
 

  

 
 

Agenda  
Investment Advisory Council (IAC) 

 
Tuesday, March 30, 2021, 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/Election of Vinny Olmstead, Chair 
    Officers/Approval of Minutes 
    (See Attachments 1A – 1B) 
 
   (Action Required) 
 
 
1:05 – 1:25 P.M.   2.    Opening Remarks/Legislative Update/ Ash Williams  

    Reports/Other Updates & Reports     Executive Director & CIO 
      (See Attachments 2A – 2E)   Executive Staff 

 
 

1:25 – 2:10 P.M.   3.  Florida Growth Fund Investment  Hamilton Lane 
   Review    Nayef Perry 

             (See Attachments 3A – 3B)                               Ankur Dadhania 
    Katie Moore 
    Benjamin Eckroth 
   

     J.P. Morgan  
       Robert Cousin 
     Tyler Jayroe 
     Patrick Miller  
 
2:10 – 3:10 P.M.   4. Real Estate Review                                        Steve Spook, SIO 

    (See Attachments 4A – 4B)                              Lynne Gray, Senior 
                                                                                                         Portfolio Manager   
  Michael Fogliano, Senior 

    Portfolio Manager  
     
                                                                         Townsend Group 

     Richard Brown   
                                                                                              Seth Marcus 
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3:10 – 3:40 P.M.   5.  Corporate Governance Review  Michael McCauley 
                    (See Attachment 5A – 5B)                                    Senior Officer, Investment  
      Programs & Governance 
 

                           
3:40 – 4:40 P.M. 6.  Asset Class SIO Update s   Tim Taylor, SIO   
                                   DC Programs Chief Update                             Global Equity                                              
       (See Attachments 6A – 6E)   Katy Wojciechowski, SIO 
       Fixed Income 

  John Bradley, SIO  
     Private Equity 
                                                                           Trent Webster, SIO  
                                                                                               Strategic Investments 

                                                                                             Daniel Beard, Chief 
                                                                                                               Defined Contribution  

                                                                                               Programs 
 
 
4:40 – 4:50 P.M.   7.  Review Changes to Florida Retirement        Ash Williams   
                    System Investment Plan Investment Executive Director & CIO 
                    Policy Statement 
                    (See Attachments 7A – 7B) 
 
                   (Action Required) 
 
 
4:50 – 5:00 P.M.    8.  Review Changes to Florida PRIME Ash Williams 
                     Investment Policy Statement    Executive Director & CIO 
   (See Attachments 8A – 8B) 
 
                     (Action Required) 

 
 

5:00 – 5:15 P.M.   9.  Major Mandate Performance Review  Aon 
                     (See Attachment 9)                                         Kristen Doyle 
                                                                           Katie Comstock  
                                                                            
      
5:15 – 5:20 P.M.   10.  Audience Comments/2021 Meeting            TBD, Chair 
          Dates/Closing Remarks/Adjourn  
                      (See Attachment 10) 

      
 
*All agenda item times are subject to change.      



MINUTES 
INVESTMENT ADVISORY COUNCIL 

DCEMBER 15, 2020 
 
 A virtual meeting of the Investment Advisory Council (IAC) was held on Tuesday, 
December 15, 2020, via GoToMeeting.  The attached transcript of the December 15, 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 

Robb Turner 
 
SBA Employees: Ash Williams, Executive Director/CIO 
   Alison Romano 
   Trent Webster 
   Katy Wojciechowski 
   Tim Taylor 
   Steve Spook 
   John Bradley 
   Daniel Beard 
   Mike McCauley 
   John Benton 
    
Consultants:  Samit Chhabra (Cambridge) 

Richard Grimm (Cambridge) 
Andre Mehta (Cambridge) 
Jim Mnookin (Cambridge) 
Sheila Ryan (Cambridge) 
Richard Brown (Townsend) 
Seth Marcus (Townsend) 

   Hugh Merkel (Mercer) 
   Jay Love (Mercer) 
   Katie Comstock (Aon) 
   Kristen Doyle (Aon) 
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· · · · · · · · · · ·APPEARANCES
· · · ·(Participants appearing via GoToMeeting)

IAC MEMBERS:

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

SBA EMPLOYEES:

ASH WILLIAMS, EXECUTIVE DIRECTOR AND CIO
ALISON ROMANO
KENT PEREZ
MIKE McCAULEY
JOHN BRADLEY
DANIEL BEARD
TIM TAYLOR
KATY WOJCIECHOWSKI
STEVE SPOOK
TRENT WEBSTER
JOHN MOGG
LAMAR TAYLOR
JOHN BENTON
JOHN KUCZWANSKI

CONSULTANTS:

KRISTEN DOYLE - (Aon)
KATIE COMSTOCK - (Aon)
SAMIT CHHABRA - (Cambridge)
RICHARD GRIMM - (Cambridge)
SETH MARCUS - (Townsend)
HUGH MERKEL - (Mercer)
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·1· · · ·INVESTMENT ADVISORY COUNCIL MEETING

·2· · · · · · · · · · · * * *

·3· · · · MR. OLMSTEAD:· I'd like to call the

·4· ·December 15th Investment Advisory Council meeting

·5· ·to order.· Welcome to my fellow IAC members and

·6· ·members of the audience.· I did want to quickly

·7· ·recognize Ash, the staff, consultants and of

·8· ·course your investment officers for preparing and

·9· ·orchestrating this meeting, an extraordinary

10· ·amount of work done for each of these, very well

11· ·done, so thanks to each of those constituencies.

12· · · · A few quick logistical items, typical stuff.

13· ·Please keep your microphones on mute unless you

14· ·have conversation or a question.· Try to keep

15· ·that obligatory dog barking and kids yelling to a

16· ·minimum here.· If you do have a question, please

17· ·say your name so the court reporter and the

18· ·audience can follow along and easily know who is

19· ·speaking at that point in time.

20· · · · Our first piece of business is the approval

21· ·of the September 29th minutes.· I assume the IAC

22· ·committee has had a chance to review.· And if

23· ·there are no questions, can someone make --

24· · · · MR. NEAL:· So moved, Pat Neal.

25· · · · MS. CANIDA:· Second, Tere Canida.
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·1· · · · MR. OLMSTEAD:· All in favor?

·2· · · · (Ayes)

·3· · · · MR. OLMSTEAD:· All opposed?· Great.· Well,

·4· ·another packed agenda today, anchored by two of

·5· ·our senior investment officers.· Trent will lead

·6· ·an in-depth update on strategic investments, and

·7· ·Katy will lead on fixed income.· Each will have

·8· ·some commentary from our esteemed consultants.

·9· ·And then our other SIOs will give us brief

10· ·updates.· And as typical (indiscernible).· The

11· ·court reporter must be having fun trying to do

12· ·this, both my voice and that.· And finally, in

13· ·regards to the packed agenda, Aon will review

14· ·major mandates.

15· · · · So without further ado, let me hand it over

16· ·to Ash, our CIO and ED, and let him provide some

17· ·opening remarks.

18· · · · MR. WILLIAMS:· Thank you, Mr. Chairman, and

19· ·welcome all to the meeting and thank you for

20· ·being with us today.· A couple of things at the

21· ·open.· First, on the IAC itself, there was a

22· ·meeting of the State Board of Administration

23· ·trustees earlier this morning, at which two

24· ·members of the IAC, Peter Jones and Peter

25· ·Collins, were reappointed to sequential terms,
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·1· ·and a new member was appointed to the IAC,

·2· ·Mr. Rob Turner.· Rob is with us and suffice it to

·3· ·say has 30 years of investment experience, post

·4· ·his graduation from West Point, and is very

·5· ·accomplished.· And Rob can introduce himself in a

·6· ·minute.

·7· · · · And we also have got a momentous occasion in

·8· ·that Ambassador Chuck Cobb, who has served with

·9· ·great distinction on the Investment Advisory

10· ·Council since March of 2012 and has been a

11· ·gyroscope of stability and wisdom and, not

12· ·surprisingly, diplomatic skill.· Chuck is going

13· ·to be going off the IAC.· So we thank Ambassador

14· ·Cobb.

15· · · · And I would note that during the time that

16· ·he was on the IAC (indiscernible), with

17· ·performance exceeding portfolio benchmarks over

18· ·that period of time by 87 basis points.· So thank

19· ·you, Ambassador Cobb, and I hope we can honor

20· ·your legacy with continued good performance.

21· · · · MR. COBB:· So, Ash, this is Chuck Cobb

22· ·speaking.· And I just want to thank you and my

23· ·fellow members of the board and staff and

24· ·management and consultants for an eight-year fun

25· ·ride, and it's been a fun ride.· And so, since I
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·1· ·very much enjoy some of these reports,

·2· ·particularly Trent Webster's report, I'm going to

·3· ·stay on and listen to that and then excuse myself

·4· ·at the end of that meeting.· But thank you again

·5· ·to everybody, and thank you, Mr. Chairman, for

·6· ·letting me saying these few seconds of comments.

·7· · · · MR. WILLIAMS:· Thank you, Ambassador.· Well,

·8· ·I'll move on then with a few other things, if I

·9· ·can.· And, Rob Turner, would you like to take

10· ·maybe just a second and introduce yourself to the

11· ·group?· Have we lost the connection here?

12· · · · MR. COLLINS:· Hey, Ash?

13· · · · MR. WILLIAMS:· Yes.

14· · · · MR. COLLINS:· Hey, it's Peter Collins.  I

15· ·can hear you guys and you can hear me, but I

16· ·don't see my face up in there.· So do you see my

17· ·face on the video?

18· · · · MR. WILLIAMS:· Frankly, the faces are so

19· ·small, it's very hard to pick them out.· Let's

20· ·see.· I'm studying, looking for you.

21· · · · MR. COLLINS:· I totally lost it.· I know

22· ·what I look like, and I can't see myself.

23· · · · MR. WILLIAMS:· I don't know.· Let's do this.

24· ·SBA staff, if we have SBA staff on here and

25· ·you're not talking, why don't you kill your
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·1· ·camera.· It doesn't look like we have many who

·2· ·are.· But, anyway, we need all the bandwidth we

·3· ·can get for the members of the IAC.

·4· · · · MR. OLMSTEAD:· And, Peter, yours is just a

·5· ·dark screen on what I see.

·6· · · · MR. COLLINS:· All right.

·7· · · · MR. WILLIAMS:· Sometimes if you're in an

·8· ·environment with a lot of leverage, it blocks the

·9· ·video signal.· I'm not sure if that has something

10· ·to do with it.

11· · · · But anyway, let me begin, if I may, Mr.

12· ·Chairman.· I think we may not have Rob's

13· ·connection in place.· But Rob is chairman of The

14· ·Madava Group and has an extensive investment

15· ·career in the private market energy field, having

16· ·invested over $17 billion in capital in his

17· ·career, with very good results.· And he has

18· ·broadened the investment activities of his firm

19· ·in its present incarnation.· So I'm sure he'll be

20· ·an excellent addition to the SBA and to the

21· ·Investment Advisory Council.

22· · · · So unless there are any questions or

23· ·comments on the IAC compensation, I'll go ahead

24· ·in my little intro remarks, if I may.

25· · · · MR. TURNER:· Ash, can you hear me now?
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·1· · · · MR. WILLIAMS:· Yes.

·2· · · · MR. TURNER:· Okay.· I may give my intro

·3· ·here, if that works.· Can you hear me okay?

·4· · · · MR. WILLIAMS:· Yeah.· I think you're good.

·5· ·Go ahead.

·6· · · · MR. TURNER:· Sorry about that, you guys.

·7· ·I'm not a technology investor, so I guess that's

·8· ·obvious.· ArcLight Capital, we are an energy

·9· ·private equity firm.· I was there for 20 years.

10· ·We built that firm from scratch up to, like Ash

11· ·said, about 18 billion under management.· Madava

12· ·Group, my current company -- I left ArcLight four

13· ·years ago.· Madava Group has energy, credit,

14· ·timber, commercial real estate, pretty big

15· ·position in oil and gas companies, aircraft

16· ·leasing.· But then my most fun endeavor is Crown

17· ·Maple, which is a large branded maple syrup

18· ·business that started as a hobby but now is a

19· ·nice company.

20· · · · And I have quite a bit of experience.  A

21· ·place like the SBA used to be one of my LPs.

22· ·Never did invest in our firm, but I'm pretty

23· ·familiar with the GP universe and all the hedge

24· ·funds and private equity and private funds out

25· ·there.· So I'm really excited to join everybody
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·1· ·on the board and help the SBA in any way I can.

·2· ·There you go, Ash.· Glad I could get that out.

·3· ·Thank you.

·4· · · · MR. WILLIAMS:· Thank you and welcome.· We

·5· ·look forward to working with you, Rob.· You'll be

·6· ·a great addition.· So let's open with

·7· ·performance, as we usually do.· Through last

·8· ·night's close, our calendar year to date

·9· ·portfolio return, total portfolio return,

10· ·estimated gross, 10.32 percent.· That's 84 basis

11· ·points ahead of target.

12· · · · We have $179.8 billion in the trust fund.

13· ·That is $10 billion more than we had at the

14· ·beginning of the year, after roughly 6 billion in

15· ·distributions, so that's net of the 6 billion.

16· ·We've grown the fund by 10 billion over the

17· ·course of the calendar year to date.· So a nice

18· ·performance that we can all be pleased with.

19· · · · A couple of other things on the general

20· ·state of affairs.· If you think about it, when we

21· ·followed things over the past couple of years,

22· ·there have been several things that have been

23· ·definitive sources of concern or cliffs of worry

24· ·that we thought the markets might be trying to

25· ·climb that we talked about a lot.
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·1· · · · Going all the way back, Brexit was a huge

·2· ·concern and a complete lack of progress on that

·3· ·and, you know, will they, won't they, all that

·4· ·sort of thing.· Brexit these days is almost like,

·5· ·yeah, that again?· Who cares.· It's been

·6· ·completely overshadowed by other events.

·7· · · · Think about the presidential election was a

·8· ·big deal, too, who would be the nominees to

·9· ·oppose the incumbent and how would that whole

10· ·thing go and would we go off in an odd direction.

11· ·That event has sort of come and gone and stuck

12· ·around a little longer than many might have

13· ·expected.· But at any rate, it too has kind of

14· ·been eclipsed by something far bigger, which is

15· ·of course the pandemic.

16· · · · And back in our first IAC meeting this year,

17· ·we did a series of calls around the balancing and

18· ·what we were doing to cope with the pandemic and

19· ·operating remotely and any strategic tweaks we

20· ·might do the portfolio.· And now, lo and behold,

21· ·we have vaccines in the market and arriving here

22· ·in Florida and in distribution this week.· So

23· ·that, too, would appear to be something that's

24· ·coming in for a landing.

25· · · · We've obviously got a rough patch between
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·1· ·here and enough of the vaccine being in place and

·2· ·administered to really mitigate the effect of the

·3· ·disease on business and on people broadly.· But I

·4· ·think the markets, based on valuations, are

·5· ·absolutely looking to everything to -- sorry.

·6· ·John Kuczwanski is giving me a little stage

·7· ·direction not to talk into my phone when I have a

·8· ·video right in front of me.· Kind of basic show

·9· ·stuff, right?

10· · · · But anyway, the markets, the question in our

11· ·mind is, at this point, with things valued where

12· ·they are, which is as if the pandemic is over,

13· ·can they hold these levels over the intermediate

14· ·term, until we really get to a point where the

15· ·pandemic is in the rearview mirror.· Who knows.

16· ·We'll see.

17· · · · One of the things that is important that the

18· ·IAC has been involved with that goes to the

19· ·solvency and the soundness of the fund is the

20· ·actuarial investment return assumption.· And at

21· ·our last meeting, the council engaged, as you did

22· ·last year, on that subject and drafted a memo to

23· ·the trustees urging their intervention to lower

24· ·the return assumption to a more conservative

25· ·level.
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·1· · · · They took your guidance.· And in fact, when

·2· ·the actuarial estimating conference, which is

·3· ·basically the -- primarily the House and Senate

·4· ·and to a degree the governor's office, as

·5· ·represented by -- and staffed by the SBA and the

·6· ·Division of Retirement, held a public hearing

·7· ·back in early October, the decision was made to

·8· ·lower the return assumption by another 20 basis

·9· ·points.

10· · · · To put that in perspective, that is an

11· ·additional contribution of several hundred

12· ·million dollars to the pension fund.· So it's a

13· ·nice step toward soundness, and it was one that

14· ·was recognized in an article on the front page of

15· ·the Wall Street Journal last week.· So we're on

16· ·the right side of that.

17· · · · Also worth noting, thematically, as I said,

18· ·we started the year talking about rebalancings.

19· ·And over the course of the year, as markets have

20· ·continued to run, we have tuned the portfolio a

21· ·couple of times, most recently November 30th.· We

22· ·did a $1.4 billion rebalance away from equity,

23· ·putting 518 million into liquidity for liquidity

24· ·demands at the time and the remainder into fixed

25· ·income.· And we continue to, of course, monitor
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·1· ·our various mandates to keep them in balance from

·2· ·an allocation standpoint.

·3· · · · Beyond that, one of the other things that

·4· ·was talked about at the last IAC meeting was

·5· ·doing a review over the course of the coming year

·6· ·of our incentive compensation piece and ensuring

·7· ·that it was still well-aligned with the interests

·8· ·of our beneficiaries, other stakeholders,

·9· ·taxpayers, trustees, SBA staff, et cetera.

10· · · · We have engaged Mercer, with whom we worked

11· ·on the original design of the plan, to help us

12· ·with that initiative and have entered an

13· ·agreement with them to that end and defined some

14· ·of the initial work that will be done to set the

15· ·stage for the reconsideration effort, and we'll

16· ·be getting back to the IAC and the comp committee

17· ·probably Q1 of 2021 to start the work on that.

18· · · · Another big picture item.· The legislature

19· ·will be coming into session in March of this

20· ·year, and we're getting indications out of the

21· ·Senate that there is interest in the potential of

22· ·restructuring the pension system.· And there are

23· ·a number of options being looked at, much as

24· ·there were back in 2013.· These would include

25· ·possible creation of a new vehicle, which would
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·1· ·be a cash balance structure.· There has been talk

·2· ·of using a hybrid structure, which would combine

·3· ·the existing defined benefit and defined

·4· ·contribution schemes into a vehicle where the

·5· ·beneficiary contributions would go into a defined

·6· ·contribution account, and the employer

·7· ·contribution would go into a defined benefit

·8· ·account, and the two together would serve an

·9· ·income replacement function and also provide an

10· ·element of portability and faster vesting for the

11· ·employee contribution.· So that's out there, and

12· ·we'll be working with the legislature on that.

13· · · · Florida PRIME has set a record level, going

14· ·back to its issues in the fourth quarter of 2007,

15· ·now north of $17 billion in assets, closing in on

16· ·18 in fact.· So all is good there.

17· · · · Let me see if I've left anything off my

18· ·list.· One other thing.· We've talked quite a bit

19· ·in prior meetings about China.· And one of the

20· ·things that has happened there that I think is

21· ·very constructive is Treasury is moving forward

22· ·with regulations to give investors direction on

23· ·which investments are permissible and which are

24· ·not in China.· And that's exactly the guidance

25· ·we've been looking for, because we were
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·1· ·previously in a position where we had a fiduciary

·2· ·responsibility and we were getting guidance of an

·3· ·isolated nature from various people in public

·4· ·office without any specific authority to -- for

·5· ·us to act on it.

·6· · · · So now that Treasury is getting into the

·7· ·mix, that will provide a uniform playing field

·8· ·and clear direction for all market participants,

·9· ·including the SBA.· And as of the tail of last

10· ·week, the Council of Institutional Investors,

11· ·which is the largest corporate governance

12· ·organization in the world, prepared a letter to

13· ·the treasury department asking that they be very

14· ·specific in specific security identification

15· ·data, including CUSIPs, tickers, et cetera, so

16· ·that we can be extremely clear on which

17· ·securities are proscribed and which ones are

18· ·allowable and that we can track them through our

19· ·portfolio systems, et cetera.· I signed that

20· ·letter, as did a number of other CIOs from around

21· ·the country, and I'm also chairman of the board

22· ·of the Council of Institutional Investors.· So

23· ·hopefully we'll get more specific guidance out of

24· ·Treasury.

25· · · · So with those broad comments about the
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·1· ·market, Alison, I don't know if you might want to

·2· ·offer a little additional color on any investment

·3· ·specifics, if that's okay with you, Mr. Chairman.

·4· · · · MS. ROMANO:· Thanks, Ash, can everybody hear

·5· ·me?· Great.· I'll dig in a little bit deeper on

·6· ·some of the points Ash mentioned regarding the

·7· ·markets and highlight on the top level some of

·8· ·the things that we've done over this past quarter

·9· ·and leave it to the SIOs to go into greater

10· ·detail.

11· · · · But as Ash mentioned, in some respects I

12· ·think we've gone through three phases of the

13· ·market this year, and it has coincided somewhat

14· ·nicely with our three IAC meetings.· So in the

15· ·first IAC meeting, we talked about the falling

16· ·equity market, the seizing up of the fixed income

17· ·market and what we did to maintain our asset

18· ·allocation discipline and maintain liquidity.

19· · · · In the second period we saw a recovery in

20· ·the equity market.· We saw sort of a smoothing,

21· ·if you will, in fixed income as a result of

22· ·stimulus and other decisions by the Fed.· During

23· ·that period we talked a lot about where are we

24· ·finding opportunities due to that market

25· ·dislocation.· We also had a lot of conversations
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·1· ·about the run in growth in the equity market

·2· ·versus value.

·3· · · · Now we moved into what I'm calling sort of

·4· ·phase three of this year.· And this is really a

·5· ·reduction in uncertainty.· So as Ash mentioned,

·6· ·with the elections behind us, as a lot of

·7· ·optimism continues to grow about the vaccines,

·8· ·there's more optimism in the marketplace.· And

·9· ·what that has led to is to a big location into

10· ·value, which I will hit on it in more detail in a

11· ·minute.

12· · · · So what does this mean for us?· Well, for us

13· ·there's three things that we continue to do.· We

14· ·continue to be steadfast in our approach to asset

15· ·rebalancing and asset allocation.· We are

16· ·constantly evaluating our positions in the

17· ·context of the market and seeing where there's

18· ·opportunities.· And, third, we continue to be

19· ·vigilant about managing risk.

20· · · · So let me delve in a little bit to each of

21· ·those three items.· First on rebalancing, Ash

22· ·mentioned that we rebalanced 1.4 billion at the

23· ·beginning of December.· We also rebalanced

24· ·earlier in November another over $900 million.

25· ·So in just this quarter alone, the equity market
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·1· ·has been up 11.5 percent.· The equity market is

·2· ·up just .2 percent.· So that, by nature, is going

·3· ·to cause us to rebalance.

·4· · · · But what's important to remember is it's not

·5· ·mindless rebalancing.· What we do is we engage in

·6· ·the different asset classes.· We talk about our

·7· ·liquidity needs.· We talk about the best way to

·8· ·implement that rebalance without negatively

·9· ·impacting cost.· So, again, a 900 million and a

10· ·1.4 billion reallocation in just a period of a

11· ·month, executed successfully across asset

12· ·classes.

13· · · · So, secondly, in terms of the market.· To

14· ·provide some context of the rotation that we've

15· ·seen, if we look at the first three quarters,

16· ·U.S. large cap growth has delivered 24.3 percent

17· ·return, while U.S. large cap value had a negative

18· ·11.6 percent return.· That's a 35.9 percent

19· ·difference in growth versus value in the first

20· ·three quarters.

21· · · · That is a headwind for any manager that's

22· ·focused on value, no matter how good of a manager

23· ·they are.· So needless to say, our growth

24· ·managers benefited over that period from those

25· ·tailwinds.· And likewise, on the private equity
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·1· ·side, our exposure to growth, our exposure to

·2· ·tech also benefited from those tailwinds.

·3· · · · But what we've seen post the news on the

·4· ·vaccine is a little bit more of a risk-on

·5· ·environment, a little bit more willingness to

·6· ·take risk, a rotation into cyclicals, a rotation

·7· ·into banks, even a rotation into certain consumer

·8· ·discretionary names.· And we've had a reversal of

·9· ·that growth and value trend.· So, again, just

10· ·this quarter to date, the fourth quarter, value

11· ·has returned 13.4 percent and growth 7.5 percent.

12· · · · So, again, what does that mean for us?

13· ·Well, generally in equities we're not taking

14· ·significant style bets.· We're trying to manage

15· ·the portfolio for different markets.· But when we

16· ·have a liquidity draw or a rebalance, we will

17· ·look at where our exposures are, growth and

18· ·value, and make sure we don't have any outside

19· ·bets, and use that as an opportunity to

20· ·rebalance.

21· · · · So that in many cases means, has meant over

22· ·this year, taking money off the table from some

23· ·of our growth managers so that the proportion of

24· ·value goes up so we can benefit when there's a

25· ·rotation into value.
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·1· · · · And third -- and Tim will get into this in

·2· ·his presentation -- we have had a lot of

·3· ·conversation about what does value mean in this

·4· ·environment and is there a broader definition of

·5· ·value.· And that's been encompassed in a lot of

·6· ·our manager searches this year to date.· So

·7· ·that's on the equity market, a big rotation in

·8· ·the last month and a half.

·9· · · · On the fixed income side, we've talked about

10· ·it before.· We saw the seizing up of the markets.

11· ·We saw credit spreads spike.· They came down the

12· ·following two months after March and then sort of

13· ·have continued to grind down.· As you all know,

14· ·yields continue to be very low.· We don't have a

15· ·lot of expectation that there's going to be a lot

16· ·of return on a go-forward basis.

17· · · · So Katy and her team have been having a lot

18· ·of discussions about, in this environment, what

19· ·are some of the tweaks on the margin that they

20· ·can make to continue to generate returns for the

21· ·total fund.

22· · · · So that's the equity market.· That's

23· ·rebalancing.· Let me just turn quickly to risk.

24· ·Our risk for this year, as defined by tracking

25· ·error, spiked in the midst of the pandemic.· And

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f

Page 21
·1· ·that's a function of two things.· That is a

·2· ·function of general market volatility.· When

·3· ·market volatility goes up, it is expected our

·4· ·tracking error will go up.· It's also a bit of a

·5· ·function of the way we calculate tracking error,

·6· ·given lags in private market data and comparing

·7· ·them to public market benchmarks.

·8· · · · What I think is important for the IAC to

·9· ·know is we have made no changes in our approach

10· ·to risk.· We are not actively targeting increased

11· ·risk in any one of our asset classes.· In fact,

12· ·what we are doing is looking at each of our

13· ·investments, as we always have, on a risk-return

14· ·trade-off.

15· · · · And I can tell you, in all my conversations

16· ·with the asset classes, and particularly if you

17· ·think about new investments, there's always a

18· ·discussion about is the return that's going to be

19· ·generated through the investment enough to

20· ·compensate for the risk that we're taking.· And

21· ·we think about that in the context of the asset

22· ·class as well as the total fund.

23· · · · One last point on risk that I'd like to

24· ·make, sort of more broadly on investment risk, is

25· ·in the context of working from home.· So working
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·1· ·from home is how we do diligence, how we analyze

·2· ·companies, and we want to minimize any of that

·3· ·risk.· And I think this team has done a great job

·4· ·continuing to maintain our robust approach to due

·5· ·diligence and getting creative with the

·6· ·technology.

·7· · · · So that means, for instance, in real estate,

·8· ·the team has used drones to be able to see a

·9· ·property even though they can't physically be

10· ·there.· It means that we've had access to a

11· ·broader set of managers and people at those

12· ·managers.· And we can have more people from our

13· ·organization involved on calls because it's not

14· ·one person getting on the plane.· You can have

15· ·the whole team there.· So we're managing

16· ·investment risk, but we're managing our manager

17· ·selection risk and making sure we continue to

18· ·partner with topnotch institutions as we continue

19· ·to put money to work.

20· · · · So, again, our approach, long-term focus,

21· ·manage risk, not be overly tactical, maintain our

22· ·discipline and rebalancing and continue to find

23· ·opportunities in both volatile markets and

24· ·hopefully more positive trending stable markets.

25· · · · Those are all the comments that I have.
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·1· ·I'll turn it over and see if anybody has

·2· ·questions.

·3· · · · MR. WILLIAMS:· Thanks, Alison.· Looks like

·4· ·you left them breathless.· Mr. Chairman, back to

·5· ·you.

·6· · · · MR. OLMSTEAD:· Sounds good.· I think at this

·7· ·point, Ash, we should turn it over to Trent

·8· ·Webster to go through the strategic investments,

·9· ·if that makes sense.

10· · · · MR. WILLIAMS:· Absolutely.· Thank you.

11· · · · MR. WEBSTER:· Thanks, Vinny.· Thanks, Ash.

12· ·We do have a few new members on the IAC who may

13· ·not have heard this before.· And I welcome

14· ·Mr. Turner to the IAC.· As we go through this

15· ·presentation, I think that you'll find that what

16· ·we're doing is very similar to sounds like what

17· ·you're doing at your new endeavor.· So anything

18· ·we can do to tap into your prodigious knowledge

19· ·we would be very appreciative of that.· And I

20· ·think you probably will find that we're thinking

21· ·not too dissimilar from how you are.

22· · · · So the strategic investments asset class,

23· ·you can think of it as the alternative asset

24· ·class.· So the FRS has got allocations to stocks,

25· ·bonds, real estate and private equity.· And we're
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·1· ·kind of the everything else bucket.· If it

·2· ·doesn't fit into the other four asset classes, it

·3· ·comes to us.· Now, we have four policy

·4· ·objectives.· The first one is to generate the

·5· ·real return of the total fund over a long period

·6· ·of time.· That's currently 4 percent.

·7· · · · So when we put a portfolio together, this is

·8· ·what we're trying to accomplish over time.· Now,

·9· ·we will have some investments that are below

10· ·that.· We will have some investments that are

11· ·above that.· But over time, this is our goal that

12· ·we're trying to generate.

13· · · · Our second goal is to dampen the volatility,

14· ·improve the risk-adjusted returns of the FRS.

15· ·And what that really means is to generally invest

16· ·in alternative streams of economic returns that

17· ·may not be available elsewhere.

18· · · · Our third point here, we'll call this the

19· ·Ambassador Cobb policy objective, and this is to

20· ·outperform the FRS during periods of significant

21· ·market declines.· So over the years, for the

22· ·newer members, Ambassador Cobb has certainly

23· ·contributed positively to our asset class and us

24· ·thinking about how we should think about putting

25· ·together a portfolio.· And we have -- not all of
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·1· ·our investments are defensive.· In fact, most of

·2· ·our portfolio you'd consider to be beta to the

·3· ·economy.· But we've got somewhere between 25 and

·4· ·30 percent of our book in strategies which should

·5· ·have low or negative correlation to the economy.

·6· · · · And finally, this pool of capital offers us

·7· ·some flexibility to invest in new strategies and

·8· ·opportunistically across current strategies.· So

·9· ·we tend to look three, five, seven, ten years

10· ·out, and we tend to take a contrarian mind-set

11· ·for the most part when we're looking at all the

12· ·different things that we can invest in.

13· · · · But we do have some other roles other than

14· ·policy objectives.· So, as I said -- yes?

15· · · · PETER JONES:· Question from Peter Jones.

16· ·Thank you.· The policy objectives, you've

17· ·outlined four of them.· Would you say that you

18· ·are pleased that you've achieved those four

19· ·objectives?· Are you comfortable saying that?

20· · · · MR. WEBSTER:· I think so.· I think as we go

21· ·through this, we'll demonstrate how we've hit

22· ·those or have not hit those.· So, you know, over

23· ·the short-term, we tend -- as you'll see in

24· ·performance a little later, we tend not to get

25· ·too excited about how things happen over a year
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·1· ·or two.· But I would say generally -- and of

·2· ·course I'm talking my book here, Peter -- that we

·3· ·think that we have accomplished those policy

·4· ·objectives.· And we can go into a little bit more

·5· ·detail as we go through this presentation.

·6· · · · PETER JONES:· Thank you.

·7· · · · MR. WEBSTER:· So we act as a repository for

·8· ·strategies that may not be a good fit in other

·9· ·asset classes.· So, for example, you're going to

10· ·be hearing from Ms. Wojciechowski in a little bit

11· ·on fixed income.· One might be able to put loans

12· ·into fixed income, but for a variety reasons,

13· ·they're not necessarily a good asset class or a

14· ·good fit within her asset class.· So most of that

15· ·comes to us in strategic investments.

16· · · · We're also the home for cross-asset class

17· ·strategies, so the typical or stereotypical ones

18· ·you might think of as the 60/40 equity/bond

19· ·strategy.· Now, if we found a really good manager

20· ·who was really good at that, where would you put

21· ·that manager?· Would you put the manager in

22· ·equities or would you put that manager in fixed

23· ·income?· Well, if we didn't have a home for that,

24· ·we wouldn't be able to invest in it.· So it could

25· ·come to us.
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·1· · · · And, finally, we can act as an incubator for

·2· ·potential new asset classes.· So we're looking at

·3· ·current things that, as far as we know, didn't

·4· ·exist a decade ago as possible investments.· And

·5· ·it's very possible that, as you see our

·6· ·portfolio, you will note that there are a few

·7· ·things in it where in other pension plans there

·8· ·may be an allocation specifically, a specific

·9· ·asset allocation to those strategies.

10· · · · Currently we're 9 percent of the total fund.

11· ·Our policy target is 12.· That's not for lack of

12· ·trying.· I blame Tim and Katy for doing such a

13· ·good job.· We've been putting money to work at a

14· ·pace of around $2.5 billion a year over the last

15· ·several years.· And when the markets are doing as

16· ·well as they have been in global equities and in

17· ·fixed income, that can be a little hard to keep

18· ·up.· We think, though, that within the next

19· ·couple of years, given our investment activity

20· ·over the last two years, we should be pushing

21· ·that 11 or 12 percent boundary pretty soon.

22· · · · Currently -- well, as of the end of the

23· ·third quarter, our net asset value was

24· ·$15 billion.· Including unfunded commitments at

25· ·the end of the quarter, it was just under
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·1· ·$22 billion.· We had 106 relationships managing

·2· ·176 funds.· And our private market strategies are

·3· ·a little higher than is currently shown on this

·4· ·slide compared to our liquid strategies.

·5· · · · This is the modern art -- go ahead.· Okay.

·6· ·So this is the modern art portion of our

·7· ·presentation.· This looks at our allocation over

·8· ·time to the different strategies.· We originally

·9· ·were funded with the global equity portfolio.· So

10· ·for the first three years of our existence, we

11· ·looked and acted very much like a global equity

12· ·portfolio.· In 2010 -- yes.

13· · · · MR. COLLINS:· My screen is not changing.· So

14· ·if you're going through slides, I'm not seeing

15· ·the slide change.

16· · · · MR. WEBSTER:· Oh, I'm sorry.

17· · · · MR. OLMSTEAD:· Same here, Peter.

18· · · · MR. COLLINS:· We're not seeing the slides.

19· ·I'd like to see the modern art.

20· · · · MR. WEBSTER:· I'm sorry.· Okay.· My

21· ·apologies.· I was told that you were sharing my

22· ·screen, and I was going through my screen, and

23· ·apparently I wasn't seeing that it wasn't showing

24· ·on your screen.

25· · · · MR. COLLINS:· Rob, what you'll really find
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·1· ·out is that Trent doesn't really like people to

·2· ·know exactly what he does.· So this is not

·3· ·that --

·4· · · · MR. WEBSTER:· Peter, do you really know what

·5· ·my name is?

·6· · · · MR. COLLINS:· I know what you tell me it is.

·7· · · · MR. KUCZWANSKI:· This is John Kuczwanski.

·8· ·I'm on the Strategy Weight in FRS Over Time.

·9· ·That's what you're talking to, right?

10· · · · MR. COLLINS:· I see the cover slide.· It

11· ·says, State Board of Administration, Strategic

12· ·Investments Asset Class Review, Trent Webster.

13· · · · MR. WEBSTER:· Hey, John, that's what I am,

14· ·too.· Is it possible to share my screen?· Because

15· ·we were doing that a few minutes ago.

16· · · · MR. KUCZWANSKI:· Yeah.· It shouldn't be

17· ·doing that, but let me work on it.· Give me a

18· ·second.

19· · · · MR. COLLINS:· Okay.· I'm sorry.· I didn't

20· ·want to interrupt you, but I didn't want to miss

21· ·the art.

22· · · · MR. WEBSTER:· Well, no.· If I go through 43

23· ·pages -- just to show you that I'm not hiding

24· ·everything, Peter, we have 43 pages of stuff

25· ·here, and conveniently stuck on the first page
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·1· ·probably doesn't work.

·2· · · · MR. WILLIAMS:· There we go.

·3· · · · MR. WEBSTER:· John, could you move it

·4· ·forward?· And keep moving forward to the first

·5· ·graph.· I think it's the next one.

·6· · · · MR. KUCZWANSKI:· That one?

·7· · · · MR. WEBSTER:· Next one, next one.· Yeah,

·8· ·there we go.

·9· · · · MR. COLLINS:· I'm sorry I asked.

10· · · · MR. WEBSTER:· All right.· The joys of

11· ·working in the new normal.· So you can see over

12· ·time on this graph, you can see that over time,

13· ·you can see the different strategies, the

14· ·allocations to the strategies.· And strategies

15· ·currently are debt, equity, real assets,

16· ·diversifying strategies and flexible mandates.

17· · · · And so if you could go to the next slide,

18· ·John.· So what you see here, these are all the

19· ·sub-strategies.· And people often ask us, When

20· ·you boil it down, what is it that you do?· And

21· ·really what we do is private debt, hedge funds,

22· ·some real assets, some eclectic equity assets or

23· ·investments and some odds and ends like insurance

24· ·and royalties.

25· · · · John, could you go forward, please.· I'm not
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·1· ·going to spend a whole lot of time on fund

·2· ·selection, but just to reemphasize that the thing

·3· ·that's most important to us is the ethical

·4· ·standards of the manager before anything else,

·5· ·before the returns, what they've done in the

·6· ·past.· We want to make sure that we are investing

·7· ·with ethical people.· We don't think it's

·8· ·worthwhile, our time and our effort, not to.

·9· · · · The second thing we look at is the

10· ·institutional quality of the manager.· And

11· ·finally, after that, we look at the performance

12· ·over time.· We look to see if it's

13· ·process-driven, if it's repeatable and the risk

14· ·that they take on to generate those returns.

15· · · · John, if you could go forward one, please.

16· ·Thank you.· So we invest primarily in funds.· We

17· ·do have a couple of fund of funds.· We do have a

18· ·couple of GP investments.· But almost all of our

19· ·investments are in fund structures.· And

20· ·typically we have a concept/proof of concept

21· ·model.· Generally what that means is that we're

22· ·not investing in first-time funds.· Sometimes we

23· ·will if it's a unique or compelling opportunity

24· ·or if it's somebody we know really well from a

25· ·prior relationship.· But typically we want to --
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·1· ·we're very much a show-me type of group, let's

·2· ·see what you can do.

·3· · · · We also like to see -- or when we kind of

·4· ·think of what's more important, the manager or

·5· ·the strategy, well, if the strategy is going away

·6· ·forever, it doesn't matter how good the manager

·7· ·is.· Typically we like to see good managers even

·8· ·if they're operating in bad strategies.· And

·9· ·we've been able to generate alpha and positive

10· ·returns in some of our strategies where we've

11· ·been in decline but the manager has been very,

12· ·very good at harvesting returns out of that.

13· · · · John, could you go to the next one, please.

14· ·So once a year we sit down and we do asset

15· ·allocation.· The asset allocation is meant to be

16· ·a guide or a road map, not set in stone.· John,

17· ·could you go forward, please.· And this is the

18· ·output.· And if you're on a really small screen

19· ·like me, you need a magnifying glass to see all

20· ·this stuff.· But basically what we do is that we

21· ·set targets for the next three to five years.

22· ·And that assists us with our pacing model and our

23· ·understanding of how much we can allocate to all

24· ·our different sub-strategies.

25· · · · Now, somebody once told me never ever put an

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f

Page 33
·1· ·Excel spreadsheet into a presentation.· That's

·2· ·probably good advice, if you have a small screen

·3· ·like mine.· But just to give everybody a snapshot

·4· ·of what it is that we're looking at when we sit

·5· ·down once a year and look forward on where we

·6· ·want to allocate capital.

·7· · · · John, could you go forward, please.· This is

·8· ·our performance over time.· So in the second

·9· ·quarter of the calendar year, the June quarter,

10· ·it was actually our first three year rolling

11· ·return period where we underperformed our

12· ·benchmark in ten years.

13· · · · We underperformed again in this third

14· ·quarter.· We're starting see -- the October

15· ·numbers came out and we're starting to pick our

16· ·heads up a little bit above that.· We think that,

17· ·you know, quarterly or one year really isn't all

18· ·that meaningful for us, so we look over a three,

19· ·five and a bit longer.

20· · · · And so you can see that over the three

21· ·years, we've lagged our benchmark and we've also

22· ·lagged our real return target.· The five year

23· ·number, we're beating our benchmark and almost

24· ·approximating our real return target.· And then

25· ·over ten years, we're significantly higher than

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f



Page 34
·1· ·both.

·2· · · · John, to the next one, please.· I'm not

·3· ·going to spend a lot of time on benchmarks, other

·4· ·than saying that benchmarking is a difficult

·5· ·process in alternative investments.· We typically

·6· ·benchmark our funds, our individual funds either

·7· ·on a market proxy, on a peer com or on the real

·8· ·return target for the total fund, which is also

·9· ·our secondary benchmark.

10· · · · John, could you go forward, please.

11· · · · MR. TURNER:· Trent, this is Rob.· I wonder

12· ·if I could ask you a question back on that

13· ·benchmark slide.

14· · · · MR. WEBSTER:· Yeah.

15· · · · MR. TURNER:· In the early years you're

16· ·underperforming, and then you're doing better in

17· ·the five and ten year.· Is that because you're in

18· ·funds and have a J curve, or is it more because

19· ·of some of the investment maturations of what

20· ·you've selected to be in?

21· · · · MR. WEBSTER:· It has more to do with how we

22· ·benchmark our funds than what we're in.· So I

23· ·actually -- well, for this presentation, I went

24· ·and calculated it.· Forty-three percent of our

25· ·individual funds are benchmarked to a real return
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·1· ·benchmark.· Over time, that's going to come down,

·2· ·probably somewhere around 30 percent.· But

·3· ·43 percent are on a real return benchmark.· And

·4· ·exactly 27.5 percent is on peer coms and

·5· ·27.5 percent are on market coms.

·6· · · · So when you have a real return benchmark

·7· ·that is compounding at a very constant rate and

·8· ·your strategy is bouncing up and down, when it

·9· ·goes down, that causes the underperformance.

10· ·Now, the real return benchmark over long periods

11· ·of time is actually not a bad approximation for a

12· ·fund.· But what I always like to say is that

13· ·we're not as bad as we look in bear markets and

14· ·probably not as good as we look in bull markets,

15· ·but over long periods of time, it's a reasonable

16· ·approximation.

17· · · · So what you saw in the beginning of the year

18· ·is a lot of the stuff that were invested in the

19· ·debt markets, which our legacy funds that were

20· ·invested in three years ago and beyond that are

21· ·benchmarked to the real return benchmark.· And so

22· ·you had some pretty good drawdowns in the

23· ·quarters, and you haven't seen it rally in the

24· ·same way as you have, say, in the large cap stock

25· ·market.· So a lot of those funds are still
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·1· ·catching up to where they were.· And as the

·2· ·credit markets repair, we expect them to

·3· ·eventually surpass their bogeys.· Does that

·4· ·answer you, Rob?

·5· · · · MR. TURNER:· Yeah, that's good.· Thank you.

·6· ·Appreciate that.

·7· · · · MR. WEBSTER:· Okay, good.· So on the next

·8· ·slide, this is a slide I've always enjoyed

·9· ·showing when we've done really well.· And there

10· ·have been times in the past where we've

11· ·outperformed the FRS.· So in all fairness, when

12· ·we're lagging the FRS, then I think I should show

13· ·this to you.

14· · · · So you can see, over the one, three and five

15· ·year periods, we're significantly below where the

16· ·FRS is.· We actually expect over long periods of

17· ·time to underperform the FRS, primarily because

18· ·the FRS is mostly equity risk and we're mostly

19· ·credit risk.· But having said that, you know,

20· ·when we outperform the rest of the fund, we

21· ·always feel a little bit proud of ourselves but

22· ·then feel a little bit humbled when we're behind.

23· · · · But I would say this.· So earlier a question

24· ·was asked about whether or not we've accomplished

25· ·our policy goals.· I did not put this graph in
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·1· ·here, and I probably should have, is that we

·2· ·track both the total fund and the total fund

·3· ·excluding strategic investments.

·4· · · · And so one of our policy objectives is to

·5· ·reduce the volatility of the total fund.· And

·6· ·over five years, the inclusion of strategic

·7· ·investments has reduced volatility, by my

·8· ·calculations, by 74 basis points and, over ten

·9· ·years, by 55 basis points.· Now, you see this

10· ·underperformance, so obviously that comes with a

11· ·bit of a cost to it.· But on a Sharpe ratio basis

12· ·over those time periods, we've increased the

13· ·Sharpe ratio of the total fund by five basis

14· ·points.

15· · · · We also think that, because we're coming out

16· ·of this, longer periods of time, notwithstanding

17· ·what might happen in 2021, but when we look

18· ·beyond that, 2022, 2023, we think we're going to

19· ·have tailwinds behind us.· And so we think that

20· ·it may not be as good as it was in 2010, '11 and

21· ·'12 when we were chalking up double-digit

22· ·returns, we think probably closer to 8,

23· ·9 percent, just because it's a lower return

24· ·world.· But we think that, knock wood, we should

25· ·do better over the next five years than we have
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·1· ·in the last five.· But that's one of the

·2· ·beautiful things about investments.· There's no

·3· ·guarantees.

·4· · · · John, the next slide, please.· And this is

·5· ·the strategy performance.· The blue is debt.· Red

·6· ·is equity.· Green is real assets.· Purple is

·7· ·diversifying strategies, and the brown is

·8· ·flexible mandates.· And this is a little bit of a

·9· ·surprise to me.· If you had asked me a year ago,

10· ·if we were going to go through this, would equity

11· ·be our best-performing sub-strategy, I would have

12· ·said no, it probably wouldn't have.· We can go

13· ·through that.

14· · · · And then debt, with debt we saw some pretty

15· ·good sell-offs in the first half of the year.

16· ·Again, you're starting to see those funds

17· ·starting to bounce now.· But our debt funds have

18· ·been the primary cause of our underperformance

19· ·over the last three years.

20· · · · John, next slide.· So you can see here, you

21· ·can see -- so our debt book is currently about a

22· ·quarter of the funds, or sorry, a quarter of our

23· ·asset class.· The medium-term target is

24· ·30 percent.· We closed on 17 funds this calendar

25· ·year at $3.5 billion.· So we've been very busy on
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·1· ·that, trying to take advantage of some of the

·2· ·dislocations that were occurring earlier in the

·3· ·year.· And we divide the debt sub-strategies into

·4· ·four, into what we call distressed, evergreen

·5· ·debt, loans and subordinated capital.· John, next

·6· ·slide, please.

·7· · · · MR. OLMSTEAD:· Trent, this is Vinny Olmstead

·8· ·real quick.· Can you just comment?· So

·9· ·3.5 billion seems to be a pretty substantial

10· ·amount to play.· Can you just comment on sort of

11· ·what your typical pace is on an annualized basis

12· ·and give us any insights on -- you said it was a

13· ·good chunk and it's increased -- but on just how

14· ·you're thinking about it and, you know,

15· ·opportunistically, et cetera?

16· · · · MR. WEBSTER:· So we typically do somewhere

17· ·around $2.5 billion a year.· So this year -- now,

18· ·we've been accelerating our pacing partly because

19· ·we've seen a recycling of capital that's come

20· ·back to us faster than we've seen in the past.

21· ·We also made some redemptions on our public

22· ·market side.

23· · · · And if you go back -- we won't go back, but

24· ·if you remember that slide where we looked at our

25· ·percentage of the FRS, we've been hovering around
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·1· ·8, 9 percent for five years.· That hasn't been by

·2· ·design.· And what that tells us is we were

·3· ·probably under-investing during that time period.

·4· ·So we probably should be investing more.

·5· · · · So, you know, you'll see at the end that

·6· ·we're on a record year this year, and we were on

·7· ·a record year last year.· So when I talk about

·8· ·getting up to that 11 or 12 percent returns, we

·9· ·should be able to get to that in a few years,

10· ·based upon our activity over the last 18 to 24

11· ·months.· The next 18 to 24 months are going to be

12· ·quite slow, Vinny.· We will take the foot off our

13· ·brake -- or put the foot on our brake and take

14· ·the foot off our accelerator, and our activity

15· ·will slow.

16· · · · MR. OLMSTEAD:· Okay.· You anticipated part

17· ·two of my question there.

18· · · · MR. WEBSTER:· Yeah, yeah.· We will slow.

19· ·And one of the things that we're -- as I kind of

20· ·think about how we've executed the strategy over

21· ·the last ten years, is that we've probably had a

22· ·little bit too much of what we call distressed

23· ·going into this strategy.· So we may be a bit

24· ·more aggressive on letting some of those --

25· ·cutting some of those funds loose as we get into
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·1· ·the middle of the decade and as the cycle plays

·2· ·its way through.

·3· · · · But what we call distressed -- and the

·4· ·reason why we call this asset class distressed is

·5· ·because back when this asset class started, we

·6· ·did a lot of investing in distressed out of the

·7· ·global financial crisis.· It was our largest --

·8· ·our largest allocation focused on distressed.

·9· · · · As the markets matured through the last

10· ·decade, it became more credit opportunity.· So

11· ·that meant more -- not necessarily buying in

12· ·distressed but stressed or finding credit

13· ·opportunities that were outside the mainstream of

14· ·the public markets or even sometimes the lending

15· ·markets.

16· · · · The last few meetings that I've had we've

17· ·talked about, I think, in the first quarter, I

18· ·think all distressed all the time, when we talked

19· ·about this in April or May or June.· I can't

20· ·remember.· What we have seen is the mitigation of

21· ·some of the stresses going on based upon the

22· ·incredible actions of the Federal Reserve.· And

23· ·even though there's been about $200 billion of

24· ·bankruptcies thus far, we expect the rate of

25· ·default to be significantly below where it was in
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·1· ·the global financial crisis.

·2· · · · What's interesting about the current market

·3· ·environment is that the number of zombie

·4· ·companies are near record highs, and if you

·5· ·define zombie companies as those where the cash

·6· ·flow does not meet its interest payments and

·7· ·they're essentially living off the capital

·8· ·markets.· Now, some of that will be due to COVID

·9· ·and the reduction of economic activity.· But that

10· ·ratio of zombie companies was climbing even

11· ·before the pandemic.

12· · · · And so when the Federal Reserve opened up

13· ·the spigots, as they rightfully should have to

14· ·save the economy, a lot of bad companies got

15· ·financed or at least a lot of bad balance sheets

16· ·got financed.· And so it's going to be really

17· ·interesting to see what happens over the next

18· ·couple of years, because you can see an

19· ·environment -- as we come out of this, we will

20· ·have hiccups in the economy, and will the Federal

21· ·Reserve come to the rescue to the same extent as

22· ·they did back in the spring, where they were

23· ·buying high-yield ETFs and BBB or BB fallen

24· ·angels out of the high-yield market.· That's

25· ·going to be really interesting, and will the
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·1· ·imperative be to come in and to bail out the

·2· ·companies who have too much debt.

·3· · · · I mean, the Federal Reserve had been wagging

·4· ·its finger at the leveraged loan market and

·5· ·private equity market for ten years prior, saying

·6· ·don't get over-geared, you have too much debt,

·7· ·et cetera, et cetera, et cetera.· And then when

·8· ·the pressures and strains of the pandemic hit the

·9· ·markets, they were right there bailing them out.

10· · · · Now, when we're out of the pandemic and then

11· ·you start seeing some of these companies start

12· ·seeing some stress and unable to roll their debt,

13· ·will the Fed come in and bail them out?· We don't

14· ·know.· But what we think is, is that even though

15· ·the Federal Reserve's actions have mitigated the

16· ·distressed cycle, it's probably prolonged it.

17· ·And so we think that there will be these episodic

18· ·bouts of instability going forward over the next

19· ·few, three, four, five years, where you have some

20· ·very good opportunities to buy some interesting

21· ·credits.

22· · · · MR. COLLINS:· Hey, Trent -- Vinny, could I

23· ·ask a question?· So, you know, it's interesting,

24· ·because I think, when you think of this

25· ·distressed debt, I, like you, think of 2008,
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·1· ·2009, 2010, where you're literally buying things

·2· ·really cheap.· Now -- but on the front end of

·3· ·that, when we were buying things, we didn't know

·4· ·if we were really buying -- how cheap we were

·5· ·buying it or if we were overpaying, right,

·6· ·because you just didn't know how far the market

·7· ·had to fall.

·8· · · · MR. WEBSTER:· Right.

·9· · · · MR. COLLINS:· I mean, because the hardest

10· ·thing was pricing risk.· You know, you could

11· ·price an asset, but you couldn't price the risk

12· ·necessarily.· And I think the same thing -- it's

13· ·a bit of the same today, in my opinion, except

14· ·this has been event-driven.· It hasn't been

15· ·systematic, but I think it can turn systematic,

16· ·as we've pumped all this money in and somebody

17· ·has got to pay that bill and taxes are going to

18· ·have to go up, growth is going to have to slow.

19· ·And then you have this sort of systemic slowdown.

20· · · · And so as you start to invest in these debt

21· ·instruments -- you know, we've put $3.5 billion

22· ·to work this year.· What's your sense of whether

23· ·that's early or -- I'm assuming maybe not all of

24· ·those were -- some of them were different debt

25· ·funds.· You're just saying this is all we
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·1· ·invested in debt.· But I'm curious as to whether

·2· ·you're thinking about how early or your timing

·3· ·into the debt.

·4· · · · MR. WEBSTER:· Well, the good news is that

·5· ·most of these funds are multiyear funds.· So we

·6· ·don't have -- there's been a few things we added.

·7· ·We did add to one of our liquid funds.· It's got

·8· ·a good long-term track record.· But for the most

·9· ·part, these are funds where they have a multiyear

10· ·investment horizon.

11· · · · And if you go back since the global

12· ·financial crisis, you think about all the

13· ·episodic events in credit.· Right?· So you had

14· ·the global financial crisis, which was a big one.

15· ·Then you had the debt ceiling in 2011.· Then you

16· ·had the Greek debt crisis in 2013.· And then you

17· ·had the premature tightening in 2016 and again in

18· ·2018, where the market had a temper tantrum and

19· ·you saw blowouts in spreads.· And so this seems

20· ·to happen every two or three years.

21· · · · And what we now see is that we see a lot of

22· ·debt.· And we don't know how it's going to shake

23· ·out.· There are some people far above my pay

24· ·grade who talk about things like modern monetary

25· ·theory, where you are essentially printing money
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·1· ·here for the foreseeable future, that we become

·2· ·Japanified and that you have interest rates low

·3· ·forever.· And you may have growth that's lower

·4· ·forever, but it also could be inflated away if

·5· ·they get inflation up like it did after World War

·6· ·II.

·7· · · · So we don't really know.· I mean, we're not

·8· ·sure.· What we do know is that there's a heck of

·9· ·a lot of stuff out there.· We do think that

10· ·you're probably going to have more cycles, that

11· ·you're going to have more of these mini cycles.

12· ·And periodically my guess is the first time Jay

13· ·Powell hints at raising interest rates, you could

14· ·have a pretty big sell-off across the curve, and

15· ·that could give us a lot of opportunities.

16· · · · MR. COLLINS:· So you think -- you're not

17· ·worried about being a little early on some of the

18· ·distressed or event-driven stuff.

19· · · · MR. WEBSTER:· Well, I will tell you this.

20· ·My DNA is value, and that's always the risk of

21· ·being a value guy, is being a little early.· But

22· ·do I see opportunities in 2021, 2022, 2023, what

23· ·have you?· Yeah, I can imagine scenarios where

24· ·those arise.

25· · · · It's also important to note, like what we --
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·1· ·we'll talk about this in a little bit, is that in

·2· ·2018, 2016, 2018, 2016 we had put together a

·3· ·mandate with one of our managers to buy CLO

·4· ·equity in mezz.· And being the big battleship

·5· ·that we are, sometimes it takes us a long time,

·6· ·when we're setting up new programs, to take

·7· ·advantage of them.

·8· · · · But we just waited.· We waited and we waited

·9· ·and we waited for years.· And in the spring of

10· ·this year, we triggered that.· And the returns, I

11· ·think the absolute returns on it, for multi-month

12· ·investments, were somewhere in the high teens,

13· ·low twenties.· The IRRs were much, much higher

14· ·than that.· So we do have some structures and we

15· ·do have some managers which can take advantage of

16· ·some of these episodic opportunities that occur

17· ·in the markets.· And sometimes it just requires

18· ·us to be patient.

19· · · · So we don't really know.· But, again, most

20· ·of the investment -- the investment periods for

21· ·most of these things are over three to four

22· ·years.· My guess is there's going to be a lot of

23· ·opportunities during that time period.· There's a

24· ·part of me which hopes it doesn't, because if it

25· ·doesn't, that means the economy is booming and
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·1· ·then we're all doing great all over the place.

·2· ·But if not, what they will do is a lot of these

·3· ·guys will find different types of refinancings

·4· ·and restructurings of balance sheets as we've

·5· ·seen over the last half of the last decade.

·6· · · · MR. COLLINS:· Thanks.· Thanks, Vinny.

·7· · · · MR. WEBSTER:· John, if you could go to the

·8· ·next slide, please.· That's backwards.· So

·9· ·evergreen debt, that's our kind of catchall name

10· ·for hedge funds in credit and other evergreen

11· ·funds that might not fit into the fixed income

12· ·asset class.· We typically -- the way we think

13· ·about it is that we've got a lot of credit

14· ·exposure, both in Katy's group and in our group,

15· ·in the private structures.· So we're not really

16· ·interested in paying hedge fund fees for credit

17· ·exposure.

18· · · · We are interested in exposures to managers

19· ·who credit alpha or create idiosyncratic returns.

20· ·And so we recently -- I think we had hired one

21· ·manager, two managers over the last decade, and

22· ·we hired another one recently, with a fund that

23· ·has done quite well.· So for this sub-strategy

24· ·we're looking for idiosyncratic as opposed to

25· ·beta type of exposures.
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·1· · · · John, next slide, please.· So, loans, this

·2· ·is straight-up boring lending, direct lending,

·3· ·senior loan type of stuff.· So longer term

·4· ·members of the IAC know that we had been saying

·5· ·prior to the pandemic we didn't like credit, we

·6· ·were getting more cautious.· You were seeing the

·7· ·erosion of covenants and the erosion of lending

·8· ·standards.

·9· · · · And I wouldn't say that it's absolutely

10· ·pound the table on our loans book in terms of

11· ·that, but you've certainly seen an improvement.

12· ·You've started to see improvements in some of the

13· ·docs.· You have seen rates back -- you've seen

14· ·the spreads widen.· So we would say it's a

15· ·reasonably good time to be a direct lender

16· ·currently.

17· · · · Subordinated capital, this is our mezzanine

18· ·and preferred equity book.· We've been

19· ·gravitating in recent years -- we do have a few

20· ·generalists in here, but we've gravitated more to

21· ·areas of specialization, not necessarily by

22· ·design, but rather we've been able to find

23· ·managers who offer an interesting value

24· ·proposition.· And so we've been investing in

25· ·areas which tend to have more specialization in
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·1· ·the subordinated capital area of the market.

·2· · · · John, next slide.· All right.· So this is

·3· ·our equity book.· It's comprised of activist

·4· ·equity, GP investments, long equity, long/short

·5· ·and SI private equity.· We've got investments in

·6· ·all those except long equity.· We've got an

·7· ·excellent long equity group with Tim Taylor and

·8· ·formerly also with Alison Romano.

·9· · · · So you say, Trent, why do you have this long

10· ·only -- this sleeve here?· We've never invested

11· ·in this, but try to imagine a scenario where this

12· ·hotshot young woman knocks on your door and says,

13· ·Hey, you know, my name is Wanda Brown and I am

14· ·the manager of Brookfield Hardaway and I've been

15· ·running this closed-end partnership for the last

16· ·ten years, compounding at 20 percent a year, but

17· ·we only own four stocks and it's 30 percent cash.

18· ·And you lock up for a period of time, you're

19· ·going to pay 25 percent of the profits above a

20· ·6 percent preferred return with no management

21· ·fee.

22· · · · And so what would happen if I got that is

23· ·I'd walk over to Tim Taylor's desk and say, Well,

24· ·Tim, is this something you'd like to do?· And he

25· ·might look at that, and he may say yes or he may
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·1· ·say, Well, that doesn't really fit into our

·2· ·strategy for a number of reasons.· And then if

·3· ·that were the case, if it didn't fit into his

·4· ·strategy, then you need a place for something

·5· ·like that, because Wanda Brown's Brookfield

·6· ·Hardaway is actually Warren Buffett's Berkshire

·7· ·Hathaway 50 years ago.

·8· · · · And if you had the opportunity to invest

·9· ·with Warren Buffett 50 years ago, you probably

10· ·should find a place somewhere in the organization

11· ·to invest with Warren Buffett.· So if you know of

12· ·a Wanda Brown, please send her our way, and we'll

13· ·figure out if that goes into my group or into

14· ·Tim's group.· We'll find a place for it.

15· · · · John, next slide, please.· I'm a big

16· ·proponent of activist equity.· This is where

17· ·managers try to influence the direction of

18· ·companies by taking stakes in companies and

19· ·changing strategy, changing board members and

20· ·other strategies, trying to unlock value.· This

21· ·has been a good strategy for us over time.· It's

22· ·a beta-plus strategy.· It's not an alpha

23· ·strategy, so you shouldn't be paying alpha-type

24· ·fees.· You should be structuring your portfolio

25· ·where you're paying carry above a benchmark,

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f



Page 52
·1· ·which is what we do for all our managers.· We're

·2· ·not interested in any manager who doesn't do

·3· ·that, regardless of how good they are, because we

·4· ·think that's a losing proposition over time.

·5· · · · So this has been good for us.· We've hired a

·6· ·European manager this year.· We think they'll do

·7· ·well for us.· And this time last year I was

·8· ·explaining, I'd just come back from Japan and was

·9· ·very, very interested in it.· We think we're --

10· ·but unfortunately the pandemic put a halt to all

11· ·that.· So we're hoping to add something in Japan

12· ·over the next year.· We think there's a lot of

13· ·low-hanging fruit over there in terms of

14· ·activism.

15· · · · Next slide, please, John.· So we have two GP

16· ·investments.· Both of these were made nine, ten

17· ·years ago.· We haven't done anything since then.

18· ·It's been a pretty good -- it's been a decent

19· ·strategy.· This has become a very popular

20· ·strategy, and we think returns are being competed

21· ·away in this area, but we've been broadly happy

22· ·with our investments thus far as a group.

23· · · · John, next slide.· Long/short equity, we saw

24· ·that in the bucket of the evergreen debt earlier.

25· ·These are long/short hedge funds primarily.· It's
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·1· ·a very high bar, and the reason is simple.· We

·2· ·have a lot of exposure in the total fund to

·3· ·equity.· Whether that's in Tim's group or in John

·4· ·Bradley's group, in private equity.· So we're

·5· ·typically not looking at your typical, vanilla,

·6· ·generic, 180 long, 40 to 60 net short, 30 to 40

·7· ·long names, 40 to 50 short names, as a lot of the

·8· ·equity long/short managers are.

·9· · · · Instead, what we're looking for is something

10· ·that's eclectic, something that's a little

11· ·different, something where managers have a

12· ·differentiated strategy.· We'll always look at a

13· ·really good manager who runs a vanilla strategy,

14· ·but we would prefer to see something that's

15· ·differentiated from what we normally see.

16· · · · John, next strategy.· So we have this thing

17· ·called SI private equity.· And so questions

18· ·should come up, well, if you've got a private

19· ·equity asset class, well, why do you have

20· ·something in private equity here in strategic

21· ·investments?· Well, all of these are generally

22· ·strategies which can go across private equity.

23· · · · So I mentioned earlier that we act as a

24· ·repository for cross-asset class strategies, and

25· ·I would say a typical 60/40 public equity bonds
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·1· ·manager.· Well, we actually have managers who do

·2· ·both private equity and private credit, not too

·3· ·far from the 60/40 allocation.· Whether that's by

·4· ·design or by accident isn't really all that

·5· ·relevant to us, but rather it's that they do it.

·6· · · · And so if you've got managers who do private

·7· ·equity and private credit or private equity and

·8· ·real estate, it might not fit into John Bradley's

·9· ·group.· It might not fit into Steve Spook's

10· ·group.· But if they're good at what they do, then

11· ·there should be a place for it.· And so that's

12· ·where these managers fall.

13· · · · It's also the home of the Florida Growth

14· ·Fund, the Florida Growth Fund and the Florida

15· ·Sunshine State Fund, which is our in-house

16· ·investment vehicles for state of Florida

17· ·investments.

18· · · · MR. OLMSTEAD:· And, Trent, this is Vinny.

19· ·The Florida Growth typically presents to us

20· ·separately in one of our sessions, I believe.

21· · · · MR. WEBSTER:· Correct, that's right, Vinny.

22· ·I think it's in the first quarter, second

23· ·quarter.

24· · · · So real assets, this is comprised of

25· ·commodities, infrastructure, real estate, timber

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f

Page 55
·1· ·and transportation.· John, next slide.· So we

·2· ·like commodities.· And for us, commodity

·3· ·investing is a cyclical thing, and we think that

·4· ·you've got to be doing it.· You've generally got

·5· ·to be a contrarian in commodities.· I've done

·6· ·this a long time, and we think chasing returns in

·7· ·commodities is generally a recipe for failure.

·8· · · · And then going into commodities where

·9· ·there's not a lot of capital, if you're

10· ·patient -- and being patient is the most

11· ·important thing here, because you never know when

12· ·it's going to turn.· But certainly commodities

13· ·have cycles, and so we like to be investing in

14· ·them when there's not a lot of people there.· And

15· ·so we like commodities.· There are certain

16· ·commodities we think are going to do well into

17· ·the next decade.· So we've been active there.

18· · · · Our issue specifically is that there aren't

19· ·really that many good managers out there or

20· ·really that many managers out there who fit into

21· ·our strategy, which is primarily focused on

22· ·credit.· We could do commodity hedge funds.· The

23· ·problem is that there's not many of them left.  A

24· ·lot of them blew up last decade, and for good

25· ·reason.
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·1· · · · John, next slide.· So infrastructure, so

·2· ·this is an asset class that's been growing.· It's

·3· ·generally something I've been kind of negative on

·4· ·because a lot of money has gone in there.· But

·5· ·the returns have been pretty good, broadly

·6· ·speaking.

·7· · · · What we have focused on are outside of --

·8· ·generally outside of core and core plus.· We do

·9· ·have a few managers that are there.· But there

10· ·are some niche strategies, such as the 5G

11· ·build-out, some stuff that is going on in

12· ·emerging markets that we find kind of

13· ·interesting.· And so we've been increasing our

14· ·allocation to infrastructure.

15· · · · Our whole thing is that it's a bit of a

16· ·seductive argument for putting money into

17· ·infrastructure, but how much of it is bankable,

18· ·we're not entirely sure.· But having said that, I

19· ·will admit I have generally been incorrect on

20· ·that, and the returns of some of these funds have

21· ·been better than what I would have expected.

22· · · · John, next slide.· Okay.· So real estate,

23· ·again, you've got a great group with Steve

24· ·Spook's group.· What are you doing in real

25· ·estate?· Well, this is primarily distressed real
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·1· ·estate, stuff that would fall out of Steve's

·2· ·mandate, and also real estate debt.· So most of

·3· ·our debt has been focused on mezzanine debt as

·4· ·opposed to senior lending, though we could do

·5· ·that.

·6· · · · We're generally more positive on real estate

·7· ·here.· You're seeing higher loan to values on

·8· ·lending.· And there's probably going to be a fair

·9· ·amount of distressed real estate occurring over

10· ·the next two, three, four years.· It's going to

11· ·be very interesting to see how this shakes out

12· ·because there could be some areas of real estate

13· ·that doesn't come back, such as retail.· But

14· ·oftentimes these -- or parts of retail, excuse

15· ·me.· But oftentimes, you know, in these cycles,

16· ·they throw everything out.· And so, in terms of

17· ·the distressed cycle, real estate could be

18· ·interesting over the next several years.

19· · · · Next slide.· Timber, we haven't done much in

20· ·timber lately, over the last several years.· We

21· ·made investments at the beginning of the last

22· ·decade.· And excuse me for the pun, but they just

23· ·continue to grow.· Next slide, please.· I know

24· ·Subhasis likes that.

25· · · · MR. WILLIAMS:· That was a really wooden
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·1· ·joke.

·2· · · · MR. WEBSTER:· Yeah, yeah, that's very true.

·3· ·So we've been very active in transportation.· We

·4· ·think this has been a great -- this is a great

·5· ·environment for aircraft.· Some of the aircraft

·6· ·have been hit, but the stresses and the strains

·7· ·in the airline industry is forcing sale and

·8· ·leasebacks of very strong counterparties, things

·9· ·we wouldn't have seen even a year or two ago.

10· · · · Our preference in transportation generally

11· ·is to partner with people who are operators, not

12· ·exclusively, but generally people who are

13· ·generally operators as opposed to financial

14· ·people.· So we think aircraft is really

15· ·interesting.

16· · · · Surprisingly, railcars, there hasn't been a

17· ·whole lot of volatility there.· There hasn't been

18· ·a lot of attention there.· And we actually did --

19· ·we funded our first shipping credit fund within

20· ·the last 12 months.· So we've expanded our

21· ·portfolio a bit.

22· · · · MR. COLLINS:· When did we make the Sciens

23· ·III investment.· And IV came shortly thereafter,

24· ·right?

25· · · · MR. WEBSTER:· Yes, it did.· And if you give
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·1· ·me have a second --

·2· · · · MR. COLLINS:· Was it like two years ago,

·3· ·three years ago?

·4· · · · MR. MOGG:· Trent, this is John Mogg.· I can

·5· ·comment on this.· So SASOF III was the first

·6· ·commitment that we made, which was 85 million

·7· ·back in 2015.· And then we made a $139 million

·8· ·commitment to SASOF IV in 2017.· And then we

·9· ·followed that with a commitment of 150 million to

10· ·SASOF V in 2019.

11· · · · MR. COLLINS:· Okay.

12· · · · MR. WEBSTER:· So we've been pretty active in

13· ·here, and we think highly of our managers.

14· · · · MR. COLLINS:· Have you had some contact with

15· ·those guys, and how are they doing on the

16· ·aviation side?· I mean, I know that they were --

17· ·I think it's a leasing player, if I recall.· Have

18· ·you had any conversations with them recently?

19· ·How is that going?

20· · · · MR. WEBSTER:· Yeah.· John, do you want to

21· ·comment?

22· · · · MR. MOGG:· Sure, I'd be happy to.· Yeah.

23· ·We've spent a lot of time on this particular

24· ·sector within transportation over the past year.

25· ·And the earlier funds have performed in line with
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·1· ·expectations.· They've done very well.· Fund V is

·2· ·early in its investment period, so we're really

·3· ·excited about the opportunity there.· And then

·4· ·that's the same -- we added some regional

·5· ·exposure in late 2019, and they're currently

·6· ·committing in this period.

·7· · · · SASOF IV is just entering the distribution

·8· ·phase.· And, you know, there's some heavy lifting

·9· ·that has to be done across the industry.· A lot

10· ·of airlines are in trouble.· There's been a lot

11· ·of deferrals on payments.· And so SASOF, which is

12· ·now run by Carlyle, they have active dialogue

13· ·with the airlines and are working on deferrals.

14· ·And in the cases where they have to take aircraft

15· ·back, they're actively deploying those to other

16· ·airlines.

17· · · · MR. WEBSTER:· And just to note, so I

18· ·mentioned earlier we typically don't do

19· ·first-time funds unless it's a unique or

20· ·compelling opportunity or with somebody we know

21· ·well.· We recently went into a first-time fund

22· ·with Carlyle with a new person who they hired,

23· ·because we think there's a very interesting

24· ·opportunity in newer jets that's been created by

25· ·the pandemic and the collapse of air travel.
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·1· · · · MR. COLLINS:· So taking delivery of new

·2· ·aircraft where the airlines were backing away

·3· ·from their contracts?

·4· · · · MR. MOGG:· I can touch on that, Trent.· So

·5· ·most of our aircraft exposure has been in midlife

·6· ·aircraft, and it's focused primarily on narrow

·7· ·body, with a little bit of exposure to wide body.

·8· ·We've looked a lot at new aircraft, but the

·9· ·problem is the capital markets have been red hot

10· ·over the past few years, and it's been very

11· ·difficult to generate attractive risk-adjusted

12· ·returns on new aircraft.

13· · · · That's all changed with the pandemic.· A lot

14· ·of tier one airlines have experienced liquidity

15· ·issues, and they've been forced to do sale

16· ·leasebacks.· And so in today's environment,

17· ·there's still a lot of uncertainty as to when

18· ·everything comes back to normal.· You can get

19· ·deals done with tier one counterparties at really

20· ·attractive returns, long-term leases on new

21· ·aircraft, whether that's the Neos or the Maxes.

22· · · · MR. COLLINS:· Thanks.

23· · · · MR. WEBSTER:· John, Mr. Kuczwanski, if you

24· ·want to go to the next slide, please.· So

25· ·diversifying strategies are strategies which are
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·1· ·mostly strategies which have a low correlation to

·2· ·equity markets.· Could you go to the next slide,

·3· ·John, please.· And so one of those strategies is

·4· ·our global macro book.· And this is something

·5· ·that has struggled.· We've been disappointed in

·6· ·this.· Some of our managers didn't do well during

·7· ·the crisis, and some of them are books or sleeves

·8· ·that were long -- that were short vol.

·9· · · · You saw some movements in volatility that

10· ·you'd never seen before, including during the

11· ·global financial crisis, where a manager -- you

12· ·know, and this is a hypothetical, but the manager

13· ·may have had 3 or 4 percent of their risk capital

14· ·allocated to that, and then they lost 70 percent,

15· ·and then suddenly the total fund was down

16· ·mid-teens.

17· · · · So this has been an area which has been

18· ·disappointing for us, and so we would be -- we

19· ·started to restructure it, and we will continue

20· ·to look to restructure it in the near future.· We

21· ·think that certainly central banking, which is

22· ·much more focused on quantitative easing today,

23· ·is a much more difficult game than it was, say,

24· ·50 years ago.· We also think that artificial

25· ·intelligence has made it harder for traders to
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·1· ·generate returns from it.· But we do think that

·2· ·there are some interesting opportunities in

·3· ·emerging markets.· But we think that, you know,

·4· ·it's become much more difficult than developed

·5· ·markets to trade and generate alpha.

·6· · · · John, next slide.· So insurance, we really

·7· ·like insurance.· So typically, these strategies

·8· ·typically -- when I mentioned earlier that our

·9· ·target return is 4 percent real, oftentimes these

10· ·strategies don't return that, in the similar way

11· ·that fixed income isn't necessarily expected to

12· ·hit our target return, but you have them in the

13· ·portfolio as a diversifier.

14· · · · This is a diversifier which we think will

15· ·hit our returns over time.· We have seen markets

16· ·harden across the reinsurance markets and in the

17· ·retrocession markets, which is reinsurance upon

18· ·reinsurance, where you're seeing literally

19· ·20 percent plus increases in pricing in

20· ·retrocession and then high single digits in

21· ·reinsurance.

22· · · · So the median return for our funds have

23· ·risen from -- or our median returns it's

24· ·estimated from 5 to 6 percent to 8 to 9 percent.

25· ·So we certainly are excited about insurance and
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·1· ·are allocating more capital to it today.

·2· · · · John, next slide.· I think the next slide

·3· ·says managed futures.· Am I right on that?· There

·4· ·we go.· Managed futures.· So managed futures,

·5· ·these are commodity trading advisers.· This is

·6· ·the only strategy where we have an active fund of

·7· ·funds program here.· We generally have been happy

·8· ·with it.

·9· · · · Our CTA or managed futures book is different

10· ·than what we'd consider the industry to be

11· ·focused on.· It tends to be much less focused on

12· ·long-term trend and much more focused on shorter

13· ·and medium term trend, as well as RV and some

14· ·other eclectic strategies.

15· · · · So during the financial crisis, one of the

16· ·questions that should be popping up into your

17· ·mind -- well, not during the financial crisis but

18· ·during the pandemic, when we were selling off,

19· ·how were your funds doing.· And so the

20· ·diversifying strategies portion of our book, we

21· ·were tracking it on a week-by-week basis since

22· ·March and April.· And I want to say -- and Alison

23· ·or Tim can correct me if I'm wrong, but I think

24· ·we were down something like low twenties in the

25· ·stock market for the month of March before
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·1· ·rebounding.· These strategies were flat for year

·2· ·or for the month.· So they wound up being down, I

·3· ·think, 1.5 percent when the S&P was down 13 for

·4· ·March.· So this part of the book we were quite

·5· ·happy with.

·6· · · · We think that had the sell-off been longer

·7· ·in duration, we think we probably would have seen

·8· ·some much better absolute returns, but it was

·9· ·quite short, but we were happy with the role that

10· ·the managed futures book generally played for us

11· ·as a defensive portion of our portfolio.

12· · · · John, next slide, please.· So RV, we only

13· ·have one manager currently, but this is a recent

14· ·strategy that has done pretty well for us.· We'll

15· ·be looking to add to this sometime in the next

16· ·year or two, get a bit of a diversification.· But

17· ·this really is a strategy where you have to

18· ·really know well the risk management of the fund,

19· ·because they tend to be quite highly levered, and

20· ·some people have likened it to picking up nickels

21· ·in front of a steamroller.· So you've got to make

22· ·sure to have the little bells going off when it

23· ·tells you when the steamroller is coming.· And

24· ·the managers that we did have navigated this

25· ·extremely well, so we were very happy during the
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·1· ·pandemic.

·2· · · · Next slide, John.· So we have royalties in

·3· ·here.· And this has been a bit of a mixed bag for

·4· ·us, but it also surprisingly held up well.· In

·5· ·the global financial crisis, royalties were

·6· ·positive.· The returns were positive, even though

·7· ·you had pretty sharp declines in equity markets.

·8· ·And I always wondered if that was more of a mark

·9· ·to market thing.

10· · · · But we saw the same thing again during the

11· ·pandemic.· We didn't really see a lot of change

12· ·in value during that time with this group.· So

13· ·it's been a bit of a mixed bag.· We do like some

14· ·areas of -- especially like some areas of the

15· ·royalty market, especially music royalties, which

16· ·went through a brutal decline in the last decade.

17· ·It bottomed, and it's started to come back out

18· ·with streaming.· And so you're starting to see

19· ·year over year increases in music revenues, still

20· ·well below what it was, say, 10 or 15 years, but

21· ·the trajectory is in the right way.

22· · · · John, next slide.· So our flexible mandates

23· ·strategy or category.· This is for strategies

24· ·which can go across many different asset classes.

25· ·John, next slide, please.· We currently only have
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·1· ·one manager in event.· We would be looking to add

·2· ·more.· We'd like to.· The problem with this area

·3· ·is it tends to have a pretty high correlation to

·4· ·equities.· The events themselves can be episodic

·5· ·and uncorrelated to equity markets, but if you

·6· ·look at the return streams for a lot of managers,

·7· ·they tend to be pretty highly correlated to

·8· ·equity markets.· But having said that, if we can

·9· ·find another good event manager, we'll add to the

10· ·group.

11· · · · All these strategies, these are

12· ·multi-strategy hedge funds.· And multi-strategy

13· ·hedge funds have done a pretty decent job of

14· ·allocating money in between the different

15· ·strategies in which they can operate.· And so I

16· ·used to come up here and say, well, over periods

17· ·of time, we would look at getting away from the

18· ·multi-strategy funds and investing in more direct

19· ·smaller funds.· The truth is, is that for the

20· ·most part, they've done better than what we've

21· ·expected.· So this is an area of our hedge fund

22· ·book we've been reasonably happy with.

23· · · · John, next slide.· What we call open mandate

24· ·is really also multi-strategy for private

25· ·markets.· And so these are strategies where the

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f



Page 68
·1· ·manager can go across different private markets,

·2· ·investing in a whole bunch of different things.

·3· ·And, again, we've been fairly happy with how this

·4· ·has performed.

·5· · · · Next slide, John.· This is the last one.

·6· ·This details what we've done for this year.· So

·7· ·we closed on 27 funds at five and a quarter

·8· ·billion dollars.· We're hoping to get at least

·9· ·four across the line by the end of the year,

10· ·which we won't get to 6 billion, but we'll get

11· ·somewhere around five and three-quarter billion.

12· ·This last quarter was our busiest quarter ever,

13· ·at 1.8 billion.· And in the fourth quarter, we've

14· ·done 1.5 billion.

15· · · · And then things are going to get quiet for

16· ·us.· Over the next 12 to 18 months, we don't know

17· ·how much we're going to do new.· We'll be doing

18· ·some re-ups.· We might do one or two things that

19· ·are new, but I'd be surprised if we're going to

20· ·be busy over the next few years.· I think it will

21· ·be a lot of monitoring, a lot of catching up, a

22· ·lot of reading over the next few years.· So if

23· ·I'm up here doing this a year from now and we

24· ·haven't done a lot, please forgive us, but this

25· ·is the reason why.
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·1· · · · And I think that's the end of my

·2· ·presentation.· Are there any questions?

·3· · · · MS. CANIDA:· I have a question.· This is

·4· ·Tere Canida.· Trent, going back to a broad asset

·5· ·allocation question, where you mentioned that you

·6· ·do this once a year.· Do the target weights, do

·7· ·they change significantly based on the macro

·8· ·environment?· Have you seen them change

·9· ·dramatically?

10· · · · MR. WEBSTER:· No.· That's that good

11· ·question, Tere.· They don't generally.

12· ·Typically, like I could show you big spreadsheets

13· ·of how you track this over time.· They tend to

14· ·move by 1 or 2 percent.· What you see is our

15· ·distressed targets jump from like, I think, 12 to

16· ·15, just based on the environment.

17· · · · But typically what happens is that you see

18· ·it very slowly move.· So you tend to see it move

19· ·by 1 or 2 percent, with a few exceptions.· There

20· ·can be some exceptions, but for the most part.

21· ·We understand that there is -- you know, we're a

22· ·portfolio and we're a big battleship that takes a

23· ·while to move, so practically moving it is

24· ·difficult.· So by that, it doesn't really change

25· ·a whole lot.
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·1· · · · What you will see is that if you look at it,

·2· ·say, five years ago or seven or eight years ago,

·3· ·you can see some pretty increased -- or some

·4· ·pretty big moves, but not on a year-to-year

·5· ·basis.

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

·7· · · · PETER JONES:· Trent, this is Peter Jones.

·8· ·Back on insurance, your slide referenced life

·9· ·settlements.· And I'm just curious, do you do

10· ·much with life settlements?

11· · · · MR. WEBSTER:· Yes.· My apologies.· Yes, we

12· ·do -- we've done life settlements.· We've done

13· ·run-offs.· We do do life settlements.· And that's

14· ·a very interesting asset class, because it's

15· ·become institutionalized.· And I don't think most

16· ·people realize that.· It's become -- you know, 20

17· ·years ago it was a very shady market, where you

18· ·really had to be careful.· And then the state

19· ·regulators stepped in and said, enough of this.

20· · · · They recognized the benefits of it, because

21· ·if you are, say, in your eighties, maybe you

22· ·don't need a life insurance policy anymore.

23· ·Maybe you're better to cash out.· And so I think

24· ·in 47 states now -- correct me if I'm wrong,

25· ·John, but I think 47 states now have regulated
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·1· ·life settlements, and it's a much different

·2· ·market than it was 10 or 20 years ago.

·3· · · · Most of the managers that we've looked at

·4· ·look at this in a very systemic way, very

·5· ·mathematically oriented, which is fine and it's

·6· ·been -- but what you find happening in that is

·7· ·that if everyone is kind of looking at it the

·8· ·same way, it tends to make the market, quote,

·9· ·more efficient on certain areas.

10· · · · And so we -- managers that we're interested

11· ·in tend to look at it a little differently, where

12· ·they're actually going through each and every

13· ·life policy and getting a better understanding of

14· ·the health of the annuitants, to get a better

15· ·understanding of what the expected returns are.

16· · · · So we looked at this for years and years

17· ·before we got comfortable with it, and we think

18· ·we found a good partner.· But it's a very

19· ·interesting and uncorrelated asset class, which

20· ·we think, we became convinced that it's a benefit

21· ·to everybody, not just the investors, but it also

22· ·benefits the annuitants who sell their policies

23· ·as well.

24· · · · PETER JONES:· Good.· Thank you.

25· · · · MR. WENDT:· Gary Wendt has a question and an
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·1· ·observation or request.· The question is, do you

·2· ·spend more time looking for deals than you do for

·3· ·coming up with categories to put your deals in?

·4· · · · MR. WEBSTER:· I used to joke that I kind of

·5· ·drove our internal performance measurement group

·6· ·a little crazy, because I just -- I have an

·7· ·obsessive-compulsive behavior to classify things,

·8· ·Gary.· So I will plead guilty on that.

·9· · · · MR. WENDT:· I've noticed that.· I don't mean

10· ·to make fun of it, but I always had a different

11· ·philosophy when it came to wanting to do things

12· ·and making them a little simpler.· But my request

13· ·is this.· I know you don't have page numbers on

14· ·your pages.· This is the one that has Strategic

15· ·Allocations on the top, and it was referred to as

16· ·perhaps some kind of a work of art before.

17· · · · And I, since I first saw it, thought it was

18· ·a work of art and have always asked you every

19· ·meeting to send me a digital copy of this so that

20· ·I can have it framed and monogramed and sent out

21· ·to the trustees in memory of seeing you do your

22· ·work here.· And you have yet to send me a copy.

23· ·So I'm going to ask you one more time, eighth

24· ·consecutive time, would you please send me a

25· ·digitalized copy of the unnumbered page which
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·1· ·says Strategy Allocation at the top.

·2· · · · MR. WEBSTER:· Absolutely, Gary.· I did send

·3· ·one last year.· It must be sitting somewhere out

·4· ·in the internet unclaimed, because I actually put

·5· ·it into a PDF file.· And so I'll make sure you

·6· ·get it this time.· And I'm hoping to see it

·7· ·hanging on the Museum Modern Art.· So if anybody

·8· ·knows Henry Kravis, maybe we can get a little

·9· ·plug in there and we can stick it up in New York

10· ·somewhere.

11· · · · MR. WENDT:· It's too late for this

12· ·Christmas, but maybe (indiscernible) present or

13· ·something if I can get these done for everybody.

14· · · · MR. WEBSTER:· I'll get it for you.

15· · · · MR. WILLIAMS:· This could be an example of

16· ·art theft, art piracy.· Who knows.

17· · · · MR. WEBSTER:· You know, in theory, we could

18· ·invest in art.· This would be the first one, you

19· ·know.

20· · · · MR. OLMSTEAD:· We should save that for

21· ·another discussion.· We're probably a little bit

22· ·behind, so just real quick, Trent, on your side,

23· ·is Cambridge -- are there a couple of consultants

24· ·that will be speaking also?

25· · · · MR. WEBSTER:· We've got Cambridge and we've
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·1· ·got Townsend for whatever they wish to comment

·2· ·upon.

·3· · · · MR. OLMSTEAD:· We're about 18 minutes

·4· ·behind, so whatever time that takes is fine, but

·5· ·let's try to move it along so that we can maybe

·6· ·catch up some time.· So I'll let you manage that,

·7· ·Trent.· We want the pertinent information, but we

·8· ·are behind schedule.

·9· · · · MR. WEBSTER:· Cambridge, if you want to take

10· ·two minutes, any comments you may have.

11· · · · MR. CHHABRA:· Hi, this is Samit Chhabra.

12· ·I'll kick it off.· So Trent covered a lot, and I

13· ·think, in the interest of time, I'm just going to

14· ·touch on a couple of pages.· If we can go to the

15· ·following page actually, John, the next one

16· ·actually.

17· · · · So what you'll see here is this specific to

18· ·the hedge fund allocation.· The big picture here

19· ·is this is comprised of a number of strategies

20· ·Trent went over.· The underlying goal here is to

21· ·find idiosyncratic returns, so returns that are

22· ·not dependent on the path and the magnitude of

23· ·equity markets.· So these are diversifying to

24· ·equity markets, and they're also diversifying to

25· ·each other.· These different groups comprise a
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·1· ·lot of strategies, but that is the commonality

·2· ·amongst this group.

·3· · · · If we can flip forward actually two pages

·4· ·further, this one right here.· I think this is a

·5· ·page which I think personifies what we've gotten

·6· ·out of this allocation.· And it's a good story as

·7· ·far as the primary motives of generating

·8· ·diversification and protection in periods of

·9· ·stress.

10· · · · So there's three components to this page.

11· ·If you look at the top, the beta of this

12· ·allocation, meaning what is the sensitivity of

13· ·this allocation to equity markets, and it's low.

14· ·It's become lower over time.· Currently it's

15· ·about .1, meaning -- and they just move around.

16· ·This is not a statistic we should put a ton of

17· ·weight into, but it's a good guide, meaning if

18· ·the equity markets were to, say, drop 10 percent,

19· ·we would expect, based on the historical movement

20· ·of this allocation, it would move down 1 percent,

21· ·and vice versa on the up side.

22· · · · The correlation is coming down.· I think

23· ·that is important, but that's just measuring the

24· ·direction of the markets, not the magnitude.· But

25· ·those two together show that this allocation does
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·1· ·not rhyme with the equity markets.· The bottom

·2· ·part of the page, I think, it personifies what

·3· ·has this allocation done when we've seen times of

·4· ·stress.

·5· · · · And you can see there haven't been that many

·6· ·over the last few years, but there's been a few,

·7· ·fourth quarter of 2018, the first quarter of this

·8· ·year.· And in each of these periods you can see

·9· ·the hedge fund allocation has held up pretty well

10· ·when the equity markets experience stress.

11· · · · We've had one more very recent small bout of

12· ·downside volatility in the months of September,

13· ·October.· Combined, global equity markets are

14· ·down about 6 percent.· The hedge fund allocation

15· ·was up 10 basis points.· So, again, that idea of

16· ·protection.

17· · · · And as we look forward, you know, I think

18· ·this is even of more importance, especially given

19· ·perhaps what -- you know, the characteristics of

20· ·fixed income at these low yields and what that

21· ·provides in periods of stress.· So this is a page

22· ·we very much like.· Getting up side participation

23· ·as well as this is the ultimate objective.

24· · · · I will stop there and hand it off to Sheila,

25· ·unless there are any questions.
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·1· · · · MR. GRIMM:· And, Samit, I may jump in.· This

·2· ·is Richard Grimm.· If we could, John, move

·3· ·forward to the next section titled Private

·4· ·Credit.· And if we go to the next slide after

·5· ·this, actually.· You've seen a lot of that

·6· ·information from Trent's presentation.

·7· · · · Here, this speaks to, I think, broadly the

·8· ·private credit mandates that are in your

·9· ·portfolio and our reflection of where we are in

10· ·the credit cycle.· I think certainly in end of Q1

11· ·into Q2 there were a wealth of opportunities.  I

12· ·think, as we all sat together as a group and

13· ·talked about the opportunity set in April, it's

14· ·played out a little more quickly and dramatically

15· ·from a more liquid markets perspective than we

16· ·would have anticipated.· But we do feel like

17· ·we're constructive across the board on these

18· ·strategies.

19· · · · And here's just a few statements on what we

20· ·saw.· Certainly on the lender side -- and here we

21· ·talk about direct lending, but it would also hold

22· ·true for some of the subordinated capital

23· ·strategies.· I think, if we looked at the

24· ·managers in your portfolio, they've performed

25· ·quite well.· Not many of them had exposure to
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·1· ·industries that were most impacted by the

·2· ·pandemic.· And so that's proven through, when you

·3· ·look at March, going into June and September,

·4· ·it's really been a story of mark to market

·5· ·movement as opposed to real impairments.

·6· · · · Where we've seen a lot of interesting deals,

·7· ·in talking to the managers in your portfolio,

·8· ·would be the second broad bucket here, credit

·9· ·opportunities.· I think, you know, going into the

10· ·pandemic and the economic situation that's

11· ·unfolded, your portfolio had a number of managers

12· ·with unfunded commitments and managers with which

13· ·your team had been speaking to at the beginning

14· ·of this year, so well-placed to take advantage of

15· ·some of those dislocation opportunities.

16· · · · And still, to this day, it's really a story

17· ·of two markets.· There's the larger, the

18· ·companies that have access to the capital

19· ·markets.· They're able to access that capital

20· ·quite cheaply and arguably too easily.· And then

21· ·there's definitely more of the mid market

22· ·companies that are turning to the private

23· ·markets, where you're seeing still increased

24· ·pricing and opportunity.

25· · · · And then the last point, Trent spoke about

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f

Page 79
·1· ·the distressed opportunity set.· A lot of your

·2· ·exposure will be in funds that you still have a

·3· ·three year investment period, if not longer.· And

·4· ·a lot of these managers are being very patient at

·5· ·this point in time.

·6· · · · So to the extent there are a lot of

·7· ·opportunities that really come forward in '21 and

·8· ·'22 -- and that's really our view, that a lot of

·9· ·opportunities have probably been pushed out.· It

10· ·will be a lower volume, but it will be -- or I

11· ·should say it will be a lower percentage of

12· ·defaults, but lower percentage of defaults on a

13· ·huge volume of underlying loans and assets.

14· · · · I think, just in the interest of time, if we

15· ·move forward.· The other direction.· Sorry, John.

16· ·Well, I'll just speak to the point.· There's a

17· ·slide in here after that last one that just shows

18· ·a little bit of a progression in terms of some of

19· ·the terms that you're seeing on the lending

20· ·space.

21· · · · And then the next couple of slides, just

22· ·flipping through, really shows the difference in

23· ·what we've seen in terms of, as I said, the

24· ·larger companies and the pricing, and you see

25· ·that sort of V-shaped recovery on the top right
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·1· ·on that chart.· But on the next page, clearly the

·2· ·fundamentals haven't caught up with that

·3· ·environment.

·4· · · · And then the last slide, if we go forward

·5· ·one more, John, just on the lower right of the

·6· ·next slide speaks to the distressed opportunity.

·7· ·Again, we think, with the right managers, there

·8· ·will be plenty of opportunity over the next

·9· ·couple of years.· So I'll pause there and see if

10· ·there's any questions.

11· · · · MR. TURNER:· This is Rob Turner.· What's the

12· ·target net returns right now in the distressed

13· ·funds that they're thinking they can get, given

14· ·the market you just laid out?

15· · · · MR. WEBSTER:· Richard, are you on mute?

16· · · · MR. WILLIAMS:· Did you not hear his

17· ·question?

18· · · · MR. COLLINS:· Rob, do you want to ask the

19· ·question again?

20· · · · MR. TURNER:· Richard, given the scenario you

21· ·laid out in the distressed market, what are the

22· ·current expected net returns that the distressed

23· ·managers are thinking they're going to get in the

24· ·recent funds they've raised?

25· · · · MR. COLLINS:· Apparently they're not good.
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·1· · · · MR. WILLIAMS:· Cambridge, I think you're on

·2· ·mute.· Can you unmute and answer the question,

·3· ·please, or maybe, Trent, you can go ahead and hit

·4· ·it?

·5· · · · MR. WEBSTER:· Yeah, I can answer it.· So

·6· ·when the managers come to us, they're talking

·7· ·mid-teens.· I'm always highly skeptical of that,

·8· ·so I always like kind of put a haircut on that.

·9· ·But my guess is probably somewhere 10 to 12 net

10· ·is what we would expect the returns to be.

11· · · · We do have -- if there are no more questions

12· ·for Cambridge, we do have Townsend, if there's

13· ·anything Townsend would like to add.

14· · · · MR. MARCUS:· Sure.· This is Seth Marcus, and

15· ·I'll just talk briefly.· I know we're running

16· ·behind.· I'll just talk really about one slide,

17· ·the following one after this one.· So as a

18· ·reminder for some newer members, so Townsend

19· ·here, and specifically Dick Brown and myself,

20· ·Seth Marcus, work with Trent and his team

21· ·specifically on the real estate debt and timber

22· ·portfolio within the strategic investments and

23· ·then with Steve Spook and his team on the real

24· ·estate equity portfolio.

25· · · · So given the presentation you've heard, real
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·1· ·estate debt and timber are a relatively small

·2· ·portion of this asset class, so I'll keep this

·3· ·brief.· But when we think about the real estate

·4· ·debt portfolio, it is a lower returning portfolio

·5· ·with a higher income component.· So about

·6· ·6 percent of our target return is in income

·7· ·relative to about an 8 to 10 percent total target

·8· ·return.· Real estate, as a private equity

·9· ·standpoint, from the other side of the house with

10· ·Steve Spook, it's about a 4 to 5 percent income.

11· ·So an additional 1 to 2 percent of income out of

12· ·the strategic debt, real estate debt portfolio.

13· · · · As Trent mentioned, there's a number of

14· ·different positions within these portfolios, but

15· ·the market value as of June 30th was about

16· ·1.2 billion, which is about 10 percent of the

17· ·strategic investments portfolio.· Six percent of

18· ·that is in real estate debt, 4 percent in timber.

19· ·That combined portfolio, since the 2007

20· ·inception, has delivered about a 7.5 percent

21· ·return.

22· · · · The debt investment is a bit higher, not

23· ·surprisingly.· It's a higher risk return

24· ·strategy, about 8.2 percent, with timber at

25· ·5 percent total IRR.· The debt portfolio has
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·1· ·experienced significant income and investment

·2· ·realization, so we received back about what we

·3· ·funded.· So we funded 2.7.· We received back 2.6,

·4· ·and that's billion dollars.· And we have a

·5· ·remaining market value of about 7 -- over

·6· ·$700 million.· So we're looking at a 1.3 equity

·7· ·multiple on the real estate debt portfolio.

·8· · · · This is also a portfolio that's actually

·9· ·been contracting due to limited recent

10· ·commitments, really before these last 12 months.

11· ·As Trent mentioned, these 12 months have been

12· ·busy.· But Trent's team, with his wide mandate,

13· ·has seen strong opportunities outside of the real

14· ·estate debt portfolio.

15· · · · However, over the last 12 months, we've been

16· ·a lot more active in this space, much like the

17· ·rest of this portfolio, and we've either closed

18· ·or looking to commit a total of four commitments

19· ·or four investments and over $800 million.· Three

20· ·of those are to existing re-up managers that we

21· ·have a relationship with and one new one.· All of

22· ·these are focusing again on debt or distressed

23· ·investment during this really unique investment

24· ·opportunity or environment.

25· · · · As shown on our performance chart, one slide
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·1· ·forward, we did have a negative one year return

·2· ·in the debt portfolio.· Sorry, John.· If you

·3· ·could move one slide forward.· So we did have a

·4· ·negative return.· You see that in the one year

·5· ·number.· This is as of June again.· So March and

·6· ·June quarters for the real estate debt portfolio

·7· ·was significantly down, not surprisingly, with

·8· ·the shelter in place, work from home, COVID

·9· ·environment.

10· · · · But we do believe that this is a short-term

11· ·performance impact.· And looking through

12· ·performance drivers, this was mostly driven by

13· ·the housing sector, lending to the housing sector

14· ·as well as multifamily.· And the debt strategy

15· ·there was impacted, as equity values were

16· ·falling.· Like other sectors, we anticipate this

17· ·to rebound and performance of the broader economy

18· ·anticipated to really improve in the coming 12

19· ·months.

20· · · · Alternatively, while a lower returning

21· ·strategy, generally speaking, timber had a

22· ·positive 2 percent return over the same one year

23· ·period.· The timber portfolio consists of

24· ·$500 million of both domestic and international

25· ·timber assets.· So 83 percent of that is
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·1· ·domestic, 17 percent international.· That

·2· ·international exposure is mainly to Chile.· And

·3· ·while the portfolio is still young and value

·4· ·creation takes time in this portfolio, you do see

·5· ·the outperformance over each time period on this

·6· ·slide.

·7· · · · The portfolio, as I mentioned, is well

·8· ·diversified across the northwest, the south, the

·9· ·northeast here in the U.S, Chile abroad.

10· ·Additionally, the portfolio is diversified both

11· ·by age, class and species of trees.

12· · · · I'll stop here.· I think that's a bit of an

13· ·overview of what we cover for this side of the

14· ·portfolio.· I'm happy to answer any questions.

15· ·Vinny, I think we're done.

16· · · · MR. OLMSTEAD:· Thank you.· Appreciate that

17· ·wrap-up and very nice job, comprehensive, Trent.

18· ·Appreciate it from both your team and your

19· ·consultants.

20· · · · MR. WEBSTER:· My pleasure.

21· · · · MR. OLMSTEAD:· So in the essence of time,

22· ·let's keep moving forward.· And, Katy, you're up.

23· ·Look forward it.· You're on mute, Katy, in

24· ·case --

25· · · · MR. COLLINS:· It's a shame, because I love
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·1· ·to hear from Katy.

·2· · · · MR. OLMSTEAD:· I know.· It was good stuff,

·3· ·too.

·4· · · · MR. WILLIAMS:· We're not getting any of your

·5· ·audio.· You might want to try your computer.

·6· · · · MR. OLMSTEAD:· We need to add a lip reader

·7· ·to the court reporter pool.

·8· · · · MR. WILLIAMS:· Vinny, do you want to hold up

·9· ·some cue cards?

10· · · · MR. OLMSTEAD:· Peter Collins, maybe you can

11· ·take this section.

12· · · · MR. COLLINS:· No problem.· Buy low, sell

13· ·high.

14· · · · MR. OLMSTEAD:· Invest wisely.

15· · · · MR. COLLINS:· Yeah.· And I wouldn't be

16· ·locking in low rates right now, unless I'm

17· ·borrowing money, which I like to borrow money.

18· · · · MS. WOJCIECHOWSKI:· Okay.· Can you hear me

19· ·now?

20· · · · MR. OLMSTEAD:· Yes.

21· · · · MS. WOJCIECHOWSKI:· Is that better?· Okay,

22· ·good.· I'm sorry.· I guess after a period of

23· ·time, it goes dead, and I apologize for that.  I

24· ·didn't realize that.· So now everybody can hear

25· ·me.· Good afternoon, happy holidays and welcome,
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·1· ·Mr. Turner.· So I'm usually the one who can catch

·2· ·us up on time.· John, are you going to drive for

·3· ·me?

·4· · · · MR. KUCZWANSKI:· I am driving.

·5· · · · MS. WOJCIECHOWSKI:· You are driving, great.

·6· ·So I'm going to kind of flip through the front

·7· ·part really quickly, just mention some things

·8· ·that will come into play later.· If you could

·9· ·flip forward to the next page, please.· So these

10· ·are things that are important to what we do.· And

11· ·the biggest one I want to focus on is serve as a

12· ·diversification for our equity allocation.

13· · · · As I mentioned before probably a hundred

14· ·times now, we are the, hopefully, sleep well at

15· ·night portfolio.· And back in March, remember

16· ·that was -- remember how long that was ago?· Back

17· ·in March we were not the sleep well at night.

18· ·After the Fed stepped in, all has been well.· And

19· ·you'll see that in a bit.

20· · · · John, if you could flip forward, please,

21· ·next slide.· So I've shown this in the past.

22· ·This is our kind of correlation to the equity

23· ·side of the house, if you will.· And we've

24· ·provided pretty good negative correlation,

25· ·certain times more so than others, to the global
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·1· ·equity.

·2· · · · So we were good diversifiers.· We also

·3· ·produced solid, steady returns.· And there was a

·4· ·lot more yield in the world at one point.· But at

·5· ·this point, going forward, in our low yield

·6· ·environment, I'm not sure how great of a

·7· ·diversifier we are going to be.· And I hate to

·8· ·say that, but it's just true.

·9· · · · So if you could flip forward to the next

10· ·page, John.· I'm going to just mention this.  I

11· ·show it a little bit later as well, just to show

12· ·where we are currently.· We are 16 percent of the

13· ·overall fund currently, and then we have another

14· ·1 percent in cash.· In that 18 percent overall,

15· ·we have a liquidity sleeve, which we mentioned,

16· ·Alison has mentioned as well, in the past.· And

17· ·that helped, saved our hide, frankly, in March,

18· ·allowing us to rebalance pretty quickly.

19· · · · It's 1.7 billion currently.· And that's a

20· ·Treasury-only portfolio, very liquid.· It's in

21· ·futures and cash Treasuries.· So it allows us to

22· ·flip back and forth if we need to on a quick

23· ·rebalance or to borrow funds from in times of

24· ·stress to pay out the door.

25· · · · So we have a pretty low risk budget.· And as
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·1· ·you can see, though, this is kind of how we're

·2· ·made up in our benchmark.· And the thing I want

·3· ·to point out on the screen is current yield to

·4· ·maturity is 92 basis points.· That's for the

·5· ·intermediate agg, about 1.18 for the agg, if you

·6· ·will.· If you look last year at this time, our

·7· ·yield was 2.14.· And at that time I made the

·8· ·comment that we were pretty low yielding.· So at

·9· ·this trajectory, we'll be talking negative yields

10· ·next year.

11· · · · And if you flip forward to the next page,

12· ·this is how we're broken up.· John, can you dance

13· ·with me and just flip forward a couple of pages

14· ·and I'll tell you when to stop?· Go backward.

15· ·Yeah, keep going, keep going, keep going.· It's

16· ·like a Wheel of Fortune thing.· And I apologize.

17· ·I'd drive this myself but -- a couple more,

18· ·please.· We'll see some graphs with yields on

19· ·them.· That one, that pretty one with the

20· ·beautiful black graph.· Keep going.· Stop.

21· · · · All right.· So these are yields over the

22· ·past five years, and you can see just how low

23· ·they are.· The chart on the right shows global

24· ·negative -- that's nominal yield.· That's not

25· ·real yield.· That's nominal yield.· Negative
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·1· ·yielding debt, right now we are rounding up to

·2· ·18 trillion of negative yielding debt.· So it's

·3· ·really hard to even look around the globe and

·4· ·find some good yields.

·5· · · · And now, John, if you wouldn't mind, I

·6· ·apologize, but could you just flip back to the

·7· ·page that had us broken out real quickly.· There

·8· ·you go, that one.

·9· · · · MR. COLLINS:· When you say 18 trillion of

10· ·negative yielding debt, is that across a wide

11· ·spectrum or is that particular to any particular

12· ·type of issuer?

13· · · · MS. WOJCIECHOWSKI:· Public issuers, so

14· ·mostly government debt, sovereigns.· So if you

15· ·look in Europe, look in France.· Who would have

16· ·thought that Italy could have lower yields than

17· ·the United States, for Pete's sake?· And we're

18· ·pretty low.· And we have had negative Treasury

19· ·bill yields from time to time.· So if Treasury

20· ·bill issuance drops as expected in the first

21· ·quarter of next year, we could well see it going

22· ·into next year again.· So it's tough to find

23· ·yield, is all I will say on that front.

24· · · · We do try to manage as much actively as

25· ·possible because I think this is where you're
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·1· ·going to get paid for doing well, for doing your

·2· ·credit work.· Over the past five years or so, the

·3· ·tides have -- you know, a rising tide floats all

·4· ·boats.· We will see the tide go out a little bit

·5· ·for some assets.

·6· · · · We've talked internally because there have

·7· ·been -- I don't want to say a moratorium on

·8· ·downgrades, but the rating agencies, let's say,

·9· ·have been patient in downgrading.· So we don't

10· ·know if we'll see more downgrades, fallen angels,

11· ·things like that.· We are watching for that as

12· ·opportunities.· That may actually present a good

13· ·opportunity going forward.· So that's where we

14· ·think we're going to get paid for our active

15· ·management.

16· · · · Internally, we manage about a quarter of the

17· ·active management.· That's our limit.· And we

18· ·have six external managers, most of whom are

19· ·benchmarked to our benchmark, which is the

20· ·intermediate agg.· We last year funded -- in the

21· ·past year we funded two specialty managers.· One

22· ·is benchmarked to the full agg, and they are full

23· ·core plus, and we barbelled that with a full

24· ·credit.· And that's just so we could lean into

25· ·some credit opportunities and some kind of
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·1· ·off-benchmark things that we were possibly not

·2· ·looking at but still fit well within our overall

·3· ·asset class.

·4· · · · And we do manage currently about a

·5· ·40 percent passive portfolio, and that's all

·6· ·managed internally.· And that we do well.· We

·7· ·have great systems to do that.· So just -- we

·8· ·would never really, I don't think, consider

·9· ·outsourcing that.

10· · · · One thing that we have employed is the use

11· ·of some ETFs, if you want to call that an

12· ·outsourcing, but we have -- just for short-term

13· ·management, we do a bit of that just to

14· ·facilitate trades, because it's become very

15· ·difficult to pick up bonds and sell bonds very --

16· ·it's been a seller's market, let's put it this

17· ·way, in credit.

18· · · · If you could flip forward just a bit, John,

19· ·just one page.· Sorry, John.· There we go.  I

20· ·think I spoke to this, about our external

21· ·managers.· So we use them as kind of an extension

22· ·of our staff, if you will, things that we can't

23· ·do, things that we don't have the depth to do

24· ·because of personnel and specialties, especially

25· ·if we want to look broader around the globe.· We
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·1· ·would have to probably do that externally because

·2· ·we just don't have the manpower internally.

·3· · · · If you could flip forward, John, please.

·4· ·There we go.· I already discussed this, but

·5· ·that's what I wanted to point out, is just we

·6· ·are -- we're kind of midway through where we are

·7· ·in our current stance.

·8· · · · If you could flip forward, John.· So these

·9· ·are returns for the past 12 months.· And,

10· ·frankly, they've been pretty good, honestly, I

11· ·think.· Barclays intermediate agg through

12· ·November 30th was 5.54.· It's 5.50 through last

13· ·night.· So all sectors posted positive returns on

14· ·a 12-month basis.· Even with Treasury yields

15· ·rising in the past three months, just look at

16· ·those yields.· It boggles the mind how low yields

17· ·are really.

18· · · · And we're talking about we might -- we think

19· ·that rates might rise in the next year but, you

20· ·know, to 1.25 on the ten year perhaps, so in that

21· ·neighborhood, so nothing significant.· Certainly

22· ·not going to get to the 7 percent returns

23· ·unlevered in investment grade fixed income.  I

24· ·already discussed the yield on the entire

25· ·benchmark.· Can you flip forward, John?
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·1· · · · MR. COLLINS:· Katy?

·2· · · · MS. WOJCIECHOWSKI:· Yes, sir.

·3· · · · MR. COLLINS:· Didn't we top out like last

·4· ·year or might be this year at like almost a third

·5· ·of the investment grade is now subzero?

·6· · · · MS. WOJCIECHOWSKI:· A third of investment

·7· ·grade?· I'll come back to you on the exact number

·8· ·on that, but it was -- actual nominal subzero or

·9· ·real yield subzero?

10· · · · MR. COLLINS:· Nominal subzero.

11· · · · MS. WOJCIECHOWSKI:· Could be close, yeah,

12· ·could be close.· If you consider Japan -- I mean,

13· ·if we're saying globally, yes.

14· · · · MR. COLLINS:· Yeah.

15· · · · MS. WOJCIECHOWSKI:· Yeah.· I hate to paint a

16· ·dark, gloomy picture for our outlook, but yeah.

17· ·And I wouldn't say we're that far away from it

18· ·right now.· I don't know that we go further that

19· ·direction, by the way.· We are certainly testing

20· ·modern monetary theory right now, to see just how

21· ·much money we can print around the globe without

22· ·causing extreme inflation.· But we've had good

23· ·positive returns.· If we have these returns next

24· ·year, we'll be in negative yield territory for

25· ·sure.
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·1· · · · So this page that John has up right now,

·2· ·those are our returns for our asset class.· All

·3· ·of our external managers and all of our internal

·4· ·portfolios outperformed over all time periods.

·5· ·You remember the dark days of March, we were all

·6· ·way under.

·7· · · · And, John, if you could flip forward, I

·8· ·think it will show our returns through time.

·9· ·Yeah, there you go.· So if you look back to

10· ·March, that was some dark times.· That's when we

11· ·saw huge outside returns, which increased our

12· ·volatility, frankly, the next three months.· They

13· ·have moderated, so that's why that black line --

14· ·hey, John, could you flip back one?· Thank you.

15· ·That's why that black line kind of moderated

16· ·down.· That makes it look bad, but it's not that.

17· ·It's just our excess returns have become very

18· ·steady but less volatile.

19· · · · So we're clipping -- still, we're clipping

20· ·some good returns, good excess returns, and

21· ·you're getting paid to overweight credit and

22· ·overweight spread products in general.· And over

23· ·time, if you look at our three and five year

24· ·excess returns, they have been growing, so that's

25· ·been a positive.

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f



Page 96
·1· · · · Our managers took the opportunity, as did

·2· ·we, in March and April to bite the bullet and add

·3· ·to our credit, because there were just some great

·4· ·opportunities.· They were very brief.· We've been

·5· ·kind of easing off a little bit over time, but

·6· ·still well overweight corporates, as you'll see

·7· ·in our stance going forward.

·8· · · · So flip forward one for me, John, please.

·9· ·Thank you.· This is kind of looking out at where

10· ·we are.· I show this a couple of times.· So if

11· ·you look at the intermediate agg versus the

12· ·agg -- we've had a discussion a couple of times,

13· ·five years ago, seven years ago maybe now.· We

14· ·changed our benchmark to the intermediate agg.

15· ·So we shortened our duration by a couple of

16· ·years.· We knew we were reducing our return

17· ·opportunity but also reducing our risk.

18· · · · So on the left-hand side you'll see, those

19· ·are (indiscernible).· That's what's happened over

20· ·the past five years.· The returns, we've lagged

21· ·by 100 to 200 basis points every year.· On a

22· ·risk-adjusted basis, so volatility, we have in

23· ·fact still outperformed on a risk-adjusted basis

24· ·using the intermediate agg versus the agg.

25· · · · Hugh is going to make a couple of comments
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·1· ·later about kind of how we look versus our peers.

·2· ·And we will lag our peers because we have a very

·3· ·unusual benchmark.· And we made the choice to

·4· ·move some of the risk down the road.· Trent just

·5· ·went through some of the strategies that they've

·6· ·been able to capture.· And I would like to think

·7· ·that's because we took away some risk in our

·8· ·portfolio, that we allowed -- that gave us the

·9· ·risk dollars to spend elsewhere.

10· · · · So flip forward, if you would, John, please.

11· ·I already covered this one, so one more.· Great.

12· ·So this kind of speaks to what spreads have done.

13· ·If you look back at the March time horizon,

14· ·that's when we kind of loaded up the boats on

15· ·some spread products and certainly held the

16· ·course.· And it was very painful, but we felt

17· ·very strongly that the Fed had our back, and you

18· ·do not fight the Fed.· And they continue to.

19· · · · We may see, from the FOMC meeting minutes

20· ·tomorrow or the outcome tomorrow, that they are

21· ·going to change their purchase stance.· They will

22· ·have to stop purchasing corporates.· They have

23· ·not been, but they have the opportunity to

24· ·purchase corporate credit just as a backstop

25· ·mostly, and they did do it mostly in ETF land and
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·1· ·a couple of credits just to kind of prove they

·2· ·could.· But we haven't seen any significant

·3· ·widening since that announcement was made.

·4· · · · If you look on the right, this is kind of

·5· ·what's happened to duration in the full agg.

·6· ·Duration has gone up significantly as yields have

·7· ·gone down.· So if you think about your yield per

·8· ·unit of duration, it's definitely gone down over

·9· ·time.· And that doesn't leave us very excited

10· ·about it.· Sorry.· I wish I could come up with

11· ·some great ways to make it look fantastic.

12· · · · Flip forward, if you would, John, please.

13· ·So we did some -- we've done more scenario

14· ·analysis, but I just put a couple here for you.

15· ·This is over the next 12 months, kind of the

16· ·return outlook.· If you look at the intermediate

17· ·agg index, the orange line, pretty steady, a

18· ·little bit less volatile.· The full agg is the

19· ·blue line.

20· · · · So on the right-hand side is the base.· If

21· ·nothing happens to rates, nothing happens to

22· ·spreads over the next 12 months, those will be

23· ·our returns, if you will, the yields of the

24· ·benchmark.· And if spreads change, if spreads

25· ·widen at all, that just kind of reduces our
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·1· ·return opportunity quite a bit pretty quickly.

·2· · · · The steepener, which is a certain

·3· ·possibility given that the Fed is not going to

·4· ·hike, they said -- I don't know if they'd change

·5· ·their minds tomorrow, which I can't believe they

·6· ·would.· In a steepener where rates rise -- and we

·7· ·did that just 25 basis points, the curve steepens

·8· ·25 basis points, that wipes out much of the

·9· ·returns from the full agg.· But the intermediate

10· ·agg still does a pretty decent job, and that's

11· ·because they have more roll-down in that part of

12· ·the curve.· And then if rates parallel shift up

13· ·for some reason, that wipes out a lot of the

14· ·return.

15· · · · So not a great outlook, frankly.· But

16· ·they're all positive.· The Pollyanna in me would

17· ·say they're all positive.· There's a hundred

18· ·other scenarios, thousands that we could

19· ·obviously run and do run, but we have presented

20· ·these, and this is a 12-month total return.

21· · · · So, John, if you could flip forward just a

22· ·bit, please.· So this kind of shows how we are

23· ·currently positioned, heavily overweight

24· ·corporates.· This is even more heavily than we

25· ·were the last quarter that I showed you.· But

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f



Page 100
·1· ·it's also a bit up in credit, just slightly up in

·2· ·credit.· We are underweight Treasuries, we are

·3· ·heavily underweight.

·4· · · · Mortgages we've been persistently

·5· ·underweight.· Where we have overweights it's been

·6· ·on pool specified securities that have structure,

·7· ·that have better convexity, that improve the

·8· ·profile, the return profile of our portfolio.

·9· · · · We do have an overweight to CMBS.· I'd like

10· ·to say it's very high quality.· We do have some

11· ·concerns in that area.· And asset backs have been

12· ·a really good performer for us.· We have some

13· ·credit risk transfers, some just plain vanilla

14· ·asset backs.· And that has been a good performer

15· ·for us.

16· · · · I do need to point out a little bit on our

17· ·risk.· If you look, we did see a very large

18· ·increase in our risk beginning in March.· And

19· ·that's going to take some time to work off.· As I

20· ·mentioned, the volatility has certainly come down

21· ·in fixed income.· We expect, with the Fed's

22· ·continued support, that that will continue.

23· · · · We will probably see maybe some

24· ·bankruptcies, maybe some downgrades in the next

25· ·12 months, but we feel that we have a
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·1· ·well-insulated portfolio for that.· So we would

·2· ·expect this to taper off, continue to taper off

·3· ·over the next 12 months.

·4· · · · John, if you could flip forward me, please.

·5· ·So I mentioned a couple of these things already.

·6· ·This is kind of where we've been looking.· We

·7· ·have continued to add to credit.· We recently,

·8· ·with the rebalance that Ash mentioned earlier

·9· ·today, we added significantly to our short credit

10· ·only manager, to balance some things out and to

11· ·increase our credit exposure.· And we feel very

12· ·comfortable with that.· We like that part of the

13· ·market.

14· · · · We are considering globally -- as Peter

15· ·mentioned, there's a heck of a lot of negative

16· ·yield in the world, but there are some areas

17· ·we -- we're looking in emerging markets, which is

18· ·an obvious choice.· Slow to tiptoe in, if you

19· ·will, with some of our managers that -- we have

20· ·managers that have global bonds right now, and we

21· ·own some global bonds, but it's not our

22· ·benchmark.· So we will continue to look at that.

23· · · · Did I hear a question?· Okay.

24· · · · MR. COLLINS:· I have one question.

25· · · · MS. WOJCIECHOWSKI:· Yeah, go ahead.
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·1· · · · MR. COLLINS:· What would you say our active

·2· ·percent is today versus last year?· Is it up?· Is

·3· ·it the same or --

·4· · · · MS. WOJCIECHOWSKI:· Active is roughly the

·5· ·same, within 2 percent.

·6· · · · MR. BOBBY JONES:· Katy, this is Bobby Jones.

·7· ·My question was -- I'm not sure if this is a

·8· ·question for fixed income or for equities.· But

·9· ·right now, I mean, there's been a lot of

10· ·publicity about dividend yields, which somewhat

11· ·is similar to fixed income.· You've got

12· ·ExxonMobil paying 9 percent.· You've got to be

13· ·extremely careful on the balance sheets.· So are

14· ·we looking at things like that?

15· · · · MS. WOJCIECHOWSKI:· We have had the

16· ·discussions in our group from time to time.· And

17· ·it probably is a question for Tim.· But

18· ·definitely, I mean, that's one of the things that

19· ·we look at as an opportunity.· I always consider,

20· ·where would I put my own money, frankly.· So the

21· ·answer is, yes.· Is it an active discussion every

22· ·two weeks?· I wouldn't say that.· But Tim could

23· ·probably speak to that.· Sure.

24· · · · MR. BOBBY JONES:· Okay.· Thank you.

25· · · · MS. WOJCIECHOWSKI:· Yeah.· I always look at
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·1· ·it myself as where in the balance sheet do I

·2· ·think I can make more return, frankly.· And you

·3· ·know what?· Credit is pretty darn cheap.· It's

·4· ·pretty cheap to finance right now.· And while

·5· ·issuance has tapered off this quarter, we will

·6· ·probably see it ramp up again next quarter,

·7· ·because it is so cheap.

·8· · · · I think I was saying, just real quickly,

·9· ·that we are looking more broadly.· Aon made a

10· ·recommendation to look at going back to the full

11· ·agg benchmark, which is certainly an opportunity.

12· ·That's why I put the scenario analysis in there,

13· ·because there are some pitfalls to that that we

14· ·need to consider.· We are also considering

15· ·leaning more into credit.· We're pretty heavily

16· ·into it right now and pretty heavily into other

17· ·secure type assets that are off benchmark.· So

18· ·we're pretty full up.· And as you saw by my risk

19· ·budget, we are pretty close to the top of our

20· ·risk budget right now as well.

21· · · · So one of the things that -- Hugh with

22· ·Mercer in a minute is going to talk about kind of

23· ·where we are relative to our peers.· We are still

24· ·pretty heavily edging towards passive versus

25· ·active.· We did that.· We've edged back.· When I
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·1· ·first came ten years ago, we were almost 50 to

·2· ·60 percent in passive, and we've edged it back to

·3· ·40.· We can go down to 35.· I hesitate to ever do

·4· ·that because if we have to do a liquidity

·5· ·assessment, we may get ourselves offside.· So I

·6· ·hesitate to go right to that edge.

·7· · · · But we're going to continue to look

·8· ·globally.· I'm not saying we're jumping into it,

·9· ·but we think that's maybe the best way we can go

10· ·forward.· Pockets of value and it's turning over

11· ·a lot of stones.

12· · · · Just a quick anecdote.· Our guys yesterday

13· ·were trying to buy some bonds, I mean really

14· ·scraped everywhere, and came up with 3 million.

15· ·And when you manage a $6.5 billion portfolio,

16· ·you're not going to get there very fast.· So

17· ·turning over an awful lot of stones.

18· · · · I think that's what I had.· I did save some

19· ·time, by the way, for questions, if anybody has

20· ·any, and I also wanted to give Hugh a chance to

21· ·speak.

22· · · · MR. COLLINS:· So did I miss our average

23· ·duration?· What is our average duration right

24· ·now?

25· · · · MS. WOJCIECHOWSKI:· So the duration on the
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·1· ·portfolio is -- it definitely is in there.· It's

·2· ·three and a half years, I believe.· Let me

·3· ·double-check so I don't misspeak.· Yes.· And the

·4· ·duration of the full agg is six and a half years.

·5· · · · MR. KUCZWANSKI:· You do have that extra

·6· ·slide you hadn't put in.

·7· · · · MS. WOJCIECHOWSKI:· I'm going to get to

·8· ·that.· I was just waiting to see if there were

·9· ·any questions, if you don't mind.· Okay.· So --

10· · · · MR. TURNER:· Katy, I have a real quick one

11· ·for you.· This is Rob Turner.· Did you say -- is

12· ·the Fed and the Treasury, are they still really

13· ·active in the investment grade market, or have

14· ·they backed off quite a bit?· Are you competing

15· ·against them yet or not?

16· · · · MS. WOJCIECHOWSKI:· Well, in the --

17· · · · MR. TURNER:· Buying corporate.

18· · · · MS. WOJCIECHOWSKI:· Buying corporate bonds,

19· ·the answer is no, no, they are not, and they will

20· ·not, unless the program changes.· The Treasury

21· ·asked them to return that money, so they will

22· ·not, is my understanding.· They will continue to

23· ·purchase Treasuries.· They will continue to

24· ·purchase mortgage-backed securities.· They

25· ·purchased their first 1.5 percent mortgage-backed
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·1· ·securities, I think, this week or last week.· We

·2· ·may get some indication tomorrow of their plans

·3· ·going forward.

·4· · · · MS. CANIDA:· Katy, this is Tere Canida.· As

·5· ·you look at your benchmark, are you pretty wide

·6· ·open as to things you're considering?· I mean,

·7· ·could it be a blend of credit and something else

·8· ·or a blend of global and something else?· I mean,

·9· ·are you open --

10· · · · MS. WOJCIECHOWSKI:· Absolutely.· Yeah,

11· ·absolutely.· We did the blend with credit and the

12· ·full agg so that they could longer credit and

13· ·longer duration.· We're open definitely to

14· ·global.· Looking at China.· We do not take

15· ·currency exposure in our portfolio.· We could.

16· ·I'm not saying we never could.· But if you hedge

17· ·that back, it was roughly the same yield as the

18· ·intermediate agg.· So why take that risk?· We'll

19· ·of course continue to look at it, but why take

20· ·that risk?

21· · · · So internally, we only manage investment

22· ·grade.· We do have several managers who can go

23· ·down to BB, and then we have one full core plus.

24· ·And that is an area we've been looking at

25· ·expanding.· It would be less correlated to
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·1· ·interest rates but possibly more correlated to

·2· ·global equity.· So there's a balance that we

·3· ·struggle with all the time.· But we'll continue

·4· ·to look at it.

·5· · · · MS. CANIDA:· Okay.

·6· · · · MS. WOJCIECHOWSKI:· So just a note, John put

·7· ·in a slide for me kind of the last minute on

·8· ·securities lending.· In is another -- one of our

·9· ·area's tasks is to manage the securities lending

10· ·program for the entire organization.· We lend out

11· ·equities.· We lend out fixed income.· That's the

12· ·majority.· Some real estate funds are eligible.

13· · · · I just wanted to make a quick note.· As you

14· ·see income has gone down over time, we are true

15· ·belts and suspenders on this program.· And I want

16· ·to stress that.· We are very, very conservative

17· ·in our reinvestment, and I have no problem with

18· ·that.· This is supposed to be a no risk.

19· · · · Opportunities to position ourselves a lot

20· ·sometimes in passive funds.· In passive funds,

21· ·we're forced to own securities that we don't

22· ·necessarily love, but they're part of the

23· ·benchmark.· And if there are people making plays

24· ·to short it, guess what.· We're happy to loan it

25· ·to them.
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·1· · · · So those are the opportunities.· We've seen

·2· ·income go down.· It will probably go down.· We

·3· ·had an auction -- we do an auction every year.

·4· ·We had an auction last week.· We went over the

·5· ·results yesterday.· It looks like income will

·6· ·taper down a bit.· We always look to see if

·7· ·there's opportunities that we feel very

·8· ·comfortable with within our guidelines to expand.

·9· ·But I'd expect to see about 24 million in income

10· ·next year, maybe 20, maybe less.

11· · · · And I think that's it.· And, Hugh, I can see

12· ·you on the screen.· So I know Hugh had a couple

13· ·of comments from Mercer.· I'm going to turn it

14· ·over to him.

15· · · · MR. MERKEL:· Great.· Good afternoon,

16· ·everybody.· So, John, if you could go down into

17· ·the Mercer materials, there are some page numbers

18· ·that you might not be able to see on the bottom

19· ·right, but the sixth slide, if you keep going a

20· ·little further.· Right there, yeah.

21· · · · So this kind of alludes to some of the

22· ·questions that were asked by various members of

23· ·the committee.· It shows you the plan's split

24· ·between passive and active and then relative to

25· ·your peers using some survey data.· So you can
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·1· ·see there's definitely a bias amongst the

·2· ·portfolio towards passive relative to peers.

·3· · · · And that has, given the way that managers

·4· ·have been able to add value, as you-all are well

·5· ·aware of, over the last several years, been

·6· ·somewhat of a slight headwind to your absolute

·7· ·performance, but it hasn't detracted from your

·8· ·ability to add risk-adjusted returns that are

·9· ·better than your peers.

10· · · · So I'll stop there and see if there are any

11· ·questions, because I know that that was something

12· ·that was addressed through a couple of other

13· ·questions before.

14· · · · MR. COLLINS:· Do you have our returns

15· ·relative to our peers in that CEM survey?

16· · · · MR. MERKEL:· Yes.· So those are on the next

17· ·couple of slides.· So if there aren't any other

18· ·questions there, maybe I'll skip to page 8,

19· ·because what we do is we break out the portfolio

20· ·between -- and kind of to Trent's comments

21· ·earlier, you might need a magnifying glass to see

22· ·some of these numbers, unfortunately.

23· · · · But what you'll see on this page, this is

24· ·the internally managed portfolio.· In particular,

25· ·I like to look at the last line in each box, so
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·1· ·the information ratio.· And you can see the

·2· ·active sleeve of the internal portfolio has top

·3· ·quartile information ratio.· So, again, that

·4· ·theme of superior risk-adjusted return over time.

·5· · · · So where you are taking active bets, those

·6· ·bets are paying off relative to your peers.· So

·7· ·those numbers in the parentheses, that's relative

·8· ·to that CEM survey, as well as other universe

·9· ·data that we look at in particular.

10· · · · MR. COLLINS:· What's the difference between

11· ·the top one and the bottom one on that slide?

12· · · · MR. MERKEL:· So the top section -- yeah,

13· ·that's a good question.· So the top box is active

14· ·and the bottom is passive.· So you can see over

15· ·time the value added numbers are pretty close to

16· ·the benchmark.· So those are the internally

17· ·passive managed portfolios in that bottom box.

18· · · · And I would make the same comment on the

19· ·next page, which references your external

20· ·managers, albeit the information ratio is not

21· ·quite as strong, although I would say it's still

22· ·right in line with the peers.· I think a lot of

23· ·external managers, when they've been given more

24· ·or other peer funds in these universe data

25· ·groups, when they've been given more leeway to go
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·1· ·down the credit spectrum, invest heavily in

·2· ·sub-investment grade credit, they've been able to

·3· ·significantly beat the benchmark in this short

·4· ·time, and that has allowed them to generate a

·5· ·much higher information ratio relative to

·6· ·you-all.

·7· · · · But, again, I think (indiscernible), looking

·8· ·very strong.· And we would agree with all the

·9· ·comments that Katy made earlier, you know,

10· ·talking about tilting in, leaning into credit,

11· ·utilizing your external active managers, giving

12· ·them the appropriate tools to take advantage of

13· ·short-term market opportunities to drive

14· ·incremental value for your portfolio.

15· · · · So all in all, we think the fixed income

16· ·mandate is in really good position and has

17· ·performed well over the time periods you see

18· ·listed here.

19· · · · MR. COLLINS:· Just so I understand it.· So

20· ·if you look at the three year column, our

21· ·external managers produced 4.59 percent and that

22· ·ranks 41st?

23· · · · MR. MERKEL:· Yes.

24· · · · MR. COLLINS:· Out of what?· Out of who and

25· ·what's this compared to?
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·1· · · · MR. MERKEL:· So that is -- it's in a tiny

·2· ·footnote there at the bottom, but we put together

·3· ·sort of a custom universe of other mandates that

·4· ·fit the sort of duration profile and the --

·5· · · · MR. COLLINS:· How many of those are there?

·6· ·Are there 41?

·7· · · · MR. MERKEL:· No, there are not 41.· I don't

·8· ·have a count offhand.

·9· · · · MR. COLLINS:· Are there 82?

10· · · · MR. MERKEL:· Excuse me?

11· · · · MR. COLLINS:· Ballpark, I mean, is it 100?

12· ·Is it 75?

13· · · · MR. MERKEL:· I think it's more like 40.

14· · · · MR. COLLINS:· Well, it can't be 40.

15· · · · MS. WOJCIECHOWSKI:· It's a percentile,

16· ·Peter.· It's a percentile, not number.

17· · · · MR. COLLINS:· Oh, okay.· I didn't -- that's

18· ·what I'm asking.· So we're 41st percentile, and

19· ·we're 70th percentile in the information ratio.

20· · · · MR. MERKEL:· That's correct.

21· · · · MR. COLLINS:· So they're taking more risk

22· ·relative to the other groups in the sample --

23· ·well, less risk, I should say, relative to the

24· ·other groups in that sample, to produce those

25· ·returns.
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·1· · · · MR. MERKEL:· Correct, yes.

·2· · · · MR. COLLINS:· And, Katy, so looking back on

·3· ·our passive versus active, I mean, would you have

·4· ·done anything different two or three years ago?

·5· ·I can't see you taking 20 more percent of our

·6· ·overall asset allocation there and putting it

·7· ·over to active.· So what are your thoughts on

·8· ·that.

·9· · · · MS. WOJCIECHOWSKI:· So I don't know that

10· ·five years ago I would have chosen to put more

11· ·into active.· As I mentioned, a rising tide

12· ·lifted all boats, so you really didn't -- I hate

13· ·to say it didn't matter what you owned, but it

14· ·kind of didn't matter what you owned.· Might have

15· ·taken more absolute risk and perhaps had more

16· ·high yield mixed in there, and some core plus.

17· ·So I guess that would have been more active.

18· · · · I think going forward, you may get paid for

19· ·what you don't own.· There may be some losers

20· ·going forward, or some more winners, and do you

21· ·really want to own market weight just because

22· ·that's the market.· So there's been a lot

23· ·of issuance, and I don't know how it's going to

24· ·shake out.· We'll have to see in the next 12 to

25· ·18 months.· Going forward, I think you might get
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·1· ·paid for active management more.

·2· · · · PETER JONES:· Katy, this is Peter Jones.  I

·3· ·was looking at your outside external managers,

·4· ·and those returns are gross, before fees.· And

·5· ·I'm just curious.· What are the typical fees or

·6· ·what would the range be?

·7· · · · MS. WOJCIECHOWSKI:· Our typical fees are

·8· ·actually very low.· We have only broad mandate

·9· ·managers.· We only have one specialty manager, so

10· ·that's a bit higher.· Without giving exact

11· ·figures, sub-10 basis points is typical.

12· · · · PETER JONES:· I see.· Okay.· Very good.

13· ·Thank you.

14· · · · MR. COLLINS:· And I'm assuming our cost on

15· ·the internal active and the internal obviously

16· ·passive, is that making up for those fees?· So if

17· ·the benchmark for the three year on the active is

18· ·4.20 and we're returning 4.44, I'm assuming if

19· ·that was -- that same money was in the hands of

20· ·an external active manager, you know, we would

21· ·have made -- let's just say we would have made

22· ·4.59 percent, although I'm not sure this is all

23· ·active externally.· I think it is.

24· · · · MS. WOJCIECHOWSKI:· Yes.· External is all

25· ·active.
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·1· · · · MR. COLLINS:· We would have made 15 more

·2· ·basis points.

·3· · · · MS. WOJCIECHOWSKI:· Not quite.· We do come

·4· ·cheap internally, it is true.· But external is

·5· ·not a terribly high cost.· If we were to go more

·6· ·global or go into specialty managers, that would

·7· ·increase our cost.

·8· · · · MR. COLLINS:· So active didn't eat up that

·9· ·whole 15 basis points of performance.

10· · · · MS. WOJCIECHOWSKI:· No.

11· · · · MR. COLLINS:· Okay.

12· · · · MR. MERKEL:· That was all Hugh at Mercer had

13· ·prepared to comment on, unless there are any

14· ·other questions.

15· · · · MS. WOJCIECHOWSKI:· Thanks, guys.

16· · · · MR. OLMSTEAD:· Thanks, Katy.· Ash, unless

17· ·you think elsewise, I would transition over to

18· ·the SIO updates starting with Tim Taylor.

19· · · · MR. WILLIAMS:· I think you're on the right

20· ·track, Mr. Chairman.· Thank you.· Tim, fire it

21· ·up.

22· · · · MR. TAYLOR:· Yes, sir.· Thank you.· Good

23· ·afternoon, everybody.· Hope you can hear me loud

24· ·and clear.· Mr. Chairman, I'll be pretty brief

25· ·with my comments today to get us back on track,
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·1· ·back on the agenda.· I do want to say to

·2· ·Mr. Jones, Mr. Collins, good to hear we'll

·3· ·continue to work with you as part of the IAC.

·4· ·Welcome to Mr. Turner.· Thank you for your

·5· ·willingness to serve.

·6· · · · And certainly a big thank you to Ambassador

·7· ·Cobb.· Over the last four or five years, I've

·8· ·been able to observe you and interact with you in

·9· ·this forum.· You're certainly a role model for

10· ·how one should conduct themselves professionally,

11· ·and so I wish you the very best.· But thank you,

12· ·Mr. Chairman, and I'll begin my comments now.

13· · · · So the slide before you, during the third

14· ·quarter, equity markets surged ahead for the

15· ·second consecutive quarter.· Emerging markets in

16· ·the U.S. outpaced non-U.S. developed markets.

17· ·There were notable differences among sector

18· ·returns.· You see that on the lower left-hand

19· ·portion of the page.

20· · · · Consumer discretionary and IT did very well.

21· ·Energy dropped significantly.· There was an

22· ·almost 30 percent gap between the performances of

23· ·consumer discretionary and energy in just one

24· ·quarter.· Don't see that often.· A common theme

25· ·continued.· Growth beat value.· Large
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·1· ·outperformed small, and momentum and quality

·2· ·prevailed.

·3· · · · Next page, please, John.· So during the

·4· ·quarter, global equity outperformed, the strong

·5· ·benchmark return of 8.14 percent, by 41 basis

·6· ·points.· So we had a really good quarter on a

·7· ·relative and absolute basis.· Excess return

·8· ·numbers are firmly in the black over all time

·9· ·periods ending September 30th.

10· · · · Next page, please.· Consistent with previous

11· ·slides and presentations that we've done, we show

12· ·some details here for each active strategy group.

13· ·This quarter our active strategies were led by

14· ·foreign developed large cap and emerging markets.

15· ·Other areas struggled and generally, can very

16· ·generally be attributed to exposures that

17· ·emphasize low beta or capital preservation and

18· ·value, as well as an underweight to the mega cap

19· ·securities.

20· · · · Then the final page, John, that I have to

21· ·share with everyone today -- of course I'm happy

22· ·to answer any questions.· The final page in the

23· ·global equity section provides an update on

24· ·initiatives.· We funded a new developed standard

25· ·manager in the third quarter.· We're also in the
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·1· ·final stages of a search for international small

·2· ·cap managers, which we believe will position the

·3· ·aggregate for future outperformance.· And then

·4· ·finally, at the bottom of the page, you can see

·5· ·that during Q3, we raised 1.4 billion for

·6· ·beneficiary payments.· And that brings our total

·7· ·year to date to more than $4 billion.

·8· · · · So, Mr. Chairman, those are my comments

·9· ·today, but I'm happy to answer your or any other

10· ·questions.

11· · · · MR. OLMSTEAD:· Tim, just real quick.· So we

12· ·always look backward as opposed to looking

13· ·forward.· Is there anything -- you know, these

14· ·are partially great times and partially confusing

15· ·times.· But anything that you're doing

16· ·differently or changing strategically from the

17· ·last quarter to this quarter, or is it sort of

18· ·steady as we go here?

19· · · · MR. TAYLOR:· I would say it's steady as we

20· ·go for the most part.· I think we have -- we take

21· ·the opportunity for either asset allocation

22· ·rebalances or liquidity to take a thoughtful look

23· ·at which managers have been doing really well for

24· ·a very long time.· Growth, momentum.

25· · · · So we're taking that opportunity to use

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f

Page 119
·1· ·those managers as a source of funding.· It's

·2· ·not -- I don't see it as a penalty for good

·3· ·performance.· And I'm sorry.· I'm getting some

·4· ·feedback from somebody, an echo.· So I don't view

·5· ·that as a penalty for good performance.

·6· · · · On the other hand, we're leaving managers

·7· ·who have faced a very challenging environment,

·8· ·value managers to be real general, we generally

·9· ·are leaving them alone and maybe doing even more

10· ·so as growth has continued to beat value for so

11· ·long.· So I'd say that's what we're doing maybe a

12· ·little differently based on what's going on in

13· ·the market, but we're not changing a lot.

14· · · · And so I don't neglect -- I know Mr. Jones

15· ·asked about dividend yield.· I think he brings up

16· ·a really interesting opportunity.· We have some

17· ·managers who dividend yield is a very important

18· ·part of their process, and they've done very

19· ·poorly relative to the benchmark.· A lot of these

20· ·names, dividend yield names, high dividend

21· ·yields, are in more value-like sectors, energy,

22· ·financials, particularly banks.

23· · · · We have one manager who has a dividend yield

24· ·on their portfolio at the end of September -- I

25· ·looked it up.· It was over 4 percent, 4 percent
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·1· ·dividend yield on the entire portfolio, 2 percent

·2· ·in the benchmark.· They've struggled.· They've

·3· ·faced a challenging time.

·4· · · · So that is perhaps a really good

·5· ·opportunity.· As we've seen in Q4, the market has

·6· ·changed, and Alison alluded to it earlier.· Value

·7· ·has come back pretty strongly here quarter to

·8· ·date.· So we really keep our eyes on growth

·9· ·versus value, factors in favor, factors out of

10· ·favor, and try to make decisions based on that.

11· ·Again, nothing huge, tactical.· We'll never do

12· ·that.· But we certainly can, at least at the

13· ·edges, take action like that, Mr. Chairman.

14· · · · MR. BOBBY JONES:· This is Bobby.· Tim, do we

15· ·have a lot of exposure to the Russell 2000, which

16· ·has been -- heavily outperformed this past month?

17· ·And as we get this cyclical rotation, it seems

18· ·like it should have a few good more months.

19· ·Where are we on that?

20· · · · MR. TAYLOR:· Thank you for that question.

21· ·We are relatively neutral relative to U.S. small

22· ·cap and the Russell 2000, relatively neutral.

23· ·We've had perhaps a slight overweight, and we've

24· ·benefited from that.· We've certainly seen a

25· ·strong pickup in those securities.· So I would
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·1· ·say we're relatively neutral there, slightly

·2· ·overweight.

·3· · · · Now, when I say overweight in our world,

·4· ·that's a slight overweight.· There's nothing too

·5· ·big to read into that.· But we certainly will

·6· ·benefit from that.· And we have U.S. small cap

·7· ·active managers who we would hope -- they've

·8· ·struggled in the recent period, but if you look I

·9· ·think over three years, they're above the

10· ·benchmark.· We would hope some of that active

11· ·investing will start to pay off as well.

12· · · · MR. BOBBY JONES:· Thank you.

13· · · · MR. TAYLOR:· You're welcome.

14· · · · MR. OLMSTEAD:· All right.· Well, if there

15· ·are no other questions, let's move on to Steve

16· ·Spook in real estate.

17· · · · MR. SPOOK:· Thank you.· Thank you, IAC,

18· ·particularly Rob Turner.· We look forward to your

19· ·contributions.· Thank you.· Ambassador Cobb, you

20· ·will be missed.

21· · · · So here we are nine months in.· Real estate

22· ·continues to be at the epicenter of the COVID

23· ·crisis, it seems.· The way we live, work and

24· ·play, very visibly affects demand for and the use

25· ·of real estate.· The way we live, work and play
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·1· ·has changed dramatically since March.· Some of

·2· ·the changes seem to be permanent, some temporary,

·3· ·and some we're still trying to figure out the

·4· ·extent of, such as work from home.

·5· · · · Property types that have seen positive

·6· ·demand and/or favorable investor sentiment as a

·7· ·result of these evolving consumption and behavior

·8· ·patterns include industrial, data centers, life

·9· ·sciences, medical office buildings, self storage,

10· ·single family for rent and certain types of

11· ·multifamily.

12· · · · Property types that have seen disruptions to

13· ·their revenue streams, we're seeing negative

14· ·investor sentiment, include retail, which is

15· ·already under pressure, with ten years of trends

16· ·seemingly compressed into the last nine months.

17· ·Hospitality, most of those changes are expected

18· ·to be short-term disruptions.· And certain types

19· ·of office.

20· · · · So let's talk about the transaction market.

21· ·Transaction volume fell to almost zero for much

22· ·of the last nine months due to the uncertainty

23· ·about the future.· But it's begun to rebound for

24· ·certain properties, namely stable, well-leased

25· ·properties in the favored property types just
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·1· ·mentioned.· More transitional properties or those

·2· ·in less favored property types continue to suffer

·3· ·from wide bid-ask spreads and a lack of favorable

·4· ·leverage.

·5· · · · Now let's take a look at our portfolio.

·6· ·John, okay, you're on the correct page there.

·7· ·Thank you.· Here you can see as of 6/30, real

·8· ·estate was at 9.7 percent of the total portfolio.

·9· ·Remember, our target allocation is 10 percent.

10· ·Since June 30th, we've seen tremendous equity

11· ·rally, which has led to our current allocation

12· ·today of 8.9 percent.

13· · · · Next page, please, John.· The next two pages

14· ·cover our private market leverage.· Most

15· ·specifically our direct owned assets.· Next page,

16· ·John.· Here you can see we've been steadily

17· ·increasing our leverage on the direct owned

18· ·assets from 21.3 percent in 2017 to 27.3 percent

19· ·today.· We expect that to continue increasing

20· ·given the low interest rate environment.

21· · · · Next page, please, John.· So the next three

22· ·pages cover performance.· Here you can see total

23· ·real estate has out performed for the three and

24· ·five year periods and is essentially flat for the

25· ·one year.· Next page, John.· Here's our principal
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·1· ·investments or direct owned portfolio

·2· ·performance, which outperformed and is positive

·3· ·over all time periods.

·4· · · · Next page, John.· Here's our externally

·5· ·managed portfolio performance.· Our externally

·6· ·managed portfolios comprise -- are funds and

·7· ·REITs.· You can see that the one year is

·8· ·negative, which is not surprising, given the

·9· ·higher leverage, opportunistic and value add

10· ·strategies employed and are more vulnerable to

11· ·the downturn compared to our mostly core

12· ·principal investments portfolio.

13· · · · Next page, John.· Here is our property type

14· ·diversification.· You see our exposure is mostly

15· ·below the benchmark, mostly as a result of our

16· ·"other" category.· As a reminder, "other" does

17· ·not include medical office buildings, which are

18· ·in office, and student housing, which are housed

19· ·in multifamily.· We do feel that many of these

20· ·alternative categories will serve us well going

21· ·forward.

22· · · · Next page, John.· Here we see our geographic

23· ·diversification.· Next page, please, John.· And

24· ·recent activity since the last IAC meeting.· On

25· ·the direct side, we closed on two medical office
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·1· ·buildings under our existing JV.· We have not

·2· ·seen distress in that sector.· Those two

·3· ·properties were in process prior to COVID hitting

·4· ·in March, and we continued with those closings.

·5· ·We also closed on a multifamily development

·6· ·opportunity in the Medical City Lake Nona

·7· ·sub-market of Orlando.

·8· · · · On the disposition side, we continue to sell

·9· ·off our direct owned senior housing.· We prefer

10· ·to invest in that space through commingled funds.

11· ·In the last quarter, we made two fund

12· ·investments, one to Starwood XII, an opportunity

13· ·fund well-poised to take advantage of expected

14· ·distress.· Yes, we do distressed as well.· Trent

15· ·mentioned they do debt and distressed in the real

16· ·estate arena.· There is one crossover segment,

17· ·and that is distressed real estate, which we do

18· ·play in as well.· Next page, John.

19· · · · MR. OLMSTEAD:· Quick question.· When you

20· ·were at the geography piece of things, we're

21· ·pretty weighted in California.· Seems like -- I

22· ·don't know the space very well.· Peter and others

23· ·probably are more savvy.· But it seems like -- is

24· ·there anything you're going to do different to

25· ·combat that, with the influx to Texas and Florida
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·1· ·from the northeast and California and a lot of

·2· ·things going on there?· Is there anything you're

·3· ·looking at or evaluating doing different perhaps

·4· ·with either -- you know, the industry or

·5· ·sub-sectors seem to make sense, but the geography

·6· ·may be changing a little bit.

·7· · · · MR. SPOOK:· Yeah.· Well, we're always

·8· ·cognizant of the fact that California is a high

·9· ·tax state.· We do expect that that issue will

10· ·probably be exacerbated going forward, given the

11· ·level of debt that some of these states and

12· ·municipalities have had to take on as a result of

13· ·the coronavirus.

14· · · · Fortunately, in the last election, there

15· ·were several propositions that were defeated that

16· ·would have been detrimental to our portfolio,

17· ·most notably the split-roll initiative to repeal

18· ·Prop 13 for commercial properties.· As a

19· ·reminder, Prop 13 limits the increase in property

20· ·taxes for both residential and commercial

21· ·properties.· And there has been a movement to

22· ·remove it for commercial.

23· · · · This was unsuccessful in this cycle.· We do

24· ·not expect that the proponents of these types of

25· ·initiatives will give up.· So we are always
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·1· ·keeping track of those initiatives.· And there

·2· ·are certain jurisdictions that we do pay more

·3· ·attention to on a tax basis, even in California.

·4· ·Because California, despite the taxes, is a

·5· ·high-growth state where we think there's lots of

·6· ·opportunities.

·7· · · · But then you pivot to Chicago, less growth

·8· ·but still high taxes and the anticipation that

·9· ·those taxes will continue to go up.· So these

10· ·things are always at the forefront of our minds

11· ·and part of our underwriting on all the deals.  I

12· ·hope that answered your question.· I think that

13· ·was your question.

14· · · · MR. GOETZ:· Steve, this is John Goetz.

15· ·Maybe I'll ask the question a little bit

16· ·differently, but the same basic concept.· You

17· ·mentioned having diversification.· Is there any

18· ·reason to track the total valuations of these

19· ·regions to call that diversification, or could

20· ·you be completely benchmark agnostic?

21· · · · MR. SPOOK:· I think I understand your

22· ·question.· We aren't completely benchmark

23· ·agnostic.· Although, as you've seen in the

24· ·previous slides, we do take bets against the

25· ·benchmark.· We look at California not so much as
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·1· ·one monolithic investment market but several

·2· ·different markets, depending on the industries in

·3· ·each of the markets that we look at.

·4· · · · So San Francisco is very definitely --

·5· ·San Francisco and the peninsula, very definitely

·6· ·high tech, and we see that as more correlated

·7· ·with the Austins and Seattles of the world than,

·8· ·for instance, southern California, which has a

·9· ·much more diversified and manufacturing economy.

10· ·So we do look at them from both a geographic but

11· ·also an industry concentration point of view.  I

12· ·hope that helps.

13· · · · MR. COLLINS:· Steve, maybe I'll ask it a

14· ·third different way.· If you could sell your

15· ·portfolio in San Francisco today for what you had

16· ·it valued at a couple of years ago, would you do

17· ·it?

18· · · · MR. SPOOK:· Yes.· But that's very specific

19· ·to San Francisco.

20· · · · MR. COLLINS:· Yeah.· No.· I get it.· And the

21· ·second part of the question is, are you looking

22· ·at new investments in that market?

23· · · · MR. SPOOK:· We would be very hesitant at

24· ·this point to make a new investment there.· We

25· ·had good exposure to that market, but I will
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·1· ·never -- I would never red line a major market

·2· ·such as that.· For the right opportunity, for the

·3· ·right distressed situation, there's many, many

·4· ·scenarios I can see where we might be rescue

·5· ·capital that has access to a great opportunity.

·6· · · · So it's not a target market, but we are

·7· ·favoring it.· Three years ago we did look at

·8· ·San Francisco, maybe four years ago, in the way

·9· ·that you did, that you are currently looking at

10· ·it.· Even then we viewed it as top of the market.

11· ·We owned a high-rise office building in downtown

12· ·San Francisco.· It was valued at half a billion

13· ·dollars.

14· · · · We felt that San Francisco was getting a

15· ·little rich, a little bit frothy in the market

16· ·space.· We put it on the market.· We sold.· We

17· ·did very well.· Did it appreciate maybe a little

18· ·more in the three years that we didn't own it?

19· ·Probably.· Are we extremely happy that we did

20· ·what we did three years ago?· Yes, because it's

21· ·going to see some depreciation.· San Francisco is

22· ·a very volatile market.

23· · · · MR. COLLINS:· So you made the distinction

24· ·between the San Francisco market and Chicago,

25· ·which I agree with.· I mean, you've got some
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·1· ·undergirding in that economy out in San Francisco

·2· ·that you simply don't have in Chicago.· Right?

·3· ·In Chicago, whereas San Francisco might be -- the

·4· ·market itself is homogeneous, maybe Chicago, it's

·5· ·very site specific.

·6· · · · And so I agree with your thoughts there, and

·7· ·I think that New York is the same way.· But I

·8· ·think all of us read every day about what's going

·9· ·on in some of those markets and the shutdowns and

10· ·the people there are leaving and the net

11· ·migration and all of that.

12· · · · What kind of research, what kind of real

13· ·data -- outside of all this news media that's

14· ·talking about these items, what kind of real data

15· ·is out there that you guys can get your hands on

16· ·to really see what those flows are looking like

17· ·and what those numbers are looking like and real

18· ·effect on rents?

19· · · · And I'm not talking about office buildings.

20· ·I'm just talking about the overall, you know,

21· ·market.· Just like Katy was talking about, a

22· ·rising tide raises all ships.· Well, the same

23· ·works in reverse, right?· A low tide lowers all

24· ·ships.· And it just seems to me -- and I think

25· ·that's what the others are getting at, is that
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·1· ·these tides in some of these markets are getting

·2· ·lower and maybe testing some -- will soon test

·3· ·some all-time lows.

·4· · · · MR. SPOOK:· We do get plenty of research

·5· ·from all of our managers, particularly managers

·6· ·who manage assets for us in those markets.· The

·7· ·assets that we primarily own in San Francisco are

·8· ·retail, which is not good anywhere, and

·9· ·multifamily.· And as far as hard data points,

10· ·which I think you were asking for, it's too early

11· ·in the pandemic to have hard data points.· We

12· ·have plenty of anecdotal data points.· And at the

13· ·moment, those data points, because of the

14· ·short-term nature of leases in multifamily,

15· ·that's where we have the most evidence.· The

16· ·retail that we do own there is longer term leases

17· ·and therefore -- and there are no new leases

18· ·occurring in that market, so there's really no

19· ·data at this point.

20· · · · On the multifamily side, where they are

21· ·short-term leases, so we do see evidence in the

22· ·market of transactions.· Those transactions,

23· ·because of the nature of San Francisco -- and New

24· ·York is in the same category, but in San

25· ·Francisco the nature of the tenancy in our

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f



Page 132
·1· ·multifamily is younger millennials who work in

·2· ·the tech industry.

·3· · · · Those people have been told, you do not have

·4· ·to come into work until June, you can work from

·5· ·wherever you want.· So instead of paying $6,000

·6· ·for an apartment in San Francisco, where they

·7· ·can't enjoy the amenities of the city,

·8· ·restaurants and bars and museums, they're stuck

·9· ·in their very expensive apartment.· So we're

10· ·seeing vacancy increase exponentially in San

11· ·Francisco.· And while base rents might not be

12· ·being lowered, we've seen concessions that can

13· ·equal three, four months of free rent.· That's

14· ·where we're seeing the evidence.

15· · · · MR. COLLINS:· Yeah.· So I guess my last

16· ·question on that or my last comment on that

17· ·was -- and you bring up a good point.· The next

18· ·logical thing is if that person doesn't have to

19· ·come into the office, do they have to live in San

20· ·Francisco.· Right?· Can they live in Florida, and

21· ·how much of that is occurring already or moving

22· ·to Texas or what have you, how much is that

23· ·occurring and will those people leave?

24· · · · It's much like Hurricane Katrina in New

25· ·Orleans.· When that population left, it never
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·1· ·came back, or the hurricane down in Puerto Rico,

·2· ·that population left and moved to Kissimmee and

·3· ·it is not going back.· So that's what I was

·4· ·getting at on some of that hard data.· I agree.

·5· ·I don't know how we capture it, but it would be

·6· ·interesting to see that versus the anecdote.

·7· · · · MR. SPOOK:· Yeah.· And it is still

·8· ·anecdotal, and most of those people have moved

·9· ·back home, wherever that is, Texas or Florida.

10· ·They're either living at home or they're living

11· ·in an apartment that's $1,000 a month instead of

12· ·$6,000 a month.· And in Houston they can probably

13· ·go out to restaurants and bars.· In San Francisco

14· ·they cannot.

15· · · · MR. COLLINS:· Yeah.

16· · · · MR. SPOOK:· So is that a permanent shift?  I

17· ·don't think it's a permanent shift.· People are

18· ·always going to want to enjoy the big city and

19· ·the amenities that come with it.· The real

20· ·question is, how long will it take to come back.

21· ·We don't know that answer yet.

22· · · · MR. COLLINS:· Mr. Chairman, the last

23· ·question I have on that -- the last comment I

24· ·have on that is somewhat tangential.· As you

25· ·know, we're here in the grocery-anchored retail
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·1· ·business.· And for the last two or three years,

·2· ·we've seen a lot of municipalities tell the law

·3· ·enforcement, whether it's the city police or the

·4· ·sheriff's office, to not enforce -- they don't

·5· ·have to enforce certain laws, like trespassing,

·6· ·loitering, panhandling and things like that.· And

·7· ·so it's made us be very cognizant of some of

·8· ·these areas, and I hesitate to go here, but

·9· ·politically, how that is going.

10· · · · And there are certain markets that we're

11· ·starting to look at, saying, you know, we just

12· ·can't go there because if we can't enforce our --

13· ·or have our private property rights enforced,

14· ·then it's a risk to us.· Right?· It's not about

15· ·hiring private security.· It's about trying to

16· ·keep the public infrastructure, the public law

17· ·enforcement and other infrastructure.· Or you've

18· ·seen some of these same municipalities, you know,

19· ·enact the non-eviction laws and things like that.

20· · · · And so I don't know if you guys look at that

21· ·politically.· And I know politics change from

22· ·year to year or every four years or what have

23· ·you, so it's probably hard to make an overall

24· ·thesis on that.· But I do know that that's

25· ·something that we focus on.
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·1· · · · MR. SPOOK:· Right.· So we do keep up with

·2· ·the eviction regulations and everything.· And

·3· ·certainly we are always very cognizant of

·4· ·headline risk.· And if a municipality or a state

·5· ·passes a law against eviction, we're going to

·6· ·follow that.

·7· · · · Your point of some of the issues of vagrants

·8· ·and homelessness and everything, for the most

·9· ·part, in our centers that is not an issue.· We

10· ·hire security where necessary.· Where it does

11· ·become more of an issue is, say, the first two

12· ·properties on my list there, 278 Post and 2 & 48

13· ·Stockton, those are High Street, in the Union

14· ·Square area in San Francisco.

15· · · · Most of you probably know San Francisco is

16· ·pretty lax on homelessness.· It's only gotten

17· ·worse, to Peter's point, during the pandemic.

18· ·And we are having to hire security to basically

19· ·keep our patrons of our tenants feeling at ease.

20· ·So it's an issue.

21· · · · MR. COLLINS:· Well, it's a cost issue,

22· ·right?

23· · · · MR. SPOOK:· It is a cost issue.· COVID costs

24· ·include not only cleaning and equipment costs to

25· ·deal with COVID but also the security costs.· So,
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·1· ·yeah, we are seeing increased costs across the

·2· ·portfolio in all property types.· We are trying

·3· ·to track those expenses as separate line items so

·4· ·when this is all said and done, we can perform

·5· ·some analysis on that.

·6· · · · MR. MARCUS:· Steve, this is Seth, if I can

·7· ·just make one comment to Mr. Collins' question

·8· ·about trends and realtime data.· There are a

·9· ·couple of things that we've been looking at, and

10· ·it's still early, so these will pan out with more

11· ·information over time.· But the two examples I

12· ·know offhand, Apple tracks mobility trends, and

13· ·it's really just drive time, walking time,

14· ·transit time, as people use their apps.· It's

15· ·public data.· You can Google it right now, just

16· ·Google Apple mobility trends, and you can drill

17· ·down to the city and/or county, and you can see

18· ·San Francisco specifically.

19· · · · We also look at -- we've been watching, Open

20· ·Table also has some information about year over

21· ·year seated diners, walk-ins versus reservations.

22· ·So there's some realtime big data trends that

23· ·we've been tracking that will -- again, the more

24· ·time we have the more information we'll see.· But

25· ·today, these trends have been really published
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·1· ·since January, so you can see sort of a baseline

·2· ·and where things are at today.· That may over the

·3· ·long-term show us really where the population may

·4· ·be moving towards.

·5· · · · MR. SPOOK:· Thanks.· Peter, did you have any

·6· ·other questions on that slide?

·7· · · · MR. COLLINS:· No, I don't.· Thanks.

·8· · · · MR. SPOOK:· Okay.· Thank you.· John, could

·9· ·you flip to the next slide?· So I wanted to show

10· ·you the drivers and detractors of performance in

11· ·both the principal investments and the externally

12· ·managed funds.· I think the results, to a large

13· ·degree, support the notion that in the current

14· ·environment, the aforementioned, quote, unquote,

15· ·favored and out of favor property types are

16· ·really driving our shorter term performance.

17· · · · So for principal investments, we see medical

18· ·office buildings and industrial are the primary

19· ·drivers, though we do have a couple of large

20· ·office assets that have been drivers due to

21· ·extraordinary leasing accomplishments and

22· ·dominant positions within their market.· So

23· ·everything isn't COVID, although COVID is

24· ·dominating the landscape currently.

25· · · · So detractors in principal investments are,
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·1· ·as you can see, mostly retail, as expected.· 1370

·2· ·Broadway is an office building in the Times

·3· ·Square market of New York that is heavy on

·4· ·garment tenants, and they're seeing some vacancy

·5· ·and nonpayment of rents there due to the industry

·6· ·that they're in.

·7· · · · On the commingled funds side -- John, could

·8· ·you flip pages, please.· Industrial and

·9· ·demographic based investments, multifamily,

10· ·medical office buildings, life sciences, senior

11· ·housing, student housing were all strong drivers

12· ·of performance.· Detractors included funds that

13· ·were heavy on retail, hotel development.· And

14· ·some of these funds had public investments within

15· ·them.

16· · · · Next page, John, please.· So I included this

17· ·last page to further demonstrate the divergence

18· ·between sectors that is being magnified by the

19· ·pandemic.· Really of note on this slide is the

20· ·divergence within property types as well.· For

21· ·example, garden style apartments are

22· ·outperforming high-rise due to move-out of the

23· ·urban core and the desire for more space as we

24· ·continue to socially isolate.· So fairly big

25· ·difference in returns there.· And you see that
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·1· ·within pretty much all the categories, with malls

·2· ·being by far the worst retail.

·3· · · · So going forward, what are we going to look

·4· ·at?· We're going to look at new sectors, such as

·5· ·single family residential, manufactured housing,

·6· ·and we're also emphasizing industrial and

·7· ·multifamily.· Open for any more questions that

·8· ·anyone may have.

·9· · · · MR. OLMSTEAD:· Thank you, Steve.· And let's

10· ·move over to John Bradley with private equity.

11· · · · MR. BRADLEY:· Thank you, Mr. Chairman, and

12· ·welcome, Rob.· I will start today with a quick

13· ·market update.· And so private equity activity

14· ·rebounded sharply in the third quarter.· Exits of

15· ·PE-backed companies, a total of 171 billion

16· ·during the quarter, which is the second largest

17· ·quarterly amount on record.

18· · · · We saw buyout activity in the U.S. also

19· ·rebound, as large billion-dollar-plus deals made

20· ·a comeback.· There were 11 1-billion-plus deals

21· ·announced during the quarter.· And then purchase

22· ·price multiples have begun to tick back up.· This

23· ·quarter they ticked back up to around 11 times

24· ·EBITDA.· However, that number is still below 2019

25· ·levels.· And if this holds, this would actually
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·1· ·be the first year over year decrease in purchase

·2· ·multiples in over five years.

·3· · · · Our portfolio, it was up a healthy

·4· ·12 percent in the second quarter, which followed

·5· ·quarter one's 9 percent decline.· And I would

·6· ·note that we expect to see similar performance in

·7· ·Q3, once all of our valuations come in.· And

·8· ·then, lastly, our cash flow continued to remain

·9· ·strong.· During November we had a net cash inflow

10· ·of $460 million.· And December is also looking

11· ·like a strong cash flow month.· We expect to end

12· ·the year 2020 north of 500 million net cash

13· ·inflow.

14· · · · Here we see our sector and geographic

15· ·exposures, not much change since we last spoke.

16· ·Although I would note that as our tech portfolio

17· ·continues to outperform all other areas, its

18· ·weight has increased to 48 percent of our

19· ·portfolio today.· Geographically, we're still

20· ·largely weighted towards North America.· However,

21· ·we continue to build and grow our exposure

22· ·outside of North America, particularly in Asia.

23· · · · Next slide, please, John.· Here we see

24· ·performance.· This is as of June 30.· As I

25· ·mentioned earlier, our portfolio was up

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f

Page 141
·1· ·12 percent during the second quarter.· And longer

·2· ·term performance remains strong, and we are

·3· ·outperforming our benchmark over all time

·4· ·periods.

·5· · · · Next slide, please.· So if we look at

·6· ·performance by sub-strategy here, we can our

·7· ·venture program leading the charge over the

·8· ·shorter one and three year time periods, while

·9· ·our more value-oriented sub-strategies, so if we

10· ·think our distressed and our secondary

11· ·strategies, they have underperformed.· And I

12· ·would note with these two strategies, we're

13· ·starting to see deal flow and, most importantly,

14· ·quality deal flow increasing in these strategies

15· ·lately.· And so we think that should translate to

16· ·increased performance here in the future for

17· ·those strategies.

18· · · · Next slide, please.· And then, lastly, we

19· ·committed 1.9 billion to 18 funds during 2020.

20· ·That breakdown is 1.7 billion went to 14 buyout

21· ·funds and 200 million to four venture funds.· And

22· ·that's all I have.· I'd be happy to answer any

23· ·questions.

24· · · · MR. OLMSTEAD:· Hey, John, anecdotally

25· ·perhaps, any -- with a 12 percent, I think,
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·1· ·second quarter, then you have some third

·2· ·quarter -- there's been a lot of sort of

·3· ·high-profile IPOs, you know, if you could maybe

·4· ·talk to what our exposure has been there and does

·5· ·that help that growth rate that you see.

·6· · · · MR. BRADLEY:· Yeah.· It's a great question.

·7· ·It is an absolute driver today of the portfolio's

·8· ·performance.· The numbers that I show are as of

·9· ·June 30.· And so that would include IPOs such as

10· ·Snowflake.· I think Unity, Palantir were second

11· ·quarter IPOs.· The third quarter we had Root

12· ·Insurance go public out of the portfolio.· And

13· ·then the hits keep continuing.· We saw last week

14· ·Airbnb and DoorDash, which are two of the top 10

15· ·IPOs of all time, go public, both of which we

16· ·have massive exposure to as well.· And so as far

17· ·as the IPO market goes in our venture portfolio,

18· ·that performance and the strength of that

19· ·performance will continue throughout the end of

20· ·this year.

21· · · · MR. OLMSTEAD:· And congratulations on that.

22· ·That's great.· And what's the -- are you

23· ·typically locked up in -- what sort of strategy

24· ·with your venture PE funds with regards to some

25· ·of those IPOs that are typically -- are they
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·1· ·trying to get rid of some of the stock, are they

·2· ·held up for six months, or is there -- is it all

·3· ·over the place?

·4· · · · MR. BRADLEY:· Yeah.· The overwhelming

·5· ·majority are six-month lockups.· What we tend to

·6· ·see is, after those periods end, we tend to see

·7· ·shares get distributed to us.· Our tactic has

·8· ·been to sell those shares.· So we're not holders

·9· ·of those.· We will let Tim and his group sell

10· ·those for us.· I think in the instance -- there's

11· ·been a few.· I think Palantir was one that was a

12· ·direct listing, and so that one is available for

13· ·sale instantly.· The GP is yet to do anything

14· ·with those shares.· But the majority are

15· ·six-month lockups.

16· · · · MS. CANIDA:· I have a quick question.· With

17· ·regards to distressed, you're saying that you see

18· ·an improvement in the deal flow.· Can you expand

19· ·on the type of deals or the areas?

20· · · · MR. BRADLEY:· Yeah.· So we're tending to

21· ·see, at least in today's market, good companies

22· ·that have had some difficulty with COVID and

23· ·experienced some disruptions and dislocations in

24· ·their business that have needed some financing,

25· ·and our distressed guys have been able to come in
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·1· ·and provide that.

·2· · · · And I would contrast that with what we saw

·3· ·probably over the last eight years in our

·4· ·distressed portfolio, which was in a very good

·5· ·bull market, a very strong economy, you know, the

·6· ·deal flow we tended to see were companies that

·7· ·might have been disrupted, companies that plainly

·8· ·suffer from just poor business models.· And so

·9· ·what we're seeing today is that return of good

10· ·company, bad balance sheet, which is where our

11· ·distressed managers have tended to be successful.

12· · · · MS. CANIDA:· And geographically across the

13· ·board, Europe, Asia, or --

14· · · · MR. BRADLEY:· Our distressed is almost

15· ·solely focused on the U.S.· There's a small bit

16· ·of European exposure in there, but it's largely

17· ·U.S. focused.

18· · · · MS. CANIDA:· Okay.

19· · · · PETER JONES:· John, you mentioned 48 percent

20· ·of your portfolio -- and this is Peter Jones,

21· ·excuse me -- is in the IT media sector, and it's

22· ·performed very well.· So I'm just curious, at

23· ·48 percent, are your new commitments of

24· ·1.9 billion, are you continuing to add

25· ·aggressively in that sector?
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·1· · · · MR. BRADLEY:· Not aggressively.· We continue

·2· ·to re-up and support our existing GPs in those

·3· ·strategies.· But I will tell you, we are very

·4· ·mindful of that exposure, and I think it's

·5· ·been -- I think it's been four years since we've

·6· ·made a commitment to a new tech-focused fund.

·7· ·And so we will continue to support the ones we

·8· ·have in the portfolio but are mindful of

·9· ·increasing that exposure.

10· · · · PETER JONES:· Okay.· Thank you.

11· · · · MR. OLMSTEAD:· So let's keep moving here.

12· ·Daniel Beard, you're up.

13· · · · MR. BEARD:· Great.· Thank you.· Good

14· ·afternoon, everyone.· Welcome to our new IAC

15· ·member.· And to Ambassador Cobb, wish you well on

16· ·your departure.· Quickly to go through a few

17· ·things.· The first page, John, if we can go to

18· ·the first slide.

19· · · · Okay.· So the first slide that's listed

20· ·there has all our returns and information through

21· ·September 30th.· I'm not going to go through

22· ·those numbers, but I'll highlight a few of those

23· ·as of November 30th.· So as of November 30th, we

24· ·were at 13.1 billion assets, which was a high for

25· ·the investment plan.· And fiscal year to date
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·1· ·returns was 13.51 percent.

·2· · · · Total participants, 251,548 as of

·3· ·November 30th, of which 176,277 are active

·4· ·participants.· The next slide just breaks down

·5· ·our assets by asset class.· John, if you can go

·6· ·back about two slides, with the pie chart.· One

·7· ·more.· There you go.· This slide breaks down our

·8· ·assets by asset class.· Again, the retirement

·9· ·date funds have the most assets, and that's

10· ·because that is the default fund for the members

11· ·when they enroll in the investment plan and they

12· ·do not choose a fund to invest in.

13· · · · Next slide, please.· So I'm not going to go

14· ·through this slide.· I gave updates on where we

15· ·are fiscal year to date.· These numbers are as of

16· ·September 30th.· Next slide is membership growth,

17· ·which I gave an update on that as well.· And the

18· ·last slide just talks about the MyFRS Financial

19· ·Guidance Program and where we were as of

20· ·September 30th.

21· · · · The one key point that you see there, which

22· ·has been the case in the past meetings, is that

23· ·our chats has really grown, and we continue to

24· ·interact with members more by chat and a little

25· ·bit less by phone.· So members have really been
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·1· ·attracted to the chat feature.· And that's all I

·2· ·have.· Does anyone have any questions?

·3· · · · MR. OLMSTEAD:· Thanks, Dan.· Appreciate it.

·4· · · · MR. BEARD:· Thank you.

·5· · · · MR. OLMSTEAD:· All right.· Michael McCauley,

·6· ·are you ready?

·7· · · · MR. McCAULEY:· I am ready.· Thank you, Mr.

·8· ·Chairman.· And welcome to Rob as well.· Good

·9· ·afternoon to everyone.· So I'm going to be very

10· ·brief.· I don't have any slide content, apart

11· ·from the normal quarterly standing report that

12· ·details all of our proxy voting and corporate

13· ·engagement from Q3 2020.

14· · · · And you might recall I highlighted during

15· ·the September meeting, we had a lot of U.S.

16· ·firms, because of COVID and the quarantine, they

17· ·kind of deferred their annual meetings from the

18· ·second quarter to the third quarter.· That

19· ·resulted in about a 9 percent reduction on a

20· ·fiscal year basis for the last fiscal year.· And

21· ·naturally we saw kind of an uptick in the third

22· ·quarter.· So we had about a 10 percent increase

23· ·in proxy volume compared to the same time last

24· ·year.

25· · · · SBA staff cast votes in about 1500 companies
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·1· ·worldwide.· The top three countries were China,

·2· ·the U.S. and the United Kingdom respectively.

·3· ·Really, all the voting against management and

·4· ·most of the voting statistics were in line with

·5· ·some of the historical patterns, and overall it

·6· ·was kind of a mild quarter.

·7· · · · So that's just kind of a quick snapshot.

·8· ·Just a reminder, too, that we'll have the deeper

·9· ·dive into the SBA's corporate governance

10· ·activities as well as any proposed proxy voting

11· ·guidelines during the next IAC meeting in March.

12· ·So I said I would be brief.· That's all I have.

13· ·I'm happy to address any questions or comments.

14· · · · MR. OLMSTEAD:· We look forward to the deeper

15· ·dive.· And let's keep rolling.· Kristen and

16· ·Katie, I think we're up to the major mandate

17· ·review.· And we did a good job of getting close

18· ·to catching up.· So I know you guys are often

19· ·crammed at the end, but we look forward to your

20· ·presentation.

21· · · · MS. DOYLE:· No problem.· I'm going to turn

22· ·it over to Katie to deliver the major mandate

23· ·update.

24· · · · MS. COMSTOCK:· Thanks, Kristen.· Good

25· ·afternoon, everyone.· As you heard throughout
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·1· ·this presentation, it was a strong quarter for

·2· ·total fund investors such as yourselves.· The

·3· ·presentation we have goes through performance

·4· ·through the end of September 30th, and I'll cover

·5· ·the five major mandates that you-all oversee,

·6· ·starting with the pension plan.

·7· · · · Thanks, John.· This page is perfect just to

·8· ·get started.· As you can see, assets grew over

·9· ·the third quarter by north of $7 billion, ending

10· ·the quarter at $168 billion.· Put that into

11· ·perspective.· After the sell-off in the first

12· ·quarter, assets fell to 148 billion.· So the

13· ·portfolio has grown just about 20 billion since

14· ·then.· And as was mentioned earlier, at the start

15· ·of the meeting, the portfolio is now above where

16· ·it started at the beginning of 2020, at north of

17· ·$179 billion.· So strong growth.

18· · · · Before we look at returns, if you flip ahead

19· ·one page, we can look quickly at the asset

20· ·allocation at the end of September.· Where assets

21· ·stood are shown in the green bar and relative to

22· ·the policy, which is the orange bar.· And the

23· ·comment I want to make here is that the portfolio

24· ·continues to be managed very closely in line with

25· ·its policy targets.
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·1· · · · And that speaks back to the rebalancing that

·2· ·both Ash and Alison discussed.· There was some

·3· ·modest underweight to fixed income, though

·4· ·extremely modest.· And with the rebalancing that

·5· ·has since been done in November, we would expect

·6· ·these allocations to be even tighter to policy.

·7· · · · Now onto returns on the following page, we

·8· ·can see the first bar there shows the total FRS

·9· ·returns.· Very strong performance in absolute

10· ·returns, 5.9 percent over the quarter, and then

11· ·trailing time periods north of 8 percent over the

12· ·trailing five and ten year periods.· Relative

13· ·performance has also been very strong as well.

14· ·The fund has outperformed its performance

15· ·benchmark over all of these time periods shown

16· ·here through September 30th, as well as the

17· ·longer term benchmark, the nominal rate of

18· ·return, which now is CPI plus 4 percent.

19· ·(Indiscernible) and as you've heard from the

20· ·heads of each of your asset classes, performance

21· ·has been widespread across the asset classes

22· ·across time periods as well.

23· · · · Longer term, we like to look at the

24· ·performance over the trailing 20, 25 and 30 year

25· ·periods.· Some modest underperformance over the
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·1· ·20 year period relative to the nominal target

·2· ·rate of return, as this includes the '08,

·3· ·'09 period as well baked into there, but longer

·4· ·term, very strong outperformance of the long-term

·5· ·rate of return.

·6· · · · Next on performance we'll touch on

·7· ·performance relative to peers.· And before we get

·8· ·to that, we look at asset allocation, and that is

·9· ·largely the driver of returns.· And for the FRS,

10· ·the asset allocation is on the left pie chart.

11· ·The universe median allocation is on the right.

12· ·And this is the universe of the largest U.S.

13· ·pension plans.

14· · · · And what continues to be the greatest

15· ·difference between the FRS, which is still minor,

16· ·but the greatest and most notable difference

17· ·between the FRS's asset allocation in the median

18· ·universe is a greater allocation to foreign

19· ·public securities, a greater allocation of about

20· ·5 or so percentage points.

21· · · · And so when we look at performance, if you

22· ·flip ahead two pages, to see how the returns

23· ·stack up relative to this universe, at the end of

24· ·this time -- and here you're close to median

25· ·across these time periods.· You can see the
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·1· ·trailing three and five years periods a little

·2· ·south of the median.· However, you will notice

·3· ·that this universe distribution is very narrow.

·4· ·And so the three year or the five year total

·5· ·portfolios, the median and the FRS returned the

·6· ·same return, although modest differences have the

·7· ·FRS shrinking below the median.

·8· · · · What's driving some of the -- what I believe

·9· ·you-all have been used to has been better

10· ·rankings or more favorable rankings is having the

11· ·greater exposure to foreign equities.· As you've

12· ·heard, they have lagged U.S. public securities,

13· ·and whereby peers, as you saw, have typically

14· ·less -- or have some less exposure to public

15· ·equities and are more heavily weighted towards

16· ·the U.S. relative to non-U.S. securities.· Are

17· ·there any questions on the pension plan returns?

18· · · · I'll move on to the investment plan.· On the

19· ·next page you can see the returns as aggregated

20· ·returns of participants' assets.· At the top this

21· ·reflects the underlying asset classes and how

22· ·participants are invested, which Dan just went

23· ·through.

24· · · · And the line that I would draw your

25· ·attention to is the third row of this top table,
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·1· ·the relative performance of the aggregate assets

·2· ·relative to the benchmark.· And you can see

·3· ·outperformance across time periods.· And similar

·4· ·to the pension plan, alpha was generated across

·5· ·asset classes and across these time periods, so

·6· ·value add across all segments and strong returns

·7· ·for the investment plan.

·8· · · · Assets are at 12.2 billion at the end of

·9· ·9/30 and have also outpaced where they were at

10· ·the start of this year.· So strong growth for

11· ·participants' assets.

12· · · · Moving on to the hurricane catastrophe fund

13· ·on the next page.· As a reminder, these

14· ·investments are invested for safety, protection

15· ·of assets and then yield.· It was mentioned at

16· ·the start, the total assets across these

17· ·portfolios are north of $17 billion.· So it's

18· ·great to see these assets continue to grow.· But

19· ·you can also see that we are now still seeing

20· ·very low yields for the shorter time periods and

21· ·across the trailing time periods.· However, if we

22· ·look at relative performance throughout these

23· ·portfolios, these investments have outperformed

24· ·their benchmark.

25· · · · Next we have the Lawton Chiles Endowment
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·1· ·Fund.· I'll pause on the asset allocation page to

·2· ·remind the council that this is primarily

·3· ·invested in public equities, specifically an

·4· ·active global equity manager.· That's roughly 70

·5· ·percent of the portfolio.· Assets at the end of

·6· ·the quarter, we're at $862 million.· Again, this

·7· ·is above where the portfolio stood at the

·8· ·beginning of the year, 848.· So it made up for

·9· ·the market sell-off that we saw in the first

10· ·quarter and then some.

11· · · · And largely due to the strong returns, on

12· ·the following page, similar to the pension plan,

13· ·we saw some strong returns from the Lawton Chiles

14· ·Endowment Fund, 6.2 percent for the quarter and,

15· ·longer term, very strong absolute returns,

16· ·9.1 percent over the five year, 8.3 percent over

17· ·the ten year period, and relative performance is

18· ·also strong, more benchmark-like for the

19· ·near-term periods but outperformance over the

20· ·five and ten year.

21· · · · MR. COLLINS:· Katie, what's the total value

22· ·of the CAT Fund today?

23· · · · MS. COMSTOCK:· A little more than $17

24· ·billion if you aggregate each of these.· The

25· ·operating fund is at 12.9 billion, and then
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·1· ·there's a 2016-A, which is at .7 billion, and the

·2· ·2020-A fund is at 3.4 billion.

·3· · · · MR. COLLINS:· And those, I'm assuming, have

·4· ·to do with different programs enacted by the

·5· ·legislature, Ash, over time?

·6· · · · MR. WILLIAMS:· No.· What those different

·7· ·series are that Katie just mentioned are

·8· ·pre-event debt issuance.· We did $3.5 billion of

·9· ·bond issuance this past summer to capture low

10· ·interest rates.· So the 12 number that she

11· ·mentioned is actual cash.· Then we have pre-event

12· ·issuance in addition to that.· And there's a

13· ·little bit in there that's rolling off in the

14· ·near future, half a billion or so.

15· · · · And then the liability of the CAT Fund is

16· ·capped at $17 billion statutorily.· And to the

17· ·extent there's a gap between the cash and

18· ·pre-event proceeds that we have on hand and the

19· ·aggregate liability, then we want to be sure that

20· ·is within our estimated debt capacity for

21· ·additional borrowing, which the current gap is

22· ·well within what we could borrow.· So we're

23· ·comfortable that we're fully funded.

24· · · · MS. COMSTOCK:· I'll just round out our

25· ·comments on the major mandates with the Florida
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·1· ·PRIME results shown here.· Again, also managed

·2· ·for safety, liquidity and then, thirdly,

·3· ·competitive returns.· Similar to the hurricane

·4· ·catastrophe funds, you can see some low yields

·5· ·here, though relative performance continues to be

·6· ·very strong relative to its benchmark, which is a

·7· ·peer benchmark of other similarly invested

·8· ·investment products.

·9· · · · The Florida PRIME portfolio ended the

10· ·quarter at $13.4 billion.· This is slightly down

11· ·due to participant withdrawals, which is typical

12· ·outflows that we see based on participant needs.

13· · · · So overall, strong absolute and relative

14· ·performance across the five major mandates that

15· ·are overseen by the council.· Are there any

16· ·questions that I can answer?

17· · · · MR. WILLIAMS:· This is Ash.· I'd like to

18· ·just throw in a quick update.· Mike McCauley

19· ·shared a few minutes ago that with recent inflows

20· ·to Florida PRIME, it is now north of $18 billion.

21· ·So it has absolutely taken off in terms of its

22· ·growth.· And it hasn't been at this size since

23· ·before its 2007 issues.

24· · · · MR. WENDT:· Sounds like they're collecting

25· ·too many taxes.
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·1· · · · MR. WILLIAMS:· That may be.

·2· · · · MR. WENDT:· This is tax time.· That's why

·3· ·it's so big, right?

·4· · · · MR. WILLIAMS:· That's right.· The money

·5· ·comes in now when the property taxes come in.

·6· ·But what we're seeing is that an extraordinary

·7· ·amount is coming.· So I'm guessing that's some

·8· ·combination of local governments choosing to

·9· ·allocate to PRIME versus other opportunities.

10· ·There are probably local governments where the

11· ·tax bases have gone up.· And between the two,

12· ·more money coming into PRIME.

13· · · · MR. COLLINS:· Yeah.· It would be hard to

14· ·find a place in Florida where the tax base has

15· ·been falling.

16· · · · MR. WILLIAMS:· Exactly right.

17· · · · MR. OLMSTEAD:· Okay.· Any more questions for

18· ·Katie?· All right.· Ash and/or John, I think this

19· ·is time for questions from the audience if there

20· ·are any.· Maybe you could let us know if there's

21· ·any out there.

22· · · · MR. KUCZWANSKI:· We do have a question from

23· ·the audience.· Eileen O'Grady from the Private

24· ·Equity Stakeholder Project.· If you are there

25· ·Eileen, unmute your phone.

December 15, 2020

www.phippsreporting.com
(888) 811-3408

December 15, 2020

www.phippsreporting.com
(888) 811-3408

YVer1f



Page 158
·1· · · · MS. O'GRADY:· Hi.· My name is Eileen

·2· ·O'Grady.· I am with the Private Equity

·3· ·Stakeholder Project.· And I just wanted to talk

·4· ·to you very quickly actually about an issue that

·5· ·was brought up earlier today, the risks

·6· ·associated with eviction moratoria and your real

·7· ·estate investments.

·8· · · · So this is following up on a correspondence

·9· ·my colleagues at PESP had with your staff and

10· ·staff at Starwood Capital Group, which is a

11· ·private equity investment firm, sorry, a private

12· ·real estate investment firm that the SBA has

13· ·invested with.

14· · · · So Starwood Capital is one of the largest

15· ·residential landlords in the country and

16· ·currently owns around 190,000 apartment units,

17· ·including 34,000 affordable units and many

18· ·thousands of units in Florida.

19· · · · On September 1st the CDC announced a

20· ·moratorium on residential evictions from

21· ·September 4th through the end of this year to

22· ·help limit the spread of COVID-19, noting, quote,

23· ·in the context of a pandemic, eviction moratoria,

24· ·like quarantine, isolation and social distancing,

25· ·can be an effective public health measure
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·1· ·utilized to prevent the spread of communicable

·2· ·disease.· Eviction moratoria facilitates

·3· ·self-isolation by people who become ill or are at

·4· ·risk for severe illness from COVID-19 due to

·5· ·underlying medical conditions.· They also allow

·6· ·state and local authorities to more easily

·7· ·implement stay-at-home and social distancing

·8· ·directives to mitigate community spread of

·9· ·COVID-19.· Furthermore, housing stability helps

10· ·protect public health because homelessness

11· ·increases the likelihood of individuals moving

12· ·into congregate settings such as homeless

13· ·shelters, which then puts individuals at higher

14· ·risk to COVID-19.

15· · · · So despite all of this and the eviction

16· ·moratorium, affiliates of Starwood Capital have

17· ·continued to file and advance residential

18· ·eviction cases.· We've seen at least 40 eviction

19· ·actions filed by Starwood Capital affiliates in

20· ·Arizona, Florida, Georgia after the CDC eviction

21· ·moratorium was announced at the beginning of

22· ·September.

23· · · · In addition, Starwood affiliates have

24· ·continued to advance a number of eviction cases

25· ·that have been filed over the summer.· Many of
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·1· ·these cases are for nonpayment of rent, which are

·2· ·specifically covered by the CDC eviction

·3· ·moratorium.· For example, in November Starwood

·4· ·affiliates filed to at least -- to evict at least

·5· ·three residents in the Orlando, Florida area.· In

·6· ·one of those cases, Starwood received a writ of

·7· ·possession to evict the resident Friday of last

·8· ·week.

·9· · · · This appears to be a pattern for Starwood

10· ·Capital.· In July the Washington Post reported

11· ·that Starwood Capital had filed evictions in

12· ·April despite the earlier CARES Act moratorium.

13· ·And organizations violating the CDC eviction

14· ·moratorium may be subject to a fine of up to

15· ·200,000 per event.· So this isn't just headline

16· ·risk.· There is fiduciary risk here as well.

17· · · · Starwood Capital is in the process of

18· ·raising a new real estate fund and may come back

19· ·to you seeking additional capital.· We've raised

20· ·this issue with them directly, but the company

21· ·appears to be undeterred in moving forward with

22· ·these evictions.

23· · · · We believe that investors should ask how

24· ·Starwood Capital will mitigate the regulatory and

25· ·headline risk created by its evictions of
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·1· ·residents in spite of eviction moratoria.· In

·2· ·addition, we ask that you please ask Starwood

·3· ·Capital to halt residential evictions during the

·4· ·pandemic and enable residents to stay in their

·5· ·homes to fight the spread of COVID-19.· Thanks so

·6· ·much for your time.· I know it's the end of the

·7· ·day, so I really appreciate your attention.

·8· · · · MR. WILLIAMS:· Thank you, Eileen.· This is

·9· ·Ash Williams.· Good to hear your voice again.

10· ·And I would just say broadly, the SBA and our

11· ·partners intend to follow all applicable laws and

12· ·regulations.· You mentioned affiliates here.

13· ·I'll be happy to take a look at what the

14· ·situation is.

15· · · · But to your point, to the extent there are

16· ·moratoria in place on evictions or any other

17· ·regulatory guidelines that are legitimately

18· ·derived and lawfully enforced and they apply to

19· ·us and to our partners, it is not in our

20· ·partners' interest any more than it's in our

21· ·interest for them to violate any laws or regs,

22· ·especially if they have economic consequences

23· ·that affect the performance of those partners

24· ·and, by extension, our performance and, by

25· ·extension, the economics of both parties.
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·1· · · · So we'll check into that.· And I guess

·2· ·that's most of what I can offer at this point.

·3· ·But it is important to note, as we've discussed

·4· ·before, that in the Starwood relationship, just

·5· ·as in many of our other external private market

·6· ·partnerships, we are limited partners and the

·7· ·investment manager is the general partner.

·8· · · · Limited means what it says.· We are limited

·9· ·in our authority, and as a result of being

10· ·limited in our authority, which is to say the

11· ·general partner has full discretion on the

12· ·portfolio, we are also limited in our liability,

13· ·which is critically important to us, given the

14· ·breadth of assets we have.

15· · · · And the last comment I would make is that

16· ·we're fiduciaries, and our duty is solely to the

17· ·economic interest of our beneficiaries.· That's

18· ·not to say we want to be -- we're certainly not

19· ·going to violate the law and we have no desire to

20· ·be predatory in ways that are inappropriate.· But

21· ·I think I've bounded the points I would want to

22· ·make right there.· Thank you.

23· · · · MR. OLMSTEAD:· Okay.· John, any more

24· ·questions?

25· · · · MR. KUCZWANSKI:· No.
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·1· · · · MR. OLMSTEAD:· All right.· If you take a

·2· ·look at the screen, there are the proposed dates

·3· ·for the 2021 meetings.· So you can take note of

·4· ·those.· And, Ash, I don't know if there's any

·5· ·other further commentary or closing remarks,

·6· ·other than I will state, great job by your team

·7· ·in preparing this information.· I know the real

·8· ·estate one is an interesting one and we probed a

·9· ·little bit, which was helpful.· So thanks to your

10· ·team on all of the above and a great quarter.

11· ·And that's all that I have.· So unless you have

12· ·other questions, I recommend that we adjourn.

13· · · · MR. WILLIAMS:· Thank you, Mr. Chair, and

14· ·thank you, all members and audience members and

15· ·Eileen as well.· Thank you.

16· · · · MR. NEAL:· I move that we adjourn.· Pat

17· ·Neal.

18· · · · MR. COLLINS:· I second.

19· · · · MR. OLMSTEAD:· All in favor.

20· · · · (Ayes)

21· · · · MR. OLMSTEAD:· Happy holidays, everybody.

22· · · · (Thereupon, the meeting concluded at 4:33

23· ·p.m.)
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·1· · · · · · · · · · ·COURT CERTIFICATE

·2

·3· ·STATE OF FLORIDA

·4· ·COUNTY OF LEON

·5

·6· · · · · · ·I, JO LANGSTON, RPR, certify that I was

·7· ·authorized to and did stenographically report the

·8· ·foregoing meeting, and that the transcript is a true

·9· ·and complete record of my stenographic notes.

10· · · · · · ·Dated this 29th day of December 2020.

11

12

13· · · · · · · · · · · · · · · · _________________________
· · · · · · · · · · · · · · · · · JO LANGSTON, RPR
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STATE BOARD OF ADMINISTRATION 
Audit Committee Open Meeting 

Agenda 
 February 22, 2021 

10:00 A.M. – Conclusion of Business 
 
 
 

1. Call to Order 
 
2. Approve minutes of open meeting held on November 30, 2020 

  
3. SBA Executive Director & CIO status report 

 SBA Update:  investment performance, risks, opportunities and challenges 
 

4. Presentation on results of OPPAGA Reports 
 

5. Presentation of Crowe’s audit plan for the financial statement audits of FRS 
Pension Plan and FRS investment Plan for the year ending June 30, 2021 
 

6. Chief Risk & Compliance Officer Quarterly Report 
• Risk Assessment Presentation 

 
7. Office of Internal Audit Quarterly Report  

 
8. Office of Inspector General Quarterly Report 

 
9. Presentation of Real Estate Title Holding Entity audits  

 
10. Selection of Audit Committee member to serve on evaluation team for real estate 

pool of auditors 
 

11. Approval of the Committee’s Annual Independence Statement 
 

12. Election of the Committee’s Chair and Vice Chair 
 
13. Other items of interest 
 
14. Closing remarks of the Audit Committee Chair and Members 
 
15. Adjournment 



February 22, 2021
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Status of the FY 2020-21 
Annual Audit Plan

• Internal Audit and Advisory Engagements 4

• External Engagement Oversight 5

• Special Projects, Risk Assessment, and Other Activities 6

OIA Projects Completed and Status of 
Management Action Plans/ Recommendations

• New and Closed Action Plans and Recommendations 8

• Details of open items – Audit Projects 9

• Details of open items – Advisory Projects 10

Other OIA Activities

• Status of Department Goals for FY 2020-21 12

• Remaining 2021 Audit Committee Dates and Other Items for Discussion 13

Appendices Open Audit Recommendations and Action Plans Appendix A
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Completed
13%

In Progress
47%

Not Yet 
Started

40%

Internal Audit and Advisory Engagements

Highlighted: Completed since 
prior quarterly report.

Projects Status Type Planned 
Timing

Completed

Real Estate - Direct Owned OIA Operational Audit Q1

Periodic Follow-up Audit OIA Follow-up Audit Q1-Q2

In Progress

Business Continuity/Disaster Recovery Audit OIA Operational Audit Q1-Q2

Investment Policy & Asset Allocation – Liquidity Mgmt OIA Operational Audit Q1-Q2

Continuous Monitoring - General Continuous Monitoring

OngoingData Analytics - Strategy Data Analytics

Action Plan Monitoring Project Management 

Security Configuration & Vulnerability Patch Management OIA Advisory Q2-Q3

Private Equity OIA Operational Audit Q3-Q4

Not Started

Proxy Voting Phase 3 OIA Advisory Q1-Q2

FHCF Examination Process OIA Advisory Q2-Q3

Continuous Risk Assessment Data Analytics Q3

Identity and Priviliged Access Management Advisory OIA Advisory Q3-Q4

Periodic Follow-up Audit OIA Follow-up Audit Q3-Q4

Contract Management Continuous Monitoring Q4
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External Engagement Oversight

Completed
90%

In Progress
10%

Highlighted: Completed since 
prior quarterly report.

Project Status Service Provider Type Planned Timing
Completed

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

Florida Growth Fund Initiative OPPAGA External Review Q1/Q2
Biennial Review OPPAGA External Review Q1/Q2
In Progress
FMR and DC Investment Plan Auditor General External Operational Audit Q1/Q3
Not Started
None
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Completed
8%

Ongoing / In 
Progress

67%

Not Yet 
Started

25%

Special Projects, Risk Assessments, and Other Activities

Highlighted: Completed since 
prior quarterly report.

Project Status Type Planned 
Timing

Completed
RFQ for Financial Close Solution Part of Evaluation Team Q1
Ongoing/In Progress
Integrated Risk Management Solution Enhancements OIA Special Projects Q1-Q4
Robotics Process Automation OIA Special Projects Q1-Q4
Data Analytics Tools Enhancements - Tableau OIA Special Projects

Ongoing

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
Not Yet Started
Annual Quality Assessment Review - Self-Assessment OIA Quality Assurance Q4
Annual Risk Assessment OIA Risk Assessment Q4
Annual Audit Plan OIA Risk Assessment Q4
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# of Recs Source
New action plans and recommendations:

28 BDO Network Security Assessment 2020
28 Total action plans/recommendations added to the database

Closed action plans and recommendations:

(56) BDO Network Security Assessment 2019 Closed by BDO during the 2020 Network Security 
Assessment

(56) Total action plans/recommendations closed in the database
(28) Total change for both audit and advisory action plans/recommendations

Audit and Advisory Engagements
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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.

0

5

10

15

20

25

NYI PI OTV

Low

Med

High

For details, see Appendix A.

Risk Rating Status

Report Title Report Date High Med Low Total NYI PIRP OTV Total

Global Equity Internal Trading Operational Audit 1/18/2017 1 0 1 1 1

AG - Operational Audit 2017 11/13/2017 0 1 1 2 0 2 2

Incentive Compensation Program Operational Audit 4/10/2018 0 1 1 2 2 2

Strategic Investments Operational Audit 8/19/2019 2 2 1 1 2

Procure to Pay Operational Audit 6/30/2020 11 3 14 10 4 14

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

3 21 5 29 21 2 6 29

10% 72% 17% 72% 7% 21%
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Legend:
NYI           - Not yet implemented
PI              - Partially Implemented, as represented by SBA management
IMP          - Implemented, as represented by SBA management
PIRN         - Partially Implemented, as represented by SBA management, and the remainder will not be implemented
NA            - 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.  

2Recommendations will be reviewed for remediation and closure by BDO as part of the 2019 Network Security Assessment.

Status

Report Title Report Date NYI PI IMP Total

Governance, Risk Management, and Compliance Assessment (Funston)1 1/15/2018 7 19 26

Network Security Assessment 2018 (BDO)2 11/15/2018 5 5

Network Security Assessment 2019 (BDO)2 11/21/2019 48 48

CIS CSC Framework Gap Assessment Advisory1 3/19/2020 20 20

Network Security Assessment 2020 (BDO)2 1/5/2021 26 2 28

106 19 2 127
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TOPIC ACTIVITIES

IN
TE

RN
AL

 A
UD

IT
 P

RO
CE

SS
ES

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.

Update the pipeline of projects within the Annual Audit Plan on at least a quarterly basis.

US
E 

O
F 

TE
CH

N
O

LO
GY

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.

PE
O

PL
E

Develop a training plan based on knowledge gaps for each member of the OIA to close those gaps.  

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)

Red font represents completed goals
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 Audit Committee meeting dates in 2021
◦ May 24 (Memorial Day is May 31)
◦ August 30 
◦ November 29 (Thanksgiving is November 25)

 New report format for Appendix A using Logic Manager
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MEMORANDUM 
 
To:  Ash Williams  
From:  Michael McCauley  
Date:  March 16, 2021 
Subject: Quarterly Standing Report - Investment Programs & Governance 

 
 
GLOBAL PROXY VOTING & OPERATIONS 
During the fourth quarter of 2020, SBA staff cast votes at 1,318 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 
8,932 distinct voting items—voting 81.3% “For’’ and 15.6% “Against/Withheld”, with the remaining 
3.1% involving abstentions. Of all votes cast, 16.5% percent were “Against” the management-
recommended vote. The table below provides the SBA’s global voting breakdown across all major 
proposal categories during the fourth quarter of 2020. 
 

 
 

 
For calendar year 2020, the SBA proxy voting consisted of 10,549 corporate annual meetings. Among 
all votes there were 104,010 distinct voting items—voting 80.4% “For’’ and 16.7% “Against/Withheld”, 
with the remaining 2.9% involving abstentions. Of all votes cast, 17.5% percent were “Against” the 
management-recommended vote. SBA proxy voting was conducted across 78 countries, with the top 
five countries comprised of the United States (2,803), China (1,485), Japan (1,311), the United Kingdom 
(389), and South Korea (311).  
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CORPORATE GOVERNANCE & PROXY VOTING OVERSIGHT GROUP 
The most recent meeting of the Corporate Governance & Proxy Voting Oversight Group (Proxy 
Committee) occurred on December 17, 2020, and the Committee will meet next on March 23, 2021. 
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 February, SBA staff participated in a joint Council of Institutional Investors and Center for 
Audit Quality convened investor roundtable, to discuss opportunities, challenges, and 
developments in company ESG reporting.  

o In February, SBA staff was interviewed on a webinar concerning an upcoming NASDAQ rule for 
company board composition.  

o In March, SBA staff participated in the Harvard Law School’s Program for Institutional Investors 
virtual roundtable focused on the 2021 proxy season and shareowner engagement practices. 

o In March, SBA staff presented on a webinar concerning executive compensation analysis for 
large-cap companies. 

o In March, SBA staff participated in the Council of Institutional Investors’ (CII) spring virtual 
conference, with an SBA staff member elected to the CII Board of Directors. 

 
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 
late December 2020 through late March 2021, SBA staff conducted engagement meetings with several 
companies owned within Florida Retirement System (FRS) portfolios, including Samsung Electronics, 
Shinhan Financial Group, CVS Health and Johnson & Johnson. 
 
HIGHLIGHTED PROXY VOTES 
Toshiba Corporation called a special meeting on March 18, 2021 to present a shareowner proposal by 
Effissimo Capital Management, the owner of approximately 9.9% of Toshiba's issued share capital. 
Effissimo has requested a shareowner vote for an independent investigation into allegations that 
shareowners were pressured about how to vote on director nominations ahead of last year's annual 
general meeting. The SBA voted in favor of the resolution, which was supported by the two largest 
global proxy advisors and several other large U.S. pension funds. According to a Toshiba news release 
dated September 18, 2020, 1,139 voting cards received through the day before the 2020 Annual 
General Meeting of Shareholders were not counted as valid votes. The vote tabulator Sumitomo Mitsui 
Trust Bank (SMTB) noted that the vote cards were illegally excluded and the Japanese Financial 
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Services Agency ("FSA") has issued an order to SMTB to submit a report on the matter. In addition, 
Glass Lewis research referenced media reports that some shareowners were pressured not to exercise 
their voting rights. Effissimo states that it has interviewed several dozen major shareowners of the 
Company regarding this matter and has confirmed that there were in fact shareowners that have given 
up exercising their voting rights due to such pressure. Effissimo has requested that Toshiba 
management establish a third-party committee consisting solely of independent members to 
investigate whether the 2020 Annual General Meeting of Shareholders was conducted in a fair and 
impartial manner, and to clarify the truth, and if the meeting was not conducted in a fair and impartial 
manner, to investigate the causes for the failure and develop preventive measures so that such is not 
repeated in the future.  
 
The Walt Disney Company held its annual meeting on March 9th. The SBA withheld support for the 
advisory vote on compensation due to a poor alignment between pay and performance, incentive 
plans that allow for significant payouts for below-median performance, and a lack of disclosure 
regarding compensation metrics. Return-on-invested-capital (ROIC) performance represented 50% of 
the long-term incentive plan (LTIP) but threshold, target, and maximum goals were not disclosed to 
shareowners. The SBA also withheld support for the three members of the Disney compensation 
committee due to the above mentioned factors and due to a lack of responsiveness to shareowner 
calls for improved compensation practices in previous years. In 2020, the Say-on-Pay support level for 
Disney was 53%, and 2019 support levels were 43%. The SBA supported a shareowner proposal to 
increase disclosure of lobbying payments to trade associations and federal and state-level direct 
lobbying expenditures. Lastly, the SBA voted against a shareowner proposal urging the board to 
include non-management employees (or employee representatives) in its pool of new director 
candidates. 
 
REGULATORY DEVELOPMENTS 
U.S. Department of Labor (DOL)  
In March, 2021, the U.S. Department of Labor (DOL) announced that it will not enforce recently 
published final rules on “Financial Factors in Selecting Plan Investments” and “Fiduciary Duties 
Regarding Proxy Voting and Shareholder Rights.” Both rules applied to how fiduciaries evaluate plan 
investments by integrating environmental, social and governance (ESG) factors and the framework for 
voting corporate proxies. In its statement, the DOL noted “stakeholders have also questioned whether 
the department rushed the rulemakings unnecessarily and failed to adequately consider and address 
the substantial evidence submitted by public commenters on the use of environmental, social and 
governance considerations in improving investment value and long-term investment returns for 
retirement investors.”  
 
The two rules came into effect in early 2021 after receiving widespread opposition; they were viewed 
as unnecessary and burdensome. “These rules have created a perception that fiduciaries are at risk if 
they include any environmental, social and governance factors in the financial evaluation of plan 
investments, and that they may need to have special justifications for even ordinary exercises of 
shareholder rights,” said Ali Khawar, the principal deputy assistant secretary for the DOL’s Employee 
Benefits Security Administration (EBSA), in a statement. He added, “We intend to conduct significantly 
more stakeholder outreach to determine how to craft rules that better recognize the important role 
that environmental, social and governance integration can play in the evaluation and management of 
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plan investments, while continuing to uphold fundamental fiduciary obligations.” The change in policy 
enforcement was welcomed by many of the largest global asset owners and asset managers. 
 
Securities & Exchange Commission (SEC) 
In February and March, 2021, the SEC signaled it was beginning several projects to expand corporate 
reporting of climate change related business activities. In early February, the SEC announced the 
appointment of a Senior Policy Advisor for Climate and ESG to advise on environmental, social, and 
governance matters and advance new initiatives across the SEC’s offices and divisions. On February 
24th, Acting Chair Allison Herren Lee directed the Division of Corporation Finance to enhance its focus 
on climate-related disclosure in public company filings, including an assessment of disclosure 
obligations, public company engagement, and a review of how markets are managing climate-related 
risks. The Division of Examinations announced its 2021 priorities, including a greater focus on climate-
related risks. Most recently, the SEC announced the creation of a Climate and ESG Task Force in the 
Division of Enforcement “to proactively identify ESG-related misconduct,” including disclosure as well 
as funds’ ESG strategies. 
 

 

https://www.sec.gov/news/press-release/2021-42?utm_medium=email&utm_source=govdelivery
https://www.sec.gov/news/press-release/2021-42?utm_medium=email&utm_source=govdelivery
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MEMORANDUM 
 
To:  Ashbel C. Williams, Executive Director & CIO 
 
From:  Maureen M. Hazen, General Counsel 
 
Date:  March 11. 2021 
 
Subject: Office of General Counsel: Standing Report 
  For Period December 1, 2020  –  February 28, 2021 
 
 
SBA Agreements. 
 

During the period covered by this report, the General Counsel’s Office drafted, reviewed 
and negotiated:  (i) 30 new agreements – including the Master Custodian Agreement for the FRS 
Trust Fund and Other funds (excluding the Investment Plan), the Master Custodian Agreement for 
the FRS Investment Plan Trust Fund; 2 new Investment Management Agreements for the Global 
Equity;  3 Private Equity transactions, 6 Strategic Investments; and 2 new fund investments for 
Real Estate; (ii) 124 contract amendments, addenda or renewals; and (iii) 3 contract terminations. 

 
SBA Litigation.  
 

(a) Passive.  As of February 28, 2021, the SBA was monitoring (as an actual or putative 
passive member of the class) 638 securities class actions. During the period covered by this report, 
the SBA collected recoveries in the amount of $1,618,864.88 as a passive member in 35 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. 
 
 (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 6 new cases, and continued to litigate 12 cases (including 2 appellate and 6 DOAH cases) 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 32 new public records requests and provided responses to 36 requests.  As of 
February 28, 2021, the General Counsel’s Office continues to work on 6 open requests.   
 

(b) SBA Rule Activities.   During the period covered by this report, the SBA engaged 
in the following.    The rules applicable to the FRS Investment Plan were reviewed for any changes 
necessary due to the SECURE Act. For the 2021 calendar year, the only required changes for the 
current time are those that need to be made to Rule 19-11.003, concerning required minimum 
distributions (RMDs). The SECURE Act increases the age at which required minimum 
distributions must begin from 70 ½ to 72. This is effective for individuals turning 70 ½ after 
December 31, 2019.  SBA staff determined that the other changes mandated by the SECURE Act 
for DC plans, namely, the new 10 Year Deadline for Beneficiary Distributions (unless a specified 
exception applies such as in the case of a surviving spouse, or a disabled beneficiary), which 
changes become effective for governmental plans for plan years beginning after December 31, 
2021, will be adopted in future rule amendments that will be made in late November 2021. SBA 
staff is currently preparing drafts of the current required changes for submission to OFARR.  
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MEMORANDUM 
 
DATE:  March 16, 2021 
 
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.  Employees are also required to complete training courses for public records, 
confidential information and the Sunshine Law every other year (these were required in 
2020).  The deadline for completing the courses is June 30, 2021.  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 December 3, 2020 to March 16, 2021, 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.  
 
Consultant Independence and Disclosure Certifications for 2020 were submitted to all 
applicable SBA consultants in January. The certifications have been received from all 
consultants, indicating full compliance with the principles.  The IPP certifications for the equity, 
fixed income and real estate investment managers were disseminated in February.  All but a 
few of the certifications have been completed and returned, and the compliance results for all 
of the investment managers will be included in the next Trustees’ report.  
 
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.  Last year, Navex Global upgraded the hotline service to their new Ethicspoint 
system, which also provides online reporting.      
 

To date, no reports or tips have been received by the Hotline for 2021.  
 
Investment Advisory Council Disclosures 
 
As per Chapter 215.444, Florida Statutes, all current IAC members are required to complete 
an annual Conflict Disclosure Statement.  The disclosure statements were recently 
disseminated to the current council members, and all members have completed and returned 
their statement. 
 
 
cc: Ash Williams  
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MEMORANDUM 
 

DATE:  March 16, 2021 
 
TO:  Ash Williams, Executive Director & CIO 
 

FROM:  Sooni Raymaker, Chief Risk & Compliance Officer SR 
 
SUBJECT: Trustee Report – March 2021 

 
The following is a summary report of Risk Management and Compliance (RMC) activities and 
initiatives completed or in progress since the last dated report of December 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. 
 
The role of the 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.  
 
Compliance Exceptions 
No material compliance exceptions were reported during the period. 
 
Enterprise Risk Management (ERM) 
The Risk & Compliance Committee (RCC) held its virtual quarterly meeting November 19, 2020, 
and reviewed results of the 2020 Enterprise Risk Assessment, Work from Home Survey and Work 
from Home Survey Risk Assessment.  RCC members were asked to provide input to risk appetite 
levels, management plans, and risk ownership assignments for discussion at the next quarterly 
meeting.   
 
On January 28, 2021, the RCC met virtually to review this feedback, and determined to mitigate 
further or sustain existing risk mitigation efforts for identified risk factors.  For those risk factors 
categorized as mitigate further, ERM is working with risk owners to update management plans, 
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including documenting root causes, strategic objectives at risk, management activities and 
relevant enterprise networks. Cybersecurity notification procedures were also discussed, with 
instructions communicated to all SBA colleagues following the meeting, detailing specific 
procedures colleagues must follow should they be informed about cybersecurity events involving 
those with whom the SBA conducts business (e.g. vendors, investment managers, underwriters, 
etc.).  Finally, the RCC reviewed compliance exceptions by type, personal investment activity over 
the past quarter, and manager operational risk oversight reporting.  
 
Annette Bullock will continue to serve RMC and the SBA as the new Risk & Control Analyst. This 
vacancy was created due to the retirement of Carolyn McGriff.  
 
External Manager Operational Due Diligence (ODD)  
During the period, the ODD team reviewed and commented on nineteen consultant operational 
due diligence reports on investment managers as part of the investment approval process which 
represents approximately $2.8 billion in potential investments. The ODD team also participated 
in the Global Equity Growth manager search in December 2020. 
 
The ODD team conducted a virtual quarterly meeting with all asset classes and provided an 
update on the ODD risk assessment. The team identified some of the categories of common 
reoccurring findings found in recent consultant ODD reports such as cybersecurity, technology, 
third party service providers and conflicts of interest.  Thirteen new consultant ODD reports were 
added to the Manager Operational Risk Oversight page since the last meeting.  Six external 
investment managers were chosen for an ODD onsite review to be performed by a consultant. 
 
The meeting materials also included an SEC risk alert regarding Investor Adviser Compliance 
Programs issued in November 2020. 
 
An additional ODD Analyst position has been added to the team and interviews have been 
conducted. 
 
Public Market Compliance (PMC)  
PMC initiated compliance system controls to monitor Executive Order (E.O.) 13959, “Addressing 
the Threat from Securities Investments that Finance Communist Chinese Military Companies”. 
Currently, the Office of Foreign Asset Control (OFAC) has listed 35 Companies. Initially, the E.O. 
broadly prohibited any transaction in: publicly traded securities on the list, any securities 
derivative of such securities, or securities designed to provide investment exposure to such 
securities of any “Communist Chinese military company” by any US person beginning 9:30 AM 
EST on Jan. 11, 2021 and transactions in securities of any future-designated or similarly named 
CCMCs 60 days after the designation. The E.O. has been modified since first issuance by delaying 
until May 2021 the application of the directive's restrictions on companies with names similar to 
those that have been blacklisted by OFAC.  
 
The internal trading systems (Bloomberg and Charles River) were reviewed and coded to ensure 
the OFAC Issuer Names were loaded or available in the systems. Compliance rules were coded to 
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flag pre-trade hard stops against any names on the lists as well as to flag any security that has 
China as country of risk and/or country of domicile. 
 
The post trade systems, BNYM Compliance Monitor and BlackRock Aladdin will provide an alert 
or a filter to monitor any security transaction on the OFAC list. Additionally, the custodian BNYM 
also has an enterprise wide compliance program to prevent transactions with prohibited listed 
companies.  
 
PMC participated in the Version 20R1 upgrade in the Charles River Development compliance 
system. PMC reviewed the system updates, identified those that affected the PMC processes, 
and conducted testing on compliance functionalities.  The new release was moved into 
Production at the end of January. 
 
PMC also revised processes and procedures related to Qualified Institutional Buyer (QIB) and 
accredited investor transactions based on the revised SEC definition of QIB and subsequent 
investment guideline changes. (See additional detail in Policy Activity below). Additionally, 
revised processes were developed to test and verify voice trades not initiated on an electronic 
trade platform. 
 
Performance Reporting & Analytics (PRA)  
The PRA database management team has begun the process of converting files and reports which 
currently use Crystal Reports to Tableau. PRA will be working for the next few months, along with 
other business units, to ensure all files and reports are available prior to putting into production 
the revised investment performance database schema. The revised schema was developed in 
order to increase efficiency and speed of the system as well as automate data entry points to 
reduce human error. 
 
The PRA team continues to work with SBA Center of Excellence to implement a robotic process 
automation of daily reconciliation files as well as daily performance reports. The automation of 
refreshing over 20 files will free up analysts’ time for higher level analytics required for daily 
performance reports and reconciliation. 
 
In November, the PRA team welcomed Corey McNay as a new Senior Investment Performance 
Analyst.  
 
Policy Activity and Regulatory Monitoring 
During the reporting period, revisions were implemented to six internal policies. The 
Identification and Reporting of Investments in Florida Businesses policy was revised to update the 
definitions of the GICS classification categories, while the Financial Statement Review and 
Approval and the Cash and Security Transfers policies were updated to reflect changes in staff 
responsibilities. The Transfers policy was also modified to clarify language regarding private 
market asset class transfers.  The Incident Management Policy and Telework policy underwent 
substantive rewrites to update requirements and processes, particularly those related to 
business continuity testing and temporary telework arrangements.  The Internal Trading Policy 
was also revised to update the prerequisites for purchasing unregistered securities in non-QIB 
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funds, to modify the requirements for trades executed outside electronic trading platforms, and 
to add provisions related to various approval and notification requirements.  
 
Additionally, six Fixed Income investment portfolio guidelines were updated to permit time-of-
settlement ratings for new issues, convert the Permitted Securities list into more broad 
categories for consistency with automated compliance systems, revise the Prohibited Securities 
language where needed, and implement benchmark changes. Revisions also included 
modifications to four Florida Hurricane Catastrophe Fund and SBA Finance Corporation 
guidelines to reflect the change in QIB status (see below). One new guideline was developed 
during the period for the Florida Department of Transportation Financing Corporation, and six 
Fixed Income guidelines were archived due to account closures.       
 
The SBA Regulatory and Collateral Management Working Group continued to review 
developments regarding the planned transition of the financial markets away from the London 
Interbank Offered Rate and other IBOR reference rates and the phased-in implementation of 
regulatory margin requirements for non-centrally cleared derivatives transactions.  
 
The Securities and Exchange Commission’s broadened definitions of Accredited Investor and 
Qualified Institutional Buyer became effective on December 8, 2020.  The SBA Office of the 
General Counsel completed its review of SBA mandates and determined that the Florida 
Hurricane Catastrophe Fund, the SBA Finance Corporation, and Florida PRIME meet the new 
definition of a QIB, as long as each fund meets the $100 million threshold for assets under 
management.  RMC conducted policy and investment guideline reviews to determine impacts, 
and affected guidelines were revised, as well as the Internal Trading Policy. The revised 
Investment Policy Statement for Florida PRIME is slated for review by the Investment Advisory 
Council in late March.  QIB Certification Forms have also been executed for affected funds.    
      
Personal Investment Activity  
During the period (Jan 2021 – Feb 2021 for purposes of this report), there were 91 requests for 
pre-clearance by SBA employees, with one request requiring additional analysis due to the 
$20,000k/5% ownership threshold reporting requirement. All requests were approved. There 
were no 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. The Evaluation team scored responses received from three vendors and 
the top two vendors were asked to provide demonstrations of the software. After 
demonstrations, final rankings and discussion, a selection was made and contract negotiations 
are ongoing.  
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Market Leaders

$657.1B
Assets under 
management 
& supervision1

$30.8B+
Capital deployed 

in 20202

Hamilton Lane Overview

A global leader in the private markets for 29 years

As of December 31, 2020
1 Inclusive of $76.1B in assets under management and $581.0B in assets under supervision as of December 31, 2020.
2 The 2020 capital committed includes all primary commitments that closed during the year 2020 for which Hamilton Lane retains a level of discretion as well as nondiscretionary advisory client commitments for which Hamilton Lane 

performed due diligence and made an investment recommendation. Direct Investments includes all discretionary and nondiscretionary advisory direct equity and direct credit investments that closed during 2020. Secondaries includes all 
discretionary and nondiscretionary advisory secondary investments with a signing date during 2020.

3 Diversity statistics representing minority employees include only employees in US offices.

Hamilton Lane  |  Global Leader in the Private Markets Proprietary and Confidential | 2

125
Investment

Professionals

Global & Aligned

17
Offices globally

27
Languages 

spoken

440+
Employees

49%
Women/Minority 

employees3

~$434.7M
Invested alongside our clients

Embracing Data & Technology

$13T+
Fund assets monitored

40,000+
Active fund database

98,000+
Companies
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As of December 31, 2020

Dedicated cross functional team to provide for a
comprehensive portfolio construction and management

Experienced Senior Team

Investment Committees

Florida Growth Fund Team

Benjamin Eckroth
Senior Associate

Ankur Dadhania
Senior Associate

Katie Moore
Managing Director

Nayef Perry
Managing Director

Robert DuVal
Associate

The Florida Growth Fund team leverages the entire Hamilton Lane platform

Andrea Kramer
Co-Head of Fund Investments

Jeff Armbrister
Head of Direct Equity

Tom Kerr 
Head of Secondaries

Drew Schardt
Head of Direct Credit

Chris Corrao
Head of Client Operations

Anthony Donofrio
Head of Transactions Counsel

Fred Shaw
Chief Risk Officer

Fund Investments
38 Professionals

Direct Equity
16 Professionals

Secondaries
19 Professionals

Direct Credit
6 Professionals

Operations
79 Professionals

Legal
29 Professionals

Risk Management
13 Professionals

David Helgerson
Managing Director

12 Members 11 Members 11 Members 9 Members

Fund 
Investment

Direct 
Equity Secondary Direct

Credit
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As of September 30, 2020

Fund sizes exclude GP commitment

Objective Strategy

Florida Growth Fund (“FGF”)

FGF was launched in 2009 to generate attractive 
private equity returns and invest in technology and 
growth companies in the state of Florida

Fund Investments: Buyout, growth equity, credit, and 
venture capital funds with a strong track record and 
a history of investing in Florida

Direct Equity Investments: Across industries 
alongside a lead sponsor at the same time and in the 
same security in Florida companies

Direct Credit Investments: Across industries 
alongside a lead sponsor and debt securities in 
Florida companies

Florida Growth Fund Program Overview

FGF I ($500M) FGF II ($375M)

Tranche I II Credit I II

Size $250M $150M $100M $250M $125M

Vintage 2009 2012 2014 2015 2019

Fund Investments 12 11 N/A 13 5

Direct Investments 17 8 14 13 4

% Committed/Fund Size 100% 100% 106% 93% 49%
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Source: Pitchbook

The private equity ecosystem in Florida continues to grow

Private Equity Ecosystem in Florida

Private Equity-Backed Florida-Based Companies

27
30 32 34

37
41

47

56

72

79

88

0

10

20

30

40

50

60

70

80

90

100

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 1H
2020

# of Florida-Based PE Firms

Florida-Based Private Equity Firms 

283
298

328 340
361

386
409

454
484

515 525

0

100

200

300

400

500

600

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 1H
2020

# of PE-Backed Florida-Based Companies

Proprietary and Confidential | 5

Drivers: 1 Organic – Spinouts & Strategy Expansion         2 Inorganic – “Florida Migration”
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As of June 30, 2020

¹ 2012 was the first year the FGF began tracking average salary

Florida Growth Fund investments continue to have a positive impact on Florida 

Florida Impact

2010 2020

Job Creation

$755

$866

$1,109

$0

$200

$400

$600

$800

$1,000

$1,200

2018 2019 2020

Average Annual Salary (‘000s)¹ Capital Expenditures ($M)

176

19,555

• FGF’s average annual salary for 2020 was 1.8x the state’s average

• For every $1 of FGF investment, FGF portfolio investments have spent $1.50 on capex in Florida



$41.1M

FGF I (ex. Credit)

19.3%  |  1.4x
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FGF continues to deliver on its objectives while generating attractive performance and 
impact to Florida

FGF Program Highlights

FGF Credit

9.1%Net IRR

Realized Returns 
(IRR | MOIC)

Total Liquidity 
($ Value)

Distributions to 
Paid-in (DPI)

$86.9M

0.8x

FGF II

6.2% 20.6%

0.2x 0.0x

Tranche I Tranche II

As of September 30, 2020; realized returns representative of direct investments

Performance 
Against Benchmark 577 bps

Tranche I Tranche II

11.2% 11.5%

22.7% | 2.3x 15.4% | 2.2x

$299.9M $119.3M

1.3x 0.8x

93 bps 387 bps 185 bps 2,616 bps

N/A

N/A N/A

13.7%Gross IRR 8.4% 28.7%13.2% 13.3%



9.4%

11.3%

0% 2% 4% 6% 8% 10% 12%

Since Inception

FGF I (Excl. Credit) Russell 2000 HL/Bison PME

Industrials
23%

Information 
Technology

17%

Consumer 
Discretionary

10%

Consumer 
Staples

4%

Communication 
Services

7%

Other
2%

Health Care
37%

Credit
10%

Buyout
44%

Growth
18%

Early Stage
28%
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¹ Sector diversification is based on exposed market values. Investment type and strategy diversification are based on committed capital

As of September 30, 2020

Returns

1.7x
Gross MOIC

1.6x
Net MOIC

13.2%
Gross IRR

11.3%
Net IRR

1.1x
DPI

Vintage 2009 | 2012

Fund Size $400M

Fund Investments 23

Direct Equity Investments 25

Total Distributions $419.2M

Realized Co-Investments 17

Realized Multiple & IRR 21.7% | 2.3x

FGF I (Excl. Credit) Overview

Direct Equity 
Investments

51%
Partnership

49%

Investment 
Type

SectorStrategy

FGF I (Excl. Credit)
As of 9/30/20

Portfolio Diversification¹
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¹ Sector diversification is based on exposed market values

As of September 30, 2020

Returns

1.3x
Gross MOIC

1.2x
Net MOIC

13.7%
Gross IRR

9.1%
Net IRR

0.8x
DPI

Vintage 2014

Fund Size $100M

Direct Credit Investments 14

Total Distributions $86.9M 

Realized Investments 7

Realized Multiple & IRR 19.3% | 1.4x

FGF Credit Overview

FGF I – Credit Tranche
As of 9/30/20

Portfolio Diversification¹

Materials
11%

Information 
Technology

32%

Industrials
21%

Health Care
15%

Communication 
Services

21%

Sector

Proprietary and Confidential | 9

3.3%

9.1%

0% 2% 4% 6% 8% 10%

Since Inception

FGF I Credit Credit Suisse LLI PME



Direct Equity 
Investments 

57%Partnership
43%

Consumer 
Discretionary

7%

Health Care
24%

Industrials
33%

Information 
Technology

10%

Consumer 
Staples

17%

Other
2%

Financials
5%

Materials
2%

Credit
9%

Buyout
81%

Growth
5%

Early Stage
5%

Hamilton Lane | Global Leader in the Private Markets

¹ Sector diversification is based on exposed market values. Investment type and strategy diversification are based on committed capital

As of September 30, 2020

Returns

1.2x
Gross MOIC

1.2x
Net MOIC

9.1%
Gross IRR

6.7%
Net IRR

0.2x
DPI

Vintage 2015 | 2019

Fund Size $375M

Fund Investments 18

Direct Equity Investments 17

Total Distributions $41.1M

FGF II Overview

Investment 
Type

SectorStrategy

FGF II
As of 9/30/20

Portfolio Diversification¹

Proprietary and Confidential | 10

4.0%

6.7%

0% 2% 4% 6% 8%

Since Inception
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¹ As of September 30, 2020

The Florida Growth Fund continues to perform against its objectives

Delivering Growth to Florida

– Leverage the Florida-based team, the SBA partnership, and the broader 
Hamilton Lane platform to access opportunities, resources, and deliver 
results

– All FGF tranches are outperforming since inception benchmarks
– $547.2 million distributed1

– Strong realized performance across equity co-investments and credit 
investments

– Supporting and growing private investment and economic activity 
throughout the Florida economy 

– Managing ESG-related risk

Continued 
Florida 
impact

Continued 
performance

Scale drives 
access

Proprietary and Confidential | 11
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Contact Information

Philadelphia (Headquarters)
One Presidential Blvd.
4th Floor
Bala Cynwyd, PA 19004
USA
+1 610 934 2222

Frankfurt
Schillerstr. 12
60313 Frankfurt am Main
Germany
+49 89 954 537901

Scranton
32 Scranton Office Park 
Suite 101
Moosic, PA 18507
USA
+1 570 247 3739

Tokyo
13F, Marunouchi Bldg.
2-4-1, Marunouchi
Chiyoda-ku
Tokyo 100-6313, Japan
+81 (0) 3 5860 3940

Hong Kong
Room 1001-3, 10th Floor
St. George’s Building 
2 Ice House Street
Central Hong Kong, China
+852 3987 7191

New York
610 Fifth Avenue, Suite 401
New York, NY 10020
USA
+1 212 752 7667

Seoul
12F, Gangnam Finance Center
152 Teheran-ro, Gangnam-gu
Seoul 06236
Republic of Korea
+82 2 6191 3200

Toronto
150 King St. West
Suite 200
Toronto, Ontario
Canada M5H 1J9
+1 647 715 9457

Las Vegas
3753 Howard Hughes Parkway
Suite 200
Las Vegas, NV 89169
USA
+1 702 784 7690

Portland
15350 SW Sequoia Pkwy
Suite 260
Portland, OR 97224
USA
+1 503 624 9910

Singapore
12 Marina View
Asia Square Tower 2
Suite 26-04
Singapore, 018961 
+65 6856 0920

London
8-10 Great George Street
London SW1P 3AE
United Kingdom
+44 (0) 207 340 0100

San Diego
7817 Ivanhoe Avenue
Suite 310
La Jolla, CA 92037
USA
+1 858 410 9967

Sydney
Level 33, Aurora Place
88 Phillip Street
Sydney NSW 2000
Australia
+61 2 9293 7950 

Miami
999 Brickell Avenue
Suite 720
Miami, Florida 33131
USA
+1 954 745 2780

San Francisco
201 California Street, Suite 550
San Francisco, CA 94111
USA
+1 415 365 1056

Tel Aviv
6 Hahoshlim Street
Building C 7th Floor
Hertzelia Pituach, 4672201
P.O. Box 12279
Israel
+972 73 2716610 



Proprietary and Confidential | 14Hamilton Lane  |  Global Leader in the Private Markets

As of February 23, 2021

Disclosures

This presentation has been prepared solely for informational purposes and contains confidential and proprietary information, the disclosure of which could be harmful to Hamilton Lane. Accordingly, the recipients of this presentation are 
requested to maintain the confidentiality of the information contained herein. This presentation may not be copied or distributed, in whole or in part, without the prior written consent of Hamilton Lane.

The information contained in this presentation may include forward-looking statements regarding returns, performance, opinions, the fund presented or its portfolio companies, or other events contained herein. Forward-looking 
statements include a number of risks, uncertainties and other factors beyond our control, or the control of the fund or the portfolio companies, which may result in material differences in actual results, performance or other expectations. 
The opinions, estimates and analyses reflect our current judgment, which may change in the future.

All opinions, estimates and forecasts of future performance or other events contained herein are based on information available to Hamilton Lane as of the date of this presentation and are subject to change. Past performance of the 
investments described herein is not indicative of future results. In addition, nothing contained herein shall be deemed to be a prediction of future performance. The information included in this presentation has not been reviewed or 
audited by independent public accountants. Certain information included herein has been obtained from sources that Hamilton Lane believes to be reliable, but the accuracy of such information cannot be guaranteed.

This presentation is not an offer to sell, or a solicitation of any offer to buy, any security or to enter into any agreement with Hamilton Lane or any of its affiliates. Any such offering will be made only at your request. We do not intend that 
any public offering will be made by us at any time with respect to any potential transaction discussed in this presentation. Any offering or potential transaction will be made pursuant to separate documentation negotiated between us, 
which will supersede entirely the information contained herein.

Certain of the performance results included herein do not reflect the deduction of any applicable advisory or management fees, since it is not possible to allocate such fees accurately in a vintage year presentation or in a composite 
measured at different points in time. A client’s rate of return will be reduced by any applicable advisory or management fees, carried interest and any expenses incurred. Hamilton Lane’s fees are described in Part 2 of our Form ADV, a 
copy of which is available upon request.

The following hypothetical example illustrates the effect of fees on earned returns for both separate accounts and fund-of-funds investment vehicles. The example is solely for illustration purposes and is not intended as a guarantee or 
prediction of the actual returns that would be earned by similar investment vehicles having comparable features. The example is as follows: The hypothetical separate account or fund-of-funds consisted of $100 million in commitments 
with a fee structure of 1.0% on committed capital during the first four years of the term of the investment and then declining by 10% per year thereafter for the 12-year life of the account. The commitments were made during the first 
three years in relatively equal increments and the assumption of returns was based on cash flow assumptions derived from a historical database of actual private equity cash flows. Hamilton Lane modeled the impact of fees on four 
different return streams over a 12-year time period. In these examples, the effect of the fees reduced returns by approximately 2%. This does not include performance fees, since the performance of the account would determine the 
effect such fees would have on returns. Expenses also vary based on the particular investment vehicle and, therefore, were not included in this hypothetical example. Both performance fees and expenses would further decrease the 
return.

Hamilton Lane (UK) Limited is a wholly-owned subsidiary of Hamilton Lane Advisors, L.L.C. Hamilton Lane (UK) Limited is authorized and regulated by the Financial Conducts Authority. In the UK this communication is directed solely at 
persons who would be classified as a professional client or eligible counterparty under the FCA Handbook of Rules and Guidance. Its contents are not directed at, may not be suitable for and should not be relied upon by retail clients.

Hamilton Lane Advisors, L.L.C. is exempt from the requirement to hold an Australian financial services licence under the Corporations Act 2001 in respect of the financial services by operation of ASIC Class Order 03/1100: U.S. SEC 
regulated financial service providers. Hamilton Lane Advisors, L.L.C. is regulated by the SEC under U.S. laws, which differ from Australian laws.

Any tables, graphs or charts relating to past performance included in this presentation are intended only to illustrate the performance of the indices, composites, specific accounts or funds referred to for the historical periods shown. 
Such tables, graphs and charts are not intended to predict future performance and should not be used as the basis for an investment decision.

The information herein is not intended to provide, and should not be relied upon for, accounting, legal or tax advice, or investment recommendations. You should consult your accounting, legal, tax or other advisors about the matters 
discussed herein.

The calculations contained in this document are made by Hamilton Lane based on information provided by the general partner (e.g. cash flows and valuations), and have not been prepared, reviewed or approved by the general partners.
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Presenters
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Rob Cousin, Managing Director, Portfolio Manager, joined J.P. Morgan in 1997 as a founding member of the Private Equity Group. Prior to
J.P. Morgan, Mr. Cousin was with AT&T Investment Management Corp.’s team responsible for managing private equity assets. Previously,
he was an account manager at The Travelers. Mr. Cousin is a CFA charterholder. He earned his BA from Tulane University and an MBA
from the University of Florida. Currently, Mr. Cousin serves on the advisory boards of Austin Ventures, Clarion Capital, Collaborative Fund,
Domain Associates, Escalate Capital, Intersouth Partners, GTCR, Kinderhook Capital Partners, Morgenthaler Partners, NextCoast
Ventures, and Quad C Partners. He also serves as board member/board observer for ACV Enviro, Goja Digital, Futuri and 8 Minute Energy.
Mr. Cousin is a board member of the University of Florida Investment Corp.

Tyler Jayroe, Managing Director, Portfolio Manager, joined the Private Equity Group in 2005. Prior to joining the Group, he worked as an
Executive Compensation Consultant for Aon Consulting, where he helped large companies design performance-based pay packages for
their top executives. He previously worked in a variety of capacities for Actuarial Sciences Associates, an employee benefits and
compensation consulting firm. Mr. Jayroe holds a BA, magna cum laude, from Vanderbilt University and an MBA from the University of
Virginia. Currently, Mr. Jayroe serves on the advisory boards of Atlantic Street Capital, CAI Capital Partners, KarpReilly Capital Partners,
Parallel Investment Partners, Post Capital Partners, RLH Equity Partners, Rizvi Traverse Management, Southfield Capital, Tailwind Capital
Partners and Warren Equity Partners. Mr. Jayroe also serves as a board observer for AEG Vision, Black Mountain Sand, and Icon Holdings.

Patrick Miller, Vice President, joined the Private Equity Group in 2014 and has portfolio management, investment due diligence and
business development responsibilities for the SBA Florida mandate. Prior to joining J.P. Morgan Investment Management, he received his
BA from Northwestern University where he studied Communications and Business. Mr. Miller holds the FINRA Series 3, 7 & 63 certifications.
Outside of the office, Mr. Miller is a member of the Emerging Leaders Council for a non-profit sports-based youth development and
organization in New York City.
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 PEG was established at JPMorgan Chase & 
Co. in 1997

 PEG average tenure1

– 21 years: 13 senior portfolio managers
– 16 years: portfolio management team

 Located in New York, London, Hong Kong, 
Beijing2, and New Delhi

 Supported by dedicated resources and 
leveraging the extensive expertise of the 
broader firm

 Approximately $25 billion in assets under 
management3

 Meaningful and long-standing private equity 
investor1

– U.S. private equity: 1980
– Europe private equity: 1983
– Asia private equity: 1985
– Secondary investments: 1985 
– Direct investments: 1988

 Database has more than 10,000 offerings 
and active data capture of over 1,300 funds

 Serving on over 200 boards, including funds 
and direct investments

 Opportunistic approach seeking the highest 
conviction investments

 Consistent out-performance over multiple 
cycles

 Dedicated distribution management team to 
ensure efficient cash returns to investors

 Transparent reporting and comprehensive 
servicing platform

 Team professionals personally invest 1.25% 
alongside all investments4

EXPERIENCED, COHESIVE TEAM 
OF INVESTMENT PROFESSIONALS

SIGNIFICANT PRIVATE EQUITY 
KNOWLEDGE AND INSIGHT

PROVEN RESULTS AND ALIGNMENT 
WITH OUR INVESTORS 

1 Includes tenure and investing experience at both PEG and AT&T Investment Management Corporation (ATTIMCO). Portfolio Management team average tenure represents voting eligible members of PEG.
2 Beijing Equity Investment Development Management Co., Ltd., a joint venture in China through the PEG’s affiliate JPMorgan Asset Management Private Equity (China) LLC, is located in Beijing.
3 Includes private equity commingled vehicles, managed accounts and trusts within J.P. Morgan Asset Management (JPMAM); includes unfunded commitments awarded subsequent to 9/30/2020.
4 The co-investment percentage for PEG professionals is calculated across PEG’s platform of products and accounts, and may be greater or less than 1.25% for any particular one. The allocation percentage is reviewed each calendar year, and on an aggregate level it has been at 

or above 1% for the past 13 years and is expected to remain at or above this level going forward. The co-investment by PEG professionals in a particular product or investment may be limited or discontinued if required by law or policy.
Past performance is no guarantee of future results.

Proven strategy and process developed and refined over the past 41 years

Our Private Equity Group is one of the most experienced teams dedicated to 
building high quality private equity portfolios

0903c02a8259a788 
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Florida Sunshine State Fund: Mandate
 Size: $125mm
 Objective: construct a return-enhancing private equity portfolio focused on technology, growth and buyout investments in companies with a significant presence in Florida.
 Investment period: 4 years (with the option of one year extension)

– Maximum of 50% of the capital to be committed in any one year of the investment period
– Target ~50% in partnership investments (average bite size of $5 - $10mm) 
– Target ~50% in direct investments (target bite size of $5 - $10mm)

The manager seeks to achieve the stated objectives. There can be no guarantee those objectives will be met.

Investment Strategy

Corporate Finance:
 Focus on small to mid-market and opportunistically 

larger companies
 Target proven GP teams with sector and strategy focus 

that can provide an execution and operating advantage
 “Emerging mangers” expected to represent significant 

component of investments 

 Direct & secondary investments are expected to provide return and income 
enhancement to the portfolio, as well as potential j-curve mitigation

 Target opportunities where we can leverage existing relationships with fund sponsors
 Consider non-traditional deal sources (e.g. strategic family offices, fundless sponsors, 

JPM’s direct network)

Venture Capital / Growth:
 Focus on areas of innovation
 Target GPs with domain 

expertise and strong 
entrepreneurial networks

Investment Type

0903c02a822534d4

Small/mid 
buyouts

90%Large buyouts
8%

Venture Capital 
& Growth

2%

Partnership 
investments

40%Direct 
investments

60%



4

PEG has invested over $1bn in companies headquartered in Florida

Source: PEG. Examples included are used solely to illustrate strategies which have been utilized by PEG. There can be no guarantee or assurance that the portfolio will be able to make similar investments on similar terms in the future. The logo presented is registered trademark by 
its company. *Map does not include those companies that may not be headquartered in Florida, but may still have significant presence in Florida. The yellow dots represents the locations of investments in the Sunshine State Fund.  

Representative list of General Partners who 

have companies headquartered in Florida
Representative map of PEG exposure in 

companies headquartered in Florida*

0903c02a822534d4
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Florida based deal activity 

0903c02a822534d4

Source: Pitchbook as of 12/31/2020
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PEG has a robust pipeline of opportunities in Florida
PEG proactively sources deals and conducts extensive due diligence on Florida-based investment opportunities

Source: PEG. Pipeline data from November 2018 (inception of SBA mandate) to February 2020. The logo presented is registered trademark by its company. *Includes one investment pending legal close.

Reviewed 61 investment opportunities

Conducted due diligence on 36 
companies

Conducted extensive 
due diligence on 21 

companies 

Direct investment deal flow since inception

• We believe through both our existing relationships and proactive sourcing efforts, PEG has the ability to capture the robust private equity activity located in Florida
• New and existing General Partners 
• Fundless sponsors
• Family offices
• Extensive personal network

Reviewed 68 investment opportunities

Conducted due diligence on 29 
companies

Conducted extensive 
due diligence on 16 

companies 

Partnership investment deal flow since inception

9 investments 
made*

5 investments 
made*

0903c02a822534d4
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Florida Sunshine State Fund: Snapshot
Fund summary as of March 15, 2021

Inception date December 2018

Vintage years 2018 – est. 2022

Mandate size $125.0mm

Capital committed (% of mandate)1 $72.1mm (58%)

Capital invested (% of committed) $41.5mm (58%)

Net Performance as of 9/30/2020 (IRR/MOIC)2 18.5%/1.2x

Commitments by investment type

Directs
35%

Partnerships
23%

1Pending legal close. Subject to change. 
2 Performance as of 9/30/2020. Performance represents Internal Rate of Return (IRR) and Multiple of Invested Capital (MOIC) net of underlying investment fees and expenses, net of Advisor fees.
3 Performance represents Internal Rate of Return (IRR) and Multiple of Invested Capital (MOIC) net of underlying investment fees and expenses, gross of Advisor fees. Past performance is no guarantee the performance shown will be achieved for investments that are not fully 
realized.

Uncommitted 
Capital 
42%

0903c02a822534d4

Investment Name Type Investment Date Commitment ($mm) Funded ($mm) Gross IRR Gross MOIC Q4 valuation 

Partnership A Partnership Q4 2018 $7.0 $5.5 25.3% 1.3x
Project Pond Direct Q1 2019 $4.9 $4.9 15.5% 1.3x
Partnership B Partnership Q1 2019 $6.0 $2.6 -12.4% 0.9x
Project FPG Direct Q2 2019 $4.8 $3.4 34.7% 1.4x
Project Pet Direct Q3 2019/ Q2 2020 $6.0 $5.3 123.3% 1.4x
Project Lighthouse Direct Q3 2019 $6.0 $5.1 21.7% 1.2x
Project Miami Direct Q4 2019 $1.5 $1.5 0.0% 1.0x
Project Care Direct Q1 2020 $8.0 $6.0 - -
Partnership C Partnership Q2 2020 $6.0 $3.1 - -
Project Vet Direct Q3 2020 $3.4 $1.1 - -
Project Mako Direct Q4 2020 $3.0 $3.0 - -
Partnership D Partnership Q4 2020 $3.0 - - -
Project Water1 Direct pending $5.0 - - -
Partnership E1 Partnership pending $7.5 - - -
Total3 $72.1 $41.5 26.8% 1.2x
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Florida Sunshine State Fund: Pipeline

*Pending legal close. Subject to change. 

Partnership F

Tampa, FL
 Introduction: 2019

 Strategy: Focused on operationally intensive, value-
add distribution services & logistics companies

 Small-mid market focused, targeting companies that 
can become a critical link in the supply chain

 Deep experience with industry executives, 
managers, and consultants which creates significant 
proprietary deal flow

Investment update:
 Target Q2 2021

Project Water*

Jacksonville, FL
 Designer and online marketer of watersport products

Investment thesis:
 Leading company within the rapidly growing 

outdoor enthusiast space
 Numerous actionable growth opportunities
 Impressive brand engagement and best in 

class quality product
 Experienced Florida-based sponsor with 

relevant experience in the branded 
consumer space

 Attractive financial profile (45% gross 
margin, 30% EBITDA margin, with limited 
capital expenditures

 Low purchase price and downside protection

Partnership E*

West Palm Beach, FL
 Introduction: 2011
 Strategy: lower middle-market companies with $5-

$20 million of EBITDA
 Unique sourcing capabilities in their local Florida 

market
 Targets proprietary deal flow with regional 

entrepreneur-led companies through their 
extensive networks

 Average purchase price ~6.0x EBITDA in 
prior two funds

Investment update:
 Completed one platform investment, located in 

Orlando, FL,  with significant embedded value with 
potential near term liquidity 

0903c02a822534d4
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Florida Sunshine State Fund investments led to wage growth and job creation

0.8 years
Average age of 

portfolio investments

1,055
Total jobs in Florida

Source: PEG. Data as of 9/30/2020
1 Performance represents Internal Rate of Return (IRR) and Multiple of Invested Capital (MOIC) net of underlying investment fees and expenses, net of Advisor fees.

239
New jobs created 

in Florida

4%
Median wage increase 

from previous year

$10.5mm
Capital expenditures 

in Florida

18.5%/1.2x
NET IRR/MOIC1
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How we partner with SBA Florida

The manager seeks to achieve the stated objectives. There can be no guarantee those objectives will be met.

 Create a return enhancing private equity portfolio
– Seek to mitigate J-curve
– Provide economic benefits to Florida

 Partner with SBA to become a “private equity” extension of your investment staff  
– Sourcing, due-diligence and investment recommendations
– Transparent communication and information sharing (deal memos, global team meetings, etc.)
– Senior Portfolio Managers made available for real-time perspective on markets, sectors, investments
– Full administrative servicing (reporting, reconciliations, capital calls, etc.)
– Commitment modeling and cash flow simulation analysis
– Management of distributed securities (PEDM)
– Training and education

 Provide dedicated team focused on client servicing; additionally, SBA Florida will have access to all deal team Portfolio Managers to discuss individual investments

 Proactively assist in a myriad of ways to support SBA’s overall alternatives portfolio 
– Can foster SBA’s access to large and opportunistic investments pursued by PEG
– Act as a sounding board for other potential investments being considered for the broader private equity program 

SBA Florida PEG

0903c02a822534d4
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Disclosures
This is a promotional document and is intended to report solely on investment strategies and opportunities identified by J.P. Morgan Asset Management and as such the views contained herein are not to be taken as advice or a recommendation to buy or sell any investment or
interest thereto. Reliance upon information in this material is at the sole discretion of the reader. The material was prepared without regard to specific objectives, financial situation or needs of any particular receiver. Any research in this document has been obtained and may have
been acted upon by J.P. Morgan Asset Management for its own purpose. The results of such research are being made available as additional information and do not necessarily reflect the views of J.P. Morgan Asset Management. This presentation is qualified in its entirety by the
offering memorandum, which should be carefully read prior to any investment in a fund. The purchase of shares of a fund is suitable only for sophisticated investors for whom an investment in such fund does not constitute a complete investment program and who fully understand
and are willing to assume the risks involved in such fund’s investment program. An investment in the funds involves a number of risks. For a description of the risk factors associated with an investment in a fund, please refer to the section discussing risk factors in the offering
memorandum (available upon request). Shares of the funds are not deposits, obligations of, or endorsed or guaranteed by, JPMorgan Chase Bank, NA or any other bank and are not insured by the FDIC, the Federal Reserve Board or any other government agency. Any forecasts,
figures, opinions, statements of financial market trends or investment techniques and strategies expressed are those of J.P. Morgan Asset Management, unless otherwise stated, as of the date of issuance. They are considered to be reliable at the time of production, but no warranty
as to the accuracy and reliability or completeness in respect of any error or omission is accepted, and may be subject to change without reference or notification to you. Investments in Alternative Investment Funds (AIFs) involves a high degree of risks, including the possible loss of
the original amount invested. The value of investments and the income from them may fluctuate in accordance with market conditions and taxation agreements. Changes in exchange rates may have an adverse effect on the value, price or income of the products or underlying
investment. Both past performance and yields are not reliable indicators of current and future results. There is no guarantee that any forecast will come to pass. Any investment decision should be based solely on the basis of any applicable local offering documents such as the
prospectus, annual report, semi-annual report, private placement or offering memorandum. For further information, any questions and for copies of the offering material you can contact your usual J.P. Morgan Asset Management representative. Any reproduction, retransmission,
dissemination or other unauthorized use of this document or the information contained herein by any person or entity without the express prior written consent of J.P. Morgan Asset Management is strictly prohibited.

In the United Kingdom, the Funds are categorized as a Non-Mainstream Pooled Investment as defined by the Financial Conduct Authority (FCA). The Funds are not available to the general public and may only be promoted in the UK to limited categories of persons pursuant to the
exemption to Section 238 of the Financial Services and Markets Act 2000 (FSMA 2000). This information is only directed to persons believed by JPMorgan Asset Management (UK) Limited to be an eligible counterparty or a professional client as defined by the FCA. Persons who do
not have professional experience in matters relating to investments should not rely on it and any other person should not act on such information.

Investors should note that there is no right to cancel an agreement to purchase shares under the Rules of the Financial Conduct Authority, the normal protections provided by the UK regulatory system do not apply and compensation under the Financial Services Compensation
Scheme is not available. J.P. Morgan Asset Management or any of its affiliates and employees may hold positions or act as a market maker in the financial instruments of any issuer discussed herein or act as the underwriter, placement agent or lender to such issuer. The
investments and strategies discussed herein may not be suitable for all investors and may not be authorized or its offering may be restricted in your jurisdiction, it is the responsibility of every reader to satisfy himself as to the full observance of the laws and regulations of the relevant
jurisdictions. Prior to any application investors are advised to take all necessary legal, regulatory and tax advice on the consequences of an investment in the products.

Securities products, if presented in the U.S., are offered by J.P. Morgan Institutional Investments, Inc., member of FINRA.

J.P. Morgan Asset Management is the brand for the asset management business of JPMorgan Chase & Co. and its affiliates worldwide.

To the extent permitted by applicable law, we may record telephone calls and monitor electronic communications to comply with our legal and regulatory obligations and internal policies. Personal data will be collected, stored and processed by J.P. Morgan Asset Management in 
accordance with our privacy policies at https://am.jpmorgan.com/global/privacy.

This communication is issued by the following entities: in the United Kingdom by JPMorgan Asset Management (UK) Limited, which is authorized and regulated by the Financial Conduct Authority; in other European jurisdictions by JPMorgan Asset Management (Europe) S.à r.l.; in
Hong Kong by JPMorgan Asset Management (Asia Pacific) Limited, or JPMorgan Funds (Asia) Limited, or JPMorgan Asset Management Real Assets (Asia) Limited; in Singapore by JPMorgan Asset Management (Singapore) Limited (Co. Reg. No. 197601586K), this advertisement
or publication has not been reviewed by the Monetary Authority of Singapore; in Taiwan by JPMorgan Asset Management (Taiwan) Limited; in Japan by JPMorgan Asset Management (Japan) Limited which is a member of the Investment Trusts Association, Japan, the Japan
Investment Advisers Association, Type II Financial Instruments Firms Association and the Japan Securities Dealers Association and is regulated by the Financial Services Agency (registration number “Kanto Local Finance Bureau (Financial Instruments Firm) No. 330”); in Australia to
wholesale clients only as defined in section 761A and 761G of the Corporations Act 2001 (Cth) by JPMorgan Asset Management (Australia) Limited (ABN 55143832080) (AFSL 376919); in Brazil by Banco J.P. Morgan S.A.; in Canada for institutional clients’ use only by JPMorgan
Asset Management (Canada) Inc., and in the United States by J.P. Morgan Institutional Investments, Inc., member of FINRA; J.P. Morgan Investment Management, Inc. or J.P. Morgan Alternative Asset Management, Inc.

Copyright 2021 JPMorgan Chase & Co. All rights reserved.

0903c02a8259a788 
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State Board of Administration

Real Estate Asset Class Review
Steve Spook, Senior Investment Officer-Real Estate

Lynne Gray, Senior Portfolio Manager-Principal Investments 
Michael Fogliano, Senior Portfolio Manager-Externally Managed Investments

Investment  Advisory Council Meeting
March 30, 2021
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Real Estate Consultant

• Real Estate Consultant
• Prepares quarterly and annual performance reports
• Investment provider monitoring and annual review
• Sourcing-Pooled funds
• Fund due diligence
• Research
• Ad hoc projects
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Real Estate Benchmark

* (NFI) National Council of Real Estate Investment Fiduciaries Fund Index, (ODCE) Open-end Diversified Core Equity
** (REIT Index) Financial Times Stock Exchange, European Public Real Estate Association, National Association of Real Estate Investment Trusts

Core                                     Non-Core                                       Public

(76.5%  NFI-ODCE*)  +  [13.5%  (NFI-ODCE + 150 bps)]  +  (10%  REIT Index**)

(Net of fees)
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Strategic Role of Real Estate

• Designed to provide:
– Attractive risk adjusted 

returns
– Diversification for total 

fund with low correlation 
to equities

– Income focus
– Inflation hedge

Risk-
Adjusted
Returns

Income

Inflation 
Hedge

Diversificat
ion
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Investment Strategies
PRIVATE REAL ESTATE
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85% Core (Strategic) 15% Non-Core (Tactical)
• Income focused
• Institutional quality
• Stabilized (high occupancy)
• Low immediate capital needs
• Low leverage (less than 50%)

• Most return from appreciation
• More value (creation) to include:

• Lease-up
• Development
• Redevelopment
• Repositioning
• Recapitalization

• Higher leverage
• Includes International



Real Estate Portfolio

Real Estate
9.35%

Strategic Investments
9.0%

Private Equity
7.5%

Cash
1.1%

Global Equities
55.3%

Fixed Income
17.6%

FRS Pension Plan
As of 9/30/2020
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TOTAL FRS 
$168,002,180,206

Source: 9/30/2020 SBA IBP Report



Real Estate Portfolio
(as of 9/30/2020)
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Principal 
Investments

62.4%

Pooled 
Funds
26.1%

REIT
11.5%

Externally 
Managed

37.6%

Source: 3Q2020 Townsend Performance Report

Real Estate Net Asset Value 
$15,738,259,678



Private Market Portfolio

33.0%

24.7%

17.5%
13.2% 11.6%

33.7%
26.6%

11.1%
17.5%

11.1%

33.5%

26.8%

20.4%

14.8% 4.4%

38.3%

24.3%

13.7%
19.7%

4.0%

0%

5%

10%

15%

20%

25%

30%

35%

40%

Office Apartment Industrial Retail Other *
* Other includes Agriculture, Senior Housing, Self-Storage, Hotel, Land

Property Type Diversification
Allocation Policy Target NFI-ODCE +/- 15%

9/30/2020 & 9/30/2015

3Q2020 3Q2015 ODCE-3Q20 ODCE-3Q15
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Private Portfolio NAV
$13,920,924,119

Property Type Diversification
• Private market 

allocations are shifting 
in response to secular 
trends

• Industrial share has 
increased 670 bps 
since 2015

• Apartment share has 
increased 250 bps 
since 2015

• Retail share has 
decreased 490 bps 
since 2015

• Office share has 
decreased 480 bps 
since 2015



Private Market Portfolio

40.9%

26.8%

21.4%

4.5% 6.5%

41.7%

31.0%

19.1%

8.2%

0.0%0%

10%

20%

30%

40%

50%

West East South Midwest Int'l

Geographic Diversification
Allocation Policy Target NFI-ODCE +/- 15%

(as of 9/30/2020)

SBA Exposure ODCE
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Private Portfolio Net Asset Value
$13,920,924,119



Private Market Leverage
as of 9/30/2020

Private Portfolio
Market Value $20,118 M

Investment Portfolio Guidelines:
Private Market Portfolio Leverage Limited To 40% LTV.

Principal Investments Leverage Limited to 30% LTV. 27.5%
58.0%

Open-End Funds
Closed-End Funds

Pooled Funds Leverage

25.1%

41.4%

Principal
Investments

Pooled Funds

Private Market Portfolio Leverage

30.7%

Private Market Leverage
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Real Estate Returns
Data Through September 30, 2020

0.0%

4.7%

6.5%

10.4%

-0.8%

4.1%

5.7%

9.1%

-1%

1%

3%

5%

7%

9%

11%

One Year Return Three Year Return Five Year Return Ten Year Return
SBA Real Estate Net RE Primary Benchmark
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Real Estate Returns

• Total Portfolio has outperformed the benchmark over all periods.
• Principal Investments contributors for the One Year were two office buildings (leasing) 

with other top performers being medical office, self-storage and industrial.  The main 
detractors were retail, NYC office, a San Francisco multifamily development and senior 
housing.

• Commingled funds were net positive contributors to total real estate return due largely 
to an overweight position to industrial and underweight positions in office and retail.
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COVID Disruption Effects
Office

• Overall effect on space demand still uncertain
• Hybrid models most likely with some days WFH, hoteling
• Contraction of flexible office space
• Small decrease in demand could have large valuation consequences
• Coastal, high cost-of-living, mass transit dependent cities most at risk
• Less effect in Europe and Asia
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Retail
• Secular headwinds pre-pandemic
• Pandemic accelerated e-commerce trends
• Retail rents to reset and occupancy rates to broadly decline



COVID Disruption Effects

Multifamily
• Urban high rise negatively impacted
• Suburban garden style benefiting from desire for more space
• Rise of Single Family for Rent sector
• Financial impacts of COVID to lead to continued preference for renting
• Migratory trends to South and Southeast to gain momentum

15

Industrial
• Benefiting from retail woes and the growth of e-commerce
• Data centers benefiting from WFH



2020-2021 Investment Activity

Principal Investments
• Early in pandemic transaction markets were frozen
• Liquidity returned for property types with secular tailwinds and favorable near term cash flows
• Most dispositions were executed prior to COVID
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REITs
• Public markets corrected sharply in early days of pandemic
• REITs were only actionable commercial real estate sector early on
• Committed $400 million to two separate accounts for recovery strategies

Dispositions (Equity)
• $3 million from agriculture
• $22 million from retail
• $56 million from multifamily
• $62 million from senior housing portfolio
• $72 million from an industrial portfolio

Acquisitions (Equity)
• $8 million in multifamily partner buyout
• $9 million in self-storage
• $26 million in multifamily development
• $29 million in agriculture

• $83 million in medical office
• $159 million in industrial
• $75 million new commitment to self-storage JV

Total Acquisitions $314 million
Total Commitments $75 million

Total Dispositions $215 million

Total Commitments $400 million
Total Redemptions $150 million



2020-2021 Investment Activity
Commingled Funds

• Ability to commit capital in anticipation of distress
• Tool for portfolio construction
Commitments
• $40 million to a European industrial co-investment
• €75 million to a closed-end Nordics fund
• $100 million to a closed-end data center fund
• $100 million to a Japan industrial co-investment
• $100 million to a closed-end European industrial fund
• $150 million to a closed-end US/Europe opportunistic fund focused on distress
• $150 million additional commitment to an open-end industrial fund
• $150 million to an open-end US fund focused on alternatives
• $200 million to an open-end global fund focused on alternatives

Redemptions
• $75 million from two US open-end funds

17Activity through 3/16/2021

Total Commitments $990 million
Total Redemptions €75 million



Current Investment Focus
• Current strategy consistent with past year investment activity
• Focus on: 

– Demographically driven sectors such as medical office buildings, life science, 
multifamily

– Defensive sectors such as self-storage, student housing, manufactured 
housing

– Sectors benefiting from secular change such as industrial
– Build-to-core in industrial and multifamily where favorable development 

spreads remain
– Office and retail may present distressed opportunities
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Lynne Gray
Senior Portfolio Manager

Real Estate Principal Investments Portfolio



Principal Investments Portfolio
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Objective
Provide returns that, with an acceptable level of risk, meet or exceed the 
National Council of Real Estate Investments Fiduciaries Fund Index – Open 
End Diversified Core Equity (NFI-ODCE).

Investments
Primarily high quality, well-located, core real estate properties:  
Apartment, Office, Industrial, Retail and Specialty Sector.  The specialty 
sector includes Agriculture, Life Science, Manufactured Housing, Medical 
Office, Student Housing, Senior Housing, and Self Storage.  
Non-core strategies, such as development, are permitted.



Data through 09/30/20

Principal Investments Portfolio
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Investment Portfolio Guidelines
Guidelines for Managing and Monitoring 

Portfolio-Level and Asset-Level Risk
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Risk Profile

Investment 
ManagerLeverage Single 

Investment

Sector Geography



Risk Profile

Core
92.9%

Non-Core
7.1%
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NAV $9.8 billion as of 09/30/20

Investment  Portfolio Guidelines
Target Range

Core 92.5% 85% - 100%
Non-Core 7.5% 0% - 15%



Sector Diversification

24

Apartment
26.2%

Industrial
12.9%

Retail
14.7%

Office
35.4%

Agriculture
6.9%

Self Storage
3.4%

Senior Hsg
0.5%

Specialty
10.8%

% of Net Asset Value

Commercial:  31.8%
Medical:           3.6%

Multifamily:   21.3%
Student Hsg:    4.9%



Principal Investments Leverage
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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

$2.2 $2.4 $3.2 $3.2 $3.3 

20.3%
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24.7% 25.1%
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Excludes Agriculture

Property Locations 
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West
44.8%

Midwest
3.2%

South
23.3%

East
28.8%

% of Net Asset Value



Agriculture Locations

West 
81.8%

South 
17.2%

Midwest 
1.0%

East 
0%

% of Net Asset Value
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Principal Investments vs Benchmark
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26.2%

12.9% 14.7%
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26.8%

20.4%
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Geographic Diversification

PI Exposure ODCE

% of Net Asset Value

Investment Portfolio Guidelines
Range: ODCE +/- 15%

% of Net Asset Value



Manager Concentration
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Externally Mgd 
Investments

37.7%

27.8%

7.6%

15.8% 2.9%
3.5%
2.0%
0.3%
2.3%

Principal 
Investments

62.3%

% of Net Asset Value
Investment Portfolio Guidelines

< 35% AUM per Manager

8 Separate Account Managers



Metro & Investment Exposure
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Top Ten Markets

Metropolitan Division % PI NAV

1 Washington, DC 12.6%

2 Los Angeles, CA 10.5%

3 San Francisco, CA 8.6%

4 New York, NY 7.7%

5 Atlanta, GA 6.4%

6 Boston, MA 4.5%

7 Ontario, CA 3.4%

8 Seattle, WA 3.2%

9 Ft. Lauderdale, FL 3.1%

10 San Diego, CA 2.9%

Five Largest Single Investments

Property Type Location % PI NAV

1 Office Los Angeles, CA 6.1%

2 Office Atlanta, GA 3.2%

3 Office Washington, DC 2.9%

4 Office Washington, DC 2.5%

5 Office Washington, DC 2.3%

Investment Portfolio Guidelines
- Metropolitan Division exposure less than 15% of NAV*

- Single investment exposure less than 7% of NAV*

* at the time of acquisition

PI NAV at 09/30/20:  $9.8 billion



Multifamily Portfolio
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Investment Strategy 2021-22
• Focus on highly-amenitized, multifamily communities 

in urban and infill suburban locations.
• Luxury urban communities will demand more 

selectivity.
• Continue build-to-core investing through selective 

developments to achieve a return premium relative 
to existing core assets.

• Continue reinvestment in existing assets where 
improvements result in rent premiums.

21%

5%

13%

15%

32%

3%
7%

3% 1%Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Major Metros

Metro Area # Investments Net Value % Multifamily 
Portfolio

San Francisco 3 $      379,366,310 18.2%
Los Angeles 2 $      287,092,854 13.7%
Ft. Lauderdale 2 $      231,294,538 11.1%
Washington, DC 1.7 $      292,441,173 14.0%
Santa Ana 1 $      155,139,713 7.4%
Seattle 2 $      133,994,036 6.4%
New York 1 $      133,956,599 6.4%
Boulder 1 $ 113,627,115 5.4%
Other Markets 5 $      361,571,256 17.3%

Key Metrics
Gross Value $ 2,980,972,680

Net Value $ 2,088,483,594 

Leverage $        851,235,490 

LTV% 28.6%

# Markets 13

# Investments 18.7 

# Units 7,328

Occupancy (1) 91%
(1) Stabilized Properties

Los Angeles, CA



Student Housing Portfolio
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Investment Strategy 2021-22 
• Selectively acquire purpose built student 

housing investments, walkable to campus, at 
top tier universities with steady enrollment 
growth.

• Target markets with constraints on new 
supply and a shortage of on-campus housing.

• Dispose of non-strategic, underperforming 
assets and investments with 
executed/completed investment strategy.

21%

5%

13%

15%

32%

3%
7%

3% 1%Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

University Exposure

University # Investments Net Value % Student Housing 
Portfolio

University of Arizona 1 $      98,373,551 20.4%
University of Central Florida 2 $      98,315,825 20.4%
Colorado State University 1 $      50,644,340 10.5%
University of Nevada-Reno 1 $      47,658,034 9.9%
University of Washington 2 $      45,932,170 9.5%
Auburn University 2 $      32,601,536 6.8%
Michigan State University 1 $      25,936,902 5.4%
University of Oregon 1 $ 20,214,191 4.2%
Other Universities 7 $      61,681,328 12.8%

Key Metrics
Gross Value $   847,389,500

Net Value $   481,357,877 

Leverage $       358,142,788 

LTV% 42.3%

# Markets 15

# Investments 18 

# Units / # Beds 3,383 / 9,228

Occupancy (1) 89%
(1) Stabilized Properties Fort Collins, CO



Industrial Portfolio
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Investment Strategy 2021-22 
• Acquire and develop assets close to 

transportation infrastructure with efficient 
access to larger population areas.

• Target bulk warehouse, fulfillment/e-
commerce.

21%

5%

13%

15%

32%

3%
7%

3% 1%Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Major Metros

Metro Area # Investments Net Value % Industrial 
Portfolio

Ontario 10 $      312,683,844 24.8%
New York 11 $      189,656,433 15.1%
Los Angeles 1 $      148,616,591 11.8%
Chicago 3 $      145,833,562 11.6%
Miami 1 $      139,034,193 11.0%
Atlanta 7 $      109,957,612 8.7%
Ft. Lauderdale 6 $      69,087,214 5.5%
Dallas 4 $ 56,946,881 4.5%
Other Markets 8 $      87,677,836 7.0%

Key Metrics
Gross Value $  1,791,431,853 

Net Value $  1,259,494,166 

Leverage $        502,810,062 

LTV% 28.1%

# Markets 12 

# Investments 51 

Net Square Feet 17,406,932 

Occupancy (1) 97%
(1) Stabilized Properties

Chicago, IL



Retail Portfolio
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Investment Strategy 2021-22 
• Evaluate mixed-use development 

opportunities with existing investments.
• Prune assets that no longer conform to 

investment criteria.

21%

5%

13%

15%

32%

3%
7%

3% 1%Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Major Metros

Metro Area # Investments Net Value % Retail            
Portfolio

San Francisco 2.8 $      400,920,067 27.8%
San Diego 2 $      281,958,718 19.6%
Boston 13 $      242,448,286 16.8%
Seattle 1 $      132,130,913 9.2%
Greenville 1 $      108,547,314 7.5%
Memphis 1 $      90,876,047 6.3%
Austin 1 $      84,810,884 5.9%
West Palm Beach 1 $ 57,360,203 4.0%
Washington DC 1.3 $    42,063,520 2.9%

Key Metrics
Gross Value $   1,681,639,611 

Net Value $   1,441,115,952 

Leverage $       250,012,335 

LTV% 14.9%

# Markets 9 

# Investments 24.1 

Net Square Feet 3,564,551 

Occupancy (1) 92%
(1) Stabilized Properties

Greenville, SC



Commercial Office Portfolio
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Investment Strategy 2021-22 
• Prune assets with completed investment 

strategy or that no longer conform to 
investment criteria.

• Selective acquisition of assets that improve the 
overall quality of the portfolio.

• Maintain assets to promote healthy 
environment as tenants return to workspace.

21%

5%

13%

15%

32%

3%
7%

3% 1%Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Major Metros

Metro Area # Investments Net Value % Commercial 
Office Portfolio

Washington, DC 4 $      897,967,120 28.8%
Los Angeles 1 $      596,628,995 19.1%
Atlanta 2 $      427,728,186 13.7%
New York 2 $      421,728,967 13.5%
Denver 1 $      181,282,382 5.8%
Boston 1 $      170,324,556 5.5%
San Jose 1 $      125,659,447 4.0%
Nashville 1 $        91,564,286 2.9%
Other Markets 3.2 $      208,116,858 6.7%

Key Metrics
Gross Value $  3,931,433,632 

Net Value $  3,121,000,796 

Leverage $  804,437,832 

LTV% 20.5%

# Markets 12 

# Investments 16.2 

Net Square Feet 6,944,635 

Occupancy (1) 88%
(1) Stabilized Properties

Atlanta, GA



Medical Office Portfolio

36

Investment Strategy 2021-22 
• Continue assembly of a high-quality medical 

office portfolio as a long-term investment.
• Focus on assets leased to dominant 

healthcare systems and physician groups.

21%

5%

13%

15%

32%

3%

7%

3% 1%Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Major Metros

Metro Area # Investments Net Value % Medical Office 
Portfolio

Richmond 4 $      62,078,801 17.8%
Milwaukee 3 $      60,266,717 17.2%
Nashville 1 $      54,905,235 15.7%
Norfolk 3 $      32,016,184 9.2%
San Francisco 1 $      30.449,338 8.7%
Clarksville 1 $      21,744,559 6.2%
Providence 2 $      21,199,029 6.1%
Greensboro 1 $      11,991,258 3.4%
Other Markets 7 $      54,989,138 15.7%

Key Metrics
Gross Value $   604,779,715 

Net Value $   349,640,259 

Leverage $        255,225,999 

LTV% 42.2%

# Markets 15 

# Investments 23 

Net Square Feet 1,314,672      

Occupancy (1) 99%
(1) Stabilized Properties Norfolk, VA



Agriculture Portfolio
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Investment Strategy 2021-22 
• Redevelop older permanent plantings on 

select properties.
• Focus on California water issues and 

sustainability measures.

21%

5%

13%

15%

32%

3%

7% 3% 1%

Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Crop Exposure

Crop Type # Investments Net Value % Agriculture
Portfolio

Pistachios 5 $     186,735,162 27.9%
Almonds 6 $   144,631,139 21.6%
Citrus 5 $          85,886,423 12.8%
Walnuts 3 $ 52,246,377 7.8%
Apples 2 $          37,454,953 5.6%
Avocados 1 $   22,214,646 3.3%
Wine Grapes 1 $    16,948,554 2.5%
Table Grapes 1 $    12,005,869 1.8%
Pecans 1 $            6,297,162 0.9%
Row Crops 6 $   105,402,826 15.7%

Key Metrics
Gross Value $     626,431,681
Net Value $     669,823,111 
Leverage $                            0 
LTV% 0.0%
# Markets 17
# Investments 26 
Planted Acres 35,975 
Permanent Crops 84%           

Almond Trees, CA

*Some Investments have multiple crop types



Self Storage Portfolio
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Investment Strategy 2021-22 
• Acquire properties complementary to 

existing portfolio.
• Target off-market, undermanaged but well 

maintained assets to capitalize on 
operational efficiencies.

21%

5%

13%

15%

32%

3%
7%

3%

1%

Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Major Metros

Metro Area # Investments Net Value % Self Storage            
Portfolio

Philadelphia 10 $     64,322,786 19.3%
Sacramento 5 $    27,734,855 8.3%
Carson City 4 $      24,863,231 7.4%
Camden 3 $  20,349,105 6.1%
Ontario 3 $    19,187,408 5.7%
Decatur 4 $    13,942,361 4.2%
Ft. Myers 3 $   13,518,162 4.0%
Salinas 4 $ 11,041,826 3.3%
Other Markets 38 $    138,946,790 39.3%

Key Metrics
Gross Value $     600,375,000

Net Value $     333,906,524 

Leverage $       264,709,283 

LTV% 44.1%

# States |# Markets 12 | 34

# Investments 74 

# Units 40,268

Occupancy (1) 92%
(1) Stabilized Properties

Jacksonville, FL



Senior Housing Portfolio
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Investment Strategy 2021-22 
• Complete disposition of remaining assets 

in portfolio.

21%

5%

13%

15%

32%

3%
7%

3%

1%Multifamily

Student Housing

Industrial

Retail

Commercial Office

Medical Office

Agriculture

Self Storage

Senior Housing

Major Metros

Metro Area # Investments Net Value % Senior Housing 
Portfolio

Providence 3 $     23,113,536 46.1%
Boston 3 $    20,772,034 41.4%
Barnstable 1 $      6,230,605 12.4%

Key Metrics
Gross Value $     48,872,600

Net Value $     50,116,175 

Leverage $                            0 

LTV% 0.0%

# Markets 3 

# Investments 7 

# Beds 346

Occupancy (1) 71%            
(1) Stabilized Properties

Pittsfield, MA
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Investment Management

Active Portfolio Management
• Investment Strategy

• Acquisitions / Dispositions

• Asset Management

• Financing Activity

Third Party Service Providers
Investment Manager
Property Management Companies
Leasing Companies
Investment Brokers

SBA Accounting
Valuation Program

SBA General Counsel
Legal Matters

PRINCIPAL INVESTMENTS

Entity Board of Directors
Audit & Tax Program
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Michael Fogliano
Senior Portfolio Manager

Real Estate Externally Managed Portfolio



Real Estate Externally Managed Portfolio
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REITs
31%

Open-End 
Funds
47%

Closed-End 
Funds
22%

Pooled Funds
69%

Portfolio Composition

PORTFOLIO
OBJECTIVES:

Provides 
Excess Returns

Enhance 
Diversification

Access to core 
& non-core 
investments
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• Portfolio Value: $5.9 billion
• 54 investments
• 23 investment managers

Portfolio Make-up:

Open-End Funds

• $2.8 billion
• 11 investments

• 8 investment managers

Closed-End Funds

• $1.3 billion
• 37 investments

• 16 investment managers

REITs

• $1.8 billion
• 6 investments

• 4 investment managers

Manufactured HousingMedical Office Multifamily Industrial Nordic Residential



Pooled Funds
Open-End Pooled Funds

Pros Cons
• Relatively fast exposure
• Superior diversification and lower risk
• Liquidity, subject to investor governance and 

market conditions
• Attractive cash returns
• Improved transparency

• Little control over execution of strategy

44

Closed-End Pooled Funds
Pros Cons

• Greatest number of investment strategies
• Diversification by strategy and manager
• Alignment of interests
• Typically target higher returns
• U.S. and International opportunities

• Least control
• Least liquidity
• Higher fees
• Little control of execution of strategy
• Typically experiences J-curve effect early in fund life



Closed-End Funds

1,099 closed-end funds are actively raising capital today

45Source: Townsend

Developed Americas,
551

Developed Europe,214

Unidentified,
168

Global,
96

Developed Asia,
48

Emerging Asia,
10

Emerging Americas, 7

Emerging Europe,
3

Frontier,
2

Closed-End Funds Raising Capital



REITs
A REIT, or Real Estate Investment Trust, is a company that invests in real estate or 
mortgages. A REIT stock is traded on the exchanges, which allows anyone to gain 
access to large commercial real estate equity or debt strategies.

REITs
Pros Cons

• High liquidity
• High diversification
• Global exposure
• Low fees
• Not perfectly correlated with private real estate

• More volatile
• Subject to local currency fluctuations

46
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Logistics & Demographic & Office, Retail
Region Risk Profile Logistics Residential Alternative Sectors Mixed-Use All Sectors
US Core & Core-Plus $250,000,000
US Core-Plus, Value-Add & Opport. $375,000,000
APAC Value-Add $100,000,000
APAC Value-Add $100,000,000
W. Eur Opportunistic $75,000,000
W. Eur Value-Add/Opport. $100,000,000
Nordics Value-Add $50,000,000
Global Opportunistic $100,000,000
US & Eur Opportunistic $100,000,000
Total $350,000,000 $150,000,000 $375,000,000 $175,000,000 $200,000,000

Pre-Pandemic Acquisition Activity

70.00% 30.00%
Investments as a Percentage of 2017 - Early 2020 Commitments

Driven by:  Demographics, Secular Change, Technology Mostly GDP Driven Sectors2017 - Early 2020 Investments


Sheet1

						Pre-Pandemic Acquisition Activity																																				pre-pandemic acquisition activity/strategy

																						Investments as a Percentage of 2017 - Early 2020 Commitments

																						70.00%												30.00%



						2017 - Early 2020 Investments																Driven by:  Demographics, Secular Change, Technology												Mostly GDP Driven Sectors

																										Logistics &				Demographic &				Office, Retail

						Region				Property Focus				Risk Profile								Logistics				Residential				Alternative Sectors				Mixed-Use				All Sectors

						US				Logistics				Core & Core-Plus 				$250,000,000				$250,000,000

						US				Demographic, Alt. & Tech Driven Sectors				Core-Plus, Value-Add & Opport.				$375,000,000												$375,000,000

						APAC				Logistics				Value-Add				$100,000,000				$100,000,000

						APAC				Office, Retail, Mixed-Use				Value-Add				$100,000,000																$100,000,000

						W. Eur				Office, Mixed-Use				Opportunistic				$75,000,000																$75,000,000

						W. Eur				All Sectors				Value-Add/Opport.				$100,000,000																				$100,000,000

						Nordics				Mostly Residential				Value-Add				$50,000,000								$50,000,000

						Global				All Sectors				Opportunistic				$100,000,000																				$100,000,000

						US & Eur				Logistics & Residential				Opportunistic				$100,000,000								$100,000,000



						Total												$1,250,000,000				$350,000,000				$150,000,000				$375,000,000				$175,000,000				$200,000,000



						Acquisition Adjustment During COVID

																						Investments as a Percentage of Mid-2020 & 2021 Investments

																						88.44%												11.56%								acquisition adjustment or refinement during covid



						Mid-2020 & 2021 Investments																Driven by:  Demographics, Secular Change, Technology												Mostly GDP Driven Sectors

																						Data Centers								Demographic &				Office, Retail

						Region				Property Focus				Risk Profile								& Logistics				Residential				Alternative Sectors				Mixed-Use				All Sectors

						US				Data Centers				Value-Add				$100,000,000				$100,000,000

						US				Demographic, Alt. & Tech Driven Sectors				Core-Plus, Value-Add & Opport.				$100,000,000												$100,000,000

						APAC				Logistics - Co-Investment				Opportunistic				$100,000,000				$100,000,000

						Euro				Logistics				Value-Add				$100,000,000				$100,000,000

						Euro				Logistics - Co-Investment				Preferred Equity Facility				$40,000,000				$40,000,000

						Nordics				Mostly Residential				Value-Add				$75,000,000								$50,000,000												25,000,000

						Global				Demographic, Alt. & Tech Driven Sectors				Core-Plus				$200,000,000												$200,000,000

						Global				All Sectors				Distressed - Opportunistic				$150,000,000								$75,000,000												$75,000,000



						Total												$865,000,000				$340,000,000				$125,000,000				$300,000,000				$0				$100,000,000
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Data Centers Demographic & Office, Retail
Region Risk Profile & Logistics Residential Alternative Sectors Mixed-Use All Sectors
US Value-Add $100,000,000
US Core-Plus, Value-Add & Opport. $100,000,000
APAC Opportunistic $100,000,000
Euro Value-Add $100,000,000
Euro Preferred Equity Facility $40,000,000
Nordics Value-Add $50,000,000 25,000,000       
Global Core-Plus $200,000,000
Global Distressed - Opportunistic $75,000,000 $75,000,000
Total $340,000,000 $125,000,000 $300,000,000 $0 $100,000,000

Mid-2020 & 2021 Investments Driven by:  Demographics, Secular Change, Technology Mostly GDP Driven Sectors

Investments as a Percentage of Mid-2020 & 2021 Investments
88.44% 11.56%

Acquisition Adjustment During COVID


Sheet1

						Pre-Pandemic Acquisition Activity																																				pre-pandemic acquisition activity/strategy

																						Investments as a Percentage of 2017 - Early 2020 Commitments

																						70.00%												30.00%



						2017 - Early 2020 Investments																Driven by:  Demographics, Secular Change, Technology												Mostly GDP Driven Sectors

																										Logistics &				Demographic &				Office, Retail

						Region				Property Focus				Risk Profile								Logistics				Residential				Alternative Sectors				Mixed-Use				All Sectors

						US				Logistics				Core & Core-Plus 				$250,000,000				$250,000,000

						US				Demographic, Alt. & Tech Driven Sectors				Core-Plus, Value-Add & Opport.				$375,000,000												$375,000,000

						APAC				Logistics				Value-Add				$100,000,000				$100,000,000

						APAC				Office, Retail, Mixed-Use				Value-Add				$100,000,000																$100,000,000

						W. Eur				Office, Mixed-Use				Opportunistic				$75,000,000																$75,000,000

						W. Eur				All Sectors				Value-Add/Opport.				$100,000,000																				$100,000,000

						Nordics				Mostly Residential				Value-Add				$50,000,000								$50,000,000

						Global				All Sectors				Opportunistic				$100,000,000																				$100,000,000

						US & Eur				Logistics & Residential				Opportunistic				$100,000,000								$100,000,000



						Total												$1,250,000,000				$350,000,000				$150,000,000				$375,000,000				$175,000,000				$200,000,000



						Acquisition Adjustment During COVID

																						Investments as a Percentage of Mid-2020 & 2021 Investments

																						88.44%												11.56%								acquisition adjustment or refinement during covid



						Mid-2020 & 2021 Investments																Driven by:  Demographics, Secular Change, Technology												Mostly GDP Driven Sectors

																						Data Centers								Demographic &				Office, Retail

						Region				Property Focus				Risk Profile								& Logistics				Residential				Alternative Sectors				Mixed-Use				All Sectors

						US				Data Centers				Value-Add				$100,000,000				$100,000,000

						US				Demographic, Alt. & Tech Driven Sectors				Core-Plus, Value-Add & Opport.				$100,000,000												$100,000,000

						APAC				Logistics - Co-Investment				Opportunistic				$100,000,000				$100,000,000

						Euro				Logistics				Value-Add				$100,000,000				$100,000,000

						Euro				Logistics - Co-Investment				Preferred Equity Facility				$40,000,000				$40,000,000

						Nordics				Mostly Residential				Value-Add				$75,000,000								$50,000,000												25,000,000

						Global				Demographic, Alt. & Tech Driven Sectors				Core-Plus				$200,000,000												$200,000,000

						Global				All Sectors				Distressed - Opportunistic				$150,000,000								$75,000,000												$75,000,000



						Total												$865,000,000				$340,000,000				$125,000,000				$300,000,000				$0				$100,000,000
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•The market volatility in the stock market caused by the COVID-19 virus caused REITs to selloff deeper and 
quicker than the broader stock market

•Following implementation of government shutdowns to contain the spread of COVID-19, the global REIT market 
experienced a drawdown of more than 40%

Observe
March – April 2020

•The market volatility that we experienced created a rare opportunity to acquire high quality real estate 
companies at an attractive basisOpportunity

•Assemble a portfolio of REIT securities that are priced at an attractive discount to NAV and are well positioned 
to weather market volatility over the next 12-18 months. Targeted securities were to be high quality companies 
with strong balance sheets that contain low levels of debt and ample available cashDefined Strategy

•Executed Strategy with two existing Global REIT managers, investing $400 million in the strategy
•To date, returns have exceeded their mid-teens targeted rate of return

Strategy 
Implementation

May 2020

New REIT Strategy as of May 2020



REITs – Established vs. New Strategy
June 1, 2020 – March 11, 2021

24.59%

25.94%

24.71%

24.86%

FTSE EPRA-NAREIT Developed Index

SBA Recovery REIT Strategy
(New REIT Program)

SBA Global REITs

SBA REIT Portfolio
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Source: Mellon
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Recent Pooled Funds Investments

Distressed Data Centers Industrial Demographic & 
Alternative Sectors

INVESTMENT 
STRUCTURES: Funds Co-Investments Club Deals



Externally Managed Portfolio
by Investment Type
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NAV $5.9 B

REITs
31%

Closed-
End Funds

22%

Open-End 
Funds
47%

NAV ($5.9 B + Callable Capital ($1.2 B))

Closed-End 
Funds
34%

REITs
26%

Open-End 
Funds
40%

As of 9/30/20Source: Townsend



Externally Managed Portfolio Returns
Data through September 30, 2020
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-1.8%

5.3%

7.2%

11.6%

-4.1%

3.4%
5.3%

10.7%

-0.8%

4.1%
5.7%

10.2%

0.5%

4.2%
5.7%

9.8%

-6%
-4%
-2%
0%
2%
4%
6%
8%

10%
12%
14%

One Year Three Year Five Year Ten Year

Externally Managed
Portfolio Total Net Return

Externally Managed Portfolio
Custom Weighted Index

SBAF Primary
Benchmark

ODCE Total
Net Return

Source: Townsend



Externally Managed Pooled Fund Returns (excludes REITs)
Data through September 30, 2020
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Core vs. Non-Core Performance

Source: Townsend

Non-Core Returns

2.8%

6.0%
7.1%

10.2%

0.5%

4.2%
5.7%

9.3%

0%
2%
4%
6%
8%

10%
12%
14%
16%

One Year Three Year Five Year Ten Year

Core Externally Managed Net NFI-ODCE Net

Core Returns

0.7%

6.6%

9.4%

14.0%

2.0%

5.8%
7.3%

10.9%

0%
2%
4%
6%
8%

10%
12%
14%
16%

One Year Three Year Five Year Ten Year

Non-Core Externally Managed Net NFI-ODCE Value Weight +150 BPS Net



International Exposure (excludes REITs)
Data through September 30, 2020

* “Other” includes property types such as self storage.
** "Other“ consists of assets in various unspecified locations.

$0.3 M
(0.04%)

$131.5 M
(16.3%)

$492.0 M
(61.0%)

$4.1 M
(0.5%)

$152.5 M
(18.9%)

$17.6 M
(2.2%)

$0.6 M
(0.1%)

$0.4 M
(0.05%)

$7.9 M
(1.0%)

Geography

Developed Americas Developed Asia Developed Europe
Emerging Americas Emerging Asia Emerging Europe
Emerging Middle East Frontier Other **

Source: Townsend
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$115.4 M
(14.3%)

$20.0 M
(2.5%)

$113.2 M
(14.0%)

$12.4 M
(1.5%)

$359.5 M
(44.6%)

$102.6 M
(12.7%)

$8.2 M
(1.0%)

$75.7 M
(9.4%)

Property Type

Apartment Industrial Land

Office Retail Student Housing

Other *



Externally Managed REIT Returns
Data through September 30, 2020
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-12.2%

2.1%
4.4%

6.8%

-18.3%

-1.5%

2.0%
5.4%

-20%

-15%

-10%

-5%

0%

5%

10%
One Year Three Year Five Year Ten Year

SBA REIT Portfolio Net SBA REIT Benchmark
Source: Townsend



REIT Portfolio
Data through September 30, 2020
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55.4%

24.8%

18.6%

0.0% 1.2%

Geographic Exposure

North America Asia Pacific
Europe Cash

19.3%

22.7%

11.6%
14.2%

5.5%

21.4%

3.7% 0.4% 1.9%

Property Type Exposure

Real Estate Holding & Devel. Industrial & Office REITs
Retail REITs Residential REITs
Diversified REITs Specialty REITs
Hotel & Lodging REITs Other *

Source: Mercer
*Other includes off benchmark holdings.



Externally Managed Portfolio
INVESTMENT MANAGEMENT:

RESEARCH: Portfolio management decisions begin by researching 
global property sectors and markets

REVIEW: Review property type, geographic exposure and risk profile 
to make appropriate portfolio adjustments and rebalancing decisions

EVALUATE: Evaluate investments on a select basis in order to 
understand risks and take appropriate actions, if necessary

ASSESS: Assess other options to enhance the portfolio including club 
deals, co-investments, secondaries, and other related strategies
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Externally Managed Portfolio
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Pooled Fund Life Cycle
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ACQUISITIONS - Source Opportunities
External SBAF Staff

• Real Estate Consultant
• Placement agents (Industry brokers)

• Industry contacts
• Existing partner relationships
• Industry conferences and roundtables



Pooled Fund Life Cycle
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ACQUISITIONS - Screen Opportunities

• Starts with a conversation via referral source
• Review offering materials
• Discussions with real estate consultant
• Conference call with manager
• Face-to-face meeting
• If still interested, initiate underwriting



Pooled Fund Life Cycle
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ACQUISITIONS –Thorough Underwriting Approach

• Engage real estate consultant
• Engage third party provider to conduct operational due diligence on the manager
• Send the newly created SBAF Supplemental Due Diligence Questionnaire to 

potential fund manager 
• Assess fund strategy to current market conditions
• Review organizational stability and platform
• Review prior fund performance & fund terms
• Assess deal pipeline & seed assets (attempt to visit several seed assets)



Pooled Fund Life Cycle
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ACQUISITIONS –Thorough Underwriting Approach (continued)

• Review real estate consultant reports
• Review background checks on key employees
• Perform reference checks
• Create on-site interview questions for face-to-face meeting with manager;

(Questions accumulated from all due diligence to that point)
• Assess and measure risks for acceptability and attempt to mitigate



Pooled Fund Life Cycle
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ACQUISITIONS – Negotiate

• Management and Incentive fees
• Co-investment rights
• Accounting & reporting needs (Accounting DDQ)
• Transfer rights
• Fund restrictions
• Advisory Board seat
• Legal and business terms with internal and external counsel to vet legal and 

business issues
• Manager confirmation of compliance with SBAF’s policies & Florida statutes



Pooled Fund Life Cycle
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INVESTMENT MONITORING

• Review quarterly financials and manager reports
• Compare acquisitions to fund strategy & restrictions/guidelines
• Compare fund performance to fund objectives
• Evaluate fund amendments, extension requests, etc.
• Attend annual investor/advisory board meetings
• Review quarterly reports from Townsend
• Produce internal quarterly reports for enhanced asset & portfolio management



Pooled Fund Life Cycle
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INVESTMENT MONITORING (continued)

• Quarterly calls with managers
• Frequent calls with Townsend on manager issues, market views and potential new 

managers
• Quarterly calls with existing managers and potential managers on their market 

views
• Calls with market research specialists for unbiased market views



The State Board of Administration of Florida 
(“SBAF”)

Real Estate Portfolio Report

March 2021
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Real Estate Performance



Impact of Pandemic on Real Estate Investment Strategy

4
Sources: 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.

▪ Technology was already reshaping our living, working shopping and socializing habits

▪ Now, our reliance on technology increased significantly, accelerating many pre-COVID trends

Accelerating pre-
COVID-19 trends

▪ The pandemic has led society to rethink living and working arrangements, shaping new

preferences that may restructure demand for real estate

▪ Technology tools (like adequate bandwidth, conferencing software, wide availability of laptops

across the workforce) that enable work-from-home may reshape the future work environment

and, consequently, living preferences

Disruption effects of 
COVID-19

▪ Global to local shift, globalization came under scrutiny when supply chains faltered during the

pandemic and a number of countries/companies are calling for supply chain reshoring

▪ Travel restrictions and near-term impact of COVID-19 has had a disproportionate effect on select

parts of the economy; real estate assets servicing those sectors are operationally challenged

which is creating distress

▪ Since many of these assets fulfill important societal needs, over time many of them are likely to

witness value appreciation leading to good tactical investment opportunities

Dislocation effects of 
COVID-19



Covid-19 Disruption Effects will Create RE Risks and Opportunities

5
Sources: 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.

Disruption Real Estate Impact

Work-from-home

• Wide availability of technology that enables 
work-from-home

• Employer acceptance of the model 
• Lockdown experience demonstrated 

feasibility 

• Overall, demand for office space likely to come under pressure 
• However, given the current conditions, the market is overestimating the impact 

of this on demand for office
• For those who will be able to work from home, the preference is likely to shift to 

living in suburban locations

De-densification

• Society reevaluating a decade and half 
trend of moving to city centers

• Growing preference to socially distance at 
work, after a prolonged trend of reduction 
of space per person

• Muted demand for CBD office space in many large cities
• While fewer people are expected to be working in CBD locations, those that do 

will occupy more space per person (WFH may effectively create more space per 
person in the office)

• Demand for office space in desirable live-and-work neighborhoods to rise
• Migratory trends to lower cost-of-living and warmer cities in the South and South 

East to gain momentum

Strained financial 
condition of the 
millennials 

• Millennials facing their second major crisis • Preference for renting likely to continue
• Single family rentals likely to be a preferred property type given that many 

millennials have, or about to have, school going children

Rethinking senior 
living preferences

• Senior living could go from being a 
voluntary lifestyle change to more 
necessity driven

• Demand for senior housing likely to remain muted 
• Single family living communities (e.g., around golf courses) tailored to seniors 

may gain increased adoption 



Real Estate Portfolio Highlights and Significant Events

PORTFOLIO HIGHLIGHTS

▪ Real estate performance continues to remain strong and outperform the plans benchmark. Portfolio exceeds the benchmark on a net basis

over the five-year period by 80 basis points (130 and 150 basis points of outperformance over the ten and fifteen-year periods, respectively).

▪ As of September 30, 2020, on an invested basis, the Real Estate Portfolio represented 9.4% of total plan assets ($15.7 billion). This is a 10

bps decrease in allocation compared to last year (although the value of the real estate portfolio is higher) due to an increase in total plan

assets driven by the equity market.

▪ SBAF received $898 million of cash flow distributions (gains, refinancing, income, etc…) as well $270 million of capital returned from asset

sales (return “of” capital invested) as of the one-year ending September 30, 2020.

SIGNIFICANT EVENTS

▪ During 2020, SBAF made approximately $530 million of Externally Managed fund commitments to non-core; as well as approximately $200

million in core fund commitments. Non-core strategies included the following: Nordic strategy, Global opportunistic, US value-add, dedicated

data centers strategy, and European logistics.

▪ During 2020, SBAF made 11 Principal Investment new acquisitions/partner buyouts requiring approximately $158 million of equity. This

includes one office, two multifamily, four medical office, two self-storage, and two farmland investments. The Principal Investments

portfolio sold 24 investments during the calendar year totaling $219 million across the following sectors: multifamily, industrial, medical

office, senior housing, farmland, and retail. Lastly, the Principal Investments portfolio added $488 million of loans and paid off $141 million.

6

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.



Real Estate Gross Annual Return

RISK SECTOR AND CONTROL – LONG-TERM 20 YEARS

▪ High-quality real estate income generation has been resilient, even during the toughest of economic times. During the current period,

investors have benefitted from focusing on high-quality assets/income.

▪ Over the period 2000 – 3Q20, approximately 64% of the total return generation of real estate had been through income (driven by Core

investments); Non-Core returns tend to be driven more so by appreciation.

▪ Investment expectations are diverging substantially by property sector; for example, PREA consensus unlevered total gross property return

expectations for industrial (10.1%) are nearly 12% higher than retail (-1.6%).

7

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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TIMELINE

2
0

0
4

• Townsend began working with SBAF’s Real Estate Portfolio
• SBAF had a target Real Estate allocation of 7.0% ($7.5 billion) and an actual funded allocation of 5.6% ($6.0 billion)
• Portfolio consisted of US only investments - Core separate accounts and funds, Public Securities and Farmland investments
• Created Real Estate Portfolio investment policy and strategic plan that included up to 30% of the portfolio to invest in non-core 

investments
• Allocation targets and investment constraints/risk metrics to be achieved over time

LA
ST

1
5

+ 
YE

A
R

S

• Increased allocation and portfolio size (10.0% target or $16.3 billion; 9.4% fund allocation or $15.7 billion) 
• Stabilized and mature portfolio with private portfolio allocated 85/15 core (including agriculture) and non-core investments 
• Public Securities increased over the past year to approximately 12% (up 2%) of the real estate portfolio ($1.8 billion) and has been 

transitioned to a global allocation versus US 
• Exposure to a combination of US separate accounts, core/non-core diversified allocator funds, and core/non-core direct operator funds
• Commitments to 64 unique real estate and agriculture accounts/funds across 30 managers
• Driven fee savings through Townsend client aggregation; annual fee savings of approximately $700,000
• Generating a 15-year net return of 7.7%; outperforming the SBAF Index by 150 bps. 
• Since inception net IRR of 8.6% and 1.6x net equity multiple over market cycles

FO
R

W
A

R
D

LO
O

K
IN

G • SBAF Staff and Townsend evaluate actively managed separate accounts, open-end and closed-end portfolio through rebalancing, and 
evaluation of new opportunities

• SBAF Staff and Townsend continue active oversight of investments and asset management
• Enhance portfolio through unique investment opportunities (e.g., new funds, co-investments, embedded value, etc…)
• Continue to grow ex-US exposure while maintaining an overweight to the US

8

Last 15+ Years: SBAF and Townsend Relationship

Source: Townsend, NFI-ODCE. 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. Investing involves risk, including
loss of principal. See back pages for further disclosure and definitions.
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Real Estate Fund Risk Profile

3Q 2020 Townsend Comment

Market Value (% of Total) $15.7 billion (9.4%) Prudently moving towards 10% target allocation through consistent vintage year commitments

Control or Liquidity 80% (IMA or Open End) Decreased over time due to introduction of closed end non-core investments; however, significant control resides with SBAF

Leverage 31% (private portfolio) Increased over time due to non-core commitments and focus on increasing separate account leverage more recently

Unfunded Commitments $1.0 billion (0.6%) Unfunded commitments has increased based on recent non-core commitments taking longer to draw down capital

Property Type Exposure 
15% in alternatives (student, 

senior, self-storage)
Increased over time (5% allocation 15+ years ago) as alternative property types become more institutional and income generators

International Exposure 10% Increased over time (1% allocation 15+ years ago) with exposure focused on developed markets in Europe and Asia
1Percentage of Total Plan Assets

15+ Year Impact on Portfolio

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Total Real Estate Composition

RISK SECTOR AND CONTROL

▪ The SBAF real estate portfolio is invested in Core, Non-Core, and REIT investments. The Portfolio is further allocated between Principal

Investments and Externally Managed investments.

‒ Principal Investments - SBAF staff retains key authorities related to approving acquisitions, dispositions, financing activities and annual business

plans.

‒ Externally Managed - Investments include those where SBAF has given discretion over these decisions to the investment manager (to include pooled

funds and REIT separate accounts).
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All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Total Real Estate Portfolio Performance

ROLLING FIVE-YEAR RETURN

▪ The Real Estate Portfolio’s five-year total return of 6.5% outperformed the benchmark by 80 basis points.

▪ The Portfolio has consistently outperformed over the five-year measurement period since 2002.

▪ Additionally, the Real Estate Portfolio exceeded the benchmark by 130 and 150 basis points over the 10 and 15-year periods, respectively.

11

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Total Real Estate Portfolio Performance

CONTRIBUTION TO RETURNS

▪ Portfolio diversification and construction continues to drive outperformance.

▪ The total portfolio generated net returns over the five and ten-year periods of 6.5% and 10.4%, respectively. Returns over the last 12

months have moderated down due to recent valuation adjustments driven by the COIVD-19 Pandemic.

▪ Core continues to be the driver of performance given size of portfolio and consistent strong returns.

12

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.

*Note: performance of each sector adds up to the portfolio’s total performance.



Relative Performance

PEER COMPARISON

▪ SBAF’s five-year net performance versus its peers (67 institutional real estate investors) ranks in the 56th percentile (over the ten-year 78th

percentile and over the fifteen-year 95th percentile).

▪ It is important to note, peer portfolios will vary by investment strategy, investment type, risk appetite and portfolio inception dates.

▪ SBAF’s near median ranking is due to peers investing in higher risk/return strategies during a period of significant economic improvement

(four of the last five years). While peer performance may outperform currently; it will also come with more volatility. Going forward, both

historically and the future expectation is for SBAF to have a more stable and outperforming portfolio over market cycles.

13

*Peer portfolios will vary by investment strategy, investment type, risk appetite and portfolio inception dates.

All performance is comprised of manager provided data collected by The Townsend Group as of 6/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Total Real Estate Performance

GROWTH OVER TIME

▪ Returns are impacted by the starting point of the measurement period.

▪ The shorter term includes the negative performance experienced in 2020 due to the COVID-19 Pandemic but excludes the Global Financial

Crisis.

▪ Over the long-term (multiple market cycles), the portfolio continues to generate strong returns.
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All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Drivers of Performance

PRINCIPAL INVESTMENTS

▪ Principal Investments exposure is diversified across Core (97%) and Non-Core investments (3%).

▪ While performance over shorter time periods can be volatile, the Principal Investments portfolio has consistently outperformed the NFI-ODCE

net benchmark over the time periods measured, including the 10- and 15-year periods.
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Source: Townsend, NFI-ODCE.

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Principal Investments

LEVERAGE PROFILE

▪ The chart below shows the historical quarterly leverage of the Principal Investments portfolio over the last 19+ years.

▪ The portfolio’s leverage as of 3Q20 is 25.1% and has remained consistent over the past two years. The comparable NFI-ODCE benchmark’s

leverage was 22.7%.

▪ SBAF’s leverage has steadily increased since the end of 2012, leveling off over the past two years. The NFI-ODCE benchmark leverage has

decreased over time and remained mostly flat (+/- 1%) over the short term.
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Source: Townsend, NFI-ODCE.

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Drivers of Performance

EXTERNALLY MANAGED

▪ The Externally Managed Core (39%), Non-Core (30%), and REIT Portfolio (31%) outperformed the benchmark on a net of fee basis over the

three-, five-, and ten-year periods; however, underperformed over the one-year period. Short-term underperformance was a result of the

REIT portfolio while Core investments lead the portfolio with strong income over the year.

▪ Both the Core and Non-Core portfolio outperform the NFI-ODCE index individually.
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Source: Townsend, NFI-ODCE.

All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.
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Drivers of Performance

EXTERNALLY MANAGED – GLOBAL PUBLIC REITS

▪ 2020 returns have been significantly impacted by COVID-19, leading to massive volatility in value on the public markets. Despite volatility

experienced in 2019 and 2020, the Public REIT Investments have outperformed the REIT Benchmark* over all time periods shown below.

▪ Fourth quarter 2020 Global REIT returns rebounded considerably, up 12.8%. Calendar year-to-date 2021, the Global REIT index remained

positive; generating a 3.3% total return (as of 3/8/21).
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All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.

*EPRA/NAREIT Global Index. Historical benchmark has adjusted with the availability of additional indices and changing portfolio strategy.



Real Estate Portfolio Compliance

POLICY COMPLIANCE

▪ The real estate portfolio’s investment allocation was in compliance as of September 30, 2020.

▪ The portfolio is well diversified by property type and geography while maintaining compliance compared to the NFI-ODCE index.
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Source: Townsend, NFI-ODCE. All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.

Property1 Range (ODCE +/- 15%) Actual Weight

Apartment 11.8% - 41.5% 24.7%

Industrial 5.4% - 35.4% 17.5%

Retail 0.0% - 29.8% 13.2%

Office 18.5% - 48.5% 33.0%

Other 0.0% - 19.4% 11.6%

Geography1 Range (ODCE +/- 15%) Actual Weight

East 16.0% - 46.0% 26.8%

Midwest 0.0% - 23.2% 5.2%

South 4.1% - 34.1% 21.4%

West 26.7% - 56.7% 40.9%

International 0.0% 5.7%

Exposure Maximum Exposure Actual Weight

Single Asset3 7% 6.1%

Directed-Owned Manager2 35% 27.8%

Pooled Funds2 10% 4.0%

REIT Manager2 10% 4.0%

Leverage1 40% 30.7%
1 Based on Private Real  Estate Portfol io NAV
2 Based on Tota l  Real  Estate Portfol io NAV
3
 Based on Principa l  Investments  Real  Estate Portfol io NAV

Portfolio Diversification / Compliance

Portfolio Compliance Target Range Exposure Compliance

Private Investments 90% 85-95% 88% Yes

   Core Investments 85% 70-100% 85% Yes

   Non-Core Investments 15% 0-30% 15% Yes

          Value-Added Investments 6%

          Opportunistic Investments 9%

Public Investments 10% 5-15% 12% Yes



Real Estate Portfolio Compliance

POLICY COMPLIANCE

▪ The portfolio has a strategy of targeting real estate on a global basis. The real estate portfolio’s objective is to diversify SBAF‘s plan versus

equities and fixed income, act as a hedge against inflation, and provide meaningful risk-adjusted returns comprised of income and

appreciation.

20

Source: Townsend, NFI-ODCE. All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/20.
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. Investing involves risk, including loss of principal. See back
pages for further disclosure and definitions.

Category Compliance

RE Allocation target ✓

Return Targets/Benchmark

Real Estate

Investment Style Allocations

Private (Core, Value, High Return) ✓

Public (or other) ✓

Risk Policies

   Manager Diversification ✓

   Maximum LP share of fund ✓

   Fund Diversification ✓

   Property Diversification ✓

   Geographic Diversification ✓

   International Exposure ✓

   Leverage ✓

+/- 15% from ODCE

+/- 15% from ODCE

None

PI 30%; EM 40%

90% Private (70-100% Core / 0-30% Non-Core)

5-15%

10% pooled fund; 35% IMA

25%

7%

5‐yr net vs. 76.5% ODCE; 13.5% ODCE+150; 

10% EPRA/NAREIT 
✓

Plan Requirement

2-12%



Market Overview



Economic Outlook: Monetary and Fiscal Policy Aiding Global Recovery

22
Sources: Bloomberg (July ‘20).
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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Labor Markets Are Challenged but Indicating Early Signs of Recovery

▪ COVID-19 ripped through the labor markets, particularly damaging service sector jobs in retail, restaurant, and leisure. The long-term ripple effects within
the economy are challenging to evaluate given substantial government interventions

▪ Different labor laws and social safety nets have resulted in substantially different near-term outcomes in employment levels

▪ Labor market has shown signs of recoveries that are synchronized with re-opening and successful COVID-19 mitigation

‒ In the US, mobility data seems to indicate that communities being hit hard by COVID-19 have had individuals self enforce partial shut-downs

▪ Remote work has the potential to accelerate the restructuring of the labor market and create a more fluid labor market that further bifurcates outcomes
between more and less talented candidates

23
Sources: OECD.
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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Leading Indicators Support Selective Slow Recovery Towards a New Normal

24
Sources: Apple, OpenTable, TSA, Citi Research, STR
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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Price Discovery Re-Emerging as the Transaction Market Undertakes Recovery

▪ In early 2020, 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.

▪ In the back half of 2020 and early 2021, investors began implementing their newly evaluated investment strategies modified to take advantage of the post-
pandemic environment.

▪ Work and travel restrictions continue to limit on-site due diligence which has contributed to compressed transaction volumes. The lifting of these
restrictions has begun in the early months of 2021 and is anticipated to accelerate as progress is made on the vaccine front.

▪ Introducing new manager/operator relationships remains challenged by lack of personal interaction, further dampening activity.

25
Sources: 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.
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Core RE Returns Turned Negative, but Sector Level Differences Exist
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Sources: NCREIF, 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.
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Definitions and Disclosures



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. 

Townsend is a wholly owned, indirect subsidiary of Aon plc.
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Disclosures/Definitions

GENERAL DISCLOSURES

There can be no assurance that any account will achieve results comparable to those presented. Past performance is not indicative of future results. Investing involves risk, including
possible loss of principal.

Returns reflect the equal-weighted returns calculated during the periods indicated. Note: If including Core, this is value-weighted. In addition, the valuations reflect various
assumptions, including assumptions of actual unrealized value existing in such investments at the time of valuation. As a result of portfolio customization/blending and other factors,
actual investments made for your account may differ substantially from the investments of portfolios comprising any indices or composites presented.

Due to the customized nature of Townsend’s client portfolios, the performance stated may be considered “hypothetical” as it does not reflect the experience of individual client
portfolios, but rather aggregate client positions in the stated investment strategy.

NON-REGULATORY ASSETS UNDER MANAGEMENT

As of June 30, 2020, Townsend had assets under management of approximately $18.1 billion. When calculating assets under management, Townsend aggregates net asset values and
unfunded commitments on a quarterly basis. Townsend relies on third parties to provide asset valuations, which typically takes in excess of 90 days after the quarter end. Therefore,
assets under management have been calculated using June 30, 2020 figures where available but may also include March 31, 2020 figures. Assets under management are calculated
quarterly and includes discretionary assets under management and non-discretionary client assets where the client’s contractual arrangement provides the client with the ability to
opt out of or into particular transactions or provides other ancillary control rights over investment decision-making (a/k/a “quasi-discretionary”). Regulatory AUM is calculated
annually and can be made available upon request.

ADVISED ASSETS

As of June 30, 2020, Townsend provided advisory services to clients who had real estate/real asset allocations exceeding $133.9 billion. Advised assets includes real estate and real
asset allocation as reported by our clients for whom Townsend provides multiple advisory services—including strategic and underwriting advice for the entire portfolio. Advised assets
are based on totals reported by each client to Townsend or derived from publicly available information. Advised assets are calculated quarterly. Select clients report less frequently
than quarterly in which case we roll forward prior quarter totals.
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Investment Advisory Council Meeting  – March 30, 2021

Investment Programs & Governance (IP&G)
Michael McCauley
Senior Officer



Investment Programs & Governance (IP&G)

2

Corporate Governance
• Proxy Voting
• Issuer Engagement
• Divestment Research
• Regulatory Commentary
• Investor Collaboration

Florida PRIME
• Program Management
• External Inv. Manager Liaison
• Investor Reporting

Non-Pension Client Mandates
• Client Service 
• Trust Agreements
• Special Corporations



Corporate Governance and Firm Performance

Well governed companies can lead to market confidence and 
higher business integrity.
Well governed companies typically exhibit lower risk levels and 

achieve a lower cost of capital.
National governance codes provide foundation for economic 

development and investment growth.
Governance (“ESG”) factors are increasingly used as key inputs in 

investor stock selection (“E” is easier to measure than the “S,” but 
all data has a grounding in “G”).
Companies increasingly communicate their long-term planning 

and ESG practices with their largest investors.
Failure to integrate ESG factors can lead to increased exposure to 

various risks within portfolio companies.

3

Corporate Governance Defined—Framework of legal rules, 
regulations, and corporate policies that ensures the strategic 
guidance of the company by the board and its accountability to 
the company and its shareowners. Focus is on the equitable 
treatment of all shareowners, including minority and foreign 
investors. 

SBA Perspective—public companies should meet high standards 
of independent and ethical corporate governance practices. The 
SBA acts as a strong advocate on behalf of FRS members and 
beneficiaries, retirees and other clients to strengthen shareowner 
rights and promote leading corporate governance practices at U.S. 
and international companies in which the SBA holds stock. 
Mitigating governance related risks can lead to higher returns 
and/or lower risk for our portfolio companies, and it is an 
important aspect of fulfilling our fiduciary responsibility. 

SBA Activities—focus on enhancing share value and ensuring that 
public companies are accountable to their shareowners, with 
qualified boards of directors, transparent disclosures, accurate 
financial reporting, ethical business practices and policies that 
protect and enhance the value of trust fund investments. 



Proxy Voting and Corporate Engagement

4

Proxy Voting—Proxy voting is the primary means by which 
shareholders can influence a company’s operations, its 
corporate governance, and even its social and 
environmental responsibility activities. Voting corporate 
proxies is a fiduciary responsibility and an important way to 
manage the risks associated with public equity ownership. 
Over the course of any fiscal year, staff considers thousands 
of management proposals and hundreds of shareowner 
proposals covering a wide variety of issues. 

• Focus on drivers of portfolio performance and corporate value
• Attempt to align interests between investors and management
• Emphasis on corporate disclosures and reporting—investors benefit from 

consistent and accurate corporate disclosures, providing shareowners with 
comparable and reliable information that is used to identify drivers of risk and 
return and efficiently allocate capital.

• Voting ~11,000 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.

• External active managers’ input and collaboration

• Actively engage ~100 companies annually
• Corporate (issuer) dialogue: letters, phone, and in-person meetings
• External investment managers’ input and collaboration
• Global shareowner initiatives with member organizations

Corporate Engagement—Practice of shareowners entering 
into discussions with company management in order to 
change or influence the way in which that company is run. 
The topics discussed vary by company and the individual 
situation, but can include board practices (director 
qualifications, director classes, etc.), executive 
compensation and related equity incentives, company 
disclosures (environmental, lobbying, etc.), external audit, 
and corporate bylaw/charter rules and procedures (majority 
voting, proxy access, etc.)



SBA Corp. Gov. Principles & Proxy Voting Guidelines

• Comprehensive and empirically grounded, supporting 
consistent approach to voting

• SBA policies modeled on best practices, global codes, and state 
law

• Principles – high level, global best practice

• Guidelines – general rationale and specific factors used by staff 
to aid decision making

• Policies linked to portfolio value and risk mitigation

5



Global Partners

6

Investor Advocacy Voting Agent and 
Proxy Advisors

ESG Analysis and Data
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Proxy Research and Advice—SBA staff use a variety of news, research and 
ratings sources to understand the issues that are facing the markets as a 
whole, specific industries, and individual companies. This information helps 
SBA staff develop governance policies, make informed proxy voting decisions, 
collaborate with other asset owners and asset managers, elevate items of 
concern at owned companies and weigh in on regulatory proposals that may 
impact portfolio value. The SBA utilizes proxy research from several different 
sources in order to gain high-quality assessments of financially-materially 
risks and opportunities in ESG. 

Proxy Advisors

ISS Proxy Voting Research:
• All U.S. equities / L/C Developed Intl. / Material Non-U.S.
• Data Screening—DataDesk, Director Database, ESG Research

Glass Lewis Voting Research and Voting Agency:
• SBA’s proxy voting agent since 2016 (ViewPoint system)
• All U.S. and Foreign Equities

Full Review Voting (Direct-voted shares)
–SBA staff review/compares GL and ISS research and voting advice
–Engagement with 
• Company Mgmt & Board 
• Other Investors
• SBA Portfolio Manager(s)

Policy & Guideline Voting (Auto-voted shares)
–SBA Custom + GL Policy
–Allows for efficiency in standard proposal meetings

62%

38%

SBA Voting Procedure

SBA Staff GL Auto



Corporate Governance Summary—CY2020
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Corporate Governance Summary—CY2020
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Corporate Governance Summary—CY2020
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Assets Under Mgmt $206.4 bn Region Covered Global Proxy Advisor Glass Lewis, ISS, Minerva

Parent Group US Government UN PRI Voting Platform Viewpoint

Type Pension Fund Policy Own Website www.sbafla.com
 

Investor Profile For Florida State Board of Administration
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Florida State Board of Administration - Summary

 

Background
The State Board of Administration of Florida is an agency of Florida state government that
provides a variety of investment and trust services to various governmental entities. A key
responsibility is to manage the assets of the Florida Retirement System (FRS) Pension
Plan.
 

Overview
The Proxy Committee, created in 2010, is a subset of the SBA's Senior Investment Group
(SIG) and is charged with overseeing corporate governance and proxy voting activities. In
addition to quarterly meetings throughout the year, the Proxy Committee reviews and
deliberates contested and significant governance topics. Issues for discussion include
the volume and trends of proxy votes, governance factors within global equity markets,
regulatory developments, and business operations tied to the Protecting Florida's
Investments Act (PFIA).

Proxy Insight Voting Summary

Proposal Type For 
(%)

Against
(%)

Split
(%)

Abstain
(%)

Withhold
(%)

Board of Directors 77.1 16.9 0.2 0.8 5.1

Committees & Reporting 92.3 7.0 0.2 0.4 0.0

Corporate Structure 79.7 19.5 0.4 0.4 0.0

Environmental & Social 66.6 32.7 0.1 0.6 0.0

General Governance 71.0 26.2 0.5 2.3 0.0

Remuneration 66.3 33.1 0.4 0.2 0.0

Key Documents
 

Document Type Last Updated

Proxy Voting Policy with Changes 10 Jun 19

Proxy Voting Policy 06 Jun 19

Proxy Voting Policy 13 Jun 18

Proxy Voting Policy 30 Apr 17

Proxy Voting Policy 01 Jan 16

Proxy Voting Policy 01 Jan 15

Proxy Monthly Interview 01 Jul 14

All Documents
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Voting Policy Changes

Date Category Sub Category Summary of Change

06 Jun 19 Committees Risk A new section has been added regarding Florida SBA's opposition to individual directors who fail to
understand and mitigate company risks.

06 Jun 19 Board Overboarding Amended section on overboarding to include a new reference to boards' consideration of diversity, and
Florida SBA's opposition to overextending directors' commitments just to satisfy diversity requirements.

06 Jun 19 Structure Dual Stock Structure Amended section on dual stock structures to add new reference to the SBA's support of vote result
disclosure broken down by share class where dual class structures exist.

06 Jun 19 Structure Share Repurchase /
Buy Back

Amended section on share repurchases to clarify that compensation programs should not be influenced
by metrics impacted by repurchases.

06 Jun 19 Remuneration Advisory Vote (Say on
Pay)

Amended section on compensation plans to add reference to a failure to modify pay metrics for
accounting adjustments or the impact of repurchases as a factor that would trigger an against vote.

06 Jun 19 ESG Conflict Areas Amended section on operations in high-risk markets to reflect restrictions on supporting trade with
Venezuela and other proxy resolutions covered under state law.

29 Aug 18 Board Board Structure Section added on governmental party committees, with reference to the Communist party committees
created for some Chinese or Hong Kong state-owned entities.

29 Aug 18 Structure Share Issuance Paragraph added on rights offerings.

29 Aug 18 General Voting Rights Section added on access to preliminary voting tabulations.

29 Aug 18 Remuneration Mandatory Holding
Periods

Section on Mandatory Holding Periods has been rewritten.

29 Aug 18 ESG Conflict Areas Sentence added stating that SBA will not vote in favor of any shareholder proposal supporting Maduro's
regime in Venezuela.

30 Apr 17 Structure Dual Stock Structure Amended section on dual stock structure to say they may vote against the election of directors when a
company completes an IPO with a dual share structure without a reasonable sunset provision on the
unequal voting rights.

30 Apr 17 Structure Memorandum/Articles
of Association/Bylaws

Amended section on bylaws to say they may vote against director nominees for attempting to block or
limit the ability of shareowners to file precatory or binding proposals or adopt or amend bylaws.
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Michael McCauley, Senior Officer - Investment Programs & Governance

Tracy Stewart, Senior Corporate Governance Analyst

Jacob Williams, Corporate Governance Manager

Investor Profile For Florida State Board of Administration
Exported on 16th March 2021 by Florida SBA

Florida State Board of Administration - Contacts
mike.mccauley@sbafla.com
Tel: +1 850 413 1252
Michael joined the SBA as Senior Officer of Investment Programs & Governance in 1997. He is responsible for managing global corporate governance program and
client services for pension and non-qualified investment mandates and the corporate governance (proxy voting) and shareowner communication programs of the
Florida Retirement System (FRS) and other accounts. He won the Rising Star of Corporate Governance award from the Yale Millstein Center in 2008. 

To read our interview with Michael click here.

tracy.stewart@sbafla.com
Tel: +1 850 413 1227
Tracy became a Senior Corporate Governance Analyst at the SBA in 2014. Before that she was an Adjunct business/finance instructor at Flagler College. Tracy
has a masters in Business Administration from Florida State University.

jacob.williams@sbafla.com
Tel: +1 850 413 1013
Jacob joined the SBA as a Corporate Governance Manager in 2007. He was previously a Telecom Regulatory Analyst at Florida Public Service Commission. Jacob
has a Masters in Economics from Florida State University.
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Board Size n/a ED Max Board Mandates 2 Combined CEO/Chairman Case-by-case

Board Diversity n/a NED Max Board Mandates 3 Executive Chairman Case-by-case

Min Board Meetings 75% Term/Age Limit Against Board Independence Two-thirds
 

Investor Profile For Florida State Board of Administration
Exported on 16th March 2021 by Florida SBA

Florida State Board of Administration - Board

Board of Directors Policy

Board Structure
The voting decision for board size proposals depends on who is making the proposal and why. The SBA generally supports such proposals when a reasonable rationale is
presented for the change. The SBA prefer a shareowner vote for any changes in board size because the directors serving are representatives of the shareowners, and they should
collectively determine the size of the board. Often, state law supersedes corporate bylaws by specifying minimum and maximum board size, as well as the process governing
changes in board size.
 

Classified Boards
The SBA opposes classified boards and their provisions because we believe that annual accountability will ultimately lead to increased corporate performance. Classified boards
decrease corporate accountability by protecting directors from election on an annual basis. Alternatively, the SBA supports changing from a staggered board structure to annual
elections for all directors.
 

CEO / Chairman Combined
Because the board's main responsibility is to monitor management on behalf of shareowners, it is generally desirable for the chairman of the board to be an independent director, as
opposed to the current CEO or a non-independent director such as a former CEO. Most academic evidence concludes that there is more benefit to shareowners when the chair is
an independent director. When considering whether to support a separate CEO and chairman proposal, SBA takes into account factors such as short and long-term corporate
performance on an absolute and peer-relative basis. In order to maintain board accountability, the SBA will not endorse the combined role of CEO and chair unless there is a strong,
empowered lead director, superior company performance, and exemplary governance practices in other areas such as shareowner rights and executive compensation.
 

Executive Chairman
SBA typically supports proposals to provide for an independent board chairman; however, in certain cases where strong performance and governance provisions are evident, SBA
may support the status quo of a serving combined CEO and chairman.
 

Board Independence
Most markets should have independent board representation that meets a minimum two-thirds threshold. Boards without adequate independence from management may suffer
from conflicts of interest and impaired judgment in their decision-making. In addition to poor transparency, directors with ties to management may be perceived to be less willing and
able to effectively evaluate and scrutinize company strategy and performance. SBA carefully scrutinizes management nominees to the board, because of the conflict of interest
inherent in serving on the board which in turn is charged with overseeing the performance of senior management. In most markets, we support the CEO of the company as the only
reasonable management team member to serve on the board.

SBA supports a majority independence requirement because shareowners are best served when the board includes a significant number of independent outside directors who will
represent their interests without personal conflict. SBA considers local market practices, but is likely to vote against current members if less than a majority of independent directors
exists. In developed markets, the SBA expect a supermajority of independent directors and consider a two-to-one ratio of independent directors to inside and affiliated directors to be
a reasonable standard and will withhold support from individual director nominees who are not independent in those circumstances.
 

Definition of Independence
Independence is defined as having no business, financial or personal affiliation with the firm other than being a member of its board of directors. Directors or nominees that are
affiliated with outside companies that conduct business with the company, have significant outside links to senior management, were previously employed by the company or is
engaged directly or indirectly in related-party transactions are highly likely to be considered nonindependent, depending on the materiality of the circumstances. At controlled
companies (where an investor controls a majority of a firm's equity capital), support may be withheld from directors at boards with less than a one-third proportion of independent
directors.
 

Senior /Lead Independent Director (SID)
When considering whether to support a separate CEO and chairman proposal, SBA takes into account factors such as if there is a designated, independent lead director with the
authority to develop and set the agenda for meetings and to lead sessions outside the presence of the executive chair. In order to maintain board accountability, the SBA will not
endorse the combined role of CEO and chair unless there is a strong, empowered lead director.
 

Elections / Re-election
The SBA may vote against (i.e., "withhold" support for) director nominees for one or more of the following reasons: Poor performance or oversight in duties of the board or board
committees -- including poor performance in board service at other public companies. Board members exhibiting poor performance may have failed to appropriately monitor or
discipline management in cases where failed strategies continue to be implemented or when the board refuses to consider views from a large majority of shareowners, analysts and
market participants. In the case of a breakdown of proper board oversight, SBA is likely to vote against all or most members of the board, and in cases where a dissident has
launched a proxy contest, SBA may be supportive of the dissident nominees if they present with appropriate qualifications and strategies.
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Board Disclosure
Corporations should disclose upon appointment to the board, and thereafter in each annual report or proxy statement, information on the identities, core competencies, professional
or other backgrounds, factors affecting independence, other commitments, and overall qualifications of board members and nominees so as to enable investors to weigh the value
that they add to the company.
When nominees are bundled or insufficient information is disclosed, the SBA typically oppose the item. When appropriate information is disclosed, the SBA make voting decisions
based on the qualifications of the nominee, the performance of the nominee on this or other boards, if applicable, and the needs of the board considering the other nominees' overall
skillset.
 

Board Meetings
The SBA views attendance at board meetings as one of the fundamental responsibilities of a board member, and that all directors and statutory auditors should attend meetings
regularly to review the company's performance and to ensure the protection of shareowner interests.
 

Competence
SBA may support proposals concerning nominee qualifications if there is justification for doing so and the criteria include reasonable limits, restrictions, or requirements. Some
boards of directors may unilaterally implement changes to their corporate bylaws or articles aimed at restricting the ability of shareowners to nominate director candidates who
receive third-party compensation or payments for serving as a director candidate or for service as a director of the company. Such restrictive director qualification requirements may
deter legitimate investor efforts to seek board representation via a proxy contest and could exclude highly qualified individuals from being candidates for board service. When such
provisions are adopted without shareowner ratification, the SBA may withhold support from members of the full board of directors or members of the governance committee serving
at the time of the bylaw amendment. However, SBA does support disclosure of all compensation and payments made by a third-party to nominees or directors.
 

Board Evaluation
Boards are expected to conduct internal and external evaluations of their own functioning to assess how well they are performing their responsibilities. These evaluations can be
particularly helpful for committees as well, such as in assessing audit committee performance.
 

Removal of Directors
In lieu of a formal bylaw amendment, some companies may choose to require directors who fail to receive majority support to submit their resignation. It is recommended for any
director who submits a resignation that companies fully explain to shareowners why the director's resignation was accepted and the director was removed, or why the resignation
was not accepted and the individual continues to serve as a director.
 

Indemnification
Indemnification literally means "to make whole." When a corporation indemnifies its directors and officers, the directors are covered by the company or insured by a purchased
policy against certain legal expenses, damages and judgments incurred as a result of lawsuits relating to their corporate actions. SBA may vote in favor if the covered acts provide
that a "good faith" standard was satisfied. The SBA votes against such proposals if coverage expands beyond legal expenses and to applies to acts that are more serious violations
of fiduciary obligation, such as negligence or violating the duty of care.
 

Discharge of the Board
Many countries require that shareowners discharge the board or management for actions taken in the previous year. In most cases, discharge is a routine item and does not
preclude future shareowner action in the event that wrongdoing is discovered. Unless there is clear evidence of negligence or action counter to shareowners' interests, the SBA will
typically support the proposals. However, in the United States, given the unusual nature of discharge proposals, the SBA will typically vote against proposals that would limit the
board or management from any future legal options.
 

Board Responsiveness
The SBA will consider assessment of board's responsiveness to investor input and engagement on compensation issues (e.g., in responding to majority-supported shareowner
proposals on executive pay topics) as part of their say on pay decision.
 

Succession Planning
Separating the duties of Chairman and Chief Executive Officer is a necessity when dealing with the issue of CEO succession planning. In order for succession plans to be effective,
they should be headed by an independent board chair or lead director; otherwise, the succession planning process may become politicized and possibly cause harm to the
organization's cohesiveness and strategic focus. The use of an independent leader will allow the succession committee to implement internal and external transparency.
 

Term Limits
The SBA generally votes AGAINST proposals to limit the service of outside directors. While refreshing a board with new outside directors often brings in fresh ideas and a healthy
mix of director experience that benefit shareowners, we do not believe arbitrary limits such as tenure limits and mandatory retirement ages are appropriate ways to achieve that goal.
They preclude a board's more nuanced examination of its members' contributions and could harm shareowners' interests by preventing some experienced and knowledgeable
directors from serving on the board. Age limits in particular are a form of discrimination. Boards of directors should evaluate director tenure as part of the analysis of a director's
independence and overall performance. Some studies indicate a correlation between director tenure and firm performance. A study of companies in the U.S. found that the
relationship between average director tenure and firm value was negatively correlated, but highly dependent on tenure levels over time.
 

Contested Election of Directors
Proxy contests are less typical election events, only occurring in a small fraction of director elections, but require shareowners to judge between competing views of strategic
direction for the company. When analyzing proxy contests, the SBA focuses on two central questions: (1) Have the dissidents demonstrated that change is warranted at the
company, and if so, (2) will the dissidents be better able to affect such change versus the incumbent board? When dissidents seek board control with a majority of nominees, they
face a high burden of proof and must provide a well-reasoned and detailed business plan, including the dissidents' strategic initiatives, a transition plan that describes how the
dissidents will affect change in control, and the identification of a qualified and credible new management team. The SBA compares the detailed dissident plan against the
incumbents' plan and compares the dissidents' proposed board and management team against the incumbent team. Usually dissidents run a "short slate", which seeks to place just
a few nominees on the board, not a majority. In these cases, the SBA places a lower burden of proof on the dissidents. In such cases, the SBA's policy does not necessarily require
the dissidents to provide a detailed plan of action or proof that its plan is preferable to the incumbent plan. Instead, the dissidents must prove that change is preferable to the status
quo and that the dissident slate will add value to board deliberations, including by considering the issues from a viewpoint different than current management, among other factors.
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Overboarding
The SBA may vote against director nominees serving on too many boards - generally a director who serves on more than 3 company boards and who is employed in a full-time
position. Directors with significant outside responsibilities such as serving as CEO of a public company should not exceed one external board membership. When seeking to
improve diversity, boards should choose well-qualified, diverse candidates who are not already committed to three other boards. SBA does not support overextending a director's
commitments via over-boarding just to satisfy or improve the diversity characteristics of the board.
 

** - Indicates regional policy for global investor (Florida State Board of Administration )
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Non Audit Work Against Auditor Rotation 15 Years Auditor Indemnification Case-by-case
 

Investor Profile For Florida State Board of Administration
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Florida State Board of Administration - Committee

Committees & Reporting Policy

Committees General
SBA supports the audit, compensation, and governance/nominating committees being composed solely of independent board members. Independent directors face fewer conflicts
of interests and are better prepared to protect shareowner interests.

When voting on proposals suggesting the establishment of new board committees, the SBA assess the rationale for the committee and the process for handling discussions and
decisions on such topics currently in place at the company. The SBA support formation of committees that would protect or enhance shareowner rights when the company's current
practices are failing to do so adequately.

SBA is typically unsupportive of proposals that specify establishment of a governmental party committee (as seen in certain proposals to add a Communist party committee for
Chinese or Hong Kong state-owned entities) without disclosing board decision-making processes or the respective responsibilities of the party organization and the board.
Companies should disclose as much relevant information on the interaction between the company and the government party committee as possible to help shareowners
understand the company's decision-making process particularly in those circumstances where the board allows the party committee to make material decisions. SBA generally
votes against such proposals as they may erode the ability of shareowner-elected directors to govern the firm and sever the ties of accountability between the board and
shareowners.
 

Audit Committee
Structure
The audit committee is responsible for independent oversight of the company's financial statements and, in the absence of a separate risk committee, is also often responsible for
risk oversight. Regular self-assessments are critical to a productive audit committee. The SBA will consider the audit committee's performance, especially as it relates to oversight
and risk management, when voting on individual committee members. Evidence of poor audit committee performance are financial restatements, including as a result of option
backdating, unremediated material weaknesses, and attempts to limit auditor liability through auditor engagement contracts. The severity, breadth, chronological sequence and
duration of financial restatements, and the company's efforts at remediation will be examined in determining whether withhold votes are warranted.
 

Nomination Committee
Structure
The function of the nominating and governance committees will be assessed by considering how the committees have approached implementation of governance rules and the
impact on shareowners' rights, particularly in cases of bylaw amendments or votes on shareowner and management proposals. Bylaws that create supermajority voting thresholds
or limit shareowner rights are generally undesirable, but depends on the context of the individual company. This committee also is responsible for board nominations, and SBA
judges this function by the qualifications and diversity of the nominees. This committee should make an effort to seek candidates that are diversified not only in experience, gender
and race, but in all other aspects appropriate for the individual company and should disclose these efforts to shareowners.
 

Remuneration Committee
Structure
Members of the compensation committee are judged in accordance with the aspects of the compensation philosophy, plan and implementation. Compensation that is out of line with
respect to magnitude, peers, or performance is problematic, as are plans that reward compensation without appropriate performance-based conditions or feature undesirable
elements such as gross-ups or single-trigger severance packages.
 

Shareholder Advisory Committee
Shareowner advisory committees may advise the board on shareowner concerns and create formal means of communication between company stockholders and company
management. SBA generally supports advisory committee proposals, particularly those intended to improve poor corporate governance practices.
 

Risk Committee
Structure
In most markets, SBA expects board to have key committees such as compensation, nominating/governance and audit committees. SBA generally encourages companies,
especially financial companies, to have a standing enterprise risk management committee of the board with formal risk management oversight responsibilities. SBA may withhold
support for individual directors if there are indications that directors failed to understand company risk exposures and/or failed to take reasonable steps to mitigate the effects of the
risk, leading to large losses.
 

Risk
Florida SBA may withhold support for individual directors if there are indications that directors are failing or failed to understand company risk exposures and/or take reasonable
steps to mitigate the effects of the risk, leading to large losses.
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Auditor
Internal Audit
In Japan, at least half of internal auditors must be independent. While companies have complied with the technical requirements of the law, many have ignored its spirit. It is in
shareowners' interests to improve the audit and oversight functions in Japan and to increase the accountability of companies to shareowners. Therefore, the SBA will not support
internal auditors specified as independent but with a past affiliation with the company. When a statutory auditor attends fewer than 75 percent of board and auditor meetings, without
a reasonable excuse, the SBA will generally vote against the auditor's appointment. In other capital markets, such as South Korea, proposals seeking shareowner approval for
statutory auditors' fees are not controversial. Generally, management should disclose details of all fees paid to statutory auditors well in advance of the meeting date so that
shareowners can make informed decisions about statutory auditor remuneration requests. In any market, SBA may vote against the appointment of the auditor if necessary
information about the auditors and fees has not been appropriately disclosed.
 

External Auditor Rotation
SBA weighs the aspects of the individual situation and proposal terms when making voting decisions concerning audit rotation, considering the length of tenure for the auditor, the
level of audit and non-audit fees, and the history of audit quality. A history of restatements or atypical fees increases the likelihood of SBA supporting these proposals. Most
companies seek shareowner ratification of the auditor, and the lack of this provision would also increase the likelihood of SBA supporting a reasonable proposal.
 

External Auditor Indemnification
Auditor indemnification and limitation of liability are evaluated on an individual basis. Factors to be assessed by the SBA include:
â€¢ the terms of the auditor agreement and degree to which it impacts shareowners' rights;
â€¢ motivation and rationale for establishing the agreements;
â€¢ quality of disclosure; and
â€¢ historical practices in the audit area.
SBA will consider voting against auditor ratification if the auditor engagement contract includes provisions for alternative dispute resolution, liability caps, and caps on punitive
damages (or the exclusion of punitive damages). Such limitations on liability and indemnification shift the risk from the auditor to the company, and therefore, the shareowners. The
staff of the Securities and Exchange Commission (SEC) has stated that it believes caps on punitive damages in audit contracts are not in the public interest and compromises
auditor independence. SBA will also consider voting against audit committee members if they have diminished the value or independence of the audit, such as when a company has
entered into an agreement with its auditor requiring alternative dispute resolution or punitive liability caps.
 

External Auditor ratification
The SBA votes FOR proposals to ratify auditors unless there is reason to believe that the auditing firm has become complacent in its duties or its independence has been
compromised. For example, non-audit fees, primarily tax and other consulting fees, can exceed audit fee revenue by a large margin, impairing an audit firm's objectivity.
 

Non Audit Work by Auditor
Independent public audit firms should not be the auditors of any company for which they simultaneously provide other services, including other non-audit or information services;
audits should be carried out by an independent external auditor. Moreover, the Audit Committee should oversee the firm's interaction with the external auditor and disclose any non-
audit fees completed by the auditor.
 

External Auditor Remuneration
Shareowners are typically asked to approve the appointment of the independent auditors and to fix their remuneration at every annual shareowner convening. Because most major
companies in international markets employ one of the major international auditing firms to conduct their audits, concerns about the quality and objectivity of the audit are generally
minimal. As such, the reappointment of the auditor is usually a routine matter and the SBA generally votes in favour of the appointment, unless there are reasons to question their
independence.
 

Financial Statements
If the changes in methods of preparing financial statements have been instituted by a nationwide regulation, they will be approved. Otherwise, they will be carefully scrutinized to
ensure they are not damaging to SBA's interests.

Companies may seek shareowner approval to change their fiscal year end. Most countries require companies to hold their annual shareowners meeting within a certain period of
time after the close of the fiscal year. While the SBA typically supports this routine proposal, opposition may be considered in cases where the company is seeking the change solely
to postpone its annual meeting.
 

Annual Report
Generally, SBA supports these proposals unless they are aware of serious concerns about the accounting principles used or doubt the integrity of the company's auditor. Annual
audits of a firm's financial statements should be mandatory and carried out by an independent auditor.
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Florida State Board of Administration -
Remuneration

Remuneration / Compensation Policy

Executive Compensation
SBA generally votes against proposals to seek approval of an amendment to the bylaws in order to provide that a company's CEO's compensation must be approved by a
supermajority of all independent directors of the board. Proponents of this proposal argue that approval of this proposal would ensure that the company provides a CEO pay package
that is widely supported by its independent directors, increasing the likelihood that the company's independent directors are kept informed of and feel shared responsibility for CEO
compensation decisions. However, SBA supports the compensation committee members as sufficient to be the knowledgeable arbiters of compensation plan terms, metrics and
pay-outs.
 

Advisory Vote on Compensation (Say on Pay)
When making voting decisions, SBA look for reasonable compensation levels, both on an absolute basis and relative to peers, alignment between pay and performance, disclosure
of performance metrics and thresholds, and fair plan administration practices. SBA may vote against compensation plans (and say-on-pay proposals) for the following reasons:
â€¢ High compensation levels on an absolute or peer-relative basis;
â€¢ Disconnect between pay and performance;
â€¢ Poor disclosure of performance metrics, thresholds, and targets;
â€¢ Heavy reliance on time-based instead of performance-based vesting;
â€¢ Imbalance between long-term and short-term incentive program payments;
â€¢ Large guaranteed payments;
â€¢ Failure to modify compensation award metrics for accounting adjustments or the impact of stock repurchases (buybacks);
â€¢ "Long-term" plans with overly short performance measurement and payout periods;
â€¢ Excessive severance or single-trigger change-in-control packages;
â€¢ Plans that cover non-employee consultants or advisors;
â€¢ Inappropriate peer group selections resulting in out-sized or misaligned pay;
â€¢ Excessive perquisites;
â€¢ Lack of stock ownership guidelines for executives;
â€¢ Tax gross-ups, evergreen issues, or option repricing practices are permitted;
â€¢ Accelerated or unreasonable vesting provisions;
â€¢ Dividend payments are made or allowed to accrue on unvested or unearned awards;
â€¢ Lack of an independent compensation committee or egregious consultant practices;
â€¢ Poor committee response to investor concerns, proposals or engagements, especially insufficient response to recent low vote outcomes on compensation plan items including
say-on-pay votes.
 

Remuneration Benchmarking
For plans to provide proper incentives, executive compensation should be linked directly with the performance of the business. Typically, companies use peer groups when
developing compensation packages to make peer-relative assessments of performance. A company's choice of peers can have a significant impact on the ultimate scope and scale
of executive compensation, and in many cases, companies set executive compensation at or above the fiftieth percentile of the peer group. Problematic issuer-developed peer
groups may exhibit the following red flags: 1) too many firms listed (more than 15); 2) bias toward "peers" that are substantially larger and/or more profitable; 3) peer groups with
unusually high CEO pay, particularly if not direct competitors; 4) groups with too many industries and geographic markets included; and 5) unexplained year-to-year peer group
changes. When the basis of compensation uses benchmarks and relative comparisons to an inappropriate peer group selection, SBA is unlikely to support the compensation plan.
 

Performance Evaluation
These proposals would require the company to closely link pay with performance, using performance measures that are mandated in the proposal language or that must be
presented to investors by the company for pre-approval. When the performance measures are mandated by the proposal language, SBA typically supports proposals that
reasonably and fairly align pay with specific performance metrics, require detailed disclosures, or mandate adherence to fair compensation practices. SBA are less likely to support
proposals that require metrics that are a degree removed from ultimate performance measures, such as proposals that require pay to be linked to performance on specific social
mandates, absent a compelling argument for their usage. SBA supports meaningful investor oversight of executive compensation practices and generally supports proposals
requiring shareowner approval of specific performance metrics in equity compensation plans. SBA supports prior disclosure of performance metrics including quantifiable
performance measures, numerical formulas, and other payout schedules covering at least a majority of all performance-based compensation awards to any named executive
officers.
 

Clawback
SBA recognizes that clawback provisions are an important aspect of performance-based compensation plans. To align executive interests with the interests of shareowners,
executives should be compensated for achieving performance benchmarks. Equally, an executive should not be rewarded if he or she does not achieve established performance
goals. If restated financial statements reveal that the executive was falsely rewarded, he or she should repay any unjust compensation received. SBA evaluates these proposals by
taking into consideration the impact of the proposal in cases of fraud, misstatement, misconduct, and negligence, whether the company has adopted a formal recoupment policy,
and if the company has chronic restatement history or material financial problems.
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Severance Payments
The SBA vote for proposals to establish a requirement that shareowners approve severance pay or other special compensation to company officers or directors.
 

Golden /Tin Parachute
SBA examines a variety of factors that influence the voting decision in each circumstance, such as:
â€¢ The value of the pay-outs in relation to annual salary plus certain benefits for each covered employee as well as the equity value of the overall transaction;
â€¢ The scope of covered employees along with their tenures and positions before and after the transaction, as well as other new or existing employment agreements in connection
with the transaction;
â€¢ The scope of change in control agreement as it relates to the nature of the transaction;
â€¢ The use of tax gross-ups;
â€¢ Features that allow accelerated vesting of prior equity awards or automatic removal of performance-based conditions for vesting awards;
â€¢ For new or outside executives, the lack of sunset provisions; and
â€¢ The type of "trigger" necessary for plan pay-outs. Single triggers involve just a change in control; double triggers require a change in control and termination of employment.

Ideally, a golden parachute should not incentivize the executive to sacrifice ongoing opportunities with the surviving firm and should be triggered by a mechanism that is outside of
the control of management. Likewise, careful structuring can enhance shareowner value and result in higher takeover bids; exorbitant pay-outs may discourage acquirers from
seeking the company as a target and result in a lower shareowner value. Plans that include excessive potential pay-outs, single triggers, overly broad change in control applications,
and/or accelerated vesting features are typically not supported by the SBA. Occasionally, more detrimental features such as single triggers or overly broad application of the plan to
lower level employees may warrant withholding votes from compensation committee members in addition to an against vote on the golden parachute plan. Some research indicates
that firms adopting golden parachutes experience reductions in enterprise value, as well as negative abnormal stock returns, both during the inter-volume period of adoption and
thereafter.
 

Remuneration Consultants
External compensation consultants should be independent to ensure that advice is unbiased and uncompromised. Multiple business dealings or significant revenue from the
company may impair the independence of a pay consultant's opinions, advice, or recommendations to the compensation committee. SBA generally supports proposals seeking
disclosure regarding the company, board, or compensation committee's use of compensation consultants, such as company name, business relationships, fees paid, and
identification of any potential conflicts of interest. Additionally, compensation consultants should not be eligible as consultants or advisors on any stock incentive plan at the company.
 

Pensions
SBA may support proposals to limit SERP usage if there is evidence of abuse in the SERP program or post-employment benefits that indicate the company is operating the program
in excess of peers. SBA also supports the limitation of SERP formulas to base compensation, rather than the extension to variable compensation or other enhancements, and we
do not endorse the practice of granting additional years of service that were not worked.
 

Executive Death Benefits (Golden Coffins)
Some executives may receive provision for severance packages, vested shares, salary, bonuses, perquisites and pension benefits even after death.64 Most public companies
include death benefits with other types of termination-related pay due their CEOs, with variations for whether the person is fired, becomes disabled or dies in office. Death benefits
may be layered on top of pensions, vested stock awards and deferred compensation, which for most CEOs already amount to large sums. Though not all companies provide it, the
most common posthumous benefit is acceleration of unvested stock options and grants of restricted stock; these accelerated vesting provisions are not supported by SBA proxy
voting guidelines. SBA supports their removal from compensation frameworks.
 

Required Disclosure
Proper and full disclosure is essential for shareowners to assess the degree of pay-for-performance inherent in plans. Some companies disclose metrics and thresholds that are
inappropriately low and easy to attain; other companies refrain from disclosing metrics and/or thresholds at all. When there is insufficient disclosure on plan metrics and
compensation levels appear out of line with peers or problematic pay practices are used, SBA will not support the plan.
 

Mandatory Holding Periods
SBA supports proposals asking companies to adopt substantial mandatory holding periods for their executives, as well as requiring executives to meet stock ownership retention of
at least a majority of shares granted or otherwise transferred in executive compensation arrangements. When making voting decisions, SBA considers whether the company has
any holding period or officer ownership requirements in place and how actual stock ownership of executive officers compares to the proposal's suggested holding period and the
company's present ownership or retention requirements.
 

Base Salary
Executive Pay Restrictions or Freezes
SBA supports levels of compensation that are consistent with the goal of aligning management's interests with shareowners' interests. Absolute limits may inhibit the compensation
committee's ability to fulfill its duties. When the company's executive compensation and performance have been reasonable and in line with that of peers, SBA is unlikely to support
proposals seeking an arbitrary cap.
 

OBRA-Related Proposals
SBA reviews proposals to adopt performance-based cash bonus plans for executives on a case-by-case basis. These plans are put to a shareowner vote to preserve the tax
deductibility of compensation in excess of $1 million for the five most highly compensated executives, pursuant to section 162(m) of the Internal Revenue Code. A vote against these
plans does not necessarily prevent the bonus from being paid, but only precludes the ability to take a tax deduction.58 SBA will vote against these proposals under any of these
conditions: misalignment of pay and performance, lack of defined or acceptable performance criteria, or unlimited or excessively high maximum pay-outs.
 

Equity
Equity Based Plans
The SBA supports compensation structures that provide incentives to directors, managers, and other employees by aligning their performance and economic interests with those of
the shareowners. Therefore, SBA evaluate incentive-based compensation plans on reasonableness of the total cost to shareowners and the incentive aspects of the plan, as well as
the overall design and transparency of the program. Stock-based incentive plans should require some financial risk.
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Directors' Shareholding
The SBA typically supports proposals that require directors to own a reasonable minimum amount of company stock. The SBA will consider voting against directors who own no
company stock and have served on the board for more than one year. One of the best ways for directors to align their interests with those of the shareowners is to own stock in the
corporation, and since director fees are typically paid partially in stock, retention guidelines encourage long-term ownership of these shares. SBA typically expects non-employee
directors to maintain ownership of a number of shares having a market value equal to five times their annual retainer. Boards should establish a policy and annually review and
identify the positions covered by directors and executives. The annual review should also provide information to shareowners on whether guidelines are met and describe any action
taken for non-compliance. The guidelines should identify what compensation types may be considered as ownership and what holdings are not (such as hedged positions).
 

Employee Stock Ownership Plan (ESOP)
Generally vote in favour using similar criteria for stock option plans.
 

Employee Stock Purchase Plans
SBA considers the plan's salient features, such as use of evergreen provisions, purchase limits/discounts, pay deductions, matching contributions, holding requirements, tax
deductibility, the size and cost of the plan, as well as the company's overall use of equity compensation, in making voting decisions. The plan is generally accepted if the combined
amount of equity used across all programs is deemed reasonable.
 

Share Option Schemes
The SBA vote case-by-case on share option schemes. Specific analysis includes all of the following: Exercise price (should be >= 100% market price of shares);Total dilution
(should be <= 10% of fully-diluted issued capital); The plan is to have a disinterested administrator; and "Repricing" of underwater options is prohibited.
 

Repricing provisions
Option repricing is a contravening of the incentive aspect of plans. If the company has a history of repricing underwater options, SBA is unlikely to vote in support. There are very rare
instances where repricing is acceptable, but several strict conditions must be met including a dramatic decline in stock value due to serious macroeconomic or industry-wide
concerns and the necessity to reprice options in order to retain and motivate employees.
 

Option Expensing
The SBA supports the general principle of stock option expensing. Stock options should be expensed along with other forms of compensation given that the exercise of options
results in a transfer of shareowner value.
 

Hedging/Pledging of Stock
SBA generally supports proposals designed to prohibit named executive officers from engaging in derivative or speculative transactions involving company stock, including hedging,
holding stock in a margin account, or pledging large amounts of stock as collateral for a loan. SBA will evaluate the company's historical practices, level of disclosure, and current
policies on the use of company stock.
 

Accelerated Equity Vesting (Change of Control)
The SBA supports the adoption of compensation policies that require any future senior executive severance agreements that provide for payments made upon a change in control to
not allow for accelerated vesting of unvested equity awards.
 

Burn Rate
The SBA will assess excessive practices with respect to perquisites, severance packages, supplemental executive pension plans, and burn rates as part of their say on pay vote.
 

Equity Dilution
If total dilution exceeds 10 percent, special consideration will be given towards industry practice within the specific foreign capital market, the company's performance relative to its
industry, and percentage of stock options awarded to top executives. If proxy disclosure is inadequate to gauge certain aspects of compensation plans, they are not likely to support
these option plans.
 

Non-Executive Director (NED) Remuneration
NED Remuneration
Non-employee director compensation should be composed of a mix of cash and stock awards, where market practices do not prohibit such a mix. Director compensation plans are
evaluated by comparing the cash compensation plus the approximate value of the equity-based compensation per director to a peer group with similar size and enterprise value. The
initial compensation that is provided to new directors is also considered. The cash retainer and equity compensation are adequate compensation for board service.
 

Equity Plan for NEDs
SBA encourage stock ownership by directors and believe directors should own an equity interest in the companies upon which boards they are members. However, they do not
support a specific minimum or absolute ownership levels.
 

Retirement Plans for NEDs
SBA does not support retirement benefits for non-employee directors.
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Corporate Structure Policy

Authorize Share Re-Purchase For Issuance w/o Preemptive Rights Case-by-case Dual Stock Structure Against

Preferred Stock (Blank Check) Against Related Party Transaction Case-by-case M&A Case-by-case

Business Transactions
Mergers & Acquisitions
SBA evaluates these proposals based on the economic merits of the proposal and anticipated synergies or advantages. SBA also consider opinions of financial advisors. Support
for the proposal may be mitigated by potential conflicts between management's interests and those of shareowners and negative impacts on corporate governance and shareowner
rights. The SBA may oppose the proposal if there is a significant lack of information in order to make an informed voting decision.
For any proposal, the following items are evaluated:
â€¢ Economic merits and anticipated synergies;
â€¢ Independence of board, or special committee, recommending the transaction;
â€¢ Process for identifying, selecting, and negotiating with partners;
â€¢ Independence of financial advisor and financial opinion for the transaction;
â€¢ Tax and regulatory impacts;
â€¢ Corporate governance changes; and
â€¢ Aggregate valuation of the proposal.
 

Related Party Transactions
Transactions between a parent company and its subsidiary, or a company's dealings with entities that employ the company's directors, are usually classified as related-party
transactions and are subject to company law or stock exchange listing requirements that mandate shareowner approval. Shareowner approval of these transactions is critical as
they are meant to protect shareowners against abuses of power. Transactions should be completed at arm's length and not benefit directors and/or insiders at company or
shareowners' expense. The SBA also support reviews of director transactions by independent committees.

The SBA generally supports proposals calling for certain principles regarding the use of prearranged trading plans (10b5-1 plans) for executives. These principles include:
â€¢ Adoption, amendment, or termination of a 10b5-1 Plan are disclosed within two business days in a Form 8-K;
â€¢ Amendment or early termination of a 10b5-1 Plan is allowed only under extraordinary circumstances, as determined by the board;
â€¢ Multiple, overlapping 10b5-1 plans should be prohibited;
â€¢ Plans provide that ninety days must elapse between adoption or amendment of a 10b5-1 Plan and initial trading under the plan;
â€¢ Reports on Form 4 must identify transactions made pursuant to a 10b5-1 Plan;
â€¢ An executive may not trade in company stock outside the 10b5-1 Plan; and
â€¢ Trades under a 10b5-1 Plan must be handled by a broker who does not handle other securities transactions for the executive.
Boards of companies that have adopted 10b5-1 plans should adopt policies covering plan practices, periodically monitor plan transactions, and ensure that company policies cover
plan use in the context of guidelines or requirements on equity hedging, pledging, holding, and ownership.
 

Memorandum/Articles of Association/Bylaws
The SBA considers the merits of the proposed amendment and its potential impact on shareowner rights and value. Different amendments should not be presented in a bundled
format, which would prevent shareowners from making individual decisions on each provision. SBA may not support a bundled proposal that contains a mix of desirable and
undesirable features. SBA may vote against director nominees for restricting shareowner rights or failing to sufficiently act on shareowner input such as attempting to block or limit
the ability of shareowners to file precatory or binding proposals or adopt or amend bylaws.
 

Appraisal Rights
SBA generally supports proposals to restore or provide shareowners with rights of appraisal. In many states, mergers and other corporate restructuring transactions are subject to
appraisal rights. Rights of appraisal provide shareowners who are not satisfied with the terms of certain corporate transactions the right to demand a judicial review to determine a
fair value for their shares. If a majority of shareowners approve a given transaction, the exercise of appraisal rights by a minority of shareowners will not necessarily prevent the
transaction from taking place. Therefore, assuming that a small minority of shareowners succeed in obtaining what they believe is a fair value, appraisal rights may benefit all
shareowners. If enough shareowners dissented and if the courts found a transaction's terms were unfair, such rights could prevent a transaction that other shareowners had already
approved.
 

Corporate Restructuring
Resolutions approving corporate reorganizations or restructurings range from the routine shuffling of subsidiaries within a group to major rescue programs for ailing companies.
Such resolutions are usually supported unless there are clear conflicts of interest among the various parties or negative impact on shareowners' rights. In the case of routine
reorganizations of assets or subsidiaries within a group, the primary focus with the proposed changes is to ensure that shareowner value is being preserved, including the impact of
the reorganization on the control of group assets, final ownership structure, relative voting power of existing shareowners if the share capital is being adjusted, and the expected
benefits arising from the changes. Options are far more limited in the case of a distress restructuring of a company or group as shareowners often have few choices and little time.
In most of these instances, the company has a negative asset value, and shareowners would have no value remaining after liquidation. SBA seeks to ensure that the degree of
dilution proposed is consistent with the claims of outside parties and is commensurate with the relative commitments of other company shareowners.
 

Asset Sales
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Boards may propose a shareowner vote on the sale or purchase of significant assets; sometimes these proposals are part of a strategy shift driven by changes in the marketplace,
problematic corporate performance, or activist-investor campaigns. The SBA evaluates asset purchase proposals on a case-by-case basis, considering the following factors:
Transaction price; Fairness opinion; Financial and strategic benefits; Impact on the balance sheet and working capital; The negotiation history and process; Conflicts of interest;
Other alternatives for the business; and Non-completion risk.
 

Going Private Transactions
Deregistrations, or "going-dark" transactions, occur rarely, whereby companies cease SEC reporting but continue to trade publicly. Such transactions are intended to reduce the
number of shareowners below three hundred and are typically achieved either by a reverse stock split (at a very high ratio with fractional shares resulting from the reverse split being
cashed out), by a reverse/forward stock split (with fractional shares resulting from the reverse split being cashed out), or through a cash buyout of shares from shareowners owning
less than a designated number of shares (tender offer or odd-lot stock repurchase). Such transactions allow listed companies to de-list from their particular stock exchange and to
terminate the registration of their common stock under the Securities & Exchange Act of 1934, so that, among other things, they do not have to comply with the requirements of the
Sarbanes-Oxley Act of 2002. Companies seeking this approval tend to be smaller capitalization firms and those with lower quality financial accounting. SBA would consider the
impact of the lack of disclosure and oversight and loss of liquidity and shareowner rights in making a decision.
 

Capital Structure
Share Issuance
The SBA generally supports authorized share capital increases up to 100 percent of the current number of outstanding shares. SBA will consider additional increases if
management demonstrates a reasonable use. It is important that publicly-held corporations have authorization for shares needed for ordinary business purposes, including raising
new capital, funding reasonable executive compensation programs, business acquisitions, and facilitating stock splits and stock dividends. Increases beyond 100 percent of the
current number of outstanding shares will be carefully scrutinized to ensure its use will benefit shareowners. SBA apply a stricter standard if the company has not stated a use for
the additional shares or has significant levels of previously authorized shares still available for issue. Proposals that include shares with unequal voting rights will likely be opposed.

In the case of rights offerings, SBA considers the dilution and extent to which issued rights may be subscribed, both by SBA individually and other shareowners collectively, and how
that may affect or adversely concentrate the level of control if a large single shareowner exists.

The SBA closely examines the issuance of tracking stock shares, particularly corporate governance rights attached to those shares. Due to their unique equity structure, SBA
examine closely all of the following issues when determining their support for such proposals: corporate governance features of tracking stock (including voting rights, if any),
distribution method (share dividend or initial public offering), conversion terms and structure of stock-option plans tied to tracking stock.
 

Share Issuance: Pre-emptive Rights
SBA generally supports issuance requests with preemptive rights when the amount of shares requested is less than the unissued ordinary share capital or one-third of the issued
ordinary share capital. Issuance authority should be limited to a five-year timeframe. SBA also considers the issue price and any potential pricing discounts, as well as past issuance
practices at the company, in judging the appropriateness of the terms and potential for misuse (such as granting large blocks at a discount to a third party). If insufficient information
is disclosed about the issuance and conditions of its implementation, SBA may vote against authorization. Proposals that include shares with unequal voting rights will likely be
opposed.

The SBA generally supports issuance requests without pre-emptive rights up to a maximum of 20 percent above current levels of issued capital. Proposals that include shares with
unequal voting rights will likely be opposed.
 

Issuance of Stock with Unequal Voting Rights
"Preferred share" typically refers to a class of stock that provides preferred dividend distributions and preferred liquidation rights as compared to common stock; however, preferred
shares typically do not carry voting rights. SBA typically votes against preferred share issues that carry voting rights, include conversion rights, or have "blank check" ability. SBA
typically support issuances without conversion or voting rights when the company demonstrates legitimate financial needs.
 

Capital Reduction
Proposals to reduce authorized share capital can result from a variety of corporate actions, ranging from routine accounting measures to reductions pertaining to a significant
corporate restructuring in the face of bankruptcy. These proposals can vary significantly from market to market as a result of local laws and accounting standards. In all instances,
the SBA considers whether the reduction in authorized share capital is for legitimate corporate purposes and not to be used as an anti-takeover tactic.
 

Share Repurchase / Buy Back
When a company has excess cash, SBA's preferred method for distributing it to shareowners is through adopting a quarterly dividend. Dividends are an effective means for
returning cash and serve as an important signal to the market of earnings stability. Because dividend adoptions and subsequent changes are scrutinized carefully, they serve as an
important marker of a company's commitment to return cash to shareowners. Repurchases on the other hand require no commitment to ongoing return of profits to shareowners.
Repurchased shares often end up being granted to executives as part of stock compensation packages; this common use of cash is in actuality paying compensation and not a
form of profit return to owners. Because of this, SBA strongly prefers dividend adoption over share repurchases. SBA support repurchases only in cases of unusual cash
accumulation, such as from a divestiture of assets. Cash flows from operations that have an expected long-term generation pattern should be committed to owners through
quarterly dividends. Repurchases are also supported if the rationale is that management believes the stock is undervalued. Companies should not commit to long term repurchases
at any market price; evidence shows that many companies tend to repurchase shares at market-highs with these plans and generally buy at inopportune times. Compensation
programs should not depend upon metrics that are impacted by repurchases, or metrics should at least be adjusted to account for the impact of repurchases so that compensation
is not affected by these programs.
 

Adjustments to Par Value of Common Stock
The SBA vote for proposals to reduce par value in connection with a stock split.
 

Dividends
Declaring a dividend is a preferred use of cash and method of releasing profits to shareowners. SBA generally supports dividend declarations unless the pay-out is unreasonably low
or the dividends are not sustainable by reserves and cash flow. Pay-outs less than 30 percent of net income for most markets are considered low.
 

Dual Stock Structure
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SBA opposes dual-class share structures. The one share, one vote principle is essential to proper functioning of capitalism; dual class shares distort the commensurate relationship
between economic interest and voting power and ultimately risk harm to companies and their shareowners. SBA will support proposals asking companies to move away from dual
class structures. SBA may withhold votes or cast votes against the election of directors in cases where a company completes an IPO with a dual or multi-class share structure
without a reasonable sunset provision on the unequal voting rights. SBA will generally support proposals that provide for the disclosure of voting results broken down by share class
when dual class structures exist.
 

'Blank Check' - Preferred Stock
Blank check preferred stock gives the board of directors the power to issue shares of preferred stock at their discretion, with voting, conversion, distribution, and other rights set by
the board at the time of issuance. Blank check preferred stock can be used for sound corporate purposes like raising capital, stock acquisition, employee compensation, or stock
splits or dividends. However, blank check preferred stock is also suited for use as an entrenchment device. The company could find a "white knight," sell the knight a large block of
shares, and defeat any possible takeover attempt. With such discretion outside the control of common stock shareowners, the SBA typically opposes any proposals to issue blank
check preferred stock.
 

Recapitalisation Plans
The SBA is in favour of recapitalizations when their overall investment position is protected during the restructuring process.
 

Stock Splits
Typically SBA supports reasonable proposals for stock splits or reverse stock splits. These proposals often seek to scale back the cost of each share into what is traditionally
thought of as a comfortable price and trading zone, which seeks to influence the psychology of the market's perception of price more than anything else.
 

Reverse Stock Splits
Typically SBA supports reasonable proposals for stock splits or reverse stock splits. Reverse stock splits may be requested to ensure a company's shares will not be subject to
delisting by their exchange's standards, often following a significant negative shock to the share price.
 

General Corporate Structure
The SBA evaluates proposals to create a parent holding company on a case-by-case basis, considering the rationale for the change, any financial, regulatory or tax benefits, and
impact on capital and ownership structure. SBA may vote against proposals that result in increases in common or preferred stock in excess of the allowable maximum or adverse
changes in shareowner rights.
 

Debt
When companies seek to issue convertible debt or debt with warrants, SBA considers the impact of the potential conversion on existing shareowners' rights when making a
decision. SBA may also support limits on conversion rights to prevent significant dilution of SBA's ownership.
 

Private Placements
The SBA evaluates private placements on a case-by-case basis, voting against if the private placement contains extraordinary voting rights or if it may be used in some other way as
an anti-takeover defense.
 

Targeted Share Placements
SBA typically supports shareowner proposals requesting that companies first obtain shareowner authorization before issuing voting stock, warrants, rights or other securities
convertible into voting stock, to any person or group, unless the voting rights at stake in the placement represent less than 5 percent of existing voting rights.
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Florida State Board of Administration - General

General Governance Policy

Adopt Cumulative Voting Case-by-case S/H Right Act (Written Consent) For Anti-Greenmail Proposals For

Implement Confidential Voting For S/H Right Call Special Meeting For Reincorporation Case-by-case

Majority Votes for Directors For S/H Ratify "Poison Pill" For Supermajority Vote Requirement Against

Shareholder Rights
Engagement with Shareholders
The SBA generally supports shareowners proposals requesting that the board establish a procedure for shareowners to communicate directly with the board, such as through
creating an office of the board of directors, unless the company has done all of the following:
â€¢ Established a communication structure that goes beyond the exchange requirements to facilitate the exchange of information between shareowners and members of the board;
â€¢ Disclosed information with respect to this structure to its shareowners;
â€¢ Heeded majority-supported shareowner proposals or a majority withhold vote on a director nominee;
â€¢ Established an independent chairman or a lead/presiding director. This individual must be made available for periodic consultation and direct communication with major
shareowners.
 

Meetings General
SBA generally votes against proposals to provide management with the authority to adjourn an annual or special meeting absent compelling reasons to support the proposal. The
SBA may support proposals that relate specifically to soliciting votes for a merger or transaction if they support that merger or transaction.
 

Advance Notice Requirements
SBA generally supports proposals that allow shareowners to submit proposals as close to the meeting date as reasonably possible and within the broadest window possible.
Requests to shrink the window and/or move advance notice deadlines to as early as 150 days or 180 days prior to meetings have been presented by a number of company boards
in recent years. Such early deadlines hinder shareowners' ability to make proposals and go beyond what is reasonably required for sufficient board notice. In addition, many
companies now request shareowner approval of "second generation advance notice bylaws", which require shareowner nominees to submit company-prepared director
questionnaires. While the SBA appreciates increased disclosure of the qualifications of nominees (and incumbents), they disapprove of such requirements if they serve to frustrate
shareowner-proposed nominees.
 

Voting Rights
The SBA supports equal access by management and shareowner proponents to preliminary voting results of shareowner proposals. Some proponents are concerned that
companies may receive preliminary voting results and use the information to target shareowner engagement at a disadvantage to the proponent. Generally, the SBA will not support
restricting access to this voting data to either party. Some proposals seek to restrict access while others may seek to place conditions on using the information.
 

Confidential Vote
The SBA supports resolutions requesting that corporations adopt a policy of confidential voting combined with the use of independent vote tabulators and inspectors of elections
because it is the best way to guarantee confidentially. However, the SBA generally does not support resolutions calling for confidential voting if they lack an independent inspector
requirement.
In the absence of such policies, shareowners can vote confidentially by registering their shares with third-parties as objecting beneficial owners (OBOs), allowing anonymity in the
voting process. In an open voting system, management can determine who has voted against its director nominees (or proposals) and then re-solicit those shareowners before the
final vote count. As a result of the re-solicitation, shareowners may be pressured to change their vote. On the positive side, many companies are increasing their interactions with
shareowners before the voting occurs through expanded proxy solicitation conversations and other paths of engagement.
 

Cumulative Vote
The SBA will examine proposals to adopt cumulative voting in light of the company's ownership profile (particularly whether there is a majority or near majority voting block) and the
presence of other governance provisions such as proxy access and majority voting election requirements that directly address the voting process. A majority vote election standard
ensures board accountability in uncontested elections and in some cases mitigates the need for cumulative voting. Although majority voting is meaningful in uncontested elections, it
can convolute voting outcomes in contested elections. Cumulative voting, on the other hand, is meaningful primarily in contested elections, and therefore pairs well with proxy
access provisions at controlled companies.
The SBA is likely to support cumulative voting proposals at majority-controlled companies to ensure that a single shareowner or small group of shareowners is unable to control
voting outcomes in full. The SBA may vote against proposals to adopt cumulative voting if the company has no large shareowner blocks that aggregate easily to majority control and
has adopted a full majority voting in elections bylaw (not a resignation policy), as well as proxy access or a similar structure that proactively encourages shareowners to nominate
directors to the company's ballot.
 

Majority Vote
The SBA supports a majority voting standard for uncontested elections because it adds the requirement that a majority of shareowners must vote for each member to be considered
duly elected. SBA prefer for the board to make this requirement in the bylaws of the company, not as a board policy. Policies that require the board members failing to achieve
majority support to offer a resignation, which in turn may or may not be accepted by the board or committee, are not acceptable alternatives to a true majority vote standard for
uncontested elections. The SBA strongly endorses the majority voting election standard for the meaningful accountability it affords shareowners and because it provides another
element to the system of checks and balances of power within the corporate structure.
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Plurality Carve out for Contested Elections
Proxy contests are rare; most elections feature uncontested elections where the number of directors nominated equals the number of board seats. When plurality voting is used as
the voting standard in uncontested elections, the members are guaranteed election, no matter how few shareowners supported them. In contested elections plurality voting remains
the most effective voting standards, so all bylaws should specify that the majority voting standard applies only to uncontested elections.
 

Control Share Acquisition provisions
SBA supports proposals to opt out of control share acquisition statutes unless doing so would enable the completion of a takeover that would be detrimental to shareowners. SBA
opposes proposals to amend the charter to include control share acquisition provisions or limit voting rights.
 

Control Share Cash Out Provisions
SBA typically supports proposals to opt out of control share cash-out statutes.
 

Disgorgement Provisions
SBA supports proposals to opt out of state disgorgement provisions.
 

Supermajority Voting Provisions
The SBA does not support shareowner proposals that require supermajority voting thresholds. Supermajority requirements can be particularly burdensome if combined with a
requirement for the vote result to be calculated using the number of shares outstanding (rather than the votes cast). There have been many instances when a company's
requirements called for a proposal to be supported by eighty percent of shares outstanding but failed because just under eighty percent of shares outstanding were voted. This can
be particularly problematic for resolutions to approve mergers and other significant business combinations. Voting results should simply be determined by a majority vote of the
disinterested shares. SBA supports simple majority voting requirements based on shares voted for the passage of any resolution, ordinary or extraordinary, and regardless of
whether proposed by management or shareowners.
 

Shareholder Access to the Proxy
Proxy access is an important mechanism for shareowners with substantial holdings to nominate directors directly in the company's proxy materials. Generally, we support
proposals that have reasonable share ownership (3% or less) and holding history (3 years or less) requirements, allow shareowners to aggregate holdings for joint nominations
(permitting groups of at least 20 shareowners), cap the number of shareowner nominees at the greater of 2 or at least 20% of the board seats, and feature other procedural
elements that are not unduly burdensome on shareowners seeking to make nominations. The SBA may vote against proposals which contain burdensome or otherwise restrictive
requirements, such as ownership or holding thresholds which are set at impractical levels.
 

Shareholder ability to act by written consent
The SBA votes against proposals to unduly restrict or prohibit shareowners' ability to take action by written consent and supports proposals to allow or make easier shareowner
action by written consent. Most states allow shareowners to take direct action such as adopting a shareowner resolution or electing directors through a consent solicitation, which
does not involve a physical meeting. Alternatively, consent solicitations can be used to call special meetings and vote on substantive items taking place at the meeting itself.
 

Shareholder ability to call special meetings
The SBA votes against proposals that unduly restrict or prohibit a shareowner's ability to call special meetings. We generally support proposals that make it easier for shareowners
to call special meetings. Most states' corporate statutes allow shareowners to call a special meeting when they want to present certain matters before the next annual meeting. The
percentage of shareowner votes required to force the corporation to call the meeting often depends on the particular state's statutes, as does the corporation's ability to limit or deny
altogether a share owner's right to call a special meeting.
 

Stakeholder Provision
Evaluating the impact on non-shareowner constituencies provides a board with an explicit basis, approved by the shareowners, which it may invoke to reject a purchase offer that
may be attractive in purely financial terms. Some state laws also allow corporate directors to consider non-financial effects, whether or not the companies have adopted such a
charter or bylaw provision. SBA would support proposals to opt-out of such provisions.
 

Shareholder Proposals
The SBA votes case-by-case on shareholder proposals.
 

Reimbursement of Proxy Expenses
SBA generally supports proposals requiring reimbursement of proxy solicitation costs for successful dissident nominees. The expenses associated with promoting incumbent
directors in a proxy contest are paid by the company, and for parity, dissidents elected by shareowners should have this benefit as well. In some circumstances at firms with no
reimbursement policy, dissidents are reimbursed only for proxy solicitation expenses if they gain control of the company and seek shareowner approval for the use of company
funds to reimburse themselves for the costs of solicitation. SBA would typically support reimbursement of reasonable costs in these instances.
 

Bundled proposals
Companies may bundle non-routine items with routine items in an attempt to obtain a more favourable outcome, so the SBA must examine these proposals on a case-by-case
basis.
 

Other Business
This proposal provides a forum for addressing resolutions that may be brought up at the annual shareowner meeting. In most countries, the item is a formality and does not require a
shareowner vote, but companies in certain countries include permission to transact other business as a voting item. This discretion is overly broad, and it is against the best interest
of shareowners to give directors unbound permission to make corporate decisions without broad shareowner approval. Because most shareowners vote by proxy and would not
know what issues will be raised under this item, SBA does not support this proposal.
 

Amend Quorum Requirements
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SBA supports quorums of a simple majority. They do not support super-majority quorum requirements.
SBA may support reasonable changes in quorum requirements for board meetings. SBA would not support a quorum of less than fifty percent.
 

Change Company Name
Changing a company's name is a major step that has likely gone through extensive management consideration and/or marketing research. SBA generally supports these proposals.
 

Reincorporation
Within USA
SBA will support proposals to shift the state of incorporation to states with net improvements in shareowner protections; however, the opportunity to increase shareowner rights will
be weighed against the costs and potential disruption of changing the state of incorporation.
 

Outside USA
In some circumstances the costs of a corporation's reincorporation may outweigh the benefits, primarily tax and other financial advantages. Reincorporation can also result in the
loss of shareowner rights, financial penalties, future detrimental tax treatment, litigation, or lost business. The SBA evaluates reincorporation proposals by examining the economic
costs and benefits and comparing governance and regulatory provisions between the locations.
 

Opt in /out of State Takeover Rules (US only)
The SBA does not support corporations opting into state anti-takeover laws (e.g. Delaware). Such laws may prohibit an acquirer from making a well-financed bid for a target, which
provides a premium to shareowners. SBA support proposals to opt-out of state anti-takeover laws.
 

Exclusive Forum Provisions
The SBA generally opposes restrictions on shareowner ability to pursue options of legal recourse. This includes binding or forced arbitration, fee-shifting, and exclusive forum
bylaws. Standard access to the court system is considered to be a fundamental shareowner right. SBA generally votes against proposals to establish exclusive forum and supports
proposals requesting that exclusive forum provisions be ratified by shareowners. SBA will critically examine the company's rationale for limiting shareowners' rights to legal remedy,
including choice of venue and any material harm that may have been caused by related litigation outside its jurisdiction of incorporation in making a voting decision.
 

Anti Takeover
Shareholder Rights Plans - 'Poison Pills'
The SBA supports proposals asking a company to submit its poison pill for shareowner ratification and generally votes against proposals approving or creating a poison pill. The best
defense against hostile takeovers is not necessarily a poison pill, but an effective board making prudent financial and strategic decisions for the company. SBA will consider voting
against board members that adopt or renew a poison pill unless the pill is subject to shareowner ratification within a year of adoption or renewal.
 

Fair Price Amendments
SBA supports proposals to adopt a fair price provision as long as the shareowners' vote requirement embedded in the provisions is no more than a majority of the disinterested
shares. The SBA will vote against all other management fair price proposals. SBA also will typically support shareowner proposals to lower the shareowners' vote requirement
embedded in existing fair price provisions.
 

Net Operating Loss (NOL) Protective Amendments
Companies may seek approval of amendments to their certificate of incorporation intended to restrict certain acquisitions of its common stock in order to preserve net operating loss
carry-forwards (or "NOLs"). NOLs can represent a significant asset for the company, one that can be effective at reducing future taxable income. Section 382 of the Internal
Revenue Code of 1986 imposes limitations on the future use of the company's NOLs if the company undergoes an ownership change; therefore, some companies seek to limit
certain transactions by adopting ownership limits. Firms often utilize a shareowner rights plan (poison pill) in conjunction with NOL-oriented acquisition restrictions. While stock
ownership limitations may allow the company to maximize use of its NOLs to offset future income, they may significantly restrict certain shareowners from increasing their
ownership stake in the company. Such ownership limitations can be viewed as an anti-takeover device. Though these restrictions on shareowners are undesirable, SBA often
supports proposals when firms seek restrictions solely in order to protect NOLs. SBA review the company's corporate governance structure and other control protections in
conjunction with the proposal and weigh the negative impact of the restrictions against the financial value of the NOLs (relative to the firm's market capitalization) in making a
decision.
 

Tax Gross ups
SBA generally supports proposals for companies to adopt a policy of not providing tax gross-up payments to executives, except in situations where gross-ups are provided pursuant
to a plan, policy, or arrangement applicable to management employees of the company, such as a relocation or expatriate tax equalization policy.
 

Anti Greenmail Proposals
SBA supports proposals to adopt anti-greenmail charter or bylaw amendments or otherwise restrict a company's ability to make greenmail payments.
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Florida State Board of Administration - ESG

Environmental & Social Policy
Environmental
SBA generally supports proposals seeking greater disclosure of a company's environmental practices and contingency plans. SBA also tend to support greater disclosure of a
company's environmental risks and liabilities, as well as company opportunities and strengths in this area.
 

Water
Companies should disclose crucial water supply issues, as well as contingency planning to ensure adequate supply for anticipated company demand levels. SBA often supports
proposals seeking disclosure of water supply dependency or preparation of a report pertaining to sustainable water supply for company operations.
 

CERES Principles (Coalition of Environmentally Responsible Economies)
The SBA supports the Ceres Principles consistent with prudent fiduciary standards.
 

Energy
In conjunction with the Ceres principles, SBA are in favor of reasonable proposals for companies taking actions toward energy conservation and environmental solutions. SBA
generally vote in favor of proposals that ask companies to disclose historical, current, or projected levels of pollutants emitted into the environment and to disclose any control
measures to shareowners. The SBA evaluates such proposals, taking into account whether the company has clearly disclosed its current policies and plan of action, as well as an
analysis of the potential for regulatory and business risks in their operations. Proposals that request a company engage in specific environmental actions are evaluated on the
potential to contribute to long-term shareowner value.
 

Greenhouse Gas Emissions
Companies are already required by the Securities and Exchange Commission (SEC) to disclose material expected capital expenditures when operating in locales with greenhouse
gas emission standards. Companies may also be required to disclose risk factors regarding existing or pending legislation that relates to climate change and assess whether such
regulation will likely have any material effect on the company's financial condition or results, the impact of which is not limited to negative consequences but should include new
opportunities as well.
 

Nuclear Waste
Resolutions requesting that companies report on risks associated with their operations and/or facilities are examined on a case-by-case basis, by considering the company's
compliance with applicable regulations and guidelines; the level of existing disclosure related to security and safety policies, procedures, and compliance monitoring; and the
existence of recent, significant violations, fines, or controversy related to the safety and security of the company's operations or facilities. Some shareowner-sponsored resolutions
ask a company to cease production associated with the use of depleted uranium munitions or nuclear weapons components and delivery systems, including disengaging from
current and proposed contracts. Such contracts are monitored by government agencies, serve multiple military and non-military uses, and withdrawal from these contracts could
have a negative impact on the company's business. SBA evaluates these proposals on a case-by-case basis, but generally leaves decisions on the risk of engaging in certain lines
of business up to the board, absent compelling a rationale to intervene.
 

Recycling
The SBA votes on proposals to adopt a comprehensive recycling strategy on a case-by-case basis, taking into account: The nature of the company's business and the percentage
affected; The extent that peer companies are recycling; The timetable prescribed by the proposal; The costs and methods of implementation; and Whether the company has a poor
environmental track record, such as violations of applicable regulations.
 

Climate Change
In conjunction with the Ceres Principles, they are in favour of companies taking actions toward energy conservation and environmental solutions. We generally vote in favour of
proposals that ask companies to disclose historical, current, or projected levels of pollutants emitted into the environment and to disclose any control measures to shareowners.
 

Animal Welfare
Some resolutions ask companies to report on animal welfare conditions or to make changes in procedures relating to the treatment of animals. SBA examines each proposal in the
context of current regulations, consumer sentiment, company disclosures, available technology and potential alternatives to the company's present procedures, and the feasibility
and cost impact of the proposal when making a voting determination.
 

GM Foods
Shareowner proposals in this area generally request the removal of genetically engineered food (animals), ingredients from crops (products), changes in product labelling, or their
related study. The SBA votes on such shareowner proposals on a CASE-BY-CASE basis. For those proposals that request changes to a company's business strategy or
operations, the SBA generally votes AGAINST since they do not attempt to mandate business strategies for the companies they own.
 

Protected Areas
The SBA generally supports requests for reports outlining potential environmental damage from operations in protected regions unless: Operations in the specified regions are not
permitted by current laws or regulations; The company does not currently have operations or plans to develop operation in these protected regions; or; The company provides
disclosure on its operations and environmental policies in these regions comparable to industry peers.
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Conflict Areas
Shareowners may propose that companies adopt guidelines for doing business with or investing in countries where there is a pattern of ongoing egregious and systematic violations
of human rights. Shareowners of companies operating in regions that are politically unstable, including terrorism-sponsoring states, sometimes propose ceasing operations or
reporting on operations in high-risk markets. Such concerns focus on how these business activities or investment may, in truth or by perception, support potentially dangerous
and/or oppressive governments, and further, may lead to potential company reputational, regulatory, or supply chain risks. In accordance with Â§215.471(2) of Florida Statutes, the
SBA votes against all proposals advocating increased United States trade with Cuba, Syria or Venezuels, and SBA will not vote in favor of any proxy resolution advocating the
support of the Maduro regime in Venezuela per resolution of the Trustees of the State Board of Administration. SBA is also prohibited by state law from investing in companies doing
certain types of business in Iran and Sudan.

SBA votes on a CASE-BY-CASE basis when evaluating requests to review and report on the company's potential financial and reputation risks associated with operations in high-
risk markets, such as a terrorism-sponsoring state or otherwise, taking into account:

â€¢ Compliance with Florida state law;
â€¢ Compliance with U.S. sanctions and laws;
â€¢ Consideration of other international policies, standards, and laws;
â€¢ The nature, purpose, and scope of the operations and business involved that could be affected by social or political disruption;
â€¢ Current disclosure of applicable risk assessments and risk management procedures; and
â€¢ Whether the company has been recently involved in significant controversies or violations in high-risk markets.
 

Human Rights
The SBA currently abstains from voting on resolutions relating to human rights.
 

Internet Privacy & Censorship
The SBA generally votes in favor of reasonable, disclosure-based resolutions relating to policies on data collection and internet access, unless the company already meets the
disclosure provisions requested in the proposal. SBA considers the level of current applicable disclosure on the topic, the history of stakeholder engagement, nature and scope of
the company's operations, applicable legislation, and the company's past history of controversy and litigation as it pertains to human rights. SBA generally does not support
proposals asking companies to modify or restrict their business operations in certain markets, unless under extraordinary circumstances where a considerable threat to the
company's operations or reputation exists.
 

MacBride Principles
The MacBride Principles call on companies with operations in Northern Ireland to promote fair employment practices. Signatories of the MacBride Principles agree to make
reasonable, good faith efforts to abolish all differential employment criteria whose effect is discrimination on the basis of religion. SBA supports adoption and implementation of the
MacBride Principles, along with fair and transparent employment practices by firms operating in Northern Ireland.
 

Outsourcing and Offshoring
Proposals calling for companies to report on the risks associated with outsourcing shall be voted on a CASE-BY-CASE basis, considering the risks associated with certain
international markets, the utility of such a report to shareowners, and the existence of a publicly available code of corporate conduct that applies to international operations.
 

Healthcare Reform
In evaluating proposals to adopt Health Care Reform policies, they consider the information that is publicly available from a company to determine whether the company has given
due consideration to the issue and has been transparent in its deliberations on the issue. Given the complex nature of the costs and benefits of health care and the national
importance level attached to this issue, the health care principles proposed by a shareowner or recommended by the IOM may be overly restrictive to set upon any one company.
 

Tobacco
We do not believe that shareowners are responsible for instructing management on business strategies or tactics. However, in cases of negligence on the part of management, the
SBA has a responsibility to protect shareowner value and will support shareowner proposals aimed at maintaining or restoring shareowner value.
 

Pharmaceutical Pricing
These resolutions ask companies to adopt price restraint policies and report to shareowners. The SBA supports unfettered prices dictated only by the forces of a free market.
Therefore, they will not support shareowner initiatives seeking to restrain a company's ability to charge what the market will bear.
 

Product standards
Generally, SBA supports reasonable proposals requesting increased disclosure regarding oversight procedures, product safety risks, or the use of potentially dangerous or toxic
materials in company products. Proposals asking the company to cease using certain production methods or materials will be evaluated based on the merits of the case supporting
the actions called for in the proposal. SBA also considers current regulations, recent significant controversy, litigation and/or fines, and the current level of disclosure by the
company.
 

Weapons / Military
The SBA vote case-by-case on military proposals.
 

Supply Chain
Often these proposals seek information for better understanding risks to the company through their materials purchasing and labor practices. For example, allegations of sweatshop
labor or child labor can harm sales and reputation, so knowledge of the company's policies for preventing these practices are highly relevant to shareowners. SBA considers the
terms of the proposal against the current company disclosures and industry standards, as well as the potential severity of risks.
 

Community Engagement
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Controversies, fines, and litigation can have a significant negative impact on a company's financials, public reputation, and even ability to operate. Companies operating in areas
where potential impact is a concern often develop internal controls aimed at mitigating exposure to these risks by enforcing, and in many cases, exceeding local regulations and
laws. SBA considers proposals to report on company policies in this area by evaluating the company's current disclosures, industry norms, and the potential impact and severity of
risks associated with the company's operations.
 

Diversity
SBA will generally support requests for additional information and disclosures at companies where diversity across members of the board, management and employees lags those
of peers or the population. Board members, management and employees with differing backgrounds, experiences and knowledge will enhance corporate performance.
 

Political Contributions
Companies should disclose the amount and rationales for making donations to political campaigns, political action committees (PACs), and other trade groups or special interest
organizations. SBA typically considers the following factors:
â€¢ Recent significant controversy or litigation related to the company's political contributions or governmental affairs;
â€¢ The public availability of a company policy on political contributions and trade association spending, including the types of organizations supported;
â€¢ The business rationale for supporting political organizations; and
â€¢ The board oversight and compliance procedures related to such expenditures of corporate assets.
 

** - Indicates regional policy for global investor (Florida State Board of Administration )
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Voting Policy

Vote in House Yes Votes where Shareblocking No Securities Lending n/a

Voting Policy
The SBA retains four of the leading proxy advisory and governance research firms: Glass, Lewis & Co., GovernanceMetrics International (GMI), Manifest Information Services Ltd
(Manifest), and MSCI Institutional Shareholder Services (ISS). These firms assist the SBA in its analyses of individual voting items and the monitoring of boards of directors,
executive compensation levels, and other significant governance topics. The SBA's Corporate Governance & Proxy Voting Oversight Group (Proxy Committee) met four times
during the fiscal year, once each quarter. The Proxy Committee, created in 2010, is a subset of the SBA's Senior Investment Group (SIG) and is charged with overseeing corporate
governance and proxy voting activities. In addition to quarterly meetings throughout the year, the Proxy Committee reviews and deliberates contested and significant governance
topics. Issues for discussion include the volume and trends of proxy votes, governance factors within global equity markets, regulatory developments, and business operations tied
to the Protecting Florida's Investments Act (PFIA).
 

Vote in House
The SBA makes all proxy voting decisions independently, casting proxy votes based on written corporate governance principles and proxy voting guidelines it develops internally for
common issues expected to be presented for shareowner ratification.
 

Engagement with Issuer
Investor engagement can be classified into three categories, including "Extensive," "Moderate," and "Basic." Extensive engagement is defined as multiple instances of focused
interaction with a company on issues identified with a view to changing the company's behaviour. The engagements were systematic and begun with a clear goal in mind. Moderate
engagement is defined as more than one interaction with a company on issues identified. The engagement was somewhat systematic, but the specific desired outcome may not
have been clear at the outset. Basic engagement is defined as direct contact with companies but engagement tended to be ad-hoc and reactive. Such engagement may not have
pursued the issue beyond the initial contact with the company and includes supporting letters authored by other investors or groups.

Consistent with prudent and responsible investment policy, all or some of the following measures may be instituted when a corporation is found by the SBA to be under-performing
market indices or in need of corporate governance reform:
â€¢ The SBA will discuss the corporate governance deficiencies with a representative and/or the Board of Directors. Deficiencies may occur in the form of policies or actions, and
often result from the failure to adopt policies that sufficiently protect shareowner assets or rights. The SBA may request to be informed of the progress in ameliorating such
deficiencies.
â€¢Under SEC Rule 14(a) 8, shareowner proposals may be submitted to companies with identified performance deficiencies. Shareowners proposals will be used to place
significant issues on a company's meeting ballot in order to allow all shareowners to approve or disapprove of significant issues and voice the collective displeasure of company
owners.
â€¢ Any other strategies to achieve desired corporate governance improvements as necessary.
 

** - Indicates regional policy for global investor (Florida State Board of Administration )
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Q4 Vaccine News Propels Equity Markets
Global Markets Rally Q4 2020: Market Favored Value and Low Size

Wide Range of Returns in 2020 Q4 2020 Global Market Dynamics

• Equity markets rallied after November's vaccine announcements 
and another US government stimulus package, with cyclical 
sectors leading the way.

• Leadership shifted from growth and large caps towards value 
and small caps.

• Emerging markets outperformed for the third quarter in a row.
• For the year IT rose 45% while Energy fell -28%, a 

remarkable difference of 73%.
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ACWI IMI Returns by Sector

Q4 2020

Parent
Absolute 

Return Low Vol Yield Quality Momentum Value Low Size
ACWI 14.7% -8.3% -0.9% -3.0% -4.4% 7.2% 2.9%

World 14.0% -8.3% -2.3% -3.5% -3.4% 4.1% 3.4%

EM 19.7% -6.0% -0.3% -1.7% 2.6% 4.8% -1.8%

USA 13.0% -6.2% -3.7% -3.1% -3.7% 5.3% 5.3%

Europe 15.6% -6.9% 1.0% -3.0% -4.1% 6.0% 4.1%

Asia ex Japan 18.6% -4.1% -1.3% -0.1% 6.7% -12.3% -1.8%

Japan 15.3% -6.6% 0.3% 0.5% 1.2% -3.0% -3.7%

Note: As of December 31, 2020. Based on Russell indices for domestic markets and MSCI IMI for ACWI , Developed Ex-U.S. and Emerging Markets.



Aggregate Performance Summary
Q420 FYTD 1 Yr 3 Yr 5 Yr Incept

Total Asset Class Return 15.36% 25.21% 17.11% 10.29% 12.63% 11.78%
Benchmark 15.70% 25.11% 16.35% 9.74% 12.17% 10.97%

Excess Return -0.34% 0.10% 0.76% 0.54% 0.46% 0.81%
Tracking Error 0.55 0.51 0.52

Return / Risk (IR) 0.83 0.75 1.35
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Active Strategy Performance Summary
Excess Returns by Aggregate What Happened

Active Strategy Group
Weight (% of 
Asset Class) Q4 2020 1 Year 3 Year 5 Year Q4 Performance Drivers

Foreign Developed Large Cap 21% 0.10% 6.78% 2.68% 2.51% Value-oriented managers contributed with positive stock selection in 
many sectors including industrials and materials. The aggregate also 
benefited from select high momentum names that continued to race 
during Q4.

Emerging Markets 12% 0.21% 1.83% 1.48% 0.71% Stock selection in China, Taiwan and the financial sector boosted 
performance.

Dedicated Global 8% -3.46% -5.65% -1.87% -1.45% This defensively tilted aggregate lagged due to dividend-yield and low 
volatility tilts. Stock selection in emerging markets, notably China, 
was also negative.

Foreign Developed Small Cap 5% -0.34% -1.09% -0.69% -0.92% The deep value rally beat higher quality names favored by the 
managers in the aggregate. Managers leveraged to momentum also 
underperformed.

Currency 3% 0.37% -1.12% -0.13% -0.27% Exposure to strengthening emerging market currencies 
contributed, offsetting safe-havens (USD and CHF) that lagged.

US Large Cap 2% 3.47% -6.43% -4.09% -3.31% The tilt toward value, which has detracted for an extended period, 
positively contributed in Q4 particularly driven by holdings in 
the financials, IT and health care sectors.

US Small Cap 2% -2.81% -3.30% 0.07% -0.78% Managers failed to keep up with the Russell 2000’s 31% rise, its 
strongest quarter on record. Quality, low volatility and high 
profitability detracted in a recovery-focused rally.

Total Active Aggregate 51% -0.50% 1.22% 0.61% 0.39%

Note:  All returns through 12/31/2020.  Excess returns are relative to strategy group benchmark.  Currency weight reflects passively managed equity notional.  Weights are 
relative to total equity assets under management. 



Update on Initiatives
Provide Alpha
• Continue to implement aggregate structural enhancements

– Funded new Emerging Market manager in Q4 2020
– Completed search for International Small Cap managers

• Ongoing analysis of active aggregates
• Focus on opportunistic, differentiated strategies that add alpha and/or 

diversification to the asset class

Provide Liquidity 
• GE continues to be a significant provider of liquidity to support beneficiary 

payments
– Raised $2.9 billion in Q4 2020 and $7.3 billion during the calendar year.



State Board of Administration

Fixed Income Update 
Katy Wojciechowski 

Senior Investment Officer Fixed Income

Investment Advisory Council
March 30, 2021



Asset Class Portfolio Performance
• Asset class outperformed Benchmark over ALL time periods with low risk and high 

Information Ratio
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Fixed Income Review and Outlook
March 2021

• 12 Month Returns for the Fixed Income benchmark – Bloomberg Intermediate Aggregate through 2/28/2021 were 2.055%. 

Benchmark returns fiscal YTD are (0.03)%, while asset class returns are +0.73% for an outperformance of 0.77%.  

• Annual Absolute Returns were positive for all sectors, but negative for the past quarter as rates rose.

– Ten year Treasury yields rose from 0.91% to 1.607%.  Yield on the entire Benchmark is now 1.25% with a 4.07yr 

duration.  

– Yield on the broader Barclay’s Aggregate is 1.58%



Benchmark Comparison
as of 2/28/2021
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Fixed Income Review 
March 2021

With that, a small move up in rates wipes out all of the 
carry for the year

Option Adjusted Spread:

Fixed Income offers little “Income”



Fixed Income Review 
March 2021

• Bigger Picture: Global negative yielding debt 
stock decreased over the quarter

Source: Bloomberg 

• Fed will own a very large portion of the 
Benchmark

Source: Blackrock



Fixed Income Review 
March 2021

• Portfolio continues to overweight Spread 
Product

• But overall Active Risk continues contained 
at total allocation level



Fixed Income Review 
March 2021

• Continue to maintain active allocation
• Add exposure to out of benchmark structured products or other in a dedicated 

strategy
• Expanded guidelines with several managers, seeking out idiosyncratic 

opportunities
– Consider opportunity to reduce risk to a rising rate environment within overall allocation

• Increased allocation to Short Duration Credit manager
– Execute on tactical opportunities in out of Benchmark sectors – Core Plus opportunities

• Continuing to discuss opportunities ex-US, off benchmark, given limited 
opportunities in US Fixed Income.

8

Looking Forward: Pockets of Value



State Board of Administration

Private Equity Asset Class Update
John Bradley, SIO Private Equity

Investment  Advisory Council
March 30, 2021



Market/Portfolio Update
• Market/Portfolio Update:

– Market
• PE market had a strong close to 2020 with Q4 investment activity hitting 

highs not seen since 2007 
• Venture-backed IPOs reached an all-time high in 2020
• U.S. buyout purchase multiples averaged 11.4x in 2020 and debt multiples 

fell slightly
– Portfolio

• PE portfolio up 12.4% in Q3 2020; up 20.3% for the year-ended 9/30/2020
• 2020 net cash flow: $966 million



Sector and Geographic Exposure
As of September 30, 2020

Source: Cambridge Associates
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Private Equity Asset Class Performance
Asset Class - Net Managed and Benchmark Returns (IRRs) as of September 30, 2020

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.
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Sub-strategy Performance

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.  

As of September 30, 2020

1yr 3yr 5yr 10yr Since Inception Benchmark

U.S. Buyouts 17.0% 16.9% 16.5% 15.5% 12.6% 10.8%

Non-U.S. Buyouts 15.9% 14.0% 16.5% 14.8% 11.8% 11.2%

U.S. Venture 34.6% 25.1% 17.2% 17.5% 14.1% 11.9%

U.S. Growth Equity 20.5% 19.2% 16.3% 16.9% 14.5% 14.1%

Non-U.S. Growth Equity 13.6% 11.2% 10.4% 7.7% 8.4% 12.0%

Distressed/Turnaround 14.9% 9.4% 13.6% 13.8% 19.2% 9.2%

Secondaries 6.4% 8.7% 9.1% 12.2% 15.1% 15.3%

Total PE Asset Class 20.3% 17.3% 15.9% 15.4% 13.5% 11.2%



2020 Commitment Activity

• Commitments totaling $1.95 billion to 19 funds in 2020
– $1.75 billion to 15 buyout funds

• Small 40%, Middle-Market 25%, Large 35%

– $200 million to 4 venture funds

– Geographic Focus
• US 61%, Europe 24%, Asia 7%, Global 8%



Appendix



Private Equity Aggregates
Dollar-Weighted Performance (IRRs) as of September 30, 2020

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. 

Inception Date
Market Value 

(in Millions) 1yr 3yr 5yr 10yr
Since 

Inception

Total Private Equity 1/27/1989 $14,260.2 20.3% 17.3% 15.9% 14.6% 10.2%

Custom Iran- and Sudan-free ACWI IMI +300bps 13.1% 9.1% 13.0% 14.1% 10.7%

Private Equity Legacy Portfolio 1/27/1989 $2.6 0.0% -4.4% -9.4% -15.0% 3.7%

Custom Iran- and Sudan-free ACWI IMI +300bps 13.0% 9.4% 13.3% 14.7% 9.9%

Private Equity Asset Class Portfolio 8/31/2000 $14,257.6 20.3% 17.3% 15.9% 15.4% 13.5%

Custom Iran- and Sudan-free ACWI IMI +300bps 13.1% 9.0% 13.0% 14.0% 11.7%
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Strategic Investments Asset Class Review
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Senior Investment Officer – Strategic Investments
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Portfolio



Performance



Recent Activity

• Quarterly cash outflow was $441 million 
• Calendar year cash outflow was $1.543 billion
• Ten funds totaling $1.775 billion were closed in the most recent 

quarter
• Three funds totaling $500 million have closed this quarter
• Seven funds totaling $1.175 billion are in the pipeline
• Busiest calendar and fiscal years ever, but …
• Activity is slowing



Pipeline

• Four Debt funds – Two Subordinated Capital, one Distressed, one Loan
• One Equity fund – Long/Short Equity
• One Flexible Mandates fund – Multi-Strategy
• One Real Asset funds – Infrastructure

• Four new relationships
• Five private markets strategies
• Two hedge funds



Investment Themes

• Credit Markets
– Rapid recovery, but
– A lot of debt in the system
– Will the Fed come to the rescue if there is a blip in the markets?

• Texas Snowstorm – Insurance markets will continue to harden
• Opportunities in aircraft as leisure travel set to ramp up
• Activists in Japan
• Commodities boom starting?



FRS INVESTMENT PLAN



FRS Investment Plan Snapshot 
(as of December 31, 2020)

• Assets: $13.6 B (14.2% increase since December 31, 2019)
 11.13% - 4th Quarter 2020 Return
 13.07% - Calendar Year 2020 Return
 17.56% - Fiscal Year to date (July 20 – Dec 20)

• Members: 252,460 (up 12.1% since December 31, 2019)
 Active     – 176.963 (27% of active FRS membership)
 Inactive   – 75,497

• Average Acct Balance: $53,780 (1.9% increase since December 31, 2019)

• Average Age: 46
 Males – 47 (35% of members)
 Females – 45 (65% of members)

• Average Yrs of Service: 5 Years (active members)

• Retirees: 156,354 (7.8% increase since December 31, 2019)

• Distributions: $14.8 B
 Lump Sum Payouts – 40% 
 Rollovers                   – 60%



FRS Investment Plan AUM by Asset Class
(as of December 31, 2020 in $ millions)

Retirement Date 
Funds, $6,115 (45%)

Domestic Equity 
Funds, $3,424 (25%)

International/Global Equity 
Funds, $882 (7%)

Fixed Income Funds, 
$780 (6%)

Inflation Sensitive 
Fund, $120 (1%)

Money Market Fund, 
$1,174 (9%)

Self-Directed 
Brokerage Accounts, 

$1,081 (8%)

Asset allocation is a result of member investment selection

Total Assets: $13.6 Billion



FRS Investment Plan Performance by Asset Class
(as of December 31, 2020)

QTD FYTD 1 Year 3 Years 5 Years Inception

Total Fund 11.13% 17.56% 13.07% 8.74% 10.07% 7.45%

Money Market 0.02% 0.11% 0.68% 1.75% 1.41% 1.55%

Multi-Assets Fund 2.45% 10.74% 7.20% 4.63% 5.34% 2.04%

Fixed Income 0.49% 3.49% 8.05% 5.82% 5.30% 5.03%

Domestic Equities 16.27% 26.36% 20.04% 13.44% 14.94% 10.91%

Global & Intl Equities   17.47% 26.62% 15.20% 7.24% 10.63% 8.58%

Retirement Date Funds 10.89% 17.10% 12.44% 8.14% 9.90% 6.99%

TF x RDFs 11.36% 18.00% 13.65% 9.28% 10.24% 7.99%



FRS Investment Plan Membership Growth
Percent Membership Growth Year to Year
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MyFRS Financial Guidance Program
(as of December 31, 2020)

INVESTMENT EDUCATION 

  

  

 

   
 

 

EY FINANCIAL  
PLANNER 

CALLS 
275,035 

FINANCIAL 
PLANNING 

WORKSHOPS 
479 

ATTENDANCE 
FINANCIAL 

WORKSHOPS 
15,068 

-14% 

 

-19% -37% 

WEBSITE 
HITS 

3,135,833 

+18% 

WEBSITE 
CHATS 

154,473 
 
 

+109% 

17 Annuities purchased last 12 months ($2.06 million)
159 Total Annuities purchased inception to date ($21.2 million)

(% change from previous 12 months)
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Questions?
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FLORIDA RETIREMENT SYSTEM  

 
Investment Plan  

Investment Policy Statement 
 
I. PURPOSE 
 

The Florida Retirement System Investment Plan Investment Policy Statement (IPS) serves as the 
primary statement of Trustee policy regarding their statutory responsibilities and authority to 
establish and operate an optional defined contribution retirement program for members of the Florida 
Retirement System.  The IPS shall serve as a guiding document pertaining to investment matters with 
respect to the Investment Plan.  The Trustees will strive to make investment decisions consistent with 
this IPS. Section 121.4501(14), Florida Statutes, directs the Trustees of the State Board of 
Administration to approve the IPS. The IPS will be reviewed annually and will be revised or 
supplemented as policies are changed or developed.  

 
II. DEFINITIONS 
 
A. Member  – An employee who enrolls in, or who defaults into, the Florida Retirement System 

Investment Plan, a member-directed 401(a) program, in lieu of participation in the defined benefit 
program of the Florida Retirement System, a terminated Deferred Retirement Option Program 
(DROP) member as described in section 121.4501(21), Florida Statutes, or an alternate payee of a 
member or employee. 

B. Investment Product – The result of a process that forms portfolios from securities and financial 
instruments in order to produce investment returns. 

C. Investment Manager – A private sector company that provides one or more investment products. 
D. Investment Funds – One of the investment options that may be chosen by participants.  A Fund 

may be an aggregate of one or more investment products.   
E. Bundled Provider - A private sector company that offers investment products, combined with 

recordkeeping and trading services, which are designed to meet individualized needs and 
requirements of plan participants, so as to afford value to participants not available through 
individual investment product.   

F. Passively Managed Option – An investment management strategy that intends to produce the same 
level and pattern of financial returns generated by a market benchmark index.   

G. Actively Managed Option – An investment management strategy that relies on security return 
predictions in an effort to out-perform the financial returns generated by a market benchmark index. 

H. Performance Benchmark – A market benchmark index that serves as the performance 
measurement criterion for investment options. 

I. Investment Plan Administrator or Recordkeeper – A private sector company that provides 
administrative services, including individual and collective recordkeeping and accounting, IRC limit 
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monitoring, enrollment, beneficiary designation and changes, disbursement of monies, and other 
centralized administrative functions. 
 

J. Self-Directed Brokerage Account – An alternative method for Investment Plan members to select 
various investments options otherwise not available in the Investment Plan. 
 

K. Self-Direct Brokerage Account Provider – A private sector company that provides access to a Self-
Directed Brokerage Account to members of the FRS Investment Plan. 
 

 
III. OVERVIEW OF THE INVESTMENT PLAN  AND STATE BOARD OF 

ADMINISTRATION  
 
A. The Investment Plan is a member-directed 401(a) program for employees who selected to participate, 

or who default into the plan, in lieu of participation in the defined benefit program of the Florida 
Retirement System.  Investment Plan benefits accrue in individual accounts that are member-
directed, portable and funded by employee and employer contributions and earnings. In accordance 
with Section 121.4501(15)(b), Florida Statutes, members and beneficiaries bear the investment risks 
and reap the rewards that result when they exercise control over investments in their accounts.  
Fluctuations in investment returns directly affect members’ benefits.  

 
B. The State Board of Administration (Board), Division of Retirement, and affected employers 

administer the Investment Plan.  The Board designs educational services to assist employers, eligible 
employees, members and beneficiaries.  The State Legislature has the responsibility for setting 
contribution levels and providing statutory guidance for the administration of the Investment Plan. 

 
IV. THE BOARD 
 
A. The Board consists of the Governor, as Chairman, the Chief Financial Officer and the Attorney 

General.   The Board shall establish an optional defined contribution retirement program for members 
of the Florida Retirement System and make a broad range of investment options, covering most 
major market segments, available to members. The Board makes the final determination as to 
whether any investment manager or product, third-party administrator, education vendor or 
investment guidance vendor shall be approved for the Plan. 

 
B. The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary 

standards of care as contained in Section 121.4501(15)(a), Florida Statutes. 
 

C. The Board delegates to the Executive Director & CIO the administrative and investment authority, 
within the statutory limitations and rules, to manage the Investment Plan.  The Board appoints a nine-
member Investment Advisory Council (IAC).  The IAC reviews the IPS and any proposed changes 
prior to its presentation to the Board of Trustees.  The Council presents the results of its review to 
the Board of Trustees prior to the Trustees’ final approval of the statement or any changes.  
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V. THE EXECUTIVE DIRECTOR & CIO   

 
A. The Executive Director & CIO is responsible for managing and directing administrative, personnel, 

budgeting and investment-related functions, including the hiring and termination of investment 
managers, bundled providers and products. 

 
B. The Executive Director & CIO is responsible for developing specific investment objectives and 

policy guidelines for investment options for the Investment Plan.  The Executive Director & CIO is 
responsible for developing policies and procedures for selecting, evaluating, and monitoring the 
performance of investment managers and products to which employees may direct retirement 
contributions under the Investment Plan, and providing the Board with monthly and quarterly reports 
of investment activities.   

 
C. The Executive Director & CIO is responsible for maintaining an appropriate compliance program 

that ensures : 
 

• Compliance with contractual and investment guidelines of each investment manager;  
• Compliance with contractual provisions agreed to with the Investment Plan administrator 

and the custodian, and all other service providers to the Plan, to facilitate compliance 
with all legal requirements pertaining to the administration of the Plan, and compliance 
with all applicable administrative rules, SBA policies, and procedures; and 

• Compliance with reporting and valuation requirements.   
 

In addition, the Executive Director & CIO is also responsible for maintaining diversified investment 
options, and maximizing returns with respect to the performance benchmarks of investment options 
offered in the Investment Plan line up, consistent with appropriate defined contribution plan design.  
Each investment option will avoid excessive risk and have a prudent degree of diversification relative 
to its broad market performance benchmark. The Executive Director & CIO will develop policies 
and procedures to: 

 
° Identify and monitor manager performance and key investment and operational risks 

within the manager’s business structure.  
° Maintain an appropriate compliance program that ensures compliance with 

contractual and investment guidelines of each manager in the plan.  
° Maintain an appropriate and effective oversight function within the Office of Defined 

Contribution Programs to ensure effective operational and administrative oversight.  
° Approve fund allocations and limits for each fund-of-fund or Retirement Date Fund 

under the Investment Plan. 
 
 The Executive Director & CIO will appoint a Chief of Defined Contribution Programs, to assist in 

the execution of the responsibilities enumerated in the preceding paragraphs. For day-to-day 
executive and administrative purposes, the Chief of Defined Contribution Programs will proactively 
work with the Executive Director & CIO and designees to ensure that issues are promptly and 
thoroughly addressed by management. On at least a quarterly basis, the Chief of Defined 
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Contribution Programs will provide reports to the Investment Advisory Council, and to the Audit 
Committee and Board as requested. 

 
To ensure compliance with the enumerated functions outlined above, at the request of the Executive 
Director & CIO, the SBA Chief Risk & Compliance Officer will conduct compliance reviews of 
Office of Defined Contribution Programs to ensure compliance with this Investment Policy 
Statement and any SBA related policies and procedures in place for the Investment Plan and will 
provide a report that details any adverse compliance exceptions to the Executive Director & CIO.   
 
Pursuant to written SBA policy, the Executive Director & CIO will cause a regular review, 
documentation and formal escalation of any events that may have a material impact on the FRS 
Investment Plan Trust Fund. The Executive Director & CIO is delegated the authority and 
responsibility to prudently address any such events, with input from the Investment Advisory 
Council as necessary and appropriate, unless otherwise required in this Investment Policy Statement. 

 
D. The Executive Director & CIO shall adopt policies and procedures designed to prevent excessive 

member trading between investment options from negatively impacting other members. 
 

E. The Executive Director & CIO is responsible for periodically reviewing this IPS and recommending 
changes to the Board of Trustees when appropriate. 

 
 

VI. INVESTMENT OBJECTIVES 
 
A. The Investment Plan shall seek to achieve the following long-term objectives: 

 
1) Offer a diversified mix of low-cost investment options that span the risk-return spectrum 

and give members the opportunity to accumulate retirement benefits. 
2) Offer investment options that avoid excessive risk, have a prudent degree of 

diversification relative to broad market indices and provide a long-term rate of return, net 
of all expenses and fees that seek to achieve or exceed the returns on comparable market 
benchmark indices.  

3) Offer members meaningful, independent control over the assets in their account with the 
opportunity to: 
a) Obtain sufficient information about the plan and investment alternatives to make 

informed investment decisions; 
b) Direct contributions and account balances between approved investment options 

with a frequency that is appropriate in light of the market volatility of the 
investment options; 

c) Direct contributions and account balances between approved investment options 
without the limitation of fees or charges; and 

d) Remove accrued benefits from the plan without undue delay or penalties, subject 
to the contract and all applicable laws governing the operation of the Plan. 
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VII. MEMBER CONTROL AND PLAN FIDUCIARY LIABILITY 
 
A. This IPS is structured to be consistent with the Legislature’s intent to assign liability for members’ 

investment losses to members and provide a safe harbor for Plan fiduciaries. 
 

B. In Sections 121.4501(8)(b)2. and 121.4501(15)(b), Florida law incorporates the federal law concept 
of participant control, established by regulations of the U.S. Department of Labor under section 
404(c) of the Employee Retirement Income Security Act of 1974.  The Investment Plan shall 
incorporate these concepts by providing Plan participants the opportunity to give investment 
instructions and obtain sufficient information to make informed investment decisions.  The 
Investment Plan shall, in accordance with the 404(c) regulations and Florida law, provide members 
an opportunity to choose from a broad range of investment alternatives. 

 
C. If a member or beneficiary of the Investment Plan exercises control over the assets in his or her 

account, pursuant to section 404(c) regulations and all applicable laws governing the operation of 
the Plan, no Plan fiduciary shall be liable for any loss to a member’s or beneficiary's account which 
results from such member’s or beneficiary's exercise of control. 

 
D. The default option for FRS Investment Plan members that default into the plan or fail to make a 

selection of investment options shall be the FRS Retirement Target Date Fund (RDF) that matches 
the year closest to the year each individual member reaches normal retirement age for the Florida 
Retirement System as defined in Section 121.021(29) Florida Statutes, which otherwise meets the 
requirements of a qualified default investment alternative pursuant to regulations issued by the U.S. 
Department of Labor.  The default option for FRS Pension Plan DROP participants who rollover 
funds from their DROP account to the Investment Plan as permitted by section 121.4501(21), Florida 
Statutes, and fail to make a selection of investment options shall be the FRS Retirement Fund. 

 
VIII. MEMBER  EDUCATION AND INVESTMENT GUIDANCE 
 
A. The education component of the Investment Plan shall be designed by the Board to assist employers, 

eligible employees, members, and beneficiaries in order to maintain compliance with section 404(c) 
regulations and to assist employees in their choice of defined benefit or defined contribution 
retirement programs. Educational services include, but are not limited to, disseminating educational 
materials; providing retirement planning education; explaining the differences between the defined 
benefit retirement plan and the defined contribution retirement plan; and offering financial planning 
guidance on matters such as investment diversification, investment risks, investment costs, and asset 
allocation.   
 
For members of the Investment Plan, the following items must be made available to members in 
sufficient time to allow them an opportunity to make informed decisions regarding the management 
of their individual retirement account under the Plan:  

° A description of all investment funds offered as an investment option under the 
Investment  Plan including: general investment objectives, risk and return 
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characteristics, and type and diversification of assets, but excluding any investment 
instruments made available through a self-directed brokerage account.  

°  An explanation of how to give investment instructions and any limits or restrictions 
on giving instructions.  

° A description of any transaction fees or expenses that are charged to the member’s 
account in connection with purchases or sales of an investment fund.  

°  Investment summary fund profiles as defined at Sections 121.4501(15)(c), excluding 
the prospectus or other information for the underlying investment instruments 
available through the self-directed brokerage account provided by the Plan.  

° Descriptions of the annual operating expenses for each investment alternative, such 
as investment management fees, excluding the prospectus or other information for the 
underlying investment instruments available through the self-directed brokerage 
account provided by the Plan.  

° The value of shares of all investment funds and a quarterly member statement that 
accounts for contributions, investment earnings, fees, penalties, or other deductions, 
excluding the prospectus or other information for the underlying investment 
instruments available through the self-directed brokerage account provided by the 
Plan.  

° Information concerning the past investment performance of each investment fund, net 
of expenses, and relative to appropriate market indices, excluding the prospectus or 
other information for the underlying investment instruments available through the 
self-directed brokerage account provided by the Plan. 

 
B. Consistent with Sections 121.4501(8)(b)1. and 121.4501(10)(b), Florida Statutes, the education 

component shall provide FRS members with impartial and balanced information about the Plan and 
investment choices.  In addition, any approved education organization shall not be an approved 
investment provider or be affiliated with an approved investment provider.  Educational materials 
shall be prepared under the assumption that the employee is an unsophisticated investor and all 
educational materials, including those distributed by bundled providers, shall be approved by the 
Board prior to dissemination.  Members shall have the opportunity to choose from different levels of 
education services, as well as a variety of delivery methods and media.  All educational services 
offered by investment product providers shall be provided on a fee-for-service basis. 

 
C. The Board shall contract for the provision of low- or no -cost investment guidance to members that 

is supplemental to educational services and that may be paid for by those receiving the guidance.  
Investment guidance shall consist of impartial and balanced recommendations about investment 
choices consistent with Rule 19-13.004, F.A.C.  Investment guidance provided to a member should 
be individualized and provided on a regular basis. Members have the opportunity to choose from 
different levels of customized investment guidance services, as well as a variety of delivery methods 
and media.   

 



Blacklined for Review by IAC on March 30, 3021 
Final Adopted by Board of Trustees May 28, 2020 

 
 

 
7 

D. Investment guidance for Investment Plan members will provide optimized combinations of available 
Investment Plan investment options and any personally owned non-Investment Plan member directed 
tax-deferred or taxable accounts. 

 
E. Investment guidance for Pension Plan members will provide optimized combinations of any 

available Pension Plan benefit and any personally owned specific investment options across member 
directed tax-deferred or taxable accounts. 

 
F. Bundled provider(s) selected to provide investment products for Investment Plan members shall not 

provide any member education services aimed at influencing the choice between the defined benefit 
and defined contribution plans of the Florida Retirement System.  This education program will only 
be provided by the neutral education provider hired to do so by the Board. 

  
IX. ROLES OF THE INVESTMENT PLAN ADMINISTRATOR AND BUNDLED PROVIDERS 
 
A. The Board will select a single private party to serve as the administrator for the Investment Plan.  

The Board makes the final determination as to whether any administrator shall be approved for the 
Plan. Administrative services such as individual and collective recordkeeping and accounting, IRC 
limit monitoring, enrollment, beneficiary designation and changes, disbursement of benefits, and 
other centralized administrative functions shall be provided by the single administrator selected by 
the Board. The SBA retains the right to delineate through the contract the specific administrative 
services to be provided by the Bundled Provider. The SBA also retains the right, consistent with 
Section 121.4501(8)(a)1., Florida Statutes, to enter into a contract with the Division of Retirement 
for certain administrative services. 

B. Bundled provider(s) selected to provide investment products to members will provide administrative 
services that are uniquely relevant to the bundled provider mandate. The SBA shall specify the 
administrative services to be provided by the single administrator and the bundled provider in the 
solicitation documents and contracts for services. 

 
X. INVESTMENT OPTIONS AND PERFORMANCE BENCHMARKS 

 
A. The authorized categories of Investment Plan investment options are segmented into tiers, with each 

designed to meet the varying needs of different members as shown in IPS-Table 1. The Investment 
Plan investment options are contained in IPS-Table 2  The default option for members that fail to 
make a selection of investment options shall be the Retirement Date Fund (RDF) that matches the 
year closest to the year each individual member reaches the normal retirement age for the Florida 
Retirement System as defined in Section 121.021(29) Florida Statutes.  The investment options can 
be constructed under a multiple manager framework of two or more investment managers, however, 
the number of investment options shall not exceed the “Maximum Number of Options” listed in IPS-
Table 2 for each category, except to the extent that: 

1) Multiple investment options within the same category are simultaneously offered to 
facilitate a transitional mapping of contributions and account balances from a terminating 
option;  
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2) An investment option is temporarily closed to new contributions and account balance 
transfers. 
 
 

 
IPS-Table 1: Authorized Investment Categories 

Tier 
 

Philosophy 

Tier I- Asset Allocation-Target Date Funds Allow members to choose a diversified investment 
portfolio that best fits their career time horizon until 
anticipated retirement date. TDFs seek growth of assets in 
earlier years of employment and gradually shift to income 
oriented options at retirement. Designed for members with 
little investment knowledge who want a professionally 
managed asset allocation with little input from the 
member. These options will be comprised of underlying 
investments in the Investment Plan’s Tier II and Tier III 
Core Options. 

Tier II- Passively-Managed Core Options Allow members  who wish some control over major 
investment category shifts to create their own portfolios 
based on broad, low-cost index funds that best fit their 
time horizon, risk tolerance and investment goals. 

Tier III- Actively –Managed Core Options Allow members who wish more control over all key 
investment allocation decisions to create their own 
portfolios based on investment options from active 
managers who seek returns above a performance 
benchmark and that members believe best fit their time 
horizon, risk tolerance and investment goals. 

Tier IV- Retirement Annuity Options Allow members leaving FRS employment a means by 
which they can create an income stream of their 
accumulated assets that can last over their remaining 
lifetimes. 

Tier V- Self Directed Brokerage Account Allows members interested in investments outside of Tiers 
I, II and III the opportunity to invest in a broad array of 
mutual funds, stocks, US Treasuries and other investment 
alternatives based on their time horizon, risk tolerance, 
investment goals and/or preferences. 

 
 
IPS-Table 2: Authorized Investment Options Representative Performance Benchmarks, Retiree 
Annuities and Self Directed Brokerage Account 
 
Investment Option 
Categories   

Maximum 
Number 

of 
Options 

Representative Performance  
Benchmarks 

   
Tier I:  Target Date Funds 
 

 

A series of asset 
allocation funds 

10 Weighted Average of each Constituent Fund’s Benchmarks 
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structured in 5-year 
increments along a 
“glidepath” as 
demonstrated in IPS 
Chart 1 below.                      
 
Tier II: Passively Managed Core 
Options 

 

Enhanced U.S. Bond 
Index Fund 

1 Bloomberg Barclays Aggregate Bond Index 

Stock Market Index Fund 1 Russell 3000 Index 
Foreign Stock Index 
Fund 

1 MSCI All Country World Index ex U.S. IMI Index 

   
Tier III: Actively-Managed Core 
Options 

 

Money Market Fund 1 iMoneyNet Money Funds Index(Net of Fees) 
Stable Value Fund 1 Custom Stable Value Benchmark 
Inflation Sensitive Fund 1 Custom Multi-Asset Benchmark 
Core Plus Bond Fund 1 Bloomberg Barclays  Aggregate Bond Index 
US Stock Fund 1 Russell 3000 Index 
Foreign Stock Fund 1 MSCI All Country World Index ex US Index 
Global Stock Fund 1 MSCI All Country World Index 
   
Tier IV: Retiree Annuity Options          (Section 121.591(1)(c), Florida Statutes) 
Immediate and Deferred 
Annuities 
 
Tier V:  Self-Directed 
Brokerage Account 

Not 
Applicable 

 
Not 

Applicable 

Specified by the Executive Director & CIO 
  
 
 
Not applicable  

 
B. Investment options and investment products (i.e., that support Investment Funds that are composed 

of an aggregate of one or more investment products) may be provided by investment managers or 
bundled providers. Pursuant to Section 121.4501(9)(a), Florida Statutes, the Board shall select one 
or more providers who offer multiple investment products when such an approach is determined by 
the Board to afford value to members otherwise not available through individual investment 
products. 

 
C. Investment options may have performance benchmarks other than the “Representative Performance 

Benchmarks” listed in IPS-Table 2, but any alternative performance benchmark must be identified 
in the investment guidelines required under Section XI of this IPS and provide substantial coverage 
of the financial market segment defined by the corresponding Representative Performance 
Benchmark.  

 
D. Retirement Date Funds are only available as a weighted average of Tier II and III options. The Board 

shall establish procedures for initiating rebalancings per approved investment guidelines.  
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E. With IAC review and input, the Executive Director & CIO shall periodically recommend changes to 
the authorized investment option categories in IPS-Tables 1 and 2, as modifications are appropriate. 
Any recommended modifications must be justified in terms of the incremental costs and benefits 
provided to members. 

 
 
 

XI. GENERAL INVESTMENT OPTION GUIDELINES 
 
A. The Executive Director & CIO is responsible for developing specific investment policies and 

guidelines for investment options, which reflect the goals and objectives of this IPS.  In doing so, he 
is authorized to exercise and perform all duties set forth in Section 121.4501(9), Florida Statutes, 
except as limited by this IPS or Board Rules.  General guidelines are as follows: 

 
1) The Retirement Date Funds are diversified portfolios designed to provide members with 
professionally managed investment vehicles that can grow assets over their career.  The funds seek 
favorable long-term returns through investments in the Tier II and III Options according to the “glide 
path” allocation levels identified in IPS-Chart 1.  Asset allocations will generally be held within a 
Current Operating Range (COR) of plus or minus 2% of their respective allocation target, but short-
term deviations may occur.  Optimized asset allocations for the Retirement Date Funds shall be 
established using methodology consistent with the guidance rendered by the Investment Plan’s 
investment consultant.  



Blacklined for Review by IAC on March 30, 3021 
Final Adopted by Board of Trustees May 28, 2020 

 
 

 
11 

  
 

IPS-Chart 1: Target Date Investment Funds Glidepath 

 
 

2)  The Stable Value Fund seeks to provide maximum current income while maintaining stability of 
principal.  The fund will be actively managed and will primarily invest in short-term fixed income 
securities designed to provide prinicapl stability and a competitive yield. The stability of principal is 
guaranteed through Wrap Contracts with various high quality insurance companies and banks.  The 
competive yield is determined quarterly via a crediting rate derived from the book value yield of the 
underlying securities net of fees. The Money Market Fund seeks high current income consistent with 
liquidity and capital preservation.  The fund will be actively managed and will primarily invest in 
high quality, liquid, short-term instruments to control credit risk and interest rate sensitivity.  The 
fund’s sensitivity to interest rate changes will approximate that of the performance benchmark. 

 
3)  The U.S. Bond funds seek high current income consistent with capital appreciation.  The funds 
may be passively or actively managed and will primarily invest in securities contained in the 
benchmark, although other fixed income instruments which fit the funds’ objectives may be 
selectively used to generate excess return, such as non-investment grade securities or securities 
issued by foreign entities.  The funds’ sensitivity to interest rate changes will closely approximate 
that of the performance benchmark.  

 
4)  The U.S. Stock funds seek capital appreciation and current income.  The funds may be passively 
or actively managed and will primarily invest in equities contained in the benchmark.  Other 
securities which fit the funds’ objectives may be selectively used to generate excess return. The 
funds’ investment process will not have a persistent bias toward the selection of securities that are 
predominantly in the growth or value style categories. 
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5)  The Foreign Stock funds seek capital appreciation and current income.  The funds may be 
passively or actively managed and will primarily invest in equities contained in the benchmark, 
although other securities which fit the funds’ objectives may be selectively used to generate excess 
return, such as equity securities issued by corporations domiciled in emerging economies. 
 
 6)  The Inflation Sensitive Fund seeks long-term real returns to preserve the future purchasing power 
of accumulated member benefits.  The fund will be actively managed and will primarily invest in a 
diversified array of assets that may act as a hedge against inflationary pressures including, but not 
limited to, U.S. Treasury's inflation-indexed securities, commodities, real estate investment trusts, 
commercial real estate and other securities.  The fund’s sensitivity to interest rate changes and 
inflation will closely approximate that of the performance benchmark. 
 
7)  The Global Stock fund seeks capital appreciation and current income.  The fund may be passively 
or actively managed and will primarily invest in equities contained in the benchmark, including 
equities domiciled in the United States, other developed and emerging economies although other 
securities which fit the funds’ objectives may be selectively used to generate excess returns. 
 
8)   Each investment option must: 

a) Have a prudent degree of diversification relative to its performance benchmark;  
b) Be readily transferable from one Investment Plan account to another Investment Plan 

investment option or to  private-sector or public-sector defined contribution plan 
accounts and self-directed individual retirement accounts; 

c) Allow transfers of members’ balances into and out of the option at least daily, subject 
to the excessive trading policies of the providers and/or the SBA;  

d) Have no surrender fees or deferred loads/charges;  
e) Have no fees or charges for insurance features (e.g. mortality and expense risk 

charges); 
f) To the extent allowed by law, notwithstanding failure to meet one or more of the IPS 

Section XI(8)(b),(c)-(f) requirements, an option may be authorized if: (i) it produces 
significant and demonstrable incremental retirement benefits relative to other 
comparable products in the market place and comparable Tier I, Tier II, or Tier III 
options; and (ii) the incremental benefits are sufficient to offset all associated fees, 
charges and the expected economic cost of the variance(s) with the IPS Section 
XI(8)(b),(c)-(f) requirements. Comparability shall be based on the option’s 
underlying investments within the broad categories of Money Market, U.S Fixed 
Income, U.S. Equities and Foreign Equities. 

 
9)  The annuity option offered in Tier IV must be provided by a provider with high independent 
ratings for financial strength and stability. Tier IV options may include immediate annuities with 
combinations of some of the following features: 

a) Single premium.  
b) Life or fixed period payouts. 
c) Single or joint life (survivors with an insurable interest). 
d) Complete or partial survivor benefits. 
e) Cash refund, installment refund or period certain features. 
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f) Variable or fixed payments, non-participating, or income payable features. 
g) Deferred payments. 

 
B. The long-term performance of each actively managed investment option is expected to exceed the 

returns on their performance benchmark, net of all fees and charges, while avoiding large year-to-
year deviations from the returns of the performance benchmark.  The long-term performance of each 
passively managed investment option is expected to closely approximate returns on the performance 
benchmark, net of all fees and charges.  Investment managers are authorized to prudently use options, 
futures, notional principal contracts or securities lending arrangements, in accordance with the 
fiduciary standards of care, as contained in Section 121.4501(15)(a), Florida Statutes, investment 
guidelines and related policies. 

 
XII. INVESTMENT MANAGER SELECTION AND MONITORING GUIDELINES 
 
A. The Executive Director & CIO shall develop policies and guidelines for the selection, retention and 

termination of investment managers, bundled providers and products, and shall manage all external 
contractual relationships in accordance with the fiduciary responsibilities of the Board, this IPS and 
provisions of Section 121.4501(9)(c), Florida Statutes.  
When the Executive Director & CIO decides to terminate an investment fund in the Investment Plan, 
members will be granted an opportunity to direct their assets to other Investment Plan investment 
fund options prior to the investment fund termination. Assets that are not directed by members will 
be transferred or “mapped” to the investment fund(s) that the Executive Director & CIO deems 
appropriate. The mapping factors that  will be consider include, but are not limited to, alignment of 
investment fund type (e.g., asset class, capitalization and style) and investment strategy (e.g., 
objectives, market focus, and implementation tactics). 

 
B. In the selection of investment managers, investment products or bundled providers, consideration 

shall be given to their effectiveness in minimizing the direct and indirect costs of transferring the 
total present value of accumulated benefit obligations for existing employees that choose 
membership in the Investment Plan from the Pension Plan trust to the Investment Plan trust.  

 
C. In the selection and monitoring of products from bundled providers, each proposed product will be 

evaluated on a stand-alone basis, pursuant to the requirement in Section 121.4501(9)(c)9., Florida 
Statutes. The cost-effectiveness of the levels of non-investment services supporting the products will 
also be evaluated relative to their benefits.  

 
D. In the selection, retention and termination of bundled providers and their proposed products and 

services, value, as that term is used in Section 121.4501(9)(a), Florida Statutes, shall be evaluated based 
on the value added to the process of accumulating retirement benefits for members. This evaluation 
shall consider the following factors in arriving at any staff recommendation:  

1) Additional products or services that are not otherwise available to the members within 
the Plan;  

2) The type and quality of investment products offered;  
3) The type and quality of non-investment services offered; and 
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4) Other significant elements that provide value to members, consistent with the mandates of 
Section 121.4501, Florida Statutes.  

 
E. On at least an annual basis, a review will be conducted of the performance of each approved 

investment manager and product and related organizational factors to ensure continued compliance 
with established selection, performance and termination criteria, Board policy and procedures and 
all contractual provisions. The performance and termination criteria for each provider and investment 
product will be reflected in each employment contract. 

  
F. In addition to reviewing the performance of the Investment Plan’s investment managers/options, the 

Executive Director & CIO will periodically review all costs associated with the management of the 
Investment Plan’s investment options, including: 

1)  Expense ratios of each investment option against the appropriate peer group; and  
2) Costs to administer the Plan, including recordkeeping, account settlement (participant 

balance with that of investment), allocation of assets and earnings, and (when applicable) 
the proper use of 12b-1 fees to offset these fees. 

 
XIII. SELF-DIRECTED BROKERAGE ACCOUNT (SDBA) PROVIDER SELECTION AND 

MONITORING GUIDELINES 
 

A. The Executive Director & CIO shall develop policies and guidelines for the selection, retention 
and termination of a SDBA Provider and shall manage the contractual relationship in 
accordance with the fiduciary responsibilities of the Board, this IPS and provisions of Section 
121.4501(9) (c), Florida Statutes. 

 
B. The SDBA shall be offered as a service to Investment Plan members to enable members to 

select investments otherwise not offered in the Plan. 
 

C. In selecting the SDBA Provider, the Executive Director & CIO shall consider the following: 
 

1) Financial strength and stability as evidenced by the highest ratings assigned by nationally 
recognized rating services when comparing proposed providers that are so rated. 
 

2) Reasonableness of fees compared to other providers taking into consideration the quantity 
and quality of services being offered. 
 

3) Compliance with the Internal Revenue Code and all applicable federal and state securities 
laws. 
 

4) The methods available to members to interact with the provider; the means by which 
members may access account information, direct investment of funds, transfer funds, and to 
receive funds prospectuses and related investment materials as mandated by state and 
federal regulations. 
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5) Ability to provide prompt, efficient and accurate responses to participant directions, as well 
as providing confirmations and quarterly account statements in a timely fashion. 
 

6) Process by which assets are invested, as well as any waiting periods when the monies are 
transferred.    
 

7) Organizational factors, including, but not limited to, financial solvency, organizational 
depth, and experience in providing self-directed brokerage account services to public 
defined contribution plans. 
 

8) The self-directed brokerage account available under the most beneficial terms available to 
any customer. 
 

9) The provider will agree not to sell or distribute member lists generated through services 
rendered to the investment plan. 
 

10) The provider, as well as any of its related entities, may not offer any proprietary products as 
investment alternatives in the self-directed brokerage account.  

 
D. The Executive Director & CIO shall regularly monitor the selected provider to ascertain 

whether there is continued compliance with established selection criteria, board policy and 
procedures, state and federal regulations, and any contractual provisions. 

 
E. The Executive Director & CIO shall ensure that the SDBA Provider will include access to 

investment instruments offered through the self-directed brokerage account by providing 
connectivity with the following:   

 
1) Stocks listed on a Securities Exchange Commission (SEC) regulated national exchange.   

 
2) Exchange Traded Funds (except for leveraged Exchange Traded Funds). 

 
3) Mutual Funds not offered in the investment plan. 

 
F.   The Executive Director & CIO shall ensure that the self-directed brokerage account 

accessibility does not include the following as investment alternatives: 
 

1) Illiquid investments; 
 

2) Over the Counter Bulletin Board (OTCBB) securities; 
 

3) Pink Sheet®  (PS)  securities; 
 

4) Leveraged Exchange Traded Funds; 
 

5) Direct Ownership of Foreign Securities; 
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6) Derivatives, including, but not limited to futures and options contracts on securities, market 

indexes, and commodities;  
 

7) Buying/Trading on Margin; 
 

8) Limited Partnership Interests; 
 

9) Investment Plan products; 
 

10) Any investment that would jeopardize the investment plan’s tax qualified status. 
 

G. The Executive Director & CIO  shall establish procedures with the SDBA Provider and the 
Investment Plan Administrator to ensure that an Investment Plan member may participate in the 
self-directed brokerage account, if the member:   

 
1) Maintains a minimum balance of $5,000 in the products offered under the Investment Plan; 

 
2) Makes a minimum initial transfer of funds into the self-directed brokerage account of 

$1,000; 
 

3) Makes subsequent transfers of funds into the self-directed brokerage account in amounts of 
$1,000 or greater; 
 

4) Pays all trading fees, commissions, administrative fees and any other expenses associated 
with participating in the self-directed brokerage account; 
 

5) Does not violate any trading restrictions established by the provider, the Investment Plan, or 
state or federal law. 
 

H.   The Executive Director & CIO shall establish procedures with the SDBA Provider and the 
Investment Plan Administrator to ensure that employer contributions and employee 
contributions shall be initially deposited into member’s Investment Plan account and will then 
be made available for transfer to the member’s SDBA. 

     
I.    The Executive Director & CIO shall establish procedures with the SDBA Provider and the 

Investment Plan Administrator that distributions will not be processed directly from member’s 
assets in the SDBA.  Assets must first be transferred to Investment Plan products.  A member 
can request a distribution from the Investment Plan once the transfer of the assets from the 
SDBA to the member’s Investment Plan account and all Investment Plan distribution 
requirements are met.  

 
J. The Executive Director & CIO shall ensure that any member participating in the SDBA will be 

provided, at minimum, a quarterly statement that meets Financial Industry Regulatory 
Authority (FINRA) requirements which details member investments in the SDBA.  The 
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statement shall include, but is not limited to, member specific accounting of the investment 
instruments selected by a member, the net gains and losses, and buy/sell transactions. 
Additionally, a confirmation of trade statement will be sent for each transaction and all fees, 
charges, penalties and deductions associated with each transaction are netted in the trade and 
reflected in the transaction confirmation.   

 
K. The Executive Director & CIO shall develop appropriate communications to members 

participating in the SDBA that will notify members that the Board is not responsible for 
managing the SDBA beyond administrative requirements as established between the Board and 
SDBA Provider.  As such, investment alternatives available through the SDBA have not been 
subjected to any selection process, are not monitored by the Board, require investment 
expertise to prudently buy, manage and/or dispose of, and have a risk of substantial loss.  The 
communication shall also notify members that they are responsible for any and all 
administrative, investment, and trading fees associated with participating in the SDBA. 

 
L. The Executive Director & CIO shall ensure that the provider will deliver a prospectus or other 

information for the underlying investments available through the self-directed brokerage 
account as provided in Section 121.4501(15)(c)(1) and (2) and in compliance with Federal 
laws. 

 
 

XIV.  REPORTING  
 
A. The Board directs the Executive Director & CIO to coordinate the preparation of quarterly reports 

of the investment performance of the Investment Plan by the Board's independent performance 
evaluation consultant. 

 
B. The following formal periodic reports to the Board shall be the responsibility of the Executive 

Director: an annual investment report, an annual financial report and a monthly performance report. 
 
XV. IMPLEMENTATION SCHEDULE 
 
This IPS is effective July 1, 2021July 1, 2020. 
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FLORIDA RETIREMENT SYSTEM  

 
Investment Plan  

Investment Policy Statement 
 
I. PURPOSE 
 

The Florida Retirement System Investment Plan Investment Policy Statement (IPS) serves as the 
primary statement of Trustee policy regarding their statutory responsibilities and authority to 
establish and operate an optional defined contribution retirement program for members of the Florida 
Retirement System.  The IPS shall serve as a guiding document pertaining to investment matters with 
respect to the Investment Plan.  The Trustees will strive to make investment decisions consistent with 
this IPS. Section 121.4501(14), Florida Statutes, directs the Trustees of the State Board of 
Administration to approve the IPS. The IPS will be reviewed annually and will be revised or 
supplemented as policies are changed or developed.  

 
II. DEFINITIONS 
 
A. Member  – An employee who enrolls in, or who defaults into, the Florida Retirement System 

Investment Plan, a member-directed 401(a) program, in lieu of participation in the defined benefit 
program of the Florida Retirement System, a terminated Deferred Retirement Option Program 
(DROP) member as described in section 121.4501(21), Florida Statutes, or an alternate payee of a 
member or employee. 

B. Investment Product – The result of a process that forms portfolios from securities and financial 
instruments in order to produce investment returns. 

C. Investment Manager – A private sector company that provides one or more investment products. 
D. Investment Funds – One of the investment options that may be chosen by participants.  A Fund 

may be an aggregate of one or more investment products.   
E. Bundled Provider - A private sector company that offers investment products, combined with 

recordkeeping and trading services, which are designed to meet individualized needs and 
requirements of plan participants, so as to afford value to participants not available through 
individual investment product.   

F. Passively Managed Option – An investment management strategy that intends to produce the same 
level and pattern of financial returns generated by a market benchmark index.   

G. Actively Managed Option – An investment management strategy that relies on security return 
predictions in an effort to out-perform the financial returns generated by a market benchmark index. 

H. Performance Benchmark – A market benchmark index that serves as the performance 
measurement criterion for investment options. 

I. Investment Plan Administrator or Recordkeeper – A private sector company that provides 
administrative services, including individual and collective recordkeeping and accounting, IRC limit 
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monitoring, enrollment, beneficiary designation and changes, disbursement of monies, and other 
centralized administrative functions. 
 

J. Self-Directed Brokerage Account – An alternative method for Investment Plan members to select 
various investments options otherwise not available in the Investment Plan. 
 

K. Self-Direct Brokerage Account Provider – A private sector company that provides access to a Self-
Directed Brokerage Account to members of the FRS Investment Plan. 
 

 
III. OVERVIEW OF THE INVESTMENT PLAN  AND STATE BOARD OF 

ADMINISTRATION  
 
A. The Investment Plan is a member-directed 401(a) program for employees who selected to participate, 

or who default into the plan, in lieu of participation in the defined benefit program of the Florida 
Retirement System.  Investment Plan benefits accrue in individual accounts that are member-
directed, portable and funded by employee and employer contributions and earnings. In accordance 
with Section 121.4501(15)(b), Florida Statutes, members and beneficiaries bear the investment risks 
and reap the rewards that result when they exercise control over investments in their accounts.  
Fluctuations in investment returns directly affect members’ benefits.  

 
B. The State Board of Administration (Board), Division of Retirement, and affected employers 

administer the Investment Plan.  The Board designs educational services to assist employers, eligible 
employees, members and beneficiaries.  The State Legislature has the responsibility for setting 
contribution levels and providing statutory guidance for the administration of the Investment Plan. 

 
IV. THE BOARD 
 
A. The Board consists of the Governor, as Chairman, the Chief Financial Officer and the Attorney 

General.   The Board shall establish an optional defined contribution retirement program for members 
of the Florida Retirement System and make a broad range of investment options, covering most 
major market segments, available to members. The Board makes the final determination as to 
whether any investment manager or product, third-party administrator, education vendor or 
investment guidance vendor shall be approved for the Plan. 

 
B. The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary 

standards of care as contained in Section 121.4501(15)(a), Florida Statutes. 
 

C. The Board delegates to the Executive Director & CIO the administrative and investment authority, 
within the statutory limitations and rules, to manage the Investment Plan.  The Board appoints a nine-
member Investment Advisory Council (IAC).  The IAC reviews the IPS and any proposed changes 
prior to its presentation to the Board of Trustees.  The Council presents the results of its review to 
the Board of Trustees prior to the Trustees’ final approval of the statement or any changes.  
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V. THE EXECUTIVE DIRECTOR & CIO   

 
A. The Executive Director & CIO is responsible for managing and directing administrative, personnel, 

budgeting and investment-related functions, including the hiring and termination of investment 
managers, bundled providers and products. 

 
B. The Executive Director & CIO is responsible for developing specific investment objectives and 

policy guidelines for investment options for the Investment Plan.  The Executive Director & CIO is 
responsible for developing policies and procedures for selecting, evaluating, and monitoring the 
performance of investment managers and products to which employees may direct retirement 
contributions under the Investment Plan, and providing the Board with monthly and quarterly reports 
of investment activities.   

 
C. The Executive Director & CIO is responsible for maintaining an appropriate compliance program 

that ensures : 
 

• Compliance with contractual and investment guidelines of each investment manager;  
• Compliance with contractual provisions agreed to with the Investment Plan administrator 

and the custodian, and all other service providers to the Plan, to facilitate compliance 
with all legal requirements pertaining to the administration of the Plan, and compliance 
with all applicable administrative rules, SBA policies, and procedures; and 

• Compliance with reporting and valuation requirements.   
 

In addition, the Executive Director & CIO is also responsible for maintaining diversified investment 
options, and maximizing returns with respect to the performance benchmarks of investment options 
offered in the Investment Plan line up, consistent with appropriate defined contribution plan design.  
Each investment option will avoid excessive risk and have a prudent degree of diversification relative 
to its broad market performance benchmark. The Executive Director & CIO will develop policies 
and procedures to: 

 
° Identify and monitor manager performance and key investment and operational risks 

within the manager’s business structure.  
° Maintain an appropriate compliance program that ensures compliance with 

contractual and investment guidelines of each manager in the plan.  
° Maintain an appropriate and effective oversight function within the Office of Defined 

Contribution Programs to ensure effective operational and administrative oversight.  
° Approve fund allocations and limits for each fund-of-fund or Retirement Date Fund 

under the Investment Plan. 
 
 The Executive Director & CIO will appoint a Chief of Defined Contribution Programs, to assist in 

the execution of the responsibilities enumerated in the preceding paragraphs. For day-to-day 
executive and administrative purposes, the Chief of Defined Contribution Programs will proactively 
work with the Executive Director & CIO and designees to ensure that issues are promptly and 
thoroughly addressed by management. On at least a quarterly basis, the Chief of Defined 
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Contribution Programs will provide reports to the Investment Advisory Council, and to the Audit 
Committee and Board as requested. 

 
To ensure compliance with the enumerated functions outlined above, at the request of the Executive 
Director & CIO, the SBA Chief Risk & Compliance Officer will conduct compliance reviews of 
Office of Defined Contribution Programs to ensure compliance with this Investment Policy 
Statement and any SBA related policies and procedures in place for the Investment Plan and will 
provide a report that details any adverse compliance exceptions to the Executive Director & CIO.   
 
Pursuant to written SBA policy, the Executive Director & CIO will cause a regular review, 
documentation and formal escalation of any events that may have a material impact on the FRS 
Investment Plan Trust Fund. The Executive Director & CIO is delegated the authority and 
responsibility to prudently address any such events, with input from the Investment Advisory 
Council as necessary and appropriate, unless otherwise required in this Investment Policy Statement. 

 
D. The Executive Director & CIO shall adopt policies and procedures designed to prevent excessive 

member trading between investment options from negatively impacting other members. 
 

E. The Executive Director & CIO is responsible for periodically reviewing this IPS and recommending 
changes to the Board of Trustees when appropriate. 

 
 

VI. INVESTMENT OBJECTIVES 
 
A. The Investment Plan shall seek to achieve the following long-term objectives: 

 
1) Offer a diversified mix of low-cost investment options that span the risk-return spectrum 

and give members the opportunity to accumulate retirement benefits. 
2) Offer investment options that avoid excessive risk, have a prudent degree of 

diversification relative to broad market indices and provide a long-term rate of return, net 
of all expenses and fees that seek to achieve or exceed the returns on comparable market 
benchmark indices.  

3) Offer members meaningful, independent control over the assets in their account with the 
opportunity to: 
a) Obtain sufficient information about the plan and investment alternatives to make 

informed investment decisions; 
b) Direct contributions and account balances between approved investment options 

with a frequency that is appropriate in light of the market volatility of the 
investment options; 

c) Direct contributions and account balances between approved investment options 
without the limitation of fees or charges; and 

d) Remove accrued benefits from the plan without undue delay or penalties, subject 
to the contract and all applicable laws governing the operation of the Plan. 
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VII. MEMBER CONTROL AND PLAN FIDUCIARY LIABILITY 
 
A. This IPS is structured to be consistent with the Legislature’s intent to assign liability for members’ 

investment losses to members and provide a safe harbor for Plan fiduciaries. 
 

B. In Sections 121.4501(8)(b)2. and 121.4501(15)(b), Florida law incorporates the federal law concept 
of participant control, established by regulations of the U.S. Department of Labor under section 
404(c) of the Employee Retirement Income Security Act of 1974.  The Investment Plan shall 
incorporate these concepts by providing Plan participants the opportunity to give investment 
instructions and obtain sufficient information to make informed investment decisions.  The 
Investment Plan shall, in accordance with the 404(c) regulations and Florida law, provide members 
an opportunity to choose from a broad range of investment alternatives. 

 
C. If a member or beneficiary of the Investment Plan exercises control over the assets in his or her 

account, pursuant to section 404(c) regulations and all applicable laws governing the operation of 
the Plan, no Plan fiduciary shall be liable for any loss to a member’s or beneficiary's account which 
results from such member’s or beneficiary's exercise of control. 

 
D. The default option for FRS Investment Plan members that default into the plan or fail to make a 

selection of investment options shall be the FRS Retirement Target Date Fund (RDF) that matches 
the year closest to the year each individual member reaches normal retirement age for the Florida 
Retirement System as defined in Section 121.021(29) Florida Statutes, which otherwise meets the 
requirements of a qualified default investment alternative pursuant to regulations issued by the U.S. 
Department of Labor.  The default option for FRS Pension Plan DROP participants who rollover 
funds from their DROP account to the Investment Plan as permitted by section 121.4501(21), Florida 
Statutes, and fail to make a selection of investment options shall be the FRS Retirement Fund. 

 
VIII. MEMBER  EDUCATION AND INVESTMENT GUIDANCE 
 
A. The education component of the Investment Plan shall be designed by the Board to assist employers, 

eligible employees, members, and beneficiaries in order to maintain compliance with section 404(c) 
regulations and to assist employees in their choice of defined benefit or defined contribution 
retirement programs. Educational services include, but are not limited to, disseminating educational 
materials; providing retirement planning education; explaining the differences between the defined 
benefit retirement plan and the defined contribution retirement plan; and offering financial planning 
guidance on matters such as investment diversification, investment risks, investment costs, and asset 
allocation.   
 
For members of the Investment Plan, the following items must be made available to members in 
sufficient time to allow them an opportunity to make informed decisions regarding the management 
of their individual retirement account under the Plan:  

° A description of all investment funds offered as an investment option under the 
Investment  Plan including: general investment objectives, risk and return 
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characteristics, and type and diversification of assets, but excluding any investment 
instruments made available through a self-directed brokerage account.  

°  An explanation of how to give investment instructions and any limits or restrictions 
on giving instructions.  

° A description of any transaction fees or expenses that are charged to the member’s 
account in connection with purchases or sales of an investment fund.  

°  Investment summary fund profiles as defined at Sections 121.4501(15)(c), excluding 
the prospectus or other information for the underlying investment instruments 
available through the self-directed brokerage account provided by the Plan.  

° Descriptions of the annual operating expenses for each investment alternative, such 
as investment management fees, excluding the prospectus or other information for the 
underlying investment instruments available through the self-directed brokerage 
account provided by the Plan.  

° The value of shares of all investment funds and a quarterly member statement that 
accounts for contributions, investment earnings, fees, penalties, or other deductions, 
excluding the prospectus or other information for the underlying investment 
instruments available through the self-directed brokerage account provided by the 
Plan.  

° Information concerning the past investment performance of each investment fund, net 
of expenses, and relative to appropriate market indices, excluding the prospectus or 
other information for the underlying investment instruments available through the 
self-directed brokerage account provided by the Plan. 

 
B. Consistent with Sections 121.4501(8)(b)1. and 121.4501(10)(b), Florida Statutes, the education 

component shall provide FRS members with impartial and balanced information about the Plan and 
investment choices.  In addition, any approved education organization shall not be an approved 
investment provider or be affiliated with an approved investment provider.  Educational materials 
shall be prepared under the assumption that the employee is an unsophisticated investor and all 
educational materials, including those distributed by bundled providers, shall be approved by the 
Board prior to dissemination.  Members shall have the opportunity to choose from different levels of 
education services, as well as a variety of delivery methods and media.  All educational services 
offered by investment product providers shall be provided on a fee-for-service basis. 

 
C. The Board shall contract for the provision of low- or no -cost investment guidance to members that 

is supplemental to educational services and that may be paid for by those receiving the guidance.  
Investment guidance shall consist of impartial and balanced recommendations about investment 
choices consistent with Rule 19-13.004, F.A.C.  Investment guidance provided to a member should 
be individualized and provided on a regular basis. Members have the opportunity to choose from 
different levels of customized investment guidance services, as well as a variety of delivery methods 
and media.   
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D. Investment guidance for Investment Plan members will provide optimized combinations of available 
Investment Plan investment options and any personally owned non-Investment Plan member directed 
tax-deferred or taxable accounts. 

 
E. Investment guidance for Pension Plan members will provide optimized combinations of any 

available Pension Plan benefit and any personally owned specific investment options across member 
directed tax-deferred or taxable accounts. 

 
F. Bundled provider(s) selected to provide investment products for Investment Plan members shall not 

provide any member education services aimed at influencing the choice between the defined benefit 
and defined contribution plans of the Florida Retirement System.  This education program will only 
be provided by the neutral education provider hired to do so by the Board. 

  
IX. ROLES OF THE INVESTMENT PLAN ADMINISTRATOR AND BUNDLED PROVIDERS 
 
A. The Board will select a single private party to serve as the administrator for the Investment Plan.  

The Board makes the final determination as to whether any administrator shall be approved for the 
Plan. Administrative services such as individual and collective recordkeeping and accounting, IRC 
limit monitoring, enrollment, beneficiary designation and changes, disbursement of benefits, and 
other centralized administrative functions shall be provided by the single administrator selected by 
the Board. The SBA retains the right to delineate through the contract the specific administrative 
services to be provided by the Bundled Provider. The SBA also retains the right, consistent with 
Section 121.4501(8)(a)1., Florida Statutes, to enter into a contract with the Division of Retirement 
for certain administrative services. 

B. Bundled provider(s) selected to provide investment products to members will provide administrative 
services that are uniquely relevant to the bundled provider mandate. The SBA shall specify the 
administrative services to be provided by the single administrator and the bundled provider in the 
solicitation documents and contracts for services. 

 
X. INVESTMENT OPTIONS AND PERFORMANCE BENCHMARKS 

 
A. The authorized categories of Investment Plan investment options are segmented into tiers, with each 

designed to meet the varying needs of different members as shown in IPS-Table 1. The Investment 
Plan investment options are contained in IPS-Table 2  The default option for members that fail to 
make a selection of investment options shall be the Retirement Date Fund (RDF) that matches the 
year closest to the year each individual member reaches the normal retirement age for the Florida 
Retirement System as defined in Section 121.021(29) Florida Statutes.  The investment options can 
be constructed under a multiple manager framework of two or more investment managers, however, 
the number of investment options shall not exceed the “Maximum Number of Options” listed in IPS-
Table 2 for each category, except to the extent that: 

1) Multiple investment options within the same category are simultaneously offered to 
facilitate a transitional mapping of contributions and account balances from a terminating 
option;  
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2) An investment option is temporarily closed to new contributions and account balance 
transfers. 
 
 

 
IPS-Table 1: Authorized Investment Categories 

Tier 
 

Philosophy 

Tier I- Asset Allocation-Target Date Funds Allow members to choose a diversified investment 
portfolio that best fits their career time horizon until 
anticipated retirement date. TDFs seek growth of assets in 
earlier years of employment and gradually shift to income 
oriented options at retirement. Designed for members with 
little investment knowledge who want a professionally 
managed asset allocation with little input from the 
member. These options will be comprised of underlying 
investments in the Investment Plan’s Tier II and Tier III 
Core Options. 

Tier II- Passively-Managed Core Options Allow members  who wish some control over major 
investment category shifts to create their own portfolios 
based on broad, low-cost index funds that best fit their 
time horizon, risk tolerance and investment goals. 

Tier III- Actively –Managed Core Options Allow members who wish more control over all key 
investment allocation decisions to create their own 
portfolios based on investment options from active 
managers who seek returns above a performance 
benchmark and that members believe best fit their time 
horizon, risk tolerance and investment goals. 

Tier IV- Retirement Annuity Options Allow members leaving FRS employment a means by 
which they can create an income stream of their 
accumulated assets that can last over their remaining 
lifetimes. 

Tier V- Self Directed Brokerage Account Allows members interested in investments outside of Tiers 
I, II and III the opportunity to invest in a broad array of 
mutual funds, stocks, US Treasuries and other investment 
alternatives based on their time horizon, risk tolerance, 
investment goals and/or preferences. 

 
 
IPS-Table 2: Authorized Investment Options Representative Performance Benchmarks, Retiree 
Annuities and Self Directed Brokerage Account 
 
Investment Option 
Categories   

Maximum 
Number 

of 
Options 

Representative Performance  
Benchmarks 

   
Tier I:  Target Date Funds 
 

 

A series of asset 
allocation funds 

10 Weighted Average of each Constituent Fund’s Benchmarks 
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structured in 5-year 
increments along a 
“glidepath” as 
demonstrated in IPS 
Chart 1 below.                      
 
Tier II: Passively Managed Core 
Options 

 

Enhanced U.S. Bond 
Index Fund 

1 Bloomberg Barclays Aggregate Bond Index 

Stock Market Index Fund 1 Russell 3000 Index 
Foreign Stock Index 
Fund 

1 MSCI All Country World Index ex U.S. IMI Index 

   
Tier III: Actively-Managed Core 
Options 

 

Stable Value Fund 1 Custom Stable Value Benchmark 
Inflation Sensitive Fund 1 Custom Multi-Asset Benchmark 
Core Plus Bond Fund 1 Bloomberg Barclays  Aggregate Bond Index 
US Stock Fund 1 Russell 3000 Index 
Foreign Stock Fund 1 MSCI All Country World Index ex US Index 
Global Stock Fund 1 MSCI All Country World Index 
   
Tier IV: Retiree Annuity Options          (Section 121.591(1)(c), Florida Statutes) 
Immediate and Deferred 
Annuities 
 
Tier V:  Self-Directed 
Brokerage Account 

Not 
Applicable 

 
Not 

Applicable 

Specified by the Executive Director & CIO 
  
 
 
Not applicable  

 
B. Investment options and investment products (i.e., that support Investment Funds that are composed 

of an aggregate of one or more investment products) may be provided by investment managers or 
bundled providers. Pursuant to Section 121.4501(9)(a), Florida Statutes, the Board shall select one 
or more providers who offer multiple investment products when such an approach is determined by 
the Board to afford value to members otherwise not available through individual investment 
products. 

 
C. Investment options may have performance benchmarks other than the “Representative Performance 

Benchmarks” listed in IPS-Table 2, but any alternative performance benchmark must be identified 
in the investment guidelines required under Section XI of this IPS and provide substantial coverage 
of the financial market segment defined by the corresponding Representative Performance 
Benchmark.  

 
D. Retirement Date Funds are only available as a weighted average of Tier II and III options. The Board 

shall establish procedures for initiating rebalancings per approved investment guidelines.  
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E. With IAC review and input, the Executive Director & CIO shall periodically recommend changes to 
the authorized investment option categories in IPS-Tables 1 and 2, as modifications are appropriate. 
Any recommended modifications must be justified in terms of the incremental costs and benefits 
provided to members. 

 
 
 

XI. GENERAL INVESTMENT OPTION GUIDELINES 
 
A. The Executive Director & CIO is responsible for developing specific investment policies and 

guidelines for investment options, which reflect the goals and objectives of this IPS.  In doing so, he 
is authorized to exercise and perform all duties set forth in Section 121.4501(9), Florida Statutes, 
except as limited by this IPS or Board Rules.  General guidelines are as follows: 

 
1) The Retirement Date Funds are diversified portfolios designed to provide members with 
professionally managed investment vehicles that can grow assets over their career.  The funds seek 
favorable long-term returns through investments in the Tier II and III Options according to the “glide 
path” allocation levels identified in IPS-Chart 1.  Asset allocations will generally be held within a 
Current Operating Range (COR) of plus or minus 2% of their respective allocation target, but short-
term deviations may occur.  Optimized asset allocations for the Retirement Date Funds shall be 
established using methodology consistent with the guidance rendered by the Investment Plan’s 
investment consultant.  
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IPS-Chart 1: Target Date Investment Funds Glidepath 

 
 

2)  The Stable Value Fund seeks to provide maximum current income while maintaining stability of 
principal.  The fund will be actively managed and will primarily invest in short-term fixed income 
securities designed to provide prinicapl stability and a competitive yield. The stability of principal is 
guaranteed through Wrap Contracts with various high quality insurance companies and banks.  The 
competive yield is determined quarterly via a crediting rate derived from the book value yield of the 
underlying securities net of fees.  

 
3)  The U.S. Bond funds seek high current income consistent with capital appreciation.  The funds 
may be passively or actively managed and will primarily invest in securities contained in the 
benchmark, although other fixed income instruments which fit the funds’ objectives may be 
selectively used to generate excess return, such as non-investment grade securities or securities 
issued by foreign entities.  The funds’ sensitivity to interest rate changes will closely approximate 
that of the performance benchmark.  

 
4)  The U.S. Stock funds seek capital appreciation and current income.  The funds may be passively 
or actively managed and will primarily invest in equities contained in the benchmark.  Other 
securities which fit the funds’ objectives may be selectively used to generate excess return. The 
funds’ investment process will not have a persistent bias toward the selection of securities that are 
predominantly in the growth or value style categories. 

 
5)  The Foreign Stock funds seek capital appreciation and current income.  The funds may be 
passively or actively managed and will primarily invest in equities contained in the benchmark, 
although other securities which fit the funds’ objectives may be selectively used to generate excess 
return, such as equity securities issued by corporations domiciled in emerging economies. 
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 6)  The Inflation Sensitive Fund seeks long-term real returns to preserve the future purchasing power 
of accumulated member benefits.  The fund will be actively managed and will primarily invest in a 
diversified array of assets that may act as a hedge against inflationary pressures including, but not 
limited to, U.S. Treasury's inflation-indexed securities, commodities, real estate investment trusts, 
commercial real estate and other securities.  The fund’s sensitivity to interest rate changes and 
inflation will closely approximate that of the performance benchmark. 
 
7)  The Global Stock fund seeks capital appreciation and current income.  The fund may be passively 
or actively managed and will primarily invest in equities contained in the benchmark, including 
equities domiciled in the United States, other developed and emerging economies although other 
securities which fit the funds’ objectives may be selectively used to generate excess returns. 
 
8)   Each investment option must: 

a) Have a prudent degree of diversification relative to its performance benchmark;  
b) Be readily transferable from one Investment Plan account to another Investment Plan 

investment option or to  private-sector or public-sector defined contribution plan 
accounts and self-directed individual retirement accounts; 

c) Allow transfers of members’ balances into and out of the option at least daily, subject 
to the excessive trading policies of the providers and/or the SBA;  

d) Have no surrender fees or deferred loads/charges;  
e) Have no fees or charges for insurance features (e.g. mortality and expense risk 

charges); 
f) To the extent allowed by law, notwithstanding failure to meet one or more of the IPS 

Section XI(8)(b),(c)-(f) requirements, an option may be authorized if: (i) it produces 
significant and demonstrable incremental retirement benefits relative to other 
comparable products in the market place and comparable Tier I, Tier II, or Tier III 
options; and (ii) the incremental benefits are sufficient to offset all associated fees, 
charges and the expected economic cost of the variance(s) with the IPS Section 
XI(8)(b),(c)-(f) requirements. Comparability shall be based on the option’s 
underlying investments within the broad categories of Money Market, U.S Fixed 
Income, U.S. Equities and Foreign Equities. 

 
9)  The annuity option offered in Tier IV must be provided by a provider with high independent 
ratings for financial strength and stability. Tier IV options may include immediate annuities with 
combinations of some of the following features: 

a) Single premium.  
b) Life or fixed period payouts. 
c) Single or joint life (survivors with an insurable interest). 
d) Complete or partial survivor benefits. 
e) Cash refund, installment refund or period certain features. 
f) Variable or fixed payments, non-participating, or income payable features. 
g) Deferred payments. 
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B. The long-term performance of each actively managed investment option is expected to exceed the 
returns on their performance benchmark, net of all fees and charges, while avoiding large year-to-
year deviations from the returns of the performance benchmark.  The long-term performance of each 
passively managed investment option is expected to closely approximate returns on the performance 
benchmark, net of all fees and charges.  Investment managers are authorized to prudently use options, 
futures, notional principal contracts or securities lending arrangements, in accordance with the 
fiduciary standards of care, as contained in Section 121.4501(15)(a), Florida Statutes, investment 
guidelines and related policies. 

 
XII. INVESTMENT MANAGER SELECTION AND MONITORING GUIDELINES 
 
A. The Executive Director & CIO shall develop policies and guidelines for the selection, retention and 

termination of investment managers, bundled providers and products, and shall manage all external 
contractual relationships in accordance with the fiduciary responsibilities of the Board, this IPS and 
provisions of Section 121.4501(9)(c), Florida Statutes.  
When the Executive Director & CIO decides to terminate an investment fund in the Investment Plan, 
members will be granted an opportunity to direct their assets to other Investment Plan investment 
fund options prior to the investment fund termination. Assets that are not directed by members will 
be transferred or “mapped” to the investment fund(s) that the Executive Director & CIO deems 
appropriate. The mapping factors that  will be consider include, but are not limited to, alignment of 
investment fund type (e.g., asset class, capitalization and style) and investment strategy (e.g., 
objectives, market focus, and implementation tactics). 

 
B. In the selection of investment managers, investment products or bundled providers, consideration 

shall be given to their effectiveness in minimizing the direct and indirect costs of transferring the 
total present value of accumulated benefit obligations for existing employees that choose 
membership in the Investment Plan from the Pension Plan trust to the Investment Plan trust.  

 
C. In the selection and monitoring of products from bundled providers, each proposed product will be 

evaluated on a stand-alone basis, pursuant to the requirement in Section 121.4501(9)(c)9., Florida 
Statutes. The cost-effectiveness of the levels of non-investment services supporting the products will 
also be evaluated relative to their benefits.  

 
D. In the selection, retention and termination of bundled providers and their proposed products and 

services, value, as that term is used in Section 121.4501(9)(a), Florida Statutes, shall be evaluated based 
on the value added to the process of accumulating retirement benefits for members. This evaluation 
shall consider the following factors in arriving at any staff recommendation:  

1) Additional products or services that are not otherwise available to the members within 
the Plan;  

2) The type and quality of investment products offered;  
3) The type and quality of non-investment services offered; and 
4) Other significant elements that provide value to members, consistent with the mandates of 

Section 121.4501, Florida Statutes.  
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E. On at least an annual basis, a review will be conducted of the performance of each approved 
investment manager and product and related organizational factors to ensure continued compliance 
with established selection, performance and termination criteria, Board policy and procedures and 
all contractual provisions. The performance and termination criteria for each provider and investment 
product will be reflected in each employment contract. 

  
F. In addition to reviewing the performance of the Investment Plan’s investment managers/options, the 

Executive Director & CIO will periodically review all costs associated with the management of the 
Investment Plan’s investment options, including: 

1)  Expense ratios of each investment option against the appropriate peer group; and  
2) Costs to administer the Plan, including recordkeeping, account settlement (participant 

balance with that of investment), allocation of assets and earnings, and (when applicable) 
the proper use of 12b-1 fees to offset these fees. 

 
XIII. SELF-DIRECTED BROKERAGE ACCOUNT (SDBA) PROVIDER SELECTION AND 

MONITORING GUIDELINES 
 

A. The Executive Director & CIO shall develop policies and guidelines for the selection, retention 
and termination of a SDBA Provider and shall manage the contractual relationship in 
accordance with the fiduciary responsibilities of the Board, this IPS and provisions of Section 
121.4501(9) (c), Florida Statutes. 

 
B. The SDBA shall be offered as a service to Investment Plan members to enable members to 

select investments otherwise not offered in the Plan. 
 

C. In selecting the SDBA Provider, the Executive Director & CIO shall consider the following: 
 

1) Financial strength and stability as evidenced by the highest ratings assigned by nationally 
recognized rating services when comparing proposed providers that are so rated. 
 

2) Reasonableness of fees compared to other providers taking into consideration the quantity 
and quality of services being offered. 
 

3) Compliance with the Internal Revenue Code and all applicable federal and state securities 
laws. 
 

4) The methods available to members to interact with the provider; the means by which 
members may access account information, direct investment of funds, transfer funds, and to 
receive funds prospectuses and related investment materials as mandated by state and 
federal regulations. 
 

5) Ability to provide prompt, efficient and accurate responses to participant directions, as well 
as providing confirmations and quarterly account statements in a timely fashion. 
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6) Process by which assets are invested, as well as any waiting periods when the monies are 
transferred.    
 

7) Organizational factors, including, but not limited to, financial solvency, organizational 
depth, and experience in providing self-directed brokerage account services to public 
defined contribution plans. 
 

8) The self-directed brokerage account available under the most beneficial terms available to 
any customer. 
 

9) The provider will agree not to sell or distribute member lists generated through services 
rendered to the investment plan. 
 

10) The provider, as well as any of its related entities, may not offer any proprietary products as 
investment alternatives in the self-directed brokerage account.  

 
D. The Executive Director & CIO shall regularly monitor the selected provider to ascertain 

whether there is continued compliance with established selection criteria, board policy and 
procedures, state and federal regulations, and any contractual provisions. 

 
E. The Executive Director & CIO shall ensure that the SDBA Provider will include access to 

investment instruments offered through the self-directed brokerage account by providing 
connectivity with the following:   

 
1) Stocks listed on a Securities Exchange Commission (SEC) regulated national exchange.   

 
2) Exchange Traded Funds (except for leveraged Exchange Traded Funds). 

 
3) Mutual Funds not offered in the investment plan. 

 
F.   The Executive Director & CIO shall ensure that the self-directed brokerage account 

accessibility does not include the following as investment alternatives: 
 

1) Illiquid investments; 
 

2) Over the Counter Bulletin Board (OTCBB) securities; 
 

3) Pink Sheet®  (PS)  securities; 
 

4) Leveraged Exchange Traded Funds; 
 

5) Direct Ownership of Foreign Securities; 
 

6) Derivatives, including, but not limited to futures and options contracts on securities, market 
indexes, and commodities;  
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7) Buying/Trading on Margin; 

 
8) Limited Partnership Interests; 

 
9) Investment Plan products; 

 
10) Any investment that would jeopardize the investment plan’s tax qualified status. 

 
G. The Executive Director & CIO  shall establish procedures with the SDBA Provider and the 

Investment Plan Administrator to ensure that an Investment Plan member may participate in the 
self-directed brokerage account, if the member:   

 
1) Maintains a minimum balance of $5,000 in the products offered under the Investment Plan; 

 
2) Makes a minimum initial transfer of funds into the self-directed brokerage account of 

$1,000; 
 

3) Makes subsequent transfers of funds into the self-directed brokerage account in amounts of 
$1,000 or greater; 
 

4) Pays all trading fees, commissions, administrative fees and any other expenses associated 
with participating in the self-directed brokerage account; 
 

5) Does not violate any trading restrictions established by the provider, the Investment Plan, or 
state or federal law. 
 

H.   The Executive Director & CIO shall establish procedures with the SDBA Provider and the 
Investment Plan Administrator to ensure that employer contributions and employee 
contributions shall be initially deposited into member’s Investment Plan account and will then 
be made available for transfer to the member’s SDBA. 

     
I.    The Executive Director & CIO shall establish procedures with the SDBA Provider and the 

Investment Plan Administrator that distributions will not be processed directly from member’s 
assets in the SDBA.  Assets must first be transferred to Investment Plan products.  A member 
can request a distribution from the Investment Plan once the transfer of the assets from the 
SDBA to the member’s Investment Plan account and all Investment Plan distribution 
requirements are met.  

 
J. The Executive Director & CIO shall ensure that any member participating in the SDBA will be 

provided, at minimum, a quarterly statement that meets Financial Industry Regulatory 
Authority (FINRA) requirements which details member investments in the SDBA.  The 
statement shall include, but is not limited to, member specific accounting of the investment 
instruments selected by a member, the net gains and losses, and buy/sell transactions. 
Additionally, a confirmation of trade statement will be sent for each transaction and all fees, 
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charges, penalties and deductions associated with each transaction are netted in the trade and 
reflected in the transaction confirmation.   

 
K. The Executive Director & CIO shall develop appropriate communications to members 

participating in the SDBA that will notify members that the Board is not responsible for 
managing the SDBA beyond administrative requirements as established between the Board and 
SDBA Provider.  As such, investment alternatives available through the SDBA have not been 
subjected to any selection process, are not monitored by the Board, require investment 
expertise to prudently buy, manage and/or dispose of, and have a risk of substantial loss.  The 
communication shall also notify members that they are responsible for any and all 
administrative, investment, and trading fees associated with participating in the SDBA. 

 
L. The Executive Director & CIO shall ensure that the provider will deliver a prospectus or other 

information for the underlying investments available through the self-directed brokerage 
account as provided in Section 121.4501(15)(c)(1) and (2) and in compliance with Federal 
laws. 

 
 

XIV.  REPORTING  
 
A. The Board directs the Executive Director & CIO to coordinate the preparation of quarterly reports 

of the investment performance of the Investment Plan by the Board's independent performance 
evaluation consultant. 

 
B. The following formal periodic reports to the Board shall be the responsibility of the Executive 

Director: an annual investment report, an annual financial report and a monthly performance report. 
 
XV. IMPLEMENTATION SCHEDULE 
 
This IPS is effective July 1, 2021. 



 
 

 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 

 
 
To: Ash Williams  

From: Michael McCauley 

C C : Senior Leadership Group 

Date:   March 16, 2021 

Subject: Annual Review and Approval of Florida PRIME Investment Policy Statement (IPS) 

 
With respect to Florida PRIME, Section 218.409 Florida Statutes requires: 
 

The trustees shall ensure that the board or a professional money management firm administers 
the trust fund on behalf of the participants. The board or a professional money management 
firm shall have the power to invest such funds in accordance with a written investment policy. 
The investment policy shall be updated annually to conform to best investment practices. [s. 
218.409(2)(a), Florida Statutes] 
 
The investment policy shall be reviewed and approved annually by the trustees or when market 
changes dictate, and in each event the investment policy shall be reviewed by the Investment 
Advisory Council. [s. 218.409(2)(d), Florida Statutes] 

 
As a result of regulatory changes by the Securities and Exchange Commission (SEC) to expand the 
definition of “accredited investor” in Rule 215 and Rule 501(a) as well as the definition of “qualified 
institutional buyer” (QIB) in Rule 144A, there are investment policy changes recommended for the 
Florida PRIME Investment Policy Statement (IPS) (blacklined document attached). These IPS 
amendments will conform to the updated regulations. 

 
Let me know if you have any questions. 
 
Attachments 
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Investment Policy Statement  

Local Government Surplus Funds Trust Fund (Non-Qualified)  
  

 
I. Purpose and Scope  
 
The purpose of this Investment Policy Statement (“Policy”) is to set forth the investment objective, 
investment strategies, and authorized portfolio securities for the Local Government Surplus Funds Trust 
Fund (“Florida PRIME”). The Policy also describes the risks associated with an investment in Florida 
PRIME.  
 
II. Overview of Florida PRIME  
 
The Local Government Surplus Funds Trust Fund was created by an Act of the Florida Legislature 
effective October 1, 1977 (Chapter 218, Part IV, Florida Statutes). The State Board of Administration 
(“SBA”) is charged with the powers and duties to administer and invest Florida PRIME, in accordance 
with the statutory fiduciary standards of care as contained in Section 215.47(10), Florida Statutes. The 
SBA has contracted with Federated Investment Counseling (the “Investment Manager”) to provide 
investment advisory services for Florida PRIME.  
 
Florida PRIME is governed by Chapters 215 and 218, Florida Statutes, and Chapter 19-7 of the Florida 
Administrative Code (collectively, “Applicable Florida Law”).  
 
III. Roles and Responsibilities 
  
The Board of Trustees of the SBA (“Trustees”) consists of the Governor, as Chairman, the Chief Financial 
Officer, as Treasurer, and the Attorney General, as Secretary. The Trustees will annually certify that 
Florida PRIME is in compliance with the requirements of Chapter 218, Florida Statutes, and that the 
management of Florida PRIME is in accord with best investment practices.  
 
The Trustees delegate the administrative and investment authority to manage Florida PRIME to the 
Executive Director of the SBA, subject to Applicable Florida Law. The Trustees appoint an Investment 
Advisory Council. The Council will, at least annually, review this Policy and any proposed changes prior 
to its presentation to the Trustees and will undertake other duties set forth in Applicable Florida Law.  
 
IV. Amortized Cost Accounting  
 
In March 1997, the Governmental Accounting Standards Board (“GASB”) issued Statement 31, titled 
“Accounting and Financial Reporting for Certain Investments and for External Investment Pools.” GASB 
31 applies to Florida PRIME.  
 
GASB 31 outlines the two options for accounting and reporting for money market investment pools as 
either “2a-7 like” or fluctuating net asset value (“NAV”). GASB 31 describes a “2a-7 like” pool as an 
“external investment pool that is not registered with the Securities and Exchange Commission (“SEC”) as 
an investment company, but nevertheless has a policy that it will, and does, operate in a manner consistent 
with Rule 2a-7 under the Investment Company Act of 1940 (the “1940 Act”).” Rule 2a-7 is the rule that 
permits money market funds to use amortized cost to maintain a constant NAV of $1.00 per share, 
provided that such funds meet certain conditions.  
 
In December 2015, GASB issued Statement 79, “Certain External Investment Pools and Pool 
Participants,” which delinks the accounting treatment of external investment pools from Rule 2a-7, and 
establishes criteria for the use of amortized cost to value portfolio assets of an external pool. GASB 79 
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also made clear that rounding unit value up or down to the nearest penny to maintain a stable NAV of 
$1.00 per share for issuances and redemptions of units is an operational decision for an external investment 
pool, rather than an accounting matter. GASB 79 also specifies, however, that seeking to maintain a stable 
price of $1.00 per share is one of the criteria that an external investment pool must meet as a condition to 
valuing all portfolio assets at amortized cost for financial reporting purposes. 
 
Florida PRIME will seek to operate in a manner consistent with the criteria and requirements in GASB 
79, including diversification, credit quality and maturity conditions. Accordingly, it is thereby permitted 
to value portfolio assets at amortized cost method. 
 
V. Investment Objective  
 
The primary investment objectives for Florida PRIME, in priority order, are safety, liquidity, and 
competitive returns with minimization of risks. Investment performance of Florida PRIME will be 
evaluated on a monthly basis against the Standard & Poor’s U.S. AAA & AA Rated GIP All 30 Day Net 
Yield Index. While there is no assurance that Florida PRIME will achieve its investment objectives, it 
endeavors to do so by following the investment strategies described in this Policy.   
 
VI. Investment Strategies & Specific Limitations 
 
The Investment Manager will invest Florida PRIME’s assets in short-term, high-quality fixed income 
securities. All Florida PRIME assets (100 percent) will be U.S. dollar-denominated. To be considered 
high-quality, a security must be rated in the highest short-term rating category by one or more nationally 
recognized statistical rating organizations (“NRSROs”), or be deemed to be of comparable quality thereto 
by the Investment Manager, subject to Section 215.47(1)(j), Florida Statutes. The Investment Manager 
also may enter into special transactions for Florida PRIME, like repurchase agreements.  Each repurchase 
agreement counterparty must have an explicit issuer or counterparty credit rating in the highest short-term 
rating category from Standard & Poor's.  Certain of the fixed income securities in which Florida PRIME 
invests pay interest at a rate that is periodically adjusted (“Adjustable Rate Securities”). 
 
The Investment Manager will manage credit risk by purchasing only high quality securities. The 
Investment Manager will perform a credit analysis to develop a database of issuers and securities that 
meet the Investment Manager’s standard for minimal credit risk. The Investment Manager monitors the 
credit risks of all Florida PRIME’s portfolio securities on an ongoing basis by reviewing periodic financial 
data, issuer news and developments, and ratings of certain NRSROs. The Investment Manager will utilize 
a “new products” or similar committee to review and approve new security structures prior to an 
investment of Florida PRIME’s assets in such securities. The Investment Manager will periodically 
consider and follow best practices in connection with minimal credit risk determinations (e.g., such as 
those described in Appendix I of the Investment Company Institute's 2009, Report of the Money Market 
Working Group). 
 
The Investment Manager will manage interest rate risk by purchasing only short-term fixed income 
securities. The Investment Manager will target a dollar-weighted average maturity range for Florida 
PRIME based on its interest rate outlook. The Investment Manager will formulate its interest rate outlook 
by analyzing a variety of factors, such as current and expected U.S. economic growth; current and 
expected interest rates and inflation; and the Federal Reserve Board’s monetary policy. The Investment 
Manager will generally shorten Florida PRIME’s dollar-weighted average maturity when it expects 
interest rates to rise and extend Florida PRIME’s dollar-weighted average maturity when it expects interest 
rates to fall. In order to meet the investment grade ratings criteria of Standard & Poor’s for a pool, the 
remaining maturity of securities purchased by the Investment Manager shall not exceed 762 days for 
government floating rate notes/variable rate notes and will not exceed 397 days for all other securities; 
provided, however, that if not required by the ratings criteria of the applicable NRSRO that is providing 
an investment grade rating to the pool and to the extent consistent with the portfolio criteria of GASB 79, 
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longer term floating rate/variable rate notes that are U.S. government securities may be owned by Florida 
PRIME. 
 
The Investment Manager will exercise reasonable care to maintain (i) a dollar weighted average maturity 
(“DWAM”) of 60 days or less; and (ii) a maximum weighted average life (WAL) within the range of 90-
120 days, depending on the levels of exposure and ratings of certain Adjustable Rate Securities.  The 
maximum WAL will depend upon the percentage exposures to government and non-government 
Adjustable Rate Securities, with sovereign (government) Adjustable Rate Securities rated AA- and higher 
allowed a 120-day limit, and non-sovereign (corporate) Adjustable Rate Securities (and sovereign 
Adjustable Rate Securities rated below AA-) restricted to a 90-day limit. The portfolio’s maximum WAL 
will be based on a weighted average of the percentage exposures to each type of floating-rate instrument. 
 
For purposes of calculating DWAM, the maturity of an Adjustable Rate Security generally will be the 
period remaining until its next interest rate adjustment.  For purposes of calculating WAL, the maturity of 
an Adjustable Rate Security will be its stated final maturity, without regard to interest rate adjustments; 
accordingly, the WAL limitation could serve to restrict Florida PRIME’s ability to invest in Adjustable 
Rate Securities.  
 
The Investment Manager will exercise reasonable care to limit exposure to not more than 25% of Florida 
PRIME’s assets in a single industry sector, with the exception that the Investment Manager may invest 
more than 25% in the financial services industry sector, which includes banks, broker-dealers, and finance 
companies. This higher limit is in recognition of the large outstanding value of money fund instruments 
issued by financial services firms. Government securities are not considered to be an industry.  
 
The Investment Manager will exercise reasonable care to not acquire a security, other than (i) a Daily 
Liquid Asset, if immediately after the acquisition Florida PRIME would have invested less than 10% of 
its total assets in Daily Liquid Assets; (ii) a Weekly Liquid Asset, if immediately after the acquisition 
Florida PRIME would have invested less than 30% of its total assets in Weekly Liquid Assets. Daily 
Liquid Assets include cash, direct obligations of the U.S. government and securities that convert to cash 
in one business day. Weekly Liquid Assets include cash, direct obligations of the U.S. government, certain 
government securities with remaining maturities of 60 business days or less and securities that convert to 
cash in five business days. 
 
Florida PRIME shall seek to hold liquid assets sufficient to meet reasonably foreseeable redemptions, 
based upon knowledge of the expected cash needs of participants.   
 
The Investment Manager will exercise reasonable care to not acquire securities that cannot be sold or 
disposed of in the ordinary course of business within five business days at approximately the value 
ascribed to them by Florida PRIME if, immediately after the acquisition, Florida PRIME would have 
invested more than 5% of its total assets in such securities.   
 
In buying and selling portfolio securities for Florida PRIME, the Investment Manager will comply with 
(i) the diversification, maturity and credit quality criteria in GASB 79, (ii) the requirements imposed by 
any NRSRO that rates Florida PRIME to ensure that it maintains a AAAm rating (or the equivalent) and 
(iii) the investment limitations imposed by Section 215.47, Florida Statutes except to the extent, as 
permitted by Section 215.44(3), the trust instrument of Florida PRIME and this investment policy 
statement specifically authorize investments in addition to those authorized by Section 215.47.  
 
The Investment Manager generally will comply with the following diversification limitations that are 
additional to those set forth in GASB 79. First, at least 50% of Florida PRIME assets will be invested in 
securities rated “A-1+” or those deemed to be of comparable credit quality thereto by the Investment 
Manager (i.e., so long as such deeming is consistent with the requirements of the NRSRO’s AAAm (or 
equivalent) rating criteria), subject to Section 215.47(1)(j), Florida Statutes. The Investment Manager will 



Blacklined for IAC Review on March 30, 2021 
 

 4 

document each instance in which a security is deemed to be of comparable credit quality and its basis for 
such a determination. Second, exposure to any single non-governmental issuer (other than a money market 
mutual fund) will not exceed 5% and exposure to any single money market mutual fund will not exceed 
10% of Florida PRIME assets.  
 
VII. Portfolio Securities and Special Transactions  
 
The Investment Manager will purchase only fixed income securities for Florida PRIME, and may engage 
in special transactions, for any purpose that is consistent with Florida PRIME’s investment objective.  
 
Fixed income securities are securities that pay interest, dividends or distributions at a specified rate. The 
rate may be a fixed percentage of the principal or adjusted periodically. In addition, the issuer of a short-
term fixed income security must repay the principal amount of the security, normally within a specified 
time. The fixed income securities in which Florida PRIME may invest include corporate debt securities, 
bank instruments, asset backed securities, U.S. Treasury securities, U.S. government agency securities, 
insurance contracts, municipal securities, foreign securities, mortgage backed securities, and shares of 
money market mutual funds. Florida PRIME is also permitted to buy such fixed income securities that 
require Florida PRIME to be a qualified institutional buyer as long as the securities held by Florida PRIME 
are in excess of $100,000,000.However, Florida PRIME is not permitted to buy such fixed income 
securities to the extent that they require Florida PRIME to be a qualified institutional buyer.  
 
Special transactions are transactions into which Florida PRIME may enter, including, but not limited to, 
repurchase agreements and delayed delivery transactions.  
 
For a more detailed description of Florida PRIME’s portfolio securities and special transactions, please 
see “Additional Information Regarding Florida PRIME’s Principal Securities” at Appendix A.  
 
VIII. Risks Associated with Florida PRIME  
 
An investment in Florida PRIME is subject to certain risks. Any investor in Florida PRIME should 
specifically consider, among other things, the following principal risks before making a decision to 
purchase shares of Florida PRIME.  
 
Risk that Florida PRIME will not Maintain a Stable Net Asset Value  
 
Although the Investment Manager attempts to manage Florida PRIME such that it maintains a stable NAV 
of $1.00 per share, there is no guarantee that it will be able to do so. Florida PRIME is not registered under 
the 1940 Act or regulated by the SEC.  
 
Interest Rate Risks  
 
The prices of the fixed income securities in which Florida PRIME will invest rise and fall in response to 
changes in the interest rates paid by similar securities. Generally, when interest rates rise, prices of fixed 
income securities fall. However, market factors, such as demand for particular fixed income securities, 
may cause the price of certain fixed income securities to fall while the price of other securities rise or 
remain unchanged. Interest rate changes have a greater effect on the price of fixed income securities with 
longer maturities.  
 
Credit Risks  
 
Credit risk is the possibility that an issuer of a fixed income security held by Florida PRIME will default 
on the security by failing to pay interest or principal when due. If an issuer defaults, Florida PRIME will 
lose money. 
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Liquidity Risks  
 
Trading opportunities are more limited for fixed income securities that are not widely held. These features 
make it more difficult to sell or buy securities at a favorable price or time. Consequently, Florida PRIME 
may have to accept a lower price to sell a security, sell other securities to raise cash or give up an 
investment opportunity, any of which could have a negative effect on Florida PRIME’s performance.  
 
Concentration Risks  
 
A substantial part of Florida PRIME may be comprised of securities issued by companies in the financial 
services industry, companies with similar characteristics, or securities credit enhanced by banks or 
companies with similar characteristics. As a result, Florida PRIME may be more susceptible to any 
economic, business, or political risks or other developments that generally affect finance companies. 
Developments affecting companies in the financial services industry or companies with similar 
characteristics might include changes in interest rates, changes in the economic cycle affecting credit 
losses and regulatory changes. 
  
Risks of Foreign Investing  
 
Foreign securities pose additional risks because foreign economic or political conditions may be less 
favorable than those of the United States. Securities in foreign markets also may be subject to taxation 
policies that reduce returns for U.S. investors.  
 
Call Risks 
  
If a fixed income security is called, Florida PRIME may have to reinvest the proceeds in other fixed 
income securities with lower interest rates, higher credit risks or other less favorable characteristics.  
 
Prepayment Risks  
 
Unlike traditional fixed income securities, which pay a fixed rate of interest until maturity (when the entire 
principal amount is due), payments on asset-backed securities include both interest and a partial payment 
of principal. Partial payment of principal may be comprised of scheduled principal payments as well as 
unscheduled payments from voluntary prepayment, refinancing, or foreclosure of the underlying loans. If 
Florida PRIME receives unscheduled prepayments, it may have to reinvest the proceeds in other fixed 
income securities with lower interest rates, higher credit risks or other less favorable characteristics.  
 
Risks Associated with Amortized Cost Method of Valuation  
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Florida PRIME will use the amortized cost method to determine the value of its portfolio securities.  Under 
this method, portfolio securities are valued at the acquisition cost as adjusted for amortization of premium 
or accumulation of discount rather than at current market value. Accordingly, neither the amount of daily 
income nor the NAV is affected by any unrealized appreciation or depreciation of the portfolio. In periods 
of declining interest rates, the indicated daily yield on shares computed by dividing the annualized daily 
income on Florida PRIME’s portfolio by the NAV, as computed above, may tend to be higher than a 
similar computation made by using a method of valuation based on market prices and estimates. In periods 
of rising interest rates, the opposite may be true. 
 
Changing Distribution Level Risk 
 
There is no guarantee that Florida PRIME will provide a certain level of income or that any such income 
will exceed the rate of inflation. Further, Florida PRIME's yield will vary. A low interest rate environment 
may prevent Florida PRIME from providing a positive yield or paying expenses out of current income. 
 
Throughout this section, it shall be understood that actions described as being taken by Florida PRIME 
refer to actions taken by the Investment Manager on behalf of Florida PRIME.  
 
For additional information regarding Florida PRIME’s principal securities and associated risks, please see 
Appendix A. 
 
 
IX. Controls and Escalation Procedures  
 
Section 218.409(2), Florida Statutes requires this Policy to document a system of internal controls 
designed to prevent the loss of public funds arising from fraud, employee error, misrepresentation by third 
parties, unanticipated changes in financial markets, or imprudent actions by employees and officers of the 
board or a professional money management firm. The controls include formal escalation reporting 
guidelines for all employees to address material impacts on Florida PRIME that require reporting and 
action.  
 
The SBA has engaged BNY Mellon (“Custodian”) to provide asset safekeeping, custody, fund accounting 
and performance measurement services to Florida PRIME. The Custodian will mark to market the 
portfolio holdings of Florida PRIME on a daily basis and will daily communicate both amortized cost 
price and mark to market price, so that the SBA and the Investment Manager can monitor the deviations 
between the amortized cost price and market price. By contractual agreement, the Investment Manager 
will reconcile accounting and performance measurement reports with the Custodian on at least a monthly 
basis, under the supervision of the SBA.  
 
The NRSRO that rates Florida PRIME will perform regular independent surveillance of Florida PRIME. 
The SBA and an independent investment consultant will regularly monitor the Investment Manager with 
respect to performance and organizational factors according to SBA manager monitoring policies.  
 
The SBA and third parties used to materially implement Florida PRIME will maintain internal control, 
fraud and ethics policies and procedures designed to prevent the loss of public funds.  
 
The Executive Director will develop policies and procedures to: 
 

• Identify, monitor and control/mitigate key investment and operational risks. 
• Maintain an appropriate and effective risk management and compliance program that identifies, 

evaluates and manages risks within business units and at the enterprise level. 
• Maintain an appropriate and effective control environment for SBA investment and operational 

responsibilities. 
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• Approve risk allocations and limits, including total fund and asset class risk budgets. 
 
The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection, compensation 
and termination will be affirmed by the Board, to assist in the execution of the responsibilities enumerated 
in the preceding list. For day-to-day executive and administrative purposes, the Chief Risk and 
Compliance Officer will proactively work with the Executive Director and designees to ensure that issues 
are promptly and thoroughly addressed by management. On at least a quarterly basis, the Chief Risk and 
Compliance Officer will provide reports to the Investment Advisory Council, Audit Committee and Board, 
and is authorized to directly access these bodies at any time as appropriate to ensure the integrity and 
effectiveness of risk management and compliance functions. 
 
Pursuant to written SBA policy, the Executive Director will organize an Investment Oversight Group to 
regularly review, document and formally escalate compliance exceptions and events that may have a 
material impact on Florida PRIME. The Investment Oversight Group will meet as necessary based on the 
occurrence and resolution of compliance exceptions or upon the occurrence of a material event. Minutes 
of any meeting held by the Investment Oversight Group  and a listing of meeting participants shall be 
timely posted on the Florida PRIME website.  
 
The SBA and the Investment Manager have an affirmative duty to immediately disclose any material 
impact on Florida PRIME to the participants, including, but not limited to: 
 

1. When the deviation between the market value and amortized cost of Florida PRIME exceeds 
0.25%, according to pricing information provided by the Custodian, the Investment Manager 
will establish a formal action plan. The Investment Oversight Group will review the formal 
action plan and prepare a recommendation for the Executive Director’s consideration.  
 
2. When the deviation between the market value and amortized cost of Florida PRIME exceeds 
0.50%, according to pricing information provided by the Custodian, the Executive Director will 
promptly consider what action, if any, will be initiated. Where the Executive Director believes 
the extent of any deviation from Florida PRIME's amortized cost price per share may result in 
material dilution or other unfair results to investors or existing shareholders, he will cause 
Florida PRIME to take such action as he deems appropriate to eliminate or reduce to the extent 
reasonably practicable such dilution or unfair results.  
 
3. The Investment Manager will perform daily compliance monitoring to ensure that investment 
practices comply with the requirements of this Policy, according to documented compliance 
procedures. The Investment Manager will provide regular compliance reports and will 
communicate compliance exceptions within 24 hours of identification to the Investment 
Oversight Group. Additionally, the Investment Oversight Group will periodically conduct 
independent compliance reviews.  
 
4. In the event that a security receives a credit rating downgrade and ceases to be in the highest 
rating category, or the Investment Manager determines that the security is no longer of 
comparable quality to the highest short-term rating category (in either case, a “Downgrade”), 
the Investment Manager will reassess whether the security continues to present minimal credit 
risk and will cause Florida PRIME to take any actions determined by the Investment Manager 
to be in the best interest of Florida PRIME; provided however, that the Investment Manager 
will not be required to make such reassessments if Florida PRIME disposes of the security (or 
the security matures) within five business days of the Downgrade. 
 
5. In the event that a security no longer meets the criteria for purchase due to default, event of 
insolvency, a determination that the security no longer presents minimal credit risks, or other 
material event (“Affected Security”), the Investment Manager must dispose of the security as 
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soon as practical, consistent with achieving an orderly disposition of the security, by sale, 
exercise of a demand feature or otherwise, and the requirements of GASB 79. An Affected 
Security may be held only if the Executive Director has determined, based upon a 
recommendation from the Investment Manager and the Investment Oversight Group, that it 
would not be in the best interest of Florida PRIME to dispose of the security taking into account 
market conditions that may affect an orderly disposition. 
 
6. The Investment Manager will monthly stress test Florida PRIME and at least quarterly report 
the results of the stress tests to the Investment Oversight Group. Stress tests must be conducted 
for at least the following events, or combinations of events (i) a change in short-term interest 
rates; (ii) an increase in net shareholder redemptions; (iii) downgrades or defaults; and (iv) 
changes between a benchmark overnight interest rate and the interest rates on securities held 
by Florida PRIME.   
 

The Investment Manager will at least annually provide the Investment Oversight Group with: (i) their 
documented compliance procedures; (ii) an assessment of Florida PRIME's ability to withstand events 
reasonably likely to occur in the coming year and (iii) their list of NRSROs utilized as a component of the 
credit risk monitoring process.  
 
The Executive Director’s delegated authority as described in this section is intended to provide him with 
sufficient authority and operating flexibility to make professional investment decisions in response to 
changing market and economic conditions. Nonetheless, the Trustees will at least monthly review and 
approve management summaries of material impacts on Florida PRIME, any actions or escalations taken 
thereon, and carry out such duties and make such determinations as are otherwise necessary under 
applicable law, regulation or rule.  
 
Pursuant to Florida law, the Auditor General will conduct an annual financial audit of Florida PRIME, 
which will include testing for compliance with this Policy.  
 
X. Deposits and Withdrawals  
 
Investors should refer to the separate Florida PRIME Operating Procedures for detailed descriptions 
regarding how to make deposits in and withdrawals from Florida PRIME, including (1) any fees and 
limitations that may be imposed with respect thereto; and (2) reports provided to participants.  
 
XI. Management Reporting  
 
The Executive Director will be responsible for providing the formal periodic reports to the Trustees, 
legislative committees and other entities:  
 

1.  An annual report on the SBA and its investment portfolios, including that of Florida PRIME.  
2.  A monthly report on performance and investment actions taken.  
3.  Special reports pursuant to Chapter 218, Florida Statutes.  
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Appendix A 
Additional Information Regarding Florida PRIME’s Principal Securities  

 
 

Throughout this appendix it shall be understood that actions described as being taken by Florida PRIME 
refer to actions taken by the Investment Manager on behalf of Florida PRIME.  

FIXED INCOME SECURITIES  

Corporate Debt Securities  

Corporate debt securities are fixed income securities issued by businesses. Notes, bonds, debentures and 
commercial paper are the most prevalent types of corporate debt securities. Florida PRIME also may 
purchase interests in bank loans to companies.  

COMMERCIAL PAPER  

Commercial paper is an issuer’s obligation with a maturity of generally less than 270 days. 
Companies typically issue commercial paper to pay for current expenditures. Most issuers 
constantly reissue their commercial paper and use the proceeds (or bank loans) to repay maturing 
paper. If the issuer cannot continue to obtain liquidity in this fashion, its commercial paper may 
default.  

DEMAND INSTRUMENTS  

Demand instruments are corporate debt securities that the issuer must repay upon demand. Other 
demand instruments require a third party, such as a dealer or bank, to repurchase the security for 
its face value upon demand. Florida PRIME treats demand instruments as short-term securities, 
even though their stated maturity may extend beyond one year.  

Bank Instruments  

Bank instruments are unsecured interest bearing deposits with banks. Bank instruments include, but are 
not limited to, bank accounts, time deposits, certificates of deposit and banker’s acceptances. Yankee 
instruments are denominated in U.S. dollars and issued by U.S. branches of foreign banks. Eurodollar 
instruments are denominated in U.S. dollars and issued by non-U.S. branches of U.S. or foreign banks.  

Florida PRIME will not invest in instruments of domestic and foreign banks and savings and loans unless 
they have capital, surplus, and undivided profits of over $100,000,000, or if the principal amount of the 
instrument is insured by the Bank Insurance Fund or the Savings Association Insurance Fund which are 
administered by the Federal Deposit Insurance Corporation. These instruments may include Eurodollar 
Certificates of Deposit, Yankee Certificates of Deposit, and Euro-dollar Time Deposits. 

Florida PRIME shall further limit its investments in bank instruments consistent with the requirements of 
GASB 79. 
 
Asset Backed Securities  
 
Asset backed securities are payable from pools of obligations, most of which involve consumer or 
commercial debts. However, almost any type of fixed income assets (including other fixed income 
securities) may be used to create an asset backed security. Asset backed securities may take the form of 
commercial paper, notes or pass-through certificates.  
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Government Securities  

Government security means any security issued or guaranteed as to principal or interest by the United 
States, or by a person controlled or supervised by and acting as an instrumentality of the Government of 
the United States pursuant to authority granted by the Congress of the United States; or any certificate of 
deposit for any of the foregoing.  

U.S. Treasury Securities  

U.S. Treasury securities are direct obligations of the federal government of the United States. U.S. 
Treasury securities are generally regarded as having the lowest credit risks.  

Agency Securities  

Agency securities are issued or guaranteed by a federal agency or other government sponsored entity 
(GSE) acting under federal authority. Some GSE securities are supported by the full faith and credit of the 
United States. These include securities issued by the Government National Mortgage Association, Small 
Business Administration, Farm Credit System Financial Assistance Corporation, Farmer's Home 
Administration, Federal Financing Bank, General Services Administration, Department of Housing and 
Urban Development, Export-Import Bank, Overseas Private Investment Corporation, and Washington 
Metropolitan Area Transit Authority.  

Other GSE securities receive support through federal subsidies, loans or other benefits. For example, the 
U.S. Treasury is authorized to purchase specified amounts of securities issued by (or otherwise make funds 
available to) the Federal Home Loan Bank System, Federal Home Loan Mortgage Corporation, Federal 
National Mortgage Association, Student Loan Marketing Association, and Tennessee Valley Authority in 
support of such obligations.  

A few GSE securities have no explicit financial support, but are regarded as having implied support 
because the federal government sponsors their activities. These include securities issued by the Farm 
Credit System, Financing Corporation, and Resolution Funding Corporation.  

Investors regard agency securities as having low credit risks, but not as low as Treasury securities. Florida 
PRIME treats mortgage-backed securities guaranteed by a GSE as if issued or guaranteed by a federal 
agency. Although such a guarantee protects against credit risks, it does not reduce market risks.  

Insurance Contracts  

Insurance contracts include guaranteed investment contracts, funding agreements and annuities. Florida 
PRIME treats these contracts as fixed income securities.  

Municipal Securities  

Municipal securities are issued by states, counties, cities and other political subdivisions and authorities.  

Foreign Securities  

Foreign securities are U.S. dollar-denominated securities of issuers based outside the United States. 
Florida PRIME considers an issuer to be based outside the United States if:  

• it is organized under the laws of, or has a principal office located in, another country;  
• the principal trading market for its securities is in another country; or  
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• it (or its subsidiaries) derived in its most current fiscal year at least 50% of its total assets, 
capitalization, gross revenue or profit from goods produced, services performed or sales made in 
another country.  

 
 
Mortgage Backed Securities  
 
Mortgage backed securities represent interests in pools of mortgages. The mortgages that comprise a pool 
normally have similar interest rates, maturities and other terms. Mortgages may have fixed or adjustable 
interest rates. Interests in pools of adjustable rate mortgages are known as ARMs.  
 
Zero Coupon Securities  
 
Certain of the fixed income securities in which Florida PRIME invests are zero coupon securities. Zero 
coupon securities do not pay interest or principal until final maturity, unlike debt securities that provide 
periodic payments of interest (referred to as a “coupon payment”). Investors buy zero coupon securities 
at a price below the amount payable at maturity. The difference between the purchase price and the amount 
paid at maturity represents interest on the zero coupon security. Investors must wait until maturity to 
receive interest and principal, which increases the interest rate and credit risks of a zero coupon security.  
 
Callable Securities  
 
Certain of the fixed income securities in which Florida PRIME invests are callable at the option of the 
issuer. Callable securities are subject to reinvestment risks.  
 
144A Securities  
 
The SBA has determined that Florida PRIME constitutes (i) an "accredited investor" as defined in Rule 
501(a)(7) promulgated under the Securities Act of 1933, as amended (the "Securities Act"), as long as 
Florida PRIME has total assets in excess of $5,000,000, (ii) a "qualified purchaser" as defined in Section 
2(a)(51)(A)(iv) of the 1940 Act, as long as Florida PRIME in the aggregate owns and invests on a 
discretionary basis not less than $25,000,000 in investments, and (iii) a "qualified institutional buyer" as 
defined in Rule 144(a)(1) promulgated under the Securities Act, as long as Florida PRIME in the aggregate 
owns and invests on a discretionary basis at least $100,000,000 in securities. 
 
The SBA has determined that Florida PRIME constitutes (i) an “accredited investor” as defined in Rule 
501(a)(7) promulgated under the Securities Act of 1933, as amended (the “Securities Act”), as long as 
Florida PRIME has total assets in excess of $5,000,000 and (ii) a “qualified purchaser” as defined in 
Section 2(a)(51)(A)(iv) of the 1940 Act, as long as Florida PRIME in the aggregate owns and invests on 
a discretionary basis not less than $25,000,000 in investments, but does not constitute a “qualified 
institutional buyer” as defined in Rule 144A(a)(1) promulgated under the Securities Act. Florida PRIME 
is restricted from purchasing or acquiring securities or investments that would require Florida PRIME to 
represent in connection with such purchase or acquisition that it is a “qualified institutional buyer” as 
defined in Rule 144A(a)(1) promulgated under the Securities Act.  
 
Money Market Mutual Funds  
 
Florida PRIME may invest in shares of registered investment companies that are money market mutual 
funds, including those that are affiliated with the Investment Manager, as an efficient means of 
implementing its investment strategies and/or managing its uninvested cash. These other money market 
mutual funds are managed independently of Florida PRIME and incur additional fees and/or expenses that 
would, therefore, be borne indirectly by Florida PRIME in connection with such investment. However, 
the Investment Manager believes that the benefits and efficiencies of this approach should outweigh the 
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potential additional fees and/or expenses. The Investment Manager must obtain prior written consent of 
the SBA to invest Florida PRIME in money market mutual funds that are “affiliated persons” of the 
Investment Manager. 
 
SPECIAL TRANSACTIONS 
  
The Investment Manager on behalf of Florida PRIME may engage in the following special transactions.  

Repurchase Agreements  

A repurchase agreement is a transaction in which Florida PRIME buys a security from a dealer or bank 
and agrees to sell the security back at a mutually agreed-upon time and price. The repurchase price exceeds 
the sale price, reflecting Florida PRIME’s return on the transaction. This return is unrelated to the interest 
rate on the underlying security. Florida PRIME will enter into repurchase agreements only with banks and 
other recognized financial institutions, such as securities dealers, deemed creditworthy by the Investment 
Manager. The securities that are subject to the repurchase transactions are limited to securities in which 
Florida PRIME would be permitted to invest, except that such securities may have a maturity longer than 
would otherwise be permitted for Florida PRIME to own.  

Florida PRIME’s custodian or subcustodian will take possession of the securities subject to repurchase 
agreements. The Investment Manager or subcustodian will monitor the value of the underlying security 
each day to ensure that the value of the security always equals or exceeds the repurchase price.  

Repurchase agreements are subject to credit risks.  

Delayed Delivery Transactions  

Delayed delivery transactions, including when-issued transactions, are arrangements in which Florida 
PRIME buys securities for a set price, with payment and delivery of the securities scheduled for a future 
time. During the period between purchase and settlement, no payment is made by Florida PRIME to the 
issuer and no interest accrues to Florida PRIME. Florida PRIME records the transaction when it agrees to 
buy the securities and reflects their value in determining the price of its units. Settlement dates may not 
be more than seven business days after entering into these transactions; nonetheless, the market values of 
the securities bought may vary from the purchase prices. Therefore, delayed delivery transactions create 
interest rate risks for Florida PRIME. Delayed delivery transactions also involve credit risks in the event 
of a counterparty default.  

Asset Coverage  

In order to secure its obligations in connection with special transactions, Florida PRIME will either own 
the underlying assets, enter into an offsetting transaction or set aside readily marketable securities with a 
value that equals or exceeds Florida PRIME’s obligations. Unless Florida PRIME has other readily 
marketable assets to set aside, it cannot trade assets used to secure such obligations without terminating a 
special transaction. This may cause Florida PRIME to miss favorable trading opportunities or to realize 
losses on special transactions.  
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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 December 31, 2020.

The Pension Plan outperformed its Performance Benchmark over the trailing 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, Fixed Income, Real Estate, and Strategic Investments.

– 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 long-term periods, outperforming the benchmark over the trailing five- and
ten-year 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 $183.1 billion as of December 31, 2020 which represents a $15.1 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 12/31/2020

Fourth Quarter Fiscal YTD*

Beginning Market Value $168,002,180,206

+/- Net Contributions/(Withdrawals) $(1,805,530,816)

Investment Earnings 16,872,287,645

= Ending Market Value $183,068,937,034 

Net Change $15,066,756,828

Summary of Cash Flows 

*Period July 2020 –December 2020

$160,714,203,703

$(3,954,779,293)

$183,068,937,034

$26,309,512,624

$22,354,733,331
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Asset Allocation as of 12/31/2020
Total Fund Assets = $183.1 Billion
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FRS Pension Plan Investment Results
Periods Ending 12/31/2020

Total FRS Pension Plan Performance Benchmark Absolute Nominal Target Rate of Return 
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FRS Pension Plan Investment Results
Periods Ending 12/31/2020

vs. SBA's Long-Term Investment Objective
Long-Term FRS Pension Plan Performance Results

Total FRS Pension Plan Absolute Nominal Target Rate of Return
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Comparison of Asset Allocation (TUCS Top Ten)
As of 12/31/2020

FRS Pension Plan vs. Top Ten Defined Benefit Plans

FRS TOTAL FUND TUCS TOP TEN

Note: The TUCS Top Ten Universe includes $1,877.2 billion in total assets. The median fund size w as $176.9 billion
and the average fund size w as $187.7 billion.
Note: Due to rounding, percentage totals displayed may not sum perfectly.

*Global Equity Allocation: 27.7% Domestic Equities; 22.2% Foreign Equities;
6.0% Global Equities; 0.4% Global Equity Liquidity Account. Percentages are 
of the Total FRS Fund.

**Global Equity Allocation: 32.7% Domestic Equities; 19.6% Foreign 
Equities.

Global Equity*
56.3%

Fixed Income
17.3%

Real Estate
8.8%

Private Equity
7.5%

Strategic Investments
8.9%

Cash
1.3%

Global Equity**
52.3%

Fixed Income
18.2%

Real Estate 
6.4%

Alternatives
20.5%

Cash
2.6%
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FRS Results Relative to TUCS Top Ten Defined Benefit Plans
Periods Ending 12/31/2020

Total FRS (Gross) Top Ten Median Defined Benefit Plan Fund (Gross)

Note: The TUCS Top Ten Universe includes $1,877.2 billion in total assets. The median fund size w as $176.9 billion
and the average fund size w as $187.7 billion.
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Top Ten Defined Benefit Plans FRS Universe Comparison (TUCS)
Periods Ending 12/31/2020

Total FRS Top Ten Median Defined Benefit Plan Universe

FRS Percentile Ranking  15   41  41 41

Note: The TUCS Top Ten Universe includes $1,877.2 billion in total assets. The median fund size w as $176.9 billion
and the average fund size w as $187.7 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

*Returns shown are net of fees.
**Aggregate benchmark returns are an average of the individual portfolio benchmark returns at their actual weights.
***Source: 2020 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 2020 

Survey that included 119 U.S. defined contribution plans with assets ranging from $112 mill ion to $67.2 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 $3.1 - $25.3 bil lion.

****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. 

Periods Ending 12/31/2020*

One-Year Three-Year Five-Year Ten-Year

FRS Investment Plan 13.1% 8.7% 10.1% 8.0%

Total Plan Aggregate Benchmark** 11.7% 8.1% 9.6% 7.6%

FRS Investment Plan vs. Total Plan Aggregate 
Benchmark 1.4 0.6 0.5 0.4

Five-Year Average 
Return****

Five-Year Net 
Value Added

Expense 
Ratio

FRS Investment Plan 7.1% 0.2% 0.32%*****

Peer Group 7.2 0.1 0.26

FRS Investment Plan vs. Peer Group -0.1 0.1 0.06

Periods Ending 12/31/2019***
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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 five- and ten-year time periods.
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CAT Operating Funds Investment Results 
Periods Ending 12/31/2020

*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 Merril l Lynch 3-6 Month U.S. Treasury 
Bil l 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 Merril l 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 $958.4 million as of December 31, 2020.

The Endowment’s return outperformed its Target over the trailing five-, and ten-year time
periods and underperformed its Target over the trailing quarter, one- and three-year periods.
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Asset Allocation as of 12/31/2020
Total LCEF Assets = $958.4 Million
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LCEF Investment Results
Periods Ending 12/31/2020

Total LCEF Performance Benchmark

11.2

14.0

8.7

10.7

8.6

11.4

14.8

9.0
10.3

7.9

-5.0

0.0

5.0

10.0

15.0

20.0

Quarter 1-Year 3-Year 5-Year 10-Year

A
nn

ua
liz

ed
 R

et
ur

n 
(%

)

Aon |  Retirement and Investment
Inv estment advice and consulting services provided by Aon.

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 December 31, 2020, the total market value of Florida PRIME was $18.5 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 12/31/2020

*Returns less than one year are not annualized.
**S&P AAA & AA GIP All 30-Day Net Yield Index for all time periods shown.

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

Florida PRIME Risk vs. Return 
1 Years Ending 12/31/2020
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Florida PRIME 

Florida PRIME Risk vs. Return 
3 Years Ending 12/31/2020
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Florida PRIME 

Florida PRIME Risk vs. Return 
5 Years Ending 12/31/2020
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Return Distribution
Periods Ending 12/31/2020
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Standard Deviation Distribution
Periods Ending 12/31/2020
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FRS Investment Plan Costs

*Average fee of multiple products in category as of 12/31/2020.

**Source: Aon’s annual mutual fund expense analysis as of 12/31/2019.

Investment Category Investment Plan Fee* Average Mutual Fund Fee**

Domestic Equity 0.20% 0.79%

International Equity 0.32% 0.89%

Diversified Bonds 0.13% 0.50%

Target Date 0.14% 0.57%

Money Market 0.06% 0.20%

Inflation Protected Securities 0.36% 0.36%
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Investment Plan Fiscal Year End Assets Under Management

Source: Investment Plan Administrator 

By Fiscal Year ($ millions)
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Investment Plan Membership

Source: Investment Plan Administrator 

* Period Ending 12/31/2020
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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 2020 A Fund are internally
managed portfolios.

− CAT 2013 A Fund was liquidated during 4Q 2020

As of December 31, 2020, the total value of:
− The CAT Operating Funds was $13.1 billion
− The CAT 2016 A Fund was $0.7 billion
− The CAT 2020 A Fund was $3.5 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 2020 A and 2016 A Funds Investment Results 
Periods Ending 12/31/2020

*Perf ormance Benchmark: Beginning February 2018, the CAT 2016 A Funds was benchmarked to itself.
**Perf ormance Benchmark: Blend of 35% of the ICE 1-3 Year AA U.S. Corporate Bond Index and 65% of ICE 1-3

Year U.S. Treasury Index excluding 144A securities through December 31, 2020
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CAT Operating Funds Characteristics 
Period Ending 12/31/2020

Maturity Analysis
1  to  30 Days 0.50%
31  to  60 Days 0.00
61  to  90 Days 8.50
91  to  120 Days 9.42
121  to  150 Days 7.77
151  to  180 Days 2.41
181  to  270 Days 0.00
271  to  365 Days 4.44
366  to  455 Days 6.15
 >=       456  Days 60.81
Total % of Portfolio: 100.00%

Bond Rating Analysis
AAA 74.07%
AA 20.85
A 5.08
Baa 0.00
Other 0.00
Total % of Portfolio 100.00%
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CAT 2020 A Fund Characteristics 
Period Ending 12/31/2020

Maturity Analysis
1  to  30 Days 0.11%
31  to  60 Days 0.00
61  to  90 Days 0.00
91  to  120 Days 0.00
121  to  150 Days 0.00
151  to  180 Days 0.00
181  to  270 Days 0.08
271  to  365 Days 4.46
366  to  455 Days 11.89
 >=       456  Days 83.46
Total % of Portfolio: 100.00%

Bond Rating Analysis
AAA 100.00%
AA 0.00
A 0.00
Baa 0.00
Other 0.00
Total % of Portfolio 100.00%
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CAT 2016 A Fund Characteristics 
Period Ending 12/31/2020

Maturity Analysis
1  to  30 Days 8.83%
31  to  60 Days 7.37
61  to  90 Days 4.34
91  to  120 Days 8.21
121  to  150 Days 9.17
151  to  180 Days 18.48
181  to  270 Days 43.60
271  to  365 Days 0.00
366  to  455 Days 0.00
 >=       456  Days 0.00
Total % of Portfolio: 100.00%

Bond Rating Analysis
AAA 75.64%
AA 19.13
A 5.23
Baa 0.00
Other 0.00
Total % of Portfolio 100.00%
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Florida PRIME Characteristics 
Quarter Ending 12/31/2020

*Period July 2020 –December 2020

Cash Flows as of 12/31/2020 Fourth Quarter Fiscal YTD*
Opening Balance $13,393,164,417 $15,158,791,358
Participant Deposits $14,381,067,380 $17,248,439,654
Gross Earnings $9,448,499 $24,650,516
Participant Withdrawals ($9,329,685,666) ($13,976,736,961)
Fees ($1,161,479) ($5,930,789)
Closing Balance (12/31/2020) $18,452,833,151 $18,452,833,151

Change $5,059,668,734 $3,294,041,793
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Florida PRIME Characteristics 
Quarter Ending 12/31/2020

Portfolio Composition
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Florida PRIME Characteristics 
Period Ending 12/31/2020

Effective Maturity Schedule
1-7 Days 40.8%
8 - 30 Days 15.7%
31 - 90 Days 27.0%
91 - 180 Days 12.4%
181+ Days 4.1%
Total % of Portfolio: 100.0%

S & P Credit Quality Composition
A-1+ 75.9%
A-1 24.1%
Total % of Portfolio: 100.0%

Visit the Investments Thought Leadership Site (https://insights-north-america.aon.com/investment); sharing our best thinking.

FRS Pension Plan | Fourth Quarter 2020

Quarterly Investment Review
Visit our new video library with our views on key investment topics for this quarter using access code "aon!"
(https://site-494121.bcvp0rtal.com/category/videos/key-topics-by-investor-type)
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Market Highlights
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MSCI Indices show net total returns throughout this report. All other indices show gross total returns..
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Market Highlights

Fourth Quarter 1-Year 3-Year1 5-Year1 10-Year1

Equity
MSCI All Country World IMI 15.70% 16.25% 9.72% 12.15% 9.09%
MSCI All Country World 14.68% 16.25% 10.06% 12.26% 9.13%
Dow Jones U.S. Total Stock Market 14.76% 20.79% 14.41% 15.36% 13.74%
Russell 3000 14.68% 20.89% 14.49% 15.43% 13.79%
S&P 500 12.15% 18.40% 14.18% 15.22% 13.88%
Russell 2000 31.37% 19.96% 10.25% 13.26% 11.20%
MSCI All Country World ex-U.S. IMI 17.22% 11.12% 4.83% 8.98% 5.06%
MSCI All Country World ex-U.S. 17.01% 10.65% 4.88% 8.93% 4.92%
MSCI EAFE 16.05% 7.82% 4.28% 7.45% 5.51%
MSCI EAFE (Local Currency) 11.35% 0.84% 2.98% 5.80% 6.82%
MSCI Emerging Markets 19.70% 18.31% 6.17% 12.81% 3.63%
Fixed Income
Bloomberg Barclays Global Aggregate 3.28% 9.20% 4.85% 4.79% 2.83%
Bloomberg Barclays U.S. Aggregate 0.67% 7.51% 5.34% 4.44% 3.84%
Bloomberg Barclays U.S. Long Gov't -2.95% 17.55% 9.83% 7.84% 7.74%
Bloomberg Barclays U.S. Long Credit 4.92% 13.32% 9.23% 10.02% 8.24%
Bloomberg Barclays U.S. Long Gov't/Credit 1.68% 16.12% 9.80% 9.35% 8.16%
Bloomberg Barclays U.S. TIPS 1.62% 10.99% 5.92% 5.08% 3.81%
Bloomberg Barclays U.S. High Yield 6.45% 7.11% 6.24% 8.59% 6.80%
Bloomberg Barclays Global Treasury ex U.S. 4.66% 9.54% 4.48% 4.90% 1.81%
JP Morgan EMBI Global (Emerging Markets) 5.49% 5.88% 4.94% 6.84% 5.97%
Commodities
Bloomberg Commodity Index 10.19% -3.12% -2.53% 1.03% -6.50%
Goldman Sachs Commodity Index 14.49% -23.72% -8.21% -1.85% -8.76%
Hedge Funds
HFRI Fund-Weighted Composite2 10.68% 11.61% 5.50% 6.10% 4.18%
HFRI Fund of Funds2 7.52% 10.27% 4.68% 4.44% 3.27%
Real Estate
NAREIT U.S. Equity REITS 11.57% -8.00% 3.40% 4.77% 8.31%
FTSE Global Core Infrastructure Index 7.23% -0.66% 7.52% 10.43% 9.25%
Private Equity
Burgiss Private iQ Global Private Equity3 6.20% 11.83% 10.92% 12.93%

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.
3 Burgiss Private iQ Global Private Equity data is as at June 30, 2020

Returns of the Major Capital Markets
Period Ending 12/31/2020
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Global Equity Markets
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Global equity markets continued to rise for the third consecutive quarter, ending the calendar year above their pre-
pandemic levels. Supportive monetary and fiscal policy, dwindling uncertainties regarding the U.S. elections, and the
news of vaccines receiving approval outweighed the continued surge of COVID-19 cases globally. The MSCI AC
World’s Investable Market Index returned 15.7% for the quarter.
Non-U.S. equities, with strong performance from emerging markets, outperformed U.S. equities for the quarter.
Emerging Markets (EM) IMI returned 19.9% over the fourth quarter, supported by strong returns from the index-
heavyweights Information Technology and Financials sectors. In USD terms, Korean and Brazilian equities were the
best performers among the EM countries while Chinese equities returned the least.
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Global Equity Markets
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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
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U.S. equities delivered double digit returns in Q4 2020. Over the quarter, new fiscal stimulus packages were approved
as U.S. lawmakers passed a $900bn coronavirus relief bill while Democrat Joe Biden won the U.S. Presidential
election and is set to become the 46th President. Economic data rebounded sharply as U.S. GDP grew at an
annualized rate of 33.1% in the third quarter, compared to a 31.4% contraction during the second quarter. The Russell
3000 Index rose 14.7% during the fourth quarter and 20.9% over the one-year period.
The CBOE Volatility Index (VIX), Wall Street’s “fear gauge”, declined from 26.4 to 22.8 over the quarter, having
averaged 28.9 over the previous 12 months.
All sectors generated positive returns over the quarter. Energy sector was the best performing sector with a return of
31.9% while Utilities sector returned the least at 7.7%.
Small cap stocks outperformed both large and medium cap stocks over the quarter, while Value stocks outperformed
their Growth counterparts in Q4 2020.
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U.S. Fixed Income Markets
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The Bloomberg Barclays U.S. Aggregate Bond Index
rose by 0.7% over the quarter.
Corporate bonds were the best performer with a return
of 3.0%, followed by CMBS bonds which rose by 1.1%.
Bonds with 10+ year maturities performed the best with
a return of 1.7%.
High yield bonds rose by 6.5%. Within investment grade
bonds, Baa bonds outperformed with a return of 4.0%.
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U.S. Fixed Income Markets
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The U.S. nominal yield curve steepened over the quarter with yields at the short end of the curve remaining virtually
unchanged while yields at the longer end rose . The U.S. Federal Reserve (Fed) kept its interest rate unchanged and
will continue to buy $120bn of debt per month until “substantial further progress has been made” towards its
employment and inflation targets. The Fed also upgraded its September projections to an economic growth rate of
-2.4% in 2020 (up from -3.7%) followed by a rebound of 4.2% in 2021 (up from 4.0%).
The 10-year U.S. treasury yield ended the quarter 24bps higher at 0.93% and the 30-year yield increased by 19bps to
1.65%.
The 10-year TIPS yield fell by 12bps over the quarter to -1.06%. Breakeven inflation rose across the curve during the
quarter as the Fed’s “average inflation targeting” approach, under which the Fed would allow inflation to rise above
their 2% target for a period of time, and the new fiscal stimulus package pushed inflation expectations higher.
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European Fixed Income Markets
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European government bond spreads over 10-year German bunds narrowed across the Euro Area. The EU passed the
bloc’s €1.8tn budget and recovery package after Hungary and Poland reversed their vetoes. Originally both countries
had objected to rules linking stimulus disbursement to the commitment of European values. However, they backed
down after EU officials stated that refusal to accept the package would ‘‘backfire’’. The European Central Bank
increased the size of its Pandemic Emergency Purchase Programme from €1.35tn to €1.85tn and extended the
program until March 2022.
German government bund yields fell by 5bps to -0.58% over the quarter. The Eurozone economy rebounded by
growing 12.7% in Q3 2020 on a quarter-on-quarter basis, the fastest rate on record. The German and French
economies grew by 8.2% and 18.2% over this period while the Italian and Spanish economies grew by 16.1% and
16.7% respectively.
Greek government bond yields fell the most at 38bps to 0.64%, whereas Italian and Portuguese government bond
yields fell by 33bps and 23bps to 0.54% and 0.03% respectively.
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Credit Spreads

Spread (bps) 12/31/2020 09/30/2020 12/31/2019 Quarterly Change (bps) One-Year  Change
(bps)

U.S. Aggregate 42 60 39 -18 3

Long Gov't 1 0 0 1 1

Long Credit 141 188 139 -47 2

Long Gov't/Credit 85 111 79 -26 6

MBS 39 61 39 -22 0

CMBS 81 106 72 -25 9

ABS 33 41 44 -8 -11

Corporate 96 136 93 -40 3

High Yield 360 517 336 -157 24

Global Emerging Markets 268 334 287 -66 -19

Source: FactSet, B loomberg Barclays

Credit markets had another solid quarter as spreads continued to fall. Spreads tightened again during the quarter,
especially in the riskier credit areas, as the positive vaccine news improved hopes of a strong economic recovery.
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 Q4 2020, decreasing by 157bps and Global Emerging Markets narrowed by 66bps
over the quarter.
However, there are still reasons to be concerned as the global high yield default rate for the twelve months to
November was 7%, over twice as high as the pre-pandemic levels, and the total number of investment grade bond
downgrades for 2020 have outnumbered upgrades by 3 to 1 (upgrades outnumbered downgrades by 3 to 2 in 2019).
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The U.S. dollar weakened against major currencies over the quarter  as renewed risk appetite from investors and
consistent ultra-low interest rates dragged on the Dollar. The U.S. dollar fell 4.9% on a trade-weighted basis. The U.S.
Federal Reserve is not expected to implement any rate hikes until the end of 2023.
The Sterling rose by 1.8% on a trade-weighted basis over the quarter in which the UK and the European Union (EU)
reached a historic Brexit trade deal after years of negotiations. The Bank of England unanimously decided to increase
its quantitative easing amount to £895bn from £745bn over the course of 2021. Sterling appreciated by 5.4% against
the U.S. dollar.
The U.S. dollar depreciated by 4.2% and 2.2% against the euro and yen respectively.
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Commodities fell in tandem with equity markets in October before rebounding sharply in November and maintaining the
momentum in December. Overall, the Bloomberg Commodity Index returned 10.2% for the quarter.
The Energy sector rose by 2.2% over the quarter. Oil prices rallied in November and December due to optimism over
vaccines approval and starting of vaccination process to fight Covid-19. Elsewhere, OPEC and Russia agreed to
increase oil production by 500,000 b/d from January 2021, thus, bringing down the production cut from existing 7.7
mb/d to 7.2 mb/d. OPEC cut its forecast for 2021 growth in oil demand by 350,000 bpd to 5.9 mb/d citing uncertainty
over the impact of Covid-19 and labor market.
The price of Brent crude oil rose by 26.5% to $52/bbl. while WTI crude oil spot prices rose by 20.6% to $49/bbl. On a
one-year basis, the Energy sector is down by 42.7%.
Agriculture was the best performing sector, rising by 21.4% in Q4 2020.
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Hedge Fund Markets Overview
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Hedge fund performance was positive across all strategies in the fourth quarter.
Over the quarter, Equity Hedge and Event-Driven strategies were the best performers, returning 14.5% and 11.8%
respectively.
HFRI Fund-Weighted Composite Index and the HFRI Fund of Funds Composite Index produced returns of 10.7% and
7.5% respectively.
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Private Equity Market Overview – Q3 2020

LTM Global Private Equit-Backed Buyout Deal Volume

Fundraising: In 3Q 2020, $157.8 billion was raised by 361 funds, which was a decrease of 5.1% on a capital basis and 5.4% by number of
funds over the prior quarter. Dry powder stood at nearly $2.0 trillion at the end of the quarter, an increase compared to year-end 2019’s total of
$1.9 trillion.1

Buyout: Global private equity-backed buyout deals totaled $111.0 billion in 3Q 2020, which was up 70.7% on a capital basis and up 39.9% by
number of deals from 2Q 2020.1 Through 3Q 2020, the average purchase price multiple for all U.S. LBOs was 11.0x EBITDA, a decrease of
0.5x over 2019’s average but higher than the five-year average (10.6x).2 Large cap purchase price multiples stood at 10.8x through 3Q 2020,
down compared to 2019’s level of 11.4x.2 In Europe, the average purchase price multiple across European transactions of greater than €500M
averaged 12.1x EBITDA on an LTM basis as of 3Q 2020, up from the 11.1x multiple seen at the end of 4Q 2019. Purchase prices for
transactions of greater than €1.0 billion increased to 12.4x on an LTM basis, a jump from the 11.2x seen at the end of 2019. Globally, exit value
totaled $188.1 billion from 481 deals during the third quarter, up meaningfully from the $41.1 billion in exits from 323 deals during 2Q 2020.1

Venture: During the third quarter, 1,461 venture-backed transactions totaling $36.5 billion were completed in the U.S., which was an increase
on a capital basis over the prior quarter’s total of $28.1 billion across 1,440 deals. This was 53.2% higher than the five-year quarterly average
of $23.8 billion and marked the second strongest quarter on record.3 Total U.S. venture-backed exit activity totaled approximately $103.9 billion
across 246 completed transactions in 3Q 2020, up substantially on a capital basis from the $26.5 billion across 203 exits in 2Q 2020. Through
3Q 2020, U.S. exit activity represented only 56.4% of 2019’s total.4

Mezzanine: Nine funds closed on $3.3 billion during the third quarter. This was up from the prior quarter’s total of $2.6 billion raised by six
funds. Through 3Q, mezzanine funds have raised  102.3% of 2019’s total of $8.7 billion. Estimated dry powder was $48.0 billion at the end of
3Q 2020, down slightly from the $48.6 billion seen at the end of 2Q 2020.1

Source: Preqin
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Private Equity Market Overview – Q3 2020

U.S. LBO Purchase Price Multiples – All Transactions Sizes

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.

Distressed Debt: The TTM U.S. high-yield default rate was 5.6% at September 2020 and was expected to decrease slightly during the coming
months.5 During the quarter, $1.8 billion was raised by 10 funds, a significant drop from the $22.6 billion raised by 21 funds in 2Q 2020.
Distressed funds have raised 59.6% of 2019’s total through 3Q 2020.1 Dry powder was estimated at $136.3 billion at the end of 3Q 2020, which
was up from the $127.3 billion seen at the end of 2Q 2020. This remained above the five-year annual average level of $108.8 billion.1

Secondaries: Nine funds raised $4.4 billion during the quarter, down significantly from the $23.4 billion raised by 13 funds in 2Q 2020.
Secondary funds have raised 194.5% of 2019’s total through 3Q 2020 and are expected to raise significant capital prior to year-end.1 At the end
of 3Q 2020, there were an estimated 84 secondary and direct secondary funds in market targeting roughly $67.8 billion.1 The average discount
rate for all private equity sectors finished the quarter at 12.7%, a strong rebound from the 20.8% discount at the end of 2Q 2020.6

Infrastructure: $23.4 billion of capital was raised by 22 funds in 3Q 2020 compared to $15.1 billion of capital raised by 29 partnerships in 2Q
2020. At the end of the quarter, dry powder stood at an estimated $216.0 billion, down slightly from 2Q 2020’s total of $219.7 billion.
Infrastructure managers completed 518 deals with an estimated aggregate deal value of $90.5 billion in 3Q 2020 compared to 426 deals
totaling $76.0 billion a quarter ago.1

Natural Resources: During 3Q 2020, three funds closed on $2.1 billion compared to two funds totaling $0.3 billion in 2Q 2020. Energy and
utilities industry managers completed approximately 112 deals totaling an estimated $13.4 billion through 3Q 2020, which represented 79.0%
of energy and utilities deal value during all of 2019.1
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U.S. Commercial Real Estate Markets

*Indicates preliminary NFI-ODCE data gross of fees

U.S. Core Real Estate returned 1.3%* over the fourth quarter, equating to a 1.2% total gross return year-over-year, including a 3.9% 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 contracted -32% YoY in 2020, and price discovery continues to be limited.
Global property markets, as measured by the FTSE EPRA/NAREIT Developed Real Estate Index, returned 13.5% (USD) in aggregate during the fourth
quarter but experienced a cumulative decline of -8.2% over the trailing 1-year period. REIT market performance was driven by Asia Pacific (11.2% USD),
North America (13.2% USD) and Europe (22.6% USD). The U.S. REIT markets (FTSE NAREIT Equity REITs Index) returned 11.6% in the fourth quarter.
The U.S. 10-year treasury bond yields increased 24 bps to 0.93% during the quarter.
Continued uncertainty surrounding the impacts of the coronavirus has continued to influence private real estate pricing. The COVID-19 pandemic shut
down economies and disrupted daily routines. While the pandemic has solidified the mission critical status of technology and software within the global
economy, it has drawn into question the necessity and role of a number of commercial real estate property sectors. Prior crises have generated similar
levels of uncertainty across property sectors in the past, and history has shown that such moments typically provide attractive entry points for medium to
long-term investors.
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.
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Executive Summary
The Total Fund outperformed the Performance Benchmark over the trailing one-, three-, five-, and ten-year periods.
Performance relative to peers is also competitive over short- and long-term time periods.
The Pension Plan is well-diversified across six broad asset classes, and each asset class is also well-diversified.
Public market asset class investments do not significantly deviate from their broad market based benchmarks, e.g., sectors, market capitalizations, global
regions, credit quality, duration, and security types.
Private market asset classes are well-diversified by vintage year, geography, property type, sectors, investment vehicle/asset type, or investment
strategy.
Asset allocation is monitored on a daily basis to ensure the actual asset allocation of the plan remains close to the long-term policy targets set forth in the
Investment Policy Statement.
Aon Investments and SBA staff revisit the plan design annually through informal and formal asset allocation and asset liability reviews.
Adequate liquidity exists within the asset allocation to pay the monthly obligations of the Pension Plan consistently and on a timely basis.

Performance Highlights
The Total Fund outperformed the Performance Benchmark over the trailing one-, three-, five-, and ten-year periods.

Asset Allocation
The Fund assets total $183.1 billion as of December 31, 2020, which represents a $15.1 billion increase since last quarter.
Actual allocations for all asset classes were within their respective policy ranges and in line with the current policy at quarter-end.

Highlights
As of December 31, 2020

Change in Market Value
From October 1, 2020 to December 31, 2020

Summary of Cash Flow
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Beginning Market Value Net Additions / Withdrawals Investment Earnings Ending Market Value

$168,002.2

($1,805.5)

$16,872.3

$183,068.9

1
Quarter Fiscal YTD*

Total Fund
   Beginning Market Value 168,002,180,206 160,714,203,703
   + Additions / Withdrawals -1,805,530,816 -3,954,779,293
   + Investment Earnings 16,872,287,645 26,309,512,624
   = Ending Market Value 183,068,937,034 183,068,937,034

Total Fund
Total Plan Asset Summary

As of December 31, 2020

*Period July 2020 - December 2020



Total Fund Performance Benchmark Absolute Nominal Target Rate of Return
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Total Plan Performance Summary
As of December 31, 2020

Return Summary

Allocation
Market
Value

($)
% Policy(%)

Performance(%)

1
Quarter

Fiscal
YTD

1
Year

3
Years

5
Years

10
Years

Total Fund 183,068,937,034 100.0 100.0 10.1 (46) 16.5 (27) 12.9 (22) 8.9 (18) 10.1 (17) 8.8 (14)
   Performance Benchmark 10.5 (32) 16.2 (33) 12.4 (26) 8.3 (28) 9.6 (30) 8.0 (37)
   Absolute Nominal Target Rate of Return 1.1 (96) 3.0 (95) 5.4 (92) 6.0 (88) 6.4 (94) 6.5 (87)
All Public Plans > $1B-Total Fund Median 9.9 15.3 10.6 7.4 8.9 7.7

Global Equity* 103,039,692,550 56.3 53.9 15.3 25.2 17.1 10.3 12.7 10.0
   Asset Class Target 15.7 25.1 16.3 9.7 12.2 9.1

Domestic Equities 50,689,469,483 27.7 14.7 25.0 19.9 14.0 15.0 13.7
   Asset Class Target 14.7 25.2 20.9 14.5 15.4 13.8
All Public Plans > $1B-US Equity Segment Median

Foreign Equities 40,570,172,225 22.2 17.3 27.1 15.4 6.5 10.4 6.5
   Asset Class Target 17.2 25.3 11.3 4.9 9.0 5.1
All Public Plans > $1B-Intl. Equity Segment Median

Global Equities 10,936,649,293 6.0 11.5 20.3 11.9 9.2 11.2 9.4
   Benchmark 14.1 23.2 16.0 10.5 12.3 9.6

Fixed Income 31,622,067,963 17.3 18.8 0.7 1.6 6.6 4.7 3.8 3.6
   Asset Class Target 0.4 0.9 5.6 4.4 3.5 3.2
All Public Plans > $1B-US Fixed Income Segment Median

Private Equity 13,725,891,555 7.5 7.4 12.6 26.0 21.1 18.0 16.5 14.9
   Asset Class Target 17.6 25.5 19.4 12.8 15.2 14.1

Real Estate 16,038,877,912 8.8 9.8 2.3 2.7 1.1 4.9 6.6 10.4
   Asset Class Target 1.6 0.3 0.2 4.4 5.8 9.2
All Public Plans > $1B-Real Estate Segment Median

Strategic Investments 16,283,185,333 8.9 9.0 4.2 7.0 3.7 5.1 6.3 8.0
   Short-Term Target 6.1 8.9 6.9 6.0 6.0 6.2

Cash 2,359,221,721 1.3 1.0 0.0 0.1 0.5 1.6 1.2 0.7
   Bank of America Merrill Lynch 3-Month US Treasury Index 0.0 0.1 0.7 1.6 1.2 0.6

Asset Allocation & Performance
As of December 31, 2020

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.
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Years 2019 2018 2017

Total Fund 10.1 (46) 16.5 (27) 12.9 (22) 8.9 (18) 10.1 (17) 8.8 (14) 17.8 (33) -3.0 (41) 17.2 (6)

Performance Benchmark 10.5 (32) 16.2 (33) 12.4 (26) 8.3 (28) 9.6 (30) 8.0 (37) 19.1 (20) -5.2 (80) 16.5 (24)

5th Percentile 12.2 18.5 15.2 9.9 10.8 9.3 21.2 0.5 17.6
1st Quartile 10.8 16.6 12.5 8.3 9.8 8.4 18.7 -2.2 16.4
Median 9.9 15.3 10.6 7.4 8.9 7.7 17.1 -3.4 15.6
3rd Quartile 8.9 14.0 8.8 6.9 8.6 7.2 15.6 -4.6 14.0
95th Percentile 1.4 2.7 3.2 4.1 4.3 2.9 11.9 -6.6 12.5

Population 96 96 96 86 85 77 105 75 34

Plan Sponsor Peer Group Analysis
As of December 31, 2020

All Public Plans > $1B-Total Fund

Parentheses contain percentile rankings.

Universe Asset Allocation Comparison
Total Fund As of December 31, 2020

Total Fund BNY Mellon Public Funds > 
$1B Net Universe

*Global Equity Allocation: 27.7% Domestic Equities;
22.2% Foreign Equities; 6.0% Global Equities;
0.4% Global Equity Liquidity Account. Percentages 
are of the Total FRS Fund.

**Global Equity Allocation: 29.7% Domestic Equities;    
18.8% Foreign Equities.

Global Equity*
56.3%

      8.8%

       Fixed Income
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       Real Estate
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Cash
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Global Equity** 48.5%

Fixed Income 23.2%

Real Estate 7.3%

Alternatives 19.6%

Cash 
2.2%



Attribution
Total Fund As of December 31, 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.

Basis Points

1-Year Ending 12/31/2020

Global Equity 
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Strategic Investments 

Cash AA* 

TAA 

Other** 

Total Fund 

Private Equity 

Global Equity 
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5-Year Ending 12/31/2020
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Market
Value

($)

Current
Allocation

(%)

Target
Allocation

(%)

Minimum
Allocation

(%)

Maximum
Allocation

(%)
Total Fund 183,068,937,034 100.0 100.0
Global Equity 103,039,692,550 56.3 54.2 45.0 70.0
Fixed Income 31,622,067,963 17.3 19.3 10.0 26.0
Private Equity 13,725,891,555 7.5 7.7 2.0 9.0
Real Estate 16,038,877,912 8.8 9.0 4.0 16.0
Strategic Investments 16,283,185,333 8.9 8.9 0.0 16.0
Cash 2,359,221,721 1.3 1.0 0.3 5.0

Target Allocation Actual Allocation Allocation Differences

0.0% 15.0% 30.0% 45.0% 60.0% 75.0% 90.0%-15.0 %-30.0 %

Cash
$2,359,221,721
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$16,283,185,333
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$16,038,877,912
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$13,725,891,555
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$31,622,067,963

Global Equity
$103,039,692,550
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Total Fund

Asset Allocation Compliance
As of December 31, 2020
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Global Equity



Current Allocation

Return Summary

December 31, 2020 : $103,040M

Domestic Equities 49.2%

GE Liquidity 0.6%
Global Equity Currency Program 0.3%

Global Equities 10.6%

Foreign Equities 39.4%

Global Equity Asset Class Target
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Global Equity* Portfolio Overview
As of December 31, 2020

* 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



Current Allocation

Return Summary

December 31, 2020 : $50,689M

External Active 7.7%Internal Active 0.7%

Internal Passive 91.6%

Domestic Equities Asset Class Target
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Domestic Equities Portfolio Overview
As of December 31, 2020
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Years 2019 2018 2017

Domestic Equities 14.7 (73) 25.0 (53) 19.9 (40) 14.0 (36) 15.0 (32) 13.7 (27) 30.4 (38) -5.2 (33) 21.2 (31)

Asset Class Target 14.7 (74) 25.2 (47) 20.9 (29) 14.5 (26) 15.4 (23) 13.8 (25) 31.0 (28) -5.2 (38) 21.1 (33)

5th Percentile 19.7 29.5 26.4 15.6 16.4 14.3 32.2 -3.1 23.5
1st Quartile 17.0 27.1 21.5 14.5 15.3 13.8 31.2 -5.0 21.4
Median 15.9 25.2 18.9 13.0 14.4 13.0 30.1 -5.9 20.2
3rd Quartile 14.6 23.9 16.1 11.9 13.5 12.4 27.7 -6.9 18.6
95th Percentile 12.3 21.2 10.0 8.0 10.7 10.1 25.0 -9.2 16.6

Population 59 57 55 50 48 32 52 53 58

Plan Sponsor Peer Group Analysis
As of December 31, 2020

All Public Plans > $1B-US Equity Segment

Parentheses contain percentile rankings.



(This page is left blank intentionally)

Foreign Equities



Current Allocation

Return Summary

December 31, 2020 : $40,570M

Developed Passive 3.6%

Emerging Active 30.1%

China A Shares 1.0%
Frontier Active 0.0%

Developed Active 65.2%

Foreign Equities Asset Class Target
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Foreign Equities Portfolio Overview
As of December 31, 2020
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Foreign Equities 17.3 (54) 27.1 (41) 15.4 (34) 6.5 (51) 10.4 (45) 6.5 (48) 23.1 (63) -14.9 (83) 30.2 (28)

Asset Class Target 17.2 (57) 25.3 (62) 11.3 (64) 4.9 (82) 9.0 (76) 5.1 (95) 21.7 (84) -14.8 (83) 27.9 (74)

5th Percentile 20.2 29.8 22.4 9.7 12.5 8.1 27.9 -10.8 33.4
1st Quartile 18.3 27.9 16.8 8.0 11.0 6.8 25.5 -13.0 30.4
Median 17.3 26.0 12.8 6.7 10.1 6.4 23.7 -13.6 29.3
3rd Quartile 16.1 24.1 10.7 5.1 9.0 5.7 22.4 -14.6 27.8
95th Percentile 14.8 21.5 7.1 3.7 8.1 5.0 20.0 -15.5 25.1

Population 60 58 58 53 52 33 53 55 59

Plan Sponsor Peer Group Analysis
As of December 31, 2020

All Public Plans > $1B-Intl. Equity Segment

Parentheses contain percentile rankings.
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Global Equities



Global Equities Benchmark
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Global Equities Performance Summary
As of December 31, 2020

Return Summary

Fixed Income



Current Allocation

Return Summary

December 31, 2020 : $31,622M

Active Internal 20.7%

Other 0.0%
Fixed Income Liquidity 8.3%

Passive Internal 35.0%

Active External 36.0%

Fixed Income Asset Class Target
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Fixed Income Portfolio Overview
As of December 31, 2020
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Fixed Income 0.7 (84) 1.6 (87) 6.6 (87) 4.7 (89) 3.8 (95) 3.6 (89) 6.7 (95) 1.0 (12) 2.4 (94)

Asset Class Target 0.4 (88) 0.9 (90) 5.6 (90) 4.4 (92) 3.5 (97) 3.2 (93) 6.7 (95) 0.9 (13) 2.3 (97)

5th Percentile 3.2 6.4 12.9 6.9 6.9 6.6 11.4 2.0 7.6
1st Quartile 2.5 4.7 9.7 6.3 6.2 5.2 10.3 0.3 5.8
Median 1.9 3.5 8.6 5.8 5.5 4.7 9.3 -0.3 4.8
3rd Quartile 1.0 2.4 7.7 5.3 5.0 4.4 8.4 -0.9 3.9
95th Percentile 0.0 0.2 4.9 3.8 3.7 2.6 6.5 -3.4 2.3

Population 63 61 59 54 52 36 53 56 61

Plan Sponsor Peer Group Analysis
As of December 31, 2020

All Public Plans > $1B-US Fixed Income Segment

Parentheses contain percentile rankings.
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Overview
Private Equity As of December 31, 2020

*Allocation data is as of  December 31, 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.
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Preqin Private Equity Strategies 
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1 . %

FRS Private Equity by Market Value*

Private Equity Return Summary as of December 31, 2020

Private Equity Legacy Return Summary as of December 31, 2020

Private Equity Post Asset Class Return Summary as of December 31, 2020
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Time-Weighted Investment Results



Dollar-Weighted Investment Results
Private Equity

*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.
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As of  3 , 2020

Overview
Real Estate

*Property Allocation data is as of September 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.
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Current Allocation

Return Summary

December 31, 2020 : $16,039M

REITs 12.7%

Pooled Funds 25.6%

Principal Investments 61.7%

Real Estate Asset Class Target
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Real Estate Portfolio Overview
As of December 31, 2020



Principal Investments Return Summary as of December 31, 2020

Pooled Funds Return Summary as of December 31, 2020

REITs Return Summary as of December 31, 2020

Principal Investments NCREIF NPI Index
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Strategic Investments



Current Allocation

Return Summary

December 31, 2020 : $16,283M

SI Cash AA 0.0%

SI Debt 24.4%

SI Equity 19.5%

SI Diversifying Strategies 24.6%

SI Flexible Mandates 11.3%

SI Real Assets 20.3%

Strategic Investments Short-Term Target
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Strategic Investments Portfolio Overview
As of December 31, 2020

Cash



Return Summary

Cash Bank of America Merrill Lynch 3-Month US Treasury Index
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Cash Performance Summary
As of December 31, 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).

Appendix
As of December 31, 2020

Appendix
As of December 31, 2020

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 Investment-
Grade Bond Index was the benchmark. For calendar year 1985, the performance benchmark was 70% Shearson Lehman Extended Duration and 30% Salomon
Brothers Mortgage Index.

Total Private Equity
Performance Benchmark- The 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.



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 open-
end funds, which NCREIF defines as infinite-life vehicles consisting of multiple investors who have the ability to enter or exit the fund on a periodic basis, subject
to contribution and/or redemption requests.

Russell 3000 Index- A capitalization-weighted stock index consisting of the 3,000 largest publicly traded U.S. stocks by capitalization. This represents most
publicly traded, liquid U.S. stocks.

Appendix
As of December 31, 2020

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.

Appendix
As of December 31, 2020

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.

<ReportMemberName>

Notes
As of December 31, 2020



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 after-
fees 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 information about making 
investments in securities including important disclosures and risk factors. All securities transactions involve substantial risk of loss. Under no circumstances does the information 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

Disclaimer

Visit the Investments Thought Leadership Site (https://insights-north-america.aon.com/investment); sharing our best thinking.

FRS Investment Plan | Fourth Quarter 2020

Quarterly Investment Review
Visit our new video library with our views on key investment topics for this quarter using access code "aon!"
(https://site-494121.bcvp0rtal.com/category/videos/key-topics-by-investor-type)
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Allocation
Market
Value

($)
%

Performance(%)

1
Quarter

1
Year

3
Years

5
Years

10
Years

FRS Investment Plan 13,577,512,946 100.0 11.1 13.1 8.7 10.1 8.0
   Total Plan Aggregate Benchmark 10.8 11.7 8.1 9.6 7.6
Blank

Retirement Date 6,115,248,930 45.0
Blank

FRS Retirement Fund 719,994,649 5.3 7.1 (52) 10.2 (35) 6.8 (29) 7.5 (34) 5.6 (60)
   Retirement Custom Index 6.9 (54) 9.6 (45) 6.5 (33) 7.2 (46) 5.4 (71)
IM Retirement Income (MF) Median 7.2 9.2 5.9 6.6 6.7

FRS 2020 Retirement Date Fund 588,342,370 4.3 7.9 (56) 10.5 (76) 7.1 (78) 8.5 (59) 6.7 (76)
   2020 Retirement Custom Index 8.0 (44) 10.2 (81) 6.9 (80) 8.2 (65) 6.5 (80)
IM Mixed-Asset Target 2020 (MF) Median 7.9 11.9 7.8 8.7 7.5

FRS 2025 Retirement Date Fund 876,248,138 6.5 9.3 (48) 11.4 (75) 7.7 (73) 9.4 (43) 7.5 (77)
   2025 Retirement Custom Index 9.4 (40) 11.2 (77) 7.5 (83) 9.1 (60) 7.3 (84)
IM Mixed-Asset Target 2025 (MF) Median 9.3 13.0 8.2 9.2 8.1

FRS 2030 Retirement Date Fund 839,625,493 6.2 10.6 (41) 12.0 (74) 8.0 (75) 10.0 (48) 8.2 (72)
   2030 Retirement Custom Index 10.6 (38) 12.0 (74) 7.9 (79) 9.7 (63) 8.0 (73)
IM Mixed-Asset Target 2030 (MF) Median 10.3 13.4 8.8 10.0 8.7

FRS 2035 Retirement Date Fund 796,274,660 5.9 11.6 (72) 12.6 (92) 8.4 (91) 10.7 (53) 8.9 (65)
   2035 Retirement Custom Index 11.7 (59) 12.7 (90) 8.3 (92) 10.3 (82) 8.6 (76)
IM Mixed-Asset Target 2035 (MF) Median 12.0 14.7 9.4 10.8 9.2

FRS 2040 Retirement Date Fund 727,476,340 5.4 12.7 (71) 13.3 (81) 8.7 (84) 11.1 (60) 9.1 (72)
   2040 Retirement Custom Index 12.8 (69) 13.4 (79) 8.6 (84) 10.9 (72) 8.9 (75)
IM Mixed-Asset Target 2040 (MF) Median 13.0 15.4 9.8 11.3 9.5

FRS 2045 Retirement Date Fund 719,518,560 5.3 13.5 (75) 13.8 (81) 8.9 (85) 11.4 (62) 9.3 (69)
   2045 Retirement Custom Index 13.6 (72) 13.9 (77) 8.8 (86) 11.2 (73) 9.1 (82)
IM Mixed-Asset Target 2045 (MF) Median 14.1 16.2 10.1 11.7 9.5

FRS 2050 Retirement Date Fund 460,811,948 3.4 14.1 (62) 14.0 (76) 9.0 (82) 11.5 (66) 9.3 (83)
   2050 Retirement Custom Index 14.1 (61) 14.1 (75) 8.9 (83) 11.3 (69) 9.1 (85)
IM Mixed-Asset Target 2050 (MF) Median 14.5 16.2 10.0 11.7 9.6

FRS 2055 Retirement Date Fund 280,480,882 2.1 14.2 (67) 14.3 (73) 9.2 (82) 11.6 (71) -
   2055 Retirement Custom Index 14.2 (66) 14.1 (75) 9.0 (84) 11.3 (79) -
IM Mixed-Asset Target 2055 (MF) Median 14.8 16.1 10.2 12.0 -

FRS 2060 Retirement Date Fund 106,475,891 0.8 14.2 (66) 14.5 (73) 9.2 (81) - -
   2060 Retirement Custom Index 14.2 (66) 14.1 (75) 9.0 (84) - -
IM Mixed-Asset Target 2055 (MF) Median 14.8 16.1 10.2 - -

Asset Allocation & Performance
As of December 31, 2020

Asset Allocation & Performance
As of December 31, 2020

Allocation
Market
Value

($)
%

Performance(%)

1
Quarter

1
Year

3
Years

5
Years

10
Years

Cash 1,174,755,921 8.7 0.1 (1) 0.7 (1) 1.7 (1) 1.4 (1) 0.8 (1)
IM U.S. Taxable Money Market (MF) Median 0.0 0.4 1.4 1.0 0.5

FRS Money Market Fund 1,174,755,921 8.7 0.1 (1) 0.7 (1) 1.7 (1) 1.4 (1) 0.8 (1)
   iMoneyNet 1st Tier Institutional Net Index 0.0 (100) 0.5 (17) 1.5 (19) 1.1 (18) 0.6 (19)
IM U.S. Taxable Money Market (MF) Median 0.0 0.4 1.4 1.0 0.5

Real Assets 120,311,293 0.9

FRS Inflation Sensitive Fund 120,311,293 0.9 5.8 4.0 3.5 4.9 2.6
   FRS Custom Multi-Assets Index 5.7 2.3 3.0 4.6 2.1

Fixed Income 780,234,088 5.7 1.8 (13) 8.0 (3) 5.8 (1) 5.3 (1) 4.3 (1)
   Total Bond Index 1.3 (23) 7.2 (13) 5.4 (1) 4.9 (1) 4.0 (1)
IM U.S. Intermediate Investment Grade (MF) Median 0.8 4.8 3.8 3.2 2.9

FRS U.S. Bond Enhanced Index Fund 315,205,484 2.3 0.8 (1) 7.8 (49) 5.4 (35) 4.5 (32) 3.9 (34)
   Blmbg. Barc. U.S. Aggregate 0.7 (1) 7.5 (59) 5.3 (37) 4.4 (32) 3.8 (35)
IM U.S. Long Term Treasury/Govt Bond (MF) Median -0.6 7.7 5.1 3.6 3.2

FRS Core Plus Bond Fund 465,028,603 3.4 2.4 (35) 8.6 (53) 6.2 (27) 5.9 (24) 5.0 (28)
   FRS Custom Core-Plus Fixed Income Index 1.7 (65) 7.6 (82) 5.6 (64) 5.2 (59) 4.7 (45)
IM U.S. Broad Market Core+ Fixed Income (SA+CF) Median 2.0 8.7 5.9 5.4 4.6

Domestic Equity 3,423,854,084 25.2 16.3 (40) 20.0 (40) 13.4 (41) 14.9 (36) 13.6 (30)
   Total U.S. Equities Index 16.1 (41) 18.9 (43) 13.1 (42) 14.7 (37) 13.1 (35)
IM U.S. Multi-Cap Equity (MF) Median 15.0 15.6 11.2 13.0 11.9

FRS U.S. Stock Market Index Fund 1,379,450,511 10.2 14.7 (26) 21.0 (43) 14.6 (47) 15.5 (42) 13.9 (40)
   Russell 3000 Index 14.7 (27) 20.9 (44) 14.5 (48) 15.4 (44) 13.8 (41)
IM U.S. Large Cap Equity (MF) Median 12.5 18.8 14.1 14.7 13.3

FRS U.S. Stock Fund 2,044,403,573 15.1 18.4 (22) - - - -
   Russell 3000 Index 14.7 (51) - - - -
IM U.S. All Cap Equity (SA+CF+MF) Median 14.7 - - - -



Asset Allocation & Performance
As of December 31, 2020

Allocation
Market
Value

($)
%

Performance(%)

1
Quarter

1
Year

3
Years

5
Years

10
Years

International/Global Equity 882,029,287 6.5 17.5 (47) 15.2 (41) 7.2 (31) 10.6 (36) 7.2 (24)
   Total Foreign and Global Equities Index 16.8 (55) 11.7 (52) 5.5 (42) 9.4 (46) 6.2 (37)
IM International Equity (MF) Median 17.2 12.2 4.7 9.0 5.4

FRS Foreign Stock Index Fund 291,023,501 2.1 17.3 (50) 11.5 (52) 5.2 (46) 9.5 (46) 6.0 (40)
   MSCI All Country World ex-U.S. IMI Index 17.2 (50) 11.1 (54) 4.8 (49) 9.0 (51) 5.7 (46)
IM International Equity (MF) Median 17.2 12.2 4.7 9.0 5.4

FRS Global Stock Fund 389,381,834 2.9 17.2 (36) 33.8 (16) 18.1 (12) 16.8 (15) 13.0 (16)
   MSCI All Country World Index Net 14.7 (53) 16.3 (35) 10.1 (40) 12.3 (35) 9.4 (44)
IM Global Equity (MF) Median 14.9 12.7 7.9 10.6 8.9

FRS Foreign Stock Fund 201,623,952 1.5 20.0 (32) 25.3 (1) 10.7 (1) 12.5 (1) 8.1 (1)
   MSCI All Country World ex-U.S. Index 17.0 (39) 10.7 (8) 4.9 (11) 9.0 (1) 5.2 (27)
IM International Large Cap Core Equity (MF) Median 16.3 7.5 3.9 7.2 4.9

FRS Self-Dir Brokerage Acct 1,081,079,345 8.0
The returns for the Retirement Date Funds, Inflation Sensitive Fund 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.

Performance(%)
2020 2019 2018 2017 2016 2015 2014 2013 2012 2011

FRS Investment Plan 13.1 20.5 -5.7 16.4 8.0 -0.9 4.9 15.2 10.5 0.7
   Total Plan Aggregate Benchmark 11.7 20.0 -5.8 15.5 8.5 -1.3 4.9 14.6 9.7 0.9
Blank

Retirement Date
Blank

FRS Retirement Fund 10.2 (35) 14.8 (39) -3.7 (53) 10.8 (52) 6.2 (59) -2.6 (100) 4.4 (82) 3.5 (96) 10.7 (59) 3.4 (10)
   Retirement Custom Index 9.6 (45) 14.5 (42) -3.8 (55) 10.4 (58) 6.2 (59) -1.8 (98) 3.6 (89) 3.4 (96) 8.5 (78) 5.0 (1)
IM Retirement Income (MF) Median 9.2 13.8 -3.7 10.8 6.7 -0.1 5.7 12.8 11.0 -0.5

FRS 2020 Retirement Date Fund 10.5 (76) 16.3 (56) -4.4 (53) 14.0 (24) 7.4 (22) -2.1 (91) 4.4 (79) 9.6 (75) 12.4 (38) 0.6 (38)
   2020 Retirement Custom Index 10.2 (81) 16.0 (60) -4.5 (55) 13.3 (47) 7.1 (32) -1.6 (80) 3.9 (88) 9.7 (75) 11.0 (74) 1.5 (21)
IM Mixed-Asset Target 2020 (MF) Median 11.9 16.6 -4.3 13.1 6.7 -0.8 5.1 13.0 11.8 0.2

FRS 2025 Retirement Date Fund 11.4 (75) 18.2 (58) -5.2 (46) 16.1 (26) 8.0 (14) -1.7 (80) 4.5 (86) 13.7 (74) 13.5 (43) -0.7 (35)
   2025 Retirement Custom Index 11.2 (77) 17.8 (67) -5.3 (51) 15.5 (39) 7.6 (20) -1.5 (77) 4.2 (91) 13.8 (74) 12.4 (73) -0.3 (26)
IM Mixed-Asset Target 2025 (MF) Median 13.0 18.6 -5.3 15.2 7.2 -1.0 5.5 16.1 13.3 -1.0

FRS 2030 Retirement Date Fund 12.0 (74) 19.8 (68) -6.0 (44) 18.0 (30) 8.5 (18) -1.3 (63) 4.5 (83) 18.1 (54) 14.6 (34) -2.1 (50)
   2030 Retirement Custom Index 12.0 (74) 19.4 (72) -6.0 (45) 17.3 (48) 8.0 (33) -1.5 (67) 4.4 (83) 18.2 (52) 13.8 (53) -2.0 (49)
IM Mixed-Asset Target 2030 (MF) Median 13.4 20.4 -6.2 17.2 7.5 -1.0 5.7 18.2 14.0 -2.2

FRS 2035 Retirement Date Fund 12.6 (92) 21.1 (77) -6.7 (37) 19.8 (27) 9.1 (17) -1.4 (51) 4.4 (84) 22.0 (38) 15.8 (23) -3.0 (46)
   2035 Retirement Custom Index 12.7 (90) 20.8 (82) -6.8 (38) 18.9 (54) 8.3 (43) -1.7 (67) 4.3 (85) 22.0 (38) 15.2 (46) -3.1 (47)
IM Mixed-Asset Target 2035 (MF) Median 14.7 22.4 -7.2 18.9 8.3 -1.3 5.7 20.8 15.1 -3.1

FRS 2040 Retirement Date Fund 13.3 (81) 22.5 (70) -7.5 (39) 20.9 (28) 9.2 (17) -1.4 (55) 4.4 (83) 22.3 (48) 15.8 (36) -3.0 (38)
   2040 Retirement Custom Index 13.4 (79) 22.1 (82) -7.5 (39) 20.4 (45) 8.6 (43) -1.7 (69) 4.3 (84) 22.4 (48) 15.2 (50) -3.1 (38)
IM Mixed-Asset Target 2040 (MF) Median 15.4 24.0 -7.9 20.3 8.4 -1.1 5.9 21.7 15.2 -3.7

FRS 2045 Retirement Date Fund 13.8 (81) 23.4 (72) -8.0 (49) 21.5 (26) 9.4 (18) -1.5 (53) 4.4 (82) 22.3 (60) 15.8 (38) -3.0 (26)
   2045 Retirement Custom Index 13.9 (77) 23.0 (84) -8.0 (49) 21.2 (39) 8.9 (36) -1.7 (64) 4.3 (83) 22.4 (60) 15.2 (68) -3.1 (26)
IM Mixed-Asset Target 2045 (MF) Median 16.2 24.8 -8.0 21.0 8.5 -1.3 5.8 23.1 15.7 -3.9

FRS 2050 Retirement Date Fund 14.0 (76) 24.0 (75) -8.4 (55) 21.6 (32) 9.5 (20) -1.5 (60) 4.4 (82) 22.3 (53) 15.8 (36) -3.0 (20)
   2050 Retirement Custom Index 14.1 (75) 23.6 (78) -8.4 (55) 21.3 (52) 8.9 (37) -1.7 (65) 4.3 (82) 22.4 (53) 15.2 (58) -3.1 (20)
IM Mixed-Asset Target 2050 (MF) Median 16.2 25.0 -8.3 21.3 8.4 -1.3 6.0 23.3 15.6 -4.0

FRS 2055 Retirement Date Fund 14.3 (73) 24.1 (80) -8.4 (53) 21.5 (47) 9.3 (27) -1.4 (54) 4.4 (81) 22.3 (72) 15.8 (46) -
   2055 Retirement Custom Index 14.1 (75) 23.7 (83) -8.4 (53) 21.3 (55) 8.9 (33) -1.7 (63) 4.3 (81) 22.4 (71) 15.2 (75) -
IM Mixed-Asset Target 2055 (MF) Median 16.1 25.1 -8.3 21.5 8.5 -1.3 5.7 23.2 15.8 -

FRS 2060 Retirement Date Fund 14.5 (73) 24.2 (79) -8.3 (52) - - - - - - -
   2060 Retirement Custom Index 14.1 (75) 23.7 (83) -8.4 (53) - - - - - - -
IM Mixed-Asset Target 2055 (MF) Median 16.1 25.1 -8.3 - - - - - - -

Asset Allocation & Performance
As of December 31, 2020



Asset Allocation & Performance
As of December 31, 2020

Performance(%)
2020 2019 2018 2017 2016 2015 2014 2013 2012 2011

Cash 0.7 (1) 2.4 (1) 2.2 (1) 1.2 (1) 0.6 (1) 0.2 (1) 0.1 (1) 0.2 (1) 0.3 (1) 0.2 (1)
IM U.S. Taxable Money Market (MF) Median 0.4 2.0 1.7 0.7 0.2 0.0 0.0 0.0 0.0 0.0

FRS Money Market Fund 0.7 (1) 2.4 (1) 2.2 (1) 1.2 (1) 0.6 (1) 0.2 (1) 0.1 (1) 0.2 (1) 0.3 (1) 0.2 (1)
   iMoneyNet 1st Tier Institutional Net Index 0.5 (17) 2.1 (22) 1.8 (17) 0.9 (17) 0.3 (19) 0.0 (20) 0.0 (23) 0.0 (23) 0.1 (23) 0.1 (23)
IM U.S. Taxable Money Market (MF) Median 0.4 2.0 1.7 0.7 0.2 0.0 0.0 0.0 0.0 0.0

Real Assets

FRS Inflation Sensitive Fund 4.0 13.0 -5.5 8.1 6.0 -7.9 3.2 -9.1 9.1 7.4
   FRS Custom Multi-Assets Index 2.3 13.0 -5.5 8.1 6.2 -5.0 1.8 -8.9 6.6 4.6

Fixed Income 8.0 (3) 9.8 (1) -0.1 (94) 4.4 (2) 4.7 (8) 0.3 (81) 4.7 (1) -1.1 (84) 6.0 (36) 6.7 (1)
   Total Bond Index 7.2 (13) 9.2 (1) -0.1 (94) 3.9 (3) 4.3 (9) 0.1 (89) 4.9 (1) -1.2 (87) 4.8 (62) 7.4 (1)
IM U.S. Intermediate Investment Grade (MF) Median 4.8 5.8 1.0 2.1 2.3 0.7 1.9 0.1 5.5 3.9

FRS U.S. Bond Enhanced Index Fund 7.8 (49) 8.7 (33) 0.0 (66) 3.6 (32) 2.7 (1) 0.7 (38) 6.2 (36) -2.0 (17) 4.4 (13) 7.9 (67)
   Blmbg. Barc. U.S. Aggregate 7.5 (59) 8.7 (33) 0.0 (66) 3.5 (32) 2.6 (1) 0.5 (46) 6.0 (37) -2.0 (18) 4.2 (14) 7.8 (68)
IM U.S. Long Term Treasury/Govt Bond (MF) Median 7.7 6.6 0.5 2.2 1.0 0.5 5.1 -3.4 2.9 9.8

FRS Core Plus Bond Fund 8.6 (53) 11.0 (15) -0.5 (42) 5.3 (23) 5.7 (23) 0.1 (43) 4.6 (82) 0.8 (19) 11.1 (17) 4.6 (86)
   FRS Custom Core-Plus Fixed Income Index 7.6 (82) 10.0 (35) -0.4 (35) 4.2 (62) 4.9 (37) 0.2 (36) 5.1 (75) 0.8 (18) 7.8 (53) 7.6 (29)
IM U.S. Broad Market Core+ Fixed Income (SA+CF) Median 8.7 9.5 -0.8 4.5 4.3 -0.2 5.8 -0.7 7.9 7.0

Domestic Equity 20.0 (40) 30.1 (41) -6.5 (45) 20.8 (48) 13.7 (29) 0.7 (35) 11.5 (42) 35.2 (43) 16.9 (33) 0.3 (38)
   Total U.S. Equities Index 18.9 (43) 30.0 (41) -6.5 (45) 19.6 (55) 14.9 (23) -0.5 (45) 11.1 (47) 34.0 (54) 16.5 (37) -0.1 (41)
IM U.S. Multi-Cap Equity (MF) Median 15.6 28.8 -7.0 20.6 10.2 -1.1 10.8 34.3 15.8 -1.0

FRS U.S. Stock Market Index Fund 21.0 (43) 31.1 (48) -5.2 (57) 21.2 (56) 12.9 (26) 0.6 (54) 12.6 (34) 33.6 (40) 16.5 (39) 1.0 (39)
   Russell 3000 Index 20.9 (44) 31.0 (48) -5.2 (58) 21.1 (56) 12.7 (27) 0.5 (55) 12.6 (35) 33.6 (40) 16.4 (40) 1.0 (39)
IM U.S. Large Cap Equity (MF) Median 18.8 30.6 -4.6 21.9 9.5 1.0 11.4 32.7 15.6 -0.2

FRS U.S. Stock Fund - - - - - - - - - -
   Russell 3000 Index - - - - - - - - - -
IM U.S. All Cap Equity (SA+CF+MF) Median - - - - - - - - - -

International/Global Equity 15.2 (41) 23.7 (37) -13.5 (28) 28.6 (50) 4.5 (42) -2.6 (49) -3.2 (42) 21.6 (33) 18.6 (53) -11.3 (23)
   Total Foreign and Global Equities Index 11.7 (52) 22.3 (46) -14.0 (33) 27.3 (60) 4.9 (38) -4.4 (56) -3.0 (41) 20.6 (39) 16.6 (72) -11.3 (23)
IM International Equity (MF) Median 12.2 21.8 -15.7 28.6 2.8 -2.9 -4.2 17.0 18.8 -14.8

FRS Foreign Stock Index Fund 11.5 (52) 22.3 (46) -14.7 (40) 28.3 (53) 5.3 (37) -4.4 (56) -4.5 (55) 20.5 (39) 17.6 (63) -11.8 (27)
   MSCI All Country World ex-U.S. IMI Index 11.1 (54) 21.6 (52) -14.8 (41) 27.8 (56) 4.4 (42) -4.6 (56) -4.2 (51) 21.0 (36) 16.4 (72) -12.2 (30)
IM International Equity (MF) Median 12.2 21.8 -15.7 28.6 2.8 -2.9 -4.2 17.0 18.8 -14.8

FRS Global Stock Fund 33.8 (16) 30.5 (20) -5.6 (20) 29.3 (18) 2.2 (81) 5.6 (13) 3.7 (44) 27.1 (41) 21.0 (15) -7.4 (46)
   MSCI All Country World Index Net 16.3 (35) 26.6 (45) -9.4 (46) 24.0 (40) 7.9 (46) -2.4 (56) 4.2 (39) 22.8 (60) 16.3 (38) -5.5 (35)
IM Global Equity (MF) Median 12.7 25.6 -9.7 22.1 7.4 -1.8 2.7 25.2 14.6 -7.8

FRS Foreign Stock Fund 25.3 (1) 27.4 (5) -14.9 (48) 31.2 (5) 1.0 (60) -0.5 (20) -2.3 (16) 20.6 (60) 19.6 (37) -13.3 (59)
   MSCI All Country World ex-U.S. Index 10.7 (8) 21.5 (55) -14.2 (30) 27.2 (23) 5.0 (10) -5.3 (73) -3.4 (18) 15.8 (80) 17.4 (67) -13.3 (60)
IM International Large Cap Core Equity (MF) Median 7.5 21.8 -15.1 23.9 1.8 -2.7 -5.6 20.8 18.8 -13.0

FRS Self-Dir Brokerage Acct
The returns for the Retirement Date Funds, Inflation Sensitive Fund, Core Plus Bond Fund, U.S. Large Cap Stock 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.

Asset Allocation
FRS Investment Plan As of December 31, 2020

The returns for the Retirement Date Funds, Inflation Sensitive Fund 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. 

Asset Allocation as of 12/31/2020

U.S. Equity Non-U.S. Equity U.S. Fixed Income Real Assets Cash Brokerage Total % of Total

FRS Retirement Fund 105,839,213 97,199,278          236,158,245           280,797,913       719,994,649         5.3%

FRS 2020 Retirement Date Fund 110,608,366 102,371,572        171,795,972           203,566,460       588,342,370         4.3%

FRS 2025 Retirement Date Fund 218,185,786 201,537,072        233,082,005           223,443,275       876,248,138         6.5%

FRS 2030 Retirement Date Fund 252,727,273 232,576,262        194,793,114           159,528,844       839,625,493         6.2%

FRS 2035 Retirement Date Fund 274,714,758 253,215,342        156,866,108           111,478,452       796,274,660         5.9%

FRS 2040 Retirement Date Fund 280,805,867 258,981,577        114,941,262           72,747,634         727,476,340         5.4%

FRS 2045 Retirement Date Fund 299,319,721 276,295,127        84,183,671             59,720,040         719,518,560         5.3%

FRS 2050 Retirement Date Fund 199,992,385 184,324,779        36,864,956             39,629,828         460,811,948         3.4%

FRS 2055 Retirement Date Fund 122,570,145 113,033,795        20,475,104             24,401,837         280,480,882         2.1%

FRS 2060 Retirement Date Fund 46,529,965 42,909,784          7,772,740 9,263,403           106,475,891         0.8%

 Total Retirement Date Funds 1,864,763,515$         1,719,534,803$    1,249,160,437$      1,175,314,283$   -$ -$ 6,115,248,930$     45.0%

FRS Money Market Fund 1,174,755,921        1,174,755,921      8.7%

 Total Cash -$ -$ -$ -$ 1,174,755,921$      -$ 1,174,755,921$     8.7%

FRS Inflation Sensitive Fund 120,311,293       - 120,311,293         0.9%

 Total Real Assets -$ -$ -$ 120,311,293$      -$ -$ 120,311,293$       0.9%

FRS U.S. Bond Enhanced Index Fund 315,205,484           315,205,484         2.3%

FRS Core Plus Bond Fund 465,028,603           465,028,603         3.4%

 Total Fixed Income -$ -$ 780,234,088$         -$ -$ -$ 780,234,088$       5.7%

FRS U.S. Stock Market Index Fund 1,379,450,511           1,379,450,511      10.2%

FRS U.S. Stock Fund 2,044,403,573           2,044,403,573      15.1%

 Total Domestic Equity 3,423,854,084$         -$ -$ -$ -$ -$ 3,423,854,084$     25.2%

FRS Foreign Stock Index Fund 291,023,501        291,023,501         2.1%

FRS Global Stock Fund 389,381,834        389,381,834         2.9%

FRS Foreign Stock Fund 201,623,952        201,623,952         1.5%

 Total International/Global Equity -$ 882,029,287$      -$ -$ -$ -$ 882,029,287$       6.5%

 FRS Self-Dir Brokerage Acct 1,081,079,345         1,081,079,345      8.0%

 Total Self-Dir Brokerage Acct 1,081,079,345$       1,081,079,345$     8.0%

 Total Portfolio 5,288,617,598$         2,601,564,090$    2,029,394,525$      1,295,625,576$   1,174,755,921$      1,081,079,345$       13,577,512,946$   100.0%

 Percent of Total 39.1% 19.2% 14.9% 9.5% 8.7% 8.0% 100.0%



3
Years
Return

3
Years

Standard
Deviation

3
Years

Sharpe
Ratio

3
Years

Tracking
Error

3
Years

Information
Ratio

3
Years

Up
Market
Capture

3
Years
Down
Market
Capture

8.74 13.42 0.57 0.59 1.14 103.72 101.12
8.08 13.03 0.53 0.00 N/A 100.00 100.00

6.82 8.19 0.64 0.48 0.65 102.69 100.80
6.50 8.05 0.62 0.00 N/A 100.00 100.00

7.11 9.48 0.60 0.53 0.40 101.29 99.89
6.89 9.38 0.58 0.00 N/A 100.00 100.00

7.68 11.04 0.58 0.51 0.43 100.94 99.55
7.46 11.01 0.56 0.00 N/A 100.00 100.00

8.04 12.46 0.55 0.52 0.26 100.40 99.58
7.90 12.45 0.54 0.00 N/A 100.00 100.00

8.36 13.71 0.53 0.54 0.15 100.09 99.57
8.27 13.73 0.53 0.00 N/A 100.00 100.00

8.66 14.91 0.52 0.54 0.08 99.96 99.66
8.61 14.93 0.52 0.00 N/A 100.00 100.00

8.90 15.86 0.51 0.55 0.12 99.99 99.60
8.84 15.87 0.51 0.00 N/A 100.00 100.00

9.02 16.48 0.51 0.56 0.13 99.90 99.41
8.94 16.51 0.50 0.00 N/A 100.00 100.00

9.15 16.60 0.51 0.55 0.33 100.31 99.44
8.96 16.59 0.50 0.00 N/A 100.00 100.00

9.23 16.60 0.52 0.56 0.45 100.50 99.33
8.96 16.59 0.50 0.00 N/A 100.00 100.00

1.75 0.25 1.05 0.07 3.77 117.79 -1,044.00
1.47 0.25 -0.72 0.00 N/A 100.00 100.00

3.54 9.31 0.25 1.17 0.49 106.73 102.69
2.99 8.94 0.19 0.00 N/A 100.00 100.00

5.43 3.44 1.10 0.17 0.52 101.80 102.14
5.34 3.40 1.09 0.00 N/A 100.00 100.00

6.25 4.80 0.94 1.67 0.38 115.20 123.59
5.63 3.64 1.07 0.00 N/A 100.00 100.00

14.56 19.69 0.71 0.05 1.16 100.18 100.02
14.49 19.69 0.70 0.00 N/A 100.00 100.00

N/A N/A N/A N/A N/A N/A N/A
14.49 19.69 0.70 0.00 N/A 100.00 100.00

5.17 18.60 0.28 1.20 0.28 100.69 99.37
4.83 18.53 0.26 0.00 N/A 100.00 100.00

18.13 19.34 0.87 3.22 2.27 117.37 89.73
10.06 18.38 0.52 0.00 N/A 100.00 100.00

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
FRS Foreign Stock Index Fund
MSCI World ex USA

FRS Global Stock Fund
MSCI All Country World Index Net

FRS Foreign Stock Fund 10.74 19.13 0.54 3.29 1.72 114.49 92.67
MSCI All Country World ex-U.S. Index 4.88 18.19 0.26 0.00 N/A 100.00 100.00

Multi Timeperiod Statistics
As of December 31, 2020

The returns for the Retirement Date Funds, Inflation Sensitive Fund, Core Plus Bond Fund use prehire data for all months prior to 7/1/2014, actual live 
data is used thereafter.
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10.07 10.92 0.82 0.55 0.86 103.14 101.29
9.59 10.60 0.80 0.00 N/A 100.00 100.00

7.48 6.71 0.92 0.41 0.61 101.86 99.43
7.21 6.61 0.90 0.00 N/A 100.00 100.00

8.51 7.89 0.92 0.46 0.65 101.86 99.38
8.20 7.82 0.89 0.00 N/A 100.00 100.00

9.40 9.15 0.89 0.48 0.67 101.46 98.88
9.05 9.15 0.86 0.00 N/A 100.00 100.00

10.04 10.33 0.86 0.50 0.54 101.30 99.62
9.75 10.33 0.83 0.00 N/A 100.00 100.00

10.71 11.37 0.84 0.54 0.63 101.66 99.96
10.34 11.38 0.81 0.00 N/A 100.00 100.00

11.11 12.32 0.82 0.54 0.41 100.81 99.59
10.86 12.35 0.80 0.00 N/A 100.00 100.00

11.41 13.03 0.80 0.59 0.28 100.27 99.05
11.22 13.10 0.78 0.00 N/A 100.00 100.00

11.52 13.49 0.78 0.59 0.34 100.35 99.01
11.29 13.56 0.77 0.00 N/A 100.00 100.00

11.56 13.57 0.78 0.58 0.40 100.49 99.02
11.30 13.62 0.76 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

1.41 0.23 1.91 0.06 5.06 125.87 -1,044.00
1.11 0.24 -0.56 0.00 N/A 100.00 100.00

4.94 7.68 0.51 1.21 0.26 104.02 101.99
4.63 7.35 0.49 0.00 N/A 100.00 100.00

4.52 3.18 1.04 0.14 0.57 101.60 101.29
4.44 3.16 1.02 0.00 N/A 100.00 100.00

5.94 4.11 1.12 1.37 0.54 116.30 120.92
5.20 3.22 1.21 0.00 N/A 100.00 100.00

15.52 16.02 0.91 0.05 1.53 100.24 99.93
15.43 16.02 0.90 0.00 N/A 100.00 100.00

N/A N/A N/A N/A N/A N/A N/A
15.43 16.02 0.90 0.00 N/A 100.00 100.00

9.46 15.60 0.58 1.29 0.33 100.32 97.87
8.98 15.66 0.55 0.00 N/A 100.00 100.00

16.84 16.00 0.98 3.45 1.21 113.47 95.16
12.26 15.08 0.76 0.00 N/A 100.00 100.00

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
FRS Foreign Stock Index Fund
MSCI World ex USA

FRS Global Stock Fund
MSCI All Country World Index Net

FRS Foreign Stock Fund 12.47 16.05 0.74 3.47 0.93 109.28 94.74
MSCI All Country World ex-U.S. Index 9.03 15.40 0.56 0.00 N/A 100.00 100.00

Multi Timeperiod Statistics
As of December 31, 2020

The returns for the Retirement Date Funds, Inflation Sensitive Fund, Core Plus Bond Fund, U.S. Large Cap Stock Fund use prehire data for all months
prior to 7/1/2014, actual live data is used thereafter.



(This Page Left Blank Intentionally)

Appendix



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.

Russell 1000 Index - An index that measures the performance of the largest 1,000 stocks contained in the Russell 3000 Index.

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.

Benchmark Descriptions
As of December 31, 2020

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 - An all U.S. equity blend universe calculated and provided by Lipper.

 - An all U.S. equity market 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.

Descriptions of Universes
As of December 31, 2020



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.

<ReportMemberName>

Notes
As of December 31, 2020

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 after-
fees 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 information about making 
investments in securities including important disclosures and risk factors. All securities transactions involve substantial risk of loss. Under no circumstances does the information 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

Disclaimer



Visit the Investments Thought Leadership Site (https://insights-north-america.aon.com/investment); sharing our best thinking.

Lawton Chiles Endowment Fund | Fourth Quarter 2020

Quarterly Investment Review
Visit our new video library with our views on key investment topics for this quarter using access code "aon!"
(https://site-494121.bcvp0rtal.com/category/videos/key-topics-by-investor-type)
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LCEF Total Fund

Change in Market Value
From October 1, 2020 to December 31, 2020

Summary of Cash Flow
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Beginning Market Value Net Additions / Withdrawals Investment Earnings Ending Market Value

$862.2

$0.0
$96.2

$958.4

1
Quarter FYTD* 1

Year
LCEF Total Fund
   Beginning Market Value 862,174,271 811,698,985 848,799,469
   + Additions / Withdrawals - - -8,002,000
   + Investment Earnings 96,186,286 146,661,572 117,563,088
   = Ending Market Value 958,360,557 958,360,557 958,360,557

LCEF Total Fund
Total Plan Asset Summary

As of December 31, 2020

*Period July 2020 - December  2020



Return Summary

Quarterly Excess Performance Ratio of Cumulative Wealth - 10 Years

LCEF Total Fund Total Endowment Target
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Total Plan Performance Summary
As of December 31, 2020LCEF Total Fund

Allocation
Market
Value

($)
% Policy(%)

Performance(%)

1
Quarter FYTD 1

Year
3

Years
5

Years
10

Years

LCEF Total Fund 958,360,557 100.0 100.0 11.2 (35) 14.1 (25) 14.0 (31) 8.7 (32) 10.7 (10) 8.6 (13)
   Total Endowment Target 11.4 (31) 14.7 (17) 14.8 (23) 9.0 (28) 10.3 (15) 7.9 (29)
All Endowments-Total Fund Median 10.4 12.2 12.2 7.9 9.1 7.4

Global Equity* 694,389,575 72.5 71.0 15.1 16.2 15.2 9.7 12.8 11.1
   Global Equity Target 15.7 17.1 16.4 9.9 12.3 10.1
Blank

Fixed Income 149,994,115 15.7 17.0 0.7 6.8 7.8 5.4 4.5 3.9
   Blmbg. Barc. U.S. Aggregate 0.7 6.7 7.5 5.3 4.4 3.8
All Endowments-US Fixed Income Segment Median

TIPS 98,455,009 10.3 11.0 1.6 8.8 11.1 6.0 5.2 3.9
   Barclays U.S. TIPS 1.6 8.7 11.0 5.9 5.1 3.8
Blank

Cash Equivalents 15,521,858 1.6 1.0 0.1 1.4 0.9 1.9 1.5 1.0
   S&P US AAA & AA Rated GIP 30D Net Yield Index 0.0 1.1 0.6 1.5 1.2 0.6

Asset Allocation & Performance
As of December 31, 2020

Benchmark and universe descriptions are provided in the Appendix.

*Global Equity became an asset class in September 2012 by merging the Domestic Equities and Foreign Equities asset classes. The return series prior to
September 2012 is a weighted average of Domestic Equities' and Foreign Equities' historical performance.



Performance(%)
2020 2019 2018 2017 2016 2015 2014 2013 2012 2011

LCEF Total Fund 14.0 (31) 20.1 (24) -6.1 (64) 18.5 (5) 9.2 (9) -1.4 (42) 5.2 (36) 14.7 (51) 13.2 (28) 1.9 (12)
   Total Endowment Target 14.8 (23) 21.2 (14) -7.0 (83) 17.7 (11) 7.0 (39) -1.6 (45) 4.3 (53) 12.8 (71) 12.2 (56) 1.5 (14)
All Endowments-Total Fund Median 12.2 18.3 -5.4 15.4 6.7 -1.7 4.4 14.8 12.5 -1.4

Global Equity* 15.2 25.0 -8.5 24.5 11.4 -1.9 5.3 27.1 20.4 -1.1
   Global Equity Target 16.4 26.4 -9.8 24.1 8.4 -2.4 3.9 24.1 19.4 -2.2
Blank

Fixed Income 7.8 8.7 0.1 3.7 2.7 0.6 6.0 -1.8 4.6 7.6
   Blmbg. Barc. U.S. Aggregate 7.5 8.7 0.0 3.5 2.6 0.5 6.0 -2.0 4.2 7.8
All Endowments-US Fixed Income Segment Median

TIPS 11.1 8.5 -1.1 3.2 4.8 -1.2 3.5 -8.7 7.2 13.6
   Barclays U.S. TIPS 11.0 8.4 -1.3 3.0 4.7 -1.4 3.6 -8.6 7.0 13.6
Blank

Cash Equivalents 0.9 2.6 2.3 1.2 0.7 0.5 0.2 0.2 1.3 0.1
   S&P US AAA & AA Rated GIP 30D Net Yield Index 0.6 2.2 1.8 0.9 0.4 0.1 0.0 0.1 0.1 0.2

Calendar Year Performance
As of December 31, 2020

*Global Equity became an asset class in September 2012 by merging the Domestic Equities and Foreign Equities asset classes. The return series prior to
September 2012 is a weighted average of Domestic Equities' and Foreign Equities' historical performance.
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Quarter FYTD 1

Year
3
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Years 2019 2018 2017

LCEF Total Fund 11.2 (35) 14.1 (25) 14.0 (31) 8.7 (32) 10.7 (10) 8.6 (13) 20.1 (24) -6.1 (64) 18.5 (5)

Total Endowment Target 11.4 (31) 14.7 (17) 14.8 (23) 9.0 (28) 10.3 (15) 7.9 (29) 21.2 (14) -7.0 (83) 17.7 (11)

5th Percentile 13.4 17.0 18.6 11.1 11.2 9.4 22.4 0.4 18.4
1st Quartile 11.7 14.1 14.4 9.1 9.8 8.0 19.9 -3.9 16.6
Median 10.4 12.2 12.2 7.9 9.1 7.4 18.3 -5.4 15.4
3rd Quartile 8.5 10.2 9.6 6.8 8.2 6.6 16.2 -6.6 13.6
95th Percentile 1.2 2.9 3.0 3.4 4.3 3.9 6.7 -8.1 2.7

Population 397 378 385 350 320 233 548 481 321

Plan Sponsor Peer Group Analysis
As of December 31, 2020

All Endowments-Total Fund

Parentheses contain percentile rankings.



As of December 31, 2020

Universe Asset Allocation Comparison
LCEF Total Fund

LCEF Total Fund BNY Mellon Endowment Universe 

Global Equity 
72.5%

Fixed Income
15.7%

TIPS
10.3%

Cash
1.6%

Global Equity 
54.4%

Fixed Income
25.3%

Alternative 
Investments

14.9%

Real Estate
4.9%

Cash
0.5%

Attribution
LCEF Total Fund As of December 31, 2020

*Other includes differences between official performance value added due to methodology and extraordinary payouts.

Basis Points
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Appendix

LCEF Total Fund
Total Endowment Target - A weighted blend of the individual asset class target benchmarks.

Total Global Equity
MSCI ACWI IMI ex-Tobacco - From 7/1/2014 forward, a custom version of the MSCI ACWI IMI excluding tobacco-related companies. From 10/1/2013 to 6/30/2014, a custom
version of the MSCI ACWI IMI adjusted to reflect a 55% fixed weight in the MSCI USA IMI and a 45% fixed weight in the MSCI ACWI ex-USA IMI, and excluding certain equities of
tobacco-related companies. From 9/1/2012 to 9/30/2013, a custom version of the MSCI ACWI IMI excluding tobacco-related companies. Prior to 9/1/2012, the benchmark is a
weighted average of both the Domestic Equities and Foreign Equities historical benchmarks.

Total Domestic Equities
Russell 3000 Index ex-Tobacco - Prior to 9/1/2012, an index that measures the performance of the 3,000 stocks that make up the Russell 1000 and Russell 2000 Indices, while
excluding tobacco companies.

Total Foreign Equities
MSCI ACWI ex-US IMI ex-Tobacco - Prior to 9/1/2012, a capitalization-weighted index representing 46 countries, but excluding the United States. The index includes 23 developed
and 24 emerging market countries, and excludes tobacco companies.

Total Fixed Income
Barclays Aggregate Bond Index - A market value-weighted index consisting of the Barclays Credit, Government, and Mortgage-Backed Securities Indices. The index also includes
credit card, auto, and home equity loan-backed securities. This index is the broadest available measure of the aggregate investment grade U.S. fixed income market.

Total TIPS
Barclays U.S. TIPS - A market value-weighted index consisting of U.S. Treasury Inflation-Protected Securities with one or more years remaining until maturity with total outstanding
issue size of $500 million or more.

Total Cash Equivalents
S&P U.S. AAA & AA Rated GIP 30-Day Net Yield Index - An unmanaged, net-of-fees, market index representative of the Local Government Investment Pool. On 10/1/2011, the
S&P U.S. AAA & AA Rated GIP 30-Day Net Yield Index replaced the S&P U.S. AAA & AA Rated GIP 30-Day Gross Yield Index, which was previously used from 4/30/08 - 9/30/11.
Prior to 4/30/08, it was the average 3-month T-bill rate.

Benchmark Descriptions
As of December 31, 2020



LCEF Total Fund
A universe comprised of 557 total endowment portfolio returns, net of fees, calculated and provided by BNY Mellon Performance & Risk Analytics and Investment Metrics.
Aggregate assets in the universe comprised $444.4 billion as of quarter-end and the average market value was $797.8 million.

Total Fixed Income
A universe comprised of 44 total fixed income portfolio returns, net of fees, of endowment plans calculated and provided by BNY Mellon Performance & Risk Analytics and
Investment Metrics. Aggregate assets in the universe comprised $295.8 billion as of quarter-end and the average market value was $6.7 billion.

Universe Descriptions
As of December 31, 2020

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.

Explanation of Exhibits
As of December 31, 2020



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.

<ReportMemberName>

Notes
As of December 31, 2020

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 after-
fees 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 information about making 
investments in securities including important disclosures and risk factors. All securities transactions involve substantial risk of loss. Under no circumstances does the information 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

Disclaimer
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Blue is Proposed IAC Meeting
Yellow is Proposed Cabinet Meeting

2021

March June September December

January April July October

February May August November

Note: the IAC and Cabinet are scheduled to meet on the same day in December (12/14/2021).
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