8%

SI Flexible Mandates 11.4%
SI Equity 18.7%

SI Real Assets 20.3%

Return Summary
16.0
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12.0

8.2

8.0
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Cash

As of September 30, 2020

Cash Performance Summary

Return Summary
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Appendix
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1
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5
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Bank of America Merrill Lynch 3-Month US Treasury Index

10
Years

As of September 30, 2020

Appendix

Total FRS Assets
Performance Benchmark- A combination of the Global Equity Target, the Barclays Capital U.S. Intermediate Aggregate Index, the Private Equity Target Index, the
Real Estate Investments Target Index, the Strategic Investments Target Benchmark, and the Bank of America Merrill Lynch 3-Month US Treasury Index. The
short-term target policy allocations to the Strategic Investments, Real Estate and Private Equity asset classes are floating and based on the actual average
monthly balance of the Global Equity asset class. Please refer to section VII. Performance Measurement in the FRS Defined Benefit Plan Investment Policy
Statement for more details on the calculation of the Performance Benchmark. Prior to October 1, 2013, the Performance benchmark was a combination of the
Global Equity Target, the Barclays Aggregate Bond Index, the Private Equity Target Index, the Real Estate Investments Target Index, the Strategic Investments
Target Benchmark, and the iMoneyNet First Tier Institutional Money Market Funds Net Index. The short-term target policy allocations to the Strategic
Investments, Real Estate and Private Equity asset classes are floating and based on the actual average monthly balance of the Global Equity asset class. Prior to
July 2010, the Performance Benchmark was a combination of the Russell 3000 Index, the Foreign Equity Target Index, the Strategic Investments Target
Benchmark, the Barclays Aggregate Bond Index, the Real Estate Investments Target Index, the Private Equity Target Index, the Barclays U.S. High Yield Ba/B
2% Issuer Capped Index, and the iMoneyNet First Tier Institutional Money Market Funds Gross Index. During this time, the short-term target policy allocations to
Strategic Investments, Real Estate and Private Equity asset classes were floating and based on the actual average monthly balance of the Strategic Investments,
Real Estate and Private Equity asset classes. The target weights shown for Real Estate and Private Equity were the allocations that the asset classes were
centered around. The actual target weight floated around this target month to month based on changes in asset values.
Total Global Equity
Performance Benchmark- A custom version of the MSCI All Country World Investable Market Index, adjusted to exclude companies divested under the provisions
of the Protecting Florida's Investments Act (PFIA). Prior to July 2010, the asset class benchmark is a weighted average of the underlying
Domestic Equities, Foreign Equities and Global Equities historical benchmarks.
Total Domestic Equities
Performance Benchmark- The Russell 3000 Index. Prior to July 1, 2002, the benchmark was the Wilshire 2500 Stock Index. Prior to January 1, 2001, the
benchmark was the Wilshire 2500 Stock Index ex-Tobacco. Prior to May 1, 1997, the benchmark was the Wilshire 2500 Stock Index. Prior to September 1, 1994,
the benchmark was the S&P 500 Stock Index.
Total Foreign Equities
Performance Benchmark- A custom version of the MSCI ACWI ex-U.S. Investable Market Index adjusted to exclude companies divested under the PFIA. Prior to
April 1, 2008, it was the MSCI All Country World Index ex-U.S. Investable Market Index. Prior to September 24, 2007, the target was the MSCI All Country World
ex-U.S. Free Index. Prior to November 1, 1999, the benchmark was 85% MSCI Europe, Australasia and Far East (EAFE) Foreign Stock Index and 15% IFCI
Emerging Markets Index with a half weight in Malaysia. Prior to March 31, 1995, the benchmark was the EAFE Index.
Total Global Equities
Performance Benchmark- Aggregated based on each underlying manager's individual benchmark. The calculation accounts for the actual weight and the
benchmark return. The benchmarks used for the underlying managers include both the MSCI FSB All Country World ex-Sudan ex-Iran Net Index and MSCI FSB
All Country World ex-Sudan ex-Iran Net Investable Market Index (IMI).

As of September 30, 2020
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Total Fixed Income
Performance Benchmark- The Barclays Capital U.S. Intermediate Aggregate Index. Prior to October 1, 2013, it was the Barclays U.S. Aggregate Bond Index.
Prior to June 1, 2007, it was the Fixed Income Management Aggregate (FIMA). Prior to July 1, 1999, the benchmark was the Florida High Yield Extended
Duration Index. Prior to July 31, 1997, the benchmark was the Florida Extended Duration Index. Prior to July 1, 1989, the Salomon Brothers Broad InvestmentGrade Bond Index was the benchmark. For calendar year 1985, the performance benchmark was 70% Shearson Lehman Extended Duration and 30% Salomon
Brothers Mortgage Index.
Total Private Equity
Performance Benchmark- The MSCI All Country World Investable Market Index (ACWI IMI), adjusted to reflect the provisions of the Protecting Florida's
Investments Act, plus a fixed premium return of 300 basis points per annum. Prior to July 1, 2014, the benchmark was the domestic equities target index return
(Russell 3000 Index) plus a fixed premium return of 300 basis points per annum. Prior to July 1, 2010, it was the domestic equities target index return plus a fixed
premium return of 450 basis points per annum. Prior to November 1, 1999, Private Equities was part of the Domestic Equities asset class and its benchmark was
the domestic equities target index return plus 750 basis points.
Total Real Estate
Performance Benchmark- The core portion of the asset class is benchmarked to an average of the National Council of Real Estate Investment Fiduciaries
(NCREIF) Fund Index- Open-ended Diversified Core Equity, net of fees, weighted at 76.5%, and the non-core portion of the asset class is benchmarked to an
average of the National Council of Real Estate Investment Fiduciaries (NCREIF) Fund Index- Open-ended Diversified Core Equity, net of fees, weighted at
13.5%, plus a fixed return premium of 150 basis points per annum, and the FTSE EPRA/NAREIT Developed Index, in dollar terms, net of withholding taxes on
non-resident institutional investors, weighted at 10%. Prior to July 1, 2014, the benchmark was a combination of 90% NCREIF ODCE Index, net of fees, and 10%
FTSE EPRA/NAREIT Developed Index, net of fees. Prior to July 1, 2010, it was a combination of 90% NCREIF ODCE Index, gross of fees, and 10% Dow Jones
U.S. Select RESI. Prior to June 1, 2007, it was the Consumer Price Index plus 450 basis points annually. Prior to July 1, 2003, the benchmark was the Dow
Jones U.S. Select Real Estate Securities Index Un-Levered. Prior to November 1, 1999, the benchmark was the Russell-NCREIF Property Index.
Total Strategic Investments
Performance Benchmark- Long-term, 4.0% plus the contemporaneous rate of inflation or CPI. Short-term, a weighted aggregation of individual portfolio level
benchmarks. Prior to July 1, 2018, a Performance Benchmark-Long-term, 4.5% plus the contemporaneous rate of inflation or CPI. Short-term, a weighted
aggregation of individual portfolio level benchmark.
Total Cash
Performance Benchmark- Bank of America Merrill Lynch 3-Month US Treasury Index. Prior to July 1, 2018 it was the iMoneyNet First Tier Institutional Money
Market Funds Net Index. Prior to July 1, 2010, it was the iMoneyNet First Tier Institutional Money Market Funds Gross Index. Prior to June 1, 2007, it was the
return of the Merrill Lynch 90-Day (Auction Average) Treasury Bill Yield Index.
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Description of Benchmarks
Bank of America Merrill Lynch 3-Month US Treasury Index- Consists of U.S. Treasury Bills maturing in 90 days.
Barclays Capital U.S. Intermediate Aggregate Bond Index- A market value-weighted index consisting of U.S. Treasury securities, corporate bonds and
mortgage-related and asset-backed securities with one to ten years to maturity and an outstanding par value of $250 million or greater.
Consumer Price Index (CPI)- The CPI, an index consisting of a fixed basket of goods bought by the typical consumer and used to measure consumer inflation.
FTSE EPRA/NAREIT Developed Index- An index designed to represent general trends in eligible real estate equities worldwide. Relevant real estate activities
are defined as the ownership, disposure and development of income-producing real estate. This index covers the four primary core asset classes (Industrial,
Retail, Office, and Apartment).
MSCI All Country World Investable Market Index- A free float-adjusted market capitalization-weighted index that is designed to measure the equity market
performance of developed and emerging markets. This investable market index contains constituents from the large, mid, and small cap size segments and
targets a coverage range around 99% of free-float adjusted market capitalization.
NCREIF ODCE Property Index- The NCREIF ODCE is a capitalization-weighted, gross of fee, time-weighted return index. The index is a summation of openend funds, which NCREIF defines as infinite-life vehicles consisting of multiple investors who have the ability to enter or exit the fund on a periodic basis, subject
to contribution and/or redemption requests.
Russell 3000 Index- A capitalization-weighted stock index consisting of the 3,000 largest publicly traded U.S. stocks by capitalization. This represents most
publicly traded, liquid U.S. stocks.

As of September 30, 2020
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Description of Universes
Total Fund- A universe comprised of 150 total fund portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon
Performance & Risk Analytics and Investment Metrics. Aggregate assets in the universe comprised $2.0 trillion as of quarter-end and the average market value
was $13.2 billion.
Domestic Equity- A universe comprised of 52 total domestic equity portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY
Mellon Performance & Risk Analytics. Aggregate assets in the universe comprised $1.0 trillion as of quarter-end and the average market value was $18.5 billion.
Foreign Equity- A universe comprised of 55 total international equity portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY
Mellon Performance & Risk Analytics. Aggregate assets in the universe comprised $1.0 trillion as of quarter-end and the average market value was $18.5 billion.
Fixed Income- A universe comprised of 55 total fixed income portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon
Performance & Risk Analytics. Aggregate assets in the universe comprised $1.1 trillion as of quarter-end and the average market value was $19.5 billion.
Real Estate- A universe comprised of 42 total real estate portfolio returns, net of fees, of public defined benefit plans calculated and provided by BNY Mellon
Performance & Risk Analytics. Aggregate assets in the universe comprised $1.0 trillion as of quarter-end and the average market value was $24.1 billion.
Private Equity- An appropriate universe for private equity is unavailable.
Strategic Investments- An appropriate universe for strategic investments is unavailable.
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Explanation of Exhibits
Quarterly and Cumulative Excess Performance- The vertical axis, excess return, is a measure of fund performance less the return of the primary benchmark.
The horizontal axis represents the time series. The quarterly bars represent the underlying funds' relative performance for the quarter.
Ratio of Cumulative Wealth Graph- An illustration of a portfolio's cumulative, un-annualized performance relative to that of its benchmark. An upward-sloping
line indicates superior fund performance versus its benchmark. Conversely, a downward-sloping line indicates underperformance by the fund. A flat line is
indicative of benchmark-like performance.
Performance Comparison - Plan Sponsor Peer Group Analysis- An illustration of the distribution of returns for a particular asset class. The component's
return is indicated by the circle and its performance benchmark by the triangle. The top and bottom borders represent the 5th and 95th percentiles, respectively.
The solid line indicates the median while the dotted lines represent the 25th and 75th percentiles.

<ReportMemberName>

As of September 30, 2020

Notes

x

x
x

The rates of return contained in this report are shown on an after-fees basis unless otherwise noted. They are geometric and time-weighted.
Returns for periods longer than one year are annualized.
Universe percentiles are based upon an ordering system in which 1 is the best ranking and 100 is the worst ranking.
Due to rounding throughout the report, percentage totals displayed may not sum to 100%. Additionally, individual fund totals in dollar terms may
not sum to the plan total.

Disclaimer
Past performance is not necessarily indicative of future results.
Unless otherwise noted, performance returns presented reflect the respective fund’s performance as indicated. Returns may be presented on a before-fees basis (gross) or afterfees basis (net). After-fee performance is net of each respective sub-advisors’ investment management fees and include the reinvestment of dividends and interest as indicated on
the notes page within this report or on the asset allocation and performance summary pages. Actual returns may be reduced by Aon Investments’ investment advisory fees or other
trust payable expenses you may incur as a client. Aon Investments’ advisory fees are described in Form ADV Part 2A. Portfolio performance, characteristics and volatility also may
differ from the benchmark(s) shown.
The information contained herein is SURSULHWDU\ and provided for informational purposes only. It is not complete and does not contain certain material information about making
investmentsinsecuritiesincludingimportantdisclosuresandriskfactors.Allsecuritiestransactionsinvolvesubstantialriskofloss.Undernocircumstancesdoestheinformation in
this report represent a recommendation to buy or sell stocks, limited partnership interests, or other investment instruments.
The data contained in these reports is compiled from statements provided by custodian(s), record-keeper(s), and/or other third-party data provider(s). This document is not intended
to provide, and shall not be relied upon for, accounting and legal or tax advice. Aon Investments has not conducted additional audits and cannot warrant its accuracy or
completeness. We urge you to carefully review all custodial statements and notify Aon Investments with any issues or questions you may have with respect to investment
performance or any other matter set forth herein.
The mutual fund information found in this report is provided by Thomson Reuters Lipper and Aon Investments cannot warrant its accuracy or timeliness. Thomson Reuters Lipper
Global Data Feed provides comprehensive coverage of mutual fund information directly to Investment Metrics, Aon Investments’ performance reporting vendor, via the PARis
performance reporting platform. Thomson Reuters Lipper is the data provider chosen by Investment Metrics, and as such, Aon Investments has no direct relationship with Thomson
Reuters Lipper.
Refer to Hedge Fund Research, Inc. www.hedgefundresearch.com for information on HFR indices.
FTSE International Limited (“FTSE”) © FTSE 2017. “FTSE®” and “FTSE4Good®” are trademarks of the London Stock Exchange Group companies and are used by FTSE
International Limited under license. The FTSE indices are calculated by FTSE International Limited in conjunction with Indonesia Stock Exchange, Bursa Malaysia Berhad, The
Philippine Stock Exchange, Inc., Singapore Exchange Securities Trading Limited and the Stock Exchange of Thailand (the "Exchanges"). All intellectual property rights in the
FTSE/ASEAN Index vest in FTSE and the Exchanges. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and / or FTSE ratings or
underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
Aon Investments USA Inc. (“Aon Investments”) is a federally registered investment advisor with the U.S. Securities and Exchange Commission (“SEC”). Aon Investments is also
registered with the Commodity Futures Trade Commission as a commodity pool operator and a commodity trading advisor, and is a member of the National Futures Association.
The Aon Investments ADV Form Part 2A disclosure statement is available upon written request to:
Aon Investments USA Inc.
200 East Randolph Street
Suite 700
Chicago, IL 60601
ATTN: Aon Investments Compliance Officer
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Asset Allocation & Performance

FRS Investment Plan
Total Plan Aggregate Benchmark

Allocation
Market
Value
($)
12,218,513,311
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Asset Allocation & Performance
Performance(%)

Allocation
Market
Value
($)
1,145,045,413

%
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Fixed Income
Total Bond Index

765,402,932

Cash
IM U.S. Taxable Money Market (MF) Median

FRS Money Market Fund
iMoneyNet 1st Tier Institutional Net Index

0.0

IM U.S. Taxable Money Market (MF) Median

IM U.S. All Cap Equity (SA+CF+MF) Median

1.1 (1)

1.9 (1)

1.4 (1)

0.8 (1)

0.8

1.1 (1)
0.9 (17)

1.4

1.9 (1)
1.6 (18)

1.0

1.4 (1)
1.1 (18)

0.5

0.8 (1)
0.6 (19)

1.0

0.5

0.9

3.6
2.7

-1.7
-3.2

1.6
-0.3

2.3
2.0

3.6
3.4

2.3
2.0

6.3

1.7 (10)
1.1 (32)

5.3 (1)
5.0 (1)

4.8 (1)
4.5 (1)

4.0 (1)
3.8 (1)

0.9

313,829,484

2.6

0.7 (1)
0.6 (2)

451,573,448

3.7

2.2 (-)
1.3 (-)

3,029,919,345

24.8

8.7 (41)
8.6 (43)

1,206,165,838

9.9

9.2 (50)
9.2 (50)

1,823,753,507

14.9

8.1 (54)
9.2 (41)

0.1

-

7.9

IM U.S. Large Cap Equity (MF) Median

FRS U.S. Stock Fund
Russell 3000 Index

10
Years

1.4

IM U.S. Multi-Cap Equity (MF) Median

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

5
Years

0.8

IM U.S. Broad Market Core+ Fixed Income (SA+CF) Median

Domestic Equity
Total U.S. Equities Index

3
Years

0.4

IM U.S. Long Term Treasury/Govt Bond (MF) Median

FRS Core Plus Bond Fund
FRS Custom Core-Plus Fixed Income Index

0.4

0.6 (1)
0.5 (16)

1
Year

0.0

IM U.S. Intermediate Investment Grade (MF) Median

FRS U.S. Bond Enhanced Index Fund
Blmbg. Barc. U.S. Aggregate

Year
To
Date
0.6 (1)

9.2

8.3

6.1 (13)
5.9 (18)
4.0

7.0 (75)
6.8 (75)
8.5

6.0 (-)
5.8 (-)
-

3.2 (44)
2.4 (47)
1.2

5.5 (52)
5.4 (52)

6.8 (11)
6.5 (14)
4.6

7.1 (60)
7.0 (61)
7.7

6.8 (-)
6.5 (-)
-

12.6 (42)
11.6 (44)
9.5

15.1 (52)
15.0 (52)

3.5

5.3 (40)
5.2 (44)
5.1

5.6 (-)
5.2 (-)
-

10.1 (43)
9.7 (45)
8.4

11.7 (54)
11.6 (55)

2.9

4.3 (33)
4.2 (33)
3.5

5.3 (-)
4.7 (-)
-

12.8 (35)
12.6 (36)
10.8

13.8 (48)
13.7 (50)

2.7

3.7 (35)
3.6 (36)
3.0

4.8 (-)
4.5 (-)
-

13.2 (30)
12.8 (37)
11.5

13.6 (42)
13.5 (43)

5.9

15.3

12.1

13.6

13.1

-

-

-

-

-

-

-

-

-

-

As of September 30, 2020

Asset Allocation & Performance
Performance(%)

Allocation
Market
Value
($)
747,104,083

International/Global Equity
Total Foreign and Global Equities Index

%
6.1

Year
To
Date
-1.9 (43)
-4.4 (53)

1
Quarter
7.8 (48)
6.9 (56)

IM International Equity (MF) Median

7.5

FRS Foreign Stock Index Fund
MSCI All Country World ex-U.S. IMI Index

258,190,768

2.1

6.8 (57)
6.8 (57)

321,299,464

2.6

12.6 (12)
8.1 (36)

167,613,851

1.4

9.7 (1)
6.3 (19)

920,207,218

7.5

IM International Equity (MF) Median

IM Global Equity (MF) Median

IM International Large Cap Core Equity (MF) Median

5
Years

10
Years

3.3 (32)
1.9 (42)

7.9 (35)
6.9 (45)

6.2 (25)
5.3 (38)

1.0

3.8 (55)
3.5 (56)

-3.5

1.0

25.7 (17)
10.4 (39)

-2.3

4.4

15.0 (1)
3.0 (20)

-7.7

-0.9

5.1 (41)
4.7 (46)
4.5

14.7 (13)
10.3 (34)
8.3

5.7 (1)
1.2 (14)

-0.6

4.5

6.6 (47)
6.3 (51)
6.3

13.8 (13)
7.1 (37)

5.7

4.4 (1)
-5.4 (25)

6.3

1.4 (46)
1.1 (50)

5.1

14.1 (16)
1.4 (38)

5.0

FRS Self-Dir Brokerage Acct

3
Years

5.1

-4.9 (55)
-5.2 (56)

6.8

FRS Foreign Stock Fund
MSCI All Country World ex-U.S. Index

7.3 (44)
4.4 (53)

-3.5

7.5

FRS Global Stock Fund
MSCI All Country World Index Net

1
Year

12.2 (15)
8.8 (40)
8.1

9.1 (1)
6.3 (3)
4.6

6.8 (1)
4.3 (25)
3.5

The returns for the Retirement Date Funds, Inflation 6HQVLWLYHFund and Core Plus Bond Fund use prehire data for all months prior to 7/1/2014,actual live
data is used thereafter.
Note: The SDBA opened for members on 1/2/14. No performance calculations will be made for the SDBA.

As of September 30, 2020

Asset Allocation & Performance

2019

FRS Investment Plan
Total Plan Aggregate Benchmark

2018

2017

2016

Performance(%)
2015
2014

2013

2012

2011

2010

20.5

-5.7

16.4

8.0

-0.9

4.9

15.2

10.5

0.7

10.6

20.0

-5.8

15.5

8.5

-1.3

4.9

14.6

9.7

0.9

10.2

14.8 (39)
14.5 (42)

-3.7 (53)
-3.8 (55)

10.8 (52)
10.4 (58)

6.2 (59)
6.2 (59)

-2.6 (100)
-1.8 (98)

4.4 (82)
3.6 (89)

3.4 (10)
5.0 (1)

11.5 (55)
9.9 (84)

Blank

Retirement Date
Blank

FRS Retirement Fund
Retirement Custom Index
IM Retirement Income (MF) Median

FRS 2020 Retirement Date Fund
2020 Retirement Custom Index
IM Mixed-Asset Target 2020 (MF) Median

FRS 2025 Retirement Date Fund
2025 Retirement Custom Index
IM Mixed-Asset Target 2025 (MF) Median

FRS 2030 Retirement Date Fund
2030 Retirement Custom Index
IM Mixed-Asset Target 2030 (MF) Median

FRS 2035 Retirement Date Fund
2035 Retirement Custom Index
IM Mixed-Asset Target 2035 (MF) Median

FRS 2040 Retirement Date Fund
2040 Retirement Custom Index
IM Mixed-Asset Target 2040 (MF) Median

FRS 2045 Retirement Date Fund
2045 Retirement Custom Index
IM Mixed-Asset Target 2045 (MF) Median

FRS 2050 Retirement Date Fund
2050 Retirement Custom Index
IM Mixed-Asset Target 2050 (MF) Median

FRS 2055 Retirement Date Fund
2055 Retirement Custom Index
IM Mixed-Asset Target 2055 (MF) Median

FRS 2060 Retirement Date Fund
2060 Retirement Custom Index
IM Mixed-Asset Target 2055 (MF) Median

13.8

16.3 (56)
16.0 (60)
16.6

18.2 (58)
17.8 (67)
18.6

19.8 (68)
19.4 (72)
20.4

21.1 (77)
20.8 (82)
22.4

22.5 (70)
22.1 (82)
24.0

23.4 (72)
23.0 (84)
24.8

24.0 (75)
23.6 (78)
25.0

24.1 (80)
23.7 (83)
25.1

24.2 (79)
23.7 (83)
25.1

-3.7

-4.4 (53)
-4.5 (55)
-4.3

-5.2 (46)
-5.3 (51)
-5.3

-6.0 (44)
-6.0 (45)
-6.2

-6.7 (37)
-6.8 (38)
-7.2

-7.5 (39)
-7.5 (39)
-7.9

-8.0 (49)
-8.0 (49)
-8.0

-8.4 (55)
-8.4 (55)
-8.3

-8.4 (53)
-8.4 (53)
-8.3

-8.3 (52)
-8.4 (53)
-8.3

10.8

14.0 (24)
13.3 (47)
13.1

16.1 (26)
15.5 (39)
15.2

18.0 (30)
17.3 (48)
17.2

19.8 (27)
18.9 (54)
18.9

20.9 (28)
20.4 (45)
20.3

21.5 (26)
21.2 (39)
21.0

21.6 (32)
21.3 (52)
21.3

21.5 (47)
21.3 (55)

6.7

7.4 (22)
7.1 (32)
6.7

8.0 (14)
7.6 (20)
7.2

8.5 (18)
8.0 (33)
7.5

9.1 (17)
8.3 (43)
8.3

9.2 (17)
8.6 (43)
8.4

9.4 (18)
8.9 (36)
8.5

9.5 (20)
8.9 (37)
8.4

9.3 (27)
8.9 (33)

-0.1

-2.1 (91)
-1.6 (80)
-0.8

-1.7 (80)
-1.5 (77)
-1.0

-1.3 (63)
-1.5 (67)
-1.0

-1.4 (51)
-1.7 (67)
-1.3

-1.4 (55)
-1.7 (69)
-1.1

-1.5 (53)
-1.7 (64)
-1.3

-1.5 (60)
-1.7 (65)
-1.3

-1.4 (54)
-1.7 (63)

5.7

4.4 (79)
3.9 (88)
5.1

4.5 (86)
4.2 (91)
5.5

4.5 (83)
4.4 (83)
5.7

4.4 (84)
4.3 (85)
5.7

4.4 (83)
4.3 (84)
5.9

4.4 (82)
4.3 (83)
5.8

4.4 (82)
4.3 (82)
6.0

4.4 (81)
4.3 (81)

3.5 (96)
3.4 (96)
12.8

9.6 (75)
9.7 (75)
13.0

13.7 (74)
13.8 (74)
16.1

18.1 (54)
18.2 (52)
18.2

22.0 (38)
22.0 (38)
20.8

22.3 (48)
22.4 (48)
21.7

22.3 (60)
22.4 (60)
23.1

22.3 (53)
22.4 (53)
23.3

22.3 (72)
22.4 (71)

10.7 (59)
8.5 (78)
11.0

12.4 (38)
11.0 (74)
11.8

13.5 (43)
12.4 (73)
13.3

14.6 (34)
13.8 (53)
14.0

15.8 (23)
15.2 (46)
15.1

15.8 (36)
15.2 (50)
15.2

15.8 (38)
15.2 (68)
15.7

15.8 (36)
15.2 (58)
15.6

15.8 (45)
15.2 (75)

-0.5

0.6 (38)
1.5 (21)
0.2

-0.7 (35)
-0.3 (26)
-1.0

-2.1 (50)
-2.0 (49)
-2.2

-3.0 (46)
-3.1 (47)
-3.1

-3.0 (38)
-3.1 (38)
-3.7

-3.0 (26)
-3.1 (26)
-3.9

-3.0 (20)
-3.1 (20)

11.8

12.2 (64)
11.2 (86)
12.8

12.5 (88)
11.8 (93)
13.7

13.0 (86)
12.5 (91)
13.9

13.7 (80)
13.3 (89)
14.6

13.7 (79)
13.3 (85)
14.7

13.7 (86)
13.3 (89)
15.0

13.7 (84)
13.3 (87)

-4.0

14.9

-

-

21.5

8.5

-1.3

5.7

23.2

15.7

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

As of September 30, 2020

Asset Allocation & Performance

2019
2.4 (1)

Cash
IM U.S. Taxable Money Market (MF) Median

FRS Money Market Fund
iMoneyNet 1st Tier Institutional Net Index
IM U.S. Taxable Money Market (MF) Median

2018
2.2 (1)

2.0

2017
1.2 (1)

1.7

2.4 (1)
2.1 (22)

0.7

2.2 (1)
1.8 (17)

Performance(%)
2015
2014
0.2 (1)
0.1 (1)

2016
0.6 (1)
0.2

1.2 (1)
0.9 (17)

0.0

0.6 (1)
0.3 (19)

2013
0.2 (1)

0.0

0.2 (1)
0.0 (20)

2012
0.3 (1)

0.0

0.1 (1)
0.0 (23)

2011
0.2 (1)

0.0

0.2 (1)
0.0 (23)

2010
0.3 (2)

0.0

0.3 (1)
0.1 (23)

0.2 (1)
0.1 (23)

0.0

0.3 (2)
0.2 (7)

2.0

1.7

0.7

0.2

0.0

0.0

0.0

0.0

0.0

0.0

13.0
13.0

-5.5
-5.5

8.1
8.1

6.0
6.2

-7.9
-5.0

3.2
1.8

-9.1
-8.9

9.1
6.6

7.4
4.6

11.7
13.0

-0.1 (94)
-0.1 (94)

4.4 (2)
3.9 (3)

4.7 (8)
4.3 (9)

4.7 (1)
4.9 (1)

-1.1 (84)
-1.2 (87)

6.0 (36)
4.8 (62)

6.7 (1)
7.4 (1)

Real Assets
FRS Inflation Sensitive Fund
FRS Custom Multi-Assets Index
Fixed Income
Total Bond Index
IM U.S. Intermediate Investment Grade (MF) Median

FRS U.S. Bond Enhanced Index Fund
Blmbg. Barc. U.S. Aggregate
IM U.S. Long Term Treasury/Govt Bond (MF) Median

FRS Core Plus Bond Fund
FRS Custom Core-Plus Fixed Income Index
IM U.S. Broad Market Core+ Fixed Income (SA+CF) Median

Domestic Equity
Total U.S. Equities Index
IM U.S. Multi-Cap Equity (MF) Median

FRS U.S. Stock Market Index Fund
Russell 3000 Index
IM U.S. Large Cap Equity (MF) Median

FRS US Stock Fund
Russell 3000 Index
IM U.S. All Cap Equity (SA+CF+MF) Median

International/Global Equity
Total Foreign and Global Equities Index
IM International Equity (MF) Median

FRS Foreign Stock Index Fund
MSCI All Country World ex-U.S. IMI Index
IM International Equity (MF) Median

FRS Global Stock Fund
MSCI All Country World Index Net
IM Global Equity (MF) Median

FRS Foreign Stock Fund
MSCI All Country World ex-U.S. Index
IM International Large Cap Core Equity (MF) Median

9.8 (1)
9.2 (1)
5.8

1.0

8.7 (33)
8.7 (33)

2.1

0.0 (66)
0.0 (66)

6.6

0.5

11.0 (15)
10.0 (35)
9.5

-0.8

30.1 (41)
30.0 (41)

-7.0

4.3

-0.2

10.2

21.2 (56)
21.1 (56)

5.8

-1.1

12.9 (26)
12.7 (27)

10.8

0.6 (54)
0.5 (55)

0.3 (38)
-0.1 (41)

15.8

33.6 (40)
33.6 (40)

6.5

10.1 (30)
9.1 (41)

7.0

16.9 (33)
16.5 (37)

34.3

12.6 (34)
12.6 (35)

4.6 (86)
7.6 (29)

7.9

35.2 (43)
34.0 (54)

6.1

6.7 (48)
6.5 (49)

9.8

11.1 (17)
7.8 (53)

-0.7

11.5 (42)
11.1 (47)

7.9 (67)
7.8 (68)

2.9

0.8 (19)
0.8 (18)

7.6 (30)
7.0 (35)

3.9

4.4 (13)
4.2 (14)

-3.4

4.6 (82)
5.1 (75)

0.7 (35)
-0.5 (45)

5.5

-2.0 (17)
-2.0 (18)

5.1

0.1 (43)
0.2 (36)

13.7 (29)
14.9 (23)

0.1

6.2 (36)
6.0 (37)

0.5

5.7 (23)
4.9 (37)

20.8 (48)
19.6 (55)

1.9

0.7 (38)
0.5 (46)

1.0

5.3 (23)
4.2 (62)

20.6

-5.2 (57)
-5.2 (58)

0.7

2.7 (1)
2.6 (1)

4.5

-6.5 (45)
-6.5 (45)

28.8

31.1 (48)
31.0 (48)

3.6 (32)
3.5 (32)
2.2

-0.5 (42)
-0.4 (36)

0.3 (81)
0.1 (89)

2.3

8.8

20.4 (20)
19.3 (27)

-1.0

16.5 (39)
16.4 (40)

1.0 (39)
1.0 (39)

16.1

17.1 (19)
16.9 (21)

30.6

-4.6

21.9

9.5

1.0

11.4

32.7

15.6

-0.2

14.1

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

-

23.7 (37)
22.3 (46)

-13.5 (28)
-14.0 (33)

21.8

-15.7

22.3 (46)
21.6 (52)

-15.7

-9.7

21.8

-15.1

7.4

31.2 (5)
27.2 (23)

-1.8

1.0 (60)
5.0 (10)

23.9

2.7

-0.5 (20)
-5.3 (73)

1.8

-2.7

-5.6

-7.4 (46)
-5.5 (35)

14.6

20.6 (60)
15.8 (80)

14.4

13.0 (55)
11.8 (60)

-7.8

19.6 (37)
17.4 (67)

20.8

14.4

9.2 (77)
8.9 (78)

-14.8

21.0 (15)
16.3 (38)

25.1

-2.3 (16)
-3.4 (18)

-11.8 (27)
-12.2 (30)

18.8

27.1 (41)
22.8 (60)

-

10.1 (74)
10.1 (74)

-14.8

17.6 (63)
16.4 (72)

17.0

3.7 (44)
4.2 (39)

-11.3 (23)
-11.3 (23)

18.8

20.5 (39)
21.0 (36)

-4.2

5.6 (12)
-2.4 (56)

18.6 (53)
16.6 (72)

17.0

-4.5 (55)
-4.2 (51)

-2.9

2.2 (81)
7.9 (46)

21.6 (33)
20.6 (39)

-4.2

-4.4 (56)
-4.6 (56)

2.8

29.3 (18)
24.0 (40)

-3.2 (42)
-3.0 (41)

-2.9

5.3 (37)
4.4 (42)

22.1

-14.9 (48)
-14.2 (30)

-2.6 (49)
-4.4 (56)

2.8

28.3 (53)
27.8 (56)
28.6

-5.6 (19)
-9.4 (46)

25.7

27.4 (5)
21.5 (55)

4.5 (42)
4.9 (38)

28.6

-14.7 (40)
-14.8 (41)

21.8

30.5 (20)
26.6 (45)

28.6 (50)
27.3 (60)

-13.3 (59)
-13.3 (60)

18.8

13.9

9.8 (35)
11.6 (20)

-13.0

7.2

FRS Self-Dir Brokerage Acct
The returns for the Retirement Date Funds, Inflation 6HQVLWLYH)XQG, Core Plus Bond Funduse prehire data for allmonths prior to 7/1/2014, actual live data
is used thereafter.
Note: The SDBA opened for members on 1/2/14. No performance calculations will be made for the SDBA.

FRS Investment Plan

As of September 30, 2020

Asset Allocation
Asset Allocation as of 9/30/2020
U.S. Equity

Non-U.S. Equity

U.S. Fixed Income

99,428,308

91,311,712

221,853,640

263,789,390

676,383,050

5.5%

FRS 2020 Retirement Date Fund

107,268,101

99,280,051

166,607,901

197,418,951

570,575,004

4.7%

FRS 2025 Retirement Date Fund

199,619,887

184,387,847

213,248,553

204,430,004

801,686,291

6.6%

FRS 2030 Retirement Date Fund

227,181,379

209,067,249

175,103,255

143,403,528

754,755,411

6.2%

FRS 2035 Retirement Date Fund

244,996,090

225,822,483

139,896,318

99,418,703

710,133,595

5.8%

FRS 2040 Retirement Date Fund

248,316,923

229,017,680

101,642,678

64,330,809

643,308,090

5.3%

FRS 2045 Retirement Date Fund

261,758,119

241,622,879

73,619,471

52,225,778

629,226,247

5.1%

FRS 2050 Retirement Date Fund

171,682,824

158,233,017

31,646,603

34,020,099

395,582,543

3.2%

FRS 2055 Retirement Date Fund

102,859,700

94,856,886

17,182,513

20,477,789

235,376,888

1.9%

FRS 2060 Retirement Date Fund

35,764,234

32,981,662

5,974,346

7,120,111

81,840,353

FRS Retirement Fund

Total Retirement Date Funds

$

1,663,111,330 $

1,533,599,804

$

Real Assets

1,140,800,934 $ 1,079,515,052

Cash

$

FRS Money Market Fund
Total Cash

-

$

-

$

-

$

$

-

$

-

$

$

-

$

111,966,847

$

5,498,867,473

45.0%

1,145,045,413

9.4%

1,145,045,413 $

-

$

1,145,045,413

9.4%

111,966,847

0.9%

$

-

$

-

$

451,573,449
$

FRS U.S. Stock Market Index Fund

-

$

-

$

765,402,932 $

-

$

-

$

-

$

1,206,165,838

FRS U.S. Stock Fund

1,823,753,507
$

3,029,919,345 $

-

$

-

$

-

0.7%

-

313,829,484

FRS Core Plus Bond Fund

Total Domestic Equity

-

% of Total

$

111,966,847

FRS U.S. Bond Enhanced Index Fund

Total Fixed Income

-

Total

1,145,045,413
$

FRS Inflation 6HQVLWLYHFund
Total Real Assets

Brokerage

$

-

$

-

$

111,966,847

0.9%

313,829,484

2.6%

451,573,449

3.7%

765,402,932

6.3%

1,206,165,838

9.9%

1,823,753,507

14.9%

3,029,919,345

24.8%

FRS Foreign Stock Index Fund

258,190,768

258,190,768

2.1%

FRS Global Stock Fund

321,299,464

321,299,464

2.6%

FRS Foreign Stock Fund

167,613,851

167,613,851

1.4%

Total International/Global Equity

$

-

$

747,104,083

$

-

$

-

$

-

$

FRS Self-Dir Brokerage Acct

Percent of Total

$

920,207,218

Total Self-Dir Brokerage Acct
Total Portfolio

-

$
$

4,693,030,675 $
38.5%

2,280,703,887
18.7%

$

1,906,203,867 $ 1,191,481,899
15.6%

9.8%

$

1,145,045,413 $
9.4%

920,207,218

$

747,104,083

6.1%

920,207,218

7.5%

920,207,218

920,207,218 $ 12,218,513,311
7.5%

100.0%

The returns for the Retirement Date Funds, Inflation 6HQVLWLYHFund and Core Plus Bond Fund use prehire data for allmonths prior to 7/1/2014, actual live data is used thereafter. Note: The
SDBA opened for members on 1/2/14. No performance calculations will be made for the SDBA.

7.5%
100.0%

As of September 30, 2020

Multi Timeperiod Statistics

3
Years
Return
FRS Investment Plan
Total Plan Aggregate Benchmark

FRS Retirement Fund
Retirement Custom Index

FRS 2020 Retirement Date Fund
2020 Retirement Custom Index

FRS 2025 Retirement Date Fund
2025 Retirement Custom Index

FRS 2030 Retirement Date Fund
2030 Retirement Custom Index

FRS 2035 Retirement Date Fund
2035 Retirement Custom Index

FRS 2040 Retirement Date Fund
2040 Retirement Custom Index

FRS 2045 Retirement Date Fund
2045 Retirement Custom Index

FRS 2050 Retirement Date Fund
2050 Retirement Custom Index

FRS 2055 Retirement Date Fund
2055 Retirement Custom Index

FRS 2060 Retirement Date Fund
2060 Retirement Custom Index

FRS Money Market Fund
iMoneyNet 1st Tier Institutional Net Index

FRS Inflation Sensitive Fund
FRS Custom Real Assets Index

FRS U.S. Bond Enhanced Index Fund
Blmbg. Barc. U.S. Aggregate

FRS Core Plus Bond Fund
FRS Custom Core-Plus Fixed Income Index

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

FRS U.S. Stock Fund
Russell 3000 Index

FRS Foreign Stock Index Fund
MSCI World ex USA

FRS Global Stock Fund
MSCI All Country World Index Net

FRS Foreign Stock Fund
MSCI All Country World ex-U.S. Index

6.39

3
Years
Standard
Deviation

3
Years
Sharpe
Ratio

3
Years
Tracking
Error

3
Years
Information
Ratio

12.44

0.42

0.59

0.94

3
Years
Up
Market
Capture
103.71

3
Years
Down
Market
Capture
101.22

5.86

12.05

0.39

0.00

N/A

100.00

100.00

5.29

7.55

0.49

0.46

0.53

102.85

101.41

5.05

7.37

0.47

0.00

N/A

100.00

100.00

5.54

8.79

0.46

0.49

0.53

102.11

100.40

5.29

8.61

0.44

0.00

N/A

100.00

100.00

5.82

10.19

0.44

0.47

0.58

101.61

99.82

5.54

10.09

0.41

0.00

N/A

100.00

100.00

5.92

11.48

0.41

0.49

0.40

100.91

99.71

5.72

11.40

0.39

0.00

N/A

100.00

100.00

6.04

12.61

0.39

0.52

0.33

100.60

99.61

5.87

12.58

0.38

0.00

N/A

100.00

100.00

6.10

13.70

0.38

0.52

0.20

100.26

99.66

5.99

13.68

0.37

0.00

N/A

100.00

100.00

6.13

14.55

0.36

0.54

0.18

100.11

99.54

6.03

14.53

0.36

0.00

N/A

100.00

100.00

6.08

15.11

0.35

0.56

0.20

100.03

99.37

5.96

15.12

0.35

0.00

N/A

100.00

100.00

6.15

15.21

0.36

0.54

0.35

100.38

99.40

5.96

15.18

0.34

0.00

N/A

100.00

100.00

6.21

15.22

0.36

0.55

0.45

100.56

99.29

5.96

15.18

0.34

0.00

N/A

100.00

100.00

1.85

0.22

1.16

0.07

3.92

118.93

N/A

1.55

0.22

-0.70

0.00

N/A

100.00

N/A

2.30

8.99

0.11

1.17

0.25

105.99

104.21

2.05

8.54

0.08

0.00

N/A

100.00

100.00

5.30

3.40

1.05

0.16

0.36

101.46

102.25

5.24

3.37

1.05

0.00

N/A

100.00

100.00

5.60

4.68

0.82

1.62

0.26

112.65

121.52

5.20

3.58

0.96

0.00

N/A

100.00

100.00

11.71

18.45

0.60

0.05

1.17

100.21

100.03

11.65

18.44

0.60

0.00

N/A

100.00

100.00

N/A

N/A

N/A

N/A

N/A

N/A

N/A

11.65

18.44

0.60

0.00

N/A

100.00

100.00

1.44

16.64

0.07

1.20

0.27

100.79

99.34

1.13

16.57

0.05

0.00

N/A

100.00

100.00

13.77

17.67

0.72

3.43

1.80

115.11

88.51

7.12

16.88

0.39

0.00

N/A

100.00

100.00

5.67

17.32

0.31

3.43

1.33

114.41

94.34

1.16

16.23

0.05

0.00

N/A

100.00

100.00

The returns for the Retirement Date Funds, Inflation 6HQVLWLYH Fund, Core Plus Bond Fund use prehire data for all months prior to 7/1/2014,actual live
data is used thereafter.

As of September 30, 2020

Multi Timeperiod Statistics

5
Years
Return
FRS Investment Plan
Total Plan Aggregate Benchmark

FRS Retirement Fund
Retirement Custom Index

FRS 2020 Retirement Date Fund
2020 Retirement Custom Index

FRS 2025 Retirement Date Fund
2025 Retirement Custom Index

FRS 2030 Retirement Date Fund
2030 Retirement Custom Index

FRS 2035 Retirement Date Fund
2035 Retirement Custom Index

FRS 2040 Retirement Date Fund
2040 Retirement Custom Index

FRS 2045 Retirement Date Fund
2045 Retirement Custom Index

FRS 2050 Retirement Date Fund
2050 Retirement Custom Index

FRS 2055 Retirement Date Fund
2055 Retirement Custom Index

FRS 2060 Retirement Date Fund
2060 Retirement Custom Index

FRS Money Market Fund
iMoneyNet 1st Tier Institutional Net Index

FRS Inflation Sensitive Fund
FRS Custom Real Assets Index

FRS U.S. Bond Enhanced Index Fund
Blmbg. Barc. U.S. Aggregate

FRS Core Plus Bond Fund
FRS Custom Core-Plus Fixed Income Index

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

FRS U.S. Stock Fund
Russell 3000 Index

FRS Foreign Stock Index Fund
MSCI World ex USA

FRS Global Stock Fund
MSCI All Country World Index Net

FRS Foreign Stock Fund
MSCI All Country World ex-U.S. Index

8.41

5
Years
Standard
Deviation

5
Years
Sharpe
Ratio

5
Years
Tracking
Error

5
Years
Information
Ratio

10.44

0.71

0.55

0.78

5
Years
Up
Market
Capture
103.08

5
Years
Down
Market
Capture
101.17

7.98

10.13

0.69

0.00

N/A

100.00

100.00

6.19

6.42

0.77

0.42

0.44

101.94

100.67

6.01

6.29

0.76

0.00

N/A

100.00

100.00

7.25

7.64

0.79

0.46

0.61

102.21

100.26

6.97

7.52

0.77

0.00

N/A

100.00

100.00

7.96

8.82

0.77

0.48

0.61

101.59

99.32

7.65

8.78

0.74

0.00

N/A

100.00

100.00

8.48

9.93

0.74

0.50

0.50

101.39

99.83

8.21

9.90

0.72

0.00

N/A

100.00

100.00

9.03

10.94

0.73

0.55

0.61

101.81

100.05

8.67

10.91

0.70

0.00

N/A

100.00

100.00

9.27

11.80

0.71

0.56

0.36

100.80

99.62

9.05

11.82

0.69

0.00

N/A

100.00

100.00

9.42

12.43

0.69

0.62

0.22

100.10

99.01

9.27

12.50

0.67

0.00

N/A

100.00

100.00

9.41

12.83

0.67

0.62

0.25

100.18

98.99

9.23

12.90

0.65

0.00

N/A

100.00

100.00

9.43

12.90

0.67

0.61

0.31

100.32

99.02

9.22

12.95

0.65

0.00

N/A

100.00

100.00

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

N/A

1.42

0.23

1.93

0.06

4.99

126.60

N/A

1.12

0.23

-0.52

0.00

N/A

100.00

N/A

3.57

7.64

0.34

1.23

0.18

105.69

105.48

3.38

7.18

0.33

0.00

N/A

100.00

100.00

4.26

3.17

0.96

0.13

0.58

101.48

100.78

4.18

3.15

0.95

0.00

N/A

100.00

100.00

5.31

4.09

0.98

1.33

0.45

114.69

118.48

4.72

3.24

1.07

0.00

N/A

100.00

100.00

13.78

15.47

0.83

0.05

1.62

100.28

99.94

13.69

15.47

0.83

0.00

N/A

100.00

100.00

N/A

N/A

N/A

N/A

N/A

N/A

N/A

13.69

15.47

0.83

0.00

N/A

100.00

100.00

6.64

14.61

0.43

1.36

0.22

99.88

97.99

6.31

14.72

0.41

0.00

N/A

100.00

100.00

14.70

15.11

0.90

3.38

1.20

112.21

92.04

10.30

14.42

0.67

0.00

N/A

100.00

100.00

9.08

15.03

0.57

3.59

0.73

107.61

94.80

6.35

14.49

0.41

0.00

N/A

100.00

100.00

The returns for the Retirement Date Funds, Inflation 6HQVLWLYHFund, Core Plus Bond Funduse prehire data for allmonths prior to 7/1/2014, actual live data
is used thereafter.

(This Page Left Blank Intentionally)

Appendix

As of September 30, 2020

Benchmark Descriptions
Retirement Date Benchmarks - A weighted average composite of the underlying components' benchmarks for each fund.
iMoneyNet 1st Tier Institutional Net Index - An index made up of the entire universe of money market mutual funds. The index currently represents over 1,300 funds, or
approximately 99 percent of all money fund assets.
FRS Custom Multi-Assets Index - A monthly weighted composite of underlying indices for each TIPS and Real Assets fund. These indices include Barclays U.S. TIPS Index,
MSCI AC World Index and the Bloomberg Commodity Total Return Index, NAREIT Developed Index, S&P Global Infrastructure Index, S&P Global Natural Resources Index.
Total Bond Index - A weighted average composite of the underlying benchmarks for each bond fund.
Barclays Aggregate Bond Index - A market value-weighted index consisting of government bonds, SEC-registered corporate bonds and mortgage-related and asset-backed
securities with at least one year to maturity and an outstanding par value of $250 million or greater. This index is a broad measure of the performance of the investment grade U.S.
fixed income market.
FRS Custom Core-Plus Fixed Income Index - A monthly rebalanced blend of 80% Barclays U.S. Aggregate Bond Index and 20% Barclays U.S. High Yield Ba/B 1% Issuer
Constrained Index.
Total U.S. Equities Index - A weighted average composite of the underlying benchmarks for each domestic equity fund.
Russell 3000 Index - A capitalization-weighted index consisting of the 3,000 largest publicly traded U.S. stocks by capitalization. This index is a broad measure of the performance
of the aggregate domestic equity market.
Total Foreign and Global Equities Index - A weighted average composite of the underlying benchmarks for each foreign and global equity fund.
Total Foreign and Global Equities Index - A weighted average composite of the underlying benchmarks for each foreign and global equity fund.
MSCI All Country World ex-U.S. IMI Index - A capitalization-weighted index of stocks representing 22 developed country stock markets and 24 emerging countries, excluding the
U.S. market.
MSCI All Country World Index - A capitalization-weighted index of stocks representing approximately 47 developed and emerging countries, including the U.S. and Canadian
markets.
MSCI All Country World ex-U.S. Index - A capitalization-weighted index consisting of 23 developed and 24 emerging countries, but excluding the U.S.

As of September 30, 2020

Descriptions of Universes

Retirement Date Funds - Target date universes calculated and provided by Lipper.
FRS Money Market Fund - A money market universe calculated and provided by Lipper.
FRS U.S. Bond Enhanced Index Fund - A long-term bond fixed income universe calculated and provided by Lipper.
FRS Core Plus Bond Fund - A core plus bond fixed income universe calculated and provided by Lipper.
FRS U.S. Stock Market Index Fund - A large cap blend universe calculated and provided by Lipper.
FRS Foreign Stock Index Fund - A foreign blend universe calculated and provided by Lipper.
FRS Global Stock Fund - A global stock universe calculated and provided by Lipper.
FRS Foreign Stock Fund - A foreign large blend universe calculated and provided by Lipper.

<ReportMemberName>

As of September 30, 2020

Notes

x

The rates of return contained in this report are shown on an after-fees basis unless otherwise noted. They are geometric and time-weighted.
Returns for periods longer than one year are annualized.

x

Universe percentiles are based upon an ordering system in which 1 is the best ranking and 100 is the worst ranking.

x

Due to rounding throughout the report, percentage totals displayed may not sum to 100%. Additionally, individual fund totals in dollar terms may
not sum to the plan total.

Disclaimer
Past performance is not necessarily indicative of future results.
Unless otherwise noted, performance returns presented reflect the respective fund’s performance as indicated. Returns may be presented on a before-fees basis (gross) or afterfees basis (net). After-fee performance is net of each respective sub-advisors’ investment management fees and include the reinvestment of dividends and interest as indicated on
the notes page within this report or on the asset allocation and performance summary pages. Actual returns may be reduced by Aon Investments’ investment advisory fees or other
trust payable expenses you may incur as a client. Aon Investments’ advisory fees are described in Form ADV Part 2A. Portfolio performance, characteristics and volatility also may
differ from the benchmark(s) shown.
The information contained herein is proprietary and provided for informational purposes only. It is not complete and does not contain certain material informationaboutmaking
investmentsinsecuritiesincludingimportantdisclosuresandriskfactors.Allsecuritiestransactionsinvolvesubstantialriskofloss.Undernocircumstancesdoestheinformation in
this report represent a recommendation to buy or sell stocks, limited partnership interests, or other investment instruments.
The data contained in these reports is compiled from statements provided by custodian(s), record-keeper(s), and/or other third-party data provider(s). This document is not intended
to provide, and shall not be relied upon for, accounting and legal or tax advice. Aon Investments has not conducted additional audits and cannot warrant its accuracy or
completeness. We urge you to carefully review all custodial statements and notify Aon Investments with any issues or questions you may have with respect to investment
performance or any other matter set forth herein.
The mutual fund information found in this report is provided by Thomson Reuters Lipper and Aon Investments cannot warrant its accuracy or timeliness. Thomson Reuters Lipper
Global Data Feed provides comprehensive coverage of mutual fund information directly to Investment Metrics, Aon Investments’ performance reporting vendor, via the PARis
performance reporting platform. Thomson Reuters Lipper is the data provider chosen by Investment Metrics, and as such, Aon Investments has no direct relationship with Thomson
Reuters Lipper.
Refer to Hedge Fund Research, Inc. www.hedgefundresearch.com for information on HFR indices.
FTSE International Limited (“FTSE”) © FTSE 2017. “FTSE®” and “FTSE4Good®” are trademarks of the London Stock Exchange Group companies and are used by FTSE
International Limited under license. The FTSE indices are calculated by FTSE International Limited in conjunction with Indonesia Stock Exchange, Bursa Malaysia Berhad, The
Philippine Stock Exchange, Inc., Singapore Exchange Securities Trading Limited and the Stock Exchange of Thailand (the "Exchanges"). All intellectual property rights in the
FTSE/ASEAN Index vest in FTSE and the Exchanges. Neither FTSE nor its licensors accept any liability for any errors or omissions in the FTSE indices and / or FTSE ratings or
underlying data. No further distribution of FTSE Data is permitted without FTSE’s express written consent.
Aon Investments USA Inc. (“Aon Investments”) is a federally registered investment advisor with the U.S. Securities and Exchange Commission (“SEC”). Aon Investments is also
registered with the Commodity Futures Trade Commission as a commodity pool operator and a commodity trading advisor, and is a member of the National Futures Association.
The Aon Investments ADV Form Part 2A disclosure statement is available upon written request to:
Aon Investments USA Inc.
200 East Randolph Street
Suite 700
Chicago, IL 60601
ATTN: Aon Investments Compliance Officer
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1
Quarter

FYTD*

1
Year




862,174,271




862,174,271




862,174,271

LCEF Total Fund

As of September 30, 2020
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Asset Allocation & Performance

Performance(%)

Allocation

/&()7RWDO)XQG
Total Endowment Target

Market
Value
($)


%

Policy(%)





$OO(QGRZPHQWV7RWDO)XQG0HGLDQ

*OREDO(TXLW\
Global Equity Target

1
Quarter

FYTD

1
Year

3
Years

5
Years

10
Years

 
6.2 (20)

 
8.1 (19)

 
9.7 (20)

 
6.6 (26)

 
8.6 (14)

 
7.6 (24)
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As of September 30, 2020

Calendar Year Performance

2019
20.1 (24)
21.2 (14)

LCEF Total Fund
Total Endowment Target
$OO(QGRZPHQWV7RWDO)XQG0HGLDQ

*OREDO(TXLW\
Global Equity Target

2018
-6.1 (65)
-7.0 (84)

2017
18.5 (7)
17.7 (12)

2016
9.2 (9)
7.0 (41)

Performance(%)
2015
2014
-1.4 (48) 5.2 (43)
-1.6 (52) 4.3 (59)

2013
14.7 (49)
12.8 (65)

2012
13.2 (26)
12.2 (52)

2011
1.9 (16)
1.5 (19)

2010
14.0 (19)
13.7 (23)
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6HSWHPEHULVDZHLJKWHGDYHUDJHRI'RPHVWLF(TXLWLHV DQG)RUHLJQ(TXLWLHV KLVWRULFDOSHUIRUPDQFH

As of September 30, 2020

Plan Sponsor Peer Group Analysis
All Endowments-Total Fund
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LCEF Total Fund

As of September 30, 2020

Universe Asset Allocation Comparison

LCEF Total Fund

BNY Mellon Endowment Universe

Cash
1.0%

TIPS
10.3%

Alternative
Investments
15.0%

Cash
1.9%

Real Estate
4.6%

Fixed Income
15.6%

Fixed Income
26.3%
Global Equity
52.2%
Global Equity
73.1%

LCEF Total Fund

As of September 30, 2020
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As of September 30, 2020

Benchmark Descriptions

LCEF Total Fund
7RWDO(QGRZPHQW7DUJHW $ZHLJKWHGEOHQGRIWKHLQGLYLGXDODVVHWFODVVWDUJHWEHQFKPDUNV
Total Global Equity
06&,$&:,,0,H[7REDFFR)URPIRUZDUGDFXVWRPYHUVLRQRIWKH06&,$&:,,0,H[FOXGLQJWREDFFRUHODWHGFRPSDQLHV)URPWRDFXVWRP
YHUVLRQRIWKH06&,$&:,,0,DGMXVWHGWRUHIOHFWDIL[HGZHLJKWLQWKH06&,86$,0,DQGDIL[HGZHLJKWLQWKH06&,$&:,H[86$,0,DQGH[FOXGLQJFHUWDLQHTXLWLHVRI
WREDFFRUHODWHGFRPSDQLHV)URPWRDFXVWRPYHUVLRQRIWKH06&,$&:,,0,H[FOXGLQJWREDFFRUHODWHGFRPSDQLHV3ULRUWRWKHEHQFKPDUNLVD
ZHLJKWHGDYHUDJHRIERWKWKH'RPHVWLF(TXLWLHVDQG)RUHLJQ(TXLWLHVKLVWRULFDOEHQFKPDUNV
Total Domestic Equities
5XVVHOO,QGH[H[7REDFFR3ULRUWRDQLQGH[WKDWPHDVXUHVWKHSHUIRUPDQFHRIWKHVWRFNVWKDWPDNHXSWKH5XVVHOODQG5XVVHOO,QGLFHVZKLOH
H[FOXGLQJWREDFFRFRPSDQLHV
Total Foreign Equities
06&,$&:,H[86,0,H[7REDFFR3ULRUWRDFDSLWDOL]DWLRQZHLJKWHGLQGH[UHSUHVHQWLQJFRXQWULHVEXWH[FOXGLQJWKH8QLWHG6WDWHV7KHLQGH[LQFOXGHVGHYHORSHG
DQGHPHUJLQJPDUNHWFRXQWULHVDQGH[FOXGHVWREDFFRFRPSDQLHV
Total Fixed Income
%DUFOD\V$JJUHJDWH%RQG,QGH[$PDUNHWYDOXHZHLJKWHGLQGH[FRQVLVWLQJRIWKH%DUFOD\V&UHGLW*RYHUQPHQWDQG0RUWJDJH%DFNHG6HFXULWLHV,QGLFHV7KHLQGH[DOVRLQFOXGHV
FUHGLWFDUGDXWRDQGKRPHHTXLW\ORDQEDFNHGVHFXULWLHV7KLVLQGH[LVWKHEURDGHVWDYDLODEOHPHDVXUHRIWKHDJJUHJDWHLQYHVWPHQWJUDGH86IL[HGLQFRPHPDUNHW
Total TIPS
%DUFOD\V867,36$PDUNHWYDOXHZHLJKWHGLQGH[FRQVLVWLQJRI867UHDVXU\,QIODWLRQ3URWHFWHG6HFXULWLHVZLWKRQHRUPRUH\HDUVUHPDLQLQJXQWLOPDWXULW\ZLWKWRWDORXWVWDQGLQJ
LVVXHVL]HRIPLOOLRQRUPRUH
Total Cash Equivalents
6 386$$$ $$5DWHG*,3'D\1HW<LHOG,QGH[$QXQPDQDJHGQHWRIIHHVPDUNHWLQGH[UHSUHVHQWDWLYHRIWKH/RFDO*RYHUQPHQW,QYHVWPHQW3RRO2QWKH
6 386$$$ $$5DWHG*,3'D\1HW<LHOG,QGH[UHSODFHGWKH6 386$$$ $$5DWHG*,3'D\*URVV<LHOG,QGH[ZKLFKZDVSUHYLRXVO\XVHGIURP
3ULRUWRLWZDVWKHDYHUDJHPRQWK7ELOOUDWH

As of September 30, 2020

Universe Descriptions

LCEF Total Fund
$XQLYHUVHFRPSULVHGRIWRWDOHQGRZPHQWSRUWIROLRUHWXUQVQHWRIIHHVFDOFXODWHGDQGSURYLGHGE\%1<0HOORQ3HUIRUPDQFH 5LVN$QDO\WLFVDQG,QYHVWPHQW0HWULFV
$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDVPLOOLRQ
Total Fixed Income
$XQLYHUVHFRPSULVHGRIWRWDOIL[HGLQFRPHSRUWIROLRUHWXUQVQHWRIIHHVRIHQGRZPHQWSODQVFDOFXODWHGDQGSURYLGHGE\%1<0HOORQ3HUIRUPDQFH 5LVN$QDO\WLFVDQG
,QYHVWPHQW0HWULFV$JJUHJDWHDVVHWVLQWKHXQLYHUVHFRPSULVHGELOOLRQDVRITXDUWHUHQGDQGWKHDYHUDJHPDUNHWYDOXHZDVELOOLRQ

As of September 30, 2020

Explanation of Exhibits

Quarterly and Cumulative Excess Performance 7KHYHUWLFDOD[LVH[FHVVUHWXUQLVDPHDVXUHRIIXQGSHUIRUPDQFHOHVVWKHUHWXUQRIWKHSULPDU\EHQFKPDUN7KHKRUL]RQWDO
D[LVUHSUHVHQWVWKHWLPHVHULHV7KHTXDUWHUO\EDUVUHSUHVHQWWKHXQGHUO\LQJIXQGV UHODWLYHSHUIRUPDQFHIRUWKHTXDUWHU
Ratio of Cumulative Wealth Graph $QLOOXVWUDWLRQRIDSRUWIROLR VFXPXODWLYHXQDQQXDOL]HGSHUIRUPDQFHUHODWLYHWRWKDWRILWVEHQFKPDUN$QXSZDUGVORSLQJOLQHLQGLFDWHV
VXSHULRUIXQGSHUIRUPDQFHYHUVXVLWVEHQFKPDUN&RQYHUVHO\DGRZQZDUGVORSLQJOLQHLQGLFDWHVXQGHUSHUIRUPDQFHE\WKHIXQG$IODWOLQHLVLQGLFDWLYHRIEHQFKPDUNOLNH
SHUIRUPDQFH
Performance Comparison - Plan Sponsor Peer Group Analysis $QLOOXVWUDWLRQRIWKHGLVWULEXWLRQRIUHWXUQVIRUDSDUWLFXODUDVVHWFODVV7KHFRPSRQHQW VUHWXUQLVLQGLFDWHGE\
WKHFLUFOHDQGLWVSHUIRUPDQFHEHQFKPDUNE\WKHWULDQJOH7KHWRSDQGERWWRPERUGHUVUHSUHVHQWWKHWKDQGWKSHUFHQWLOHVUHVSHFWLYHO\7KHVROLGOLQHLQGLFDWHVWKHPHGLDQZKLOH
WKHGRWWHGOLQHVUHSUHVHQWWKHWKDQGWKSHUFHQWLOHV

<ReportMemberName>

As of September 30, 2020

Notes

x

7KHUDWHVRIUHWXUQFRQWDLQHGLQWKLVUHSRUWDUHVKRZQRQDQDIWHUIHHVEDVLVXQOHVVRWKHUZLVHQRWHG7KH\DUHJHRPHWULFDQGWLPHZHLJKWHG
5HWXUQVIRUSHULRGVORQJHUWKDQRQH\HDUDUHDQQXDOL]HG

x

8QLYHUVHSHUFHQWLOHVDUHEDVHGXSRQDQRUGHULQJV\VWHPLQZKLFKLVWKHEHVWUDQNLQJDQGLVWKHZRUVWUDQNLQJ

x

'XHWRURXQGLQJWKURXJKRXWWKHUHSRUWSHUFHQWDJHWRWDOVGLVSOD\HGPD\QRWVXPWR$GGLWLRQDOO\LQGLYLGXDOIXQGWRWDOVLQGROODUWHUPVPD\
QRWVXPWRWKHSODQWRWDO

Disclaimer
Past performance is not necessarily indicative of future results.
8QOHVV RWKHUZLVH QRWHG SHUIRUPDQFH UHWXUQV SUHVHQWHG UHIOHFW WKH UHVSHFWLYH IXQG¶V SHUIRUPDQFH DV LQGLFDWHG 5HWXUQV PD\ EH SUHVHQWHG RQ D EHIRUHIHHV EDVLV JURVV RU DIWHU
IHHV EDVLV QHW  $IWHUIHH SHUIRUPDQFH LV QHW RI HDFK UHVSHFWLYH VXEDGYLVRUV¶ LQYHVWPHQW PDQDJHPHQW IHHV DQG LQFOXGH WKH UHLQYHVWPHQW RI GLYLGHQGV DQG LQWHUHVW DV LQGLFDWHG RQ
WKH QRWHV SDJH ZLWKLQ WKLV UHSRUW RU RQ WKH DVVHW DOORFDWLRQ DQG SHUIRUPDQFH VXPPDU\ SDJHV $FWXDO UHWXUQV PD\ EH UHGXFHG E\ $RQ ,QYHVWPHQWV¶ LQYHVWPHQW DGYLVRU\ IHHV RU RWKHU
WUXVW SD\DEOH H[SHQVHV \RX PD\ LQFXU DV D FOLHQW $RQ ,QYHVWPHQWV¶ DGYLVRU\ IHHV DUH GHVFULEHG LQ )RUP $'9 3DUW $ 3RUWIROLR SHUIRUPDQFH FKDUDFWHULVWLFV DQG YRODWLOLW\ DOVR PD\
GLIIHUIURPWKHEHQFKPDUN V VKRZQ
7KH LQIRUPDWLRQ FRQWDLQHG KHUHLQ LVSURSULHWDU\ DQG SURYLGHG IRU LQIRUPDWLRQDO SXUSRVHV RQO\ ,W LV QRW FRPSOHWH DQG GRHV QRW FRQWDLQ FHUWDLQ PDWHULDO LQIRUPDWLRQDERXWPDNLQJ
LQYHVWPHQWVLQVHFXULWLHVLQFOXGLQJLPSRUWDQWGLVFORVXUHVDQGULVNIDFWRUV$OOVHFXULWLHVWUDQVDFWLRQVLQYROYHVXEVWDQWLDOULVNRIORVV8QGHUQRFLUFXPVWDQFHVGRHVWKHLQIRUPDWLRQLQ
WKLVUHSRUWUHSUHVHQWDUHFRPPHQGDWLRQWREX\RUVHOOVWRFNVOLPLWHGSDUWQHUVKLSLQWHUHVWVRURWKHULQYHVWPHQWLQVWUXPHQWV
7KH GDWD FRQWDLQHG LQ WKHVH UHSRUWV LV FRPSLOHG IURP VWDWHPHQWV SURYLGHG E\ FXVWRGLDQ V  UHFRUGNHHSHU V  DQGRU RWKHU WKLUGSDUW\ GDWD SURYLGHU V  7KLV GRFXPHQW LV QRW LQWHQGHG
WR SURYLGH DQG VKDOO QRW EH UHOLHG XSRQ IRU DFFRXQWLQJ DQG OHJDO RU WD[ DGYLFH $RQ ,QYHVWPHQWV KDV QRW FRQGXFWHG DGGLWLRQDO DXGLWV DQG FDQQRW ZDUUDQW LWV DFFXUDF\ RU
FRPSOHWHQHVV :H XUJH \RX WR FDUHIXOO\ UHYLHZ DOO FXVWRGLDO VWDWHPHQWV DQG QRWLI\ $RQ ,QYHVWPHQWV ZLWK DQ\ LVVXHV RU TXHVWLRQV \RX PD\ KDYH ZLWK UHVSHFW WR LQYHVWPHQW
SHUIRUPDQFHRUDQ\RWKHUPDWWHUVHWIRUWKKHUHLQ
7KH PXWXDO IXQG LQIRUPDWLRQ IRXQG LQ WKLV UHSRUW LV SURYLGHG E\ 7KRPVRQ 5HXWHUV /LSSHU DQG $RQ ,QYHVWPHQWV FDQQRW ZDUUDQW LWV DFFXUDF\ RU WLPHOLQHVV 7KRPVRQ 5HXWHUV /LSSHU
*OREDO 'DWD )HHG SURYLGHV FRPSUHKHQVLYH FRYHUDJH RI PXWXDO IXQG LQIRUPDWLRQ GLUHFWO\ WR ,QYHVWPHQW 0HWULFV $RQ ,QYHVWPHQWV¶ SHUIRUPDQFH UHSRUWLQJ YHQGRU YLD WKH 3$5LV
SHUIRUPDQFH UHSRUWLQJ SODWIRUP 7KRPVRQ 5HXWHUV /LSSHU LV WKH GDWD SURYLGHU FKRVHQ E\ ,QYHVWPHQW 0HWULFV DQG DV VXFK $RQ ,QYHVWPHQWV KDV QR GLUHFW UHODWLRQVKLS ZLWK 7KRPVRQ
5HXWHUV/LSSHU
5HIHUWR+HGJH)XQG5HVHDUFK,QF ZZZKHGJHIXQGUHVHDUFKFRPIRULQIRUPDWLRQRQ+)5LQGLFHV
)76(,QWHUQDWLRQDO/LPLWHG ³)76(´ )76(³)76(´DQG³)76(*RRG´DUHWUDGHPDUNVRIWKH/RQGRQ6WRFN([FKDQJH*URXSFRPSDQLHVDQGDUHXVHGE\)76(
,QWHUQDWLRQDO/LPLWHGXQGHUOLFHQVH7KH)76(LQGLFHVDUHFDOFXODWHGE\)76(,QWHUQDWLRQDO/LPLWHGLQFRQMXQFWLRQZLWK,QGRQHVLD6WRFN([FKDQJH%XUVD0DOD\VLD%HUKDG7KH
3KLOLSSLQH6WRFN([FKDQJH,QF6LQJDSRUH([FKDQJH6HFXULWLHV7UDGLQJ/LPLWHGDQGWKH6WRFN([FKDQJHRI7KDLODQG WKH([FKDQJHV $OOLQWHOOHFWXDOSURSHUW\ULJKWVLQWKH
)76($6($1,QGH[YHVWLQ)76(DQGWKH([FKDQJHV1HLWKHU)76(QRULWVOLFHQVRUVDFFHSWDQ\OLDELOLW\IRUDQ\HUURUVRURPLVVLRQVLQWKH)76(LQGLFHVDQGRU)76(UDWLQJVRU
XQGHUO\LQJGDWD1RIXUWKHUGLVWULEXWLRQRI)76('DWDLVSHUPLWWHGZLWKRXW)76(¶VH[SUHVVZULWWHQFRQVHQW
$RQ,QYHVWPHQWV86$,QF ³$RQ,QYHVWPHQWV´ LVDIHGHUDOO\UHJLVWHUHGLQYHVWPHQWDGYLVRUZLWKWKH866HFXULWLHVDQG([FKDQJH&RPPLVVLRQ ³6(&´ $RQ,QYHVWPHQWVLVDOVR
UHJLVWHUHGZLWKWKH&RPPRGLW\)XWXUHV7UDGH&RPPLVVLRQDVDFRPPRGLW\SRRORSHUDWRUDQGDFRPPRGLW\WUDGLQJDGYLVRUDQGLVDPHPEHURIWKH1DWLRQDO)XWXUHV$VVRFLDWLRQ
7KH$RQ,QYHVWPHQWV$'9)RUP3DUW$GLVFORVXUHVWDWHPHQWLVDYDLODEOHXSRQZULWWHQUHTXHVWWR
$RQ,QYHVWPHQWV86$,QF
(DVW5DQGROSK6WUHHW
6XLWH
&KLFDJR,/
$771$RQ,QYHVWPHQWV&RPSOLDQFH2IILFHU
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Blue is Proposed IAC Meeting
Yellow is Proposed Cabinet Meeting

