Agenda
Investment Advisory Council (IAC)
Tuesday, March 29, 2022, 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
Officers/Approval of Minutes
(See Attachments 1A – 1B)

Peter Jones, Chair

(Action Required)
1:05 – 1:15 P.M.

2. Opening Remarks/Reports
(See Attachments 2A – 2E)

Lamar Taylor,
Interim Executive Director & CIO

1:15 – 1:25 P.M.

3. DCIO Update

Alison Romano,
Deputy Chief Investment Officer

1:25 – 2:25 P.M.

4. Long-Term and Tactical
Opportunities in a Lower Rate
Environment
(See Attachment 4A)

Alison Romano,
Deputy Chief Investment Officer

Fixed Income Allocation
(See Attachment 4B)
2:25 – 3:25 P.M.

Katie Comstock
Aon

5. Real Estate Asset Class Review
(See Attachments 5A-5B)

Steve Spook
SIO, Strategic Investments
Lynne Gray, Senior Portfolio
Manager
Michael Fogliano, Senior Portfolio
Manager
Richard Brown
Seth Marcus
Townsend
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3:25 – 3:55 P.M.

6. Corporate Governance
Review/Proxy Voting Guidelines
(See Attachments 6A-6C)

Michael McCauley
Senior Officer, Investment
Programs & Governance

(Action Required)
3:55 –4:45 P.M.

7.

Asset Class SIO Updates
(See Attachments 7A – 7E)

Tim Taylor, SIO
Global Equity
John Bradley, SIO
Private Equity
Trent Webster, SIO
Strategic Investments
Katy Wojciechowski, SIO
Fixed Income
Dan Beard,
Chief Defined Contribution
Programs

4:45 – 4:55 P.M. 8.

Major Mandate Performance Review
(See Attachment 8)

Kristen Doyle
Katie Comstock
Aon

4:55– 5:00 P.M.

Audience Comments/Proposed 2022
Meeting Dates/Closing
Remarks/Adjourn
(See Attachment 9)

Chair

9.

*All agenda items and times are subject to change.
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MINUTES
INVESTMENT ADVISORY COUNCIL
DECEMBER 14, 2021
A hybrid meeting of the Investment Advisory Council (IAC) was held on Tuesday, December 14, 2021, via
Microsoft Teams. The attached transcript of the December 14, 2021, meeting is hereby incorporated into these minutes
by this reference.
Members Present:

Peter Jones
Tere Canida
Gary Wendt
Peter Collins
Vinny Olmstead
Bobby Jones
Pat Neal
Robb Turner
John Goetz

SBA Employees:

Lamar Taylor, Interim Executive Director & CIO
Alison Romano
Kent Perez
John Benton
Tim Taylor
Steve Spook
Dan Beard
John Bradley
Mike McCauley
Trent Webster
Kevin Moose
Jon Yeatman
Terrance Davis
Sooni Raymaker
Maureen Hazen
Dennis MacKee
Jacob Williams
Mira Hamilton

Consultants:

Katie Comstock (Aon)
Kristen Doyle (Aon)
Seth Marcus (Townsend)
Richard Brown (Townsend)
Andre Mehta (Cambridge)
Samit Chhabra (Cambridge)
Richard Grimm (Cambridge)
Jay Love (Mercer)
Hugh Merkel (Mercer)
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WELCOME/CALL TO ORDER/APPROVAL OF MINUTES
Peter Jones called the meeting to order at 1:00 p.m. He gave a reminder about background noise and requested
that those joining remotely mute their microphones when they are not speaking; and, a reminder for participants to
announce their name when speaking so that the court reporter and audience can follow along.
Mr. Jones requested a motion to approve the minutes from the September 20, 2021, IAC meeting. Bobby Jones
moved to approve the minutes. All in favor. The minutes were approved.
OPENING REMARKS/REPORTS
Lamar Taylor, Interim Executive Director & CIO, welcomed all to the in-person IAC meeting. Mr. Taylor
commented on current issues in the market and discussed inquiries that were received over the past quarter regarding
China and corporate governance practices. He also provided updates on legislative and investment activities, and the
November 30th Audit Committee meeting.
Mr. Taylor noted that the SBA indicated that it is seeking to increase the alternative investment cap from 20
percent to 30 percent and will look forward to seeing if a Bill will be filed. He also commented on the Governor’s budget
recs noting the recommendation for increasing employer contributions to 3 percent for defined contribution plans.
Regarding performance, as of close on December 13, 2021, the total fund for the Defined Benefit Pension Plan
was up 15.29 percent and 347 bps ahead of target. Asset values were $204 billion, which is $20 billion ahead of the start
of the calendar year, net of $600 million a month in benefit payments.
DCIO UPDATE
Alison Romano, Deputy Chief Investment Officer, broadly discussed performance, drivers of longer-term
performance, what the SBA is doing to position itself given market themes and provided comments on looking forward
in terms of portfolio construction and the use of analytic tools in constructing the portfolio.
Ms. Romano discussed official performance and returns through September over ten years, five years, and three
years, and stated that over all time periods the SBA has outperformed the benchmark. Ms. Romano explained that
equities are mainly driving returns and we have seen strong excess performance to the benchmark across many asset
classes and very strong relative returns. She stated that the SBA is focused on the future and how to continue generating
those returns.
Ms. Romano discussed upcoming activities, the first of which is completing a structure review of Strategic
Investments in the coming year. The second priority will be a strong push with analytical systems, due to the belief that
both qualitative assessments and quantitative analysis will lead to better decision-making. Ms. Romano also briefly
discussed that the SBA would continue to monitor market trends and themes, inflation, China, and other issues. Ms.
Romano answered questions from IAC members.
STRATEGIC INVESTMENTS ASSET CLASS REVIEW
Trent Webster, Senior Investment Officer, Strategic Investments, began by introducing new staff to Strategic
Investments. Mr. Webster discussed asset class policy objectives, roles, portfolio asset values and construction, recent
activity, and performance. Regarding the portfolio, the net asset value is $18.5 billion, net asset value plus unfunded
commitments of $25.4 billion. Regarding returns, Mr. Webster stated the asset class did outperform over the last year.
Mr. Webster, Lamar Taylor, and Alison Romano answered questions from IAC members.
Andre Mehta, Cambridge, commented on diversifiers, challenges of the long/short equity market, a meaningful
decrease in beta, and the challenges of trying to generate returns above benchmarks for the asset class broadly and at
the micro level. Mr. Mehta also discussed the private credit markets.
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Samit Chhabra, Cambridge, also touched on the element of diversification within the portfolio to the broad
equity exposure across the FRS and how diversification has been achieved. HE stated that diversification benefits have
been strong.
Seth Marcus, Townsend, provided an update on the real estate debt and timber allocation within the Strategic
Investments portfolio. The real estate debt and the timber portfolio have a market value of roughly $1.4 billion, which is
7.6 percent of the Strategic Investments allocation, and this portion of the portfolio has performed extremely well since
its inception in 2007. Mr. Marcus discussed that real estate debt investments have recently underperformed and
discussed the factors affecting performance. Mr. Marcus closed by stating that overall, Strategic Investments is
positioned to hedge a bit on overall equity returns, and that's really where investments are currently being targeted.
FIXED INCOME ASSET CLASS REVIEW AND SECURITIES LENDING
Kevin Moose, Senior Portfolio Manager – Fixed Income External Management, discussed the general objective of
the Fixed Income asset class, the composition of the portfolio, the benchmark, and securities lending. The Fixed Income
allocation is roughly 17.35 percent of the total fund and about $36 billion is allocated to the asset class, which is split
between active and passive and is managed internally and externally. Fixed Income is slightly under policy target, and
overall, for the last two years, the asset class has seen anomalously high returns, with 7 percent last year, but is
expecting to see lower returns in the current year. The total Fixed Income performance has generally outperformed the
benchmark over each measurement period, but total returns are going to be negative.
Jon Yeatman discussed internal processes, performance in the short-term and long-term portfolios, assets under
management internally and by external managers, securities lending, and risk. Mr. Yeatman discussed that Fixed
Income’s security lending uses a very risk-controlled strategy, and monthly net earnings have trended lower over time
since it is a challenging return environment. Mr. Yeatman added that a review of the program is also currently in
progress. Mr. Yeatman, Mr. Moose, and Mr. Taylor answered questions from IAC members.
Following Mr. Yeatman’s presentation, IAC members asked to discuss at the next IAC meeting how to address
the debt issue and risk budget within Fixed Income – see pages 73-92 of official meeting transcript.
Jay Love, Mercer, gave a review of the Fixed Income portfolio and briefly discussed how the Fixed Income
portfolio is managed and run. Internal active management has been successful given the tight risk budget and there’s a
value add; and compared to other peer groups, it is within the top 20 percent in terms of information ratio. In terms of
performance relative to peers, returns are low which is due to the low amount of active risk that is being taken and
managing against an intermediate duration benchmark which is generally lower in comparison with peers. Passive
management has been effective and there is some value add there, mainly from securities lending and other sources.
External active management has yielded good results and doing well in comparison with peers. The information ratio is
also a little bit above the peer group. Mr. Love concluded by commenting that the portfolio is being effectively run, but
some policy changes and some more flexibility around the way the Fixed Income portfolio is managed could be
beneficial.
ASSET CLASS SIO UPDATES
Steve Spook, Senior Investment Officer – Real Estate, began by introducing a new member to the Real Estate
team. Mr. Spook provided a snapshot of the state of the Real Estate asset class and portfolio and stated that the asset
class has been an extremely good performer, mainly due to declining cap rates and an increase in transaction volumes.
Mr. Spook also discussed performance, risks and issues, inflation, changes to the benchmark by NCREIF, principal
investments, acquisitions, and externally managed.
Tim Taylor, Senior Investment Officer – Global Equity, discussed the equity markets in the third quarter, the
benchmark, and performance. Mr. Taylor also provided an update on initiatives within Global Equity. Mr. Taylor
answered a question from Peter Collins.
John Bradley, Senior Investment Officer – Private Equity, discussed activity across all metrics, the Private Equity
portfolio, performance, sector allocation, and commitments. Mr. Bradley answered questions from Vinny Olmstead.
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IAC Meeting

· · · ·STATE BOARD OF ADMINISTRATION OF FLORIDA

· · · · ·INVESTMENT ADVISORY COUNCIL MEETING

· · · · · · · TUESDAY, DECEMBER 14, 2021
· · · · · · · · 1:00 P.M. - 4:19 P.M.

Meeting IAC
December 14, 2021

· · · · · · · · · · · LOCATION:
· · · · · · ·HERMITAGE ROOM, FIRST FLOOR
· · · · · · · ·1801 HERMITAGE BOULEVARD
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· · · · · · · · · · · · ·AND
· · · · · · · · · VIA WEB CONFERENCE

· · · · · · Stenographically Reported By:
· · · · · · · · · ·JO LANGSTON, RPR

Job No.: 170676
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· · · · · · · · · · ·APPEARANCES

·1· · · ·INVESTMENT ADVISORY COUNCIL MEETING

IAC MEMBERS:

·2· · · · · · · · · · · * * *

PETER JONES
VINNY OLMSTEAD
BOBBY JONES
JOHN GOETZ
PETER COLLINS
TERE CANIDA
ROBB TURNER
PAT NEAL
GARY WENDT

·3· · · · MR. PETER JONES:· Good afternoon, everyone.

SBA EMPLOYEES:

·8· ·Pat Neal and Robb Turner.· We miss having you

LAMAR TAYLOR
ALISON ROMANO
TRENT WEBSTER
KEVIN MOOSE
JON YEATMAN
TIM TAYLOR
JOHN BRADLEY
DANIEL BEARD
MIKE McCAULEY
MAUREEN HAZEN

·9· ·here as well, but it's nice to have six of us

CONSULTANTS:

14· ·choose to speak.· Also identify yourself when you

KRISTEN DOYLE - (Aon)
KATIE COMSTOCK - (Aon)
SAMIT CHHABRA - (Cambridge)
RICHARD GRIMM - (Cambridge)
ANDRE MEHTA - (Cambridge)
RICHARD BROWN - (Townsend)
SETH MARCUS - (Townsend)
JAY LOVE - (Mercer)

15· ·are speaking.· And those of us that are here in

·4· ·I want to call this meeting to order and welcome
·5· ·all of you here.· This is -- it's wonderful to
·6· ·see six of the members here in person.· I know
·7· ·the other three are on the screen, Bobby Jones,

10· ·from the IAC present.
11· · · · If I could ask those that are on the phone
12· ·or watching via video, if you could keep your
13· ·sound muted except when you need to speak and

16· ·this room, if we could just be sure you're
17· ·speaking into the mike with it turned on, as a
18· ·reminder.
19· · · · So, with that, we will get right into our
20· ·agenda.· And I'll start with the approval of the
21· ·minutes from September 20th, 2021.· We've all had
22· ·a chance to review it.· If there are no
23· ·corrections or changes, may I have a motion to
24· ·approve?
25· · · · MR. BOBBY JONES:· I move.· Bobby Jones.
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·1· · · · MR. PETER JONES:· All right.· All in favor?

·1· ·most everybody's mind of late is inflation.

·2· · · · (Ayes)

·2· ·Latest inflation numbers for the month ended

·3· · · · MR. PETER JONES:· Opposed?· Okay.· Thank

·3· ·November were 6.8 percent.· Apparently they

·4· ·you.· Motion carries.· Now I will turn it over to

·4· ·didn't surprise anybody.· The estimates were 6.8

·5· ·Lamar Taylor for some opening comments.

·5· ·percent.· They came out at 6.8 percent.

·6· · · · MR. LAMAR TAYLOR:· Thank you, Peter, and

·6· · · · I think the breadth of the price increases

·7· ·welcome, everybody.· It's nice to be back here in

·7· ·may be somewhat -- was a little bit surprising.

·8· ·person.· We've actually started taking some

·8· ·Certainly inflation seems to be less transitory

·9· ·external manager meetings in person again, and

·9· ·than folks had anticipated early on, and in fact

10· ·it's been a relief.· And we've heard, I think, to

10· ·I think there's a recent conference board survey

11· ·a person, the relief from them, that it's just

11· ·that indicated that employers are actually

12· ·nice to be able to get back and meet people and

12· ·pricing in about a 3.9 percent wage increase over

13· ·sort of get back into the swing of things.· So

13· ·the next 12 months.· And so that's obviously some

14· ·it's nice to see everybody.

14· ·concern that you see price increases.· That gets

15· · · · I've got just a few remarks.· They're not in

15· ·pushed through to the goods, and then now you

16· ·the materials.· They're sort of ad hoc, just

16· ·have to increase wages as a result.

17· ·things of note.· Sort of a little bit of a

17· · · · Obviously the Federal Reserve is meeting

18· ·commentary on some current market issues.· We'll

18· ·today and tomorrow to talk a little bit about

19· ·talk a little bit about some inquiries we

19· ·some of their activities perhaps in response to

20· ·received over the last quarter, talk a little bit

20· ·inflation, possibly increasing the speed of the

21· ·about legislative activities and some of the

21· ·taper, doubling it hopefully, I don't know, we'll

22· ·successes that we're having there, and then kind

22· ·see, and then some indication about where rates

23· ·of a very brief update on the audit committee

23· ·may increase in the next year.

24· ·meeting, which was on November 30th.

24· · · · Alison is going to have some more to say

25· · · · So in terms of markets, I think the thing on

25· ·about inflation generally and its impact on our
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·1· ·portfolio and how our portfolio is positioned to

·1· ·And that has worked for us in the past, and we

·2· ·deal with it.· I'll defer to her on further

·2· ·would anticipate that would be our practice going

·3· ·comments there.

·3· ·forward as well.

·4· · · · Some questions we received over the last

·4· · · · We've had some increase with respect to

·5· ·quarter from various sources.· One relates to our

·5· ·China and our investment holdings in China.· And,

·6· ·corporate governance practices and the extent to

·6· ·again, when we've had these inquiries, we've let

·7· ·which they may differ from some of our asset

·7· ·folks know that, overall, our position there is

·8· ·managers who may be more vocal on ESG issues.

·8· ·we have a 6.8 percent return target over the next

·9· · · · So the first thing that we remind folks when

·9· ·15 to 30 years.· In a zero interest rate

10· ·we get questions like this is that we are a

10· ·environment, it's in our interest to invest

11· ·fiduciary, and our corporate governance

11· ·across the globe, across multiple asset classes.

12· ·activities, the rights that we get by virtue of

12· ·And to that extent, China is included, albeit a

13· ·being in the public equity space, we manage those

13· ·relatively small part in a portfolio perspective.

14· ·rights in the same way we manage assets as a

14· · · · And so it's a market that's difficult to

15· ·fiduciary, which means we have a duty of care, et

15· ·ignore.· It's 20 percent of global GDP.· Equity

16· ·cetera, which is why we have a corporate

16· ·markets are $12.5 trillion.· And so in order to

17· ·governance team.· We have dedicated staff whose

17· ·achieve the return and diversification objectives

18· ·job it is to manage that property.

18· ·of the total fund, we have to be there.

19· · · · We have a set of articulated corporate

19· · · · We certainly understand the interest that

20· ·governance principles and voting guidelines which

20· ·folks have raised with respect to companies and

21· ·are transparent.· They're on the web.· And if you

21· ·how they may be integrated with the Chinese

22· ·read those guidelines and you read those

22· ·Communist Party and the government there.· Our

23· ·principles, what's crystal clear is the SBA as an

23· ·view, though, is that there are institutions who

24· ·institution is not an activist manager.· Our

24· ·are charged with identifying those companies, who

25· ·focus is on unlocking value of the shareholders.

25· ·have the intelligence and capability and the
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·1· ·funding to do that work best.· And where they

·1· ·budget recs.· So that will be interesting to see

·2· ·can, they can identify, put them on a list, and

·2· ·how that pans out.

·3· ·then not only will we not invest in them, but all

·3· · · · And then finally, from the audit committee,

·4· ·institutional capital won't invest as well.· So

·4· ·which was held November 30th, all well there.

·5· ·that's been our response to inquiries with

·5· ·Our financial statements were up for approval.

·6· ·respect to China and our holdings there.

·6· ·The defined benefit pension plan, the investment

·7· · · · From a legislative perspective, we've

·7· ·plan and the CAT Fund investment financial

·8· ·indicated that we are seeking to increase our

·8· ·statements were all approved without any

·9· ·alternative investment cap from 20 percent to 30

·9· ·findings.

10· ·percent.· We've reached out to some folks in the

10· · · · So that concludes my comments.· Although I

11· ·legislature, and it seems we've identified some

11· ·will come back to the thing that I should have

12· ·sponsors there, and so we're looking forward to

12· ·done first in carrying on Ash's tradition, some

13· ·seeing if some bills will be filed and make some

13· ·recent performance information.· So as of the

14· ·headway on that point.

14· ·close yesterday, the total fund for the defined

15· · · · Recently, and I think this is kind of

15· ·benefit pension plan was up 15.29 percent, which

16· ·interest for the group, just given your charge,

16· ·is 347 basis points ahead of target, asset values

17· ·the governor's budget recs have recommended a

17· ·of 204 billion, which is 20 billion ahead of

18· ·3 percent employer contribution increase to

18· ·where we started the first of the calendar year,

19· ·defined contribution plans.

19· ·net of $600 million a month in benefit payments.

20· · · · As we had looked at the plan funding or the

20· · · · So that concludes my comments.· If there's

21· ·plan reform issues in the previous year, it was

21· ·no questions, I'll turn it over to Alison Romano.

22· ·quite apparent that the defined contribution

22· · · · MR. PETER JONES:· No questions.

23· ·plan, on a relative basis, could be better.· And

23· · · · MS. ROMANO:· Thanks, Lamar.· Today I'll pick

24· ·so the governor's office is taking the

24· ·up a little bit on performance and talk about the

25· ·opportunity to try to make that point in their

25· ·drivers of somewhat longer-term performance and
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·1· ·then hit a bit on more broadly what we're doing

·1· · · · So what's been driving the very strong

·2· ·to position ourselves, given market themes and

·2· ·excess performance to the benchmark?· Private

·3· ·looking forward in terms of portfolio

·3· ·equity over three years has beaten its benchmark

·4· ·construction and use of analytic tools in

·4· ·by 12.15 percent.· Real estate by 1.78 percent.

·5· ·constructing the portfolio.

·5· ·And our public market asset classes, which

·6· · · · So first on performance, to hit the

·6· ·remember are very risk controlled relative to the

·7· ·highlights, official performance through

·7· ·benchmark, GE, global equity, has exceeded its

·8· ·September, for ten years, we've returned 10.54

·8· ·benchmark over the three years by 63 basis points

·9· ·percent, outperforming the benchmark by

·9· ·and fixed income by 41.· So very strong relative

10· ·1 percent.· Five years, we've returned 11.29

10· ·returns as well.

11· ·percent, outperforming the benchmark by 1.26

11· · · · What's driving that?· In public equity, in

12· ·percent.· And over the three years, 11.57 percent

12· ·private equity, a lot of that is exposure to

13· ·return, outperforming by 1.48 percent.

13· ·secular growth.· For instance, in private equity,

14· · · · So what's driving this return?· In terms of

14· ·it's exposure to tech.· In public equity, while

15· ·absolute performance, you all know the story.

15· ·we generally do have a balance between growth and

16· ·It's equities.· It's private equities.· But

16· ·value, it is certainly our growth-leaning,

17· ·that's been followed by very solid returns from

17· ·secular-leaning managers that have performed

18· ·our real estate group, by -- and strategic, where

18· ·particularly well over the last three years.

19· ·we have equity and equity-like exposure.· That

19· · · · Real estate has also done well, both in the

20· ·certainly has helped drive the returns in that

20· ·principal investments and through our external

21· ·asset class as well.

21· ·managers.· That's through weighting in sectors

22· · · · Having those equity returns creates risk,

22· ·correctly.· So, for instance, an underweight to

23· ·but that's what we need in our portfolio to

23· ·retail but also good property selection.· Even in

24· ·generate the long-term actuarial return and our

24· ·areas like office that may be more challenged,

25· ·return objective.

25· ·we've been picking the right properties.
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·1· · · · Strategic, which Trent will talk much more

·1· ·to take the opportunity in the coming year to do

·2· ·in depth about today, on a three year basis has

·2· ·a structure review of the asset class.· This is

·3· ·very modest underperformance.· But, again, their

·3· ·normal course of business.· We've done this for

·4· ·equity-like strategies have done very well and

·4· ·global equity.· We've done it for fixed income,

·5· ·somewhat offset by, I think, some temporary

·5· ·and we think it's prudent to do that analysis,

·6· ·dislocations related to some of their debt and

·6· ·not that that will lead to dramatic shifts, but

·7· ·real asset exposure.· Fixed income also

·7· ·it is a good analysis and a prudent analysis to

·8· ·outperformed over the three years.· Solid sector

·8· ·be done.

·9· ·and security selection primarily within corporate

·9· · · · Second, we're making a big priority and push

10· ·credit.

10· ·in our analytical systems.· We as an organization

11· · · · So good trends that we're seeing there, but

11· ·believe that both qualitative assessments and

12· ·that doesn't mean that we will get lazy.· We are

12· ·quantitative analysis will lead to better

13· ·focused on the future and how to keep generating

13· ·decision-making.· And that quantitative piece can

14· ·these returns.

14· ·be particularly challenging in private markets,

15· · · · So I want to highlight three things that

15· ·where it's harder to get access to data and

16· ·we're doing right now, or two things, I should

16· ·assess that data.· But we are making a strong

17· ·say, and how we're responding to market trends.

17· ·push with our systems so that we can get a better

18· ·First as it relates to strategic, strategic is

18· ·sense of our exposures and our risks going

19· ·about a ten-year-old asset class, and they have

19· ·forward.

20· ·delivered on their objectives.· They have

20· · · · Third, while we're long-term investors, we

21· ·generated return.· They have lowered the overall

21· ·need to have an eye on market trends, inflation,

22· ·volatility of the plan, and they have performed

22· ·China, other issues.· So on inflation, we've

23· ·better than the rest of the plan in down markets.

23· ·discussed this a bit in the past in terms of how

24· · · · But given the complexity of the asset class,

24· ·we're positioned.· In an environment where there

25· ·given that it's been in place ten years, we want

25· ·is modest inflation and no major surprises, we
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·1· ·are very well-positioned, because equities do

·1· ·short-term adjustment in valuations.

·2· ·well in the inflationary with growth environment.

·2· · · · Second theme, and I wish we didn't have to

·3· ·And we've 56 percent in equities.· We have

·3· ·be discussing this because before it was the

·4· ·private equity exposure.

·4· ·delta variant, but now it is the Omicron variant,

·5· · · · But we also have real estate.· And

·5· ·and it is creating some volatility certainly in

·6· ·particularly real estate with shorter-term leases

·6· ·the market.· And we saw this with the VIX

·7· ·will do well in inflation, as will real assets.

·7· ·spiking up a little bit in December.· It's not --

·8· ·In fact, we also have emerging market exposure.

·8· ·and come back down a bit, but it's nowhere near

·9· ·Emerging markets and emerging market currency

·9· ·the levels of last March.

10· ·will do well, particularly if inflation is led by

10· · · · We've also seen sort of a rotation.

11· ·commodity inflation.

11· ·Materials were making a comeback and, in fact,

12· · · · So we think we're in a relatively good

12· ·outpacing technology, which we hadn't seen in a

13· ·position in that environment.· And we think,

13· ·very long time.· Again, that's reversed now a

14· ·again, having that exposure to risky assets is

14· ·little bit with Omicron and tech taking off.

15· ·what is necessary for the long term.· Where we

15· · · · So as you'd expect, we're not being

16· ·will be challenged -- and this is where we use

16· ·tactical, we're not playing around these things,

17· ·our risk models for assessment -- is if there is

17· ·but certainly we're having conversations with

18· ·very high inflation and the Fed responds very

18· ·managers, particularly in the public markets that

19· ·quickly and more than the market expects.

19· ·are affected by volatility, and many of them are

20· · · · That will depress assets across the board.

20· ·thinking through these issues and have a playbook

21· ·That will hamper fixed income and equity.· We

21· ·should things move more negatively, and we

22· ·expect that some of our strategic investments

22· ·certainly hope that that is not the case.

23· ·will help protect to some extent.· But we don't

23· · · · Third theme, Lamar mentioned China.· The

24· ·want to give up the long-term return potential

24· ·only thing that I want to emphasize and add to

25· ·for that scenario that there could be some

25· ·Lamar's remarks is that we see opportunity there,
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·1· ·but we are still very aware of the risk.· In

·1· ·technology around that will probably have a big

·2· ·China, we are only invested in China through

·2· ·influence on growth in markets over the long

·3· ·active managers who pick their spots based on the

·3· ·term.· So while we don't have any dedicated

·4· ·world situation, based on those individual

·4· ·strategies in that space today, we may down the

·5· ·company dynamics.· And in total, we have less

·5· ·road think to have some of that exposure.

·6· ·than 3 percent exposure at the total fund level.

·6· · · · But we also have exposure, for instance, in

·7· · · · And then finally cryptocurrency.· That is a

·7· ·our public market book.· A company like Coinbase

·8· ·topic that is making the financial news and the

·8· ·went public, and we hold the benchmark, and so we

·9· ·regular press, and I thought it would be helpful

·9· ·will hold Coinbase.· So we continue to do our

10· ·to just provide a perspective of how we're

10· ·work and do our diligence.· It's a small part of

11· ·thinking about crypto today.

11· ·the portfolio, but thus far it's been a very

12· · · · We view it not as crypto, not as a currency,

12· ·profitable one as well.

13· ·but as a blockchain ecosystem, and the

13· · · · Those are all the key themes, a lot of the

14· ·opportunity exists within the blockchain

14· ·key themes that we're thinking about, and

15· ·ecosystem.· So while we may ultimately end up

15· ·certainly we'll hear much more from particularly

16· ·with some exposure to some cryptocurrency, we

16· ·Trent and our fixed income group on the

17· ·don't have a plan or a strategy to say we're

17· ·construction and the performance of their asset

18· ·going to go out and, say, buy Bitcoin and have an

18· ·classes.

19· ·asset allocation to Bitcoin, again, just as an

19· · · · MR. PETER JONES:· Okay.· Lamar and Alison,

20· ·example.

20· ·thank you for your comments, and really hats off

21· · · · We do have exposure again to this ecosystem

21· ·and compliments to you and the broader team.

22· ·in a small way through our private equity book.

22· ·Those absolute numbers and the excess performance

23· ·Managers there have started to put some money to

23· ·over the benchmark is really quite impressive, so

24· ·work.· I would expect that over time they may put

24· ·excellent results.

25· ·more money to work because the blockchain and the

25· · · · MR. OLMSTEAD:· Mr. Chair, could I ask a

www.phippsreporting.com
(888) 811-3408

www.phippsreporting.com
(888) 811-3408

YVer1f

15

YVer1f

Meeting IAC
December 14, 2021

Meeting IAC
December 14, 2021
Page 18

Page 19

·1· ·quick question on some of those?· Just curious.

·1· ·capabilities.· Is that being led by a person or a

·2· ·Are any of your peers doing anything in the

·2· ·team?· How do you go about tackling that project?

·3· ·crypto space?· I mean, it's coming.· I get the

·3· · · · MS. ROMANO:· I would say it's absolutely a

·4· ·sort of philosophy on blockchain, but just

·4· ·team effort.· We have an analytics group that has

·5· ·curious if anybody else is --

·5· ·implemented our total fund risk model, who has

·6· · · · MS. ROMANO:· Anecdotally, based on the

·6· ·expertise in implementing enhancing systems.· But

·7· ·conversations that I've had with peers, I would

·7· ·it's very important that we have those

·8· ·say, from a state plan perspective, one issue

·8· ·capabilities in each of the asset classes.· So we

·9· ·that we all need to consider is the regulatory

·9· ·assign roles in each of the asset classes.· Also

10· ·environment and how to hold these assets and

10· ·we're very much involved with the effort.· So

11· ·whether they're considered a security or not.· So

11· ·they utilize it in the individual asset classes,

12· ·that is the central question that many are

12· ·and we utilize it at the total fund.

13· ·focused on before I think they have a distinct

13· · · · MR. GOETZ:· I have a question, too.· Alison,

14· ·allocation to crypto.

14· ·I wanted to follow up on your point about

15· · · · MR. WENDT:· Wendt has a quick question.· Not

15· ·inflation and the sensitivity.· Clearly, the fund

16· ·a quick question.· It's a question.· Do you think

16· ·has benefited from what I would call long

17· ·you fully understand blockchain?

17· ·duration positioning in equities and elsewhere.

18· · · · MS. ROMANO:· I would say, no, I do not.

I

18· · · · When you talked about looking at the

19· ·am not an expert in blockchain, but that's how we

19· ·structure for strategic investment, which is an

20· ·work with external managers.

20· ·offset to risk elsewhere, are you saying you do a

21· · · · MR. WENDT:· I need someone to explain it to

21· ·holistic review of the sensitivity to inflation?

22· ·me.· I was hoping you understood it.

22· ·How are you thinking about what you're going to

23· · · · MR. PETER JONES:· Quick question.· Alison,

23· ·do there?· Because clearly we're long duration,

24· ·you mentioned one of the objectives or goals

24· ·right, really long duration.

25· ·coming up is to enhance analytics and your quant

25· · · · MS. ROMANO:· Sure.· We're looking at
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·1· ·strategic not specifically to answer just the

·1· ·Webster.

·2· ·inflation question.· It's to say, if these are

·2· · · · MR. WEBSTER:· Thank you, Peter.· Before we

·3· ·the objectives of the asset class, are we

·3· ·start, I'd like to introduce new members from the

·4· ·structured in a way that gets us there or are

·4· ·audience now.· Jack, Matt and Loren, please stand

·5· ·there ways that we could enhance our exposures to

·5· ·and introduce themselves.· So we have hired Loren

·6· ·further that effort, and think about, rather than

·6· ·de Mey as a new portfolio manager in strategic

·7· ·just sort of individual portfolios, what are our

·7· ·investments.· We hired her from the North

·8· ·objectives and how do we construct the portfolio.

·8· ·Carolina Treasury, where she was running the --

·9· · · · But to your point on inflation, I mean, that

·9· ·or at the defined contribution plan there.· Prior

10· ·is part of the -- it's not an explicit objective,

10· ·to that, she spent ten years at San Diego County,

11· ·but when you have a CPI plus four benchmark, it

11· ·where she was investing in hedge funds and real

12· ·obviously is part of that.· So we will want to

12· ·assets.· So very happy to have her.

13· ·make sure that we complement the existing

13· · · · And the two gentlemen standing are two new

14· ·analytics that we do with forward-thinking about

14· ·analysts.· On the left is Jack (indiscernible)

15· ·the structures of each of those investments to

15· ·and on the right is Matt Roman.· They had been

16· ·make sure we have diversification.

16· ·interns in John Bradley's asset class in private

17· · · · MR. GOETZ:· Thank you.

17· ·equity, so they were well-versed on the board

18· · · · MR. PETER JONES:· Any other questions?· If I

18· ·before they came here.· So I have an excellent

19· ·could just remind the folks that are remote,

19· ·team in my group.· And the addition of these

20· ·virtual, just please keep your phone on mute, if

20· ·people certainly solidifies it.· I just wanted to

21· ·you would.· We're just getting a little bit of

21· ·give an introduction to everybody.

22· ·feedback.

22· · · · I'm not going to spend a whole lot of time

23· · · · All right.· We'll move on to our next agenda

23· ·on who we are, because I think the IAC knows

24· ·item, which is more of a deep dive into strategic

24· ·pretty well.· For anybody who is in the audience

25· ·investments.· So I'll turn it over to Trent

25· ·or online or reading a transcript of this, you
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·1· ·can look at us as the alternative asset class.

·1· ·lack of trying.· (Indiscernible).

·2· ·We have four objectives in policy.· The first one

·2· · · · So we've been very busy.· When I had this

·3· ·is to generate a 4 percent return

·3· ·presentation last year, I had said to everybody

·4· ·(indiscernible).· We're here to dampen the

·4· ·(indiscernible).· (Indiscernible.)

·5· ·volatility and improve the risk-adjusted returns

·5· · · · This last quarter, for the first time in

·6· ·of the total fund.

·6· ·memory, I cannot remember when we haven't closed

·7· · · · We're also here to outperform the FRS during

·7· ·a fund, we've not closed one in the third

·8· ·periods of significant market declines.· We're

·8· ·quarter.· We've closed to this quarter, and we

·9· ·also here to increase portfolio flexibility by

·9· ·currently have eight in the pipeline coming down

10· ·investing in new strategies and opportunistically

10· ·the road.· And of those eight, four are debt

11· ·across current strategies.

11· ·funds and three are (indiscernible).

12· · · · We have other roles, too.· The reason why

12· · · · This is a graph I like to show during these

13· ·this was originally created was to

13· ·meetings.· This is the portfolio by sub-strategy.

14· ·(indiscernible).· (Indiscernible.)· We could act

14· ·Blue is debt.· Pink is equity.· Green is real

15· ·as an incubator for potential new asset classes.

15· ·assets.· Purple is diversifying strategies.

16· ·(Indiscernible).

16· ·(Indiscernible.)

17· · · · Currently, strategic investments is

17· · · · Another way we like to look at this is if we

18· ·18.5 billion.· We currently have net asset value

18· ·were to compare it to a public market portfolio

19· ·plus unfunded commitments of $25.4 billion, 112

19· ·of stocks or bonds.· You see here our liquid

20· ·relationships, 188 active funds.· Of those 112

20· ·markets, over 60 percent, (indiscernible.)· Then

21· ·relationships, 84 are what we consider

21· ·within the liquid markets, we have growth

22· ·(indiscernible).· We're split about 60/40

22· ·strategies.· We also have (indiscernible).

23· ·currently between private and public markets,

23· ·(Indiscernible.)

24· ·currently 9.3 percent of the total fund.· We've

24· · · · So our returns, we don't get too focused on

25· ·been in that area for a while, not because of

25· ·the near term.· We did outperform over the last
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·1· ·year.· The three year number, as Alison said at

·1· ·consisting of 44 relationships, 80 funds.· This

·2· ·the beginning of this presentation, five or ten

·2· ·year we closed on five funds, just under a

·3· ·year number beating (indiscernible).

·3· ·billion dollars.· We divide our asset class into

·4· ·(Indiscernible).· Any questions thus far?

·4· ·four strategies, distressed, evergreen debt,

·5· · · · MR. WENDT:· I have a question.· You didn't

·5· ·loans, subordinated capital.· Distressed really

·6· ·close any new fund deals this last quarter.· Why?

·6· ·has (indiscernible).· (Indiscernible.)

·7· · · · MR. WEBSTER:· Timing.

·7· · · · So what we found during the pandemic that

·8· · · · MR. WENDT:· There's nothing unusual in the

·8· ·(indiscernible).· We put money to work.· We were

·9· ·market that you want to tell us about that caused

·9· ·able to (indiscernible).· It's our intention over

10· ·that?

10· ·time to dial that back (indiscernible).· Our

11· · · · MR. WEBSTER:· It's purely timing.· When

11· ·evergreen debt is our credit hedge funds.· The

12· ·funds are coming in the market (indiscernible).

12· ·way we think about credit hedge funds, we have

13· ·But we definitely did see, as we looked to our

13· ·(indiscernible).· If we're going to do something

14· ·forward calendar, though, that this year and next

14· ·in credit hedge funds (indiscernible).

15· ·will likely (indiscernible).

15· · · · During the pandemic we -- typically, our

16· · · · I think last year, you know, we were very

16· ·lending funds typically have less leverage on

17· ·opportunistic and putting money (indiscernible),

17· ·them than the (indiscernible).· We did have one

18· ·which from that point on paid off.· We're going

18· ·fund (indiscernible).· It hit us pretty hard.

19· ·to look at some three year numbers here.· Those

19· ·It's come back.· (Indiscernible.)· We had been

20· ·funds have done well for us that we invested.

20· ·investing prior to the pandemic in some

21· ·But we were very aggressive during that time, but

21· ·technology hedge funds, particularly

22· ·now that the market is normalized

22· ·(indiscernible).

23· ·(indiscernible).

23· · · · Our view on the debt markets, there's a lot

24· · · · So debt is our largest strategy.· It's

24· ·of debt in the market.· The private debt markets

25· ·currently at 28 percent of our asset value,

25· ·in many ways are back to pre-pandemic levels.
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·1· ·(Indiscernible.)

·1· · · · MR. WEBSTER:· 300.

·2· · · · Depending on the actions of the Fed, that

·2· · · · MR. PETER JONES:· 300, okay.

·3· ·could provide a great opportunity for some of our

·3· · · · MR. WEBSTER:· It's the same one that

·4· ·funds as things sell off.· Fund selection tends

·4· ·(indiscernible).

·5· ·to be more episodic and niche-focused.

·5· · · · MR. PETER JONES:· Yeah, that John would use.

·6· ·(Indiscernible.)

·6· ·Okay.· All right.· Thank you.

·7· · · · So our equity book is 20 percent of

·7· · · · MR. WEBSTER:· So our second largest asset

·8· ·strategic investments.· That's comprised of

·8· ·class was real assets, where we (indiscernible).

·9· ·activist equity funds, GP investments, long/short

·9· ·Our real estate is a little different than

10· ·equity, SI private equity.· (Indiscernible.)

10· ·Steve's.· (Indiscernible.)· We do some distressed

11· · · · MR. PETER JONES:· Trent, quick question, if

11· ·there as well.· Then we have a timberland

12· ·I may.· I was looking at your three year returns

12· ·allocation as well that sits with us.· In the

13· ·on the previous.· Your outperformance in the

13· ·near term, we have lagged the benchmark.· Over

14· ·private equity portion is quite significant.· And

14· ·the longer term, it's a little bit better.

15· ·I was just curious.· Remind me of what the

15· · · · So commodities have lagged, but we can

16· ·benchmark is.

16· ·see -- both in our commodities and

17· · · · MR. WEBSTER:· It's a combination.· So older

17· ·infrastructure, we can see that the mark to

18· ·funds, most of our older funds were benchmarked,

18· ·market (indiscernible).· We would expect the

19· ·not just in private equity but most of our

19· ·relative performance to improve.· Similar to

20· ·private market funds, were benchmarked to the

20· ·debt, our real estate debt, same thing.

21· ·real return.· In 2018, we switched our benchmark

21· · · · Our timber ten years ago, when we first

22· ·methodology such that we (indiscernible).· So all

22· ·started investing in timber, we thought it -- we

23· ·funds that were (indiscernible).

23· ·expected the returns to be higher than what they

24· · · · MR. PETER JONES:· So a public market index

24· ·have been.

25· ·plus what's the premium?

25· · · · MR. WENDT:· I think they want you to speak
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·1· ·up.

·1· ·Mr. Chairman?· On the timberland, so it's

·2· · · · MR. WEBSTER:· Usually it's the other way,

·2· ·interesting, timberland, you've got natural

·3· ·Gary.· But our timberland has disappointed, but

·3· ·yield, right, growing every year, your yield is

·4· ·we actually think it could provide some very

·4· ·increasing.· Yield from the trees, I guess that

·5· ·interesting opportunities.· There's a big push in

·5· ·is.· And then you have your cyclicality.

·6· ·ESG, and we are not sure what's more ESG than

·6· · · · So lumber prices are at an all-time high.

·7· ·forests.· So we're starting to see ESG funds

·7· ·Sawmills are going full bore coming out of COVID.

·8· ·(indiscernible).· So we may see an uptick in

·8· ·I would think we would be performing extremely

·9· ·valuations this decade as this becomes a big

·9· ·well in our timberland.· What am I missing in

10· ·thing.· That could help us.

10· ·that?

11· · · · On commodities, we're bullish on the

11· · · · MR. WEBSTER:· You make a very interesting

12· ·intermediate term on oil and gas and metals over

12· ·point.· The people who are making all the money

13· ·the longer term.· In infrastructure, we do have

13· ·are the sawmills.· A lot of inventory in

14· ·some core and core plus strategies, but we tend

14· ·different parts of the country.· There aren't

15· ·to focus more on nichier strategies.· We think

15· ·enough sawmills to meet the demand.· We're seeing

16· ·there's better opportunities there.· We think

16· ·lumber prices hit all-time highs.

17· ·there's good funds out there.

17· ·(Indiscernible.)

18· · · · And we think there are some tailwinds in

18· · · · MR. COLLINS:· So you're saying the growers

19· ·transportation.· In fact, those tailwinds have

19· ·aren't getting that.· The people that are

20· ·been so strong, we've seen pricing for some

20· ·processing (indiscernible).

21· ·aircraft return almost to what they were

21· · · · MR. WEBSTER:· That's correct.· You're seeing

22· ·pre-pandemic.· So hopefully this (indiscernible).

22· ·sawmill expansion in the South.· And I think the

23· ·But we're certainly seeing some recovery.

23· ·middle of the decade is when we think supply

24· ·(Indiscernible.)

24· ·starts to really level out.· So we expect

25· · · · MR. COLLINS:· Can I ask a quick question,

25· ·(indiscernible).
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·1· · · · So our diversifying strategies, these are

·1· ·(indiscernible.)· Regarding global macro, the

·2· ·strategies which generally have a low correlation

·2· ·question that we ask ourselves is

·3· ·to risk (indiscernible).· That's just under 20

·3· ·(indiscernible).· Because it has become such a

·4· ·percent (indiscernible).· We divide that between

·4· ·massive quantitative easing, central bank

·5· ·global macro, insurance, managed futures,

·5· ·(indiscernible).· Developed markets we're not so

·6· ·relative value and royalties.· Unfortunately for

·6· ·sure.

·7· ·most of these, we haven't done well on a relative

·7· · · · We also think technology has sped up the

·8· ·basis.

·8· ·ability of managers to make decisions.· So ten

·9· · · · We're currently restructuring our global

·9· ·years ago, you call up the central banker.· Now

10· ·macro portfolio.· And if you went back to the pie

10· ·you have artificial intelligence.

11· ·graph of all our allocations, global macro is

11· ·(Indiscernible.)

12· ·only 2 or 3 percent.· Three or four years ago it

12· · · · Like we said with insurance, we continue to

13· ·was 5 or 6 percent.· So we may add some in the

13· ·see a hardening.· 2021 has been a big loss year

14· ·future.· (Indiscernible.)· But we've lagged on

14· ·in the insurance markets.· Insurance markets have

15· ·the insurance book primarily because our

15· ·lost money for five years because of

16· ·insurance exposure is closer (indiscernible).

16· ·(indiscernible).· We continue to see hardening.

17· · · · So if you think about distribution of risk

17· ·If it continues to harden, you can expect us to

18· ·in insurance, remote risk is generally

18· ·increase our allocation there.· We like

19· ·(indiscernible), and you go down, you get closer

19· ·insurance.· We think the market has gotten ahead

20· ·to the risk event, it tends to get riskier.· We

20· ·of itself based on pricing.· But if it continues

21· ·tend to be more on the riskier side.· We think

21· ·to harden (indiscernible).

22· ·we're going to get paid for that over the next

22· · · · Managed futures, this is kind of ironic

23· ·several years, but that hasn't been

23· ·because (indiscernible).

24· ·(indiscernible).

24· · · · MS. ROMANO:· Trent, sorry to interrupt.· Can

25· · · · We've been quite happy with our

25· ·you move the microphone closer?· I think people
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·1· ·are continuing to have --

·1· ·good at moving capital between the different

·2· · · · MR. WEBSTER:· Is this better?

·2· ·strategies in which they can invest.

·3· · · · MS. ROMANO:· Yeah.· There you go.

·3· · · · And our open mandate funds, these are

·4· · · · MR. WEBSTER:· So anyway, so we continue to

·4· ·things -- these are primarily private market

·5· ·look for attractive relative value managers.

·5· ·funds, which can go in real estate, debt, equity

·6· ·There aren't that many around.· (Indiscernible.)

·6· ·and the like.· We were quite aggressive during

·7· ·We have a royalties book, where we're financing

·7· ·the pandemic investing.· In the second half of

·8· ·films and music.· We have two funds that have

·8· ·2020 it paid off.· (Indiscernible.)

·9· ·done well in that, but we've been exposed to some

·9· · · · We don't really do a whole lot of event,

10· ·parts of the media that have really been

10· ·simply because of the risk (indiscernible).· Like

11· ·interrupted by streaming and the like, so that's

11· ·anything, if it's a very good manager, we'll take

12· ·underperformed.

12· ·a look.· As I said, multi-strategy

13· · · · Finally, our flexible mandates, our managers

13· ·(indiscernible).

14· ·can go across different asset classes.· That's

14· · · · MR. WENDT:· Question, please, Mr. Chairman.

15· ·currently 11 percent of the total asset class.

15· ·Give us an example of an event fund.

16· ·The first two sub-strategies are event and

16· · · · MR. WEBSTER:· An event fund would be a fund

17· ·multi-strategy.· And this is an area that's done

17· ·which would undertake mergers and acquisitions.

18· ·pretty well for us.

18· ·So if -- it could be a merger arbitrage.· It

19· · · · Our event funds have done very well.· We're

19· ·could be a fund which companies have a spin-off,

20· ·quite happy there.· Multi-strategy, when we first

20· ·maybe a rights issue.· A fund that the

21· ·started investing in hedge funds, we wouldn't

21· ·performance is not necessarily (indiscernible).

22· ·have thought after ten years we'd have a fairly

22· ·So a spin-off is one of the well-known

23· ·large allocation to multi-strategy, but they

23· ·strategies, where a corporation, sorry, a unit or

24· ·continue to perform well on a relative basis, so

24· ·a business (indiscernible) is underperforming.

25· ·we're quite happy with them.· They've been quite

25· ·They spin it out, gets new management, gets new

www.phippsreporting.com
(888) 811-3408

www.phippsreporting.com
(888) 811-3408

YVer1f

23

YVer1f

Meeting IAC
December 14, 2021

Meeting IAC
December 14, 2021
Page 34

Page 35

·1· ·focus, gets a new compensation plan for

·1· ·We're going to hold rates steady (indiscernible).

·2· ·executives.· (Indiscernible.)· That's an example.

·2· ·That has a very different dynamic than the Fed

·3· · · · MS. CANIDA:· Trent, Tere Canida.· Mr.

·3· ·jacking rates up.· That's very different.

·4· ·Chairman, may I ask a question?· And I know that

·4· ·think that in the former, you have inflation and

·5· ·Alison mentioned that there was going to be an

·5· ·interest rates still stay pretty low.· That's

·6· ·overview review of the asset class, but when you

·6· ·good for risk assets.· That's my opinion.

·7· ·think about your asset class and all the

·7· ·(Indiscernible.)

·8· ·different strategies that you talked about, debt,

·8· · · · If interest rates start going up, we have

·9· ·real estate, real assets, does rising rates or

·9· ·loans that are based upon LIBOR, so they will be

10· ·continued rising inflation cause you to think

10· ·at least somewhat insulated from that.· And also,

11· ·differently about the allocations to those?

11· ·because we're in private debt, our credit

12· · · · MR. WEBSTER:· That's a good question.· The

12· ·opportunity -- they tend to structure the returns

13· ·longer term is yes.· I am not sure -- I'm still

13· ·in double digits.· So whether or not

14· ·not convinced that what's happening is like the

14· ·(indiscernible) another issue.· But if they're

15· ·1970s.· A lot of people talk about transitory.

I

I

15· ·structuring (indiscernible).

16· ·think that's a bit of a misnomer, because

16· · · · MS. CANIDA:· Thank you.

17· ·obviously it's not transitory.· My opinion is

17· · · · MR. LAMAR TAYLOR:· Mr. Chair.· Just as a

18· ·that we've gone up 6, 7 percent inflation.

18· ·follow-up on that, mainly in terms of your

I

19· ·don't think we're going to go back down to minus

19· ·question, Tere, because I think it's a good one,

20· ·(indiscernible).

20· ·it's not so much -- or it's, in part, what do

21· · · · Whether or not there is this

21· ·rising rates and how does it impact the

22· ·self-reinforcing inflationary cycle that we saw

22· ·allocation in strategic, but it's also how does

23· ·in the seventies (indiscernible).· But in our --

23· ·it impact the allocation across the total fund.

24· ·and, again, it depends what the Fed does.· So we

24· · · · And that, I think, speaks to some of the

25· ·could have inflation, but the Fed just might say,

25· ·things that Alison was talking about earlier in
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·1· ·terms of improving analytics, in terms of

·1· ·looking at trying to make sure that we continue

·2· ·thinking across the asset classes themselves, and

·2· ·to build out the infrastructure that we need to

·3· ·it's efforts that we're undertaking and

·3· ·be able to more analytically address and answer

·4· ·redoubling on just to kind of make sure that we

·4· ·some of these questions, so that we just have

·5· ·have the infrastructure that we need to sort of

·5· ·better information.

·6· ·make those decisions a little more holistically.

·6· · · · MR. OLMSTEAD:· When you guys look at the

·7· · · · So, I mean, I think it's an excellent

·7· ·structural review, is that looking at different

·8· ·question that highlights the need for us to sort

·8· ·allocations, new asset classes, all of the above?

·9· ·of undertake some of these efforts.

·9· · · · MR. WEBSTER:· All of the above.

10· · · · MS. CANIDA:· Thank you very much.

10· · · · MR. OLMSTEAD:· And then when is the last

11· · · · MR. OLMSTEAD:· Olmstead here.· So when

11· ·time you actually embarked upon that?

12· ·you're talking about the structural review,

12· · · · MR. WEBSTER:· We haven't.· This is the first

13· ·you're sort of saying you're going to

13· ·time.· And I kind of look at it (indiscernible) a

14· ·structurally review strategic assets but also

14· ·great idea, because I want to know what the

15· ·look at the broader asset class?

15· ·practice is, what other people are doing that

16· · · · MR. LAMAR TAYLOR:· Well, I think the

16· ·we're not doing, things that we can improve upon.

17· ·structural review is really more along the

17· ·I always want to hear that.· So I think it's a

18· ·strategic investment asset class and just make

18· ·great --

19· ·sure and see how it aligns with the objectives

19· · · · MR. OLMSTEAD:· So when will there be sort of

20· ·and is it doing as we expect or do we need to

20· ·a review and/or when can we expect sort of a --

21· ·maybe revisit the objectives.· But it's limited

21· · · · MR. WEBSTER:· (Indiscernible.)

22· ·primarily to the strategic asset class.

22· · · · MR. GOETZ:· If I could follow up on that,

23· · · · But there are efforts throughout the

23· ·Mr. Chairman.· This is John Goetz.· It's

24· ·organization.· We're about to launch into our

24· ·interesting, you know, Trent, when I look at it,

25· ·strategic planning activities, where we are

25· ·we have diversification within the
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·1· ·diversification, because it's a diversification,

·1· ·it's really hard to get at that number.

·2· ·right?· So the things that jump out to me

·2· · · · MR. GOETZ:· Yeah.· One thing on the lag,

·3· ·mathematically are what is the correlation of

·3· ·Alison, is looking at a longer return, so looking

·4· ·these returns with, say, equity returns, which

·4· ·at year returns instead of monthly or daily,

·5· ·are a super big bucket, and whether or not the

·5· ·whatever.

·6· ·structural review should say it's across that

·6· · · · MS. ROMANO:· Yeah.

·7· ·because this should be diversifying.

·7· · · · MR. GOETZ:· It just struck me as we have

·8· · · · We mentioned the real return target, which

·8· ·diversified within something that's supposed to

·9· ·kind of speaks to that because -- right?· That

·9· ·be complementary.· And I'm just with you on that,

10· ·you're targeting real return.· I'm curious, do we

10· ·Vinny.· Like just back it up and say, is this

11· ·know what the beta has been?· Do we know what the

11· ·accomplishing a strategy that complements the

12· ·correlation with equity returns has been over the

12· ·rest of the fund.

13· ·last three to five years?· Do we even look at

13· · · · MS. ROMANO:· And I would say, from a

14· ·that?

14· ·performance perspective, it has.· So we have --

15· · · · MS. ROMANO:· I've spent a lot of time

15· ·when we look at rolling periods since inception

16· ·analyzing the numbers.· The challenges, the beta

16· ·of Trent's asset class, it has done better than

17· ·mathematically may come out low because there's

17· ·the rest of the fund in down markets.· It has

18· ·issues of private market valuations lag how you

18· ·lowered volatility.

19· ·adjust the numbers to match it up.· So some of

19· · · · MR. GOETZ:· Although that's partly the lag

20· ·this we will certainly address in the structure

20· ·effect, right?

21· ·study.· Some of it does get addressed in risk

21· · · · MS. ROMANO:· (Indiscernible.)

22· ·models.· And you can see sort of the factor

22· · · · MR. GOETZ:· It's an interesting riddle.· And

23· ·exposures in that, into these.

23· ·I think, in light of inflation, right, if we made

24· · · · So the beta, you know, if I had to guess, is

24· ·a different judgment in this about the inflation

25· ·probably .7, .8, based on the performance.· But

25· ·scenarios, then the rest of it, it would be

www.phippsreporting.com
(888) 811-3408

www.phippsreporting.com
(888) 811-3408

YVer1f

26

YVer1f

Meeting IAC
December 14, 2021

Meeting IAC
December 14, 2021
Page 40

Page 41

·1· ·complementary to understand that it is

·1· · · · MR. WEBSTER:· Yeah.· So we have

·2· ·complementary in an inflation scenario.· That's

·2· ·(indiscernible).

·3· ·kind of how I'm thinking about it.

·3· · · · MR. COLLINS:· Thank you.

·4· · · · MR. WEBSTER:· (Indiscernible.)

·4· · · · MR. PETER JONES:· Okay.· I think at this

·5· · · · MR. GOETZ:· At least it's not .8, is your

·5· ·point we have Cambridge.

·6· ·point.

·6· · · · UNIDENTIFIED SPEAKER:· Thank you.· And I'm

·7· · · · MR. WEBSTER:· (Indiscernible.)

·7· ·just going to make sure that this mike is on loud

·8· · · · MR. COLLINS:· Can I ask a question on that?

·8· ·enough and you can all hear us.· Thumbs up?

·9· ·So you've got a lot, right, in your bucket,

·9· ·Okay.

10· ·talking about -- and diversifying the

10· · · · I'll just say a few words.· I think Trent

11· ·diversifier.· I think, except for maybe this last

11· ·really gave a wonderful overview of everything.

12· ·year coming out of COVID, long/short has just

12· ·I'd say a few thoughts.· One is just the

13· ·been terrible for the last probably decade, ever

13· ·principal of investment philosophy.· So in this

14· ·since '08, '09.· And then everybody went into the

14· ·context, there is a constant competition for

15· ·hedge funds because the hedge funds were really

15· ·capital in this area.· We talked about

16· ·good in that time period.

16· ·diversifiers within diversifiers.· There are a

17· · · · But then the long/short -- the credit arb

17· ·lot of different things that strategic

18· ·and a lot of those other strategies did really

18· ·investments can invest in.· And having the

19· ·well, but the long/short guys essentially got

19· ·discussion around what are the economic sources

20· ·killed.· So I don't know how many long/short we

20· ·of returns and do they really truly diversify and

21· ·have, but I wouldn't think that long/short would

21· ·make sense from a microeconomic perspective.

22· ·be a big diversifier, a beta helper either.· And

22· · · · The comment was made about long/short

23· ·I would encourage you to do less long/short in

23· ·equity.· And we agree, the generalist long/short

24· ·what you do and let's do it in equities and the

24· ·equity market is so incredibly difficult.· Global

25· ·other asset classes.

25· ·macro, again, the same thing.· So a constant
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·1· ·challenging of ideas and really re-underwriting

·1· ·each of them.· Samit, if you have a --

·2· ·the portfolios sort of in real time.· And, again,

·2· · · · MR. CHHABRA:· Actually, I'd like to get to a

·3· ·that economic sources return I can't emphasize

·3· ·slide, if we can move forward to -- let's go

·4· ·enough, really trying to understand why does a

·4· ·forward one more.

·5· ·strategy make sense or does it even in today's

·5· · · · MR. PETER JONES:· Can you put the mike a

·6· ·market environment.

·6· ·little closer?

·7· · · · Beta, a comment was made about beta.· And,

·7· · · · MR. CHHABRA:· Sorry.· So I just want to

·8· ·again, you know, it depends on which part of

·8· ·touch on the diversification element.· Trent

·9· ·strategic investments.· But about five or six

·9· ·mentioned earlier a primary objective of this

10· ·years ago a very deliberate effort was made to

10· ·part of the portfolio is diversification to the

11· ·introduce strategies that were as uncorrelated or

11· ·broad equity exposure across the FRS.· He

12· ·had as low beta as possible to the equity

12· ·actually mentioned a few objectives,

13· ·markets, really focusing on other markets around

13· ·diversification, getting a return target, and

14· ·the world.· And so when you look at the public

14· ·then specifically within this part of the

15· ·market component of strategic investments, that

15· ·strategic allocation, the more diversifying hedge

16· ·beta, you will see, has really come down

16· ·funds, is for frequent liquidity as well.

17· ·meaningfully over time.

17· · · · The diversification part, the

18· · · · And then finally there's the dual challenges

18· ·diversification benefits have been strong, as you

19· ·that we all face of trying to generate returns

19· ·can see.· What you see on this page are going

20· ·above benchmarks for the asset class broadly

20· ·back a few years, the drawdowns in the MSCI, the

21· ·speaking as well as at the micro level, sort of

21· ·largest drawdowns, which have been, outside the

22· ·the sub-strategy level and the very specific

22· ·pandemic, pretty benign.

23· ·manager level.· So there's a constant discussion

23· · · · But what you see in the blue -- that's in

24· ·around it, what portion of that sort of hierarchy

24· ·the brown bars.· In the blue bars is the

25· ·are we focused on and what are the drivers of

25· ·performance of the hedge fund allocation here.
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·1· ·And you'll notice in each period where the equity

·1· ·markets that are public market equivalents to a

·2· ·markets have fallen off, we've seen protection

·2· ·lot of what the underlying managers in your

·3· ·offered by the hedge fund strategy.

·3· ·portfolio are doing.

·4· · · · So getting back to Trent's earlier objective

·4· · · · The first slide here, Trent went through

·5· ·of diversification, that's been achieved.

·5· ·this already, so I won't spend a long time here.

·6· ·Perhaps in the next few years we'll see more

·6· ·But the one chart on the right I think is worth

·7· ·periods of equity market stress, perhaps not.

·7· ·noting.· That shows your portfolio.· And, again,

·8· ·But what we are confident of is in the

·8· ·this is on the private investments, so think

·9· ·construction of the current allocation providing

·9· ·funds that you commit to.· They have a multi-year

10· ·that diversification as it has historically.

10· ·horizon and their drawdown fund structures or

11· · · · And maybe flip forward one more page.· These

11· ·SMAs.

12· ·next couple of pages just go through where

12· · · · On the right, we show in the green NAV as of

13· ·current valuations are.· You see the path of

13· ·June 30th and, in the blue, the unfunded

14· ·interest rates over here in terms of bond yields

14· ·commitment.· So that gives you your total

15· ·and over time bonds and their yield.· So at these

15· ·exposure, when we refer to total exposure.

16· ·low yields, you know, we place a lot of emphasis

16· · · · What I would say is I think this depicts a

17· ·on the ability of the diversifying hedge funds to

17· ·broadly diverse portfolio.· I think, to Trent's

18· ·provide not only diversification but achieve a

18· ·earlier point on distressed, in some ways it's a

19· ·return premium to what you see here in

19· ·little bit of a misnomer.· Within that -- and I

20· ·traditional defense.

20· ·would say the greatest proportion of funds within

21· · · · UNIDENTIFIED SPEAKER:· Great.· And then if

21· ·that are what we would describe as opportunistic

22· ·we move forward for the private credit market

22· ·credit.

23· ·section, I'll spend a few minutes here just

23· · · · So when you think of peer play distress, you

24· ·talking about the private credit markets.· And a

24· ·think of a group that is looking to achieve

25· ·lot of this actually speaks to the public credit

25· ·economics through a restructuring.· A lot of the
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·1· ·funds within that category are not doing that.

·1· ·20 cents on the dollar, that's a pretty risky --

·2· ·In fact, what they're intending to do is take

·2· ·a riskier proposition today than it has been

·3· ·advantage of dislocations like we had in March of

·3· ·historically.

·4· ·last year, but they may be investing in bonds of

·4· · · · If we flip to the next slide, this just

·5· ·Ford Motor Company or Charter Communications at

·5· ·shows you the total market cap for U.S. corporate

·6· ·80 cents pull to par.· So I just wanted to flag

·6· ·bonds.· And you can see that march higher.· So

·7· ·that, because that does look like an outlier, but

·7· ·yields are compressing.· Obviously, there's a

·8· ·it fundamentally is a little bit more diverse

·8· ·feedback loop in terms of the amount of leverage

·9· ·within that category itself.

·9· ·that non-financial corporates are able to take

10· · · · If we flip over, I'll go through the next

10· ·on.

11· ·few slides quite quickly.· Samit just made a

11· · · · The one color I would point out here is that

12· ·point here, the unrelenting downward trending

12· ·the one in the middle, the gray that's occupying

13· ·yield.· A couple of things to point out.· One,

13· ·a lot of that, everything above the gray is your

14· ·this is risk-free rates, so Treasuries as well as

14· ·non-investment-grade issuers.· But that gray is

15· ·AAA corporate.· If you lay on top of this the

15· ·your riskiest part of investment grade.· So

16· ·markets that we focus on more so, which are going

16· ·that's your BBB issuers.

17· ·to be the public market equivalents of high yield

17· · · · And certainly in March of last year, I think

18· ·and leveraged loans, there would be a spread on

18· ·there was a lot of concern about fallen angels.

19· ·top of that.

19· ·Those are issuers that go from BBB to

20· · · · Spreads are, in the high yield, near

20· ·non-investment grade.· And what that would create

21· ·all-time lows as well.· So you now have a

21· ·is really some structural issues, because a lot

22· ·high-yield market that really shouldn't be called

22· ·of owners of investment grade are not able to

23· ·high yield anymore because rates are -- our yield

23· ·hold non-investment grade, so there would be this

24· ·to maturities are between 4 and 5 percent, which

24· ·churn.

25· ·for an asset class that oftentimes only recovers

25· · · · Clearly, what happened, with the liquidity
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·1· ·that's gone into the system, is that those fears

·1· ·day one, is actually lower oftentimes than if you

·2· ·were not realized.· But it is something that we

·2· ·look at that company in a year or two.

·3· ·pay attention to because that is a very large

·3· · · · And then just flipping over, touch on a few

·4· ·proportion of the overall bond markets today.

·4· ·more things.· Again, this goes along with the

·5· · · · And then flipping forward, given all of

·5· ·point that I think there's a lot of liquidity out

·6· ·that, yields low, certainly availability of

·6· ·there.· And you're seeing that playing through

·7· ·capital, it's not a surprise to see here that

·7· ·with things like covenant-lite loan percentages.

·8· ·we're showing that LBO purchase multiples are

·8· ·That trend is not a new one, but now we're at

·9· ·near all-time highs.· With that comes use of

·9· ·all-time highs.· EBITDA adjustments such that

10· ·leverage.· So leverage multiples are at all-time

10· ·those leverage multiples may actually be quite a

11· ·highs.

11· ·bit higher than what we're seeing on the screen.

12· · · · The one thing -- and so the overall theme is

12· · · · And all of that is driven by -- you know,

13· ·we're back to very much a borrower friendly

13· ·there is an environment where there isn't a lot

14· ·environment.· The one thing here that does look

14· ·of fear in the system.· Default rates are near

15· ·positive is that there is greater equity

15· ·all-time lows.· And, again, that plays back to

16· ·contribution in those deals.· A number of the

16· ·the liquidity point.

17· ·strategies that are in your portfolio are

17· · · · And then finally, if we move forward one

18· ·financing these LBOs, so we're very conscious of

18· ·more, what does this all mean?· This translates

19· ·these trends in general.

19· ·into the private credit market specifically

20· · · · What I would say, though, is that equity

20· ·continuing to march upward.· The chart on the

21· ·contribution also is a little bit misleading.· As

21· ·left here just showing that you're between three

22· ·John Bradley would attest to, a lot of deals

22· ·to four times what you were outside of the great

23· ·recently are structured with what are called

23· ·financial crisis.

24· ·delayed draw facilities.· So the amount of

24· · · · Why will you continue to see that increase

25· ·leverage that a company takes on at first, first,

25· ·and that march forward?· It's really the chart on
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·1· ·the right.· And that is the consistent

·1· ·just take a quick chance to provide an update on

·2· ·outperformance of private credit strategies from

·2· ·the real estate debt and the timber allocation

·3· ·public credit strategies.

·3· ·within the strategic investments portfolio.· So

·4· · · · So the wrap-up summary points are, I think,

·4· ·these are private market investments again, in

·5· ·as we all know, equity markets feel frothy.

·5· ·the form of both closed-end funds primarily as

·6· ·Credit markets are definitely playing into that

·6· ·well as a couple of separate accounts, one in the

·7· ·theme.· We are very conscious and Trent and his

·7· ·debt portfolio and two timber separate accounts.

·8· ·team is very conscious of making sure the

·8· · · · And as we have done so since 2004, Townsend

·9· ·managers that you're backing are willing to maybe

·9· ·and specifically Dick Brown and I, who is also on

10· ·give up a little bit on yield to ensure that

10· ·the phone here, work with Trent and his team on

11· ·they're not giving something up on documentation,

11· ·the real estate debt and timber portfolios, as

12· ·because those are the issues that will certainly

12· ·well as Steve Spook and his team on the real

13· ·hurt you in the longer run.

13· ·estate equity portfolio.

14· · · · But overall, private credit I think is -- as

14· · · · So given the presentations you already heard

15· ·the market grows, there are plenty of

15· ·and the fact that real estate debt and timber are

16· ·opportunities, and we're spending a lot of time

16· ·relatively small compared to the other asset

17· ·with Trent and his team in finding, I think,

17· ·classes, I'll try and keep this brief.· But the

18· ·differentiated opportunities within the space to

18· ·real estate debt portfolio is a lower total

19· ·generate outperformance going forward.

19· ·returning portfolio with a higher income

20· · · · MR. PETER JONES:· Okay.· Questions?· Well,

20· ·component, so about 6 percent income driven

21· ·very good.· Thank you.· Appreciate that.· And now

21· ·through the debt structure, and a little bit

22· ·we have one more component to this section.· It's

22· ·different than the real estate equity portfolio,

23· ·from Townsend.

23· ·which has a little bit of a lower income, 4 to 5

24· · · · MR. MARCUS:· Thank you and good afternoon.

24· ·percent income from rents and the balance from

25· ·Sorry we're on video or audio here.· I wanted to

25· ·appreciation.
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·1· · · · So as Trent mentioned, the real estate debt

·1· ·commitments totaling approximately $925 million

·2· ·and the timber portfolio today have a market

·2· ·to both funds and increasing our separate account

·3· ·value of about $1.4 billion.· That's 7.6 percent

·3· ·exposure.

·4· ·of the strategic investments allocation.· And

·4· · · · And these investments are across the capital

·5· ·this portion of the portfolio has performed well

·5· ·stack but do target returns in the low to mid

·6· ·since its 2007 inception.· About a 7.1 percent

·6· ·double digits.· Each of these new commitments is

·7· ·net IRR.

·7· ·relatively early in their investment period,

·8· · · · The debt investments are a little bit

·8· ·experiencing a bit of J curve, but are on target

·9· ·higher, with timber being a little bit lower.

·9· ·with the original underwriting over the last

10· ·And we'll talk about this slide here in front of

10· ·couple of years, despite the pandemic.

11· ·you in a minute, where we see the individual

11· · · · This is also a portfolio throughout 2021

12· ·performance.

12· ·that has grown, as they're contracting in prior

13· · · · Overall the portfolio has committed

13· ·years.· And, again, this is due to the new

14· ·approximately $3.9 billion, returning in the form

14· ·commitments we've seen, what I would describe as

15· ·of income, appreciation, gains, distributions

15· ·cash flow negative, more capital going out into

16· ·about 2.8 billion, with a current market value of

16· ·these investments than actually receiving back,

17· ·1.4.

17· ·as the portfolio has grown to the size it is

18· · · · So we also have a number of unfunded

18· ·today.

19· ·commitments in this portfolio, about 800 million.

19· · · · Performance is highlighted in front of you,

20· ·In the past I've highlighted, and this is going

20· ·with recent underperformance in the real estate

21· ·back to maybe 2019, that we had limited new

21· ·debt investments.· This is due to a couple of

22· ·commitments within the portfolio, given the

22· ·factors that I've already mentioned, the J curve

23· ·outsized returns that Trent and his team saw

23· ·that we're experiencing in new commitments, but

24· ·elsewhere from other asset classes.· However,

24· ·we also had a gap of commitments between 2016 and

25· ·since that time, we've committed -- made five

25· ·2019.· So our original commitments had some
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·1· ·previous realized gains, and those are winding

·1· ·and throughout COVID.· They've come back down a

·2· ·down, and now we're sort of rebuilding the

·2· ·little bit.· But initially, the log producers saw

·3· ·portfolio.

·3· ·and experienced this increase, and now we're

·4· · · · The other sort of return differential here

·4· ·seeing the valuation increase a bit in our

·5· ·is that we are compared to the CPI index, which

·5· ·portfolio.

·6· ·is, as you can see over the last year and as

·6· · · · There is still an oversupply, and the

·7· ·we've all experienced and seen in the press, CPI

·7· ·supply-demand dynamics are still working through

·8· ·has been quite a bit higher than the previous

·8· ·the system.· But as you can see, the

·9· ·years, and that's driving sort of the

·9· ·outperformance here in our timber portfolio is

10· ·underperformance in the real estate debt

10· ·primarily due to that appreciation as that's

11· ·portfolio.

11· ·starting to be realized in our recent

12· · · · The timber portfolio, it began in 2012.· It

12· ·investments.

13· ·has grown to about 537 million of net asset

13· · · · The last comment I'll make is that this

14· ·value.· And this consists of both domestic and

14· ·portfolio is, as a whole, generating returns as

15· ·international investments.· About 86 percent is

15· ·expected, as I think the overall strategic

16· ·domestic.· And while the portfolio is still young

16· ·investments is positioned to hedge a bit on

17· ·and value creation is taking place, timber

17· ·overall equity returns, and that's really where

18· ·typically takes about a 20 year investment time

18· ·we're targeting our investments today.· And I'll

19· ·horizon.· As you see here, recent performance has

19· ·keep it short and just kind of wrap it up here,

20· ·been strong, and we saw valuations increase over

20· ·but happy to take any additional questions.

21· ·the 2020 and into 2Q '21, after valuations were

21· · · · MR. PETER JONES:· Okay.· No questions at

22· ·held flat previously.

22· ·this point?· All right.· That concludes our

23· · · · I think this was mentioned by Mr. Collins

23· ·strategic investments deep dive.· Trent, thank

24· ·and Trent answered as well.· But log prices have

24· ·you for overseeing that.· We're now going to turn

25· ·increased significantly over the last 18 months

25· ·to the fixed income asset class.· So, Katy, maybe
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·1· ·she's on the --

·1· ·to that negatively correlated environment.

·2· · · · MR. MOOSE:· Katy is unavailable today, so

·2· · · · Overall our benchmark is the Bloomberg

·3· ·you get second string.· My name is Kevin Moose.

·3· ·Barclays Intermediate Aggregate Bond Index.· Four

·4· ·And Jon Yeatman is my colleague.· We'll be

·4· ·sectors basically.· We have Treasuries,

·5· ·presenting the fixed income overview this

·5· ·government related, investment grade corporates

·6· ·quarter.

·6· ·and securitized.· Currently the duration is

·7· · · · MR. PETER JONES:· Great.

·7· ·roughly 4.3 to 4.4 years.· It's increased,

·8· · · · MR. MOOSE:· We provided a brief agenda,

·8· ·extended about .85.· Last year it was 3.55 years.

·9· ·which we will loosely follow.· Unfortunately, I

·9· ·Overall the yield is roughly 1.47 percent.

10· ·can't see very well, so I'm going to have to go

10· ·Average quality rating is AA.· Overall size is 21

11· ·by my paper.· I'm too far away.

11· ·trillion, and it currently has roughly 9,200

12· · · · Overall the general objective for the fixed

12· ·constituents.

13· ·income allocation is to provide stable fixed

13· · · · The fixed income allocation within the total

14· ·income returns, outperform the benchmark, with a

14· ·fund is roughly 17.35 percent of the total fund.

15· ·low risk budget.· Ideally, we provide liquidity

15· ·The chart on the right gives you a better visual

16· ·on demand and serve as a diversifier for our

16· ·where we're at.· We're slightly below policy

17· ·equity allocation.

17· ·target but in the very -- moderately low part of

18· · · · Historically, fixed income has done fairly

18· ·the current operating range.· We've actually been

19· ·well as being a -- fixed income returns have been

19· ·mostly toward the bottom of the range for most of

20· ·negatively correlated with equities.· However,

20· ·the year.

21· ·periodically, over the last 13 years, as the

21· · · · Overall it's roughly $36 billion allocated

22· ·chart on the right demonstrates, there were very

22· ·to fixed income, split between active and

23· ·brief periods where we were positively

23· ·passive.· Fifty-seven percent is active.· That is

24· ·correlated.· This is using a 12 month rolling

24· ·managed both internally and externally.· We have

25· ·basis.· We believe that not too long we'll return

25· ·43 percent which is passive.· That's all managed
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·1· ·internally.· And 37 percent of the total fund is,

·1· ·economy, above -- well above trend inflation and

·2· ·sorry, of the total fixed income allocation is a

·2· ·a strong recovery in the labor market.· The

·3· ·passive portfolio benchmarked against the

·3· ·market basically is anticipating a Fed reversal

·4· ·intermediate aggregate.· And then the other 6

·4· ·of the extraordinarily easy monetary policy,

·5· ·percent is in a liquidity portfolio managed

·5· ·which they have actually -- are terminating the

·6· ·against the gov/cred 1-3.

·6· ·quantitative easing asset purchase program and

·7· · · · Of the active portion, just over 20 billion

·7· ·most likely will double the pace of the taper

·8· ·is actively managed.· Of that, 32 percent is

·8· ·from what they originally stated they

·9· ·internal, and the rest is managed by our external

·9· ·anticipated.

10· ·managers in varying degrees of risk.· Mostly it's

10· · · · This one is really hard for me to read.

11· ·core strategies.· We do have two managers in a --

11· ·Sorry.· Overall total returns are going to be

12· ·barbelled in a core plus strategy.

12· ·negative.· However, we're going to -- risk assets

13· · · · Overall for the last two years, we've had

13· ·actually performed well versus Treasuries.· The

14· ·fairly anomalously high fixed income returns.

14· ·excess returns for public fixed income, we had --

15· ·Last year was roughly 7 percent.· This year we're

15· ·corporates performed exceedingly well on an

16· ·not going to be so lucky.· Currently the

16· ·excess return basis, followed by CMBS and munis.

17· ·intermediate agg is actually -- I think as of

17· · · · Next up is our internal manager, Jon

18· ·last night was minus 1.22 percent, total return

18· ·Yeatman.· He can describe our internal process.

19· ·for the year to date.· So, while equities are

19· · · · MR. YEATMAN:· Is the microphone good?· Can

20· ·doing great, not so much for fixed income this

20· ·everybody hear me?· Good.· So if you look here on

21· ·year.

21· ·the left, you can see a chart of our current mix

22· · · · Mostly driving fixed income returns is a

22· ·of portfolios.· As of the end of October,

23· ·market-driven shift in what they believe the FOMC

23· ·internal fixed income managed approximately $48

24· ·will likely do.· We've had strong equity market

24· ·billion in assets.

25· ·returns, strong growth, positive outlook in the

25· · · · You see the -- this number is a little bit
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·1· ·higher than what Kevin showed a few slides ago.

·1· · · · Starting off with our two short-term

·2· ·That's due to -- we also manage the Florida

·2· ·portfolios for the Florida Retirement System, we

·3· ·hurricane catastrophe fund internally as well.

·3· ·have our cash portfolio.· So as Kevin mentioned,

·4· ·That's the orange slice up there on the left.

·4· ·one of our investment objectives is to provide

·5· ·And so the remaining two-thirds of these

·5· ·liquidity on demand.· And this portfolio is kind

·6· ·portfolios are Florida Retirement System assets.

·6· ·of the first layer of that, providing daily

·7· · · · So the mixture of these is approximately

·7· ·liquidity.

·8· ·50-50 between short-term assets and long-term.

A

·8· · · · You can see here on the maturity schedule on

·9· ·slight bias towards the short-term, with the cash

·9· ·the left here, we have -- per the guidelines of

10· ·enhanced there on the right.· In addition to

10· ·the portfolio, we're required to keep 10 percent

11· ·these portfolios, we also provide quotes and

11· ·in overnight liquidity and 30 percent within one

12· ·trading for both the Florida Lottery and the debt

12· ·week.· And as you can see, we're currently a

13· ·service accounts.· In addition to that, we also

13· ·little bit over that 30 percent.· We're currently

14· ·provide oversight to the sec lending program for

14· ·a little bit shorter.

15· ·the entire board.

15· · · · MR. COLLINS:· Can I interrupt for a second,

16· · · · Here we have on this tiny chart the team.

16· ·Mr. Chairman?· Given that the returns are what

17· ·Going from left to right there, we have our

17· ·they are in fixed income, does it make sense to

18· ·trading team, which also includes our short-term

18· ·look at the 10 percent one week requirement or

19· ·and operations staff, our one-man securitized

19· ·overnight requirement and get a little bit more

20· ·team, myself, the credit team and Kevin here,

20· ·money to work a little bit further out, to just

21· ·with Katy sitting over top of us.· So I'd like to

21· ·get a couple more basis points?· I mean, when was

22· ·point out that on this chart, of the 16 positions

22· ·the last time we had to create 10 percent of that

23· ·here, 13 of them are totally dedicated to either

23· ·portfolio overnight?

24· ·the management, trading or operations on our

24· · · · MR. YEATMAN:· You're kind of teeing one up

25· ·internal accounts.

25· ·for me here.· I really appreciate that.· If you
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·1· ·give me just a second here.· And so, to your

·1· ·actually did -- we doubled this allocation up to

·2· ·point, on the right here, you can see that even

·2· ·750 million earlier this year.

·3· ·pre-pandemic, we were struggling to get any more

·3· · · · I've included this slide as a reference.

·4· ·than modest returns on our cash.· And a lot of

·4· ·I'm not going to spend a whole lot of time on it

·5· ·that is due to the lack of high quality money

·5· ·unless you want to go back and read the

·6· ·market securities with any kind of yield.· And so

·6· ·requirements.· But the main point I want to make

·7· ·it got even worse when the Fed funds got cut to

·7· ·about our securities lending is it's a very

·8· ·zero.· You can see right there, the returns kind

·8· ·risk-controlled strategy, very belts and

·9· ·of flatlined.

·9· ·suspenders type of program.

10· · · · So not exactly on purpose, but we funded a

10· · · · And as you can see, the monthly net earnings

11· ·cash enhanced portfolio, initially with

11· ·have trended lower over time.· It's been a

12· ·375 million in May 2020, where we did add that

12· ·challenging return environment, not just for

13· ·incremental yield in return by taking on some

13· ·fixed income, but also the opportunity set for

14· ·modest duration in credit risk.· And so the cash

14· ·our three sec lending managers.· You can see on

15· ·portfolio is benchmarked to the three month

15· ·the table on the right there, our -- over the

16· ·T-bill index, whereas this FRS cash enhanced is

16· ·last five years, the net earnings have halved.

17· ·indexed to the Barclays 1-3 gov/corp.

17· ·And I did want to mention we are currently doing

18· · · · And so it's a modest amount of additional

18· ·a review of the program.· It just kicked off

19· ·risk, but you can see on the chart here, it has

19· ·about a month ago, I believe.· Are there any

20· ·added 49 basis points over the cash portfolio

20· ·questions?

21· ·since inception.· And so as of the previous month

21· · · · MR. PETER JONES:· Are you using state street

22· ·end, the yield on the cash enhanced is 75 basis

22· ·or J.P. Morgan or -- for the securities lending?

23· ·points versus the yield on the cash portfolio is

23· · · · MR. YEATMAN:· We have three managers.

24· ·11.· And so we are getting, call it 65 basis

24· · · · MR. LAMAR TAYLOR:· So we split that up.· So

25· ·points on less than two years duration.· And we

25· ·our custodian is one of the managers.· Sec
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·1· ·lending is another -- I think that's actually --

·1· ·on the right.· They're quite modest.· We do not

·2· ·and then we have some commingled funds where some

·2· ·take a lot of risk in this portfolio.· Most of

·3· ·of the securities within them are lent in those

·3· ·our returns are generated through sector and

·4· ·structures.· Our primary managers are in sec

·4· ·security selection.· We do not have any exposure

·5· ·lending.

·5· ·to any plus sectors, no high yield, no EM.· And

·6· · · · MR. PETER JONES:· And when you lend the

·6· ·that allows us, as an asset class, to allocate

·7· ·securities, do you get them back to vote?

·7· ·that risk to our external managers, who are kind

·8· · · · MR. LAMAR TAYLOR:· We can call them back to

·8· ·of better prepared to allocate that kind of risk.

·9· ·vote.

·9· · · · If there's nothing else, I'll pass it back.

10· · · · MR. YEATMAN:· So moving on to our long-term

10· ·Wait, sorry.· One more.· This is the current

11· ·portfolios, we manage a little over 15 billion in

11· ·positioning.· We are slightly overweight spread

12· ·passive money.· You can see we have 8.5 in a

12· ·product.· We are pick yield, neutral duration,

13· ·gov/corp passive, 4.5 in MBS, and the remainder

13· ·slightly down in average quality, but very --

14· ·is in the liquidity portfolio.

14· ·again, very modest risk.· I'll hand it over to

15· · · · So these portfolios have typically been kind

15· ·Kevin to talk about the fun stuff.

16· ·of our second layer of liquidity.· So in times of

16· · · · MR. COLLINS:· Can you go back to that slide

17· ·stress, when we are -- we do trigger a rebalance,

17· ·real quick?· I'm sorry.· So the bottom, where it

18· ·we have to send some money down the hall to

18· ·says Treasury and it's negative 8 percent, one

19· ·global equity, these are typically the first

19· ·says positioning, and then it says active market

20· ·portfolios to take that hit.· And going through

20· ·value.· So did we lose 8 percent in Treasuries or

21· ·the COVID crisis the first half of last year, the

21· ·we're down 8 percent below some benchmark, or

22· ·liquidity portfolio added quite a bit of value

22· ·what does that mean?

23· ·and flexibility during that time.

23· · · · MR. YEATMAN:· That's below the index.

24· · · · Moving on to our other one, this is our

24· · · · MR. COLLINS:· Okay.· So that is positioning.

25· ·active core strategy.· Take a look at the returns

25· · · · MR. YEATMAN:· That is positioning.
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·1· · · · MR. COLLINS:· Not market value.

·1· ·cracks that could form, they're showing up kind

·2· · · · MR. YEATMAN:· It is percent market value.

·2· ·of further down the stack, not in anything that

·3· · · · MR. COLLINS:· So we're 92 percent of -- tell

·3· ·we're currently playing in, internally at least.

·4· ·me what that means.

·4· · · · MS. CANIDA:· Thank you.

·5· · · · MR. YEATMAN:· No.· So the index is 32

·5· · · · MR. MOOSE:· In fixed income we have a

·6· ·percent Treasuries.· We are 24 percent.

·6· ·relatively small stable of external managers.· We

·7· · · · MR. COLLINS:· I got you.· Thank you.

·7· ·use them primarily to diversify our existing

·8· · · · MS. CANIDA:· Mr. Chairman, can I ask a

·8· ·internally managed core strategy, as well as bolt

·9· ·question?· Jon or Kevin, either one, have you --

·9· ·on asset class management -- sector management

10· ·what have you seen from a trading market

10· ·that we are unable to do internally, such as high

11· ·perspective as far as CMBS and credit?· Are you

11· ·yield, emerging markets and structured credit.

12· ·seeing any nervousness there?· I mean, I know

12· · · · We just don't have the bench and the size

13· ·spreads are still very tight, but underneath

13· ·here in fixed income to do that.· So it's

14· ·that --

14· ·perfectly positioned for us to do that

15· · · · MR. MOOSE:· Generally, in CMBS, from what

15· ·externally.· We also lean on our external

16· ·we're hearing, it's come back a lot.· There was a

16· ·managers for research, market color, strategic

17· ·lot of -- and it's mostly collateral-based fears,

17· ·outlook and some scenario analysis periodically.

18· ·specifically like retail, some concerns in office

18· · · · We obviously look at our managers closely,

19· ·space.· A lot of that has subsided, though, and

19· ·particularly no less than once a month.· But, as

20· ·it's -- I mean, there's still some out there, but

20· ·market changes dictate, we obviously get updates

21· ·primarily it's mostly -- I would say mostly back

21· ·there as well.· Primarily, though, when we rank

22· ·to -- I'm not going to say most.· It's a lot

22· ·our managers, we have overall performance

23· ·further -- closer to pre-pandemic levels than we

23· ·combined with volatility of active returns,

24· ·were, say, six months to a year ago.

24· ·adherence to their stated investment objectives

25· · · · MR. YEATMAN:· I would just add that the

25· ·and strategies, ability and willingness to take
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·1· ·appropriate risk and consistency of investment

·1· · · · They're short duration overall, about .17

·2· ·team and organization as a whole.

·2· ·years.· We're picking yield, I think 42 basis

·3· · · · Presently our external managers, if you look

·3· ·points.· I can't quite see it.· And pick spread,

·4· ·at them in aggregate, they're positioned to

·4· ·OAS is up 24 basis points.· Slightly down in

·5· ·outperform the benchmark in a continued growth

·5· ·credit versus the benchmark, AA minus versus the

·6· ·environment.· With measured monetary policy

·6· ·AA benchmark.· And just shy of 14 billion is the

·7· ·tightening, moderating inflation, no disruption

·7· ·overall portfolio size.

·8· ·in market liquidity and overall businesses and

·8· · · · From a sectors perspective, we have

·9· ·consumer, our balance sheets remain strong in the

·9· ·overweights in investment grade credit, high

10· ·near term.

10· ·yield credit, securitized, very slim overweight

11· · · · How they're positioned specifically, they're

11· ·in EM at the expense of Treasuries.· It's I think

12· ·underweight interest rate risk in the

12· ·a 20 percent underweight in Treasuries.· That's

13· ·intermediate part of the Treasury curve,

13· ·with overweight spread across those other

14· ·significantly reduced their TIPS allocation.

14· ·sectors.

15· ·They're underweight U.S. Treasuries from a sector

15· · · · Total fixed income performance.· We

16· ·standpoint and overweight spread sectors to

16· ·generally have outperformed the benchmark for

17· ·corporates, securitized and the plus sectors,

17· ·each measurement period.· However, we will

18· ·like EM and high yield.

18· ·likely -- total returns this year are going to be

19· · · · Some key risk metrics for our external

19· ·negative, like we mentioned earlier.

20· ·manager portfolio.· You see there, seven years,

20· · · · As Jon mentioned earlier also, our internal

21· ·significantly underweight key rates, our key rate

21· ·portfolio, it's modest outperformance, and it's a

22· ·duration there, underweight two years as well,

22· ·consistent modest outperformance.· A lot of times

23· ·with very slight overweight in ten.· The rest of

23· ·we actually have -- two-thirds of our internal

24· ·that is pretty much noise.· Anything under

24· ·portfolio is passive, so if we had extreme

25· ·five -- .05 years is most unhedgeable.

25· ·outperformance in our internal portfolio in
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·1· ·aggregate, it would be somewhat suspicious, I

·1· ·That is the dot plot.· And as you can see, the

·2· ·would assume.

·2· ·gray dots for any given year-end are indicative

·3· · · · Also our external managers, they've done

·3· ·of where FOMC members anticipate the Fed target

·4· ·very well over the last -- over the previous five

·4· ·being at that year, where gray was last year,

·5· ·years, each measurement period.· They are all

·5· ·yellow is this year.

·6· ·active managers, and they have levers that we are

·6· · · · And for instance 2023, there were only, I

·7· ·unable to pull, such as EM, high yield and

·7· ·think, five, maybe six members that thought there

·8· ·structured credit.

·8· ·would be a rate hike.· However, the September

·9· · · · We're in somewhat of a minority as far as

·9· ·meeting, you see there's only one member that

10· ·state pensions being indexed against the

10· ·feels there should be no rate hikes.· So a much

11· ·intermediate agg.· And from a total return

11· ·more hawkish Fed has induced the market into

12· ·standpoint, we have underperformed the full bond

12· ·selling off in fixed income space.

13· ·aggregate.· However, on a risk-adjusted basis,

13· · · · Not only has the yield curve increased,

14· ·typically we outperform.

14· ·we've also seen a significant pickup in

15· · · · However, this year, as of this slide, we're

15· ·inflation.· So real yields in this case, current

16· ·set to underperform on a risk-adjusted basis and

16· ·CPI minus ten year yields, they're pretty much

17· ·a total return basis, but as of last night, we

17· ·negative across the board for developed markets.

18· ·actually are right about the same.· So we could

18· · · · Additionally, there's a significantly

19· ·potentially outperform the full bond agg by the

19· ·large -- it's not record high, but it's still

20· ·end of the year.

20· ·very high, an elevated pool of negative nominal

21· · · · This slide basically shows us where yields

21· ·yielding debt.· Currently it's at 13 trillion

22· ·have changed for the current year.· The U.S.

22· ·globally.

23· ·Treasury curve is flattened, with significant

23· · · · Having said that, developed market, we're

24· ·pick up in yields in the intermediate part of the

24· ·still probably a very good game to be played in

25· ·curve, primarily due to the chart on the right.

25· ·the U.S., as far as deep liquid in developed
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·1· ·market yields.· These are ten year yield nominals

·1· · · · MR. GOETZ:· Kevin, could I ask a question

·2· ·for the development markets plus China.· The

·2· ·right there?

·3· ·two -- you know, Germany and Japan, as you see,

·3· · · · MR. MOOSE:· Absolutely.

·4· ·Germany is negative and Japan I think might be

·4· · · · MR. GOETZ:· The chart on real yields is a

·5· ·slightly negative or very slightly positive.· But

·5· ·stunner, right?· Like, I mean, if you had asked

·6· ·we're right about 1.50.

·6· ·any of us that work in markets what would the

·7· · · · Overall flows into the fixed income space,

·7· ·negative real yield be on government debt across

·8· ·right about $950 billion year to date.· This is

·8· ·the world, we wouldn't have picked this chart,

·9· ·as of, I think, November 30, kind of splitting

·9· ·right, at any point in time in history.

10· ·between ETFs and mutual funds.· This is according

10· · · · So my question for the fixed income side is,

11· ·to Bloomberg.

11· ·what would it take for us -- we've been low

12· · · · We've also had -- it's not quite record

12· ·duration, right, across the board.· What would it

13· ·pace, but it's extremely high.· Right now we've

13· ·take to go even lower duration or up in duration

14· ·seen, I think as of yesterday, 803 billion net

14· ·from a tactical standpoint?

15· ·investment grades, net corporate supply.· And

15· · · · MR. MOOSE:· Where would it -- what would

16· ·even with that, we still see significantly tight

16· ·make me want to buy fixed income?

17· ·spreads.· And from a historical basis, they're

17· · · · MR. GOETZ:· What would make you want to buy

18· ·right at -- they're almost record tights.

18· ·it, but also I would say this real ten year yield

19· · · · Lower quality credit has tightened slightly

19· ·is really bad.· I mean, obviously, we can say

20· ·more than higher quality credit.· And with rates

20· ·some of the inflation is transitory.· But this is

21· ·being -- I'm sorry.· With spreads being so tight

21· ·the worst it's ever been from a real yield

22· ·on a historic basis and the outlook for market

22· ·standpoint across the world.

23· ·pricing and higher yields, we really don't see

23· · · · MR. MOOSE:· I do want to point out, like

24· ·much hope for positive returns in fixed income

24· ·this is not the yield on TIPS, ten year TIPS.

25· ·next year.

25· ·This is kind of just to demonstrate just not only
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·1· ·that we have low yields, but we also have

·1· ·that would be, you know, the Fed, for now five or

·2· ·extraordinarily high inflation.· So to answer

·2· ·six years, going on -- ever since Powell has been

·3· ·your question about like what would take these

·3· ·there, they'll make a move, and they say they

·4· ·yields lower, it would have to be some sort of,

·4· ·want to be hawkish.· And then everybody will

·5· ·you know, extraordinary monetary policy globally

·5· ·complain about interest rates going up, and then

·6· ·that could -- say we go negative interest rates,

·6· ·they'll come in and they'll revert.

·7· ·that --

·7· · · · So I don't know that there's a real long --

·8· · · · MR. GOETZ:· My question is, this is

·8· ·I don't know that I would bet on a real long-term

·9· ·extraordinarily negative real yield.· We have a

·9· ·hawkish trend, at least through the next election

10· ·low duration portfolio because we thought that

10· ·cycle.· Right?· So I think John asked a really

11· ·yields were low.· Right?· But then I saw your

11· ·good question.· Maybe forget about duration.

12· ·external managers actually undid TIPS.

12· ·Maybe it's asset allocation.· Maybe it's taking

13· · · · MR. MOOSE:· Yes.

13· ·10 percent out of fixed income.

14· · · · MR. GOETZ:· So it's kind of interesting.

14· · · · The question is, where do you go.· Right?

15· ·I'm just asking tactically, with the real yields

15· ·can't say that I'd get behind throwing $2 billion

16· ·being at this level, are we thinking about doing

16· ·extra into the equity market right now.· But, I

17· ·anything more on duration or positioning at all?

17· ·mean, that's not good.· That's really bad.· And

18· ·That's the question.

18· ·we're sitting here saying it's not going to be

19· · · · MR. MOOSE:· We would anticipate yields

19· ·good next year either.· So we're just taking it,

20· ·rising from here and particularly with the FMOC's

20· ·if you will.

21· ·shift to a more hawkish monetary policy.· And as

21· · · · MR. LAMAR TAYLOR:· Yeah.· I think that's

22· ·a result, we would be significantly underweight

22· ·fair.· I think that's been the challenge that

23· ·duration.· Is that what you're asking?

23· ·we've had for several years, is where do you put

24· · · · MR. GOETZ:· Yes.

24· ·the incremental dollar, because rates have

25· · · · MR. COLLINS:· I guess my add-on question to

25· ·continued to decline.· Real rates get even lower.
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·1· ·You push asset values up even higher.· And so,

·1· ·got the investment policy statement, and we'll

·2· ·you know, at some point, where does it -- where

·2· ·continue to manage accordingly.· But we will

·3· ·do you go, because -- unless you just assume

·3· ·start to look at trying to articulate, identify

·4· ·everything is going to continue to go as it's

·4· ·and then articulate how we would want to look at

·5· ·going, in which case the answer would be

·5· ·real alternative -- a real diversifying

·6· ·apparently global equity, in terms of where you

·6· ·opportunity.

·7· ·would put additional assets.· But I don't know

·7· · · · MR. PETER JONES:· Back to Peter's question,

·8· ·that that's a reasonable assumption to make.

·8· ·I was thinking part of the reason for this

·9· · · · I think part of the problem that the fixed

·9· ·allocation is just as a hedge against a big

10· ·group has, or the constraint that they're under,

10· ·declining equity market.

11· ·is that we allocate to them an extremely low risk

11· · · · MR. MOOSE:· That's one of the points I was

12· ·budget.· So they're tracking their target.· And

12· ·wanting to make as well.· In 2020 -- sorry.· In

13· ·that doesn't give them a lot of degrees of

13· ·2019 we didn't think fixed income would do well.

14· ·freedom to think in these ways, to kind of answer

14· ·We saw the significant decline due to the Federal

15· ·the question.· So I think it is a little bit of

15· ·Reserve actually cutting policy in 2019, and we

16· ·kind of a confounding question for them because

16· ·felt actually that 2020 was going to be kind of a

17· ·they're targeted to a low-risk budget.

17· ·rough year for -- we weren't going to be able to

18· · · · From an asset allocation standpoint, yeah, I

18· ·beat 8 percent in 2020.· We were wrong.· We did

19· ·mean, it's another reason why I think we want to

19· ·very well in 2020.

20· ·take a look at the strategic investment asset

20· · · · And it is a hedge.· It's negatively

21· ·class from a structural standpoint, because I

21· ·correlated to equities.· And when the time is

22· ·think the real question today is what is a

22· ·needed and equities are -- the equity markets

23· ·diversifier today and where do you find it.

23· ·might be frozen or significantly undervalued

24· · · · So those are the things that are top of mind

24· ·temporarily, fixed income is right there and very

25· ·to us.· Otherwise, we have the allocation.· We've

25· ·liquid.· And we have -- we're positioned well for
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·1· ·down equity markets, being long fixed income.

·1· ·side of it you didn't really need.

·2· · · · And while I may paint this dire picture,

·2· · · · I just -- I don't know.· I think we've been

·3· ·down 1 percent, down 2 percent on a hedge, where

·3· ·married to this asset allocation over time of,

·4· ·the equity market is up 10, I think that could

·4· ·hey, fixed income, you've got to have a big

·5· ·potentially be -- I'm not going to say

·5· ·percentage of it in your asset allocation because

·6· ·overlooked, but it might be just the cost of the

·6· ·it's a hedge and, you know, it's your anchor to

·7· ·hedge.

·7· ·windward or whatever.· But we've got a lot of

·8· · · · MR. COLLINS:· So the guys in long/short in

·8· ·other stuff.· We've got private equity.· We've

·9· ·hedge funds stayed in business giving the same

·9· ·got real estate.· We've got -- who knows what

10· ·message that you gave.· They stayed in business

10· ·Trent has, right?· I still don't know what Trent

11· ·for the last ten years given that, well, we're a

11· ·has.

12· ·good hedge.· And they were losing money every

12· · · · MR. WEBSTER:· You never will.

13· ·year.· Right?· And you finally have to say, I

13· · · · MR. COLLINS:· Right, exactly.· So I don't

14· ·can't take it anymore.· Right?

14· ·know that it hurts to look at, say, 10 percent

15· · · · Now, I get it.· I mean, we need liquidity.

15· ·and let's go get a little bit more return.· But

16· ·We need some sort of hedge.· But how much do we

16· ·that's me.

17· ·need?· We've got a $200 billion fund.· What kind

17· · · · MR. GOETZ:· Can I just add a comment?· Full

18· ·of -- so let's say that the market goes down 10

18· ·disclosure, I'm an equity guy, right?· So

19· ·percent next year, and fixed income, maybe you

19· ·understand that.· But to the point of expected

20· ·make 2 percent.· Was it a good trade to keep the

20· ·return, we're not expecting a positive real

21· ·fixed income?· I don't know.

21· ·return.· We're actually expecting a negative real

22· · · · I mean, you made 2 percent, but you made it

22· ·return.· That's dramatic.· That means, on a real

23· ·on a tenth of the size of the fund, and you

23· ·basis, we're being charged money to lend to our

24· ·really never needed that money for liquidity.

24· ·governments as investors.· Is that the right way

25· ·Right?· So that whole hedge and the liquidity

25· ·to phrase it?
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·1· · · · So I think, when it goes negative, Peter's

·1· ·as far as a positioning standpoint, we're

·2· ·comment is even more relevant, because in the

·2· ·slightly overweight securitized, corporates, high

·3· ·equity world, no one in the equity world thinks

·3· ·yield and investment grade at the expense of

·4· ·they should have a negative carry.· It's called a

·4· ·Treasuries.

·5· ·profit margin.· Right?· We wouldn't invest in

·5· · · · The overall risk for the portfolio has

·6· ·businesses, Tim, with a negative profit margin.

·6· ·returned to not quite pre-pandemic levels, but

·7· ·No one would even conceive of it.

·7· ·the spring of 2020 panic that pushed risk for the

·8· · · · So I think that's the case to reconsider at

·8· ·overall portfolio has receded back through the

·9· ·this historic time, where it's 40 years of a

·9· ·below escalation standards.

10· ·one-way ticket to minus 4 percent on a real

10· · · · In the coming year, we're currently near the

11· ·basis, one-way ticket, minus 4 percent, for 40

11· ·high end of our active budget as far as active

12· ·years.· I mean, I've just been around the whole

12· ·and passive goes.· We're probably going to

13· ·time.· That's kind of sad.· But, you know, I

13· ·continue giving skilled managers as many levers

14· ·think that's what we're talking about here.

14· ·as possible with our current existing managers

15· · · · We're getting a little bit -- I share

15· ·such that we don't exceed our risk budget, so we

16· ·Peter's flare for drama once in a while just to

16· ·stay in there.

17· ·loosen things up.· And, you know, it's just an

17· · · · We've seen that rather than allocating to

18· ·interesting point in time.· And I'm glad, Alison,

18· ·specific strategies, like 100 percent corporates

19· ·the way you opened, because inflation inflection

19· ·or 100 percent structured credit, we prefer

20· ·after 40 years of one-way direction in inflation

20· ·giving our managers -- one manager more levers so

21· ·could be the time to rethink from a total

21· ·they can actively go in between each sector on

22· ·structural standpoint.· So you started that way,

22· ·their own.

23· ·Alison, so we're just reiterating the same point.

23· · · · We're going to maintain our barbell in the

24· ·So thank you for that.

24· ·short duration and full agg core plus mandate,

25· · · · MR. MOOSE:· Okay.· Overall, the portfolio,

25· ·and we might expand our core plus capacity, and
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·1· ·let's see, what else, and continue to take

·1· ·typically have done it every five years, and then

·2· ·opportunities in our active internal portfolio.

·2· ·we kind of got into the habit of doing it about

·3· ·Are there any other questions?

·3· ·every year.· And then we're trying to sort of

·4· · · · MR. WENDT:· No questions, but maybe an

·4· ·spread it out a little bit.· We could certainly

·5· ·observation and a question that follows that that

·5· ·look at revisiting an allocation study.

·6· ·doesn't have to do with what you just said.

·6· · · · I think at our last -- maybe it was in the

·7· · · · I think the observation is that if any of us

·7· ·June meeting, where we look at the

·8· ·owned this company, we wouldn't do it, but we

·8· ·asset-liability.· That kind of goes a little bit

·9· ·don't.· We're part of a public entity.· And one

·9· ·hand in hand in terms of the asset-liability

10· ·of the worst things we could do is something that

10· ·studies.· And one of the things that Aon had

11· ·would lose money when no one else did.· So we've

11· ·pointed out again in terms of the portfolio

12· ·got to be really careful.· Our pay isn't that

12· ·construction, again looking in terms of

13· ·high.

13· ·alternatives as an option outside of private

14· · · · But the question is, if we wanted to

14· ·equity.· So, again, more thought behind why we're

15· ·change -- I remember when we went through the

15· ·looking at the strategic investment asset class.

16· ·allocation process a few years ago.· It seemed to

16· · · · Another point is to kind of -- sort of

17· ·take a long time.· I just wonder.· Are there any

17· ·explain a little bit more from the fixed income

18· ·rules in place that if we wanted to change the

18· ·space.· I think the presentation that they

19· ·allocation right now, could we do it, or do we

19· ·provided was with respect to their portfolio.

20· ·have to go through a study, an examination, a

20· ·And other plans take a different approach with

21· ·review?

21· ·fixed income.· So you'd have high yield or you'd

22· · · · MR. LAMAR TAYLOR:· That is our process, is

22· ·have some of the more aggressive strategies

23· ·to go through the study and the review.· It is

23· ·within the fixed income portfolio, whereas we

24· ·somewhat bureaucratic, but it adds rigor to the

24· ·tend to put those in strategic, private credit,

25· ·thoughtfulness of it.· And we have done that.· We

25· ·for example, or liquid debt.
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·1· · · · And so the fixed income group really, again,

·1· ·strategic in terms of their opportunity, for

·2· ·going back to that very tight risk budget and

·2· ·instance, in private debt, that can span from

·3· ·then an intermediate aggregate target.· But that

·3· ·return seeking to yield seeking.

·4· ·doesn't mean that's the way we have to look at

·4· · · · And so the yield-seeking private debt won't

·5· ·the world.

·5· ·have the liquidity of fixed income, but it may

·6· · · · MR. WENDT:· Right now you say you could

·6· ·generate the yield.· But we cannot put too much

·7· ·change.· In fixed income, you could take more

·7· ·more money to work today without having that

·8· ·risk inside of that.

·8· ·flexibility.

·9· · · · MR. LAMAR TAYLOR:· We have some ability to

·9· · · · MR. WENDT:· Trent has never been able to

10· ·sort of revisit the risk budget.· But I think we

10· ·fill his basket.· You never have gotten up to the

11· ·need to be very careful.· We have an investment

11· ·percentage you're supposed to be.· So I don't

12· ·policy statement which lays out sort of the asset

12· ·know how you put any more money there.

13· ·classes and our objectives there.· So to the

13· · · · MR. WEBSTER:· I think (indiscernible).

14· ·extent we did anything radical, we'd want to make

14· · · · MR. COLLINS:· Yeah, but that still takes

15· ·sure that was reflected in the investment policy

15· ·time.· I mean, that's like private equity, right?

16· ·statement, which then, you know, precipitates the

16· ·It's going to take time to get those funds and

17· ·need to go through a study and a review.

17· ·those things together, right?

18· · · · MS. ROMANO:· Perhaps if I could just add on

18· · · · MR. WEBSTER:· Yeah.

19· ·for point of clarity.· So we are seeking to raise

19· · · · MR. COLLINS:· And then they're going to have

20· ·the limit on alternatives from 20 to 30.· If we

20· ·to call capital and --

21· ·were to make a shift today, we don't have

21· · · · MR. WEBSTER:· Yeah.

22· ·capacity in our private markets to move money

22· · · · MR. WENDT:· Well, I'll raise the question.

23· ·from fixed income there.

23· ·Should we do anything?

24· · · · So if we're able to get this passed and gain

24· · · · MR. COLLINS:· Well, I think you have to do

25· ·that flexibility, we can start thinking about

25· ·something.· I think you have to -- as John said,
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·1· ·affect duration.· I'm not really sure how we do

·1· ·look at it in combination with all the other

·2· ·that and then track that.· I think our

·2· ·asset classes.

·3· ·duration -- isn't the Barclay's intermediate

·3· · · · MR. LAMAR TAYLOR:· What if we -- and just,

·4· ·three years or three and a half years or

·4· ·again, some thoughts.· This is all excellent

·5· ·something?

·5· ·feedback.· What if we -- a couple of things.

·6· · · · MR. MOOSE:· The intermediate is currently

·6· ·First, sort of continue with our structure review

·7· ·4.40.

·7· ·in strategic and see what that yields, continue

·8· · · · MR. COLLINS:· 4.40?· We could lower the

·8· ·with the effort to increase the alternatives

·9· ·allocation to fixed income, or you could increase

·9· ·allocation statutorily and see how that -- see

10· ·the risk budget and let them take some more risk

10· ·what develops there.

11· ·inside of the same allocation.

11· · · · We will have the opportunity over the next

12· · · · MR. WENDT:· Understanding all we do is

12· ·year, certainly coming back around to the asset

13· ·advise.· I would advise you to take more risk.

13· ·allocation, to really do a little bit deeper

14· · · · MS. CANIDA:· I think, when you think about

14· ·dive.· The other thing we have to think about,

15· ·it, you can't just look at the fixed income

15· ·we're long-term investors.· I mean, our view is

16· ·alone.· You can make that same comment for every

16· ·over 30 years.· So, you know, we don't have to

17· ·asset class.· You know, is equities too over

17· ·think about moving quickly.· Not to say that it

18· ·valued?· So I think, to Lamar's point, I think

18· ·should prevent us from thinking in those terms,

19· ·you have to have a very overview review and look

19· ·but we can be more deliberative and methodical as

20· ·at your strategic objectives, because you can sit

20· ·we take a long-term view.

21· ·here as an individual and make a comment about

21· · · · So taking those as a first step and then

22· ·private equity or real estate or anything.

22· ·helping that inform our decision in this, would

23· · · · So I think, you know, just to look at fixed

23· ·that --

24· ·income -- and I agree with what we're saying

24· · · · MR. COLLINS:· I love your desire to go slow

25· ·about negative returns, but I think you have to

25· ·and be methodical and think about it, I really
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·1· ·do, but it all seems like rearranging deck

·1· ·to look at possibly expanding the risk budget

·2· ·chairs.· Waiting for 30 percent on the private

·2· ·within fixed income, within the parameters,

·3· ·equity, I mean, how long will it take us to --

·3· ·within the policy parameters that we have, things

·4· ·even if we got 30 percent, even if they said

·4· ·to be more actionable in the short-term.· And we

·5· ·tomorrow you can have 30 percent, how long is it

·5· ·can certainly present that at the next IAC

·6· ·going to take us to put that money to work.

·6· ·meeting.

·7· ·Right?

·7· · · · MR. WENDT:· Give us your thought on what you

·8· · · · And I don't know how long a structural

·8· ·can do.

·9· ·review -- again, nobody knows what Trent has, so

·9· · · · MR. OLMSTEAD:· I assume that the policy

10· ·I don't know how you review that.· I'm just

10· ·doesn't address negative return as a variable?

11· ·giving you a hard time, Trent.

11· · · · MR. LAMAR TAYLOR:· Not the IPS or the -- no.

12· · · · So I would just say, out of all the things

12· · · · MR. OLMSTEAD:· Is it just a percentage

13· ·said, I'm not a fan of that.

13· ·allocation or dollar allocation?

14· · · · MR. WENDT:· Well, I didn't -- would it be

14· · · · MR. LAMAR TAYLOR:· From the asset allocation

15· ·too quickly to ask you to come back the next

15· ·perspective, yes.· It's got guardrails and some

16· ·meeting with a strategy that would tell us that

16· ·flexibility there.· I guess the other thing to

17· ·you intend to do something about the debt issue,

17· ·keep in mind -- and it's only because I've asked

18· ·what are we going to do about this?· We've all

18· ·this question myself of Katy several times.· Even

19· ·said, what are you going to do about the fact

19· ·though it's an unusual situation to be in to see

20· ·you're losing money and you're going to lose

20· ·negative yields, rates can go lower.· There's

21· ·more?· I mean, rates are not going to go down any

21· ·no --

22· ·more, I don't think.· But is the next meeting too

22· · · · MR. WENDT:· No, they can't.· I mean, they

23· ·soon to ask for that?

23· ·can't.· They can't.· But anyway, we're saying

24· · · · MR. LAMAR TAYLOR:· No, absolutely not.· We

24· ·we'd like some alternatives.· So just tell us.

25· ·can absolutely do some work between now and then

25· ·We can't approve anything.· So just tell us what
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·1· ·you're thinking.· We can approve you guys, I

·1· · · · Then when you think about asset allocation,

·2· ·guess.

·2· ·you could think, where is the expected return, at

·3· · · · MR. GOETZ:· I'll make one more suggestion.

·3· ·least mid single digits or above that line that

·4· ·Then I'll keep quiet the rest of the meeting, I

·4· ·we got in the asset study, right, which the best

·5· ·promise.

·5· ·we can hope for is 5 percent for everything, kind

·6· · · · MR. COLLINS:· Did you say you promise?

·6· ·of, that's the mental model.

·7· · · · MR. GOETZ:· One thought, because what we're

·7· · · · But there are categories where that expected

·8· ·reacting to, those of us that have lived in the

·8· ·return is higher.· And, John, that's why I asked

·9· ·real world trying to grab return, right, because

·9· ·you, you know, what is private equity saying now?

10· ·that's what we're all doing as investors, one way

10· ·You think they're inflating their expectations a

11· ·to think about it is expected return.

11· ·little bit.· That's how I received your meaning.

12· · · · When Aon does a study and everyone does

12· · · · But that's the suggestion that we're all

13· ·these studies, they look back, and it's a

13· ·looking at from our perspective.· Is that fair?

14· ·simulation based upon history.· So you have

14· ·It's the expected return that we really believe

15· ·simulation of what bonds do, what equities do in

15· ·we can get in these categories, and we should

16· ·different markets.

16· ·allocate it more to the ones where we think we

17· · · · That simulation is heavily weighted to the

17· ·have some data and some information that would

18· ·last 40 years.· By definition, it's a long period

18· ·say we could do better.

19· ·of time.· So the simulation is an entire period

19· · · · I'm kind of with Peter.· When a hedge fund

20· ·of declining interest rates globally.· That's the

20· ·says, I have a 2 percent return and I'm

21· ·whole period of 40 years.· If you then say we

21· ·uncorrelated and I'm going to take 20 percent of

22· ·ended that period with an expected negative

22· ·it back, you know, it's 1.6.· It doesn't beat

23· ·return to an asset class called bonds, you have

23· ·what Tim can do.· Right?· Tim, is that fair?

24· ·to say what's the expected return to bonds going

24· ·Over longer term.

25· ·forward from today.· Right?· It's negative.

25· · · · So that's where I would love to hear us talk
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·1· ·about that at the next meeting from you guys that

·1· · · · Okay.· Well, we're not done with fixed

·2· ·live it, because you each have different expected

·2· ·income yet.· We have Mercer that's scheduled to

·3· ·returns.· It's just that we basically look at

·3· ·add their commentary.

·4· ·performance backward-looking and we don't connect

·4· · · · MR. LOVE:· Thank you.· This is Jay Love from

·5· ·those dots.

·5· ·Mercer.· I'm going to do a quick review of the

·6· · · · And that's where bonds are today, expected

·6· ·fixed income portfolio.· It's a little

·7· ·negative real return.· That's what we're planning

·7· ·anticlimactic after some of the discussion you've

·8· ·on.· It's just weird.· That was pretty long.

·8· ·just been having, but I think it supports some of

·9· ·I'll back off.· Thank you, Mr. Chairman.

·9· ·the points that you've just gotten to.

10· · · · MR. LAMAR TAYLOR:· I think we have our

10· · · · So skipping past the agenda, going to the

11· ·marching orders, so we will come back to you the

11· ·first two pages, one more page ahead, if you

12· ·next meeting.

12· ·would.· Go back two.· I'm sorry.· If you could go

13· · · · MR. PETER JONES:· A lot of passion in this

13· ·back.· That's okay.· Stop there.

14· ·IAC.· But I guess my only thought is that we have

14· · · · The only point I was going to make is -- so

15· ·the risk assets, but we also have a role for

15· ·this is a quick review of the way that the fixed

16· ·bonds, which isn't necessarily the risk portion.

16· ·income portfolio is managed and run.· There was

17· ·But I'm not disagreeing with my colleagues'

17· ·some discussion about the intermediate duration

18· ·commentary.· I'm saying we should pursue

18· ·positioning.· One note we have is that you

19· ·alternative considerations.

19· ·switched to the intermediate agg from the

20· · · · And like you, I don't enjoy seeing the

20· ·traditional -- the full agg, aggregate index in

21· ·negative.· That's not where I want to -- to know

21· ·the fourth quarter of 2013.· So you've been in

22· ·I'm going to lose money.· But I think the bonds

22· ·this position for about eight years.

23· ·have another purpose, too, that has to be

23· · · · And that goes to highlight the point that

24· ·considered in the overall scheme.· So that's how

24· ·this portfolio is run in a very risk-controlled

25· ·I would just couch my thought.

25· ·manner.· So it's clearly run in a way that's
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·1· ·meant to be kind of protecting your liquidity,

·1· ·still in the index.· And then when it finally

·2· ·earning a little bit of income, but generally

·2· ·moves out of the index, the price has generally

·3· ·it's meant to be a defensive portfolio.

·3· ·already fallen.

·4· · · · So overall it is run in that way.· I think

·4· · · · So passive fixed income management we think

·5· ·the team does a very good job of controlling the

·5· ·is generally a fairly unattractive way to manage

·6· ·amount of risk in the portfolio.· Some standard

·6· ·fixed income.· And that's why you don't see a lot

·7· ·things we've grown to know about Florida, you're

·7· ·of your peers with big passive allocations.· It's

·8· ·giving a good amount of delegation to the staff,

·8· ·because following the rules generally is

·9· ·but it is run in a very risk-controlled way.· You

·9· ·detrimental to your overall performance.· So

10· ·use about 42 percent passive management.· And I'm

10· ·that's one observation, is that a lower

11· ·going to show you in a minute how that compares

11· ·allocation to passive management probably would

12· ·to peers.· And you are pretty strict in terms of

12· ·be beneficial.

13· ·the active risk budget, which is relatively low.

13· · · · It doesn't mean that you need to be taking

14· · · · Jumping ahead to the next page, which is a

14· ·tons of active risk if you don't want to, but not

15· ·divider, and then the following page.· So you run

15· ·rigidly following these rules that are kind of

16· ·about 42 percent passive.· Your peers are at

16· ·built in a way that is probably not great for

17· ·about 18 percent passive.· I think that's

17· ·performance would be beneficial.

18· ·relatively significant because passive management

18· · · · So having a little bit more flexibility to

19· ·in fixed income is not the same as passive

19· ·probably sell things that are -- you know, ahead

20· ·management in equity.

20· ·of their removal from the index and to not

21· · · · But what I mean by that is that the rules of

21· ·necessarily -- once it does come out of the index

22· ·index construction for fixed income basically tie

22· ·and is downgraded, to not necessarily be forced

23· ·the hands of passive managers, meaning that the

23· ·to sell at the low price would probably be

24· ·market knows something is going to get downgraded

24· ·beneficial.· So active managers generally are

25· ·usually before it is.· The price falls.· It's

25· ·able to do that in a little bit more effective
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·1· ·way.· So that's one general comment, is -- and it

·1· ·looking at internal active management.· The

·2· ·goes with what you were just saying, a little

·2· ·bottom table is looking at passive management.

·3· ·more room, a little bit more active risk budget.

·3· · · · Again, internal active management has been

·4· · · · Now, on the next page, we talk about the way

·4· ·effective.· There's a value add as well in there.

·5· ·that you have managed it.· The overall

·5· ·You are adding value net of fees.· And, again,

·6· ·portfolio -- and I know these numbers, if you

·6· ·the information ratio was good.· So for the

·7· ·guys are looking at it on the screen way ahead,

·7· ·amount of risk you're taking, you're successful.

·8· ·you probably can't see these.· The management of

·8· · · · But the top line is showing your performance

·9· ·the portfolio has been effective.· You're

·9· ·relative to the peer group, and there you can see

10· ·consistently adding positive value relative to

10· ·your returns are low relative to your peers.

11· ·the benchmark.

11· ·That comes from a combination of two things.· One

12· · · · And more significantly perhaps, given the

12· ·is the amount of active risk you're taking, which

13· ·tight risk budget, the information ratio, the

13· ·is low, but the other piece is that relative to

14· ·amount of return that you're generating above the

14· ·your peers, you're generally -- you're managing

15· ·index for the amount of active risk you're taking

15· ·against an intermediate duration benchmark, so

16· ·has been good.· Compared to the peer groups,

16· ·it's just generally lower -- resulting in lower

17· ·you're in kind of the top 20 percent of your

17· ·overall returns.

18· ·peers in terms of your information ratio.· So

18· · · · The passive information is at the bottom.

19· ·good results from the plan, given the small

19· ·Your passive management has been effective.· You

20· ·amount of risk budget it has.

20· ·do have some value add there.· It's going to come

21· · · · On the next page -- sorry.· Go ahead.· So on

21· ·from securities lending and other sources, but

22· ·this next page, we have two pages here.· One

22· ·passive management continues to be effective.

23· ·is -- the top table is looking at the internal

23· · · · And finally, on the next page, in terms of

24· ·active management.· Let's see.· Where are we?

24· ·external active management, here it's a more

25· ·Maybe go there, if you would.· The top table is

25· ·rounded view, good results.· The top line is
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·1· ·showing your performance of your externally

·1· ·on that front.· We look at the performance at

·2· ·managed active portfolio.· Against peer group,

·2· ·sort of the individual level, but can you comment

·3· ·you're doing well.· Value added looks very good,

·3· ·at all on what the allocation of the peer group

·4· ·73, 70 basis points.· To your earlier

·4· ·is?· So that may be insightful also because we

·5· ·conversation, that's probably higher than what's

·5· ·have a fairly large percentage allocated.

·6· ·expected from the benchmark returns.· So active

·6· · · · MR. LOVE:· I don't have that handy, and Aon

·7· ·management here has been very good.

·7· ·may be in a better position to respond to that.

·8· · · · Information ratio is a little bit above the

·8· · · · MR. OLMSTEAD:· Can we follow up on that

·9· ·peer group but not necessarily at the top of the

·9· ·maybe then at one point?

10· ·group.· But it just goes to show that there is a

10· · · · MR. LOVE:· Sure.· We can make sure you get

11· ·benefit from active management in fixed income in

11· ·that information.

12· ·particular.

12· · · · MR. PETER JONES:· Okay.· We'll be sure to

13· · · · So those are some of the key things that I

13· ·follow up, and perhaps later in the meeting we'll

14· ·wanted to say.· And I think it ties in well with

14· ·have an answer on that.

15· ·some of your earlier discussion.· All of these

15· · · · MS. ROMANO:· We do have, in the Aon slides,

16· ·things are kind of incremental.· Your asset

16· ·the comparison in the back of the materials, that

17· ·allocation decisions have the biggest impact.

17· ·the total fund allocation to fixed income is

18· ·And I think it's not my place to comment, but I

18· ·17.9, and compared to the peer universe that they

19· ·think your discussion was worthwhile.

19· ·use, fixed income is 22.4 percent.

20· · · · But final note is that the fixed income

20· · · · MR. PETER JONES:· What page is that?

21· ·portfolio is being effectively run, but probably

21· · · · MS. ROMANO:· That is on 388, the underlined

22· ·some policy changes and some more flexibility

22· ·number.

23· ·around the way it's managed could be beneficial.

23· · · · MR. PETER JONES:· Okay.· Does that conclude

24· ·So I'll stop there.

24· ·the presentation from Mercer?

25· · · · MR. OLMSTEAD:· Mr. Chair, a quick question

25· · · · MR. LOVE:· Yes.
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·1· · · · MR. PETER JONES:· Thank you, Jay Love.

·1· ·increasing.· Appreciation however is extremely

·2· ·Appreciate that.· Okay.· We will move on to our

·2· ·complicated.· We have the haves and we have the

·3· ·asset class updates.· And we're going to start

·3· ·have-nots.· The haves are the industrial and the

·4· ·with Steve Spook for real estate.

·4· ·multifamily sectors, alternatives.· The have-nots

·5· · · · MR. SPOOK:· Good afternoon.· First of all,

·5· ·are the usual suspects, retail (indiscernible).

·6· ·I'd like to apologize.· (Indiscernible).· But I'd

·6· · · · Moving to the right, upper right-hand side

·7· ·like to introduce a new member of the real estate

·7· ·of the page -- we touch on the performance in

·8· ·team, Clay Camper.· Clay is a portfolio manager.

·8· ·later slides.· (Indiscernible.)· On the principal

·9· ·He's one of those (indiscernible).

·9· ·investment side, two contributors, one is the

10· · · · MR. LAMAR TAYLOR:· Hey, Steve, can we get

10· ·(indiscernible).· (Indiscernible.)

11· ·you to pull your mike a little closer to you?

11· · · · Moving to the bottom left of the page,

12· ·Thanks.

12· ·opportunities and priorities.· In keeping with

13· · · · MR. SPOOK:· How we don't really know what

13· ·this theme (indiscernible).· Portfolio leverage,

14· ·Trent invests in, in real estate we do know what

14· ·a subject near and dear to many of your hearts.

15· ·we invest in.· And not to pile on to fixed

15· ·(Indiscernible.)

16· ·income, but we do have positive (indiscernible).

16· · · · Can you hear me better?

17· · · · So on this first page I wanted to give a

17· · · · MR. LAMAR TAYLOR:· Yes.

18· ·snapshot of kind of the state of the real estate

18· · · · MR. SPOOK:· On the co-investments side,

19· ·asset class.· In the top left, you can see the

19· ·we're looking to investor activity there.· It

20· ·real estate asset class has been an extremely

20· ·offers lower fees, compared to fees.· So

21· ·good performer.· Most of that is attributable to

21· ·typically on the real estate side, we pay half

22· ·declining cap rates, which is a function of

22· ·fees and half carry compared to the parent fund.

23· ·declining persistently low interest rates and

23· ·Additionally, co-investments by definition will

24· ·investors' pricing for continued equity growth.

24· ·have pre-seeded assets in them, which allow us to

25· · · · Transaction volumes have also been

25· ·do some more stringent underwriting and avoid the
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·1· ·J curve.

·1· ·properties.· And in this kind of market

·2· · · · Moving to the right, bottom right-hand side

·2· ·environment, I assume buyers are not -- it's not

·3· ·of the slide, risks and issues, and I guess

·3· ·a seller's market.· I assume we would realize

·4· ·another way to discuss those would be what keeps

·4· ·less money than we would hope, but you're

·5· ·us awake at night.· Inflation has been discussed

·5· ·concluding it's better to sell now than wait.

·6· ·a little bit today already.· That's top of mind

·6· · · · MR. SPOOK:· It's kind of an analysis that we

·7· ·for real estate.

·7· ·look at.· But for instance, most of the office

·8· · · · One of the stated reasons for real estate

·8· ·that we would look at selling now would -- just

·9· ·existing is to act as a hedge against inflation.

·9· ·to use an example, we have an office building

10· ·I haven't seen inflation be an issue in the

10· ·where we just signed a 15 year lease, credit

11· ·20-some years I've been here.· I hope it's

11· ·lease, single tenant, the whole building.

12· ·transitory, but if it isn't, we do think the real

12· · · · That's going to attract a completely

13· ·estate asset class is well-positioned to

13· ·different kind of buyer than an office buyer

14· ·withstand inflation.

14· ·looking for a triple net lease, purely income

15· · · · One, we have the ability to raise rents.

15· ·type buyer.· A lot of the non-traded REITs would

16· ·The shorter term the lease terms are, the more

16· ·like to go into that just to get the income, put

17· ·effective that is.· To the extent we can, we

17· ·a lot of leverage on it.

18· ·always build in rental escalations into our

18· · · · The way we look at it, every year we own

19· ·leases.· And going forward, if inflation would

19· ·that and every year that lease term goes from 15

20· ·become more of an issue, that would become even

20· ·to 14 to 13, we're losing some value.· And at the

21· ·more common, and we may even see a return to

21· ·end of 15 years, we don't have a lot of clarity

22· ·CPI-based escalations.

22· ·as to what the office market is going to look

23· · · · MR. GOETZ:· Steve, one quick question.

23· ·like.· I think that's also in flux now.· So

24· ·Earlier you said, on the left side, decrease

24· ·that's an example of a property that is still

25· ·office and retail exposure by selling some

25· ·going to get very good value but lower our office
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·1· ·exposure.

·1· ·private, 10 percent public.· We're slightly

·2· · · · In our retail, really the assets that we're

·2· ·above, as of 6/30, on the public side.· That has

·3· ·looking at putting on the market also may have

·3· ·served us well over the last year.· Public REITs

·4· ·that single tenant type of profile, but also on

·4· ·have increased about 34 percent.· So that

·5· ·multi-tenant retail properties for instance, and

·5· ·overexposure to the public side, which is

·6· ·the leasing is right.· So if we've got anchor

·6· ·definitely appreciated more than the private

·7· ·tenants that we've recently locked up in 10, 15

·7· ·side, has been beneficial to us.· On the core and

·8· ·year leases, those seem to have some value.

·8· ·non-core, we target 90 -- 80/20, and we're pretty

·9· · · · MR. GOETZ:· All right.

·9· ·close to that allocation now.

10· · · · MR. SPOOK:· And continuing on the inflation

10· · · · Real estate, we're 8.8 percent of the total

11· ·theme, another -- to the extent that there is

11· ·defined benefit plan.· Target allocation is 10

12· ·inflation in materials and labor increasing the

12· ·percent.· For some of the reasons that you heard

13· ·cost of development, that can have a beneficial

13· ·Trent for instance mention, denominator effect,

14· ·effect on the valuation of our existing assets

14· ·private equity and global equities have been

15· ·being hard assets.

15· ·accelerating faster than real estate.· And we

16· · · · So other issues that we worry about are

16· ·also have pacing issues and vintage year exposure

17· ·continuing remote work and e-commerce, both of

17· ·issues that kind of govern how much we put out in

18· ·which were accelerated by the coronavirus.· In

18· ·any given year as well.

19· ·effect, multiple asset classes, industrial,

19· · · · Private market leverage on the next two

20· ·office, retail.· So we continue to monitor that.

20· ·pages.· Total private market leverage is about 30

21· ·And regulatory risk is always an issue,

21· ·percent right now.· The greatest amount of that

22· ·particularly in times like this, and is mostly a

22· ·leverage is going to be in the closed-end funds.

23· ·factor in multifamily.

23· ·Closed-end funds are where we do most of our

24· · · · Going on to the next page, this gives a

24· ·opportunistic and value add investing.

25· ·snapshot of the portfolio.· We target 90 percent

25· · · · The open-end funds tend to be core.· We have
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·1· ·some core plus funds in there, which brings that

·1· ·because the numbers look great for us.· One year

·2· ·leverage up from the ODCE average of about 22

·2· ·returns, 730 basis of outperformance, 320 basis

·3· ·percent up to 23 percent.· And principal

·3· ·points of outperformance on the three year and

·4· ·investments is at 25 percent.

·4· ·270 on the five year.

·5· · · · The next page is principal investments.· And

·5· · · · Principal investments, a similar story.· The

·6· ·that is, of course, the area where we have the

·6· ·most relevant comparison is to that middle bar,

·7· ·most control over leverage.· Portfolio leverage

·7· ·which is the ODCE, because principal investments

·8· ·limit is 30 percent.· We're at 28 percent on an

·8· ·is essentially a proxy for the ODCE, with mostly

·9· ·adjusted basis, 25 percent on a current basis.

·9· ·core, and so that's 300 basis points of

10· ·On new acquisitions, we've been going out to 65

10· ·outperformance.· Again, underweight to retail and

11· ·percent loan to value on new developments, 50

11· ·an overweight to alternatives was very helpful

12· ·percent on new core JV assets.· And we have been

12· ·there.

13· ·holding back fully owned assets and pool of

13· · · · And here the outperformance is even greater

14· ·properties as we explore potentially increasing

14· ·in the externally managed.· That performance

15· ·our leverage limits and the best execution in

15· ·was -- that includes 10 percent or 12 percent of

16· ·doing that.

16· ·the externally managed portfolio is in public

17· · · · We have observed somewhat of a shift in

17· ·REITs, which over the last year returned about 35

18· ·market sentiment, as the majority of new open-end

18· ·percent.· So that's part of it.· But the

19· ·core fund offerings lately are labeled core plus,

19· ·commingled funds had pretty much across the board

20· ·typically allowing up to 50 percent loan to value

20· ·a strong rebound from COVID, led by our core

21· ·versus the traditional ODCE core funds which have

21· ·industrial open-end funds, our core diversified

22· ·a loan to value of 23 percent.· I was waiting,

22· ·open-end funds and our Asia exposure.· Three year

23· ·Peter.

23· ·and five year returns were very strong as well.

24· · · · MR. COLLINS:· I'm good.

24· · · · Property type diversification, Peter, I

25· · · · MR. SPOOK:· The next page is a fun page just

25· ·noticed in the last meeting you asked a question
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·1· ·about what kind of alternatives we tend to see in

·1· ·now being proposed to be its own stand-alone

·2· ·some of the funds that we're investing in, as

·2· ·category, alongside office, industrial,

·3· ·well as the alternative property types that we

·3· ·et cetera.

·4· ·are doing in our separate accounts.

·4· · · · Apartments is being revised to revise more

·5· · · · So those property types, all of which we're

·5· ·to realities as well.· So it's being revised to

·6· ·doing and actively investing in, are medical

·6· ·include different types of apartments, urban,

·7· ·office buildings, student housing, self storage,

·7· ·suburban, garden style, but also manufactured

·8· ·agriculture, manufactured housing, data centers,

·8· ·housing and single family for rent, new kinds of

·9· ·life sciences, senior housing.· All of those have

·9· ·single family for rent, aggregators and

10· ·strong secular demand drivers behind them, and

10· ·purpose-built single family for rent.

11· ·many of those are not necessarily tied to

11· · · · And same with life sciences.· Previously it

12· ·economic performance so provide a good

12· ·was classified as lab, under the "other"

13· ·diversifier.

13· ·category.· It has come into its own and is now

14· · · · I think it's interesting to note that the

14· ·going to have its own subcategories under office,

15· ·public markets are way ahead of the private

15· ·a subcategory under industrial, depending on the

16· ·markets when it comes to nontraditional property

16· ·specific use, a manufacturing facility or a

17· ·types.· So the REIT market is 65 percent

17· ·research facility.

18· ·nontraditional property types, 35 percent

18· · · · MR. COLLINS:· Mr. Chairman.· How much work

19· ·traditional, which would be your office,

19· ·have you done on the purpose-built for rent

20· ·industrial, multifamily, retail and hotel.

20· ·market?· It's amazing to me how much that's

21· · · · NCREIF, which is the governing body for our

21· ·growing, how many people are getting into that.

22· ·benchmark, is also making significant changes to

22· ·But at the same time, the costs are totally

23· ·the benchmark to reflect the changes that are

23· ·different from the apartment world, and the

24· ·going on with investors.· So previously self

24· ·management is totally different than the

25· ·storage was its own category under other.· It is

25· ·apartment world.
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·1· · · · It seems to me to be a little bit more

·1· · · · MR. SPOOK:· Right.· And so they have gotten

·2· ·management intensive.· You don't get the economy

·2· ·better at controlling expenses.· Initially, that

·3· ·of scale, having your manager there with 250

·3· ·was the big issue that kept institutional

·4· ·units or 500 units.· You've got 20 for-rent

·4· ·investors from going into it, is how do you

·5· ·houses here and you've got another 40 over there.

·5· ·manage a thousand different air-conditioning

·6· · · · I just wonder how much you guys are looking

·6· ·units scattered across all (indiscernible).

·7· ·at that market and if that's something that you

·7· · · · They have kind of refined their models

·8· ·think that we'll get into heavily in the next --

·8· ·there, but a newer model that, frankly, if I was

·9· ·in the coming years.

·9· ·to look at investing directly on the principal

10· · · · MR. SPOOK:· We've looked at it a lot just

10· ·investments side, is the purpose built.· So

11· ·because it's out there, it's popular and most of

11· ·entire communities, a hundred homes, contiguous,

12· ·our managers are doing it, which means we are

12· ·one gated community, and it's operated as a

13· ·doing it on the commingled funds side.· Many of

13· ·horizontal apartment community.

14· ·our managers have exposure to that.· We are

14· · · · And they've gotten the expense structure

15· ·looking at it on the principal investments side.

15· ·down to where it's not really unlike the expense

16· ·We've not made up our minds yet.· We have a lot

16· ·structure of a multifamily community.· So they

17· ·more research to do.· But to your point, the

17· ·are getting that down because they have all the

18· ·expense structure, it depends on the model of

18· ·same systems, all the same roofs, very small

19· ·single family that you're looking at.

19· ·yards, close together, mostly common areas for

20· · · · So the industry started and still a big part

20· ·that kind of space that people need.

21· ·of the industry is what they call aggregated or

21· · · · And I think also from a social impact point

22· ·buying properties off the MLS.· Right?· So

22· ·of view, you know, I like that model better.· If

23· ·scattered all over town.

23· ·you're doing the aggregators, you're buying off

24· · · · MR. COLLINS:· Blackstone started that, I

24· ·the MLS and you're competing against Joe Blow,

25· ·mean, for all intents and purposes, right?

25· ·and you could be outpricing Joe Blow.· If you're
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·1· ·doing purpose built, you're building for the

·1· ·see the global markets were pretty much flat, but

·2· ·rental market, and there's a great need for that.

·2· ·EM was notably down.· China was down almost 20

·3· ·So that's how we're thinking.· Does that answer

·3· ·percent.· Brazil was down almost 18 percent.

·4· ·-- we are cognizant of headlines.

·4· ·Year to date returns, despite that, remain very,

·5· · · · And then finally, the last page shows our

·5· ·very strong.

·6· ·principal investments, acquisitions and

·6· · · · The energy and financial sectors are well

·7· ·externally managed.· And you can see they pretty

·7· ·ahead of every other sector year to date.· And

·8· ·much follow the theme of the things that we're

·8· ·this leadership persisted in the third quarter.

·9· ·interested in, medical office, continuation of

·9· ·For the quarter, in the upper right-hand part of

10· ·our programmatic joint venture, industrial

10· ·the page, low vol factor did the best.· Value and

11· ·investment, which is a development in Charleston,

11· ·yield factors underperformed.

12· ·at the port of Charleston, and on the externally

12· · · · We modestly lagged the benchmark by 7 basis

13· ·managed side, a U.S. closed-end fund that focuses

13· ·points in the third quarter.· You can see my

14· ·on alternatives, and an Asian closed-end fund

14· ·experience talking with underperforming

15· ·that focuses on industrial.· That's all I have.

15· ·investment managers has come through.· I inserted

16· · · · MR. PETER JONES:· Okay.· Any more questions?

16· ·modestly lagged the benchmark by 7 basis points

17· ·Thank you, Steve.· We'll move to global equity,

17· ·in Q3.· That said, we do remain 19 basis points

18· ·Tim Taylor, please.

18· ·above a strong 29 percent benchmark for the one

19· · · · MR. TIM TAYLOR:· Thank you, Mr. Chairman.

I

19· ·year ending September 30th.· And note the very

20· ·will sit awkwardly close to the mike and exhibit

20· ·strong annualized returns of anywhere from 11 to

21· ·bad posture.· If anyone is having trouble hearing

21· ·13 percent over all periods from inception of the

22· ·me, please do let me know and interrupt me.

22· ·global equity asset class in July of 2010.

23· · · · Equity markets declined worldwide in the

23· · · · The lower right, there's a good bit there,

24· ·third quarter, led by emerging markets.· Emerging

24· ·but basically what I want to demonstrate there,

25· ·markets dropped over 7 percent in Q3.· You can

25· ·despite an increase in both our predicted and our

www.phippsreporting.com
(888) 811-3408

www.phippsreporting.com
(888) 811-3408

YVer1f

63

YVer1f

Meeting IAC
December 14, 2021

Meeting IAC
December 14, 2021
Page 114

Page 115

·1· ·realized tracking errors since the beginning of

·1· ·global equity.· We're continuing to always look

·2· ·the pandemic, our three year realized tracking

·2· ·for ways to enhance our aggregate.· Despite being

·3· ·error remains well within our 75 basis point risk

·3· ·successful in the past, we don't want to be

·4· ·budget.

·4· ·complacent.· We want to ensure, going forward,

·5· · · · The third page shows you the performance of

·5· ·we're established in the best way possible.

·6· ·our active aggregates during the quarter and over

·6· · · · We funded three dedicated global strategies

·7· ·longer periods.· Our active aggregate did

·7· ·in quarter three.· Since the end of the period,

·8· ·underperform in the third quarter, primarily due

·8· ·we funded an additional three dedicated global

·9· ·to two of our larger active aggregates, foreign

·9· ·managers, so a total of six over the last several

10· ·developed large cap and emerging market.· Foreign

10· ·months.· And this totally completes a significant

11· ·developed lagged, primarily -- I said energy and

11· ·restructuring of this dedicated global aggregate

12· ·financials were the best-performing sectors.

12· ·to a more diversified structure.

13· ·We're generally underweight those sectors, and

13· · · · Rather than one that was biased more towards

14· ·that's one of the big reasons that group lagged.

14· ·capital preservation, it is now more diversified,

15· · · · Within emerging markets, we were underweight

15· ·what I've been calling a more all-weather type of

16· ·to China, which I said dropped very strongly.

16· ·aggregate.· Then the very last -- did I hear a

17· ·That was positive.· But this was offset by

17· ·question?· No.

18· ·underweights to some of the best-performing

18· · · · The very last thing I'll mention -- and I am

19· ·sectors.· And most of those best-performing

19· ·open to questions.· We continue to be a

20· ·sectors were cyclically sensitive sectors.· Of

20· ·significant provider of liquidity to support

21· ·note, positive quarters in both U.S. large and

21· ·benefit payments.· During the third quarter, we

22· ·U.S. small cap, as well as our dedicated currency

22· ·raised $1 billion approximately.· And that took

23· ·program.

23· ·our total year to date, and this is pure

24· · · · And then the last page to share with you

24· ·liquidity, $7.2 billion that we raised out of

25· ·today is an update on our initiatives within

25· ·global equity.
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·1· · · · Thank you, Mr. Chairman.· Those are my

·1· ·will likely reach record highs in 2021.

·2· ·comments.· Happy to answer questions.

·2· ·Technology in particular and health care remain

·3· · · · MR. PETER JONES:· Thank you, Tim.· Any

·3· ·drivers of not only performance but overall

·4· ·questions?

·4· ·market activity.· I found it interesting that 57

·5· · · · MR. COLLINS:· One.· So hypothetically, if

·5· ·percent of 2021 U.S. buyout transaction value

·6· ·you were to get $2 billion tomorrow, how long

·6· ·through Q3 was in either the tech or health care

·7· ·would it take you to responsibly put it to work,

·7· ·sectors.

·8· ·hypothetically?

·8· · · · Our portfolio was up 64.4 percent for the

·9· · · · MR. TIM TAYLOR:· Hypothetically, we would

·9· ·one year ended 6/30.· Tech played a large part,

10· ·probably be able to put it to work over a one to

10· ·but growth equity, health care and energy were

11· ·two week period, very efficiently and with

11· ·also value drivers for us over the past year.

12· ·transaction cost, but we could do it with minimal

12· ·Through November our PE portfolio has produced a

13· ·transaction cost.

13· ·net cash flow of a positive $3 billion.

14· · · · MR. COLLINS:· Nothing further.

14· ·Approximately 1.5 billion of that came from a

15· · · · MR. PETER JONES:· Hypothetically, where are

15· ·secondary sale that we completed on September 30.

16· ·you going with this?

16· ·But even excluding that sale, this has been our

17· · · · MR. COLLINS:· Just following John Goetz's

17· ·best year for GP generating liquidity to date.

18· ·lead.

18· · · · No change in our sector allocation.

19· · · · MR. PETER JONES:· He said he's done.· Okay.

19· ·Technology remains our largest overweight.· This

20· ·Thank you.· Okay.· We will move to private

20· ·overweight has been a large part of our success

21· ·equity.· I'll turn it over to John Bradley.

21· ·versus both our peer Cambridge benchmark and the

22· · · · MR. BRADLEY:· Thank you, Mr. Chairman.· So a

22· ·public market benchmark.· And then if we look at

23· ·quick look at the PE market shows record activity

23· ·our geographic exposure, there's been no real

24· ·across all metrics, be it deal flow, deal volume,

24· ·movement here either.· We remain overweight North

25· ·exits, fundraising.· Really, you name it, all

25· ·America and slightly underweight Europe and Asia
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·1· ·relative to benchmark.

·1· · · · MR. OLMSTEAD:· Vinny here.· Hey, John, on

·2· · · · Performance remains strong, particularly

·2· ·the 1.5 billion assets that you sold, any more

·3· ·over the shorter one to three year time periods.

·3· ·color commentary on that and are there -- is that

·4· ·It has undoubtedly been a good 12 to 18 months

·4· ·sort of a just once in a while, take advantage of

·5· ·for our asset class.· But we are also seeing

·5· ·the market type of opportunity?

·6· ·strong outperformance versus the benchmark over

·6· · · · MR. BRADLEY:· Yeah.· Historically we've

·7· ·the more meaningful five, ten year and since

·7· ·tended to -- we constantly monitor on a quarterly

·8· ·inception time periods.

·8· ·basis the portfolio, where it might trade at,

·9· · · · Here we see performance by sub-strategy.

·9· ·when might be a good time to take some profits

10· ·Venture and growth continue to outperform.· Our

10· ·off the table.

11· ·venture portfolio not only produced a one year

11· · · · And so September, the portfolio we sold, if

12· ·return of 110 percent, but it also led all other

12· ·you put characteristics on it, it was either

13· ·strategies in terms of distributions over this

13· ·tail-end funds, so these are funds that are 10 to

14· ·past year.· And then our value-oriented

14· ·12 years old, non-core GPs that we've moved away

15· ·strategies, that we think of our distressed and

15· ·from and are no longer committing to on an active

16· ·turnaround, and our secondary strategies, they do

16· ·basis.

17· ·continue to trail the growth-focused strategies

17· · · · There were some tech-heavy names in the

18· ·on a relative basis.

18· ·portfolio that we sold that we thought valuations

19· · · · And then lastly, through November, we've

19· ·were getting a little ahead of themselves and it

20· ·committed 1.6 billion to 18 funds as of November

20· ·was probably a good time to take some money off

21· ·30.· That breakdown is 953 million to nine buyout

21· ·the table.· And then the last category would be

22· ·funds, 235 million to three venture funds.· We've

22· ·public-heavy portfolios.· So portfolios and GPs

23· ·committed 350 million to four distressed funds

23· ·that had large exposure to publicly traded

24· ·and 51 million went to two secondary funds.· I'm

24· ·stocks, we decided to take some money off the

25· ·happy to answer any questions.

25· ·table there.
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·1· · · · MR. OLMSTEAD:· Would you characterize that

·1· ·Beard, our defined contribution program.

·2· ·secondary market as pretty robust now?

·2· · · · MR. BEARD:· Thank you.· Good afternoon,

·3· · · · MR. BRADLEY:· Absolutely, absolutely.· When

·3· ·everyone.· Quickly, just to update some numbers

·4· ·we took our portfolio to market, we thought it

·4· ·on this slide.· So assets as of November 30, we

·5· ·was a good time to be a seller.· There's a lot of

·5· ·were actually slightly above 15 billion through

·6· ·capital floating around in the secondary market,

·6· ·November 30th.· And then for fiscal year returns,

·7· ·and we thought we were able to take advantage of

·7· ·actually through November, it actually is

·8· ·that and get very attractive pricing and very

·8· ·positive, 1.84 percent, which is 13 basis points

·9· ·attractive pricing relative to what past sales

·9· ·above the benchmark.

10· ·have gone for.

10· · · · Memberships continue to increase, 7.3

11· · · · MR. OLMSTEAD:· Can you go back to the

11· ·percent from September 30th of last year, again,

12· ·private equity asset class?· There's a problem

12· ·fueled by the change in the default.

13· ·this year.· There's an implicit bet between John

13· ·Approximately 180,000 of those are active

14· ·and I that we go to orange and blue on this

14· ·members, contributions that are coming in monthly

15· ·slide.

15· ·for those members.

16· · · · MR. COLLINS:· Wait, wait, wait.

16· · · · Choice stats, so right now, just to update

17· · · · MR. OLMSTEAD:· Anyway, a little fun.· But

17· ·you on that, we're still at about 65 percent of

18· ·nice job overall on the PE.

18· ·all new hires that are enrolling in the

19· · · · MR. BRADLEY:· Thank you.

19· ·investment plan, and then the other 35 percent

20· · · · MR. OLMSTEAD:· Peter, you like that slide?

20· ·are going into the pension plan.

21· · · · MR. PETER JONES:· I do, too.

21· · · · Membership, again, we've had about a 2

22· · · · MR. COLLINS:· A lot of things about it.

22· ·percent increase this fiscal year so far.

23· · · · MR. PETER JONES:· All right.· No other

23· ·Returns, again, these are returns through

24· ·questions.· Yeah, the numbers are very impressive

24· ·September 30th, but however, through November, we

25· ·for both private and public.· Very good.· Dan

25· ·are positive as far as the fiscal year to date
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·1· ·return.

·1· ·concerned about the Build Back Better or whatever

·2· · · · So the assets, breakdown by asset class.

·2· ·the legislation, they're concerned about some of

·3· ·Again, most of the funds are in the retirement

·3· ·the things in that.· And basically, we're just

·4· ·date funds.· The reason for that is the

·4· ·telling them nothing has passed yet, we don't

·5· ·retirement date funds are the default fund,

·5· ·know the final outcome.

·6· ·especially for the members who default into the

·6· · · · So that's pretty much all we have.· Any

·7· ·investment plan.· All their money goes into the

·7· ·questions?

·8· ·retirement date funds.

·8· · · · MR. COLLINS:· I have one question, Mr.

·9· · · · Those members actually take little action.

·9· ·Chair.· Do you use AI on the website chat at all?

10· ·So they didn't take any action to actually make a

10· ·Do they come into a robot or do they go right to

11· ·choice, and they're taking no action to move

11· ·a real person?

12· ·their funds at all once they do go into the

12· · · · MR. BEARD:· Actually, they do come into a

13· ·retirement date fund.

13· ·bot, and so they can put in their question.· And

14· · · · Then for the MyFRS Financial Guidance

14· ·then, if the bot can't answer, they can talk to a

15· ·Program, again, we're seeing an increase in

15· ·live person between 8:00 and 6:00 p.m.· After

16· ·calls.· Planning workshops increased 50 percent

16· ·that, they get some canned messages.

17· ·as far as attendance.· Website hits have gone up.

17· · · · Actually, we're actually about to upgrade

18· ·Chats have gone down a little bit.· And what we

18· ·the chat feature, because it's so popular, and

19· ·think is we kind of plateaued on that.· It was

19· ·kind of make it so it can give better answers

20· ·going up quite a bit there, but we think we hit a

20· ·based on whatever they ask, look at past answers.

21· ·plateau there.

21· ·So we're kind of going to upgrade that.· And

22· · · · But we are getting calls.· Planners are

22· ·we'll roll that out in March.· But initially it's

23· ·answering calls as far as on, you know, the

23· ·a bot, but between 8:00 and 6:00, they can talk

24· ·quarterly statements that they receive.· They're

24· ·to a live person.

25· ·concerned about the market.· And they're actually

25· · · · MR. COLLINS:· So do you-all run that
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·1· ·website?· Do we have a third party that's doing

·1· ·There was one notable proposal in late September

·2· ·all of that, the AI interface, or how do you-all

·2· ·when the SEC proposed fairly significant changes

·3· ·do that?

·3· ·to how proxy voting information is disclosed and

·4· · · · MR. BEARD:· So the website is MyFRS.com.· So

·4· ·filed.· It covers all investment managers, mutual

·5· ·we're completely outsourcing.· So we have an

·5· ·funds and even exchange traded funds, even ETFs.

·6· ·outside company that handles that.· We call it

·6· · · · And it's not finalized or approved yet, but

·7· ·our portal.· Within that, there's another company

·7· ·if it is approved as it's submitted, funds will

·8· ·that provides the, I guess, code for the chat,

·8· ·be required to categorize each voting matter,

·9· ·and we just -- that company -- the company that

·9· ·which they don't do now.· They'll be required to

10· ·runs the portal places it on our website.

10· ·use -- file that information in XML, extensible

11· · · · MR. COLLINS:· Right, right.

11· ·markup language, which is a more enhanced way to

12· · · · MR. BEARD:· So we don't actually run it.

12· ·tag data and that sort of thing from a reporting

13· ·That company does it, but we get code.· It will

13· ·purpose perspective.

14· ·be another private company that will provide

14· · · · And then also they'll have to disclose

15· ·that.

15· ·how -- and this is probably the most notable --

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

16· ·disclose how their securities lending activity

17· · · · MR. PETER JONES:· Okay.· Thank you, Dan.· So

17· ·impacted their voting, and they'll have to

18· ·one final asset class update topic would be

18· ·disclose the number of shares voted as well as

19· ·investment programs and governance, and Mike

19· ·the number of shares that were loaned but not

20· ·McCauley.

20· ·recalled and therefore not voted.

21· · · · MR. McCAULEY:· Thank you, Mr. Chairman.

21· · · · The decision to recall a security, you'll

22· ·Good afternoon.· So just a few comments on our

22· ·recall -- you may or may not know this, but when

23· ·governance and voting activities over Q3.· Not

23· ·you -- a decision to recall a security on loan in

24· ·unlike the last quarter, it was pretty active on

24· ·order to vote it is not currently disclosed and

25· ·the regulatory side, regulatory environment.

25· ·does hamper your ability to vote the shares.
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·1· · · · SEC views this as making -- enhancing the

·1· ·and dissident shareholders for election, scopes

·2· ·reporting, allowing more comparison between

·2· ·out some formatting requirements, how the

·3· ·different investment managers and their voting

·3· ·information is displayed and ordering and that

·4· ·records, which we would concur.· So I think it's

·4· ·sort of thing.

·5· ·a positive enhancement from a reporting

·5· · · · And this is fairly significant because it's

·6· ·perspective.

·6· ·been in the works for years, probably close to a

·7· · · · Another significant change occurred just

·7· ·decade for some parts of the market.· We've been

·8· ·last month in November.· This is probably the

·8· ·a long-term advocate for this, along with groups

·9· ·most significant change all year, in fact, maybe

·9· ·like CII, Council of Institutional Investors, CFA

10· ·the last couple of years.· The SEC voted to adopt

10· ·Institute and several other kind of activist

11· ·final rules -- so this is not a proposed rule,

11· ·managers, other investor organizations.· So it's

12· ·but this is actually going into effect -- to

12· ·a very strong positive for the markets.

13· ·require parties in a contested board election to

13· · · · We think ultimately it will allow for more

14· ·use what are called universal proxy cards.

14· ·efficient voting decisions to be made in

15· · · · These universal cards include all the

15· ·contested elections.· And that rule, the

16· ·director nominees presented for election at a

16· ·amendments that have been approved, apply to all

17· ·shareowner meeting.· And currently shareowners

17· ·shareowner meetings with director elections held

18· ·that are voting by proxy in contested director

18· ·after August 31st of next year.· So a couple of

19· ·elections are unable to vote for a combination of

19· ·notable regulatory changes.

20· ·director nominees, either from the competing

20· · · · And then also just to kind of update folks

21· ·slates, unless they actually show up to the

21· ·on some of our latest voting account changes,

22· ·meeting in person.

22· ·which occur periodically as portfolios are funded

23· · · · So under this new rule, 14a-19, the

23· ·or removed.· So over the last couple of quarters,

24· ·universal proxy card must include all the

24· ·we focused on more efficiently voting our

25· ·director nominees presented by both management

25· ·proxies, and as a part of that, we'll be adding
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·1· ·several BlackRock portfolios to the SBA's voting

·1· ·We'll actually be getting the shares that are

·2· ·system.

·2· ·held in those pooled vehicles.· So we'll vote

·3· · · · BlackRock recently announced that they would

·3· ·them directly.· So there's no direction or

·4· ·begin offering clients the ability to directly

·4· ·guidance.· We vote those shares, we will next

·5· ·vote the proxies -- they call it voting choice --

·5· ·quarter, in line with our own policy, just like

·6· ·for securities held within certain U.S. and UK

·6· ·we do other --

·7· ·collective investment funds or commingled funds

·7· · · · MR. PETER JONES:· I misunderstood.

·8· ·or pooled vehicles, and also some separately

·8· ·thought they were voting them, but they're not.

·9· ·managed index products.

·9· ·Okay.

10· · · · So beginning in January or early Q1, we'll

10· · · · MR. McCAULEY:· They were up until the

11· ·be transferring voting authority on three pooled

11· ·change.· And then on another area, we don't

12· ·funds that they manage.· And these are primarily

12· ·usually talk about this.· It's usually more of

13· ·holding non-U.S. securities.· They'll add

13· ·the trustees' purview.· But we did have kind of a

14· ·approximately 1400 securities to the votable

14· ·notable event in the third quarter where the

15· ·assets of the SBA.· It includes predominantly

15· ·trustees approved classifying a new company to

16· ·many small cap foreign companies that we don't

16· ·the anti-BDS, the boycott, divest and sanction

17· ·currently vote.· So this will be kind of additive

17· ·list.· And these are scrutinized companies that

18· ·or incremental at the margin.

18· ·are involved with some level of boycott activity

19· · · · So we vote about -- typically between 10-

19· ·aimed at Israel.· And that's based on Florida

20· ·and 11,000 meetings annually.· So this will bump

20· ·Statutes.

21· ·that up to somewhere north of 11-, 11,500.

21· · · · So as part of that requirement, in late July

22· · · · MR. PETER JONES:· Excuse me, Mike.· Do you

22· ·we added Unilever and about a dozen of its

23· ·give them guidance on how you want them to vote

23· ·affiliated companies, subsidiaries, to the SBA's

24· ·on certain matters?

24· ·scrutinized companies list.· And that really is

25· · · · MR. McCAULEY:· Well, the short answer is no.

25· ·the first time that we've had a public company on
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·1· ·the anti-BDS segment of some of the divestiture

·1· ·there were a large number of non-U.S. meetings.

·2· ·or investment restriction lists.

·2· ·So you see that bar chart where you have the

·3· · · · And just to point out, for that specific

·3· ·emerging sector even above developed, which is

·4· ·Florida statute, it doesn't require full

·4· ·not typically the case.

·5· ·divestment of existing holding.· It's more of a

·5· · · · And then we have a lot -- you know, more

·6· ·going forward investment restriction.· So we

·6· ·information, more granular information on our

·7· ·can't place any additional investments in the

·7· ·voting and engagement activities, including

·8· ·company as long as it's on that list.· And we

·8· ·highlighted votes as well as a few more

·9· ·continue to monitor and attempt to at least have

·9· ·regulatory proposals that occurred during the

10· ·a dialogue with the company, but there hasn't

10· ·quarter 3Q.· And those are detailed in the

11· ·been much success on that front.· So they will

11· ·standing reports.

12· ·remain on the list for the time being.

12· · · · And then kind of last but not least, I just

13· · · · There were no other changes to the -- what's

13· ·did want to highlight that we're developing a few

14· ·called the PFIA list, the Protecting Florida's

14· ·proposed new proxy voting guidelines for the next

15· ·Investments Act, covering Sudan, Iran and some

15· ·quarter, for the '22 calendar cycle.· And we'll

16· ·other countries, during the quarter.· That was

16· ·have those on the agenda for the next IAC meeting

17· ·really the only add, significant add, was

17· ·and detail those and discuss those further.· So

18· ·Unilever.

18· ·that's it for me.· I'm happy to answer any

19· · · · And then just kind of moving around this

19· ·questions.

20· ·slide a little bit, just to be brief, during the

20· · · · MR. PETER JONES:· Okay.· Questions?

21· ·third quarter, voting levels and the patterns

21· · · · MR. WENDT:· I have a couple of questions for

22· ·were essentially in line with prior periods.· We

22· ·this witness.· This is not in your information

23· ·voted a total of about 1300 meetings, involving a

23· ·and I don't know why, but -- and this is on a

24· ·little over 9,000 individual ballot items.· And

24· ·memo that was up towards the beginning of the

25· ·really, given the timing in the calendar year,

25· ·book, a memo from you to Lamar.· And it has a
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·1· ·chart showing how you voted on the support for

·1· ·executive compensation.· It's not a resolution or

·2· ·management.· On the issue of compensation, you

·2· ·a ballot item that has been put on the ballot by

·3· ·voted 100 percent against the compensation

·3· ·management.· So it's counted essentially as

·4· ·suggestions of management.· Why?

·4· ·against management, or at least it could be.

·5· · · · MR. McCAULEY:· If you're talking about

·5· · · · MR. COLLINS:· You voted 100 percent against

·6· ·the --

·6· ·proposals that are for wanting to do something

·7· · · · MR. WENDT:· Support for management, they're

·7· ·against (indiscernible).

·8· ·all --

·8· · · · MR. LAMAR TAYLOR:· I think in spirit, I

·9· · · · MR. LAMAR TAYLOR:· I think that's a

·9· ·think that would be the way we would characterize

10· ·shareholder proposal.· I think that's a metric

10· ·it.· I think we've got some work to do on the key

11· ·that relates to shareholder proposals, not

11· ·and the legends here to reduce the confusion.

12· ·necessarily -- the key is a little bit

12· · · · MR. WENDT:· Don't spend a lot of time on it

13· ·misleading.· I think you're right, Gary.· You

13· ·for me.· I just thought it was very interesting.

14· ·read the key and you read the color, it says

14· ·I thought it was pretty stern of you to be voting

15· ·against management, but I think -- yeah, here it

15· ·against management 100 percent of the time.· But

16· ·is.· It's on page 153.

16· ·you're saying, no, it's the opposite of that.

17· · · · And so I think the key is a little bit

17· · · · MR. McCAULEY:· It's the exact opposite, yes.

18· ·misleading.· I think those are shareholder

18· · · · MR. OLMSTEAD:· Because that's counter to

19· ·proposals, so the vote against would be against

19· ·what you have in your detail here.

20· ·the shareholder's proposal.

20· · · · MR. McCAULEY:· Those are actual management

21· · · · MR. WENDT:· It looks like management

21· ·resolutions, right.· So that's a different voting

22· ·proposal.· It says support for management.

22· ·category.

23· · · · MR. McCAULEY:· But it's on a -- Lamar is

23· · · · MR. PETER JONES:· If you look at page 324,

24· ·actually right.· It's compensation -- it's a

24· ·if I'm reading this properly --

25· ·resolution that's related in some manner to

25· · · · MR. WENDT:· It's hard to go around from page
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·1· ·to page.· 324?

·1· ·it.· You don't pay attorneys or anything.

·2· · · · MR. PETER JONES:· 324.

·2· · · · MR. LAMAR TAYLOR:· For this, no.· We're

·3· · · · MR. WENDT:· I'm going to still have one on

·3· ·just -- the passive piece is exactly that.· Our

·4· ·page 159.· I have another question, although this

·4· ·custodian is filing claims on our behalf.

·5· ·was written by Maureen M. Hazen, who I gather is

·5· · · · MR. WENDT:· And will send a check.

·6· ·part of the organization.· It says here that we

·6· · · · MR. LAMAR TAYLOR:· And it goes up and down.

·7· ·collected, we, SBA, collected for the last year

·7· · · · MR. WENDT:· They don't take money from you,

·8· ·ending October 30th $2,298,470.27 as a passive

·8· ·do they?· Or do they?· I guess they could.

·9· ·member in 20 securities class actions.· Do we

·9· · · · MR. LAMAR TAYLOR:· I'm not familiar --

10· ·involve any cost -- is there any cost involved by

10· · · · MR. WENDT:· No more questions of this

11· ·us in this, or are we just sitting around and

11· ·witness.

12· ·watching other litigation take place?

12· · · · MS. HAZEN:· Lamar, this is Maureen.

13· · · · MR. LAMAR TAYLOR:· I think this is -- this

13· · · · MR. WENDT:· I would have found that more

14· ·activity is largely run with our custodian.· So

14· ·interesting than the stuff you reported on.

15· ·they're charged with monitoring securities

15· · · · MR. LAMAR TAYLOR:· Our general counsel is

16· ·litigation in the holdings that we have and

16· ·actually on the line.· She's going to weigh in

17· ·filing claims on our behalf in those cases.· And

17· ·and correct some of my misstatements.

18· ·they collect -- now, we do have --

18· · · · MS. HAZEN:· No.· There's really no

19· · · · MR. WENDT:· This is called passive, though.

19· ·corrections.· Really just clarification.· So

20· ·So active, you have something here, too, but you

20· ·that's accurate.· Like the report says, you know,

21· ·didn't make any money on that.· But you made

21· ·we are a putative plaintiff in a securities class

22· ·$2.3 million.

22· ·action.· We monitor all the cases that are filed.

23· · · · MR. LAMAR TAYLOR:· And it varies.· It

23· ·At any given time, there could be 5- or 600 cases

24· ·varies.

24· ·in which we're a putative member.· And we file

25· · · · MR. WENDT:· You don't do anything but watch

25· ·claims.· As Lamar said, our custodian does it for
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·1· ·us.

·1· ·go through the court system, if there is a

·2· · · · There is no cost associated with that, other

·2· ·recovery, whether it's a settlement or a

·3· ·than what the class might pay counsel, and the

·3· ·judgment, then we get a notice from the claims

·4· ·class being every other institutional investor

·4· ·administrator, along with the other investors,

·5· ·that is involved in those lawsuits.· So it's

·5· ·and we file our claim and get our share of those

·6· ·really just a claims filing process that's an

·6· ·settlement proceeds.

·7· ·asset of the fund.

·7· · · · MR. WENDT:· Thank you.

·8· · · · Once in a while we will get active in cases,

·8· · · · MR. LAMAR TAYLOR:· Thanks, Maureen.

·9· ·but our threshold for doing that is a $25 million

·9· · · · MR. WENDT:· Pretty good return.

10· ·life of loss.· So it's been few and far between.

10· · · · MR. PETER JONES:· Okay.· I think that wraps

11· ·Although we've had some over the last decade or

11· ·up our updates on the asset classes.· One more

12· ·so.

12· ·topic, the major mandate performance given by

13· · · · MR. WENDT:· Is there any such thing as a

13· ·Aon.· Either Kristen Doyle or Katie Comstock,

14· ·passive case, where you could lose money?

14· ·I'll turn it over to you.

15· · · · MS. HAZEN:· No, no.

15· · · · MS. COMSTOCK:· Thank you.· Good afternoon,

16· · · · MR. WENDT:· You're always a positive --

16· ·everyone.· This is Katie Comstock with Aon, and I

17· · · · MS. HAZEN:· Not lose money.· What it is, is

17· ·will -- I'm here to report on the now four major

18· ·we suffer losses as a result of -- we, along with

18· ·mandates' performance through the end of

19· ·every other institutional investor that invests

19· ·September.

20· ·in the company, suffers losses as a result of an

20· · · · So I'll start with the pension plan on page

21· ·alleged securities fraud, and there's a class

21· ·332.· And this is all information through

22· ·action case that is filed.· Like I said, there's

22· ·September 30th.· You can see the portfolio ended

23· ·somewhere between 5- or 600 of them that we are a

23· ·with $199 billion in assets under management,

24· ·putative member in at any given time.

24· ·slightly down over the third quarter due to some

25· · · · And as that case goes through -- those cases

25· ·lackluster returns.· But as you heard earlier, I
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·1· ·think as of yesterday, the portfolio is up about

·1· ·return but also expected volatility, expected

·2· ·204 billion.· It is also up about 31 billion from

·2· ·impact on cash contributions, liquidity, as well

·3· ·a year ago today, too.· So strong performance.

·3· ·as the distribution of potential outcomes.

·4· · · · Flip ahead and touch on asset allocation for

·4· · · · And so I think revisiting that, we do that

·5· ·a minute.· At the end of the quarter, the chart

·5· ·annually, but revisiting that and looking at the

·6· ·at the bottom shows the relative difference of

·6· ·trade-offs there will get to the heart of the

·7· ·where the portfolio stood as of September 30th in

·7· ·asset allocation question at least.· And so we'll

·8· ·green relative to the target in orange, and then

·8· ·be happy to work with Alison and Lamar to bring

·9· ·the difference there is in blue.· So you can see

·9· ·that to light again.

10· ·the portfolio is managed very closely to the

10· · · · Moving to performance, here again, I'll try

11· ·policy target, a slight underweight, which was

11· ·not to be repetitive with everything that has

12· ·mentioned earlier, to fixed income, primarily due

12· ·already been said, and Alison had touched on

13· ·to market movements.

13· ·these numbers before, but here you can see them

14· · · · I will just take one minute, and not to

14· ·on paper.· The portfolio was able to eke out a

15· ·reopen a can of worms, but I did just want to

15· ·modestly positive return for the quarter, about

16· ·comment, since we are talking about asset

16· ·80 basis points.

17· ·allocation, the asset-liability study that we all

17· · · · And you can see the total FRS performance is

18· ·conduct with you, which was just conducted in

18· ·the beige, the first column there.· You can see

19· ·June, lends to answer the question, Mr. Collins,

19· ·longer term, though, returns are very strong,

20· ·that you had asked earlier, is what is that

20· ·double digits for the one, three, five and ten

21· ·appropriate mix between risk assets, which is 81

21· ·year, and then an annualized 7.6 for the trailing

22· ·percent, and risk-reducing assets of 19 percent.

22· ·15 year period.

23· · · · And it looks at that asset allocation on a

23· · · · On a relative basis, also very strong

24· ·long-term basis relative to your liability

24· ·performance.· We compare relative to the

25· ·profile, and it looks at the impact on expected

25· ·performance benchmark, which is blue.· The
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·1· ·portfolio has outperformed across all of these

·1· ·show your asset allocation at the end of

·2· ·trailing time periods.· Again, it was mentioned,

·2· ·September on the left compared to the median plan

·3· ·private equity has been a big driver of this

·3· ·in this universe on the right-hand side.

·4· ·outperformance as well as global, global public

·4· · · · And the differences remain -- are pretty

·5· ·equities.· But there has been value added across

·5· ·consistent quarter over quarter when we present

·6· ·the asset classes over all these time periods,

·6· ·this, largely in line with peers.· The largest

·7· ·which is also fantastic to see.

·7· ·differences will be a greater allocation to

·8· · · · And then we compare it to the benchmark in

·8· ·global equities, which is primarily in foreign

·9· ·green, which is your absolute nominal rate of

·9· ·equities.· You have a greater allocation than

10· ·return target, which is now CPI plus 4 percent.

10· ·peers there.· And that comes at the expense of

11· ·And so you can see there over the quarter, with

11· ·alternatives.

12· ·inflation, which we talked about as well, up 5, 6

12· · · · And you can see peers have a median 22

13· ·percent at the end of September.· You can see it

13· ·percent.· And if you bucket private equity and

14· ·was a hard bogey to keep up with, but again,

14· ·strategic together, that comes out to about 18

15· ·longer term, the portfolio has outperformed this

15· ·percent.· So modest differences there, but that

16· ·benchmark as well.

16· ·is what will drive performance differences

17· · · · And we look at this even on a longer term

17· ·between the fund and your peer group.

18· ·basis.· This is the total fund compared to that

18· · · · And that's what we look at next.· Here we're

19· ·nominal rate of return as well over the past 20,

19· ·showing the FRS returns.· These are gross returns

20· ·25 and 30 year periods.· So strong outperformance

20· ·relative to the median plan in the universe.· We

21· ·relative to both of these benchmarks.

21· ·use gross so that it is apples to apples.· And

22· · · · We also look at your portfolio compared to a

22· ·you can see, over the quarter, modest

23· ·few peer groups.· The one that we focus on here

23· ·underperformance, and for the one year,

24· ·is the TUCS top ten.· Those are the ten largest

24· ·performance in line with the median plan but

25· ·pension plans in the United States.· And first we

25· ·outperformance over the three, five and ten year.

www.phippsreporting.com
(888) 811-3408

www.phippsreporting.com
(888) 811-3408

YVer1f

77

YVer1f

Meeting IAC
December 14, 2021

Meeting IAC
December 14, 2021
Page 142

Page 143

·1· ·Again, primarily driven by the differences in

·1· ·compared to its benchmark.· So it's nice to see

·2· ·global equity exposure, just given how strongly

·2· ·your participants have that option to invest

·3· ·global equities have performed.

·3· ·their assets in, and it's doing its job.

·4· · · · And then if you look at -- if you translate

·4· · · · Next the hurricane catastrophe funds.

·5· ·that into ranks, here you can see at the bottom,

·5· ·There's about, in aggregate, just over $16

·6· ·median performance over the one year period but

·6· ·billion.· The operating pool is about

·7· ·top quartile over the three and ten year and in

·7· ·$12.8 billion at the end of September.· As a

·8· ·the top fifth percentile over the five year

·8· ·reminder, the goal here is preservation of

·9· ·period.· Are there any questions on performance?

·9· ·capital to provide liquidity and finally earn as

10· · · · The next mandate that I'll hit on again

10· ·much return as you can, while investing in

11· ·briefly, Dan covered this as well already, but

11· ·short-term high quality bonds, which you can see

12· ·the investment plan on page 340, I'll just

12· ·here is very little.· So on an absolute basis,

13· ·highlight at the top here that third row shows

13· ·very meek returns, not unexpected from this

14· ·the relative performance, so in aggregate, how

14· ·investment policy, but outperformance relative to

15· ·have your participant assets compared to the

15· ·its benchmark.

16· ·benchmark.

16· · · · MR. WENDT:· That's gone now, isn't it, that

17· · · · You can see outperformance across the one,

17· ·money?

18· ·three, five and ten year period, strong returns

18· · · · MS. COMSTOCK:· I didn't hear the question.

19· ·from the actively managed options in your plan.

19· · · · MR. LAMAR TAYLOR:· We still have -- that was

20· ·I would also note that you do have that inflation

20· ·Lawton Chiles.· Lawton Chiles Fund, they've taken

21· ·sensitive fund.· There are only about 1.1

21· ·that away, but we still have the CAT Fund.

22· ·percent, I think it was, of assets are invested,

22· · · · MS. COMSTOCK:· And then the last major

23· ·but that fund did perform very well over the

23· ·mandate that I'll hit on performance is the

24· ·quarter and year to date period, not only on an

24· ·Florida PRIME pool.· Here again, similar mandate

25· ·absolute return basis but on a relative basis

25· ·of providing safety of assets, liquidity and then
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·1· ·a competitive return.· So, again, very similar

·1· ·thank the SBA staff for organizing this meeting,

·2· ·comments.· Low absolute results but strong

·2· ·and I also want to acknowledge my IAC colleagues

·3· ·performance when we look at it on a relative

·3· ·for their time and certainly passionate

·4· ·basis.· And the benchmark here is a peer index of

·4· ·engagement.· So with that, we will adjourn the

·5· ·other government investment pools.· So you can

·5· ·meeting.· So good evening.

·6· ·see the participants here are getting a strong

·6· · · · (The meeting concluded at 4:19 p.m.)

·7· ·return compared to other pools that are out

·7

·8· ·there, even if it is fairly modest.

·8

·9· · · · The Florida PRIME is also, at the end of the

·9

10· ·quarter, at $15.5 billion, slightly down over the

10

11· ·quarter, but that is expected just due to the

11

12· ·normal cash flow activity, seasonal cash flow

12

13· ·activity.

13

14· · · · And that wraps up my comments.· Are there

14

15· ·any questions?

15

16· · · · MR. PETER JONES:· Okay.· No questions.

16

17· ·Thank you very much, Katie.· All right.· We are

17

18· ·down to the final topic, which is asking the

18

19· ·audience if they have any comments or questions.

19

20· · · · All right.· Not hearing any, the 2022

20

21· ·meeting dates are in your binder behind tab 8, so

21

22· ·you can pull out that page and put those dates in

22

23· ·your calendar.· I'd.

23

24· · · · Like to acknowledge the presenters, all the

24

25· ·presenters for their preparation.· I want to

25
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9:19

·1· · · · · · · · · CERTIFICATE OF REPORTER

$

·2
·3· ·STATE OF FLORIDA

$1
115:22

·4· ·COUNTY OF LEON

$1.4
52:3
$12.5
7:16

·5
·6· · · · · · ·I, JO LANGSTON, RPR, certify that I was
·7· ·authorized to and did stenographically report the

$12.8
143:7

·8· ·foregoing meeting, and that the transcript is a true

$15.5
144:10
$16
143:5

·9· ·and complete record of my stenographic notes.
10· · · · · · ·Dated this 3rd day of January 2022.
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STATE BOARD OF ADMINISTRATION
Audit Committee Open Meeting
Agenda
February 21, 2022
10:00 A.M. – Conclusion of Business

1.

Call to Order

2.

Approve minutes of open meeting held on November 29, 2021

3.

SBA Interim Executive Director & CIO status report
 SBA Update: investment performance, risks, opportunities and challenges

4.

Presentation on results of OPPAGA Report

5.

Presentation on the results of the SBA Local Government Surplus Funds Trust
Fund (Florida PRIME)

6.

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, 2022

7.

Presentation of Real Estate Title Holding Entity audits

8.

Selection of Audit Committee member to serve on evaluation team for GRC
Assessment ITN and presentation of timeline for the selection process

9. Presentation of ITN for Network Security Assessment 2022
 Approval for final selection of respondents
10. Chief Risk & Compliance Officer Quarterly Report
11. Office of Internal Audit Quarterly Report
12. Office of Inspector General Quarterly Report
13. Approval of the Committee’s Annual Independence Statement
14. Election of the Committee’s Chair and Vice Chair
15. Other items of interest
16. Closing remarks of the Audit Committee Chair and Members
17. Adjournment
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February 21, 2022
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•

Internal Audit and Advisory Engagements

4

•

External Engagement Oversight

5

•

Special Projects, Risk Assessment, and Other Activities

6

•

New and Closed Action Plans and Recommendations

8

Status of Management Action Plans/
Recommendations

•

Details of open items – Audit Projects

9

•

Details of open items – Advisory Projects

10

Other OIA Activities

•

Other Items for Discussion

12

Status of the FY 2021-22
Annual Audit Plan

Appendices

2

Open Audit Recommendations and Action Plans

Appendix A

OIA Report 2022-03 Periodic Follow-up Audit Report

Appendix B

110
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Internal Audit and Advisory Engagements
Projects Status

Not Yet
Started
21%

Completed
36%

In Progress
43%

Highlighted: Completed since
prior quarterly report.

4

Type

Planned
Timing

Completed
Private Equity (Carryover)

OIA Operational Audit

Q1

Security Configuration and Vulnerability (Carryover)

OIA Advisory

Q1

Follow-up on BDO's Low Risk Findings
Contract Management
Periodic Follow-up Audit
In Progress

OIA Operational Audit
Continuous Monitoring
OIA Follow-up Audit

Continuous Monitoring - General

Continuous Monitoring

Data Analytics - Strategy

Data Analytics

Continuous Risk Assessment

Data Analytics

Action Plan Monitoring

Project Management

Derivatives Collateral and Cash Management
Performance Reports for Alternative Investments
Not Started
Identity and Priviliged Access Management Advisory
Security Lending & Repurchases
Audit logging for SBA servers & network devices

OIA Operational Audit
OIA Operational Audit

Q2-Q3
Q2-Q3

OIA Advisory
OIA Operational Audit
OIA Advisory

Q3
Q4
Q3

112

Q2
Q2
Q1-Q4

Ongoing

External Engagement Oversight
Project Status

In Progress
13%

Completed
87%

Service Provider

Planned
Timing

Completed
Florida Retirement System (FRS) Trust Fund

Crowe

External Financial Statement Audit for FY20-21

Q1/Q2

FRS Investment Plan Trust Fund

Crowe

External Financial Statement Audit for FY20-21

Q1/Q2

Florida PRIME

Auditor General

External Financial Statement Audit for FY20-21

Q1/Q2

Florida Hurricane Catastrophe Fund

KPMG

External Financial Statement Audit for FY20-21

Q1/Q2

AG PRIME Financial Statement Audit

Auditor General

External Financial Statement Audit for FY20-21

Q1/Q2

Network Security, outsourced

BDO

External IT Assessment

Q1/Q3

Florida Growth Fund Initiative

OPPAGA

External Review

Q1/Q2

Auditor General

External Financial Statement Audit for FY20-21

Q2/Q3

In Progress
Part of the Statewide CAFR
Not Started
None

Highlighted: Completed since
prior quarterly report.

5

Type

113

Special Projects, Risk Assessments, and Other Activities
Not Yet
Started
19%

Project Status
Completed
19%

Type

Planned
Timing

Completed
RFQ for Real Estate Pool of Auditors

OIA Special Projects

Q1

ITN for FHCF Financial Statement Audit

OIA Special Projects

Q2

ITN for Network Security Assessment

OIA Special Projects

Q2/Q3

Implementation of Internal Audit Solution

OIA Special Projects

Q2/Q3

ITN for GRC Assessment

OIA Special Projects

Q2/Q4

Data Analytics Tools Enhancements - Tableau

OIA Special Projects

Logic Manager Enhancements

OIA Special Projects

Complimentary User Entity Control Testing Validation

OIA Special Projects

Special requests from SBA management and/or Audit Committee

OIA Special Projects

WorkSmart Portal Enhancements

OIA Special Projects

Audit Committee Related Activities

OIA Audit Committee

In Progress

In Progress
62%

Ongoing

OIA process improvement initiatives, including QAR identified initiatives OIA Quality Assurance
Robotics Process Automation

Highlighted: Completed since
prior quarterly report.

6

OIA Special Projects

Q1-Q4

Annual Risk Assessment

OIA Risk Assessment

Q4

Annual Audit Plan

OIA Risk Assessment

Q4

Annual Quality Assessment Review - Self-Assessment

OIA Quality Assurance

Q4

Not Yet Started

114
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7
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Audit and Advisory Engagements
# of Recs

Source

New action plans and recommendations:
30

BDO Network Security Assessment 2021

30

Total action plans/recommendations added to the database

Closed action plans and recommendations:

8

1

Global Equity Internal Trading Operational Audit

1

Incentive Compensation Program Operational Audit

1

Procure to Pay Operational Audit

9

Business Continuity and Disaster Recovery Operational Audit

2

IP&AA Liquidity Management Audit

1

Private Equity Operational Audit

15

Total action plans/recommendations closed in the database

15

Total change for both audit and advisory action plans/recommendations
116

Closed as part of the OIA’s 2022-03 Periodic Follow-up
Report (see Appendix B)

Risk Rating

25
20
15

Low
Med

10

High

5

Report Date

High

AG - Operational Audit 2017

11/13/2017

0

Strategic Investments Operational Audit

8/19/2019

2

Procure to Pay Operational Audit

6/30/2020

6

Real Estate Direct Owned Operational Audit

10/6/2020

AG – ITGC and PRIME 2020
AG – ITGC and PRIME 2020 Confidential

NYI

PI

OTV

For details, see Appendix A.

Med

Low

Total

NYI

1

1

0

2

PIRP

OTV

Total

1

1
2

2

8

4

1

1

1

1

10/16/2020

2

2

2

2

10/16/2020

5

5

5

5

2/22/21

3

3

3

3

Business Continuity and Disaster Recovery Operational
Audit

3/19/2021

3

3

3

3

Private Equity Operational Audit 2021

9/9/2021

AG – FRS Investment Plan Operational Audit 2021

0

9

Report Title

Status

2

1

3

2

6

5

3

23

5

31

23

10%

74%

16%

74%

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
117
with the IIA Standard 2500. A1. In certain cases, follow-up procedures are performed by external auditors.

3

1

8

1

6

5

3

31

16%

10%

Status
Report Title

Report Date

NYI

PI

IMP

PIRN

Total

Governance, Risk Management, and Compliance Assessment (Funston)1

1/15/2018

1

5

12

7

25

Network Security Assessment 2018 (BDO)2

11/15/2018

1

Network Security Assessment 2019 (BDO)2

11/21/2019

3

1

CIS CSC Framework Gap Assessment Advisory1

3/19/2020

14

3

Network Security Assessment 2020 (BDO)2

1/5/2021

12

Security Configuration and Vulnerability Management Advisory1

8/3/2021

24

24

Network Security Assessment 2021 (BDO)2

2/2/2022

30

30

Legend:
NYI
PI
IMP
PIRN
NA

85
-

1
6

2

17
14

2

9

16

7

117

Not yet implemented
Partially Implemented, as represented by SBA management
Implemented, as represented by SBA management
Partially Implemented, as represented by SBA management, and the remainder will not be implemented (not yet closed in the system when listed here)
Not accepted by SBA management (not yet closed in the system when listed here)

Advisory Recommendations made by OIA or external consultants resulting from an assessment of a program or activity such as governance, risk
management, compliance, ethics, disaster recovery preparedness program, etc. The OIA monitors the disposition of these recommendations in accordance
with the IIA Standard 2500.C1.
1At

the advice of the Audit Committee, the OIA closes Advisory Recommendations that management represented as “complete” once the OIA has considered those in the annual risk
assessment.

10

2Recommendations

will be reviewed for remediation and closure as part of the subsequent Network
118 Security Assessment.

11
11
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Audit Committee meeting dates in 2022
◦ May 23, 2022
◦ August 15, 2022
◦ November 21, 2022

12
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MEMORANDUM
To:
From:
Date:
Subject:

Lamar Taylor
Michael McCauley
March 11, 2022
Quarterly Standing Report - Investment Programs & Governance

GLOBAL PROXY VOTING & OPERATIONS
During the fourth quarter of 2021, SBA staff cast votes at 1,221 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 7,560
distinct voting items—voting 81.7% “For’’ and 16.5% “Against/Withheld,” with the remaining 1.8%
involving abstentions. Of all votes cast, 15.7% percent were “Against” the management-recommended
vote. SBA proxy voting occurred in 58 countries, with the top five by meeting volume comprised of China
(345), United States (206), India (73), Japan (43), and South Korea (10). The table below provides the
SBA’s major proxy voting statistics across all markets during Q42021.

123

CORPORATE GOVERNANCE & PROXY VOTING OVERSIGHT GROUP
The most recent meeting of the Corporate Governance & Proxy Voting Oversight Group (Proxy
Committee) occurred on February 28, 2022, and the Committee will meet next on June 22, 2022. 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, governancerelated 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:
•
•
•
•

In January, SBA staff participated in a meeting of the Board of Directors of the Investor
Stewardship Group (ISG), discussing a range of topics affecting the organization.
In February, SBA staff participated in a meeting of the Independent Steering Committee of
Broadridge Financial, discussing a range of operational proxy voting and issuer topics.
In February, SBA staff participated as a panel speaker at the Pension Bridge ESG Summit 2022
investment conference.
In March, SBA staff participated in CII’s Spring Conference, participating in a number of sessions
focused on a variety of corporate governance and investment issues, as well as in a meeting of
the Board of Directors, discussing a range of topics affecting the organization.

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
December 2021 through early March 2022, SBA staff conducted engagement meetings with several
companies owned within Florida Retirement System (FRS) portfolios, including The Walt Disney Co.,
Herbalife, IA Financial, RioCan REIT, Virgin Galactic, Xerox, Valero, and Consolidated Edison.
HIGHLIGHTED PROXY VOTES
Walgreens Boots Alliance (WBA)—WBA held its annual shareowner meeting on January 27, 2022.
Management’s “say on pay” proposal faced steep 38.1% investor dissent, including opposition from SBA
staff who voted against the proposal. Shareowners criticized the firm’s pay design, including a lack of
disclosures and the weak tie between the long-term incentive elements and financial performance. In
addition, the CEO’s pay was considered excessive, exceeding the 75th percentile of peers while the
company’s performance remains below the 75th percentile of its peer group. Additionally, WBA had a
shareowner proposal regarding WBA becoming a Public Benefit Corporation (PBC), which is the most
recent example of a shareowner-submitted resolution asking a company to convert to a PBC. SBA voted
against the resolution, which only received about 2.5% support.
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Peloton Interactive (Peloton)—Peloton held its annual meeting on December 7, 2021. The company’s
“say on pay” proposal received 16.6% opposition, including opposition from SBA staff, due to insufficient
linkage between pay and performance. Both of the external proxy advisors used by the SBA, Glass, Lewis
& Co. (GLC) and Institutional Shareholder Services (ISS), recommended that their clients vote against the
executive compensation proposal. GLC noted that shareowners benefit when variable compensation
levels are based on metrics with pre-established goals and are thus demonstrably linked to the
performance of the company. Additionally, the SBA did not support the nominations for incumbent
director nominees Jonathan Callaghan and Jay Hoag given the board's failure to remove the dual-class
capital structure and the classified board, each of which adversely impacts investors’ rights. Further,
Hoag was noted to be over-boarded, which misaligns with the SBA’s proxy voting guidelines.
Costco Wholesale Corporation (Costco)—Investors provided supermajority support for a shareowner
proposal asking Costco to adopt green-house gas (GHG) emissions reduction targets at the S&P 500
retailer’s January 20, 2022 annual meeting. It is the first time a resolution has gone to a vote at a US
company which directly requests that the setting of emission reduction targets covering the full value
chain (Scope 1, 2 & 3) and that are consistent with achieving Net Zero by the year 2050. Also, SBA staff
voted for management’s “say on pay” executive compensation proposal. Costco’s pay and performance
are reasonably aligned and the company has made positive changes to the compensation program over
the last year—eliminating the use of an individual performance metric in the annual incentive program
ahead of the 2022 annual meeting. SBA staff also withheld support for several board members due to
over-boarding and insufficient board oversight.
REGULATORY AND MARKET DEVELOPMENTS
Securities & Exchange Commission (SEC) Proposals
On December 15, 2021, the U.S. Securities and Exchange Commission (the “Commission”) proposed
amendments to Rule 10b5-1 under the Securities Exchange Act of 1934, as amended (the “Exchange
Act”), including changes to the rules governing the affirmative defense available under Rule 10b5-1(c),
and certain enhancements to related disclosure requirements, as well as equity compensation disclosure
requirements. In connection with the Proposing Release, the Commission also provided a Fact Sheet that
addresses the impacts and consequences of the proposed amendments. Issuers and insiders should be
aware of the proposed amendments and examine their plans and policies in light of the proposed
changes. The proposed amendments largely reflect the revisions recommended by the Commission’s
Investor Advisory Committee (IAC) on September 9, 2021, including implementing a “cooling-off” period
before trading may commence pursuant to a plan, prohibiting overlapping plans, increasing public
disclosure and modifying Form 4 disclosures. Under the proposal, two periods would be imposed: 1) a
120-day cooling-off period between the date a Trading Plan is adopted or modified (including canceling
a trade) by a director or Section 16 officer and the date that trading can commence; and 2) a 30-day
cooling-off period between the date a Trading Plan is adopted or modified (including canceling a trade)
by an issuer and the date that trading can commence.
Rule 10b5-1(c) plans were adopted in 2000 to permit insiders to assert an affirmative defense to a claim
that a purchase or sale occurred in violation of Section 10(b) of the Exchange Act when the insider was
in possession of material nonpublic information. Trading Plans offer a number of benefits for insiders,
including allowing them to more predictably diversify their personal holdings or obtain greater liquidity
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by monetizing equity compensation. Trading Plans, however, have come under increased scrutiny as
courts, commentators and government officials have expressed concern that Trading Plans may allow
insiders to take advantage of the Rule 10b5-1(c) affirmative defense even though a trade may have been
made on the basis of material nonpublic information. The proposed amendments are primarily intended
to reduce potentially abusive practices that could be associated with Trading Plans.
On January 27, 2022, the SEC re-opened the comment period regarding its proposal to implement
Section 953(a) of the Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010. The
proposed rule would amend the current executive compensation disclosures to require a description of
how executive compensation actually paid related to the financial performance of the company, where
the proposal includes a definition of “financial performance.” The reopening pertains to both the initial
release in 2015 as well as a new supplemental release stipulating additional reporting requirements
being considered by the SEC. The supplemental release includes a proposal to expand the disclosure of
financial measures the SEC believes would broaden investors’ understanding of the relationship of a
company’s pay-for-performance (“P4P”). The expansion of the original P4P table could include up to
three additional financial metrics and the addition of a second P4P table that lists, in descending order,
the key incentive plan metrics that drive compensation outcomes. All other aspects of the SEC’s initial
proposal have remained the same as reported in 2015, including the definition of compensation actually
paid (CAP), use of total shareholder return (TSR) as a financial metric, use of a designated peer group,
and related terms and provisions.
Shifting Voting Trends at Index Funds
BlackRock announced that, beginning in 2022, it will give its largest investors the ability to cast votes tied
to their investments on matters including board seats, ESG proposals and “say on pay.” Some market
researchers have forecasted up to 40% of BlackRock’s voting power could be transferred to their clients
as part of the new offering. If other large index fund firms follow suit, it would result in a shift in voting
power from the passive index funds to their larger investors, and would likely cause shareowner
proposals and contested election outcomes to be less predictable. The change may have a significant
impact on the degree to which companies try to influence the voting decision-makers among their
shareowner base and predict how large blocks of shares will be voted.
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MEMORANDUM
To:

Lamar Taylor, Interim Executive Director & CIO

From:

Maureen M. Hazen, General Counsel

Date:

March 10, 2021

Subject:

Office of General Counsel: Standing Report
For Period November 20, 2021 – February 28, 2022

SBA Agreements.
During the period covered by this report, the General Counsel’s Office drafted, reviewed
and negotiated: (i) 24 new agreements – including 1 new Investment Management Agreement for
the Global Equity asset class; 1 new Investment Management Agreement for the FRS Investment
Plan; 5 Private Equity transactions; 1 Strategic Investment; and 3 new funds and 1 new investments
or manager relationship for Real Estate; (ii) 205 contract amendments, addenda or renewals; and
(iii) 2 contract terminations.
SBA Litigation.
(a)
Passive. As of February 28, 2022, the SBA was monitoring (as an actual or putative
passive member of the class) 611 securities class actions. During the period covered by this report,
the SBA collected recoveries in the amount of $2,558,597.77 as a passive member in 49 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.
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District Court, Southern District of New York (the “Court”) and consolidated with additional
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), and this has recently been affirmed on the appeal. On
February 22, 2022, the Supreme Court of the United States denied Plaintiffs’ Writ of Certiorari.
After 10 years, this case is finally resolved.
(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 4 Final Orders, received notice of filing
of 2 new cases, and continued to litigate 4 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 40 new public records requests and provided responses to 37 requests. As of
February 28, 2022, the General Counsel’s Office continues to work on 1 open request.
(b)
SBA Rule Activities. During the period covered by this report, the SBA engaged
in the following.
On December 20, 2021, the Trustees approved for filing the amendments to Rule 19-9.001,
F.A.C., various rules in Rule Chapter 19-11, F.A.C., and Rules 19-13.002 and 19-13.004, F.A.C.
(as set forth below). The amendments first were filed with the Office of Fiscal Accountability and
Regulatory Reform (“OFARR”). No comments were received, so Notices of Proposed Rule were
filed with the Bureau of Administrative Code and with JAPC on January 21, 2022 to set forth the
amendments. JAPC has a few minor amendments to Rules 19-11.002, 19-13.002 and 19-13.004.
These minor corrections will be effectuated through a Notice of Change. Shortly thereafter, the
amendments will be filed for adoption. Changes to be made to the various rules are as follows:
A. Rule Chapter 19-9, F.A.C: Rule 19-9.001, F.A.C.:
Rule 19-9.001, F.A.C., (Investment Policy Statement) is being amended to adopt the most
recent revised Investment Policy Statement approved by the Trustees on May 4, 2021 for the FRS
Investment Plan.
B. Rule Chapter 19-11, F.A.C: Revisions have been drafted for the following rules:
19-11.001

Definitions
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19-11.002
Beneficiary Designations and Distributions for FRS Investment Plan
19-11.003
Distributions from FRS Investment Plan Accounts
19-11.004
Excessive Trading in the FRS Investment Plan
19-11.005
Florida Retirement System (FRS) State Board of Administration Complaint
Procedures
19-11.006
Enrollment Procedures for New Hires
19-11.007
Second Election Enrollment Procedures for the Florida Retirement System
Retirement Programs
19-11.008
Forfeitures
19-11.009
Reemployment with an FRS-Participating Employer after Retirement
19-11.011
Employer and Employee Contributions and ABO or Present Value Transfer
Procedures
19-11.012
Rollovers or Plan to Plan Transfers to or from the FRS Investment Plan
19-11.013
FRS Investment Plan Self-Directed Brokerage Account
•
•

•
•
•
•
•
•
•
•

Rule 19-11.001, F.A.C. is being amended to correct some typographical errors and to
add definitions that are used for federal SECURE Act purposes as applied to after-death
distributions of members’ FRS Investment Plan accounts.
Rule 19-11.002, F.A.C. is being amended to incorporate the latest version of the online beneficiary designation form; to specify when a beneficiary designation form is
considered “incomplete;” and to indicate how distributions of account assets will be
made to beneficiaries of members dying after January 1, 2022, the effective date of the
federal SECURE Act for governmental retirement plans.
Rule 19-11.003, F.A.C. is being amended to clarify when a member has terminated all
employment for purposes of distributions of benefits; and to adopt the latest version of
the Employment Termination form.
Rule 19-11.004, F.A.C. is being amended to adopt the latest version of the transfer
request form that must be filed by excessive fund trading violators.
Rule 19-11.005, F.A.C., is being amended to clarify how a member can obtain a blank
petition for hearing form.
Rule 19-11.006 is being amended to adopt the latest versions of the applicable
enrollment forms and to make some editorial revisions.
Rule 19-11.007, F.A.C. is being amended to adopt the latest versions of the Second
Election enrollment forms.
Rule 19-11.008, F.A.C.is being amended to indicate that funds placed in a suspense
account will be invested in the FRS Core Plus Bond Fund.
Rule 19-11.009, F.A.C., is being amended to adopt the latest version of the Certification
Form.
Rule 19-11.011, F.A.C., is being amended to clarify that FRS participating employers
are required to file monthly retirement reports instead of monthly payroll files with the
Division of Retirement.
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•
•

Rule 19-11.012, F.A.C., is being amended to adopt the latest versions of the rollover
forms.
Rule 19-11.013, F.A.C. is being amended to eliminate the annual administrative fee for
FRS members participating in the Self-Directed Brokerage Account.

The changes are not controversial and simply serve as updates to forms and general
information; and to set forth the provisions of the Federal SECURE Act that will be effective for
governmental plans on and after January 1, 2022. Before the enactment of the SECURE
Act, beneficiaries of defined contribution plans (such as the FRS Investment Plan) fell into two
broad categories: designated beneficiaries and non-designated beneficiaries (non-person entities
such as estates and charities). The SECURE Act has now split designated beneficiaries into two
subcategories: eligible designated beneficiaries (such as a member’s spouse) and non-eligible
designated beneficiaries. The distinction between the three categories of beneficiaries matters
because only one group, non-eligible designated beneficiaries must comply with the new 10-year
Required Minimum Distribution rule. For the other two categories of beneficiaries (non-designated
beneficiaries and eligible designated beneficiaries) little has changed. The main impact of the
SECURE Act is that adult children and grandchildren of deceased Investment Plan members (who
are non-eligible designated beneficiaries) now will have to receive the inherited Investment Plan
account balance over a 10-year period, instead of over their lifetimes. Hence, they will experience
a greater Federal income tax burden than if they could just take minimum distributions over their
lifetimes.
C. Rule Chapter 19-13, F.A.C.:
Rule 19-13.002
Roles and Responsibilities of Division of Retirement within the Department
of Management Services
Rule 19-13.004
Role and Responsibilities of Third Party Vendors
These rules are being amended to make editorial revisions for clarification; to update the
services provided by the Division of Management Services and Third Party Vendors. Specifically,
the changes will indicate that the Division of Retirement will handle the collection and processing
of employee retirement contributions and data, instead of payroll contributions and data; will
indicate third party vendors will re-balance retirement date funds and multi-manager funds; will
indicate that third party vendors also will provide a read-only website so that Investment Plan
members can access check advices and print copies of their IRS Forms 1099-R; and to state that
third party vendors will provide data breach response services.
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MEMORANDUM
DATE:

March 10, 2022

TO:

Board of Trustees

FROM:

Ken Chambers, Inspector General

SUBJECT: Quarterly Report on SBA Inspector General Activities
______________________________________________________________________
The SBA Inspector General (IG) is responsible for serving as the organization’s ethics officer;
conducting internal investigations; overseeing Investment Protection Principles (IPPs)
compliance; and handling special projects as directed by the Executive Director & CIO.
Ethics and Training
•

Mandatory ethics training and certification of compliance are required for all SBA
employees on an annual basis. The on-line training covers gifts, conflicts of interest,
financial disclosure, outside employment, lobbyist/principal restrictions, honorarium
related events, etc. In addition to ethics training, mandatory training is required annually
for all employees in the areas of harassment prevention, personal investment activity,
insider trading, incident management framework, and use of information technology
resources. For 2022, employees are also required to complete training courses for
public records, confidential information, fiduciary duties and the Sunshine Law (these
courses are required every other year). The deadline for completing the courses is
June 30, 2020. 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 November 30, 2021 to March 9, 2022, 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
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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 2021 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, the SBA has utilized an independent provider for it’s 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. Online reporting is
also available. Additionally, the hotline information is available on the SBA internet site as part
of the SBA contact page. In late September, the SBA transitioned to a new hotline service
provider, EthicsGlobal.
During the quarter, no complaints were received by the Hotline.
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:

Lamar Taylor
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MEMORANDUM
DATE:

February 9, 2022

TO:

Lamar Taylor, Interim Executive Director & CIO

FROM:

Sooni Raymaker, Chief Risk & Compliance Officer SR

SUBJECT:

Trustee and Audit Committee Report – February 2022

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 November 2021 to the current period. All RMC
activities, reviews, controls and processes are continuing to operate effectively and as expected during
this reporting period.
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) will hold its quarterly meeting February 9, 2022. The RCC will
receive an update from the Director of Information Security on organizational training efforts related to
cybersecurity. The RCC will also review the latest Enterprise Risk Management Plans, with focus on
developed key risk indicators (KRIs) and reporting. In collaboration with risk owners, ERM will continue
to advance and refine KRI metrics.
Trading and Investment Oversight
The Trading and Investment Oversight Group (TOG) met on January 20, 2022. The group reviewed
quarterly internal trading activity, compliance reports and trading counterparty oversight updates.
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External Manager Operational Due Diligence (ODD)
During the period, the ODD team reviewed and commented on twenty-one consultant operational due
diligence reports on investment managers as part of the investment approval process, which represents
approximately $2.6 billion in potential investments.
The ODD team conducted a virtual quarterly collaboration meeting with all asset classes and provided
an update on the ODD risk assessment. Discussions were held regarding considerations follow-up,
regulatory matters, watch list changes, Fixed Income Core Plus Manager Search, assets under
management, future ODD reviews, and collaboration with Accounting and Asset Allocation regarding
common manager issues. The team will present to the RCC on February 9th, highlighting results from the
collaboration meetings. Mercer will be retained to conduct several ODD reviews in 2022, in which the
SBA ODD Team will also participate. Eighteen new consultant ODD reports were added to the Manager
Operational Risk Oversight page for use by the asset classes since the last meeting.
Public Market Compliance (PMC)
In December 2021, nine names were added to the prohibited list under E.O. 13959, as amended,
“Addressing the Threat from Securities Investments that Finance Communist Chinese Military
Companies.” SBA does not hold any shares of these new names added to the list. Bloomberg, Charles
River, BNYM Compliance Monitor, and Aladdin compliance system have been updated with the new
names. The updated compliance rules will take effect on February 14, 2022. PMC will continue to
monitor the divestment requirements of any currently held prohibited holding.
Performance Reporting & Analytics (PRA)
The PRA team completed reconciliation of 2020-2021 fiscal year end data, as well as focused on staff
development in Performance Measurement Reconciliation and Reporting. The team continues working
with an Eagle consultant on the new DataMart Schema and the Entity Dimension View table developed
to increase efficiency and speed of the system as well as automate data entry points to reduce human
error.
With efficiency gains being a primary focus, PRA is working to automate vendor reports to reconcile
private market performance reports with the SBA custodian. Additionally, the PRA team has also begun
working to maximize the functionality of the Eagle database for performance reconciliation and
reporting purposes. By developing this aspect of the Eagle database, PRA will increase efficiency and
reduce the dependence on business intelligence tools for reconciliation and reporting, relieving the need
for ongoing maintenance between systems.
Policy Activity and Regulatory Monitoring
Since the last report, revisions were implemented to thirteen internal policies. Significant revisions were
made to the Personal Investment Activity policy, reflecting modified disclosure and reporting
requirements, which became effective with the implementation of the StarCompliance Personal
Investment Compliance System on 12/1/21. The Insider Trading policy was renamed Insider Trading and
Material Nonpublic Information (MNPI) and was modified to expand MNPI guidance and to add reporting
requirements. The Ethics policy was revised to clarify the Primary Staff responsible for executing the
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Conflict of Interest Certification and for consistency with the PIA policy, with respect to the disclosure of
material ownership in financial institutions that do business with the SBA.
Policy updates were also completed to transition certain responsibilities from the Deputy Executive
Director (DED) to the Deputy Chief Investment Officer (DCIO). Revisions were also made to seven
investment guidelines such as the Permitted Securities list and the benchmark for the SBA Finance
Corporation Pre-Event 2020A account.
RMC completed the Securities and Exchange Commission Form 13H-A Large Trader Annual Filing for the
year 2021.
Personal Investment Activity (PIA)
On December 1, 2021, the STARCompliance Personal Investment Compliance (PIC) system was
implemented. There were two training sessions held for all SBA employees in November prior to the
December 1st “Go live” date. User guides were developed and the Personal Investment Activity policy
updates were provided. SBA employees are now using the STARCompliance PIC system to report
personal investment activity, receive pre-clearance on personal trades and report any Material Nonpublic Information.
During the period (October 1 2021 through January 31, 2022) there were 223 requests for pre-clearance
by SBA employees, with no request requiring additional analysis due to the $20,000k/5% ownership
threshold reporting requirement. There were two minor violations which were reviewed by the CRCO,
Inspector General, SOO-Human Resources, and the ED & CIO.
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Asset Allocation:
Long Term and Tactical Opportunities in a Lower Rate
Environment
Presentation to the IAC
March 29, 2022
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Executive Summary: Project Objectives
•
•
•
•
•

FRS Trust Fund asset allocation is reviewed as part of the annual asset-liability study. Allocation targets are
established to achieve the long-term return objective, manage risk and meet liquidity requirements.
Given the pandemic and domestic monetary and fiscal policy, there is some expectation that real rates
could remain low or negative for an extended period.
Current geopolitics have added uncertainty to inflation and yield expectations.
In such an environment, a key question is whether traditional Fixed Income (FI) becomes an expensive or
ineffective hedge.
To answer that question, we
–
–
–
–

Section I: Review the criteria to establish asset allocation
Section II: Examine the role of FI in asset allocation and the history of the exposure
Section III: Review FI’s role going forward
Section IV: Outline the opportunities to diversify the diversifiers
•
•
•

Discuss the exposure of yield seeking assets beyond traditional fixed income
Highlight strategies already implemented to enhance yield
Evaluate short term reallocations and longer term asset allocation changes
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Executive Summary: Key Findings
•

Focus on Long Term Asset Allocation

– SBA is a long term allocator, not a short term investor. Asset allocation models take into account long
term return and risk, as well as liquidity needs.
– Equities, a key driver of long term returns, continues to be the largest source of risk in the total fund.
– Asset allocation optimized to achieve long term objectives includes both liquid and illiquid diversifiers
to equities.
– Fixed income is the liquid diversifier to equity risk and remains a lower cost, scalable hedge relative to
other options like tail risk hedging.
•

•

Fixed income continues to be an important source of liquidity for both beneficiary payments and asset
allocation rebalances.
Disciplined reinvestment into equities on market declines has been a strong source of return generation.

•
•
•

Protect on the downside when correlations increase.
Generate returns in multiple market environments, including periods of inflation.
Enhance the return/risk profile of the total fund.

– Over shorter periods of time, the magnitude of returns and diversification benefit of FI may vary.
– Therefore, Fixed income is paired with a diversified set of diversifiers, including illiquid assets, to:
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Executive Summary: Key Findings
•

Current Positioning

•

Opportunism around Asset Allocation

– Over the last 10 years, the SBA implemented asset allocation changes to the FRS trust fund and
opportunistically selected strategies that have added diversification beyond traditional fixed income
yield strategies.

– The SBA should continue to be opportunistic in liquid asset classes, seeking diversifying and yield
strategies.
– If the cap on alternative investments is increased, the SBA can pursue more yield seeking and
diversifying strategies, which offer potentially better return and diversification characteristics to
complement traditional fixed income.
– Absent an increase in the limit, the SBA could:
•
•
•
•

Increase active exposure within FI to generate incremental yield while maintaining necessary liquidity
Continue to ensure diversification in the Strategic Investments asset class
Continue to increase leverage within Real Estate
Evaluate some greater exposure to Real Estate
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Section I

Approach to Long Term Asset Allocation
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IPS: Establishing Asset Allocation Targets
• The Board's investment objective is an absolute one: achieve a specific rate of
return, the absolute real target rate of return.
• The Board establishes target asset allocations in the Investment Policy
Statement such that the expected should equal or exceed the long term target
rate of return.
• This allocation, based on actuarial valuation reviews and asset/liability studies,
takes into account:
– the risk of any shortfall of actual investment returns relative to the absolute real
target rate of return over long periods of time
– asset class risk and return characteristics
– the timing of cash demands on the portfolio to honor benefit payments and other
liabilities

• Changes to the target allocation require Trustee approval.
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Managing to Target Allocation
• The IPS establishes ranges around the target allocations.
• Within these ranges, the Executive Director may vary the asset mix
from the target allocation based on market conditions and the
investment environment.
• Deviations from the target allocation increase risk at the total fund
level.
• Sizeable deviations may require:
– A reduction in alpha generating sources of risk to operate within risk budget
– An increase in the total fund risk budget
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Asset Allocation Over Time
•

Over the last 15 years, the Pension Plan has increased exposure to return seeking assets and reduced
exposure to FI, the traditional and liquid source of diversification.
FRS Pension Plan Return Seeking vs. Bonds/Cash Allocations Thru Time
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Bonds/Cash

Asset Allocation Policy Targets Over Time
•

The reduction in FI exposure has funded diversifying strategies in Strategic Investments and Real Estate.
FRS Pension Plan Long-Term Policy Target Allocations Thru Time
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Cash @ 1.0%

Benefit of Diversifying Assets
•

Over the last 30+ years, combining fixed income and alternative assets with significant equity exposure has
driven higher returns at lower volatility.
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Source: J.P. Morgan

Asset Allocation in Context

FRS Pension Plan vs. Top Ten Defined Benefit Plans
•
•

SBA FI exposure is 1.5% less than that of peers.
SBA allocation to FI and Cash is 2.3% less than that of peers.
FRS TOTAL FUND
Strategic
Investments
8.8%

TUCS TOP TEN
Cash
2.1%

Cash
1.3%
Alternatives
22.8%

Private Equity
8.7%

Real Estate
8.7%
Fixed Income
17.9%

Global Equity
53.6%

Real Estate
7.3%

Global Equity
48.4%

Fixed Income
19.4%

Note: As of September 30, 2021. The TUCS Top Ten Universe includes $2,042.4 billion in total assets. The median fund size was $196.7 billion and the average fund size was
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$204.2 billion.
Note: Due to rounding, percentage totals displayed may not sum perfectly.

Asset Allocation in Context

FRS Pension Plan vs. BNY Mellon Public Funds > $1B NAV Universe
•
•

SBA FI exposure is 4.5% less than that of public fund peers.
SBA allocation to FI and Cash is 4.8% less.
FRS TOTAL FUND
Strategic
Investments
8.8%

BNY Mellon Public Funds > $1B NAV Universe
Cash
1.6%

Cash
1.3%

Alternatives
20.2%

Private Equity
8.7%

Real Estate
8.7%

Real Estate
7.2%

Global Equity
53.6%

Fixed Income
17.9%

Note: As of September 30, 2021.

Fixed Income
22.4%
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Global Equity
48.6%

Risk and Return vs. Peers

TUCS Top Ten Defined Benefit Plans Comparison
•

Driven by a higher allocation to equities and lower allocation to FI, the pension plan has experienced higher volatility than many
peers.
TUCS Top Ten Defined Benefit Plans Comparison
Risk vs Total Returns 3-Years Ending September 2021

18.00%

More Return, More Risk

More Return, Less Risk

S&P 500

Annualized Rate of Return

16.00%

14.00%
SBA, Risk 12.46%, Return 11.97%
Median, Risk 10.88%, Return 11.70%

12.00%

10.00%

8.00%

6.00%

Bloomberg Bond Aggregate

Less Return, Less Risk

4.00%
2.00%

4.00%

6.00%

Less Return, More Risk
8.00%

10.00%

12.00%

14.00%

Risk (Historical Standard Deviation of Return)
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Note: As of September 30, 2021.

16.00%

18.00%

20.00%

22.00%

Risk vs. U.S. Public Universe and Peers
CEM Survey Plans Comparison

• SBA’s expected asset risk is 12.3% (90th
percentile) versus the CEM U.S. Public
universe peer median of 10.7%.
• SBA’s asset risk is 12.3% (88th percentile)
versus the CEM Peer universe peer median
of 11.0%.

*CEM’s U.S. Public Pension Universe consists of 49 funds.
**CEM’s peer group for the SBA consists of 17 U.S. Public plan sponsors from $39.0B to $411.9B, with a
median size of $103.4B.
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Section II

Looking Back: FI’s Role in the Portfolio
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Role of Fixed Income
• Asset class objective

– Provide stable fixed income returns with low risk
budget that exceed benchmark over long horizon.

• Role in total fund

– Provide liquidity on demand for beneficiary payments,
rebalances, and private market capital calls.
– Serve as diversification for equity allocation.
– Anchor to windward, risk reducer.
152

What is Risk?
• Risk is more than volatility:
–
–
–
–
–
–
–

Volatility
Tracking Error
Downside Deviation
Max Drawdown
Predicted VAR
Correlation
Liquidity

153

FI Role: Diversification and Risk Reduction
• Historically FI has had low correlation to global equity markets.
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FI Role: Weathering Market Volatility
YTD Realized Volatility

Illustrative Example of Equity Market Correction

Realized Volatility in 2022 (Through Early March)
•
Both Equities and Fixed Income have experienced negative
returns year to date.
•
While correlations have not been negative, FI has lost significantly
less than equities.

Simplified Scenario: Equity Markets Decline 20%
•
Starting AUM of $200bn (Equity = $106bn & FI = $36bn)
•
All asset classes start at target allocation
•
After 20% decline, 5-year hypothetical market returns are
•
Equity = 6.4%
•
FI = 2.35%
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Historical Lessons Learned
The COVID Recession

•

•
•
•

During the COVID Recession, Fixed Income
was relied upon to provide liquidity for
rebalancing, capital calls and benefit
payments.
We rebalanced a total of $1.34B from Fixed
Income to Global Equity during the period
from March 20, 2020 to March 31, 2020.
Fixed Income provided $634MM for benefit
payments and capital call needs during the
month of March 2020.
The Fixed Income Liquidity Portfolio was
established in July 2015 to provide liquidity
during times of distress and was used during
the COVID Recession to make benefit
payments and rebalance.

Monthly Performance of FI and GE Strategies During COVID Recession February 2020 to April
2020
15.00%

Cumulative Performance for the Period From February 2020 to April 2020

10.00%

Fixed Income 1.97%
Global Equity -12.39%

5.00%

0.00%

-5.00%

-10.00%

-15.00%

Rebalanced a total of $1.34B from Fixed Income to Global Equity from March 20th to March 31st
2/29/2020
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3/31/2020
Fixed Income

4/30/2020
Global Equity

-20.00%

Historical Lessons Learned

The Great Recession / Great Financial Crisis
•
•

•

During the Great Recession, Fixed Income was relied
upon to provide liquidity for rebalancing and benefit
payments.
However, given the nature and structure of Fixed
Income at the time, it was difficult to raise liquidity
without realizing losses and/or disrupting the asset
class mix, i.e., treasuries were liquid and in high
demand, credit and structured vehicles suffered.
Therefore, after the Great Recession, Fixed Income
was “de-risked”; risk standards and exposure to
active strategies was reduced.

Monthly Performance of FI and GE Strategies During the Great Recession December 2007 to
June 2009
15.00%

Annualized Performance for the Period From December 2007 to June 2009
Fixed Income Active 0.54%
Fixed Income Passive 5.89%
Global Equity -24.20%

10.00%

5.00%

0.00%

-5.00%

-10.00%

-15.00%

Description

During Great Recession

After Great Recession

3-Yr Risk Budget
Monitoring Stds.

1.8% Escalation Std.

0.75% Escalation Std.

Active Mgmt Range

67% to 87%

50% to 60%

Core + Allocation Range

20% to 40%

0%

-20.00%

-25.00%
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Fixed Income Active

Fixed Income Passive

Global Equity

Historical Lessons Learned

FRS Pension Plan Funded Status Has Not Recovered Since the Great Recession
FRS Pension Plan Funded Status Has Not Recovered Since the Great Recession
120%
107.0%

$250
Actuarial Value of Liabilities

Actuarial Value of Assets

Funded Ratio (right scale)

106.7%

110%

$200
100%
88.5%

90%

($ billions)

83.4%

$150

80%
$100

70%

60%
$50
50%

July 1 of indicated year

2021

2020

2019

2018

2017

2016

2015

2014

2013

2012

2011

2010

2009
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2008

40%
2007

$0

% Funded Status

The higher the allocation to risky assets, the higher the
volatility of the funded ratio and contribution rates.
•
Before the height of the Great Recession, the FRS
Pension Plan’s actuarial funded status stood at
106.7%.
•
At the end of the Great Recession, the FRS Pension
Plan’s actuarial funded status fell to 88.5% and is
currently at 83.4% as of the last actuarial valuation.
•
From fiscal years 2009-10 through 2012-13, the
Legislature failed to make $3 billion in actuarially
required contributions due to budgetary constraints
caused by the Great Recession.
•
Liquidity and safety (bonds and cash) are most
needed during times of market stress.

Timeline: FI’s Role in Total Fund

Target Allocation

6/2007
Target Allocation
Increased

7/2010
Target Allocation
Reduced

7/2012
Target Allocation
Reduced

28.0%

26.0%

24.0%

10/2013
Benchmark Changed

24.0%

3/2014
Target Allocation
Reduced

12/2021
Current Target
Allocation

18.0%

18.0%

Composition

Benchmark – Barclays
U.S. Aggregate Bond
Index

Benchmark – Barclays
U.S. Aggregate Bond
Index

Benchmark – Barclays
U.S. Aggregate Bond
Index

Benchmark – Barclays
U.S. Intermediate
Aggregate Bond Index

Benchmark –
Barclays U.S.
Intermediate
Aggregate Bond
Index

Benchmark – Barclays
U.S. Intermediate
Aggregate Bond Index

Rationale and Other Information:

Prior to the GFC, Fixed
Income’s target
allocation was
increased from 21% to
28%, 2007 Asset
Liability study
recommendation to
reduce allocation to
risk assets, since
funded ratio stood at
107%.

Fixed Income’s target
allocation reduced to
26% to accommodate
increase to Strategic
Investments target
allocation from 0% to
6%. FI was de-risked
and considered the
“anchor to windward”.

Fixed Income’s target
allocation reduced to
24% due to the increase
in the alternative
investment’s cap from
10% to 20%. Strategic
Investments target
allocation was increased
from 6% to 11%. Private
Equity was increased
from 4% to 5%. Global
Equity was reduced to
52% from 56%.

The IAC was concerned
about the Fed’s
quantitative easing
measures or easy
money policies and
their potential impact
on interest rates,
inflation and, the
growth of public debt
and financial
repression.

As a follow-up to the
IAC’s concerns about
rising rates and
inflation, Fixed
Income’s allocation
was reduced by 6%.
Real Estate was
increase from 7% to
10%. Private Equity,
Strategic
Investments and
Global Equity’s
target allocations
were each increased
by 1%.

At the start of the
pandemic, the month
of March 2020, total
Fixed Income returned
-0.85%, FI Active
returned -1.48%, and
FI Passive returned
+0.03%.
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FI: History of Evolving Exposure
Add Short Duration
Credit (Core Plus)

$ in Millions
$40,000

Change Benchmark from
Agg to Intermediate Agg

$35,000

Expand Core
Manager (1) IMA
to include limited
Core Plus Assets

Creation of
Liquidity Portfolio

Add Core
Plus Full
Agg

Expand Core
Manager (2) IMA
to include limited
Core Plus Assets

$30,000

Increased
Allocation to Short
Duration Credit by
$850MM

Core Plus

9%
17%

Core Enhanced

$25,000

46%

$20,000

30%

Active Core

$15,000
$10,000

54%

Passive

$5,000

12/1/2021

9/1/2021

6/1/2021

3/1/2021

12/1/2020

9/1/2020

6/1/2020

3/1/2020

9/1/2019

12/1/2019

Core Plus

6/1/2019

3/1/2019

9/1/2018

6/1/2018

12/1/2018

Core Enhanced

3/1/2018

9/1/2017

12/1/2017

6/1/2017

3/1/2017

12/1/2016
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Core

9/1/2016

6/1/2016

3/1/2016

9/1/2015

12/1/2015

Passive

6/1/2015

3/1/2015

9/1/2014

12/1/2014

Liquidity

6/1/2014

3/1/2014

12/1/2013

9/1/2013

6/1/2013

3/1/2013

9/1/2012

12/1/2012

6/1/2012

3/1/2012

12/1/2011

9/1/2011

6/1/2011

6%
3/1/2011

$0

37%

Section III

Looking Forward: FI’s Role in the Portfolio
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Looking Forward: FI’s Role in Diversification
•

Over long periods, FI is expected to have the lowest correlation to Global Equities relative to other asset
classes.
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Note: Based on Aon Asset-Liability Study, September 2021.

Role of FI: Illustrative Macroeconomic Regimes
• Risk models imply that FI will be a diversifier in negative market scenarios.
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Note: Based on Aladdin Total Fund risk model. Gain and Loss of given scenario is a function of the asset class sensitivity to the environment and the AUM.

Role of FI: Risk and Downside in Liquid Markets
10 Year Realized Volatility

10 Year Realized Maximum Drawdown

Predicted Risk ($mm)

Predicted VAR as % of Annual Liquidity Needs
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Note: Predicted measures based on Aladdin. Liquidity needs include beneficiary payments and capital calls.

Section IV

Diversifying the Diversifiers:
Opportunities to Enhance Return or Reduce Risk
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FI Diversification Benefits
During Equity Market Drawdowns

•

Traditional Fixed Income historically has provided protection in down equity markets, but has been less effective when
rates are rising. This is expected to be the case going forward.

Illustrative Scenario:
US Equity Down 25% in One Quarter

Illustrative Scenario: US Equity Down 25% in One Quarter
and US Rates Rise 100bps
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Note: Based on hypothetical market shock and implied impact to risk factors as included in PIMCO Public Pension Asset Allocation and Risk Analysis presentation.

Evolution of Diversifying Opportunities
25 Years Ago

Today

Gold

Gold

Long Treasuries

Long Treasuries

Core Fixed Income

Core Fixed Income

Cash

Cash
Hedge Funds
Insurance Linked Sec.
Managed Futures
Alt. Risk Prem
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Tail Risk Hedging

Diversification Opportunities Beyond FI
•

Across the total fund, SBA has exposure to a broad set of return/yield seeking assets,
which provide varying levels of diversification.
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Note: Based on Aon’s 10-year Capital Market Assumptions. Bubble size represents expected volatility. Red = Alternatives, Green = Gov’t, Orange = NonGov’t

Potential Return

Debt Diversifiers: Spectrum of Yield Seeking Assets
Opportunistic
Public Credit
Public Credit
Treasuries
Treasuries
Illiquidity and Risk
169
Note: Opportunistic Public Credit includes such assets as CLOs, High Yield and Bank Loans.

Private Credit

Spectrum of Inflation Diversifiers

Potential Return

Commodities

Equities

Fixed
Income

Private Real
Estate

Private
Infrastructure

Private
Credit

Inflation Protection
170 returns for private markets are shorter in duration than public markets. Future returns in
Note: Based on historical returns of indices during periods of inflation greater than 3%. Historical benchmark
periods of higher inflation for private real estate and infrastructure may be higher as the composition of opportunities in these spaces have evolved.

Diversified Diversifiers
Certainty of
Diversification
Long Treasuries

++++

Most Effective When

Least Effective When

Considerations

Sudden drawdown

Rising rates

Liquid

ILS

++

Financial market distress
only

Peril

Meaningful left tail
risk

Managed Futures

+++

Trending markets

Reversals

Susceptible to sharp
reversals

Alternative Risk
Premium

+

Non-trending markets

Coincident premium
drawdown

Designed to be
diversifying

Hedge Funds
(RV/Macro/Quant)

+

Identifiable catalysts

Timing is off

Equity beta can
fluctuate

Sudden drawdown

Slow/shallow drawdown

Negative long-term
estimated return

Tail Risk Hedging

++++
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Source: Based on PIMCO Public Pension Asset Allocation and Risk Analysis presentation.

Current Positioning:

Drivers of Total Fund Predicted Risk
• Equity and alternative factors account for the majority of predicted total fund
volatility.
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Note: Source Aladdin. As of 12/31/2021. Based on 12-month forward predicted volatility measures.

Rethinking Asset Allocation Parameters
Target Allocation By Asset Class

Current Allocation by Objective
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Current Allocation By Risk/Return Objective
Risk Reducing

Return Seeking

Yield Seeking
Asset Class

Higher Yield, Mid Risk

Fixed Income

Strategic

Strategic

Real Estate

Global Equity

PE

Strategic

Passive
Core
Core Plus

Loans
Evergreen Debt
Sub. Capital

Distressed
Commodities
Infrastructure
SI Real Estate
Timberland
Transportation
Global Macro
Insurance
Managed Futures
Relative Value
Royalties
Multi-Strategy
Open Mandate

Core
Core Plus
REITs

Passive
Active

Venture
Buyout/Growth

Activist Equity
GP Investments
Long Equity
Long/Short Equity
SI Private Equity
Event

Asset Category

Allocation (12/31/21)

Equity Return Focused

17%

2%

6%

9%
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54%

9%

2%

Diversification Actions Already Taken:
Allocations and Exposures

Global Equity
•

•
•

Fixed Income

Maintain balanced exposures, included strategies targeting:
•
Value
•
Dividend Yield and Quality
•
Emerging Markets
Use winners as source of liquidity
Global (i.e. no home country bias)

•
•

Private Markets and Diversifiers
SI
• Half of FY2021 committed capital went to private debt
• 58% Distressed
• 12% Evergreen
• 31% Subordinated
• Committed 26% of FY2021 capital to Real Assets
Real Estate
• Opportunistically increased REIT exposure in 2020
• Increasing exposure to sectors that have greater potential to withstand
inflation, e.g. self storage
• Leverage
• Structure development deals with attention to construction costs
PE/SI
• Added marginally to energy and commodity-related exposure

Moved to barbell with Short Duration/Full Agg Core Plus
Increased exposure to FI liquidity portfolio

Total Fund
•
•
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Had active currency program, which included EM currencies
Strategically utilized Fixed Income as a source of liquidity

Additional Diversifying Yield
Actions to Consider: Fixed Income

SBA is More Passive in FI than Peers

Passive

FRS

Peer Average

36%

20%

Increase Risk Budget to Enable Opportunism
•

•
Active

64%

80%

•

Source: CEM Survey 2021
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Continue to increase active allocation and expand risk budget
•
Maintain barbell with Short Duration/Full Agg Core
Plus
•
Expand Core Plus
Use active allocation to add exposure to out of benchmark
strategies
•
Structured Credit - Bank Loan/CLO/ABS
•
Mortgage Derivative and other MBS Strategies - GNMA
buyouts
•
Short Duration Credit
Segregate a basket of less liquid but higher yielding FI assets

Additional Diversification Actions to Consider
Global Equity – Quick to Execute but Maintains Equity Risk
•
•
•
•

Total Fund

Increase value exposure
Increase Non-US market exposure
•
Developed Markets
•
Emerging Markets
Increase dividend yield strategies
Increase defensive (Abs Return Strategies)

•
•
•
•

Private Markets and Diversifiers – Alts Limited by Cap
•
•

•

Increase REIT Exposure - Liquid yield, quick to execute, but high
beta
Subject to an increased cap on alternatives exposure
•
Increase Direct lending and yield seeking, low leverage
private credit opportunities
•
Increase exposure strategically to defensive hedge funds or
other diversifiers like infrastructure
Increase Real Estate allocation
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Currency
Tail risk hedging – challenging to implement at total fund level
Total Fund diversifiers or overlays
Tactical underweight to FI and reallocate to other liquid assets significantly increases tracking error risk

Reallocating FI Assets to Public Market Liquids:
Predicted Risk Impact

•
•
•

SBA manages to target asset allocation.
Deviations from the target allocation increases active risk.
Without a change in asset allocation targets, reallocation of 5% of the total fund increases risk
approximately 50%.
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Note: Source Aladdin. Based on 12-month forward predicted volatility measures.

Inflation Diversification Opportunities
A reallocation from the US Agg to other assets may have inherent tradeoffs between
return, diversification, inflation protection and liquidity.
Correlation to
Expected Return

Diversifiers

Yield Seeking

US Aggregate Bonds

Return Seeking

•

2.6%

Inflation

Global Equities
(0.17)

0.06

Direct Lending

6.9%

0.31

0.64

US Leveraged Loans

4.7%

0.27

0.62
0.77

US High Yield Bonds

3.9%

0.10

US Short Duration Government/Credit

2.1%

(0.19)

-

US Long Treasuries

1.8%

(0.17)

(0.32)

Global Core Infrastructure

6.1%

0.19

0.35

US Core Real Estate

5.8%

0.36

0.40

US Value Added Real Estate

7.7%

0.36

0.40

Diversified Hedge Funds

3.6%

0.18

0.76

Macro Hedge Funds

2.7%

(0.06)

0.35

US REITs

5.7%

0.01

0.71

US Value Factor

5.6%

0.02

0.91

US Dividend Yield Factor

5.2%

0.02

0.93

Global Equities

5.0%

0.05

1.00

Note: Based on J.P. Morgan 2022 long term capital market assumptions.
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Reallocation Scenario Analysis:
Inflation Macro Regime Scenarios

• SBA utilizes a total fund risk model among many quantitative and
qualitative tools to evaluate the fund.
• To gauge the potential impact of asset reallocations in response to
inflation and FI yields, we analyzed various macro regime shifts and the
impact on the portfolio.
• Such scenarios included inflation overshoot, Fed tightening more than
expected and inflation disappointment
• Reallocating from Fixed Income to Equity or equity segments with
elements of inflation protection (value, dividend yield, and/or REITs) does
not necessarily meaningfully protect the overall portfolio against inflation
shocks.
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Tail Risk Hedging
•
•
•

•
•
•

Historically government bonds have delivered positive return and mitigated downside risk, i.e. bonds were
inexpensive insurance.
However, this benefit may be diminished in a low-rate environment.
Tail risk hedging can mitigate downside, but comes at a cost.
–
–
–

Tail risk hedging is designed to deliver outsized performance in severe market drawdowns.
The strategy invests in defensive options such as puts or VIX calls.
Generally, investors experience a negative cost of carry in normal markets in exchange for the benefit received during
sell-offs.
•
•
•

Historically the cost has ranged from 2% - 4%.
This is expensive relative to a long term equity risk premium of approximately 3% - 5%.
To realize the benefit of the tail risk hedge, the investor must be patient and accept the cost of carry.

To manage downside risk in a low-rate environment, an investor could maintain a higher exposure to
equities and implement tail risk hedging.
However, typically a diversified basket of strategies with hedging benefits outperforms pure tail risk hedges.
The total fund already has exposure to a diversified set of diversifiers and could look to increase that
exposure, subject to limitations on alternatives.
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Conclusion and Key Takeaways
•

Asset allocation is established to achieve long term objectives and liquidity requirements.
–

–

•
•
•
•

The FRS Trust Fund’s greatest exposure is to equity, which is a key driver of returns and generally performs well in
modest inflationary environments.
Fixed Income continues to play an important role in the total fund, providing liquidity, diversification and downside
protection.

In a rising rate environment, FI may be somewhat less diversifying.
Today there is a broad range of investments that offer both returns and potential diversification to equities.
Over the past decade, the SBA has made investments outside of FI to enhance return or diversify. Many of
these investments mitigate inflation risk.
Given lower yields and higher inflation, the SBA should continue on this path. However, the statutory limit
on alternatives in the FRS Trust Fund somewhat limits the SBA’s ability to do so.
–

–
–

Absent an increase in the limit, the total fund could increase active exposure within FI to generate some incremental
return.
Likewise, within existing risk budgets, the asset classes can continue to focus on diversification and opportunities
resulting from market dislocations or secular trends.
Further, we recommend considering some greater exposure to Real Estate as part of the upcoming asset-liability
study.
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Fixed Income Allocation Discussion
Florida State Board of Administration (SBA)
March 2022

Inv estment advice and consulting services provided by Aon Investments USA Inc.
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To protect the confidential and proprietary information included in this material, it may not be disclosed or provided to any third parties without the approval of Aon.

Introduction
▪ The Florida Retirement System (FRS) has an 18% allocation to fixed income, most
recently re-approved during the 2021 asset liability study
▪ The Fixed income allocation fulfills the risk-reducing portion of the Policy and is primarily
comprised of U.S. Investment Grade bonds (Treasuries, Agency MBS, IG Credit)
▪ At the December IAC meeting, a question arose if the allocation remains appropriate
given the current and expected market environment
– Low nominal yields and negative real yields
– Expectation for rising interest rates
▪ This material is intended to address the following:
– Do we expect investment grade bonds to continue to fulfill its intended role?
– Potential impact of allocating away from the current 18% allocation

– Alternatives to investment grade bonds to diversify equity risk

Proprietary & Confidential
Inv estment advice and consulting services provided by Aon Investments USA Inc.
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2

Role of Fixed Income

Proprietary & Confidential
Inv estment advice and consulting services provided by Aon Investments USA Inc.
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3

Role of Risk-Reducing Core Fixed Income

Reduce Portfolio Volatility

Limit Downside Risk

▪ The SBA’s 18% target to core fixed income was
last approved during the 2021 asset liability

– Reduced from 24% in 2014
– Current long-term policy projected to reach
full funding in approximately 30 years
▪ The average fixed income allocation for peer
plans is 19%*

Provide Liquidity

FRS Policy
Fixed
Income,
18%
Cash, 1%

Global
Equity, 53%

Strategic
Investments,
12%

▪ The FL SBA fixed income allocation is
benchmarked to the Bloomberg Barclays
Intermediate Aggregate Bond Index

Real Estate ,
10%

Private
Equity, 6%

*TUCS Top Ten as of 9/30/21. Includes both US and Non-US Fixed Income
Proprietary & Confidential
Inv estment advice and consulting services provided by Aon Investments USA Inc.
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4

Role of Fixed Income: Reduce Portfolio Volatility / Equity Diversification
Rolling 36mo Correlation
Global Equity vs. Interm Aggregate
0.6

0.4
0.2

(0.2)

(0.4)
(0.6)

(0.8)

GE vs. Interm Agg

GE vs. Interm Gov't

Expected Risk vs. Return
9%

Annualized Return

▪ On average, broad US intermediate
fixed income has been uncorrelated
with equity markets; over past 15years*
– Aggregate index averaged a
correlation of 0
– Government bonds averaged a
correlation of -0.2
▪ There have been periods of positive
correlation, and we would expect
similar bouts of that in the future
▪ Over the long-term, Aon assumes a
global equity correlation of 0.1 with
interm. credit and -0.1 with interm.
gov’t bonds
▪ Forward-looking assumptions
assume fixed income volatility of
around 4% compared to 9% - 25%
for return-seeking asset classes

8%

Strategic
Investments

7%
6%

Private Equity
Equity
Real Estate

5%
4%
3%

Fixed Income

2%

Cash

1%
0%

0%

5%

10%

15%

Risk (std dev.)

*1-year correlation using monthly returns
Proprietary & Confidential
Inv estment advice and consulting services provided by Aon Investments USA Inc.
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5

20%

25%

30%

Role of Fixed Income: Downside Protection
▪ Core bonds have averaged +5.5% annualized over the past six market sell-offs, while global equities
were down an average of -23.9%
▪ Return patterns during stressed markets highlight lower volatility and attractive negative correlations
from bonds during the periods when it is most needed
▪ However, it is notable that the offset coming from bonds has decreased over the past 10-years as yields
have come down - still in positive territory, but less so than historically

Core Bonds in Stressed Markets
30.0%
20.0%
10.0%
0.0%
-10.0%
-20.0%
-30.0%
-40.0%
-50.0%
-60.0%
Dot Com and
9/11
Global Equity

2008-09
Financial
Crisis
REITs

2002 Sell-Off

High Yield Bonds

2011 US
Credit
Downgrade
Commodities

Brexit

COVID Shock

Core Fixed Income

Global Equity- MSCI ACWI IMI; REITs – NAREIT Equity; HY Bonds - Barclays US Corporate High Yield; Commodities - Bloomberg Barclays Commodity;
Core Fixed Income – Blmb Barclays Aggregate Bond Index
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Role of Fixed Income: Expected Returns
▪ Looking ahead, core bonds real returns are expected to be slightly negative (-0.2%), over the next 10
years
– Since the long end of the yield curve is flat, long duration Treasuries are not expected to provide
significant return pick-up, over core bonds
– Expected equity risk premium is similar to historical norms of 4% over core bonds
– Spreads over core bonds for lower quality bonds are tight (1.2% premium) for high yield bonds

10-Year Expected Returns
7.0%

6.3%

6.0%

5.2%

5.0%

4.0%

4.0%
3.0%
2.0%

3.2%
2.2%

2.0%

2.3%
1.5%

1.0%
0.0%
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Role of Fixed Income: Summary
▪ Looking ahead, we continue to believe there is a role for core fixed income, though it may not be as
effective going forward
– Correlations with equities may not be as low as they have been historically

– In the present environment, nearly all asset classes are expensive relative to history
– Bond gains are mostly depleted; it would take a further decline deep into negative territory to
neutralize the impact of a bear market in equities
▪ However, we do expect them to hold up in market environments when they are most needed, while
also providing needed liquidity for rebalancing purposes and to avoid selling distressed assets
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Portfolio Analysis: Illustrative Only
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Portfolio Analysis Background
▪ Following slides examined 3 scenarios to gauge impact of reallocation of core bonds, over 1-, 5-, 10and 30-year time horizons
– Base case (policy target)

– 100% return-seeking portfolio which reallocates all core bonds to return-seeking assets (pro-rata)
– Reallocates 10% from core bonds to private debt (direct lending) within Strategic Investments
• Direct lending used as a simple proxy for alternative yield seeking assets

▪ Scenarios analyzed are illustrative only and are not specific recommendations for the SBA
▪ It is also important to understand both scenarios assume the ability for the SBA to increase exposure
to illiquid asset classes
▪ Examined two scenarios using our 5,000 annual forward-looking simulations
– All environments which are represented by all 5,000 simulations
– Negative real yields which are represented by the 500 lowest simulations
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Portfolio Analysis – Illustrative Impact of Reallocating Core Bonds
95th Percentile
75th Percentile
50th Percentile
25th Percentile
5th Percentile
1st Percentile

Current
27.2%
14.5%
6.1%
-2.6%
-16.0%
-24.3%

1-Year Nominal Return Distribution
100% RS
10% SI
Core Fixed
33.6%
29.2%
4.5%
17.9%
15.9%
2.2%
7.6%
7.1%
0.4%
-3.3%
-2.1%
-1.6%
-19.9%
-16.2%
-4.7%
-30.0%
-25.8%
-7.3%

95th Percentile
75th Percentile
50th Percentile
25th Percentile
5th Percentile
1st Percentile
5-Yr Volatility
Reward/Risk

Current
15.3%
9.9%
6.0%
1.8%
-4.2%
-8.1%
11.7%
0.52

5-Year Nominal Return Distribution
100% RS
10% SI
Core Fixed
18.6%
16.5%
2.6%
11.8%
10.8%
1.9%
7.0%
6.8%
1.4%
1.7%
2.4%
0.7%
-5.8%
-3.9%
-0.5%
-10.5%
-8.2%
-1.8%
14.5%
12.4%
3.4%
0.48
0.55
0.41

95th Percentile
75th Percentile
50th Percentile
25th Percentile
5th Percentile
1st Percentile
10-Yr Volatility
Reward/Risk

Current
13.0%
9.0%
6.2%
3.3%
-0.9%
-3.8%
12.5%
0.49

10-Year Nominal Return Distribution
100% RS
10% SI
Core Fixed
15.5%
13.8%
3.3%
10.4%
9.5%
2.5%
6.9%
6.7%
2.0%
3.3%
3.7%
1.5%
-1.8%
-0.5%
0.8%
-5.3%
-3.7%
0.2%
15.4%
13.3%
3.9%
0.45
0.50
0.50

95th Percentile
75th Percentile
50th Percentile
25th Percentile
5th Percentile
1st Percentile
30-Yr Volatility
Reward/Risk

Current
11.6%
8.6%
6.6%
4.8%
2.3%
0.5%
12.9%
0.51

30-Year Nominal Return Distribution
100% RS
10% SI
Core Fixed
13.2%
11.8%
5.4%
9.7%
9.0%
3.4%
7.4%
7.1%
2.5%
5.2%
5.3%
1.7%
2.2%
2.9%
0.9%
-0.1%
1.1%
0.4%
15.9%
13.7%
4.6%
0.46
0.52
0.53
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4.5%
3.2%
2.5%
1.9%
1.1%
0.6%
CPI
3.7%
2.8%
2.3%
1.8%
1.1%
0.7%

CPI
4.2%
3.0%
2.2%
1.7%
0.9%
0.4%

CPI
4.8%
3.1%
2.2%
1.5%
0.7%
0.2%
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▪ The 100%-Return Seeking (RS) portfolio
offers the highest returns, but comes with
notably higher volatility (15.4% vs. 12.5% for
current portfolio over 10-year period)

▪ Additionally, the 100% - RS portfolio has
much more downside risk, particularly over
shorter time periods (1-year first percentile
results of -30.0% vs. -24.3% for current
portfolio)
▪ Moving 10% from Fixed Income to direct
lending strategies within Strategic
Investments (“10% SI” portfolio) provides
higher expected returns than the current
policy (6.7% vs. 6.2% for 10-year period),
with similar or better downside protection
▪ The 10% SI portfolio offers the highest
reward/risk ratio for all time periods

11

Asset-Liability Analysis

Illustrative Impact of Moving to 100% Return-Seeking Assets
Billions

Market Value of Assets

Current Policy (81% R-S)

100% Return-Seeking
$428.8

$440
$402

$358.2

$364
$326
$288
$250
$212
$174 $161.6

$199.6
$161.6
$140.7

$136

$138.5
$107.5

$98
$60

As of 6/30

$237.4

$222.2
$199.6

2020

2021

2022

2023

$92.5

$89.4 $85.6 $83.5 $82.1 $81.1 $80.7 $80.9
2024

2025

2026

2027

2028

Base Case (Median) Scenario

2029

$136.4

$129.2

2030

2020

Blue Skies Scenario

2021

2022

2023

Recession Scenario

$74.6 $71.8 $71.0 $70.8 $71.1 $71.9 $73.2
2024

2025

2026

Key Observations:
▪ Increasing return-seeking assets will create more volatility (both upside and downside)

▪ Downside volatility will require additional funding into the Plan
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2028

Dark Skies Scenario

As of 6/30

Assumptions based on those used in the 2021 asset-liability study.

2027

12

2029

2030

Asset-Liability Analysis

Illustrative Impact of Moving 10% from Risk-Reducing Fixed Income to Direct Lending
Billions

Market Value of Assets

Current Policy (81% R-S)

$392.6

$402
$358.2

$364
$326
$288
$250
$174 $161.6

$199.6
$161.6
$140.7

$136
$60

$233.4

$222.2
$199.6

$212

$107.5

2020

2021

2022

$139.1

$138.5

$98

As of 6/30

Move 10% to Direct Lending

$440

2023

$89.4 $85.6 $83.5 $82.1 $81.1 $80.7 $80.9
2024

2025

2026

2027

2028

Base Case (Median) Scenario

2029

$136.5
$101.2
$81.6 $77.2 $75.5 $74.6 $74.1 $74.2 $74.9

2030

2020

Blue Skies Scenario

2021

2022

2023

2024

Recession Scenario

2025

2026

2027

2028

2029

2030

Dark Skies Scenario

As of 6/30

Key Observations:
▪ Similar to the previous analysis, increasing return-seeking assets creates more volatility and downside volatility will
require additional funding into the Plan
▪ Re-allocating to direct lending generates results between the current policy and the 100%-RS scenario

Assumptions based on those used in the 2021 asset-liability study.

Proprietary & Confidential
Inv estment advice and consulting services provided by Aon Investments USA Inc.

195

13

Portfolio Analysis: Illustrative Impact Reallocation of Core Bonds in
Negative Real Rate Environment
▪ The below data analyzes Total Fund results across a negative real yield environment which is
represented by the 500 lowest simulations out of 5,000
Top decile of negative real rates
(500 simulations)

Nominal Return
Volatility
Reward/Risk
Avg. Annual Real Yield

Nominal Return
Volatility
Reward/Risk
Avg. Annual Real Yield

Nominal Return
Volatility
Reward/Risk
Avg. Annual Real Yield

Current
4.8%
12.1%
0.40

5 Year Expectations
100% RS 10% SI Core Fixed
5.4%
5.6%
1.7%
14.9%
12.7%
2.9%
0.36
0.44
0.59

CPI
3.0%

▪ The results in a negative real yield environment are
similar to the results across all simulations

– The current policy generates the lowest
expected return, but also the lowest risk
across time periods

-2.2%
Current
4.7%
12.5%
0.37

10 Year Expectations
100% RS 10% SI Core Fixed
5.3%
5.3%
1.6%
15.5%
13.4%
3.2%
0.34
0.40
0.50

CPI
3.0%

– Re-allocating 10% to direct lending offers the
greatest reward/risk ratio resulting from higher
expected returns and slightly higher volatility

-2.1%
Current
5.4%
12.9%
0.43

30 Year Expectations
100% RS 10% SI Core Fixed
6.1%
6.1%
1.3%
15.8%
13.6%
3.6%
0.40
0.45
0.42

– The 100% RS portfolio has the highest return,
volatility and downside risk with the lowest
reward/risk ratio for all time horizons

CPI
2.9%

-2.3%

Avg. Annual Yield represents expected 5-Year Treasury Yield
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Portfolio Analysis Summary
▪ While bonds may be unattractive for investors given low yields and the risk of rising interest rates,
they still play a key role in the total portfolio context
– Limit downside risk

– Reduce portfolio volatility
– Provide liquidity – particularly important given net outflow status of Plan
▪ Core bonds are also readily accessible at a low cost

▪ Alternatives to core bonds exist, but come with important considerations
– Total Fund risk profile – moving away from core bonds will likely increase the overall risk of the
portfolio, including volatility of returns and illiquidity risk
– Liquidity profile – both scenarios increase illiquid exposure which would require the SBA to obtain
flexibility to do so, as well as become comfortable with the level of illiquidity
– Implementation challenges, including ability to achieve allocations given size of FRS (and over
what time period), suitable managers, costs, etc.
– Certainty of effectiveness
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Alternative Equity Diversifiers
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Alternative Equity Diversifiers
▪

Bonds traditionally diversify equity risk, but they are limited today by low interest rates

▪

Alternative approaches to mitigating equity market risk:

o Traditional Diversification
ꟷ Aside from core bonds, certain hedge fund strategies, other diversifying assets, or a
larger cash buffer can serve as diversifies
ꟷ Moving away from traditional fixed income will likely impact the Total Fund’s risk profile,
liquidity, and complexity
o Put Buying Strategies
ꟷ Buying put options provides a direct form of equity insurance when markets fall
ꟷ They can be structured to reduce costs or define the payout in a tail event
ꟷ Expensive form of protection
o Tail Risk Strategies
ꟷ A tail risk strategy is an active protective strategy that targets various payoffs amid steep
market sell-offs while aiming to offset costs over time
ꟷ The lower implementation costs comes at the expense of greater complexity and
uncertainty of payoffs depending on the success of active management
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Traditional Equity Diversifiers: Illiquid Strategies
▪ Illiquid asset classes such as Private Equity, Real Estate, and Infrastructure have been mainstays in
many institutional portfolios
▪ While they tend to avoid the downside extent experienced by public equities, they are correlated and
often simply have delayed markdowns and lagged realized performance

▪ The level of illiquid investments in a plan is also an important consideration
o A higher level of illiquid assets reduces the source of funds
o There is less flexibility to rebalance
o Capital calls remain possible in a crisis scenario, possibly more susceptible as lower price
points emerge
ꟷ More illiquid assets can become an increasingly large % of total portfolio assets
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Traditional Equity Diversifiers: Alternative Credit
▪ With traditional fixed income investments offering low return expectations, alternative credit
opportunities have been one area of growing interest
▪ Several specialized markets fall within the typical gaps of investor portfolios and the expertise of
most investment managers

▪ Alternative credit will come with a higher risk/reward trade-off than core bonds and often quasiilliquid

Limited liquidity in public
markets has led to a
disconnect between
prices and fundamentals

Opportunities exist in
structured credit, direct
lending, real estate
debt due to lack of
natural buyers or
lenders

Supply-Demand
Imbalance →
Price
Dislocations

Need for Liquidity
→
Premium for
Funding Stressed
Credits

Ongoing
Structural Gaps
in Lending

Debt-Restructuring
Needs →
Distressed
Situations
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Economic downturn
increases the number
of companies
in need of additional
financing to weather
the storm

A potential wave of
defaults will require
skilled restructuring
specialists

19

Traditional Equity Diversifiers: Direct Lending

▪ High income return dampens
volatility
▪ Senior secured loans may
provide higher credit protection
vs. public loans and bonds
▪ Stringent lending standards lead
to lower realized losses vs.
syndicated markets
▪ Floating-rate loans have lower
rate and inflation sensitivity vs.
bonds

___________
Source: “Is Now the Time to Invest in Direct Lending?”, Aon white paper, March 2020
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Traditional Equity Diversifiers: Hedge Funds and Other Assets
▪ Other diversifying strategies have less downside risk than equities during tail events, but require
larger allocations than options-based strategies to be impactful
o HF strategies have positive return expectations, and some have upside potential in a crisis
− Global macro and Trend-following are attractive strategies for this return profile
− Most other HF strategies will also experience drawdowns, though to a lesser degree
o Other low correlation assets have return properties that limit their appeal for large
allocations
o Gold has certain defensive properties but is a non-yielding asset
o Safe-haven currencies (USD, JPY, CHF) do not offer long-term return expectations
o Insurance-linked securities and other orthogonal strategies carry unique risks
o They may not decline with equities, but are unlikely to offset losses
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Put Buying Strategies
▪ A straightforward solution is to utilize the options market for equity insurance and buy put options
o A direct and relatively simple way to protect against a sharp decline in equity markets
o Provides a known payoff in the event of a given move in equities
▪ The main deterrent of this approach is cost, typically several % per year in premium spend
Long Put
Option Profit
Strike
Premium

Strike
Price

Premium

Loss

Asset Value

Implementation Considerations
o An option buying strategy can be executed internally or externally
o Custom funds can be created, however commingled vehicles do not exist
o Many upfront decisions to be made
ꟷ Loss tolerance, monetization, roll strategy, etc.
o Requires ongoing maintenance
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Combination Portfolios
▪
▪

The options market offers an array of contracts that can be used to customize payoff profiles and
define the return distribution
A common combination structure to reduce the costs of buying protection (with tradeoffs) is a collar
o A zero-cost collar can be constructed by selling a call option at the same price as a put option
ꟷ The premium earned from the call option sale finances the put option purchase
ꟷ However, this caps upside potential if equity markets rise (pictured below left)

o A put spread collar sells a different put option contract at a lower strike price to earn a premium
ꟷ This reduces the cost of buying the higher strike put option
ꟷ However, this limits potential gains in an equity market decline (pictured below right)

Implementation Considerations
o The same considerations apply as those for simple long option strategies
o However, collars require more maintenance to manage the payoff structure
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Tail Risk Funds Overview
▪ Tail risk funds were initially popularized in response to the 2008-2011 market declines when investors
sought to protect against the potential of ongoing volatility
o Like put protection strategies, tail risk funds seek outsized gains during market declines
o Unlike put protection strategies, tail risk funds use a variety of active management techniques
to optimize payoffs while mitigating the cost of protection
ꟷ Our research indicates that a hedge designed to provide protection in market
drawdowns of greater than 20% costs the portfolio on the order of 1-2% per year
▪ Tail risk funds differ in the type of protection offered, instruments used, and cost of carry
o The opportunity set includes a wide range of derivatives and asset classes
ꟷ Equity put options, put or call options on other assets, credit default swaps, variance
swaps, and relative value trades, among others
o The definition of the ‘tail’ is also important
ꟷ Not all funds hedge against equity market falls
ꟷ Some, for instance, protect against right tail events or moves in bond yields
▪ Most tail risk strategies have a negative expected return over time
o Crises are relatively rare, and there is a ‘cost of carry’ for the insurance
o In addition to implicit costs, fees range from 0% to 2% management fee and 0% to 20%
performance fee, sometimes without a high water mark
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Tail Risk Implementation Considerations
▪ Even after a tail risk strategy is deemed suitable, there are many initial design issues to address
o Commingled fund or tailored approach
ꟷ A decision similar to the tradeoffs of a tailored solution vs. the simplicity of a commingled
fund for other investment types
o Objective
ꟷ Focus on cost mitigation, or assured convex outcomes?
ꟷ What level of loss to defend against?
▪ Cheap protection against only extreme scenarios should produce exceptional profits
if realized, but are unlikely to generate strong positive returns during normal market
corrections of -10% to -20%
o Governance
ꟷ A strategic investment, or an attempt to be tactical with entries (perhaps when the cost of
insurance is less expensive) and exits (perhaps after a tail event occurs)?
ꟷ What to do when a crisis comes? Harvest gains or redeploy hedges, and to what extent?
▪ Because portfolio insurance has a negative long-term expected return, a successful program ultimately
requires some elements of market timing, skill, and luck across these variables
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Appendix
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Portfolio Analysis Scenario Allocation Detail

Current

Scenario 1:
100% ReturnSeeking*

Scenario 2:
Re-allocate 10% from
Core Bonds to Strategic
Investments**

Global Equity

53.0%

64.6%

53.0%

Private Equity

6.0%

7.3%

6.0%

Real Estate

10.0%

12.2%

10.0%

Strategic Investments

12.0%

14.6%

22.0%

Fixed Income

18.0%

0.0%

8.0%

Cash

1.0%

1.2%

1.0%

Total Fund

100%

100.0%

100.0%

Total Illiquid

18.0%

21.9%

28.0%

*18% to Fixed Income re-allocated pro-rata across return-seeking investments
**10% of Total Fund re-allocated from core bonds to direct lending housed within Strategic Investments
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Asset-Liability Analysis

Short-Term Risk | Market Value of Assets / Actuarial Liability Funded Ratio

Key Takeaway:
▪

Higher risk portfolios are projected to have more both more upside and downside potential over a one -year horizon
Percentile
95th

50th

75th
25th
5th

Assumptions based on those used in the 2021 asset-liability study.
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Asset-Liability Analysis

Long-Term Risk | Market Value of Assets / Actuarial Liability Funded Ratio
70% Return-Seeking

Current Policy (81% R-S)

90% Return-Seeking

100% Return-Seeking

200%
180%
160%

140%

131%

116%

120%

102%

100%

88%
77%

80%
60%

36%

36%

35%

35%

34%

40%

5th Percentile
Strategy

60% Return-Seeking

25th Percentile
70% Return-Seeking

50th Percentile

75th Percentile

Current Policy (81% R-S)

2050

2045

2040

2035

2030

2025

2020

2050

2045

2040

2035

2030

2025

2020

2050

2045

2040

2035

2030

2025

2020

2050

2045

2040

2035

2030

2025

2020

2050

2045

2040

2035

2030

0%

2025

20%
2020

Funded Ratio (MVA / AL)

Market Value of Assets / Actuarial Liability

60% Return-Seeking

95th Percentile

90% Return-Seeking

100% Return-Seeking

Year

2030

2040

2050

2030

2040

2050

2030

2040

2050

2030

2040

2050

2030

2040

2050

5th Percentile

47%

37%

34%

45%

36%

35%

43%

34%

35%

40%

33%

36%

38%

32%

36%

25th Percentile

66%

55%

53%

66%

57%

57%

66%

59%

62%

66%

61%

65%

67%

62%

70%

50th Percentile

83%

77%

77%

86%

83%

88%

90%

91%

102%

93%

97%

116%

96%

105%

131%

75th Percentile

103%

111%

129%

110%

128%

166%

119%

150%

>200%

127%

172%

>200%

136%

198%

>200%

95th Percentile

139%

>200%

>200%

158%

>200%

>200%

179%

>200%

>200%

200%

>200%

>200%

>200%

>200%

>200%

Key Takeaway:
▪

The Current Policy is expected to achieve full funding by the end of the 30-year projection period in our median expectation

▪

Long-time horizons incentivize risk taking and do not capture shorter term portfolio risk

Assumptions based on those used in the 2021 asset-liability study.
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Asset Liability Study – Liquidity Analysis

Current Policy (Assuming Full Actuarial Contributions) – No Liquidity Concerns

Base Case

Recession

Dark Skies

Note: Year 0 represents a starting point of June 30, 2021

▪
▪

No liquidity concerns with current Policy
Suggests the FRS has ability to tolerate additional illiquidity
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State Board of Administration
Real Estate Asset Class Review
Steve Spook, Senior Investment Officer-Real Estate
Michael Fogliano, Senior Portfolio Manager-Externally Managed Investments
Lynne Gray, Senior Portfolio Manager-Principal Investments

Investment Advisory Council Meeting
March 29, 2022
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Organizational Chart
Lamar Taylor
Interim ED & CIO
Kent Perez

Alison Romano

Deputy Executive Director

Deputy CIO

STEVE SPOOK
Sr. Investment Officer-RE
TIFFANY WILLIAMS
Administrative Asst.
LYNNE GRAY
Sr. Portfolio Manager
Principal Investments
TOM PROCTOR

CHRIS MARINO

Portfolio Manager II

RE Acquisitions Manager

JEFF STAUFFER

TED BOLLMANN

Portfolio Manager II

Portfolio Manager II

KIM BUCKLEY
Sr. RE Research
Analyst III

LAURA FROST
Sr. Investment
Analyst III
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MICHAEL FOGLIANO
Sr. Portfolio Manager
Ext. Managed Investments
JEFF SMITH

SARA GEIGER

Portfolio Manager II

Portfolio Manager II

AMANDA PORTER
Sr. Investment
Analyst III

Portfolio Manager I

CLAY CAMPER

2

Real Estate Consultant
• Real Estate Consultant – The Townsend Group
• Prepares quarterly and annual performance reports
• Investment provider monitoring and annual review
• Sourcing-pooled funds
•
•

•
•
•
•

Staff Sourced
Townsend best ideas

Fund due diligence
Research
Ad hoc projects
Prudent Man Opinions – Co-investments
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Strategic Role of Real Estate
•
RiskAdjusted
Returns
Inflation
Hedge

Income

Diversification

216

Designed to provide:
– INFLATION HEDGE
– Attractive risk adjusted
returns
– Diversification for total
fund with low correlation
to equities
– Income focus
4

Real Estate & Inflation
• Real Estate historically has outperformed in previous inflationary
periods.
• Leases and revenue streams are directly or indirectly linked to inflation.
• Inflation, accompanied by good economic growth, can lead to increased
demand for real estate space.
• Leases with expense pass-throughs are a hedge against inflation.
• Construction cost inflation slows new construction and can result in
price appreciation of existing assets.
• Debt hedges against inflation. As NOI grows with inflation, debt gets
paid down at the same interest rate.
217
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Investment Strategies
PRIVATE REAL ESTATE

86% Core (Strategic)
•
•
•
•
•

Income focused
Institutional quality
Stabilized (high occupancy)
Low immediate capital needs
Low leverage (less than 50%)

14% Non-Core (Tactical)
•
•

•
•
•

218

Most return from appreciation
More value (creation) to include:
•
Lease-up
•
Development
•
Redevelopment
•
Repositioning
•
Recapitalization
Higher leverage
Includes International
Build-to-core: Lower cost basis

6

Real Estate Portfolio
FRS Pension Plan
As of 3/10/2022

FRS Pension Plan
As of 9/30/2021
Real Estate
8.7%

Fixed
Income
17.9%

Strategic
Investments
9.4%

Global
Equities
53.6%

TOTAL FRS
$199,040,609,651

Fixed
Income
18.4%

Private
Equity
8.8%
Cash
1.6%

Global
Equities
51.1%

TOTAL FRS
$206,437,287,703

Real Estate actual allocation fluctuating due to
• Global Equities volatility
• Strong Real Estate returns
219

Real Estate
10.2%

Strategic
Investments
10.0%
Private
Equity
Cash 9.3%
1.0%

7

Real Estate Portfolio
(as of 9/30/2021)

Principal
Investments
62.8%

Externally
Managed
37.2%

Pooled
Funds
25.6%

REIT
11.6%

Real Estate Net Asset Value
$18,082,342,345
Principal Investments
• Direct Investments
• Superior Control – Staff retains discretion
• Lower fee structures
• Core focus

Pooled Funds
• High diversification
• Access to niche strategies and specialists
• New investments focused on non-core
• Manage allocation
220

REITs
• Competitive L/T returns
• Diversification
• Source of liquidity

8

Private Market Portfolio
SBA Property Type Diversification
Allocation Policy Target NFI-ODCE +/- 15%
9/30/2021 & 9/30/2015
3Q2021
40%
35%
30%
25%
20%
15%
10%
5%
0%

28.3%

3Q2015

ODCE-3Q21

ODCE-3Q15

38.3%
27.7%

30.7%
33.7%

Private Portfolio NAV
$15,993,532,276

24.3%
25.3%

24.1%
26.6%

21.2%

13.7%
11.1%

Office *

Apartment **

Industrial ***

19.7%
13.1%
11.5% 17.5%
Retail

5.7%
12.5%

4.0%
11.1%

Other ****

* Office includes Commercial, Medical Office & Life Sciences
** Apartment includes Student Housing
*** Industrial includes Dry Storage, Cold Storage
**** Other includes Agriculture, Manufactured Housing, SFR, Self-Storage, Hotel, Senior Housing, Land
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Private Market Portfolio
SBA Geographic Diversification
Allocation Policy Target NFI-ODCE +/- 15%
9/30/2021 & 9/30/2015
3Q2021

50%
40%

43.6%
40.3%

3Q2015

ODCE-3Q21

ODCE-3Q15
Private Portfolio NAV
$15,993,532,276

38.1%
42.5%

30%

30.0%

20%

24.9%

33.3%
30.5%

18.9%
19.8%
22.7% 16.6%

10%

7.4%
5.6%

0%

West

East

South

8.8%
8.0%

Midwest

222

0.0%
0.0%
0.7% 0.0%

Var-US

0.0%
5.8%

0.0%
2.4%

Int'l

10

Private Market Leverage
as of 9/30/2021
Private Portfolio
Market Value $23,079 M

Private Market Leverage
30.4%

Investment Portfolio Guidelines:
Private Market Portfolio Leverage Limited to 40% LTV.
Principal Investments Leverage Limited to 30% LTV.

Private Market Portfolio Leverage
Pooled Funds
41.3%
Principal
Investments

24.4%

Pooled Funds Leverage
Closed-End Funds
Open-End Funds

223

59.5%
23.9%

11

Real Estate Returns
Data Through September 30, 2021

20%
18%
16%

18.2%
15.5%

14%

10.7%

12%
10%

7.9%

8%

6.6%

7.7%

9.1%

6.7%

6%
4%
2%
0%

One Year Return

Three Year Return

SBA Real Estate Net

Five Year Return

Ten Year Return

RE Primary Benchmark
224
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3-Year Return Attribution
Contributors:
• Industrial
• Medical Office Buildings
• Self Storage
• Los Angeles Office
• Diversified Core Funds
• REITs
Detractors:
• San Francisco Retail
• NYC Office
• Europe Retail
225
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2021 Investment Activity
2021 New Investments Focused on Industrial and Alternatives

Diversified, 16%
Alternatives, 33%
Office, 4%
Multi-Family, 3%

Industrial, 44%
226
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2021 Investment Activity
Principal Investments
Acquisitions (Equity)
• $217 million in Industrial
• $122 million in Manufactured Housing
• $108 million in Medical Office
• $80 million in Life Sciences
• $64 million in Multifamily

Total Dispositions $175 million

Total Acquisitions $591 million

227
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2021 Investment Activity
Commingled Funds
Commitments
• $200 million to a closed-end diversified global fund
• $150 million commitment to an open-end industrial fund
• $150 million add-on commitment to an open-end fund focused on alternatives
• $100 million to a closed-end diversified Asia fund
• $100 million to a closed-end Asia industrial focused fund
• $100 million to a closed-end US fund focused on alternatives
• $100 million add-on commitment to an open-end industrial fund
• $100 million to a Japan industrial co-investment
• €100 million to a closed-end Europe industrial fund
• $75 million to a closed-end US fund focused on alternatives
• €75 million to a closed-end Europe office focused fund
• $40 million to a Europe industrial co-investment
Redemptions
• $160 million from two US open-end funds

228

REITs
• $237 million redemption

16

Current Investment Focus
New Investment:
• Industrial/Cold Storage
• Residential
• Medical Office Buildings
• Self Storage
• Life Science
• Retail/Mixed Use

Continues to ride the wave of secular change driven by shifting consumption patterns, demographic change, and the
adoption of new technologies. Development spreads are favorable.
Includes multifamily, student housing, manufactured housing, and Single Family Rental. Driven by a shortage of housing
and changes in migration and work patterns. Development spreads are favorable.
Strong strategic outlook based on aging populations and evolving healthcare models.
Low capex and short lease terms favorable in an inflationary environment. Defensive characteristics.
Relatively small sector poised for expansion. Driven by emerging technologies and treatment options that are backed by
capital, access to super-computing, and recent successes of specific drugs. Development spreads are favorable.
A number of retail properties in the portfolio are being evaluated for mixed use and densification.

Dispositions:
Large identified pipeline of primarily office and retail assets for disposition as part of portfolio construction.

229
17

Michael Fogliano
Senior Portfolio Manager

230
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Real Estate Externally Managed Portfolio
Portfolio Composition

REITs
31%

PORTFOLIO
OBJECTIVES:

Open-End
Funds
46%

Pooled Funds
69%

Closed-End
Funds
23%

Enhance
Diversification

Provide
Excess Returns
231

Access to core
& non-core
investments

19

Real Estate Externally Managed Portfolio
Portfolio Make-up:

Medical Office

• Portfolio Value: $6.7 billion
• 62 investments
• 24 investment managers

Open-End Funds

Closed-End Funds

REITs

• $3.0 billion
• 12 investments
• 9 investment managers

• $1.6 billion
• 45 investments
• 18 investment managers

• $2.1 billion
• 5 separate accounts
• 3 investment managers

232
Multifamily

Industrial

Nordic Residential
20

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

Closed-End Pooled Funds
Pros
•
•
•
•
•

Greatest number of investment strategies
Diversification by strategy and manager
Alignment of interests
Typically target higher returns
U.S. and International opportunities

Cons
•
•
•
•
•
233

Least control
Least liquidity
Higher fees
Little control of execution of strategy
Typically experiences J-curve effect early in fund life

21

Closed-End Funds
Closed-End Funds Raising Capital

Developed Americas,
296

Emerging Americas,
5
Emerging Asia,
5
Developed Asia,
12

Global,
67

Unidentified,
11

Developed Europe,
115

511 closed-end funds are actively raising capital today
234
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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
•
•
•
•
•

High liquidity
High diversification
Global exposure
Low fees
Not perfectly correlated with private real estate

Cons
• More volatile
• Subject to local currency fluctuations

235
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Recent Investment Focus
Investments as a Percentage of 2018 - 3Q21 Commitments
86%
14%
2018 - 3Q21
Region
US
Global
Asia
Global
Nordics
Europe
US
US
Europe
Europe
Global
US
Global
Asia
Global
US
Asia
Europe
Asia
US
Total

Risk Profile
Core Plus
Core Plus
Value-Add
Value-Add
Value-Add
Value-Add
Value-Add
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic
Opportunistic

Driven by: Demographics, Secular Change, Technology
Logistics &
Demographic &
Logistics
Residential
Alternative Sectors
$300,000,000
$200,000,000
$90,000,000
$50,000,000

$86,590,050

$20,000,000
$50,000,000
$45,000,000

$123,000,000

$75,000,000

$50,000,000
$45,000,000
$10,000,000

$100,000,000
$38,308,018

$69,562,933
$14,652,603

$125,000,000
$100,000,000

$100,000,000
$40,000,000
$100,000,000

236
$749,590,050

$75,000,000
$50,000,000

Mostly GDP Driven Sectors
Office, Retail
Mixed-Use
Diversified

$190,000,000

$25,000,000

$10,000,000
$15,000,000

$25,000,000

$100,000,000
$895,000,000

$222,523,554

$75,000,000

24

Externally Managed Portfolio
Recent Pooled Funds Investments

INVESTMENT
STRUCTURES:

Data Centers

Industrial

Funds

Co-Investments
237

Demographic &
Alternative Sectors

Club Deals
25

Externally Managed Portfolio
by Investment Type
NAV ($6.7 B + Callable Capital ($2.1 B))

NAV $6.7 B

REITs
31%

REITs
24%

Open-End
Funds
46%

Open-End
Funds
40%

ClosedEnd Funds
23%

238
Source: Townsend

Closed-End
Funds
36%
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Externally Managed Portfolio Returns
24%
19%
14%

One Year

(as of 9/30/2021)

Three Year

Five Year

Ten Year

22.1%

15.4% 15.5%
13.6%
11.3%

9.2%

9%

6.0% 6.6% 6.1%

8.8%
6.1%

9.1% 9.1% 8.9%

6.7% 6.6%

4%
-1%
-6%

Externally Managed
Portfolio Total Net Return

Externally Managed Portfolio
239Index
Custom Weighted

SBAF Primary
Benchmark

ODCE Total
Net Return
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Externally Managed Pooled Fund Returns
(as of 9/30/2021)

25%
20%
15%

19.6%
13.6%

6.1%

5%
0%

9.6%

9.3%

10%

One Year

11.7%

Three Year

240
SBA Pooled Funds Portfolio Net

8.9%

6.6%

Five Year

Ten Year
NFI-ODCE Net

28

Externally Managed Pooled Fund Returns
(as of 9/30/2021)

Core Returns
22%
20%
18%
16%
14%
12%
10%
8%
6%
4%
2%
0%

18.4%
13.6%
9.1%

8.9%
6.1%

One Year

Three Year

Core Externally Managed Net
Source: Townsend

10.3%
8.9%
6.6%

Five Year

Ten Year

NFI-ODCE Net

22%
20%
18%
16%
14%
12%
10%
8%
6%
4%
2%
0%

21.5%

Non-Core Returns
15.3%

13.5%
9.8%

One Year

7.7%

Three Year

Non-Core Externally Managed Net

241

10.7%

10.6%
8.2%

Five Year

Ten Year

NFI-ODCE Value Weight +150 BPS Net
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Pooled Funds
(as of 9/30/2021)

Geographic Exposure

Property Type Exposure
Other
13.7%
Office
24.6%

Midwest
8%

Apartment
21.6%
West
34%

Industrial
33.1%

Retail
7.0%

International
19%
South
18%

242
* “Other” includes manufactured housing, SFR, self-storage, hotel, senior housing & land.

Domestic
81%

East
21%

30

Domestic Exposure (excludes REITs)
Geography

Property Type
17.2%

23.8%

25.8%

6.4%

42.2%
10.1%

18.6%
34.1%

Apartment

Industrial

Office

21.9%

Retail

West

Other *

South

Midwest

East

Pooled Funds NAV at 9/30/21: $4.6 B

243
* “Other” includes manufactured housing, SFR, self-storage, hotel, senior housing & land.
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Source: Townsend

International Exposure (excludes REITs)
Property Type

Geography
0.6% 0.1%

11.2% 11.7%
10.1%

33.6%

18.7%

64.0%
1.8%

48.3%
Apartment

Industrial

Retail

Other *

Office

Americas

Emerging Middle East & Frontier

Europe

Other **

Asia
* “Other” includes manufactured housing, SFR, self-storage, hotel, senior housing & land.

244

** "Other“ consists of assets in various unspecified locations.
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Source: Townsend

Externally Managed REIT Returns
(as of 9/30/2021)

35%
30%
25%
20%
15%
10%
5%
0%

One Year
27.2%

Three Year

Five Year

Ten Year

29.6%

7.9%

6.2%

SBA REIT Portfolio Net

245

6.1%

9.6% 8.3%
4.5%

SBA REIT Benchmark
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REIT Portfolio
Geographic Exposure

(as of 9/30/2021)

1.3%

Property Type Exposure
7.4%

4.6% 0.7%

16.1%

16.6%
21.5%

2.1%

15.5%

60.6%
5.5%

North America

Asia Pacific

Europe

Cash
246

20.4%

15.4% 13.3%

Real Estate Holding & Devel.
Retail REITs
Diversified REITs
Health Care REITs
Other *

Industrial & Office REITs
Residential REITs
Specialty REITs
Hotel & Lodging REITs
Cash

*Other includes off benchmark holdings.
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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
247
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Lynne Gray
Senior Portfolio Manager
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Principal Investments Portfolio
KEY METRICS

Gross Value

$

15,187,554,646

Net Value

$

11,359,050,613

Leverage

$

3,709,032,704

LTV%

24.42%

# Markets

72

# Investments

68

# Properties

20.0%
15.0%

Principal Investments seeks to provide returns, with an acceptable level of risk, that meet or exceed
the National Council of Real Estate Investments Fiduciaries Fund Index – Open End Diversified Core
Equity (NFI-ODCE).
The portfolio invests primarily in high quality, well-located, core real estate properties: Multifamily,
Office, Industrial, Retail, Agriculture, Life Science, Manufactured Housing, Medical Office, Student
Housing, Cold Storage and Self Storage. Non-core strategies, per policy, are permitted up to 15% of
net asset value.

269

15.8%

PI Total Net
NFI ODCE Total Net

13.6%

10.4%

10.0%

7.1%

6.1%

7.1% 6.6%

8.9%

5.0%
0.0%

1 Year

3 Year

5 Year

10 Year

249
As of 09/30/21

PRINCIPAL INVESTMENTS

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.3

4.4

5.1

Appreciation

12.0

3.2

3.1

5.6

Total Gross

16.3

7.6

7.5

10.8

Total Net

15.8

7.1

7.1

10.4

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9
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Principal Investments Portfolio
SECTOR DIVERSIFICATION

GEOGRAPHIC DIVERSIFICATION

Life Sciences 0.5%
Medical Office 4.3%

Commercial Office
29.1%

Retail
13.3%

Agriculture 5.9%

East 26.8%

Manufactured Housing 1.1%

Midwest 3.7%
South 25.4%

Self Storage 3.4%

West 44.1%

Senior Housing 0.2%
Industrial
16.6%

Multifamily
22.1%

Student Housing 3.5%

STRUCTURE

LIFE CYCLE

0.0%

20.0%
Core 92.9%

40.0%

60.0%

Development 3.6%

80.0%

0.0%

100.0%

20.0%

40.0%

Wholly Owned 72.4%

Leasing 3.5%

250

PI NAV at 09/30/21: $11.4 billion

60.0%

80.0%

100.0%

Joint Venture 27.6%

38

Principal Investments Leverage
DEBT MATURITIES

PI 5 YR LEVERAGE
26.3%

$4.5

24.4%

$3.5
21.4%

21.3%

$3.0

22.7%

21.7%

22.1%

15.0%

$2.5
$2.0

10.0%

$1.5
$1.0

5.0%

$.5
$-

09/30/17

09/30/18

09/30/19

PI DEBT

09/30/20

PI LTV

3.57%

Total PI

3.50%

0.00%

2.50%

78%
0%
5.00%

$600
$500

$334

$400

$758

$300

$6

$200
$100
$-

$171
$121
$-

2021

$336
$216

$116

2022

2023

2024

Fixed Rate

22%

251
100%

50%
Fixed Rate

$-

Floating Rate

$-

$-

$165

$279

$211

$-

$353

$332

2029

2030

$112

2025

2026

2027

2028

Floating Rate

Investment Portfolio Guidelines

DEBT DIVERSIFICATION

3.28%

Fixed

09/30/21 ADJ

0.0%

ODCE LTV

WEIGHTED AVG COST OF DEBT
Floating

09/30/21

$700

20.0%

22.1%

$34

$800

25.0%

21.7%

$4.0
BILLIONS

25.1%

24.7%

$900

30.0%

27.1%

MILLIONS

$5.0

- 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
PI NAV at 09/30/21: $11.4 billion
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Metro & Investment Exposure
FIVE LARGEST SINGLE INVESTMENTS

TOP 10 MARKETS
Property Type
$1,400
$1,200

11.5%
10.2%
8.8%

$1,000

7.4%

7.3%

$800
4.6%

$600

4.0%

$400

3.1%

3.0%

2.7%

$200

Location

% PI NAV

1

Office

Los Angeles, CA

5.42%

2

Office

Atlanta, GA

2.73%

3

Office

New York, NY

2.71%

4

Office

Washington, DC

2.50%

5

Office

Atlanta, GA

2.16%

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 09/30/21: $11.4 billion
APT

IND

RTL

OFC

SST

SRH

252
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Multifamily Portfolio
Gross Value

KEY METRICS
$
3,630,535,280

Net Value

$

2,507,758,676

Leverage

$

1,069,201,395

LTV%

29.5%

# Markets

14

PI - MULTIFAMILY*

1 Year

3 Year

5 Year

10 Year

Income

2.0

3.3

3.2

3.8

Appreciation

16.8

4.2

2.6

6.1

Total Gross

19.0

7.6

5.9

10.1

Total Net

18.6

7.2

5.5

9.7

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

# Properties

19.7

# Units

7,619

Total Gross

14.6

7.1

7.5

9.9

Occupancy (1)

94.6%

Total Net

13.6

6.1

6.6

8.9

Investment Strategy 2022-23
•
•
•
•

Continue build-to-core investment in select developments
to achieve a return premium relative to existing core assets.
Continue reinvestment in existing assets where
improvements result in rent premiums.
Focus on multifamily communities in suburban and select
urban locations.
High-rise, luxury urban communities will demand more
selectivity.
NET ASSET VALUE

*Time-weighted Returns

Metro Area
San Francisco

# Properties

Net Value
$

472,204,855

18.8%

1.7

$

353,034,080

14.1%

Los Angeles

2

$

337,132,131

13.4%

Ft. Lauderdale

2

$

247,949,010

9.9%

Santa Ana

1

$

182,083,784

7.3%

Seattle

2

$

158,199,725

6.3%

New York

1

$

146,635,278

5.8%

Austin

1

$

132,810,980

5.3%

Other Markets

6

$

477,708,833

19.0%

$11.4B

$12.0B

% Multifamily
Portfolio

3

Washington, DC

100%

$14.0B

MAJOR METROS

$10.0B

$9.1B

$9.7B

80%

$9.8B

60%

$8.0B
$6.0B
$4.0B

17.8%

21.3%

21.3%

40%

22.1%

20%

$2.0B
$0.0B

253
Los Angeles, CA

Q3 2018

Q3 2019

PI Portfolio

Q3 2020

Q3 2021

MultiFamily

2022
Strategy

41

0%

Student Housing Portfolio
KEY METRICS

PI - STUDENT HSG*

1 Year

3 Year

5 Year

5.6

5.8

6.2

Appreciation

7.4

-1.6

1.6

Total Gross

13.3

4.2

7.8

Total Net

12.5

3.5

7.1

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Gross Value

$

676,089,500

Income

Net Value

$

402,402,782

Leverage

$

272,826,710

LTV%

40.4%

# Markets

12

# Properties

14

# Units / # Beds

2,404 / 6,546

Occupancy (1)

94.7%

10 Year

•
•

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

*Time-weighted Returns

Investment Strategy 2022-23

•
•

Dispose of non-strategic, underperforming investments and
investments with completed business plans.
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.
Monitor impact of on-line learning and International student
enrollment changes.
NET ASSET VALUE

$14.0B

UNIVERSITY EXPOSURE

$12.0B

#
Properties

Net Value

% Student Hsg
Portfolio

University of Arizona

1

$ 102,953,995

25.6%

Colorado State University

1

$

54,097,631

13.4%

University of Washington

2

$

49,900,071

12.4%

University of Central Florida

1

$

45,335,410

11.3%

Auburn University

2

$

38,254,314

9.5%

$2.0B

Michigan State University

1

$

24,168,733

6.0%

$0.0B

University of Oregon

1

$

22,630,521

5.6%

Kent State University

1

$

17,434,877

4.3%

254

Other Universities

4

$

47,627,229

11.8%

Fort Collins, CO

University

100%
$11.4B

$10.0B

$9.1B

$9.7B

80%

$9.8B

$8.0B

60%

$6.0B

40%

$4.0B
4.1%

4.0%

4.9%

3.5%

Q3 2018

Q3 2019

Q3 2020

Q3 2021

PI Portfolio

Student Housing

20%

2022
Strategy
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0%

Industrial Portfolio
Gross Value

KEY METRICS

$

2,434,949,253

Net Value

$

1,890,610,666

Leverage

$

531,014,419

LTV%

21.8%

# Markets

12

# Properties

53

Net Square Feet

21,294,206

Occupancy (1)

94.3%

PI – INDUSTRIAL*

1 Year

3 Year

5 Year

10 Year

Income

4.3

4.6

4.8

5.2

Appreciation

36.8

15.1

13.5

11.4

Total Gross

42.3

20.2

18.7

17.1

Total Net

41.7

19.7

18.2

16.6

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

Investment Strategy 2022-23
•

•
•
•

Increase sector exposure through acquisition and
development of assets easily accessible to major
transportation infrastructure with efficient access to larger
population areas.
Target bulk warehouse, fulfillment/e-commerce centers.
Focus on properties featuring modern physical
characteristics such as high clear-heights, ample car and
trailer parking, LED lighting, ESFR Sprinklers.
Implement business plan for recently executed cold storage
venture.

*Time-weighted Returns

NET ASSET VALUE

MAJOR METROS
Metro Area

# Properties

Net Value

$14.0B
% Industrial
Portfolio

100%
$11.4B

$12.0B
$10.0B

Ontario

10

$

503,399,685

26.6%

New York

11

$

255,773,036

13.5%

$8.0B

Los Angeles

1

$

206,019,406

10.9%

$6.0B

Chicago

6

$

204,995,974

10.8%

$4.0B

Atlanta

7

$

163,254,988

8.6%

$2.0B

Miami

1

$

158,557,876

8.4%

$0.0B

Savannah

2

$

143,927,007

7.6%

Ft. Lauderdale

6

$

90,985,095

4.8%

Other Markets

9

$

163,697,599

8.7%

255
Chicago, IL

$9.1B

$9.7B

80%

$9.8B

60%
40%
13.0%

12.9%

12.9%

16.6%

Q3 2018 Q3 2019 Q3 2020 Q3 2021
PI Portfolio

Industrial

20%

2022
Strategy
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0%

Commercial Office Portfolio
KEY METRICS

1 Year

3 Year

5 Year

10 Year

$

4,261,304,847

Income

4.8

4.8

4.7

5.2

Net Value

$

3,303,122,577

Appreciation

4.3

1.6

2.7

4.9

Leverage

$

893,057,573

Gross Value

PI – COMMERCIAL*

LTV%

21.0%

# Markets

12

# Properties

16.2

Net Square Feet

6,856,162

Occupancy (1)

86.5%

Total Gross

9.2

6.4

7.5

10.3

Total Net

9.0

6.1

7.2

10.0

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

*Time-weighted Returns

•

•

Reduce exposure to sector with disposition of
underperforming assets, assets with completed business
plans and assets that no longer conform to investment
criteria.
Monitor investment performance and impact of industry
changes.
NET ASSET VALUE

$14.0B

$10.0B

% Commercial
Office Portfolio

Metro Area

# Properties

Washington, DC

4

$

902,305,675

27.3%

Los Angeles

1

$

615,677,592

18.6%

Atlanta

2

$

555,445,126

16.8%

New York

2

$

427,563,946

12.9%

$2.0B

Denver

1

$

201,088,506

6.1%

$0.0B

Boston

1

$

174,153,718

5.3%

San Jose

1

$

127,905,614

3.9%

Nashville

1

$

93,403,682

2.8%

3.2

$

205,578,718

6.2%

Other Markets

100%
$11.4B

$12.0B

MAJOR METROS
Net Value

Investment Strategy 2022-23

$9.1B

$9.7B

80%

$9.8B

60%

$8.0B
$6.0B

31.3%

30.6%

31.9%

40%

29.1%

$4.0B

256
Atlanta, GA

20%

Q3 2018 Q3 2019 Q3 2020 Q3 2021
PI Portfolio

Commercial Office

2022
Strategy
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0%

Medical Office Portfolio
KEY METRICS

PI - MEDICAL*

Gross Value

$

835,651,602

Net Value

$

489,471,342

Leverage

$

331,542,732

LTV%

39.7%

# Markets

16

# Properties

27

Net Square Feet

1,639,611

Occupancy (1)

99.3%

1 Year

3 Year

5 Year

Income

6.0

5.5

5.9

Appreciation

18.3

13.7

12.9

25.1

19.7

19.3

Total Net

24.6

18.4

18.3

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

MAJOR METROS
# Properties

Net Value

Investment Strategy 2022-23
•

Total Gross

*Time-weighted Returns

Metro Area

10 Year

•

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.
NET ASSET VALUE

$11.4B

$12.0B
$10.0B

% Medical Office
Portfolio

100%

$14.0B

$9.1B

$9.7B

80%

$9.8B

60%

$8.0B

Milwaukee

4

$

114,211,058

23.3%

Richmond

5

$

91,732,474

18.7%

Nashville

1

$

63,734,151

13.0%

$4.0B

Norfolk

3

$

34,846,032

7.1%

$2.0B

San Francisco

1

$

31,237,908

6.4%

Providence

2

$

25,716,424

5.3%

Clarksville

1

$

24,149,576

4.9%

Albuquerque

1

$

16,949,891

3.5%

Other Markets

9

$

86,893,830

17.8%

$6.0B

$0.0B

257
Norfolk, VA

40%

3.2%

3.0%

3.6%

Q3 2018 Q3 2019 Q3 2020 Q3 2021
PI Portfolio

20%

4.3%

Medical Office

2022
Strategy
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0%

Life Science Portfolio
KEY METRICS

PI - LIFE SCIENCE*

Gross Value

$

59,996,312

Income

Net Value

$

60,601,735

Appreciation

Leverage

$

0

LTV%

0.0%

# Markets

1

# Properties

1

Net Square Feet

173,757

Occupancy (1)

N/A

Total Gross

1 Year

3 Year

5 Year

San Francisco

1

Net Value
$

60,601,735

•

N/A – Purchase Date: 03/25/21

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

MAJOR METROS
# Properties

Investment Strategy 2022-23

Total Net

*Time-weighted Returns

Metro Area

10 Year

•

Develop purpose-built Life Science real estate with modern
characteristics that meet tenant demands such as above
average clear-height and robust mechanical, electrical and
plumbing systems.
Focus on primary markets with established clusters.
NET ASSET VALUE

23.3%

$11.4B

$12.0B
$10.0B

% Life Science
Portfolio

100%

$14.0B

$9.1B

$9.7B

80%

$9.8B

$8.0B

60%

$6.0B

40%

$4.0B
$2.0B
$0.0B

258
San Francisco, CA

20%
0.0%

0.0%

0.0%

0.5%

Q3 2018 Q3 2019 Q3 2020 Q3 2021
PI Portfolio

Life Sciences

2022
Strategy
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0%

Retail Portfolio
KEY METRICS

PI – RETAIL*

1 Year

3 Year

5 Year

10 Year

Gross Value

$

1,790,139,873

Income

3.5

4.2

4.2

4.7

Net Value

$

1,511,661,264

Appreciation

4.3

-3.8

-1.8

3.0

Leverage

$

280,698,403

LTV%

15.7%

# Markets

9

# Properties

24.1

Net Square Feet

3,584,868

Occupancy (1)

91.7%

Total Gross

8.0

0.3

2.4

7.8

Total Net

7.6

0.0

2.1

7.5

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

Investment Strategy 2022-23
•
•

Dispose of underperforming assets or those that no longer
conform to investment criteria.
Evaluate mixed-use development opportunities with
existing investments.
NET ASSET VALUE
$14.0B

100%
$11.4B

$12.0B

*Time-weighted Returns

$10.0B

MAJOR METROS
Metro Area
San Francisco

# Properties

Net Value

% Retail
Portfolio

$8.0B
$6.0B

2.8

$

401,011,853

26.5%

San Diego

2

$

301,099,618

19.9%

Boston

13

$

253,021,081

16.7%

Seattle

1

$

142,073,366

9.4%

Greenville

1

$

122,628,044

8.1%

Memphis

1

$

89,864,000

5.9%

Austin

1

$

85,015,464

5.6%

West Palm Beach

1

$

65,906,122

4.4%

1.3

$

51,041,716

3.4%

Washington DC

$4.0B

$9.1B

$9.7B

80%

$9.8B

60%
40%
18.2%

16.5%

14.7%

13.3%

20%

$2.0B
$0.0B

259
Greenville, SC

Q3 2018 Q3 2019 Q3 2020 Q3 2021
PI Portfolio

Retail

2022
Strategy
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0%

Manufactured Housing Portfolio
PI - MANUF HSG*

KEY METRICS

Gross Value

$

179,881,242

Income

Net Value

$

120,919,702

Appreciation

Leverage

$

61,482,189

LTV%

6

# Properties

1,734

Occupancy (1)

87.1%

5 Year

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

*Time-weighted Returns

# Properties

Net Value

% Manuf Hsg
Portfolio

Orlando

5

$

57,544,258

18.2%

Tampa

3

$

21,267,119

17.6%

Las Vegas

2

$

18,262,941

15.1%

Phoenix

1

$

11,122,731

9.2%

Tucson

1

$

7,516,703

6.2%

Sacramento

1

$

5,205,950

4.3%

Investment Strategy 2022-23
•
•

NFI - ODCE

Implement business plan of newly acquired portfolio.
Evaluate new acquisitions complementary and accretive to
existing portfolio.
NET ASSET VALUE
100%

$14.0B
$11.4B

$12.0B
$10.0B

MAJOR METROS
Metro Area

10 Year

Total Net

13

# Sites

3 Year

N/A – Purchase Date: 07/23/21

Total Gross

34.2%

# Markets

1 Year

$9.1B

$9.7B

80%

$9.8B

60%

$8.0B
$6.0B

40%

$4.0B
20%

$2.0B
0.0%

$0.0B

260
Deland, FL

0.0%

0.0%

1.1%

Q3 2018 Q3 2019 Q3 2020 Q3 2021

PI Portfolio

Manufactured Hsg

2022
Strategy
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0%

Self Storage Portfolio
Gross Value

KEY METRICS

$

683,475,000

Net Value

$

388,122,726

Leverage

$

269,209,283

LTV%

39.4%

# States |# Markets

12 | 34

# Properties

74

# Units

40,009

Occupancy (1)

97.2%

PI - SELF STORAGE*

1 Year

3 Year

5 Year

Income

7.6

6.4

5.9

Appreciation

17.5

4.5

6.5

26.0

11.0

12.7

Total Net

25.3

10.4

12.0

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

*Time-weighted Returns

# Properties

Net Value

Investment Strategy 2022-23
•

Total Gross

Continue investment in properties to enhance portfolio
diversification and capitalize on JV partners operational
efficiencies with marketing and revenue management.
NET ASSET VALUE

$8.0B
$6.0B

10

$

79,623,433

20.5%

Carson City

4

$

34,027,233

8.8%

Sacramento

5

$

32,937,395

8.5%

Camden

3

$

25,138,076

6.5%

Ontario

3

$

19,898,203

5.1%

Ft. Myers

3

$

18,704,494

4.8%

Decatur

4

$

14,044,794

3.6%

West Palm Beach

1

$

12,399,196

3.2%

Other Markets

41

$

151,349,902

39.0%

$11.4B

$12.0B

% Self Storage
Portfolio

Philadelphia

100.0%

$14.0B

$10.0B

MAJOR METROS
Metro Area

10 Year

$9.1B

$9.7B

80.0%

$9.8B

60.0%
40.0%

$4.0B
$2.0B
$0.0B

20.0%
4.0%

3.7%

3.4%

Q3 2018 Q3 2019 Q3 2020 Q3 2021

261
Jacksonville, FL

3.4%

PI Portfolio

Self Storage

2022
Strategy
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0.0%

Agriculture Portfolio
PI – AGRICULTURE*

KEY METRICS

Gross Value

$

616,911,737

Income

Net Value

$

664,783,731

Appreciation

Leverage

$

0

LTV%

0.0%

# Counties

18

# Properties

25

Planted Acres

34,741
84%

Permanent Crops*
*Based on NAV

1 Year

3 Year

5 Year

10 Year

3.1

3.0

3.7

6.8

-3.2

-1.5

-2.1

3.1

Total Gross

-0.2

1.5

1.5

9.8

Total Net

-0.7

-0.1

0.3

8.7

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

*Time-weighted Returns

CROP EXPOSURE
Crop Type

# Properties

Net Value

Investment Strategy 2022-23
•
•
•

Prune investments with completed business plans or those
with alternative higher/better uses.
Focus on sustainability measures resulting from California’s
Sustainability Groundwater Management Act.
Redevelop older permanent plantings on select properties.

NET ASSET VALUE
$14.0B

100%
$11.4B

$12.0B

80%

% Agriculture
Portfolio

$10.0B
$8.0B

60%

$6.0B

40%

Pistachios

5

$

180,503,605

27.4%

Almonds

6

$

140,716,672

21.4%

Citrus

5

$

81,564,869

12.4%

Walnuts

2

$

50,867,231

7.7%

Apples

2

$

35,992,205

5.5%

Avocados

1

$

22,094,170

3.4%

Wine Grapes

1

$

20,461,728

3.1%

Table Grapes

1

$

12,381,739

1.9%

Pecans

1

$

7,209,899

1.1%

Row Crops

6

$

107,003,917

16.2%

$9.1B

$9.7B

$9.8B

$4.0B
$2.0B
$0.0B

6.9%

6.5%

6.8%

Q3 2018 Q3 2019 Q3 2020 Q3 2021

262

Almond Trees, CA

PI Portfolio

Agriculture

20%

5.9%

2022
Strategy
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0%

Senior Housing Portfolio
KEY METRICS
$

Gross Value

PI - SENIOR HSG*

18,620,000

Net Value

$

19,595,411

Leverage

$

0

LTV%

0.0%

# Markets

1

# Properties

2

# Beds

183

Occupancy (1)

N/A

1 Year

3 Year

5 Year

10 Year

Income

-4.8

1.2

3.4

7.6

Appreciation

6.2

-5.8

-13.6

-3.7

Total Gross

1.2

-4.6

-10.5

3.6

Total Net

-4.8

-8.2

-12.7

1.6

NFI - ODCE

1 Year

3 Year

5 Year

10 Year

Income

4.0

4.0

4.1

4.6

Appreciation

10.4

2.9

3.3

5.1

Total Gross

14.6

7.1

7.5

9.9

Total Net

13.6

6.1

6.6

8.9

*Time-weighted Returns

MAJOR METROS
Metro Area
Boston

# Properties
2

Net Value
$

19,595,411

Investment Strategy 2022-23
•

Complete disposition of remaining assets in portfolio.

NET ASSET VALUE
100%

$14.0B
$11.4B

$12.0B
$10.0B

$9.1B

$9.7B

80%

$9.8B

60%

$8.0B
% Senior Housing
Portfolio

$6.0B

100.0%

40%

$4.0B
$2.0B
$0.0B

263
Pittsfield, MA

20%
1.6%

1.5%

0.5%

0.2%

Q3 2018 Q3 2019 Q3 2020 Q3 2021
PI Portfolio

Senior Housing

2022
Strategy

0%
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PRINCIPAL INVESTMENTS
Active Portfolio Management
•

Investment Strategy

•

Acquisitions / Dispositions

•

Asset Management

•

Financing Activity

Entity Board of Directors
Audit & Tax Program

SBA General Counsel
Legal Matters

Third Party Service Providers

Investment Manager
Property Management Companies
Leasing Companies
Investment Brokers

SBA Accounting
Valuation Program
264
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The State Board of Administration of Florida
(“SBAF”)
Real Estate Portfolio Report
March 2022

265

Table of Contents
REAL ESTATE PORTFOLIO
MARKET OVERVIEW

APPENDIX:
DEFINITIONS AND DISCLOSURES

266

Real Estate Performance

267

Real Estate Portfolio Highlights and Significant Events
PORTFOLIO HIGHLIGHTS
▪

Real estate performance has consistently outperformed the benchmark for 20 consecutive years. Today, the portfolio exceeds the
benchmark on a net basis over the five-year period by 100 basis points (160 and 140 basis points of outperformance over the ten and
fifteen-year periods, respectively).

▪

As of September 30, 2021, on an invested basis, the Real Estate Portfolio represented 9.1% of total plan assets ($18.1 billion). This is a 30
bps decrease in allocation compared to last year (although the value of the real estate portfolio increased $2.4 billion) due to an increase in
total plan assets driven by the equity market.

▪

SBAF received $850 million of cash flow distributions (gains, refinancing, income, etc…) in addition to $549 million of capital returned from
asset sales (return “of” capital invested) as of the one-year ending September 30, 2021.

SIGNIFICANT EVENTS
▪

Externally Managed investments in the 2021 calendar year was our most active in recent history. SBAF made approximately $564 million of
Externally Managed fund commitments to non-core; as well as approximately $450 million in core fund commitments (partially offset by
$185 million in redemptions. Non-core strategies included the following: Nordic strategy, Global opportunistic, US value-add, dedicated data
centers strategy, and European logistics.

▪

Principal Investments made 21 acquisitions (including a partner buy-out/loan payoff) in the 2021 calendar year totaling $590 million. Most of
these acquisitions were medical office buildings. Additional property types included industrial, multifamily, life science and manufactured
housing. Acquisitions were offset by $175 million in dispositions from senior housing, student housing, and industrial asset sales.
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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 two-year COVID-19
Pandemic period, volatility surrounded valuations; however, investors benefitted from focusing on high-quality income generating assets.

▪

Over the period 2000 – 3Q21, approximately 61% of the total return generation of real estate has been through income (driven by Core
investments); Non-Core returns tend to be driven more so by appreciation.

▪

Investment projections continue to vary substantially by property sector.

Annualized Gross Real Estate Return Since 2000

Real Estate Gross Annual Return (ODCE vs SBAF)
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Source: Townsend, NFI-ODCE. All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/21.
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
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Last 15+ Years: SBAF and Townsend Relationship

2004

TIMELINE
•
•
•
•

FORWARD LOOKING

LAST 15+ YEARS

•
•
•
•
•
•
•
•
•
•
•
•
•
•

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
Increased allocation and portfolio size (10% target or $19.9 billion; 9.1% fund allocation or $18.1 billion)
Stabilized and mature portfolio with private portfolio allocated 86/14 core (including agriculture) and non-core investments
Public Securities maintained allocation over the past year at approximately 12% (up 2% since start of COVID-19) of the real estate
portfolio ($2.1 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 74 unique real estate and agriculture accounts/funds across 28 managers
Driven fee savings through Townsend client aggregation; annual fee savings of approximately $670,000
Generating a 15-year net return of 7.4%; outperforming the SBAF Index by 140 bps.
Since inception net IRR of 8.8% and 1.7x net equity multiple over market cycles
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
SBAF Staff and Townsend continue to evaluate Principal Investments use of leverage while evaluating the risk of loss and loss severity
Enhance portfolio through unique investment opportunities (e.g., new funds, co-investments, embedded value, etc…)
2021 focused on ex-US opportunities with a move to domestic270
investments in 2022

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.

15+ Year Impact on Portfolio
Real Estate Portfolio Evolution

SBAF Real Estate Performance
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10.0%

Public

Non-Core

$16,000
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Dec-19
Dec-20
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Five Year Return

SBAF Primary Benchmark

Real Estate Fund Risk Profile
3Q 2021
Townsend Comment
$18.1 billion (9.1%)
Prudently moving towards 10% target allocation through consistent vintage year commitments, adjust to keep up with Total Plan growth
80% (IMA or Open End) and Overall, this has decreased over time due to introduction of closed end non-core investments; however, significant control resides with SBAF
11.6% Public REITs
and liquidity through public REIT exposure
30% (private portfolio)
Increased over time due to non-core commitments and focus on increasing separate account leverage more recently
$2.1 billion (1.0%)
Increased (doubled over past year) due to overweight to recent vintage and non-core commitments taking longer to draw down capital
12.5% in alternatives (private Increased over time (5% allocation 15+ years ago) as alternative property types become more institutional and income generators, tracking and
portfolio)
allocations becoming more common (including but not limited to hotels, agriculture, senior and manufactured housing, self storage, etc…)
10.5% (private and public
Increased over time (1% allocation 15+ years ago) with exposure focused on developed markets in Europe and Asia
portfolio)
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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 andREIT separate accounts).
Total Portfolio Composition

Total Portfolio Composition

Public
11.6%
Externally
Managed
37.2%

Non-Core
12.2%

Principal
Investments
62.8%
Core
76.2%
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Total Real Estate Portfolio Performance
ROLLING FIVE-YEAR RETURN
▪

The Real Estate Portfolio’s five-year total return of 7.7% outperformed the benchmark by 100 basis points.

▪

The Portfolio has consistently outperformed over the five-year measurement period since 2002.

▪

Additionally, the Real Estate Portfolio exceeded the benchmark by 160 and 140 basis points over the 10 and 15-year periods, respectively.
Rolling Five Year Return
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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 7.7% and 10.7%, respectively. Returns over the last 12
months have exceeded expectationswith record 3Q and 4Q 2021 returns.

▪

Core continues to be the driver of performance given size of portfolio and consistent strong returns.
Portfolio Contribution to 5-Year Net Return*

Portfolio Contribution to 10-Year Net Return*

Core / Farmland

Core / Farmland

Opportunistic

Opportunistic

Public Portfolio

Public Portfolio

Value-Added

Value-Added

0.0% 1.0% 2.0% 3.0% 4.0% 5.0% 6.0% 7.0% 8.0% 9.0% 10.0%

0.0%

2.0%

4.0%

6.0%

8.0%

10.0%

*Note: performance of each sector adds up tothe portfolio’s total performance.
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Relative Performance
PEER COMPARISON
▪

▪

▪

▪

SBAF’s performance versus its peers (70 institutional
real estate investors*) ranks above median over each
time period, except for the five-year.
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 or better is due to
consistent outperformance across risk sectors and a
higher core allocation relative to peers, reducing
volatility in returns.
Outperforming peers over any specific time period
will also come with more volatility. Outperformers
may not be consistent over each time period. Going
forward, both historically and the future objective is
for SBAF to have a more stable and outperforming
portfolio over market cycles.

SBA Florida RE Peer Comparison (Net TWR)
30%
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*Number of peer portfolios reduce over longer time periods. Peer portfolios will vary by investment strategy, investment type, risk appetite and portfolio inception dates.
Source: Townsend. All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/21.
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.

▪

After a brief performance decline in 2020, the portfolio rebounded quickly and generated the strongest 12-month return on record since
the Global Financial Crisis.

▪

Over the long-term (multiple market cycles), the portfolio continues to generate strong returns.
Growth of $100 in the Real Estate Portfolio
$2,200
$2,000
$1,800
$1,600

1-Year
3-Year 18.2%
7.9%
5-Year
7.7%

$1,400
$1,200
$1,000

$800
$600
$400
$200

15-Year
7.4%

Since Inception
8.2%

10-Year
10.7%

$0

Figures are based on time weighted net returns
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Drivers of Performance
PRINCIPAL INVESTMENTS
▪

Principal Investments exposure is primarily invested in Core (98%) with the balance in Non-Core investments (2%).

▪

Performance over shorter time periods can be volatile; however, the Principal Investments portfolio has consistently outperformed the NFIODCE net benchmark over all time periods measured below, including the 10- and 15-year periods.

▪

Industrial investment selection was a significant driver of total performance.
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0.0%
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Source: Townsend, NFI-ODCE.
All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/21.
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
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Principal Investments
LEVERAGE PROFILE
▪

The chart below shows the historical quarterly leverage of the Principal Investments portfolio over the last 20+ years.

▪

The portfolio’s leverage as of 3Q21 is 24.7% and has remained relatively consistent over the previous three years. The comparable NFIODCE benchmark’s leverage was 22.1%.

▪

SBAF’s leverage has steadily increased since the end of 2012, leveling off over the past three years. The NFI-ODCE benchmark leverage has
decreased over time and remained mostly flat (+/- 1%) over the short term.

▪

Considering an increased leverage limit, as well as evaluating the risk of loss and loss severity remains a focus within the portfolio.
Principal Investment's Leverage Over Time
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Drivers of Performance
EXTERNALLY MANAGED
▪

The Externally Managed Core (40%), Non-Core (29%), and REIT Portfolio (31%) outperformed the benchmark on a net of fee basis over all
time periods shown below. Outperformance was broad based across each sub-portfolio.

▪

Both the Core and Non-Core portfolio outperform the NFI-ODCE index individually.

Externally Managed Portfolio Performance
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Externally Managed Core and Non-Core Performance
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Source: Townsend, NFI-ODCE.
All performance is comprised of manager provided data collected by The Townsend Group as of 9/30/21.
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Drivers of Performance
EXTERNALLY MANAGED – GLOBAL PUBLIC REITS
▪

2021 returns rebounded after being significantly impacted by COVID-19 in 2020. Despite volatility experienced in 2019-2021, the Public
REIT Investments outperformed the REIT Benchmark* over longer time periods shown below.

▪

Year-over-year annual return comparison highlight the public market volatility. One-year performance as of 3Q 2020 totaled -14.3%
compared to 3Q 2021 performance of 27.2%.

Global REIT Performance
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*EPRA/NAREIT Global Index. Historical benchmark has adjusted with the availability of additional indices and changing portfolio strategy.
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Real Estate Portfolio Compliance
POLICY COMPLIANCE
▪

The real estate portfolio’s investment allocation was in compliance and is well diversified by property type, geographic region and risk
sector as of September 30, 2021.

▪

NCREIF is in discussions to redefine several Other/Specialty property types (e.g., Life Science, Single Family Rental, Manufactured Housing)
Private Real Estate Portfolio Diversification / Compliance
to within the four major property types.

Portfolio Compliance
Private Investments
Core Investments

1

Non-Core Investments

Target
90%

Range
85-95%

Includes Farmland

Other2

Yes

70-100%

86%

Yes

15%

0-30%

14%

Yes

Geography1
East
Midwest
South
West
Various US
International

5%

Opportunistic Investments
1

88%

Compliance

85%

Value-Added Investments
Public Investments

Exposure

Property1
Apartment
Industrial
Retail
Office

9%
10%

5-15%

12%

Yes

Range (ODCE +/- 15%) Actual Weight
12.7% - 42.7%
24.1%
10.3% - 40.3%
21.2%
0.0% - 28.1%
11.5%
13.3% - 43.3%
30.7%
0.0% - 20.7%

12.5%

Principal Investments classifications are as follows:
Apa rtment - Mul tifa mi l y a nd Student Hous i ng
Indus tri a l - Indus tri a l a nd Col d Stora ge
Retai l - Stri ctly Retai l
Offi ce - Commerci a l Offi ce, Medi ca l Offi ce, a nd Li fe Sci ences
Other - Agri cul ture, Seni or Hous i ng, Sel f Stora ge, a nd Ma nufa ctured Hous i ng

Range (ODCE +/- 15%) Actual Weight
15.0% - 45.0%
24.9%
0.0% - 22.4%
5.6%
4.0% - 34.0%
22.7%
28.6% - 58.6%
40.3%
N/A
0.7%
N/A
5.8%

Exposure
Maximum Exposure Actual Weight
Single Asset4
7%
5.4%
Directed-Owned Manager3
35%
27.4%
Pooled Funds3
10%
3.8%
REIT Manager3
10%
4.5%
Leverage 1
40%
30.4%
1

Ba s ed on Pri va te Rea l Es tate Portfol i o NAV

2

Incl udes both Other a nd Hotel

3

Ba s ed on Total Rea l Es tate Portfol i o NAV

4

Ba s ed on Pri nci pa l Inves tments Rea l Es tate Portfol i o NAV
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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.
Category
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

Plan Requirement
2-12%

Compliance
✓

5‐yr net vs. 76.5% ODCE; 13.5% ODCE+150;
10% EPRA/NAREIT

✓

90% Private (70-100% Core / 0-30% Non-Core)
5-15%

✓
✓

10% pooled fund; 35% IMA
25%
7%
+/- 15% from ODCE
+/- 15% from ODCE
None
PI 30%; EM 40%

✓
✓
✓
✓
✓
✓
✓
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Market Overview
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Inflationary Pressures A Positive Tailwind For Real Estate
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The combination of above factors is driving meaningful
increases in replacement cost for existing assets and
presenting a headwind for new supply in a real estate market
with historically low vacancy rates across in demand sectors
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107

Continued skilled labor shortages are leading to a backlog
among subcontractors and additional costs and/or lead times
for newer projects

-5.0%

104

▪

0.0%

101

Key materials inputs for commercial and residential
construction have seen substantial price increases, including
Lumber, Copper, and Steel

Core CPI

10.0%

Commercial real estate construction has been particularly
impacted by supply chain disruption and witnessed the price
of materials increasing well beyond CPI

▪

▪

Headline CPI

96

▪

US Inflation

The strong global economic rebound has stoked inflation
beyond economists’ expectations and persistent supply chain
disruption has been slow to resolve

94

▪
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Sources: St. Louis Fed, Mortenson.
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.

The Real Estate Market Recovery Is Picking Up Momentum
U.S. Core Real Estate Performance
(NFI-ODCE Net Returns)
Rolling 1-Year Return
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Q1 2021
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Sources: NCREIF (Q4 2021) – Private Market Real Estate data.
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.

Q4 2021

But It Has Been An Uneven Recovery
Property Sector Selection Has Been And Is Critical To Performance
Green Street's M-RevPAF1 Forecast 2021-2025

Green Street Commercial Property Index
(January 2020 = 100)
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measure of the health of a ma rket (or sector) that combines two key opera ting metrics (effective market rents and occupancy) into a single value. Although same-s tore NOI growth
is a more widely used performance benchma rk, this metric is heavily influenced by the length of leases in each sector and does not serve as a timely proxy for ma rket-level opera ting
fundamentals.
2 Alterternative sectors are an equal weighted average of Medical Office, Life Science, Manufactured Housing, Self-Storage, and Student Housing.
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Alternative
Sectors 2

US Real Estate Investment Themes
1

2

3

Evolution of the Global Supply Chain

Evolving Work-Life Balance and Work-From-Home

Expansion/modernization across the supply chain, including bulk
distribution, last mile, and specialized distribution real estate

Employee preference for flexibility to work from home, driven by
pandemic restrictions and strong labor market

Risk mitigation through avoidance of cyclical real estate sectors
and sectors impacted by the pandemic

E-COMMERCE PENETRATION

WORK-FROM-HOME

HOTELS

Logistic infrastructure and technology continue to evolve in
response to continued increase in consumer e-commerce
preference

Back to office remains limited and cautious across all the major US
cities

While RevPARs have recovered significantly, lodging recovery
continues to be uncertain

Cities in the south have slightly higher rate of employees back in
the office, while Coastal markets were more negatively impacted

Travel restrictions, technological improvements, and increased
adoption of conferencing technologies may impair business travel
recovery

Same day delivery offering has attracted many more products
being bought through e-commerce; Amazon now offering millions
of products for same-day delivery in many large cities

ABSORPTION AND NEW SUPPLY
Vacancy rates continue to fall as net absorption levels continue to
be high despite rising completions
Given that absorption levels are expected to remain high,
investors may consider investment in select development
opportunities

Office vacancy rates may not peak until early 2023 and rent
growth is not forecast to gain significant momentum until then

RECOVERY AND RELATIVE VALUE
Coastal Gateway Markets are leading forecasted in-office
employment growth in 2022 as they begin to recover
High-quality, long-leased assets continue to see favorable pricing
while value-add pricing varies. The NCREIF Office weighted cap
rates was 4.4% as of 3Q21, up from 4.1% pre-pandemic

Relative value may exist in secondary markets witnessing
population growth as supply chain infrastructure is built out

Dislocation in Select Property Types

Air travel has rebounded since the beginning of 2021 (80% of precovid travel levels)

RETAIL
Retail sales have recovered more than footfall leading to higher
sales productivity per visit
Strip center occupancy levels seemed to have bottomed and rent
growth for good quality assets is expected to improve
While mall fundamentals are also improving, the valuations of
good quality malls remain high relative to the inherent risk
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Source: The Townsend Group
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US Real Estate Investment Themes (Cont.)
4

Emergence of Niche Property Types

5

Housing Shortage and Suburban Migration

6

Aging Population and Complemental Strategies

Niche strategies may offer stable income, differentiated demand
dynamics, and upside potential through operating efficiencies

Shortage of affordable housingstock across most global developed
markets.

Demographics driving demand for healthcare, life sciences,
medical office, and senior housing

COLD STORAGE

Migration to less urban markets due to remote work and
anticipated tax savings

SENIOR HOUSING

Growth in e-commerce, trend toward fresh food, and rising
population has led to a steady tailwind of demand
Half of all cold storage capacity built prior to 1990. (AEW Research)
Vacancy is sub 4.0%, while new supply is only growing by an annual
rate of 1.0%

PRODUCTION STUDIOS
Specialized space that often includes a mix of studio and office
space for writers, producers, and supporting staff
Tenants typically sign short-term leases, but recently, creators
such as Netflix and Amazon have signed longer-term leases

Fundamentals are driven by growth in content consumption (+28%
p.a. between 2010 and 2020)

APARTMENT
Per NCREIF, US apartment vacancy was 5.1% in the third quarter
2021, down from 7.4% pre-pandemic
Rent growth is forecasted to be 7.1% in 2021 and 6.6% in 2022,
driving average annual RevPAF growth of 4.5% for 2021-2025
(Green Street)

During the pandemic, the asset class saw occupancy declines from
87% to 75%; recently, though, the occupancy levels have slightly
rebounded

Over the next 10 years, population aged 65-74 and age 75+ are
projected to increase by +2 million and +11 million, respectively

LIFE SCIENCES ASSETS

SINGLE FAMILY RENTAL

Nominal cap rates for lifesciences (4.5%) and medical office (5.2%)
remain attractive

WFH and demand for lager living space have driven home prices up
by +24% since the pandemic, straining homeownership
affordability

The lower cap rates in life sciences are supported by higher rent
growth in the sub-sector, with rent growth of 13.7% year-overyear as of 2Q 2021

The same demographic dynamics have boosted demand single
family rental in less urban markets, resulting in 10%+ growth on
new leases and over 5% growth in renewals for US REITs

US Life Sciences R&D continues to see accelerating growth in
funding from an array of sources, including venture capital, public
funding, and corporate biopharma

Only 2.2% of SFR was owned by institutional operators in 2021 (JP
Morgan Asset Management)
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Definitions and Disclosures
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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 us ing 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 sta tements 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 requireme nts 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 indica tive of future results.
Townsend is a wholly owned, indirect subsidiary of Aon plc.
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Disclosures
GENERAL DISCLOSURES
There ca n be no assurance that any account will achieve results compa rable 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 valua tions reflect various assumptions,
including assum ptions of actual unrea lized value e xisting in s uch investments at the time of valua tion. As a result of portfolio customization/blending and othe r 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 state d may be considere d “hypothetical” as it does not reflect the experie nce of individual client portfolios, but
rather aggregate client positions in the stated investment strategy.
NON REGULATORY ASSETS UNDER MANAGEMENT
As September 30, 2021, Townsend had assets under management of approximately $21.6 billion. When calculating assets under management, Townse nd aggregates ne t asset values and
unfunded comm itments on a qua rterly basis. Townsend relies on third parties to provide asset valuations, which typica lly takes in excess of 90 days after the quarter end. Therefore, assets
under management have been calculated using September 30, 2021 figures where available but may also include June 30, 2021 figures. Assets under management are calculated quarte rly and
includes discretionary assets under management and non-discre tionary client assets whe re the clie nt’s contractua l a rrangement provides the client with the a bility to opt out of or into
particular transactions, or provides other ancillary control rights over investment decision-making (a/k/a “quasi-discretiona ry”). Regulatory AUM is calculated annually and can be made
available upon request.

ADVISED ASSETS
As of September 30, 2021, Townsend provided advisory services to clients who had real es tate/real asset allocations exceeding $137.9 billion. A dvised assets includes real estate a nd real asset
allocation as reported by our clients for whom Townsend provides multiple advisory services—including stra tegic a nd underwriting advice for the entire portfolio. Advised assets are based on
totals reporte d by each client to Townsend or derived from publicly available information. A dvised assets are calculated quarte rly. Select clie nts report less fre quently than quarterly in which
case we roll forward prior quarter totals.
The NFI-ODCE Index is a capitalization-we ighted, gross of fees, time-weighte d return index with an ince ption date of 1/1/1978. Publis hed reports may also contain equal-weighte d and net of
fees information. Open-end funds a re generally defined as infinite-life vehicles cons isting of multiple investors who have the a bility to enter or exit the fund on a periodic basis, subject to
contribution and/or redemption requests, thereby providing a degree of potential investment liquidity. The term Divers ified Core Equity style typically reflects lower risk investment strategies
utilizing low leverage and gene rally represente d by equity owne rship positions in stable U.S. operating properties (as defined he rein). The NFI-ODCE is a quasi-managed inde x based on the
periodic review by the Index Policy Committee ("IPC") of the index's criteria thresholds.
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Investment Programs & Governance (IP&G)
Michael McCauley
Senior Officer

Investment Advisory Council Meeting – March 29, 2022
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Investment Programs & Governance (IP&G)
Corporate Governance
• Proxy Voting
• Issuer Engagement
• Divestment Research
• Regulatory Commentary
• Investor Collaboration
Florida PRIME
• Program Management
• External Investment Manager Liaison
• Investor Reporting
Non-Pension Client Mandates
• Client Service
• Trust Agreements
• Special Corporations
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IP&G Organization Chart
Kent Perez –
Deputy Executive
Director

Michael
McCauley – Sr.
Officer, IP&G

Jacob Williams –
Corp. Gov. Mgr. –
Ops.

Denise Purvis –
Corp. Gov. Mgr. –
Research

295

3

Corporate Governance and Firm Performance
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. SBA
mitigates governance-related risks, which can lead to higher
returns and/or lower risk for our portfolio companies. This is an
important aspect of fulfilling our fiduciary responsibility.

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. Corporate governance focuses
on the equitable treatment of all shareowners, including minority
and foreign investors.

 Well-governed companies can lead to market confidence and
higher business integrity, typically exhibit lower risk levels, and
achieve a lower cost of capital.
 National governance codes provide foundation for economic
development and investment growth.
 Companies increasingly communicate their long-term planning
and ESG practices with their largest investors.
 Failure to consider ESG factors can lead to increased exposure to
various risks within portfolio companies.

SBA Activities—SBA focuses 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.
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SBA Proxy Voting

10,174

• Eligible votes on public
company proxies

76

• Countries where SBA cast votes

98,796

• Total number of distinct voting
decisions across all ballot items

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.
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Corporate Engagement
Actively engage
approximately 100
companies per year
Dialogue through
virtual and in-person
meetings
Correspondence
through letters,
email, and phone
calls
Include input from
SBA asset classes and
external investment
managers

Corporate Engagement—Practice of shareowners entering
discussions with company management in order to change or
influence a company’s operations. 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.)

Global shareowner
initiatives with
member
organizations
298

Global Governance and Data Partners
Investor Advocacy

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, 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-material
risks.

Voting Agent & Proxy Advisors

ISS Proxy Voting Research:
• All U.S. equities / Large Cap Dev. 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
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SBA Corp. Gov. Principles & Proxy Voting Guidelines

•
•
•
•
•

Policies linked to portfolio value and risk mitigation
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
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Proposed Amendment to SBA Voting Guidelines
EXISTING guideline:
CHANGE OF CORPORATE FORM (GERMANY, AUSTRALIA, NEW ZEALAND): CASE-BY-CASE
This proposal seeks shareowner approval to convert the company from one corporate form to another.
Examples of different corporate forms include Inc., LLP, PLP, LLC, AG, SE. The SBA generally votes FOR
such proposals unless there are concerns with the motivation or financial impact of a change to a firm’s
corporate structure.
PROPOSED AMENDMENT, adding to current guideline text above:
Public Benefit Corporations (PBC) are for-profit corporations that have also adopted a public benefit
purpose embedded in its certificate of incorporation. This public benefit is intended to have positive
effects on a category of person(s), entities, or communities other than the financial interests of
shareowners. When deciding to support or oppose resolutions to convert to a PBC, expected (or actual)
accruals to shareholder value will be the primary consideration. Additionally, the SBA will consider
company-specific characteristics, the stated rationale for such structure, and the impact on
shareholders’ rights.
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Appendix
SBA Corporate Governance Statistics
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Proxy Voting Aimed at Portfolio Value and Risk Mitigation
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Proxy Votes Drive Value and Lower Risk
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Our mission is to provide superior
investment management and
trust services by proactively and
comprehensively managing risk
and adhering to the highest ethical,
fiduciary, and professional standards.

SBA CORPOR ATE GOVERNANCE
The SBA’s corporate governance activities
are focused on enhancing share value
and ensuring that public companies
are accountable to their shareowners
with independent boards of directors,
transparent disclosures, accurate financial
reporting, and ethical business practices
designed to protect the SBA’s investments.
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Under Florida law, the SBA manages the
funds under its care according to fiduciary
standards similar to those of other public
and private pension and retirement plans.
The SBA must act in the best interests
of the fund beneficiaries. This standard
encompasses all activities of the SBA,
including the voting of proxies held in funds
under SBA management.
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The annual corporate governance summary explains how the State
Board of Administration (SBA) makes proxy voting decisions,
describes the process and policies used to analyze corporate
governance practices, and details significant market issues affecting
global corporate governance practices at owned companies.
As part of the SBA’s mission to invest, manage and safeguard the
assets of its various mandates, the SBA plays a vital role in supporting
initiatives to ensure that public companies meet high standards of
independent and ethical corporate governance.
The SBA acts as a strong advocate and fiduciary for Florida
Retirement System (FRS) members and beneficiaries, retirees, and
other non-pension clients to strengthen shareowner rights and promote
leading corporate governance practices at U.S. and international
companies in which the SBA holds stock.
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S BA P R OXY VOT I N G

BY THE NUMBERS

FY 2021

10,174

Number of eligible votes on public
company proxies

76

Number of countries where SBA cast
votes on public company proxies

80.3%

Percentage of global meeting
voting items cast as “FOR”

3.1%

Percentage of company ballots not
voted due to impediments, liquidity
restrictions, or other obstacles

98,796

Total number of distinct voting
decisions across all ballot items

17.5%

Percentage of all voting items
cast against the managementrecommended-vote (MRV)
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INTRODUCTION

A

s part of the SBA’s mission to invest,
manage, and safeguard the assets of
its various mandates, the SBA plays
a vital role in supporting initiatives to ensure
that public companies meet high standards of
independent and ethical corporate governance.
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.
In addition to proxy voting, the SBA actively
engages companies it invests in throughout the
year, at times maintaining a year-round dialogue
and analysis of corporate governance issues
and other reforms. Engagement by investors
can be a very effective way to advocate for
positive changes and improve reporting by the
companies in which the SBA invests. Improved
corporate disclosures are a key objective of
SBA engagement, as transparent and improved
comparability can help all shareowners make
better investment decisions.
The SBA’s corporate engagement activity
addresses corporate governance concerns and
seeks opportunities to improve alignment with
the interests of our beneficiaries.

During fiscal year 2021, SBA staff cast votes
at 10,174 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.
Voting levels in fiscal year 2021 decreased by
approximately 3% over last year. These votes
involved 98,796 distinct voting items—voting
80.3% ‘For’ and 16.6% ‘Against’, with the
remaining 3.1% involving abstentions.
Of all votes cast, 17.5% were “Against” the
management-recommended-vote (or “MRV”).
SBA proxy voting was conducted across 76
countries, with the top ten countries comprised
of the United States (2,965 votes), China
(1,523), Japan (893), United Kingdom (365),
India (330), South Korea (303), and the Cayman
Islands (274). 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.
The SBA provides disclosures across a wide
variety of corporate governance activities,
research, and subject matter. Historical
information, including prior report segments,
proxy voting, and other information can be
found within the governance section of the
SBA’s website, available at www.sbafla.com.

The SBA’s governance philosophy encourages companies to adhere
to responsible, transparent practices that correspond with increasing
shareowner value and to appropriately consider the input of their shareowners.
The SBA’s corporate governance activities are focused on enhancing share
value and ensuring that public companies are accountable to their shareowners
with independent boards of directors, transparent disclosures, accurate
financial reporting, and ethical business practices designed to protect the
SBA’s investments.
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FOREWORD BY THE CHAIR

Stakeholderism would make corporate leaders less accountable and increase their
insulation from shareholder oversight. These consequences would advance a managerial
agenda and serve the private interests of corporate leaders. The increased insulation and
reduced accountability would increase slack and agency costs, hurting performance and
reducing the economic pie available for division among shareholders and stakeholders.
— LUCIAN BEBCHUK, HARVARD LAW SCHOOL
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INTERACTIVE VOTING DASHBOARD
The SBA maintains an interactive reporting tool
on its website that allows any interested party
to analyze SBA proxy voting data over multiple
time horizons and to filter and screen voting
by date, market, region, and voting category.
Individual company voting histories with notes are
also available for users to view, with sorting by
meeting date, record date and country of origin.
Geographic analysis is also offered, along with a
breakdown of voting by meeting type (contested,
annual, consent, etc.).
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Votes-against-management metrics are included
by country and region, or any other custom group
of capital markets selected by the user. The voting
dashboard includes statistical breakouts with the
year-over-year change in voting percentages. The
voting dashboard is updated quarterly, including
information from July 1, 2016 to present. The
SBA’s proxy voting dashboard site can be found
here.
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INVESTMENT STEWARDSHIP GROUP
On January 31, 2017, a coalition of sixteen investors with collectively $17 trillion in assets under
management premiered the ISG’s Framework for U.S. Stewardship and Governance, representing a
set of six fundamental governance principles for U.S. listed companies and stewardship principles
for U.S. institutional investors.
The initiative
established a set
of best practices in
asset stewardship
and corporate
governance which
will serve as the
foundation of
U.S. institutional
investor and
boardroom
conduct. A multitude of renowned empirical studies
have highlighted a causal relationship between
companies with high governance standards and
increased shareholder returns. The Framework is the
first corporate governance code of best practices that
has been developed for the U.S. equity market.

GOVERNANCE PRINCIPLES
The six governance principles within the Framework
include: (1) Boards are accountable to shareholders;
(2) Shareholders should be entitled to voting rights
in proportion to their economic interest; (3) Boards
should be responsive to shareholders and be proactive
in order to understand their perspectives; (4) Boards
should have a strong, independent leadership structure;
(5) Boards should adopt structures and practices that
enhance their effectiveness; and (6) Boards should
develop management incentive structures that are
aligned with the long-term strategy of the company.

STEWARDSHIP PRINCIPLES
The six stewardship principles within the Framework
include: (1) Institutional investors are accountable
to those whose money they invest; (2) Institutional
investors should demonstrate how they evaluate
corporate governance factors with respect to the
The Framework is intended as a “comply or explain”
format, similar to several European markets’ governance companies in which they invest; (3) Institutional
investors should disclose, in general terms, how they
codes—whereby firms either meet the Framework’s
manage potential conflicts of interest that may arise
requirements or provide shareowners with an
explanation on why non-compliance is necessary. The
in their proxy voting and engagement activities; (4)
Institutional investors are responsible for proxy voting
Framework had an implementation date of January 1,
decisions and should monitor the relevant activities
2018. The ISG invites every institutional investor and
and policies of third parties that advise them on those
asset management firm operating in the U.S., including
international investors operating in this market to join by decisions; (5) Institutional investors should address
signing the principles. The ISG website is found here.
and attempt to resolve differences with companies in
a constructive and pragmatic manner; (6) Institutional
investors should work together, where appropriate,
to encourage the adoption and implementation of the
Company and Stewardship Principles.
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SBA PROX Y VOTING
Number of meetings voted in the top 5 markets by month:
1200
United States

1000
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Japan

600
400

China

United Kingdom

India

200
0

Jan'21

Feb

31.3%

Mar

Apr

May

Jun

95.1%

Jul

Aug

Sep

Oct

Nov

Votes For Mergers/Acquisitions
Votes Against All Compensation Items

Highlights from the 2021 proxy season included the continued observations on
environmental and social-related proposals by investors, efforts to improve board
diversity, and increasingly critical voting on the level and structure of executive

316

Dec'21

11
Annual Corporate Governance Summary | governance@sbafla.com | www.sbafla.com

Particular attention is paid to decisions related
to director elections, proxy contests, executive
compensation structures, corporate anti-takeover
measures, and proposed mergers or other material
corporate restructuring.

21%

SBA PROXY VOTING - MAJOR STATISTICS (FY 2021)
Voting Category

#/%

Year-overYear % Change

# of Meetings

10,174

-2.3

# of Votes

98,796

-2.9

% Votes "For"

80.3

+0.2

% Votes "Against"/"Withhold"

16.6

-3.4

% Votes Against Management

17.5

-1.8

% Votes in Favor of Directors

78.4

-0.6

% Votes in Favor of Auditors

98.4

-0.02

% Votes in Favor of Merger& Acquisition Items

92.5

+0.4

Votes to withhold support or
vote against individual board
nominees.

Support for all shareowner-proposed resolutions related to
corporate governance practices increased across all voted markets.

+13.2%
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SBA PROXY VOTING - FY 2021
For %

Against or
Withhold %

Abstain %

Audit/Financial

95.1

3.8

1.1

Board Related

79.0

18.7

2.3

Capital Management

76.8

21.9

1.4

Change to Company Statutes

84.3

15.0

0.7

Executive Compensation

66.9

31.4

1.8

Mergers & Acquisitions

95.2

3.8

1.0

Meeting Administration

84.0

10.3

5.7

Other

66.2

7.9

25.9

Shareowner Proposals: Executive Compensation

53.5

34.9

11.6

Shareowner Proposals: Environment

59.4

27.4

13.2

Shareowner Proposals: Corporate Governance

26.9

51.4

21.8

Shareowner Proposals: Miscellaneous (Other)

16.7

33.3

50.0

Shareowner Proposals: Social

40.5

56.3

3.2

Voting Category

PROXY

VOT I N G
The SBA takes steps on behalf of its participants, beneficiaries, retirees, and other clients to strengthen
shareowner rights and promote leading corporate governance practices among its equity investments in
both U.S. and international capital markets.
The SBA uses clear and consistent policies to guide its voting decisions on all issues. Our Corporate
Governance & Proxy Voting Guidelines are reviewed continually, approved by SBA Trustees, and publicly
disclosed for all beneficiaries, clients, companies and other interested parties.
The proxy vote is a fundamental right tied to owning stock and an integral part of managing assets in the
best interests of fund clients and beneficiaries. Pursuant to Florida law and in step with guidance from
the U.S. Department of Labor, the SBA’s fiduciary responsibility requires proxies to be voted in the best
interest of fund participants and beneficiaries. The SBA casts votes for portfolio holdings managed within
both the defined benefit and defined contribution plans of the Florida Retirement System (FRS), as well
as other non-pension trust funds. For omnibus accounts, including open-end mutual funds utilized within
the FRS Investment Plan, the SBA votes proxies on all shares for funds that conduct annual shareowner
meetings.
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USE OF PROXY

RESEARCH
The SBA utilizes company research from several proxy advisory firms in conjunction with its
own in-house proxy voting guidelines to make voting decisions.
During the 2021 fiscal year, the SBA retained several leading proxy advisory and governance
research firms: EIRIS, Glass, Lewis & Co. (“GLC”), FactSet Research, Institutional Shareholder
Services (“ISS”), MSCI ESG Research, and Sustainalytics. The SBA uses the research of
these firms to help analyze individual voting items and monitor boards of directors, executive
compensation levels, and other significant corporate governance practices at owned
companies.
Since 2016, the SBA has used GLC’s ViewPoint proxy voting platform to cast votes at
global companies. In addition to using the ViewPoint system to execute proxy votes, the
SBA subscribes to specific research and analysis of proxy issues and meeting agendas on all
publicly-traded equity securities from both ISS and GLC.

EXTERNAL PROXY VOTING

R E V O C AT I O N
At the end of calendar year 2021, SBA staff was directly responsible for
voting approximately 92% of all equity (stock) assets held within the Florida
Retirement System (FRS) defined benefit plan.
Staff has worked to change the voting delegation on several equity
portfolios, transferring the proxy voting responsibility from the external
investment managers to the SBA’s internal system.
The percentage of voted assets is forecast to increase to just under 99%
of FRS DB equity assets by the end of fiscal year 2022. The remaining
portion of investments voted by external investment managers of the FRS
are typically held within account structures that make it challenging (or even
impossible) to use internal voting procedures.
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AC TIVE OWNER SHIP
The SBA attempts to engage proactively, as
appropriate, with investee companies on risks
to long-term performance in order to advance
beneficiary or client interests. The SBA routinely
engages portfolio companies on a variety of
issues and often collaborates with other pension
or investor funds, including external investment
managers, when possible. The SBA actively
engages companies throughout the year, maintaining
a dialogue and analysis of corporate governance
issues and other reforms. An engagement of this
type can be a very effective way to advocate
for positive changes and improve reporting by
the companies in which the SBA invests. Many
companies seek out their largest shareowners to
discuss pressing concerns and current governance
topics.
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 during the last fiscal year:
Throughout the fiscal year, SBA staff participated
in quarterly meetings of the Independent Steering
Committee of Broadridge Financial Services. The
Steering Committee is an oversight body charged
with monitoring the performance, voting accuracy
and readiness of Broadridge in conducting the U.S.
street name proxy system on behalf of the nation’s
banks and brokers.
In July 2020, SBA staff was appointed to the
Oversight Committee of the Best Practices
Principles Group (BPPG), which is a group formed
by the global proxy voting research industry. Both
Glass Lewis & Co. and Institutional Shareholder
Services (ISS), used by the SBA to analyze and
vote on proxy issues, are members of the BPPG.
The Oversight Committee reviews BPPG members’
disclosures surrounding research methodology,
service delivery, and operational performance. The
BPPG website can be found here.
In September 2020, SBA staff participated in the
Council of Institutional Investors’ (CII) fall virtual
meeting speaking on a panel about governance
reforms and shareowner derivative litigations.
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In November 2020, SBA staff participated in PLI’s
Annual Institute on Securities Regulation virtual
meeting speaking on a panel covering the investor
viewpoint of important aspects in proxy filings.
In December 2020, SBA staff participated as a
speaker on a corporate governance panel at the
2020 Responsible Investor (RI) Americas virtual
conference.
In February 2021, 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. Also,
SBA staff was interviewed on a webinar concerning
a forthcoming NASDAQ rule for company board
composition.
In March 2021, 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. Also, the SBA staff presented on a
webinar concerning executive compensation
analysis for large-cap companies. Lastly, 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.
In April 2021, SBA staff participated in a quarterly
meeting of the Independent Steering Committee
of Broadridge Financial with the New York
Stock Exchange (NYSE) staff, reviewing virtual
shareholder meetings, voting tabulation, and
U.S. and global proxy mechanics. Also, SBA
staff participated as a speaker on a Fitch Group/
CFA Institute panel covering water, waste and
biodiversity issues.
In May 2021, SBA staff participated in a meeting
of the BPPG Oversight Committee, finalizing the
review of compliance reports from major global
proxy advisors. As well, SBA staff participated in
Pensions & Investment’s ESG Virtual Roundtable,
speaking on the engagement practices of
institutional investors.
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During the 2021 fiscal year, SBA staff conducted engagements with approximately 100
companies owned within Florida Retirement System (FRS) portfolios, including Hightech
Payment Systems (engaged with a large investor of the company), WalMart, Dick’s Sporting
Goods, Amgen, Telefonica, Intel, Regions Financial, Samsung Electronics, Shinhan Financial
Group, CVS Health and Johnson & Johnson, PepsiCo, TECO Electrical & Machinery, AT&T,
Textron, Exxon Mobil, AMG, HSBC, Mizuno Financial Group, Sumitomo Mitsui Trust, and
Telefonica, Unilever PLC, Monmouth Real Estate Investment Corporation, Linde AG (Praxair),
and Box, Inc.
As part of evaluating voting decisions for several proxy contests, SBA staff also met with a
number of activist hedge funds, including StarBoard Value (proxy campaign at Box, Inc.), and
Engine No. 1 (proxy campaign at Exxon Mobil).

Today, proxy voting as an extension of active ownership is a common practice, and the investment
world is bubbling with individual and collective engagement initiatives on a large variety of rapidly
emerging and highly critical global topics. Engagement clearly represents a responsible investment
strategy that allows for more active approaches in order to attain positive change – something that
divestment or best-in-class approaches struggle to achieve.
— INSTITUTIONAL SHAREHOLDER SERVICES (ISS), STEWARDSHIP EXCELLENCE AND
ENGAGEMENT IN 2021, JUNE 24, 2021
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C O L L E CT I V E

ENGAGEMENT
Interaction among global shareowners and groups of institutional investors can be very effective in dealing
with significant governance topics and regulatory changes. The SBA encourages all investors to act
collectively as appropriate and where this would assist in advancing beneficiary or client interests, taking
account of relevant legal and regulatory constraints. The SBA routinely interacts with other shareowners
and groups of institutional investors to discuss significant governance practices, collaborate on issues
involving specific firms, and address important legal and regulatory changes globally.

C

ouncil of Institutional Investors (CII) is a nonprofit association of pension funds, other employee benefit
funds, endowments, and foundations with combined assets that exceed $4 trillion. CII describes its

role as a leading voice for effective corporate governance and strong shareowner rights. The Council also
promotes policies that support effective corporate governance and shareowner rights. In comment letters
and dialogues, in speeches and on advisory panels, CII backs sensible policies that foster transparency,
responsibility, accountability and market integrity. CII accomplishments during the 2022 fiscal year
included progress on several key issues aligned with SBA governance objectives.
The International Corporate Governance Network (ICGN) is an investor-led organization of governance
professionals with a mission to inspire and promote effective standards of corporate governance to
advance efficient markets and economies world-wide. ICGN focuses on three core activities: 1) influencing
policy by providing a reliable source of practical knowledge and experiences on corporate governance
issues, thereby contributing to a sound regulatory framework and a mutual understanding of interests
between market participants; 2) connecting peers and facilitating cross-border communication among a
broad constituency of market participants at international conferences and events, virtual networking and
through other media; and 3) informing dialogue among corporate governance professionals through the
publication of policies and principles, exchange of knowledge and advancement of education worldwide.

OUR PARTNERS
The coordinated effort of investors with a common
emphasis on improving corporate governance
practices has continually provided results beneficial
for long-term shareowners.
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Although the SBA is no longer a formal member, The Asian Corporate Governance Association
(ACGA) is an independent, non-profit membership organization dedicated to working with investors,
companies, and regulators in the implementation of effective corporate governance practices
throughout Asia. ACGA was founded in 1999 from a belief that corporate governance is fundamental
to the long-term development of Asian economies and capital markets.
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GLOBAL VOTING SUMMARY - FY 2021 (7/1/2020 - 6/30/2021)ENDING JUNE 30,
Market

Argentina
Australia
Austria
Bahamas
Bangladesh
Belgium

Global Equity
Market Value

% Global Equity
Market Value

% of All
Meetings

# of Meetings
Voted

% of All
Resolutions

# of Resolutions
Voted

Resolutions
Supported by
SBA (% FOR)

$2,286,229

0.00%

0.05%

5

0.03%

29

89.7%

$1,535,986,065

1.30%

2.24%

229

1.22%

1,211

83.6%

$165,578,592

0.14%

0.30%

31

0.32%

312

85.6%

$100,295

0.00%

0.02%

2

0.01%

7

42.9%

n/a

n/a

0.01%

1

0.00%

4

100.0%

$357,011,039

0.30%

0.64%

65

0.64%

636

80.2%

Bermuda

$345,893,342

0.29%

1.55%

158

1.24%

1,230

71.4%

Brazil

$965,063,310

0.82%

2.42%

247

2.20%

2,181

46.2%

$51,530,015

0.04%

0.06%

6

0.05%

46

76.1%

British V.I.
Canada

$2,339,163,753

1.98%

2.38%

243

2.69%

2,659

82.4%

Cayman Islands

$1,067,578,084

0.90%

2.69%

274

2.25%

2,231

69.4%

Chile

$49,213,910

0.04%

0.36%

37

0.30%

297

79.8%

China

$4,389,532,418

3.72%

14.93%

1,523

13.40%

13,267

83.8%

Colombia

$4,466,183

0.00%

0.07%

7

0.07%

72

86.1%

Cyprus

$86,197,286

0.07%

0.03%

3

0.03%

29

93.1%

Czech Republic

$16,054,041

0.01%

0.05%

5

0.04%

42

88.1%

Denmark
Egypt
Faroe Islands

$895,520,998

0.76%

0.36%

37

0.56%

552

89.7%

$13,904,464

0.01%

0.20%

20

0.11%

109

22.0%

n/a

n/a

0.01%

1

0.02%

17

0.0%

Finland

$341,456,130

0.29%

0.36%

37

0.40%

396

94.9%

France

$2,641,993,865

2.24%

1.42%

145

3.32%

3,284

83.6%

Gabon

n/a

n/a

0.01%

1

0.00%

2

100.0%

Germany

$3,367,026,003

2.85%

1.52%

155

1.74%

1,728

92.8%

Gibraltar

$4,321,628

0.00%

0.01%

1

0.02%

17

94.1%

$43,309,732

0.04%

0.26%

27

0.21%

210

82.4%

Greece
Guernsey
Hong Kong
Hungary
India
Indonesia
Ireland
Isle of Man

n/a

n/a

0.05%

5

0.07%

69

89.9%

$1,602,533,118

1.36%

1.02%

104

0.90%

888

67.2%

$30,680,788

0.03%

0.04%

4

0.08%

81

93.8%

$1,805,369,369

1.53%

3.23%
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1.67%

1,652

74.6%

$127,853,753

0.11%

0.90%

92

0.42%

419

60.4%

$1,673,508,843

1.42%

0.66%

67

0.78%

768

86.5%

$46,987,451

0.04%

0.06%

6

0.06%

60

91.7%

Israel

$416,454,025

0.35%

1.29%

132

0.81%

804

76.1%

Italy

$653,300,939

0.55%

0.92%

94

0.74%

736

74.3%

Japan

$5,692,480,237

4.82%

8.75%

893

9.64%

9,547

86.9%

Jersey

$135,358,282

0.11%

0.17%

17

0.27%

264

86.7%

n/a

n/a

0.02%

2

0.00%

3

66.7%

Kenya

$13,607,068

0.01%

0.02%

2

0.02%

23

73.9%

Korea

$2,064,458,790

1.75%

2.97%

303

1.83%

1,815

72.0%

$25,003,281

0.02%

0.01%

1

0.02%

16

81.3%

Kazakhstan

Liberia
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GLOBAL VOTING SUMMARY - FY 2021 (7/1/2020 - 6/30/2021)ENDING JUNE 30,
Market

Liechtenstein

Global Equity
Market Value

% Global Equity
Market Value

% of All
Meetings

# of Meetings
Voted

% of All
Resolutions

# of Resolutions
Voted

Resolutions
Supported by
SBA (% FOR)

$380,167

0.00%

0.01%

1

0.01%

6

100.0%

$328,379,691

0.28%

0.33%

34

0.38%

372

84.9%

Malaysia

$84,542,365

0.07%

0.99%

101

0.81%

805

77.4%

Malta

$19,098,355

0.02%

0.05%

5

0.05%

50

94.0%

Marshall Islands

$10,475,431

0.01%

0.13%

13

0.08%

75

69.3%

$326,503,101

0.28%

0.76%

78

0.60%

595

66.9%

Luxembourg

Mexico
Netherlands

$2,271,582,517

1.93%

0.93%

95

1.00%

990

86.8%

New Zealand

$81,705,661

0.07%

0.29%

30

0.09%

93

92.5%

Nigeria

$14,801,497

0.01%

0.05%

5

0.03%

31

64.5%

Norway

$350,168,664

0.30%

0.52%

53

0.72%

712

7.3%

Pakistan

$2,822,692

0.00%

0.09%

9

0.04%

40

62.5%

Panama

$58,561,635

0.05%

0.02%

2

0.03%

27

88.9%

$863,526

0.00%

0.06%

6

0.03%

33

90.9%

Philippines

$74,283,222

0.06%

0.51%

52

0.87%

862

65.2%

Poland

$86,314,667

0.07%

0.67%

68

1.06%

1,049

93.1%

$113,227,454

0.10%

0.17%

17

0.11%

113

92.9%

$17,402,831

0.01%

0.05%

5

0.05%

47

83.0%

$8,755,978

0.01%

0.02%

2

0.02%

16

81.3%

$294,657,715

0.25%

0.49%

50

0.67%

665

63.8%

Peru

Portugal
Puerto Rico
Romania
Russia
Saudi Arabia

$165,494,982

0.14%

0.69%

70

1.25%

1,237

72.9%

Singapore

$490,480,770

0.42%

0.94%

96

0.65%

642

85.0%

South Africa

$466,635,920

0.40%

0.88%

90

1.74%

1,725

89.6%

Spain

$487,962,045

0.41%

0.73%

74

1.24%

1,226

93.3%

n/a

n/a

0.07%

7

0.03%

32

59.4%

$1,057,625,530

0.90%

1.40%

143

3.16%

3,125

90.6%

Sri Lanka
Sweden
Switzerland

$2,732,271,363

2.32%

0.96%

98

1.89%

1,869

87.6%

Taiwan

$2,240,143,357

1.90%

2.33%

238

2.00%

1,979

87.8%

$189,582,534

0.16%

0.35%

36

0.43%

426

65.3%

$82,477,736

0.07%

0.53%

54

0.76%

749

76.5%

Thailand
Turkey
U.A.E.
United Kingdom
United States
Vietnam
Zimbabwe

$42,703,656

0.04%

0.12%

12

0.14%

138

67.4%

$4,502,636,081

3.82%

3.58%

365

5.63%

5,577

88.2%

$67,790,143,293

57.46%

29.06%

2,965

26.12%

25,864

76.1%

$30,884,944

0.03%

0.06%

6

0.07%

73

87.7%

$8,653,453

0.01%

0.02%

2

0.02%

20

45.0%
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About the SBA
The State Board of Administration (SBA) of Florida is an agency of Florida state government that provides a variety of
investment services to governmental entities. The SBA has three Trustees: the Governor, as Chairman, the
Chief Financial Officer, as Treasurer, and the Attorney General, as Secretary. All three of the Trustees of the Board are elected
statewide to their respective positions as Governor, Chief Financial Officer, and Attorney General. SBA Trustees are dedicated
to ensuring that the SBA invests assets and discharges its duties in accordance with Florida law, guided by strict policies and a
code of ethics to ensure integrity, prudent risk management and top-tier performance. The Board of Trustees appoints nine
members to serve on the Investment Advisory Council (IAC). The IAC provides independent oversight of SBA’s funds and major
investment responsibilities.
The SBA is an investment fiduciary under law, and subject to the stringent fiduciary duties and standards of care defined by the
Employee Retirement Income Security Act of 1974 (ERISA), as incorporated into Florida law.
The SBA strives to meet the highest ethical, fiduciary and professional standards while performing its mission, with a continued
emphasis on keeping operating and investment management costs as low as possible for the benefit of Florida taxpayers.
General Inquiries:
1801 Hermitage Blvd., Suite 100
Tallahassee, FL 32308
Phone: +850-488-4406
Fax: +850-413-1255
Email: governance@sbafla.com
Website: www.sbafla.com

© 202219 All material appearing in this document is copyright unless otherwise stated. The SBA takes care to ensure all
information is correct at time of publication, but the publisher accepts no responsibility or liability for the accuracy of any
information contained in the report.
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INTRODUCTION
The State Board of Administration (SBA) of Florida manages one of the fourth largest U.S. pension funds and other non-pension
trust funds with assets spanning domestic and international capital markets. Our primary function is to represent the interests
of our beneficiaries so that they will see fair returns on their investment; therefore, we have a clear interest in promoting the
success of companies in which we invest. To ensure returns for our beneficiaries, we support the adoption of internationally
recognized governance structures for public companies. This includes a basic and unabridged set of shareowner rights, strong
independent boards, performance-based executive compensation, accurate accounting and audit practices, and transparent
board procedures and policies covering issues such as succession planning and meaningful shareowner participation. All
proposals are evaluated through a common lens by considering both how the proposal might impact the company’s financial
health as well as its impact on shareowner rights.

Corporate Governance Principles
The SBA believes that, as a long-term investor, good corporate governance practices serve to protect and enhance our longterm portfolio values. 1 In accordance with the Department of Labor Interpretive guidanceBulletin §2509.08-2, stock ownership
rights, which include proxy votes, participation in corporate bankruptcy proceedings, and shareowner litigation, are financial
assets. They must be managed with the same care, skill, prudence, and diligence as any other financial asset and exercised to
protect and enhance long-term portfolio value, for the exclusive benefit of our pension plan participants, clients, and
beneficiaries. Pursuant to the provisions set forth in the Employment Retirement Income Security Act of 1974 (ERISA), this is
generally referred to as the “duty of loyalty” or the “exclusive purpose” rule. Under this rule, fiduciaries, defined as any person
who, in part, “exercises any discretionary authority or discretionary control respecting management of such plan or exercises
any authority or control respecting management or disposition of its assets” must act solely in the interest of plan participants
and beneficiaries in making decisions concerning the management or disposition of plan assets. 2 While the SBA is exempt from
most provisions of ERISA, we agree with this treatment of the value of proxy voting rights and follow the standard as a part of
our fiduciary duty. Section 215.47(10) of the Florida Statutes encompass the prudent persons standards and fiduciary
responsibilities of the SBA and its employees.
Another significant regulation affecting proxy voting is the U.S. Securities & Exchange Commission’s (SEC) Rule 206(4)-6 under
the Investment Advisors Act, promulgated in 2003. This SEC Rule made it, “fraudulent for an investment adviser to exercise
proxy voting authority without having procedures reasonably designed to ensure that the adviser votes in the best interest of
its clients. In the rule’s adopting release, the SEC confirmed that an adviser owes fiduciary duties of care and loyalty to its
clients with respect to all services undertaken on its client’s behalf, including proxy voting.” 3 The adopting release states, “The
duty of care requires an adviser with proxy voting authority to monitor corporate events and to vote the proxies. To satisfy its
duty of loyalty, the adviser must cast the proxy votes in a manner consistent with the best interest of its clients and must not
subrogate client interests for its own.” 4
In 2014, the SEC issued a staff legal bulletin, providing guidance on investment advisers’ responsibilities in voting client proxies
and retaining proxy advisory firms, as well as on the availability and requirements of two exemptions to the federal proxy rules
that are often relied upon by proxy advisory firms. In the Bulletin, the SEC outlined several new requirements for proxy
advisors, including: 1) requirements to disclose significant relationships or material interests to the recipient of the advice; 2)
clarified that advisors are not required to register with the SEC; and 3) clarified that advisors are not required to provide
publicly-traded companies time to review proxy advisers’ voting recommendations prior to client distribution. Additionally, the
SEC outlined several new requirements for fund managers, including: 1) requirements to review their proxy voting policies at
least annually to ensure proxies are voted in the best interests of investor clients; 2) requirements to determine whether the
proxy advisers they use have the capacity and competency to adequately analyze proxy issues; and 3) clarified that investment

1 CFA Centre for Financial Market Integrity, “The Corporate Governance of Listed Companies: A Manual for Investors,” 2009.
2 Lannof, Ian D., “DOL Advisory Opinion 2007-07A.” Groom Law Group, February 2008.
3 The Conference Board, “The Separation of Ownership from Ownership,” 2013.
4 “Proxy Voting by Investment Advisers,” SEC Final Rule adopted January 31, 2003, effective April 14, 2003; www.sec.gov/rules/final/ia-2106.htm.
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advisers that vote client shares are not required to vote all proxies or all proposals on ballots (clarifying SEC Rule 206(4)-6, and
confirming existing Department of Labor (DOL) guidanceInterpretive Bulletin §2509.08-2). 5
In 2016, the SEC issued Interpretive Bulletin 2016-1 which emphasized that a fiduciary’s obligation to manage plan assets
prudently extends to proxy voting, and that it is appropriate for plan fiduciaries to incur reasonable expenses in fulfilling those
fiduciary obligations.
Managing stock ownership rights and the proxy vote includes the establishment of written proxy voting guidelines, which must
include voting policies on issues likely to be presented, procedures for determining votes that are not covered or which present
conflicts of interest for plan sponsor fiduciaries, procedures for ensuring that all shares held on record date are voted, and
procedures for documentation of voting records. The following corporate governance principles and proxy voting guidelines are
primarily designed to cover publicly traded equity securities. Other investment forms, such as privately held equity, limited
liability corporations, privately held REITs, etc., are not specifically covered by individual guidelines, although broad application
of the principles and guidelines can be used for these more specialized forms of equity investments.
The primary role of shareowners within the corporate governance system is in some ways limited, although critical.
Shareowners have the duty to communicate with management and encourage them to align their processes with corporate
governance best practices. This means shareowners have two primary obligations: 1) to monitor the performance of the
company and 2) to protect their right to act when it is necessary.
In the 1930’s, Benjamin Graham and David Dodd succinctly described the agenda for corporate governance activity by stating
that shareowners should focus their attention on matters where the interest of the officer and the stockholders may be in
conflict. This includes questions about preserving the full integrity and value of the characteristics of ownership appurtenant to
shares of common stock. For example, the right to vote may be diluted by a classified board or by dual class capitalization, and
the right to transfer the stock to a willing buyer at a mutually agreeable price may be abrogated by the adoption of a poison
pill.
Since management and board composition change over time, while shareowners continue their investment, shareowners must
ensure that the corporate governance structure of companies will allow them to exercise their ownership rights permanently.
Good corporate management is not an excuse or rationale upon which institutional investors may relinquish their ownership
rights and responsibilities.
The proxy voting system must be an even playing field. Neither management nor shareowners should be able to dominate or
influence voting dynamics. A 2006 article analyzed the corporate governance implications of the decoupling of voting power
and economic ownership through methods such as vote trading and equity swaps, methods largely hidden from public view
and not captured by current regulation or disclosure rules. This method has been used by finance-savvy activist hedge funds,
for example, who have borrowed shares just before the record date in order to better support proposals they favor, reversing
the transactions after the record date. The SBA believes that enhanced disclosure rules are critical to reveal hidden control of
voting power. 6
Management needs protection from the market’s frequent focus on the short-term in order to concentrate on long-term returns,
productivity, and competitiveness. Shareowners need protection from coercive takeover tactics and directors with personal
agendas. Ideal governance provisions should provide both sides with adequate protection. They should be designed to give
management the flexibility and continuity it needs to make long-term plans, to permit takeover bids in cases where management

Securities & Exchange Commission, Staff Legal Bulletin No. 20, “Proxy Voting: Proxy Voting Responsibilities of Investment Advisers and Availability of Exemptions
from the Proxy Rules for Proxy Advisory Firms,” June 30, 2014.
6
Hu, Henry T.C. and Black, Bernard S., “Empty Voting and Hidden (Morphable) Ownership: Taxonomy, Implications, and Reforms”. As published in Business
Lawyer, Vol. 61, pp. 1011-1070, 2006 Available at SSRN: http://ssrn.com/abstract=887183. Also, Christoffersen, S.E.K., Geczy, C.C., Musto, D.K., and Reed, A.V. 2006,
“Vote Trading and Information Aggregation.”
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performance is depressing long-term value, to ensure that management is accountable to shareowners, and to prevent coercive
offers that force shareowners to take limited short-term gains.
A study on shareowner activism and corporate governance in the United States found that shareowner opposition has slowed
the spread of takeover defenses, such as staggered boards, that require shareowner approval. However, shareowners have
failed in their efforts to get companies to roll back takeover defenses and, perhaps more importantly, managers frequently
ignore even a majority shareowner vote in favor of a proposal. 7

Global Standards of Corporate Governance
The SBA believes strongly that good corporate governance practices are important to encourage investments in countries and
companies in a globalized economy where gaining access to capital markets is increasingly viewed as critical. Empirical evidence
demonstrates the relationship between corporate valuation and corporate governance structures, finding that foreign
institutional investors invested lower amounts in firms with higher insider control, lower transparency, and are domiciled in
countries with weak investor protections. 8 A comparative analysis of corporate governance in US and international firms shows
that the ability of controlling shareowners to extract private benefits is strongly determined by a country’s investor protection.
Thus, if investor protection is weaker, improvements in firm-level governance will be costlier for the controlling shareowner. 9
Over the last several years, many countries, international organizations, and prominent institutional investors have developed
and implemented international policies on corporate governance and proxy voting issues (e.g., the Organization for Economic
Co-operation and Development, and the International Corporate Governance Network). 10 Many of these promulgated
guidelines recognize that each country need not adopt a “one-size-fits-all” code of practice. However, SBA expects all capital
markets to exhibit basic and fundamental structures that include the following:
1. Corporate Objective
The overriding objective of the corporation should be to optimize maximize the returns to its shareowners over time. Where
other considerations affect this objective, they should be clearly stated and disclosed. To achieve this objective, the corporation
should endeavor to ensure the long-term viability of its business., and to manage effectively its relationship with stakeholders.
2. Communications & Reporting
Corporations should disclose accurate, adequate and timely information, in particular meeting market guidelines where they
exist, to allow investors to make informed decisions about the acquisition, ownership obligations and rights, and sale of shares.
Material developments and foreseeable risk factors, and matters related to corporate governance should be routinely
disseminated to shareowners. Shareowners, the board, and management should discuss corporate governance issues. Where
appropriate, these parties should converse with government and regulatory representatives, as well as other concerned bodies,
to resolve disputes, if possible, through negotiation, mediation, or arbitration. For example, investors should have the right to
sponsor resolutions and convene extraordinary meetings. Formal procedures outlining how shareowners can communicate
with board members should be implemented at all companies and be clearly disclosed.
3. Voting Rights
Corporations’ ordinary shares should feature one vote for each share. Corporations should act to ensure the owners’ rights to
vote and apply this principle to all shareowners regardless of their size. Shareowners should be able to vote in person or in
absentia, and equal effect should be given to votes whether cast in person or absentia. Votes should be cast by custodians or
nominees, in a manner agreed upon with the beneficial owner of the shares. Impediments to cross border voting should be

Black, B., 1998. “Shareowner Activism and Corporate Governance in the United States.”
Christian Leuz, Karl V. Lins, and Francis E. Warnock, “Do Foreigners Invest Less in Poorly Governed Firms?” The Review of Financial Studies, 22 (2009).
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Center for Research in Financial Economics, Working Paper 2007-14.
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eliminated. Minority shareholders should be protected from abusive actions by, or in the interest of, controlling shareholders
acting either directly or indirectly and should have effective means of redress. 11
4. Corporate Boards
The Board of Directors, or Supervisory Board, as an entity, and each of its members, as individuals, is a fiduciary for all
shareowners, and they should be accountable to the shareowner body as a whole. Each member should stand for election on a
regular basis, preferably with annual election cycles. 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. Information on the appointment procedure should
also be disclosed annually. Boards should include a sufficient number of independent, non-executive members with
appropriate qualifications. Responsibilities should include monitoring and contributing effectively to the strategy and
performance of management, staffing key committees of the board, and influencing the conduct of the board as a whole.
Accordingly, independent non-executives should comprise no fewer than three (3) members and as much as a substantial
majority. Audit, Compensation and Nomination committees should be composed entirely of independent non-executives.
5. Executive & Director Compensation
Remuneration of corporate directors or supervisory board members and key executives should be aligned with the interests of
shareowners. Corporations should disclose in each annual report or proxy statement the board’s policies on remuneration and,
preferably, the remuneration of individual board members and top executives; so that shareowners can judge whether
corporate pay policies and practices meet this standard. Broad-based employee share ownership plans or other profit-sharing
programs are effective market mechanisms that promote employee participation.
6. Strategic Planning
Major strategic modifications to the core business of a corporation should not be made without prior shareowner approval of
the proposed modification. Equally, major corporate changes that, in substance or effect, materially dilute the equity or erode
the economic interests or share ownership rights of existing shareowners should not be made without prior shareowner
approval of the proposed change. Shareowners should be given sufficient information about any such proposal early enough to
allow them to make an informed judgment and exercise their voting rights.
7. Voting Responsibilities
The exercise of ownership rights by all shareowners, including institutional investors should be facilitated. Institutional
investors acting in a fiduciary capacity should disclose their overall corporate governance and voting policies with respect to
their investments, including the procedures that they have in place for deciding on the use of their voting rights. Institutional
investors acting in a fiduciary capacity should disclose how they manage material conflicts of interest that may affect the
exercise of key ownership rights regarding their investments. Shareowners, including institutional investors, should be allowed
to consult with each other on issues concerning their basic shareowner rights, subject to exceptions to prevent abuse. The
corporate governance framework should be complemented by an effective approach that addresses and promotes the
provision of analysis or advice by analysts, brokers, rating agencies, and others that is relevant to decisions by investors, free
from material conflicts of interest that might compromise the integrity of their analysis or advice.

Active Strategies & Company Engagement
The objective of SBA corporate governance engagement is to improve the governance structures at companies in which the SBA
owns significant shares in order to enhance the value of SBA equity holdings.
A study on the evolution of shareowner activism in the United States affirms that activism by investors has increased
considerably since the mid-1980s due to the involvement of public pension funds and institutional shareowners. The study
identifies the potential to enhance value of investments as the main motive for active participation in the monitoring of
11
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corporations. However, as shareowner activism entails concentrated costs and widely disbursed benefits, only investors with
large positions are likely to obtain a large enough return on their investment to justify the costs. 12 One recent study
demonstrated strong relative market returns based on investor engagement activities. 13 Researchers found an abnormal oneyear return of +1.8% in the year following investor engagements involving environmental, social, and corporate governance
factors, with improvements in operating performance and profitability.
The two primary obligations of shareowners are to monitor the performance of the companies and to protect their right to act
when necessary. The SBA has neither the time nor resources to micromanage companies in which it holds publicly traded stock.
Furthermore, the legal duties of care and loyalty rest with the corporate Board of Directors, not with the shareowners. For
these reasons, the SBA views its role as one of fostering improved management and accountability within the companies in
which we own shares. Other recent SBA corporate governance activities have included dealing with conflicts of interest within
organizations with which we do business.
Department of Labor (DOL) guidanceInterpretive Bulletin §2509.08 states that voting proxies is a fiduciary responsibility and
that proxies should be treated like any other financial asset, executed in the best interest of beneficiaries in accordance with
written guidelines. Additionally, Florida Law may prohibit investment in companies or mandate reporting on certain
investments due to geopolitical, ethnic, religious, or other factors. Compliance with these laws and any related reporting
requirements have similarities to corporate governance issues and are consolidated organizationally.
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:
•

•

•

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.
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. 14
Any other strategies to achieve desired corporate governance improvements as necessary.

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 behavior. 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.
In addition to overseeing the corporate governance of companies in which we invest, the SBA must also govern the accessibility
of our own records by these companies. As a beneficial owner of over 10,000 publicly traded companies, the SBA has elected to
be an objecting beneficial owner, or an “OBO.” By being an OBO, the SBA does not give permission to a financial intermediary
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to release our name and address to public companies that we are invested in. This keeps our holdings or trading strategies
confidential, and allows us to avoid unwanted solicitations.
Recent developments have led many to believe that the distinction between OBO and non-objecting beneficial owners or
“NOBO’s” should be eliminated. However, the SEC is likely to be cautious in seeking to change the current framework in
significant ways. 15 Strong opponents to an elimination of OBO and NOBO distinction are brokers and banks, who have a large
incentive to ward off this change due to fee income derived from forwarding proxy materials.
While shareowner communication can be very important, a number of steps must be taken to address the distinction between
OBO and NOBO companies and to respect the privacy of beneficial owners involved. Proposals that eliminate the possibility of
anonymity are not supported. It is necessary for any changes made to the current system to accommodate the strong privacy
interests of current OBO firms, such as SBA.

Disclosure of Proxy Voting Decisions
SBA discloses all proxy voting decisions once they have been made, typically a fewseven to ten calendar days prior to the date
of the shareowner meeting. Disclosing proxy votes prior to the meeting date improves the transparency of our voting decisions.
Historical proxy votes are available electronically on the SBA’s website. 16

Proxy Voting and Securities Lending
SBA participates in securities lending in order to enhance the return on its investment portfolios. In the process of lending
securities, the legal rights attached to those shares are transferred to the borrower of the securities during the period that the
securities are on loan. As a result, SBA’s right to exercise proxy voting on loaned securities is forfeited unless those affected
shares have been recalled from the borrower in a timely manner (i.e. on, or prior to, the share’s record date). SBA has a
fiduciary duty to exercise its right to vote proxies and to recall shares on loan when it is in the best interest of our beneficiaries.
The ability to vote in corporate meetings is an asset of the fund which needs to be weighed against the incremental returns of
the securities lending program.
Although SBA shall reserve the right to recall the shares on a timely basis prior to the record date for the purpose of exercising
voting rights for domestic as well as international securities, the circumstances required to recall loaned securities are expected
to be atypical. Circumstances that lead SBA to recall shares include, but are not limited to, occasions when there are significant
voting items on the ballot such as mergers or proxy contests or instances when SBA has actively pursued coordinated efforts to
reform the company’s governance practices, such as submission of shareholder proposals or conducting an extensive
engagement. In each case, the direct monetary impact of recalled shares will be considered and weighed against the discernible
benefits of recalling shares to exercise voting rights. However, because companies are not required to disclose an upcoming
meeting and its agenda items in advance of the record date, it usually is not possible to recall shares on loan.

Beller, Alan L. and Janet L. Fisher. “The OBO/NOBO Distinction in Beneficial Ownership: Implications for Shareowner Communications and Voting.” Council of
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THE BOARD OF DIRECTORS
Of the voting items that come before shareowners, the matters of the board and its operation are the most pivotal.
Shareowners must be able to elect and maintain a board of directors whose main charge is to monitor management on the
behalf of shareowners, but who will also sufficiently heed majority shareowner input on matters of substantial importance.
These voting items concern the election of the board members, as well as chairmanship and committee service, and the
processes that govern the frequency, setting and outcome of elections. The nominees’ qualifications, performance, and overall
contribution to the board skillset are of great importance to shareowners casting votes on the elections of individuals,
particularly in cases of proxy contests.
SBA votes with the intent of electing candidates who are qualified and able to effectively contribute, and we support election
processes that allow shareowners in the aggregate to exercise meaningful control over who may serve as board members and
under what circumstances. We favor transparent election procedures and structures that sufficiently allow for shareowners to
elect and consequently hold directors accountable for their performance.

ELECTION OF DIRECTORS: CASE-BY-CASE
Director elections are of the most important voting decisions that shareowners make. Directors function as the representatives
of shareowners and serve a critical role in monitoring management. The SBA generally considers a nominee’s qualifications,
relevant industry experience, independence, performance and overall contribution to the board when assessing election
votes. 17 At the board level, we consider the need for diversity in gender, race, experience, and other appropriate categories. In
cases where a proxy contest has resulted in more nominees than available board seats, it’s important to assess each
candidate’s relative expertise and experience, as well as differences in strategic vision if applicable.
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, as discussed below. Shareowners sometimes target under-performing directors through “vote no”
campaigns. An empirical study found that “vote no” campaigns are an effective tool to voice concerns with a particular
director and often successfully pressure the company to take action. 18 This underscores that performance is an essential
component of governance and should be considered when evaluating director elections.
Boards are expected to conduct internal and external evaluations of their own functioning to assess how well they are
performing their responsibilities. 19 These evaluations can be particularly helpful for committees as well, such as in
assessing audit committee performance. 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. 20
Regular self-assessments are critical to a productive audit committee. The SBA will consider the audit committee’s

17
The SBA generally does not consider age as a rationale for withholding votes. Length of service on a board is sometimes a factor in determining independence for
a director, but is not used to justify a withhold vote except in rare instances with unusual circumstances. See the guideline for “Limits on board service”.
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19
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SEC Rule 10A-3 under the Exchange Act mandates that stock exchanges adopt listing standards that require that each member of the audit committee of a listed
company has (1) not received compensation from the issuer other than for board services and (2) is not an “affiliated person” of the issuer that either controls, is
controlled by, or is under common control with the issuer.
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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.
Likewise, 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. When a company goes public with a dual or
multi-class share structure without a sunset provision on unequal voting rights such as in the case of an IPO or spinoff, SBA
may withhold votes from or vote against directors. 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 efforttry 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.
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.
We 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.
Restricting shareowner rights or failing to sufficiently act on shareowner input -- such as ignoring a shareowner proposal
that received majority support of votes cast or attempting to block or limit the ability of shareowners to file precatory or
binding proposals or adopt or amend bylaws
Serving on too many boards (“over-boarding’) – generally a director who serves on more than 3 company boards and
who is employed in a full-time position. 21 Directors with significant outside responsibilities such as serving as CEO of a
public company should not exceed one external board membership. 22 Surveys of directors have indicated that the average
board membership requires over 200 hours of active, committed work, making service on multiple boards difficult for
executives, particularly CEOs, and leading to many investors embracing similar limits as the SBA. 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.
Poor attendance at meetings without just cause – less than 75 percent attendance rate.
Lack of independence – most markets should have independent board representation that meets a minimum two thirds
threshold. 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 are
engaged directly or indirectly in related-party transactions are highly likely to be considered non-independent, depending

See Fich, Eliezer M. and Anil Shivdasani, 2006, “Are Busy Boards Effective Monitors?,” The Journal of Finance, Vol. 61, No. 2, pp. 689-724 (36), Blackwell
Publishing. This study of U.S. industrial firms between 1989 and 1995, found that when a majority of outside directors serve on three or more boards, firms exhibit
lower market-to-book ratios, as well as weaker operating profitability. When a majority of outside directors are over boarded, the sensitivity of CEO turnover to
performance is significantly lower than when a majority of outside directors are not busy. Investors react positively to the departure of over boarded directors,
while firms, whose directors acquire an additional board seat and become over boarded, end up experiencing negative abnormal returns.
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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.
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.
Lack of disclosures -- because there are differences in each market as to disclosures and voting procedures for director
elections, SBA considers practices in the local market, but does not compromise on fundamental tenets such as the right
to elect individual directors (as opposed to a slate as a whole) and the need for proof that director candidates can provide
independent oversight of management. Global markets increasingly depend on the homogenization of better governance
standards to increase shareowner value and liquidity in emerging markets. The protection of fundamental voting rights
may be at odds with local market customs in the short run 23, but through voting the SBA aims to encourage companies to
adopt minimum-level best practices throughout the portfolio of holdings.
In certain markets where the quality and depth of disclosures about the nominees are less than desirable, we work with
other investors to advocate for improvements in these markets as a matter of course. In a few markets, the directors may
be proposed as a group in a single bundled voting item, preventing a vote on each director, which is considered a very
poor practice in developed economies.
When nominees are bundled or insufficient information is disclosed, we typically oppose the item. When appropriate
information is disclosed, we 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.
Minimal or no stock ownership -- in regard to industry or market peers. Companies should adopt a policy covering stock
ownership for directors and annually review compliance among members. Certain markets have laws prohibiting
ownership or discourage ownership among directors as a potential conflict of interest, so SBA is more nuanced in
assessing directors on these markets.
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 wellreasoned 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
23
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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 from current management, among other factors.

PROXY ACCESS: FOR
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.
SEPARATE CHAIRMAN & CHIEF EXECUTIVE OFFICER (CEO): CASE-BY-CASE
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. 24 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.
When considering whether to support a separate CEO and chairman proposal, SBA considers 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, as well as short and long-term corporate performance on an absolute and peerrelative 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.

MAJORITY VOTING FOR DIRECTOR ELECTIONS: FOR
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. 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. We 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. In
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Regulation.” March 2008; Lorsch, Jay and Zelleke, Andy, “ Should the CEO Be the Chairman?” MIT Sloan Management Review, 2005; Ryan Krause, Semadeni,
Matthew, “Apprentice, Departure, and Demotion: An Examination of the Three Types of CEO-Board Chair Separation,” Academy of Management Journal 55(6),
2012; Tonello, Matteo, John C. Wilcox, and June Eichbaum, “The Role of the Board in Turbulent Times: CEO Succession Planning.” The Corporate Board, August
2009; Lucier, Chuck, Steven Wheeler, and Rolf Habbel, “The Era of the Inclusive Leader.” The Corporate Board, September/October 2007; “Chairing the Board: The
Case for Independent Leadership in Corporate North America,” Policy Briefing No. 4, Millstein Center for Corporate Governance & Performance, Yale School of
Management, 2009.
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contested elections, however, plurality voting remains the most effective voting standards, so all bylaws should specify that the
majority voting standard applies only to uncontested elections.

ANNUAL ELECTIONS / NON-CLASSIFIED BOARD: FOR
A classified, or staggered, board is one in which directors are divided into three “classes” with each director serving three-year
terms. All directors on a non-classified board serve one-year terms and the entire board is re-elected each year. 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.
Studies performed by economists at the SEC and by academics support the view that classified boards are contrary to
shareowner interests, showing negative effects on share value for companies that adopt classified boards. 25 While classified
board proponents cite stability, independence, and long-term strategic risk taking as justification for staggered boards, recent
research has shown little evidence of such benefits. 2627

REQUIRE MAJORITY OF INDEPENDENT DIRECTORS: FOR
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. The most important role
of the board is to objectively evaluate the performance of senior management, so outside directors with relevant, substantial
industry qualifications are most likely to perform well in this role.
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, we 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 nominee who are not independent in those circumstances. Furthermore, SBA supports restricting service on
compensation, audit, and governance/nominating committees to independent outside directors only.
ESTABLISH OR SET MEMBERSHIP OF BOARD COMMITTEES: CASE-BY-CASE
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. 28
Some proposals seek to add committees on specific issues such as risk management, sustainability issues, and even specific
issues such as technology and cybersecurity. When voting on proposals suggesting the establishment of new board
committees, we assess the rationale for the committee and the process for handling discussions and decisions on such topics
currently in place at the company. We support formation of committees that would protect or enhance shareowner rights
when the company’s current practices are failing to do so adequately.

For example, the SEC studied the impact of 649 anti-takeover proposals submitted between 1979 and 1985. The proposals consisted of fair price provisions,
institution of supermajority vote requirements, classified board proposals, and authorization of blank check preferred stock. Stocks within the group showed an
average loss in value of 1.31 percent. The study also found that the proposals were most harmful when implemented at firms that have higher insider and lower
institutional shareholdings.
26
Faleye, Olubunmi, “Classified Boards, Stability, and Strategic Risk Taking.” Financial Analysts Journal, Volume 65, No. 1, 2009. Also see, Lucian A. Bebchuk,
“The Myth That Insulating Boards Serves Long-Term Value,” Columbia Law Review, Vol. 113, October 2013 and Bebchuk, Lucian, Cohen, Alma, and Wang, Charles C.Y.
; “Staggered Boards and the Wealth of Shareholders: Evidence from a Natural Experiment,” Harvard Law School John M. Olin Center Discussion Paper No.
27
, June, 2010; Gompers, Paul A., Joy L. Ishii, and Andrew Metrick, “Corporate Governance and Equity Prices.” National Bureau of Economic Research Working
Paper No. W8449, August 2001; Bates, Thomas W., David A. Becher and Michael L. Lemmon, 2007, “Board Classification and Managerial Entrenchment from the
Market for Corporate Control”, electronic copy available at: http://ssrn.com/abstract=923408; Jiraporn, Pornsit and Yixin Liu, 2008, “Capital Structure, Staggered
Boards, and Firm Value,” Financial Analyst Journal, Volume 64, Number 1.
28
T Aggraval, Reena et al, 2007, “Differences in Governance Practices between US and Foreign Firms: Measurement, Causes, and Consequences”, Charles A. Dice
Center for Research in Financial Economics, Working Paper 2007-14
25
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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. 29 We 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.
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.
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.

CUMULATIVE VOTING: CASE-BY-CASE
Cumulative voting generally is useful to minority shareowners at companies where a large or controlling shareowner or block of
shareowners that may act in concert (such as a family-owned company) exists. It guarantees that minority shareowners will be
able to elect at least one of their preferred candidates to the board of directors, even if the candidate does not win a majority
vote. In contrast, only majority shareowners are guaranteed board representation at companies without cumulative voting.
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.

REIMBURSE SHAREOWNERS FOR PROXY EXPENSES: CASE-BY-CASE
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.

29
In 2004, the Committee of Sponsoring Organizations of the Treadway Commission (COSO) defined Enterprise Risk Management (ERM) as, “a process, effected by
an entity’s board of directors, management and other personnel, applied in strategy setting and across the enterprise, designed to identify potential events that
may affect the entity, and manage risk to be within its risk appetite, to provide reasonable assurance regarding the achievement of entity objectives.”
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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.

CONFIDENTIAL VOTING: FOR
SBA supports greater transparency in election tabulations and the use of independent tabulators and inspectors, and we
support to concept of end-to-end vote confirmation so that shareowners can be confident that their vote was correctly cast
and counted. However, we are respectful of shareowners who may prefer anonymity. In a confidential voting system, only vote
tabulators and inspectors of elections may examine individual proxies and ballots—management and shareholders are given
only voting totals. 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.

MINIMUM STOCK OWNERSHIP: FOR
The SBA typically supports proposals that require directors to own a reasonable minimum amount of company stock. 30 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 noncompliance. The guidelines should identify what compensation types may be considered as ownership and what holdings are
not (such as hedged positions).
NOMINEE QUALIFICATIONS: CASE-BY-CASE
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

30

Executive stock ownership is covered in the executive compensation section of these guidelines.
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amendment. However, SBA does support disclosure of all compensation and payments made by a third-party to nominees or
directors.

LIMITS ON BOARD SERVICE: AGAINST
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. 31

SET BOARD SIZE: CASE-BY-CASE
The voting decision for these proposals depends on who is making the proposal and why. On occasion, management proposals
seek to limit a shareowner’s ability to alter the size of the board, while at the same time, allowing management to increase or
decrease the size of the board at its discretion. Corporate management argues that the purpose of such proposals is to prevent
a dominant shareowner from taking control of the board by drastically increasing the number of directors and electing its own
nominees to fill the newly created vacancies. Other scenarios may include a board’s downsizing in response to business
changes or acquisitions. The SBA generally supports such proposals when a reasonable rationale is presented for the change.
We 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.
REQUIRE MORE NOMINEES THAN BOARD SEATS: AGAINST
SBA opposes shareowner proposals requiring two candidates per board seat. Proxy access is a preferable mechanism for
shareowners to nominate directors when necessary.

DIRECTOR LIABILITY AND/OR INDEMNIFICATION: CASE-BY-CASE (AND ACCORDING TO STATE LAWS)
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 applies to acts
that are more serious violations of fiduciary obligation, such as negligence or violating the duty of care.

SUPPORT SHAREOWNER COMMUNICATIONS WITH THE BOARD: FOR
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:
•
Established a communication structure that goes beyond the exchange requirements to facilitate the exchange of
information between shareowners and members of the board;
•
Disclosed information with respect to this structure to its shareowners;
•
Heeded majority-supported shareowner proposals or a majority withhold vote on a director nominee;

31

Huang, Sterling, “Board Tenure and Firm Performance,” INSEAD Business School, May 2013.
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•

Established an independent chairman or a lead/presiding director. This individual must be made available for periodic
consultation and direct communication with major shareowners.

ADOPT TWO-TIERED (SUPERVISORY/MANAGEMENT) BOARD STRUCTURE: CASE-BY-CASE
Companies in some countries have a two-tiered board structure, comprising a supervisory board of non-executive directors and
a management board with executive directors. The supervisory board oversees the actions of the management board, while
the management board is responsible for the company’s daily operations. At companies with two-tiered boards, shareowners
elect members to the supervisory board only; the supervisory board appoints management board members. In Austria, Brazil,
the Czech Republic, Germany, Peru, Poland, Portugal, and Russia, two-tiered boards are the norm. They are also permitted by
Company law in France and Spain.
The merits of the new structure will be weighed against the merits of the old structure in terms of its ability to represent
shareowners’ interests adequately, provide for optimal governance structure, and also to generate higher shareowner value.
RATIFY ACTIONS TAKEN BY BOARD DURING PAST YEAR: CASE-BY-CASE
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. 32
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.
APPROVE PROPOSED/COMPLETED TRANSACTIONS BETWEEN DIRECTORS AND COMPANY: CASE-BY-CASE
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. We also support reviews of director transactions by independent
committees.

In June 2008, Manifest and Morley Fund Management analyzed governance practices in continental Europe and issued a report that emphasized the country
specific implications of discharging directors. “Directors’ Liability Discharge Proposals: The Implications for Shareowners” stressed that the nature and scope of
directors’ liabilities vary by jurisdiction. “Each market has its own rules, regulations and best practice guidelines against which informed decisions should be
measured and carefully weighed.” One similarity noted in the report was that “in all the markets covered by the study, a failure to grant a discharge from liability
does not have an immediate effect on the liability of directors, but merely leaves the possibility open for the company to initiate an action for liability.”
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INVESTOR PROTECTIONS
Investor protections encompass voting items that impact the ability of shareowners to access information needed to make
prudent decisions about ownership and to exercise their rights to influence the board, election processes, and governance
structure of the company. These items fall into categories relating to audits, disclosures, anti-takeover defenses and vote
related mechanisms. SBA is committed to strong investor rights across all of these domains and will exercise our votes to
protect and strengthen the rights of shareowners in these crucial areas.
While SBA is deferential to the company and board on many issues affecting the operations of the firm whenever prudent, we
are not deferential when it comes to the ability to exercise shareowner responsibilities, which includes monitoring the firm and
the board of directors and acting to support change when it is warranted. We require and therefore will support strong audit
functioning and detailed disclosures in a variety of areas. Strong investor rights, as well as policies that do not allow board
entrenchment, are necessary for investors to protect share value.

Auditors
RATIFICATION OF AUDITORS: CASE-BY-CASE
Most major companies around the world use one of the major international auditing firms to conduct their audits. As such,
concerns about the quality and objectivity of the audit are typically minimal, and the reappointment of the auditor is usually a
routine matter. In the United States, companies are not legally required to allow shareowners to ratify the selection of auditors;
however, a growing number are doing so. Typically, proxy statements disclose the name of the company’s auditor and state
that the board is responsible for selection of the firm.
The auditor’s role in safeguarding investor interests is critical. Independent auditors have an important public trust, for it is the
auditor’s impartial and professional opinion that assures investors that a company’s financial statements are accurate. 33
Therefore, the practice of auditors providing non-audit services to companies must be closely scrutinized. While large auditors
may have internal barriers to ensure that there are no conflicts of interest, an auditor’s ability to remain objective becomes
questionable when fees paid to the auditor for non-audit services such as management consulting, general bookkeeping, and
special situation audits exceed the standard annual audit fees. In addition to ensuring that the auditor is free from conflicts of
interest with the company, it is also important to ensure the quality of the work that is being performed. 34
One of the major threats to high quality financial reporting and audit quality is the risk of material financial fraud. Several
studies have analyzed the nature, extent and characteristics of fraudulent financial reporting, as well as the negative
consequences for investors and management. 35 The studies’ authors noted that auditing standards place a responsibility on
auditors to plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement, whether caused by error or fraud.
SBA generally supports 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. 36 SBA believes all publicly held corporations should rotate
Hollis Ashbaugh-Skaife, et al, The Effect of SOX Internal Control Deficiencies on Firm Risk and Cost of Equity June 10, 2008.
Joseph Carcello & Chan Li, “Costs and Benefits of Requiring an Engagement Partner Signature: Recent Experience in the United Kingdom,” Corporate Governance
Center at the University of Tennessee, Working Paper, 2012. This study found that when an audit partner’s name is included within the audit report, the quality of
the audit increases, along with auditor fees.
35
Mark S. Beasley, Joseph V. Carcello, Dana R. Hermanson, and Terry L. Neal, “An Analysis of Alleged Auditor Deficiencies in SEC Fraud Investigation: 1998-2010,”
University of Tennessee Corporate Governance Center, May 2013. Also see, Committee of Sponsoring Organizations of the Treadway Commission (COSO),
“Fraudulent Financial Reporting: 1998–2007, An Analysis of U.S. Public Companies,” 2010.
36
Jonath Stanley, Auburn University, “Is the Audit Fee Disclosure a Leading Indicator of Clients’ Business Risk?,” American Association of Accountants Quarterly
Journal, 2011. 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. This study examined about 5,000 small sized companies over a seven year period and concluded that rising audit fees were a leading indicator for future
deterioration in financial performance as measured by firms’ return on assets, determined by both earnings and cash flows.
36
Under Rule 10A-3(b)(2) of the Securities Exchange Act of 1934, as amended, the audit committee, “must be directly responsible for the appointment,
compensation, retention and oversight,” of the independent auditor. Section 303A.06 of the New York Stock Exchange Listed Company Manual requires that the
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their choice of auditor’s periodically. Shareowners should be given the opportunity to review the performance of the auditors
annually and ratify the board’s selection of an auditor for the coming year.36
The audit committee should oversee the firm’s interaction with the external auditor and disclose any non-audit fees completed
by the auditor. Audit committees should disclose all factors considered when selecting or reappointing an audit firm,
information related to negotiating auditor fees, the tenure of the current external audit firm, and a description of how the audit
committee oversees and evaluates the work of their external auditor. Serial or significant restatements are potential indications
of a poorly performing auditor, audit committee, or both.
APPOINT INTERNAL STATUTORY AUDITORS (JAPAN, HONG KONG, SOUTH KOREA): FOR
Most votes for auditors in Japan are to approve internal statutory auditors (also known as corporate auditors) rather than
external auditors. Statutory auditors have the right to attend board meetings, although not to vote, and the obligation to
cooperate with the external auditor and to approve its audit. They are required by law to keep board members informed of the
company’s activities, but this has become a largely symbolic function. They do not have the ability to remove directors from
office. Internal auditors serve for terms of four years, and may be renominated an indefinite number of times. While many
investors view statutory auditors in a positive light, they are not substitutes for independent directors.
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.

REMOVE/ACCEPT RESIGNATION OF AUDITORS: CASE-BY-CASE
SBA seeks to ensure auditors have not been pressured to resign in retaliation for their opinions or for providing full disclosure.
AUDITOR INDEMNIFICATION AND LIMITATION OF LIABILITY: CASE-BY-CASE
Auditor indemnification and limitation of liability are evaluated on an individual basis. Factors to be assessed by the SBA
include:

•
•
•
•

the terms of the auditor agreement and degree to which it impacts shareowners’ rights;
motivation and rationale for establishing the agreements;
quality of disclosure; and
historical practices in the audit area.

audit committees of its listed companies satisfy the requirements of Rule 10A-3. As a result of these requirements, audit committee charters normally include the
responsibility for and total discretion to select, evaluate, compensate and oversee the work of any registered public accounting firm engaged in preparing or issuing
audit report(s).
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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. 37 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.

APPROVE ACCOUNTING TRANSACTIONS (OTHER THAN DIVIDEND): CASE-BY-CASE
In many international markets, proposals to approve accounting transfers are common and are often required to maintain
specified balances in accounts as required by relevant market law. Companies are required to keep specific amounts in each of
their reserves. Additionally, companies may, in some instances, be required by law to present shareowners with a special
auditors’ report confirming the presence or absence of any non-tax-deductible expenses, as well as the transfer of these to the
company’s taxable income if applicable. In the absence of any contentious matters, the SBA is generally in favor.

AUDIT FIRM ROTATION, TERM RESTRICTIONS, AND SCOPE OF ENGAGEMENT PROPOSALS: CASE-BY-CASE
These shareowner proposals typically ask companies to adopt practices that are thought to help preserve auditor
independence, such as prohibiting the auditor from providing non-audit services or capping the level of non-audit services
and/or requiring periodic rotation of the audit firm. These practices are expected to help maintain a neutral and independent
auditor by making the auditor’s relationship with the company less lucrative. 38
While term limits may actually result in higher audit fees, the positive impact would be that a new auditor would periodically
provide a fresh look at the company’s accounting practices. A practice of term limits also ensures that the audit won’t see the
company as a never-ending client, and perhaps will be more inclined to flag questionable practices. Despite attracting a lot of
attention, mandatory audit rotation has not been required by regulators or by exchange listing standards. 39 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.

Disclosures
COMPANY REPORTS OR DISCLOSURES: CASE-BY-CASE
Often, shareowner proposals do not request that companies take a specific action, but instead simply request information in
the form of reports or disclosures on their policies or actions. Disclosure requests cover a variety of topics. SBA considers
supporting disclosure requests when there is a reasonable expectation that the information would help investors make better
risk assessments and for topics that cover issues that could have a substantial impact on shareowner value. We evaluate the
company’s existing disclosures on the topic and weigh the benefit from additional disclosures against the cost to the company,
which includes not just the direct cost of compiling information but potential of disclosing sensitive or competitively-damaging
information. For each proposal, the SBA considers whether such information is already publicly provided by the company, and
we do not support redundant proposal requests.

37
U.S. Securities and Exchange Commission, Office of the Chief Accountant: Application of the Commission’s Rules on Auditor Independence – Frequently Asked
Questions, December 13, 2004.
38
Max H. Bazerman, George Loewenstein, and Don A. Moore, “Why Good Accountants Do Bad Audits.” Harvard Business Review, Vol. 80, Issue 11, Nov. 1, 2002.
39
The Conference Board Commission on Public Trust and Private Enterprise, “Corporate Governance: Principles, Recommendations and Specific Best Practice
Suggestions.” Parts 2 and 3, Jan. 9, 2003. PCAOB Concept Release No. 2011-006. August 16, 2011. http://pcaobus.org/Rules/Rulesmaking/Docket037/Release_2011006.pdf. Jackson, Modrich, and Roebuck, “Mandatory Audit Firm Rotation and Audit Quality,” 2007; Chung, H., “Selective Mandatory Rotation and Audit Quality: An
Empirical Investigation of Auditor Designation Policy in Korea,” 2004. Also see, Martinez and Reis, “Audit Firm Rotation and Earnings Management in Brazil,” 2010.
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Common disclosure requests and SBA’s evaluation process:
•
Environmental and sustainability—SBA generally supports proposals seeking greater disclosure of a company’s
environmental practices and contingency plans. We also tend to support greater disclosure of a company’s
environmental risks and liabilities, as well as company opportunities and strengths in this area.
•
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.
•
Energy efficiency—SBA considers the current level of disclosure related to energy efficiency policies, initiatives, and
performance measures; the company’s level of participation in voluntary energy efficiency programs and initiatives;
the company’s compliance with applicable legislation and/or regulations regarding energy efficiency; and the
company’s energy efficiency policies and initiatives relative to industry peers.
•
Water supply and conservation—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.
•
Political contributions and expenditure—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:
o Recent significant controversy or litigation related to the company’s political contributions or governmental
affairs;
o

The public availability of a company policy on political contributions and trade association spending,
including the types of organizations supported;

•

•

•

•

o

The business rationale for supporting political organizations;

o

The board oversight and compliance procedures related to such expenditures of corporate assets.

Operations in protected or sensitive areas—such operations may expose companies to increased oversight and the
potential for associated risk and controversy. 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
operations in protected regions, or the company provides disclosure on its operations and environmental policies in
these regions comparable to industry peers.
Community impact assessments—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.
Supply chain risks—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.
Corporate 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.
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Board members, management and employees with differing backgrounds, experiences and knowledge will enhance
corporate performance. 40

Anti-takeover Defenses
ADVANCE NOTICE REQUIREMENTS FOR SHAREOWNER PROPOSALS/NOMINATIONS: CASE-BY-CASE
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. 41 While the SBA appreciates increased
disclosure of the qualifications of nominees (and incumbents), we disapprove of such requirements if they serve to frustrate
shareowner-proposed nominees.

AMEND BYLAWS WITHOUT SHAREOWNER CONSENT: AGAINST
The SBA does not support proposals giving the board exclusive authority to amend the bylaws. We also discourage board
members from taking such unilateral actions and may withhold votes from board members that do so. Shareowners should be
party to any such decisions, a view supported by Delaware courts where a majority of U.S. firms are domiciled. 42 If unusual
circumstances necessitate such action, at a minimum, unilateral adoption should incorporate a sunset provision or a near-term
window for eventual shareowner approval.

RESTRICT LEGAL RECOURSE METHODS: AGAINST
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. 42 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.
POISON PILLS: AGAINST
Poison pills used to be the most prevalent takeover defense among S&P 500 companies, but their utilization has steadily
declined since 2002. The vast majority of pills were instituted after November 1985, when the Delaware Supreme Court upheld
a company’s right to adopt a poison pill without shareowner approval in Moran v. Household International, Inc. Poison pills are
financial devices that, when triggered by potential acquirers, do one or more of the following: (1) dilute the acquirer’s equity
holdings in the target company; (2) dilute the acquirer’s voting interests in the target company; or (3) dilute the acquirer’s
equity holdings in a post-merger company. Generally, poison pills accomplish these tasks by issuing rights or warrants to
shareowners that are essentially worthless unless triggered by a hostile acquisition attempt. They are often referred to by the
innocuous but misleading name “shareowner rights plans”.

Carter, David A., D’Souza, Frank, Simkins, Betty J., and Simpson, W. Gary, “The Diversity of Corporate Board Committees and Financial Performance,” Oklahoma
State University, 2007. Also see, Mijntje Lückerath-Rovers, “Women on Board and Firm Performance,” April 2010.
41
Weingarten, Marc and Erin Magnor, “Second Generation Advance Notification Bylaws” Harvard Law School Corporate Governance Forum, March 17, 2009.
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Claudia H. Allen, “Delaware Corporations – Can Delaware Forum Selection Clauses in Charters or Bylaws Keep Litigation in the Court of Chancery?,” April 18.
2011. Early adopters of the exclusive forum provision chose to enact bylaw provisions without seeking shareowner approval. However, the Galaviz v. Berg decision
by the U.S. District Court for Northern California provided that Oracle’s exclusive forum provision was unenforceable, in part due to Oracle’s failure to bring the
provision before shareowners.
42
In a March 2010 opinion, the Delaware Court of Chancery provided an opportunity for any Delaware corporation to establish the Court as the exclusive forum for
“intra-entity” corporate disputes, such as claims of breach of fiduciary duty. Such claims have been used to overturn directors’ business judgments on mergers, and
other matters. Subsequently, a number of U.S. companies have decided to bring the exclusive forum provision to a shareowner vote, and others have amended
their charter or by-law provisions.
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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. 43 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.

LIMIT WRITTEN CONSENT: CASE-BY-CASE
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.

LIMIT SPECIAL MEETINGS: CASE-BY-CASE
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 shareowner’s right to call a special meeting.

SUPERMAJORITY VOTE REQUIREMENTS: AGAINST
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. 44 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.

ADOPT SUPERVOTING RIGHTS (“TIME-PHASED VOTING”): AGAINST
Time-phased voting involves the granting of super-voting rights to shareowners who have held their stock for some specified
period of time, commonly for a period of 3-5 years. 45 The practice is intended to be a reward for long-term shareowners and to
make the votes of entities with a short-term focus relatively less effective. However, differential voting rights distort the
commensurate relationship between ownership and voting power, and however well-intentioned, the practice ultimately risks
harm to companies and their shareowners. By undermining the fundamental connection between voting power and economic
interest, it increases risk to investors rather than reducing it. Further, it creates murkiness in the voting process where
transparency is already lacking. While we value our right to vote and at times would even have increased rights under such a
policy as a long-term owner, we do not wish to subvert the economic process for our own benefit, and we are concerned the

Srinidhi, Bin and Sen, Kaustav, “Effect of Poison Pills on Value Relevance of Earnings.”
Ravid, S. Abraham and Matthew I. Spiegel, “Toehold Strategies, Takeover Laws and Rival Bidders.” Journal of Banking and Finance, Vol. 23, No. 8, 1999, pp. 12191242.
45
Under SEC Rule 19c-4, firms are generally prohibited from utilizing several forms of stock that deviate from a one-share, one-vote standard. Such instances include
tracking stocks, different stock classes with asymmetric voting rights (e.g. dual class shares), shares with time-phased voting rights as well as shares of stock with
capped voting or even no rights whatsoever. However, under an amendment to the Rule made in 1994, most U.S. companies are exempted from such restrictions
under particular circumstances.
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practice has potential for significant harm and abuse. We do not endorse any practice that undermines the fundamental link
between ownership and determination: one share, one vote.

LIMIT VOTING RIGHTS: AGAINST
The SBA supports maximization of shareowners’ voting rights at corporations. Any attempts to restrict or impair shareowner
voting rights, such as caps on voting rights, holding period requirements, and restrictions to call special meetings, will be
opposed.

ABSTENTION VOTING TABULATION: CASE-BY-CASE
Abstentions should count for quorum purposes but should be excluded from voting statistics reporting percentages for and
against. Some companies request to count abstentions in with against votes when reporting tabulations. This practice makes
for inaccurate voting statistics and defies the intentions of the shareowners casting their votes. We strongly support abstention
tabulation for matters of quorum satisfaction only.

TABULATING VOTES: CASE-BY-CASE
The SBA supports proposals that allow for independent third parties to examine and tabulate ballots. We support practices of
end-to-end vote confirmation for accuracy and security in casting votes.

ESTABLISH A DISTINCTION FAVORING REGISTERED HOLDERS/BENEFICIAL HOLDERS: AGAINST
An extremely small and shrinking percentage of shareowners hold shares in registered form, nearing only one percent of shares
outstanding. SBA does not believe any preference or distinction in ownership holding mechanism is necessary or useful. We
oppose the adoption of any policy using distinctions among shareowners based on how shares are held.
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CORPORATE STRUCTURE
These proposals seek to make some change in the corporate structure and are often operational in nature. In every case, SBA
makes a decision by considering the impact of the change on the financial value and health of the company, as well as its
impact on shareowner rights. These proposals include corporate restructurings, capital structure changes, changes to the
articles of incorporation and other various operational items. While many of these proposals are considered to be routine, they
are not inconsequential. Some have profound impact on shareowner value and rights. Shareowners should have the
opportunity to approve any issuance of shares or securities that carry equity-like claims or rights. Furthermore, companies may
bundle non-routine items with routine items in an attempt to obtain a more favorable outcome, so the SBA must examine
these proposals on a case-by-case basis. SBA may vote against bundled items in any case if the bundle includes highly negative
components.

MERGERS/ACQUISITIONS/SPINOFFS: CASE-BY-CASE
SBA evaluates these proposals based on the economic merits of the proposal and anticipated synergies or advantages. We 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:
•
Economic merits and anticipated synergies;
•
Independence of board, or special committee, recommending the transaction;
•
Process for identifying, selecting, and negotiating with partners;
•
Independence of financial advisor and financial opinion for the transaction;
•
Tax and regulatory impacts;
•

Corporate governance changes; and • Aggregate valuation of the proposal.

APPRAISAL RIGHTS: FOR
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.

ASSET PURCHASES/SALES: CASE-BY-CASE
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
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•

Non-completion risk.

APPROVE REORGANIZATION OF DIVISION OR DEPARTMENT/ARRANGEMENT SCHEME, LIQUIDATION: CASE-BY-CASE
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.

APPROVE SPECIAL PURPOSE ACQUISITION COMPANY (SPAC) TRANSACTION: CASE-BY-CASE
A SPAC is a pooled investment vehicle designed to invest in private-equity type transactions, particularly leveraged buyouts.
SPACs are shell companies that have no operations at the time of their initial public offering, but are intended to merge with or
acquire other companies. Most SPACs grant shareowners voting rights to approve proposed business combinations. SBA
evaluates these proposals based on their financial impact as well as their impact on shareowners’ ability to maintain and
exercise their rights.

FORMATION OF HOLDING COMPANY: CASE-BY-CASE
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.

APPROVE A “GOING DARK” TRANSACTION: CASE-BY-CASE
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. 46 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.

LEVERAGED BUYOUT (LBO): CASE-BY-CASE
A leveraged buyout is a takeover of a company using borrowed funds, normally by management or a group of investors. Most
often, the target company’s assets serve as security for the loan taken out by the acquiring firm, which repays the loan out of
cash flow of the acquired company. SBA may support LBOs when shareowners receive a fair value including an appropriate
premium over the current market value of their shares.

“Why Do Firms Go Dark? Causes and Economic Consequences of Voluntary SEC Deregistrations,” Christian Leuz, Alexander Triantis and Tracy Wang, Finance
Working Paper Number 155/2007, European Corporate Governance Institute, March 2008.
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When the acquirer is a controlling shareowner, legal rulings have imposed a higher standard of review to ensure that this type
of transaction, referred to as an entire fairness review, is fair to existing shareowners. Typically, investor protections include
review by an independent committee of the board and/or approval by a majority of the remaining shareowners. Whether a
buyout is pursued by a controlling shareowner can impact the valuation and premiums, with one study finding that buyouts in
which an independent committee reviewed the deal terms produced 14 percent higher average premiums for investors. 47
However, deals requiring majority-of-the-minority ratification did not significantly impact the level of premium paid to
investors. Researchers found that the size of the premium paid changed depending on who initiated the transaction, with
significantly lower premiums associated with deals initiated by management. As well, the study’s findings mimic other empirical
evidence demonstrating that ‘go-shop’ provisions, whereby additional bidders are solicited, were ineffective and may be used
to camouflage under-valued management buyouts. 48

NET OPERATING LOSS CARRY-FORWARD (NOL) & ACQUISITION RESTRICTIONS: CASE-BY-CASE
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. We 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.

CHANGE OF CORPORATE FORM (GERMANY, AUSTRALIA, NEW ZEALAND): CASE-BY-CASE
This proposal seeks shareowner approval to convert the company from one corporate form to another. Examples of different
corporate forms include: Inc., LLP, PLP, LLC, AG, SE. The SBA generally votes FOR such proposals, unless there are concerns with
the motivation or financial impact of a change to a firm’s corporate structure.
Public Benefit Corporations (PBC) are for-profit corporations that have also adopted a public benefit purpose embedded in its
certificate of incorporation. This public benefit is intended to have positive effects on a category of person(s), entities, or
communities other than the financial interests of shareowners. When deciding to support or oppose resolutions to convert to a
PBC, expected (or actual) accruals to shareholder value will be the primary consideration. Additionally, the SBA will consider
company-specific characteristics, the stated rationale for such structure, and the impact on shareholders’ rights.

Capital Structure
CHANGE AUTHORIZED SHARE CAPITAL: CASE-BY-CASE
The SBA generally supports authorized share capital increases up to 100 percent of the current number of outstanding shares.
We 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
Matthew Cain, and Steven Davidoff, “Form Over Substance? The Value of Corporate Process and Management Buyouts,” August 2010.
Adonis Antoniades, Charles Calomiris, and Donna M Hitscherich, “No Free Shop: Why Target Companies in MBOs and Private Equity Transactions Sometimes
Choose Not to Buy ‘Go-Shop’ Options,” November 2013; Guhan Subramanian, “Go-Shops vs. No-Shops in Private Equity Deals: Evidence and Implications,” The
Business Lawyer, Volume 63, May 2008.
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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. We 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. 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.

STOCK SPLIT OR REVERSE STOCK SPLIT: FOR
Typically, the 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 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.
DUAL CLASS STOCK: AGAINST
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. 49 A number of academic studies have documented an array of value-destroying effects
stemming directly from dual class share structures. 5051 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. We will
generally support proposals that provide for the disclosure of voting results broken down by share class when dual class
structures exist.
APPROVE GENERAL SHARE ISSUANCE WITH PRE-EMPTIVE RIGHTS: CASE-BY-CASE
General issuance requests under both authorized and conditional capital systems allow companies to issue shares to raise funds
for general financing purposes. Approval of such requests gives companies sufficient flexibility to carry out ordinary business
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activities without having to bear the expense of calling shareowner meetings for every issuance. Pre-emptive rights guarantee
current shareowners the first opportunity to purchase shares of new issuances of stock in the class they own in an amount
proportional to the percentage of the class they already own. 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.
APPROVE GENERAL SHARE ISSUANCE WITHOUT PREEMPTIVE RIGHTS: CASE-BY-CASE
Companies may need the ability to raise funds for routine business contingencies without the expense of carrying out a rights
issue. Such contingencies include, but are not limited to, facilitating stock compensation plans, small acquisitions, or payment
for services. Recognizing that shareowners suffer dilution as a result of issuances, authorizations should be limited to a fixed
number of shares or a percentage of capital at the time of issuance. The SBA generally supports issuance requests without preemptive 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.

APPROVE ISSUE OF PREFERRED SHARES: CASE-BY-CASE
“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. We typically support
issuances without conversion or voting rights when the company demonstrates legitimate financial needs. 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.

RESTRUCTURE/RECAPITALIZE: CASE-BY-CASE
These proposals deal with the alteration of a corporation’s capital structure, such as an exchange of bonds for stock. The SBA is
in favor of recapitalizations when our overall investment position is protected during the restructuring process.
TARGETED SHARE PLACEMENT: CASE-BY-CASE
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.

SHARE REPURCHASE: CASE-BY-CASE
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. We support repurchases only in cases of unusual cash
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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.

DECLARE DIVIDENDS: FOR
Declaring a dividend is a preferred use of cash and method of releasing profits to shareowners. SBA generally supports dividend
declarations unless the payout is unreasonably low or the dividends are not sustainable by reserves and cash flow. Payouts less
than 30 percent of net income for most markets are considered low.

TRACKING STOCK: CASE-BY-CASE
The SBA closely examines the issuance of tracking stock shares, particularly corporate governance rights attached to those
shares. Normally, tracking stock is a separate class of common stock that “tracks” the performance of an individual business of
a company. Tracking stock represents an equity claim on the cash flows of the tracked business as opposed to legal ownership
of the company’s assets. Tracking stock is generally created through a charter amendment and provides for different classes of
common stock, subject to shareowner approval. Due to their unique equity structure, we examine closely all of the following
issues when determining our 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.

APPROVE ISSUE OF BONDS, DEBENTURES, AND OTHER DEBT INSTRUMENTS: FOR
Generally, SBA supports debt issuance of reasonable amounts for the purpose of financing future growth and corporate needs.
Debt issues may also add a beneficial monitoring component, making managers more accountable for corporate performance
because if the company does not perform well financially, the company may not be able to meet its financial obligations.
Studies have also examined the relationship between firms’ capital structure and the quality of their corporate governance
mechanisms, confirming that corporations use debt in place of corporate governance tools. 52 While the SBA recognizes the
need to employ various tools to minimize agency costs and align management interests with shareowner interests,
corporations must not abdicate their corporate governance duties by expanding leverage.
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. We may also support limits on conversion rights to prevent significant
dilution of SBA’s ownership.

PRIVATE PLACEMENTS: CASE-BY-CASE
Private placement is a method of raising capital through the sale of securities to a relatively small number of investors rather
than a public offering. Investors involved in private placement offerings typically include large banks, mutual funds, insurance
companies and pension funds. Because the private placement is offered to a limited number of investors, detailed financial
information is not always disclosed and the need for a prospectus is waived. Moreover, in the United States, the authority does
not have to be registered with the Securities and Exchange Commission. The SBA evaluates private placements on a case-bycase 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.

Marquardt, Carol, “Managing EPS Through Accelerated Share Repurchases: Compensation Versus Capital Market Incentives.” Baruch College-CUNY, September
2007.
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Operational Items
ADJOURN MEETING: CASE-BY-CASE
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 we support that merger or transaction.

TRANSACT OTHER BUSINESS: AGAINST
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 SHAREOWNERS’ MEETING QUORUM REQUIREMENTS: CASE-BY-CASE
SBA supports quorums of a simple majority. We do not support super-majority quorum requirements.

AMEND BYLAWS OR ARTICLES OF ASSOCIATION: CASE-BY-CASE
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. We may not support a bundled proposal that contains a mix of desirable and undesirable features.
NAME CHANGE: FOR
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.

RECEIVE/APPROVE/AMEND REPORTS AND AUDITED ACCOUNTS FOR PREVIOUS FINANCIAL REPORTING PERIODS: CASE-BYCASE
Generally, SBA supports these proposals unless we 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.

CHANGE METHOD OF PREPARING ACCOUNTS/DISTRIBUTING FINANCIAL STATEMENTS TO SHAREOWNERS: CASE-BY-CASE
If the changes have been instituted by a nationwide regulation, they will be approved. Otherwise, they will be carefully
scrutinized to ensure they are not damaging to our interests. For instance, managers may seek to reclassify accounts to
enhance their perceived performance. If this is the case, then managers may earn more in performance-based compensation
without adding actual value to the firm.

ADOPT OR CHANGE STAKE DISCLOSURE REQUIREMENT(S): CASE-BY-CASE
Proposals may be submitted to conform to recent changes in home market disclosure laws or other regulations. However,
proposed levels that are below typical market standards are often only a pretext for an anti-takeover defense. Low disclosure
levels may require a greater number of shareowners to disclose their ownership, causing a greater burden to shareowners and
to the company. Positions of more than five percent are significant, however, and would be supported by SBA.
ACCESS TO PRELIMINARY VOTING TABULATIONS CONCERNING SHAREOWNER PROPOSALS: CASE-BY-CASE
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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.

RESTRICT INTER-SHAREOWNER COMMUNICATIONS: AGAINST
The ability to dialogue assists shareowners in seeing each other’s perspective and helps owners exercise their rights in a free,
capitalist market. SBA would not typically support restrictions beyond those of market regulators. In U.S. markets, the SEC has
established enforceable guidelines that govern communications from shareowners or other parties for the purposes of
soliciting proxies or pursuing corporate takeover measures.

CHANGE DATE OF FISCAL YEAR-END: FOR
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.

AUTHORIZE DIRECTORS TO MAKE APPLICATION FOR ONE OR MORE EXCHANGE LISTINGS: FOR
SBA generally supports proposals to authorize secondary share listings, absent evidence that important shareowner rights will
not be harmed or restricted to an unreasonable extent. Secondary listings may provide additional funding in other capital
markets and/or increase share liquidity.

SET OR CHANGE DATE OR PLACE OF ANNUAL MEETING: FOR
Flexibility is necessary in time and location of board meetings. As such, the SBA typically supports proposals that provide
reasonable discretion to the board for scheduling a shareowner meeting. SBA would not support changes if their impact is
expected to inhibit participation by shareowners.

CHANGE/SET PROCEDURE FOR CALLING BOARD MEETINGS: CASE-BY-CASE
The SBA embraces full disclosure regarding the procedures for calling board meetings. Therefore, we typically vote FOR
improvements in these procedures and the disclosure of these procedures.
ALLOW DIRECTORS TO VOTE ON MATTERS IN WHICH THEY ARE INTERESTED: CASE-BY-CASE
Generally, SBA does not support these proposals unless it is shown that the directors’ interests are not material or the proposal
conforms to federal regulations or stock exchange requirements.

CHANGE QUORUM REQUIREMENT FOR BOARD MEETINGS: CASE-BY-CASE
SBA may support reasonable changes in quorum requirements for board meetings. We would not support a quorum of less
than fifty percent.
REINCORPORATION TO A DIFFERENT STATE: CASE-BY-CASE
Corporations may change the state in which they are incorporated as a way of changing minimum or mandatory governance
provisions. A corporation having no business contacts or connections in a state may nonetheless choose that state as its place
of incorporation and that state’s laws will determine certain aspects of its internal governance structure. The ability of
corporations to choose their legal domicile has led many states to compete for revenue from corporate fees and taxes by
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enacting management-friendly incorporation codes. This competition has encouraged states to support an array of
antitakeover devices and provide wide latitude in restricting the rights of shareowners.
Many companies changed their state of incorporation to Delaware since the 1980s because they viewed it as having a
predictable and favorable legal climate for management. In 2007, North Dakota changed its laws of incorporation in an effort to
create an environment of corporate governance best practices and strong shareowner rights. 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. 53
OFFSHORE REINCORPORATION: CASE-BY-CASE
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.

CONTROL SHARE ACQUISITION PROVISIONS: CASE-BY-CASE
Control share acquisition statutes function by denying shares their voting rights when they contribute to ownership in excess of
certain thresholds. Voting rights for those shares exceeding set ownership limits may only be restored by approval of either a
majority or supermajority of disinterested shares. Thus, control share acquisition statutes effectively require a hostile bidder to
put its offer to a shareowner vote or risk voting disenfranchisement if the bidder continues buying up a large block of shares.
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: FOR
Control share cash-out statutes give dissident shareowners the right to “cash-out” of their position in a company at the expense
of the shareowner who has taken a control position. When an investor crosses a preset threshold level, the remaining
shareowners are given the right to sell their shares to the acquirer, who must buy them at the highest acquiring price. SBA
typically supports proposals to opt out of control share cash-out statutes.

OPT-OUT OF DISGORGEMENT PROVISIONS: FOR
Disgorgement provisions require an acquirer or potential acquirer of more than a certain percentage of a company’s stock to
disgorge (or pay back) to the company any profits realized from the sale of that company’s stock purchased 24 months before
achieving control status. All sales of company stock by the acquirer occurring within a certain period of time (between 18
months and 24 months) prior to the investor’s gaining control status are subject to these recapture-of-profits provisions. SBA
supports proposals to opt out of state disgorgement provisions.
ANTI-GREENMAIL: FOR
Greenmail payments are targeted share repurchases by management of company stock from individuals or groups seeking
control of the company. They are one of the most wasteful entrenchment devices available to management. Since only the
hostile party receives payment, usually at a substantial premium over the market value of his shares, the practice is
discriminatory to all other shareowners of the company. With greenmail, management transfers significant sums of corporate
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cash to one entity for the purpose of fending off a hostile takeover. SBA supports proposals to adopt anti-greenmail charter or
bylaw amendments or otherwise restrict a company’s ability to make greenmail payments.

FAIR PRICE AND SIMILAR PROVISIONS IN TWO-TIERED TENDER OFFERS: CASE-BY-CASE
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.
FAIR PRICE PROVISION: CASE-BY-CASE
Fair price provisions are a variation on standard supermajority voting requirements for mergers, whereby shareowners vote
before a significant business combination can be affected. Fair price provisions add a third option, allowing a bidder to
consummate a merger without board approval or a shareowner vote as long as the offer satisfies the price requirements
stipulated in the provision. Fair price provisions are normally adopted as amendments to a corporation’s charter. The provisions
normally include a super majority lock-in, a clause requiring a super majority shareowner vote to alter or repeal the provisions
itself. We typically support management proposals to adopt a fair price provision, as long as the shareowner vote requirement
imbedded in the provision is no more than a majority of the disinterested shares. We generally support shareowner proposals
to lower the shareowner vote requirement imbedded in existing fair price provisions.

OPT OUT OF ANTI-TAKEOVER LAW: FOR
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. We support proposals to opt out of
state anti-takeover laws.
APPROVE STAKEHOLDER PROVISIONS: AGAINST
Stakeholder provisions or laws permit directors to weigh the interests of constituencies other than shareowners, including
bondholders, employees, creditors, customers, suppliers, the surrounding community, and even society as a whole, in the
process of corporate decision making. The SBA does not support proposals for the board to consider non-shareowner
constituencies or other nonfinancial effects when evaluating making important corporate decisions, such as a merger or
business combination.
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.
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COMPENSATION
Compensation is an area that merits particular oversight from investors, as it exemplifies the delicate principal-agent
relationship between shareowners and directors. Directors create compensation plans, often with the assistance of
compensation consultants, which aim to motivate performance and retain management. Ultimately, it is the shareowners that
bear the cost of these plans, and as average compensation packages have climbed steadily in value in recent years,
shareowners have concern over the level of pay, the lack of disclosure, the role of compensation advisers, and the loyalty of
board members to shareowners’ interests over those of management. Voting against plans with exorbitant pay or poor design
is an important shareowner duty, and engagement with companies on their plans and features is a meaningful way for
shareowners to protect value and contribute to oversight of their agents. 54

ADOPT OR AMEND STOCK AWARD OR OPTION PLAN: CASE-BY-CASE
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, we 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. 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.
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. 55 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;56,56 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.
When making voting decisions, we 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. We may vote against compensation plans for the following reasons:
•
High compensation levels on an absolute or peer-relative basis
•
Disconnect between pay and performance
•
Poor disclosure of performance metrics, thresholds, and targets
•
Heavy reliance on time-based instead of performance-based vesting
•
Imbalance between long-term and short-term incentive program payments
•
Large guaranteed payments
•
Failure to modify compensation award metrics for accounting adjustments or the impact of stock
repurchases (buybacks)
CFA Centre for Financial Market Integrity, “The Compensation of Senior Executives at Listed Companies: A Manual for Investors,” 2007.
Bizjak, M. John, Lemmon, L. Michael, and Naveen, Lalitha. 2000 “Has the Use of Peer Groups Contributed to Higher Pay and Less Efficient Compensation?” 56
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•
•
•
•
•
•
•
•
•
•
•

“Long-term” plans with overly short performance measurement and payout periods
Excessive severance or single-trigger change-in-control packages
Plans that cover non-employee consultants or advisors
Inappropriate peer group selections resulting in out-sized or misaligned pay
Excessive perquisites
Lack of stock ownership guidelines for executives
Tax gross-ups, evergreen issues, or option repricing practices are permitted
Accelerated or unreasonable vesting provisions
Dividend payments are made or allowed to accrue on unvested or unearned awards
Lack of an independent compensation committee or egregious consultant practices
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.

ADVISORY VOTE ON EXECUTIVE COMPENSATION: CASE-BY-CASE
Say-on-pay votes are required in several markets, including the U.S., U.K., Australia, the Netherlands, Sweden, Norway, and
Spain. These advisory votes allow investors to provide feedback on the administration of a company’s pay program, typically on
an annual basis (though in some markets, investors of some companies have voted for lesser frequencies of two or three
years). Say-on-pay advisory votes add value because investors can seek accountability if the administration of an approved plan
proves to be poor. The combination of compensation plan votes and annual say-on-pay advisory votes allow investors to
approve the plans and still weigh in on the actual administration of those plans on a regular basis. SBA uses similar criteria for
evaluating say-on-pay proposals as detailed in the “Adopt or amend stock incentive plan” guideline.
ADOPT BONUS 162(M) PLAN (U.S.): CASE-BY-CASE
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. 57 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.

ADOPT OR AMEND EMPLOYEE STOCK PURCHASE PLAN: CASE-BY-CASE
Employee stock purchase plans (ESPP) are normally broad-based equity plans that allow employees to purchase stock via
regular payroll deductions, often at a reduced price. Equity-based compensation can be a useful tool in aligning the interests of
management and employees with those of the shareowners. ESPPs provide low cost financing for corporate stock and can
improve employee productivity, both of which should, in theory, lead to increased shareowner value. Numerous studies
favorably link ESPPs with improved corporate performance.59 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.
LINKING PAY WITH PERFORMANCE: CASE-BY-CASE
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. We are less likely to support proposals that require metrics that are a degree removed from ultimate performance
57
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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.

OPTION REPRICING: CASE-BY-CASE, TYPICALLY AGAINST
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.

RECOUP BONUSES OR INCENTIVE COMPENSATION THROUGH CLAWBACK PROVISIONS: CASE-BY-CASE
Most commonly, clawback provisions address situations where the company’s restated financial statements show that an
executive did not achieve the performance results necessary for the executive to receive a bonus or incentive compensation.
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.
DISCLOSURE OF WORK BY COMPENSATION CONSULTANTS: FOR
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. The Dodd-Frank Wall Street Reform and Consumer Protection Act of
2010 requires that compensation committees analyze the independence of their compensation consultants and advisers and
disclose any conflicts of interest concerning such consultants and advisers. Item 407(e)(3)(iv) of Regulation S-K codifies the
SEC’s proxy disclosure requirement with respect to compensation consultant conflicts of interest, applicable to proxies filed in
2013 and thereafter. 58 Compensation committees are required to assess whether the consultant’s work raises any conflicts of
interest and, if so, disclose to investors information about the nature of any such conflict and how the conflict is being
addressed.
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.

RESTRICT EXECUTIVE PAY: CASE-BY-CASE
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
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compensation and performance have been reasonable and in line with that of peers, SBA is unlikely to support proposals
seeking an arbitrary cap.

HEDGING AND PLEDGING COMPANY STOCK: CASE-BY-CASE
Companies are increasingly adopting policies that prohibit insiders, such as board directors and senior executives, from hedging
the value of their company equity or pledging company shares as collateral to margin accounts. Hedging is a strategy to offset
or reduce the risk of price fluctuations for an asset or equity. Stock‐based compensation or open-market purchases of company
stock should serve to align executives’ or directors’ interests with shareowners. Hedging of company stock through a covered
call, ‘cashless’ collar, forward sale, equity swap, or other derivative transactions can sever the alignment with shareowners’
interests. Some researchers have found negative stock price performance associated with certain hedging activities. 59 Pledging
of company stock as collateral for a loan may have a detrimental impact on shareowners if the officer or director is forced to
sell company stock, for example, to meet a margin call. The forced sale of significant amounts of company stock may negatively
impact the company’s stock price and may also violate a company’s insider trading policies and 10b5-1 trading plans. In
addition, pledging of shares may be utilized as part of hedging or monetization strategies that could potentially immunize an
executive against economic exposure to the company’s stock, even while maintaining voting rights. Such strategies may also
serve to significantly alter incentives embedded within long-term compensation plans. 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.

PROHIBIT TAX GROSS-UPS: FOR
Tax gross-ups are reimbursements to senior executives paid by the company to cover an executive’s tax liability. Tax gross-ups
are an unjustifiably costly practice to shareowners; it generally takes at least $2.50 and as much as $4 to cover each $1 of excise
tax that must be “grossed-up.” 60 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.
REQUIRE SUPERMAJORITY OF INDEPENDENT BOARD MEMBERS TO APPROVE CEO COMPENSATION: AGAINST
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.

MANDATORY HOLDING PERIODS: CASE-BY-CASE
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.
EXECUTIVE SEVERANCE AGREEMENTS OR GOLDEN PARACHUTES: CASE-BY-CASE
SBA examines a variety of factors that influence the voting decision in each circumstance, such as:
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•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;
•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; • The scope of change in control
agreement as it relates to the nature of the transaction;
•The use of tax gross-ups;
•Features that allow accelerated vesting of prior equity awards or automatic removal of performance-based conditions for vesting awards;
•For new or outside executives, the lack of sunset provisions; and
•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. 61
Some executives may receive provision for severance packages, vested shares, salary, bonuses, perquisites and pension
benefits even after death. 62 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.

SUPPLEMENTAL EXECUTIVE RETIREMENT PLANS (SERPS): CASE-BY-CASE
SERPs are non-qualified, executive-only retirement plans under which the company provides an additional retirement benefit to
supplement what is offered under the employee-wide plan where contribution levels are capped. SERPs are different from
typical qualified pension plans in two ways. First, they do not receive the favorable tax deductions enjoyed by qualified plans.
The company pays taxes on the income it must generate in order to pay the executive in retirement. Therefore, some critics
contend that the executive’s tax obligation is shifted to the company. Second, SERPs typically guarantee fixed payments to the
executive for life. Unlike defined contribution plans, SERPs transfer the risk of investment performance entirely to the firm.
Even if the company or its investment performs poorly, the executive is entitled to receive specified stream of payments. 63 SBA
may support proposals to limit their 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.

Lucian A Bebchuk, Alma Cohen, and Charles C. Y. Wang, “Golden Parachutes and the Wealth of Shareholders,” Harvard Law and Economics Discussion Paper No.
683 (October 2012).
62
“Companies Promise CEOs Lavish Posthumous Paydays,” Wall Street Journal, June 10, 2008.
63
Bebchuk, Lucian Arye and Fried, Jesse M., “Pay without Performance: Overview of the Issues” . Journal of Corporation Law, Vol. 30, No. 4, pp. 647-673, 2005.
61

Also see Bebchuk, Lucian A., Cohen, Alma, and Spamann, Holger, “The Wages of Failure” (Working Draft, November 22, 2009).
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PRE-ARRANGED TRADING PLANS (10B5-1 PLANS): CASE-BY-CASE
The SBA generally supports proposals calling for certain principles regarding the use of prearranged trading plans (10b5-1 plans)
for executives. These principles include:
•
Adoption, amendment, or termination of a 10b5-1 Plan are disclosed within two business days in a Form 8-K;
•
Amendment or early termination of a 10b5-1 Plan is allowed only under extraordinary circumstances, as determined
by the board;
•
Multiple, overlapping 10b5-1 plans should be prohibited;
•
Plans provide that ninety days must elapse between adoption or amendment of a 10b5-1 Plan and initial trading
under the plan;
•
Reports on Form 4 must identify transactions made pursuant to a 10b5-1 Plan;
•
An executive may not trade in company stock outside the 10b5-1 Plan; and
•
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.

DIRECTOR COMPENSATION: CASE-BY-CASE
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; therefore, SBA does not support retirement benefits for non-employee directors. We
encourage stock ownership by directors and believe directors should own an equity interest in the companies upon which
boards they are members. However, we do not support a specific minimum or absolute ownership levels.
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BUSINESS CONDUCT
SBA often engages with companies outside of the proxy voting process, speaking directly to corporate and board
representatives about business conduct decisions relevant to shareowner value, such as in the guidelines discussed below.
Most of the guidelines in this section cover proposals that are submitted by shareowners rather than management, but these
issues impact the majority of companies regardless of whether they have had shareowner proposals submitted. Therefore,
engagement is an extremely effective and important tool for mitigating the widespread and systematic risks inherent in these
issues.
SBA considers the vote on these proposals to be an important part of the communication process with management. We
support these proposals when their adoption seems prudent in light of the current circumstances and the proposed actions
may reasonably be considered to have a cost-effective, protective impact on shareowner value. These topics cover risks such as
product safety, environmental impact, and human rights abuses—areas where investors have experienced significant share
value losses over time due to missteps in management of these risks. It is our fiduciary duty to engage companies and make
prudent voting decisions in the presence of substantial risks, by supporting reasonable proposals and maintaining a dialogue
with companies on these topics.

PRODUCT SAFETY: CASE-BY-CASE
Inadequate product safety standards can be catastrophic to brand and market value through lost sales, fines and legal liability.
Failure to implement effective safety standards, and to enforce them throughout the supply chain, creates a risk that is difficult
to overstate. 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.
FACILITY SAFETY (NUCLEAR AND CHEMICAL PLANT SAFETY): CASE-BY-CASE
Resolutions requesting that companies report on risks associated with their operations and/or facilities are examined on a caseby-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.

ANIMAL TESTING AND WELFARE POLICIES: CASE-BY-CASE
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.
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ENERGY AND ENVIRONMENT: CASE-BY-CASE
In conjunction with the Ceres principles 64, we are in favor of reasonable proposals for companies taking actions toward energy
conservation and environmental solutions. We 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.

Marketing, Sales, and Business Policies
RESTRICTIONS ON PRODUCT SALES, PRICING AND MARKETING: CASE-BY-CASE
Absent compelling arguments that product marketing or pricing has potential to cause damage such as through increased
liability or reputational concern, SBA generally allows management to determine appropriate business strategies and marketing
tactics.

PRIVACY AND CENSORSHIP: CASE-BY-CASE
As technology has changed, consumers have become more dependent on products that generate significant amounts of
personal data, raising concerns over susceptibility to both government surveillance and invasive corporate marketing. In some
markets, freedom to access information on the internet is impaired by government decree. Shareowners may make proposals
asking companies to limit their own use of consumer-generated data or prohibit access to the data by other entities, such as
governments. Proposals may also ask companies to cease certain business lines in countries where governments demand
access to the data or the blocking of certain information. Such restrictions may not only violate human rights, but they also
decrease the quality of service provided by companies and threaten the integrity of the industry as a whole. Proposals may also
ask companies to provide reports on their practices and policies related to these concerns.
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.

OPERATIONS IN HIGH RISK MARKETS: CASE-BY-CASE
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 re-porting 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 §215.471(2) of Florida Statutes, the SBA votes against all
proposals advocating increased United States trade with Cuba, Syria or Venezuela, 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:
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•Compliance with Florida state law;
•Compliance with U.S. sanctions and laws;
•Consideration of other international policies, standards, and laws;
•The nature, purpose, and scope of the operations and business involved that could be affected by social or politi-cal
disruption;
•Current disclosure of applicable risk assessments and risk management procedures; and
•Whether the company has been recently involved in significant controversies or violations in high-risk markets.
CONFLICT MINERALS: CASE-BY-CASE
As a part of the 2010 Dodd-Frank Wall Street Reform and Consumer Protection Act, the SEC mandates that public companies
using ‘conflict minerals’ annually report on the scope of their due diligence of their suppliers, in addition to making disclosures
about any payments made to foreign governments for the acquisition or production of these resources. SBA evaluates the
scope of proposals going beyond the reports required by the SEC, as well as the economic rationale, and compares it to the
expected compliance costs in making a voting decision.
POLITICAL NEUTRALITY: CASE-BY-CASE
These resolutions call for companies to maintain political neutrality. They may also propose that appearance of coercion in
encouraging its employees to make political contributions be avoided. The SBA examines proposals requesting the company to
affirm political non-partisanship in the workplace on a case-by-case basis. We generally vote against such resolutions provided
that the company is in compliance with laws governing corporate political activities and the company has procedures in place
to ensure that employee contributions to company-sponsored political action committees (PACs) are strictly voluntary and not
coercive.

Codes of Conduct
CODES OF CONDUCT: CASE-BY-CASE
Workplace codes of conduct are designed to safeguard workers’ rights in the international marketplace. Advocates of
workplace codes of conduct encourage corporations to adopt global corporate standards that ensure minimum wages and safe
working conditions for workers at in developing countries. U.S. companies that outsource portions of their manufacturing
operations to foreign companies are expected to ensure that the products received from those contractors do not involve the
use of forced labor, child labor, or sweatshop labor. A number of companies have implemented vendor standards, which
include independent monitoring programs with respected local human rights and religious organizations to strengthen
compliance with international human rights norms. Failure to manage the risks to workers’ safety and human rights can result
in boycotts, litigation and stiff penalties.
When compliance is deemed necessary, SBA favors incorporation of operational monitoring, code enforcement, and robust
disclosure mechanisms. 65 SBA prefers to see companies with supply-chain risks proactively engage an independent monitoring
organization to provide objective oversight and publicly disclose such evaluation.
NORTHERN IRELAND (MACBRIDE PRINCIPLES): FOR
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.

“Incorporating Labor and Human Rights Risk into Investment Decisions.” Aaron Bernstein, Harvard Labor and Worklife Program, Occasional Paper Series No. 2,
September, 2008.
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HOLY LAND PRINCIPLES: CASE-BY-CASE
SBA supports proposals that seek to end discrimination and underrepresentation in the workplace based on national, racial,
ethnic and religious affiliations. When companies cannot reasonably show they are taking steps to accomplish this goal, SBA
will support shareowner proposals seeking compliance with these principles.
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MUTUAL FUND VOTING
Like shareowners of publicly-held corporations, shareowners of mutual funds are allowed a voice in fund governance. While
some funds proscribe annual meetings in their charter documents, all funds must call special meetings of shareowners to
amend substantive governance matters such as board composition, investment advisory agreements, distribution agreements,
and changes to fundamental investment restrictions. To this end, mutual fund managers issue and solicit proxies similar to the
way that stock corporations do.
Mutual fund proxies raise issues that differ substantially from those found in the proxies of public companies. Though mutual
fund proxy holders are also frequently asked to elect trustees and ratify auditors, most of the other agenda items are related to
the special nature of this type of security. As with elections of directors of corporations, it is preferable to see mechanisms that
promote independence, accountability, responsiveness, and competence in regards to the mutual fund. There is evidence
demonstrating a positive link between the quality of a mutual fund’s board and its future performance and Sharpe ratio. 66
SBA’s voting approach on mutual fund resolutions is similar to that of our approach on publicly-traded company resolutions in
that votes are cast with an intention of maximizing value and preserving or enhancing investor rights.
Fund Objective and Structure
The principal investment strategy identifies the financial market asset class or sub-sector in which the fund typically invests, e.g.
the fund normally invests at least eighty percent of its assets in stocks included in the S&P 500. A fundamental investment
restriction identifies prohibited activities, e.g. the fund may not invest more than twenty-five percent of the value of its total
assets in the securities of companies primarily engaged in any one industry.
Beyond a fund’s investment objectives, fund structure may also affect shareowner value. The majority of investment funds are
open-end investment companies, meaning that they have no set limit on the number of shares that they may issue. A change in
fee structure or fundamental investment policy requires the approval of a majority of outstanding voting securities of the fund,
which under the Federal Investment Company Act of 1940 is defined as the affirmative vote of the lesser of either sixty-seven
percent or more of the shares of the fund represented at the meeting, if at least 50 percent of all outstanding shares are
represented at the meeting, or fifty percent or more of the outstanding shares of the fund entitled to vote at the meeting.
Failure to reach this “1940 Act majority” subjects the funds to additional solicitation and administrative expenses.

ELECTION OF DIRECTORS: CASE-BY-CASE
Similar to the election of directors of corporations, it is preferable to see mechanisms that promote independence,
accountability, responsiveness, and competence within the mutual fund. Votes on director nominees should be determined on
a case-by-case basis, considering the following factors:
•
Director independence and qualifications, including relevant skills and experience;
•
Past performance relative to its peers;
•
Board structure;
•
Attendance at board and committee meetings ;
•
Number of mutual funds’ boards and/or corporate boards (directorships) upon which a nominee sits; and
•
If a proxy contest, Strategy of the incumbents versus the dissidents.
SBA typically withholds votes from directors if:
•
They’ve attended less than 75 percent of the board and committee meetings without a valid reason for the absences;
•
They’ve ignored a shareowner proposal that was approved by a majority of the shares voting;
•
They are non-independent directors and sit on the audit or nominating committees;

Carl R. Chen and Ying Huang, “Mutual Fund Governance and Performance: A Quantile Regression Analysis of Morningstar’s Stewardship Grade,” Corporate
Governance: An International Review, 2011, 19(4): 311-333.
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•
•

They are non-independent directors, and the full board serves as the audit or nominating committee, or the company
does not have one of these committees; or
The audit committee did not provide annual auditor ratification, especially in the case of substantial non-audit fees or
other poor governance practices.

CONVERTING CLOSED-END FUND TO OPEN-END FUND: CASE-BY-CASE
The SBA evaluates conversion proposals on a case-by-case basis, considering the following factors:
•
Rationale for the change;
•
Past performance as a closed-end fund;
•
Market in which the fund invests;
•
Measures taken by the board to address the discount; and
•
Past shareowner activism, board activity, and votes on related proposals.
INVESTMENT ADVISORY AGREEMENTS: CASE-BY-CASE
Votes on investment advisory agreements are determined by considering the following factors:
•
Proposed and current fee schedules;
•
Fund category/investment objective;
•
Performance benchmarks;
•
Share price performance as compared with peers;
•
Resulting fees relative to peers; and
•
Assignments (where the advisor undergoes a change of control).
When considering a new investment advisory agreement or an amendment to an existing agreement, the proposed fee
schedule should be compared with those fees paid by funds with similar investment objectives. Any increase in advisory fees of
more than 10 percent of the prior year’s fees are judged to determine the long-term impact on shareowner value, and
management must offer a detailed, specific and compelling argument justifying such a request.

APPROVE NEW CLASSES OR SERIES OF SHARES: FOR
The SBA generally votes FOR the establishment of new classes or series of shares. Boards often seek authority for a new class or
series of shares for the fund to grow the fund’s assets. The ability to create classes of shares enables management to offer
different levels of services linked to the class or series of shares that investors purchase. Also, fee structures can be varied and
linked to the series of shares, which allows investors to choose the purchasing method best suited to their needs. The board
can use separate classes and series of shares to attract a greater number of investors and increase the variety of services
offered by the fund.

CHANGE FUND’S INVESTMENT OBJECTIVE OR CLASSIFICATION: CASE-BY-CASE
Votes on changes in a fund’s objective or classification are determined on a case-by-case basis, considering the following
factors:
•
Potential competitiveness;
•
Current and potential returns;
•
Risk of concentration; and
•
Consolidation in target industry.
AUTHORIZE THE BOARD TO HIRE OR TERMINATE SUB-ADVISORS WITHOUT SHAREOWNER APPROVAL: AGAINST
SBA generally opposes proposals authorizing the board to hire or terminate sub-advisors without shareowner approval.
Typically, the management company will seek authority, through the investment advisor, to hire or terminate a new subadvisor, modify the length of a contract, or modify the sub-advisory fees on behalf of the fund. These investment decisions are
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normally made with majority shareowner approval, as determined by Section 15 of the Investment Company Act of 1940.
However, funds may apply to the SEC for exemptions to this rule, and the SEC often grants these exemptions. These
exemptions are usually structured so that they do not apply to the investment sub-advisory agreement that is in place at the
time, but apply to any future sub-advisory agreement into which the fund enters.

MERGERS: CASE-BY-CASE
The SBA generally evaluates mergers and acquisitions on a case-by-case basis, determining whether the transaction enhances
shareowner value by giving consideration to:
•
Resulting fee structure;
•
Performance of both funds;
•
Continuity of management personnel; and
•
Changes in corporate governance and the impact on shareowner rights.
CHANGE DOMICILE: CASE-BY-CASE
The SBA votes on fund re-incorporations on a case-by-case basis by considering the regulations and fundamental policies
applicable to management investment companies in both states. Shareowner rights can be particularly limited in certain states,
including Delaware, Maryland, and Massachusetts. 67

AMENDMENTS TO THE CHARTER: CASE-BY-CASE
The SBA votes on changes to the charter document on a case-by-case basis, considering the following factors:
•
The potential impact and/or improvements, including changes to competitiveness or risk;
•
The standards within the state of incorporation; and
•
Other regulatory standards and implications.
The SBA generally opposes of the following changes:
•
Removal of shareowner approval requirement to reorganize or terminate the trust or any of its series;
•
Removal of shareowner approval requirement for amendments to the new declaration of trust;
•
Removal of shareowner approval requirement to amend the fund’s management contract, allowing the contract to
be modified by the investment manager and the trust management, as permitted by the 1940 Act;
•
Allow the trustees to impose other fees in addition to sales charges on investment in a fund, such as deferred sales
charges and redemption fees that may be imposed upon redemption of a fund’s shares;
•
Removal of shareowner approval requirement to engage in and terminate sub-advisory arrangements; and
•
Removal of shareowner approval requirement to change the domicile of the fund.
•
SHAREOWNER PROPOSALS TO ESTABLISH DIRECTOR OWNERSHIP REQUIREMENT: CASE-BY-CASE
The SBA generally favors the establishment of a director ownership requirement and considers a director nominee’s investment
in the fund as a critical factor in evaluating his or her candidacy. This decision should be made on an individual basis and not
according to an inflexible standard. If the director has invested in one fund of the family, he/she is considered to own stock in
the fund.
SHAREOWNER PROPOSALS TO TERMINATE INVESTMENT ADVISOR: CASE-BY-CASE
Votes on shareowner proposals to terminate the investment advisor considering the following factors:
•
Performance of the fund;
•
The fund’s history of shareowner relations; and
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Lucian Bebchuk and Alma Cohen, “Firms’ Decisions Where to Incorporate.” National Bureau of Economic Research Working Paper 9107, August 2002.
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•

Performance of other funds under the advisor’s management.

ASSIGN TO THE USUFRUCTUARY (BENEFICIARY), INSTEAD OF THE TRUSTEE, THE VOTING RIGHTS APPURTENANT TO SHARES
HELD IN TRUST: CASE-BY-CASE
The SBA votes against if the company assigns voting rights to a foundation allied to management.

SHAREOWNER PROPOSALS TO ADOPT A POLICY TO REFRAIN FROM INVESTING IN COMPANIES THAT SUBSTANTIALLY
CONTRIBUTE TO GENOCIDE OR CRIMES AGAINST HUMANITY: CASE-BY-CASE
The SBA will evaluate such proposals with an adherence to the requirements and intent of Florida law, including but not limited
to the Protecting Florida’s Investments Act, which prohibits investment in companies involved in proscribed activities in Sudan
or Iran, and other laws covering companies with policies on or investments in countries such as Cuba, Northern Ireland, and
Israel.
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Equity markets concluded 2021 on a high note, led by a surging
Q4 return of 9.25% in the U.S. Returns for the calendar year
were incredibly strong, however Emerging Markets lagged.
In Q4 Information Technology, Utilities and Real Estate were the
top performing sectors, with Communication Services lagging.
For 2021 Energy was far and away the clear leader (up 38%),
with IT, Financials and Real Estate also posting high returns.
Investors continued to debate inflation, interest rates, central
bank strategies and valuations.

Note: As of December 31, 2021. Based on MSCI ACWI IMI for regional and sector returns. Factor returns are compared to the MSCI ACWI benchmark.
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Note: All returns through 12/31/2021. Inception 7/1/10. Benchmark is Custom Iran Sudan Free MSCI ACWI IMI Index. Realized Risk is compared to prior 1 year Predicted Risk.

Active Strategy Performance Summary
Excess Returns by Aggregate

What Happened

Weight (% of
Asset Class)
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The aggregate lagged as stocks that surged during the pandemic sold
off sharply, and due to underperforming value managers. Stock
selection in Health Care and Consumer Staples detracted.
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An overweight to high growth securities within Communication
Services notably detracted.
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Return was relatively neutral in Q4 as positive U.S dollar exposure was
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Avoiding the most speculative biotechnology stocks was a significant
contributor. Positive tilts towards value and low volatility factors
proved beneficial.
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Strong active performance continued in this restructured aggregate
on the back of positive stock selection in the Health Care,
Communication Services and Industrials sectors.
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Q4 Performance Drivers
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Note: All returns through 12/31/2021. 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
• Continued to implement structural enhancements
– Funded three dedicated Global Strategies in Q4 2021

• Enhanced process to identify non-traditional opportunistic strategies
that add alpha and/or diversification to the Global Equity asset class
• Asset Class Structure Review to be completed by consultant
Provide Liquidity
• Global Equity continues to be a significant provider of liquidity to
support beneficiary payments
– Raised $1.1 billion in Q4 2021 and $8.3 billion for calendar year
2021. GE provided $21.3 billion of liquidity from 2019 to 2021.
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State Board of Administration

Private Equity Asset Class Update
John Bradley, SIO Private Equity

Investment Advisory Council
March 29, 2022
381

Market/Portfolio Update
• Market/Portfolio Update:
– Market

• 2021 set record highs for deal volume, IPO & M&A exits, fundraisings and distributions
• Global M&A for 2021 was approximately $2 trillion, up 40% from 2015’s record
• Purchase price multiples continue to rise, ending the year at approximately 12x, while debt multiples
are holding steady around 5.7x

– Portfolio

• PE portfolio up 56.6% for the 1 year-ended 9/30/21
• Venture capital and secondary strategies led other strategies over the past year
• 2021 net cash flow $3.25 billion, best year ever for the asset class
– $4.6 billion in GP distributions
– $1.5 billion from secondary sale
– $2.8 billion of contributions
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Sector and Geographic Exposure
As of September 30, 2021

100%
90%
80%
70%
60%

5%

5%
10%

14%

7%

7%

14%

50%

14%

40%

5%

17%

7%

19%
9%

39%

PE NAV

14%

15%

33%

10%
0%

16%

12%

30%
20%

100%
6%

Cambridge
PE/VC Bmrk

21%

90%
80%

Other
Energy & Utilities
Industrials

70%

50%

Healthcare

40%

Consumer

30%

Comm. Services

20%

Technology

10%
0%

Source: Cambridge Associates
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16%

13%
20%

19%
17%

60%

Financials

MSCI ACWI IMI

12%

Other
Middle East
Latin America

69%

Asia
63%

62%

Europe
North America

PE NAV

Cambridge
PE/VC Bmrk

MSCI ACWI IMI

Private Equity Asset Class Performance
65.0%

56.6%

Asset Class - Net Managed and Benchmark Returns (IRRs) as of September 30, 2021

12.4%

16.5%

18.8%

15.0%

15.0%

15.6%

14.5%

25.0%

23.4%

35.0%

27.3%

45.0%

33.1%

55.0%

5.0%
-5.0%

1 Year

3 years

5 years
Private Equity Asset Class

10 years

Since Inception

Benchmark

Note: Asset class IRR performance data is provided by Cambridge Associates. The PE benchmark is currently the Custom Iran- and Sudan-free ACWI IMI + 300bps. From July
2010 through June 2014 the benchmark was the Russell 3000 + 300 bps. Prior to July 2010 , the benchmark was the Russell 3000 + 450 bps.
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Sub-strategy Performance
As of September 30, 2021

1yr

3yr

5yr

10yr

Since Inception

Cambridge Median

U.S. Buyouts

39.2%

21.7%

21.3%

17.8%

13.4%

14.2%

Non-U.S. Buyouts

50.5%

24.3%

22.1%

18.7%

14.7%

17.3%

U.S. Venture

105.3%

46.0%

32.2%

23.4%

18.7%

20.0%

U.S. Growth Equity

47.8%

24.5%

21.9%

19.4%

16.2%

19.0%

Non-U.S. Growth Equity

30.2%

17.2%

15.6%

13.1%

12.0%

16.4%

Distressed/Turnaround

35.0%

17.4%

15.7%

16.3%

18.5%

10.4%

Secondaries

56.1%

17.4%

17.8%

14.1%

16.1%

23.1%

Total PE Asset Class

56.6%

27.3%

23.4%

18.8%

15.0%

15.5%

Sub-strategy returns and benchmark returns provided by Cambridge Associates and are calculated net of all fees and expenses. The Cambridge benchmark is the
weighted average median return for the respective sub-strategy.
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2022 Commitment Activity
• Commitments totaling $420 million to 5 funds through
March 31, 2022
– $350 million to 3 buyout funds

• Small 0%, Middle-Market 57%, Large 43%

– $70 million to 2 venture funds
– Geographic Focus

• US 100%, Europe 0%, Asia 0%, Global 0%
386
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Private Equity Aggregates
Dollar-Weighted Performance (IRRs) as of September 30, 2021
Total Private Equity

Inception Date

Market Value
(in Millions)

1yr

3yr

5yr

10yr

Since
Inception

1/27/1989

$18,195.6

56.6%

27.3%

23.3%

18.1%

11.4%

33.1%

14.5%

15.6%

16.6%

11.3%

0.0%

0.0%

-4.0%

-19.0%

3.7%

31.7%

12.2%

15.4%

17.9%

10.1%

56.6%

27.3%

23.4%

18.8%

15.0%

33.1%

14.5%

15.6%

16.5%

12.4%

Custom Iran- and Sudan-free ACWI IMI +300bps
Private Equity Legacy Portfolio

1/27/1989

$2.6

Custom Iran- and Sudan-free ACWI IMI +300bps
Private Equity Asset Class Portfolio

8/31/2000

$18,198.2

Custom Iran- and Sudan-free ACWI IMI +300bps

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.
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State Board of Administration
Strategic Investments Asset Class Review
Trent Webster
Senior Investment Officer – Strategic Investments
Investment Advisory Council Meeting
March 29, 2022
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Portfolio

390

Portfolio

391

Performance

392

Recent Activity
• Quarterly cash outflow of $119 million
• Calendar year cash outflow of $403 million
• Four funds totaling $675 million closed the fourth calendar year
quarter
• Zero funds closed in the first calendar year quarter-to-date
• Thirteen funds totaling $2.175 billion closed this calendar year
• Nine funds totaling $1.36 billion in the pipeline
393

Pipeline
• Four Debt funds – Three Loan, one Distressed
• Four Real Asset funds – One Commodities, one Infrastructure, one Real
Estate, one Transportation
• One Flexible Mandates fund – Open Mandate
• Four new relationships
• Nine private markets strategies
• No hedge funds
394

Investment Themes – War in Ukraine
• Believe this changes the post-Cold War global geopolitical order
• Unsure how the world will look
• De-Globalization likely

• Inflation likely to remain elevated
• Real Assets should provide some protection
• Commodities markets booming
• Approximately 42% of Strategic Investments benchmarked to real return target
395

Investment Themes – War in Ukraine
• Likely change energy policy
• Acceleration in renewables investments
• Acceleration in hydrocarbon investment
• Acceleration in mining investment to support renewables

• Expecting an economic slowdown
• Credit markets depend on the severity of the slowdown
• $3.8 billion of credit dry powder representing 74% of credit net asset value
396

State Board of Administration

Fixed Income Update

Katy Wojciechowski
Senior Investment Officer Fixed Income

Investment Advisory Council
March 29, 2022
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Asset Class Portfolio Performance
•

Asset class outperformed Benchmark over ALL time periods with low risk and high Information Ratio. For
FYTD ended 2022, FI produced returns of (2.66%), for an outperformance of 0.02%
Fixed Income Asset Class Returns
2/28/2022

4
3
2
1
0
-1

Fiscal YTD

1 Year

3Yr Ann

-2
-3
Fixed Income

Benchmark
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5Yr Ann

Fixed Income Review and Outlook
March 2022
•

12 Month Returns for the Fixed Income benchmark – Bloomberg Intermediate Aggregate through 2/28/2022 were (2.35%).

Benchmark returns fiscal YTD are (2.66%), while asset class returns are (2.68%), for an outperformance of 0.02%.
•

Annual Absolute and Excess Returns were negative for all spread sectors, as spreads widened on inflation fears
–

Ten year Treasury yields rose from 1.63% to 1.83% in the quarter. Yield on the entire Benchmark is now 2.43% with
a 4.46yr duration.

–

Yield on the broader Barclay’s Aggregate is 2.60% with a duration of 6.61yrs.
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Benchmark Comparison
as of 02/28/2022

Benchmark Returns
4.00%

0.20%

3.00%

0.00%

2.00%
1.00%
0.00%
-1.00%
-2.00%

Risk Adjusted Returns

0.40%

-0.20%
1 Year

3 Year

1 Year

3 Year
Risk Adj. Returns

-0.40%

5 Year

Returns

-0.60%

-3.00%

-0.80%
-1.00%
Int Agg
Int Agg

Agg
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Agg

5 Year

Fixed Income Review
March 2022
Fixed Income offers little “Income”

With that, a small move up in rates wipes out all of the
carry for the year

However, spreads have widened significantly

Benchmark Returns
2/28/2022

0
-0.5
-1
-1.5
-2
-2.5
-3
-3.5
-4
-4.5
3 month

401

6 month

12 month

Fixed Income Review
March 2022
•

•

Portfolio continues to overweight Spread
Product
Fixed Income Sector Allocation 2/28/2022

Corporates
Government Related
ABS
CMBS
MBS
Treasuries
-20%

-15%

-10%

-5%

0%

5%

10%

15%

20%
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But overall Active Risk continues contained
at total allocation level

Fixed Income Review
March 2022
Looking Forward: Pockets of Value

• Continue to maintain active allocation
• Add exposure to out of benchmark structured products or other in a dedicated
strategy
• Continuing to research opportunities outside of our benchmark, barbelling
liquidity with yield

– Consider opportunity to reduce risk to a rising rate environment, inflation, within overall
allocation

• Increase 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. Considering derivative opportunities to
increase ability to be nimble
403
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FRS INVESTMENT PLAN

405

FRS Investment Plan Snapshot
(as of December 31, 2021)

Assets
$15.3 B
13% Increase since 12/31/2020

Members
269,946
7% increase since 12/31/2020

Retirees
170,142
9% increase since 12/31/2020

 4.59% - 4th Quarter 2021 Return
 14.07% - Calendar Year 2021
 4.44% - Fiscal Year (July 21 – Dec 21)
 180,398 - Active or currently working members (28% of active FRS
membership)
 89,548 - Inactive (terminated with an account balance)
 $56,865 - Average account balance (6% increase since 12/31/20)
 46 - Average age
 5 - Average Years of Service for active members

 $16.2 B – Total distributions
 $6.5 B – Lump sum payments (40%)
 $9.7 B – Rollovers (60%)
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FRS CHOICE STATISTICS
(as of December 31, 2021)

Pension Plan Defaults

54%

Active Enrollments-Pension Plan

Active Enrollments-Inv. Plan

49%

Investment Plan Defaults

50%

48%

27%

25%
21%

27%

25%

50%

18%

19%

17%
27%
8%

6%

6%

16%
7%

55,453 in Choice
FY 17-18

46,385 in Choice
*FY 18-19

*Default Change to Investment Plan (except for Special Risk)

56,205 in Choice
FY 19-20
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45,080 in Choice
FY 20-21

19,486 in Choice
FY 21-22
(thru 12/31/2021)

FRS Investment Plan Membership Growth
Percent Membership Growth Year to Year

300,000

275,000

261,385
8.0%

250,000

241,867
13.4%

225,000

213,213
11.8%

200,000

175,000

150,000

269,946
3.2%

190,664
7.6%

FY 17-18

FY 18-19

FY 19-20
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FY 20-21

FY 21-22
(thru 12/21)

FRS Investment Plan Performance by Asset Class
(as of December 31, 2021)
QTD

FYTD

1 Yr

3 Yr

5 Yr

Incept.

Total Fund

4.59%

4.44%

14.07%

15.85%

11.28%

7.78%

Stable Value1

0.41%

0.83%

N/A

N/A

N/A

0.83%

Inflation Protected Assets & TIPS2

4.81%

5.31%

12.27%

9.85%

6.25%

3.09%

Fixed Income

2.11%

0.25%

-0.34%

5.75%

4.27%

4.74%

Domestic Equities

8.25%

7.88%

24.59%

24.83%

17.06%

11.58%

Global & International Equities

6.15%

-0.10%

9.47%

15.98%

11.68%

8.62%

Real Estate

7.42%

14.48%

23.04%

10.39%

N/A

9.38%

Retirement Date Funds

5.54%

4.18%

13.22%

15.09%

10.90%

7.80%

TF x RDFs

6.00%

4.71%

14.94%

16.57%

11.65%

8.90%
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FRS Investment Plan AUM by Asset Class
(as of December 31, 2021 in $ millions)

Stable Value Fund, $1,055.3
(7%)

Self-Directed Brokerage
Account (5,085 participants)
$1,299.0 (8%)

Inflation Sensitive Fund,
$184.4 (1%)

Fixed Income Funds, $694.1
(5%)

Retirement Date Funds,
$7,172.5 (47%)

International/Global Equities
Funds, $928.6 (6%)

Domestic Stock Funds,
$4,001.5 (26%)

410
Asset allocation is a result of member investment selection

MyFRS Financial Guidance Program
(as of December 31, 2021)
INVESTMENT EDUCATION

EY FINANCIAL
PLANNER
CALLS
330,184

FINANCIAL
PLANNING
WORKSHOPS
682

ATTENDANCE
FINANCIAL
WORKSHOPS
28,082

WEBSITE
HITS
3,292,775

WEBSITE
CHATS
119,420

+20%

+42%

+86%

+5%

-29%

(% change from previous 12 months)

30 Annuities purchased last 12 months ($2.4 M)
189 Total Annuities purchased inception to date ($23.6 M)
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Questions?

412

State Board of Administration
of Florida
Major Mandate Review
Fourth Quarter 2021

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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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, 2021.
 The Pension Plan outperformed its Performance Benchmark over the trailing one-, three-, five-, ten-, and fifteenyear periods.
– Over the trailing five-year period, Global Equity and Private Equity were the leading contributors to relative
returns, though all major asset classes outperformed their benchmarks
– Over the trailing one, three, five and ten-year periods, the Pension Plan’s return ranked in line with or above
the median plan in the TUCS Top Ten Defined Benefit Plan universe.
 The FRS Investment Plan outperformed the Total Plan Aggregate Benchmark over the trailing three-, five-, and
ten-year periods.
 The CAT Funds’ performance is strong over long-term periods, outperforming the benchmark over the trailing fiveand ten-year periods.
 Florida PRIME has continued to outperform its benchmark over both short- and long-term time periods.

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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Pension Plan: Executive Summary
 The Pension Plan assets totaled $206.4 billion as of December 31, 2021, which represents a $7.4 billion increase since last quarter.
 The Pension Plan, when measured against the Performance Benchmark, outperformed over the trailing one-, three-, five-,

ten-, and

fifteen- year periods.
 Relative to the Absolute Nominal Target Rate of Return, the Pension Plan outperformed over all trailing time periods shown.
 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.

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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FRS Pension Plan Change in Market Value
Periods Ending 12/31/2021

Summary of Cash Flows
Fourth Quarter
Beginning Market Value
+/- Net Contributions/(Withdrawals)

$199,040,609,652

$199,600,498,385

$(1,778,829,813)

$(3,993,464,951)

Investment Earnings
= Ending Market Value

Fiscal YTD*

$9,175,507,864
$206,437,287,703

Net Change

$7,396,678,051

$10,830,254,269
$206,437,287,703
$6,836,789,318

*Period July 2021 – December 2021

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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Asset Allocation as of 12/31/2021
Total Fund Assets = $206.4 Billion

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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FRS Pension Plan Investment Results
Periods Ending 12/31/2021
Absolute Nominal Target Rate of Return

Performance Benchmark

Total FRS Pension Plan

30.0
25.0
20.0

17.2

15.0

15.9
13.3

12.1

11.3

10.0
5.0

14.9

7.7
4.6 4.6

10.9

10.6
7.2

9.5
6.8

7.5

6.7 7.0

2.6

0.0
-5.0

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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10-Year

15-Year
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FRS Pension Plan Investment Results
Periods Ending 12/31/2021
Long-Term FRS Pension Plan Performance Results
vs. SBA's Long-Term Investment Objective

Absolute Nominal Target Rate of Return

Annualized Return (%)

Total FRS Pension Plan

12.0
10.0
8.0

7.2

7.0

8.1

7.5

6.9

6.0
4.0
2.0
0.0

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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Comparison of Asset Allocation (TUCS Top Ten)
As of 12/31/2021
FRS Pension Plan vs. Top Ten Defined Benefit Plans
FRS TOTAL FUND

TUCS TOP TEN
Cash
2.7%
Alternatives
22.6%

Global Equity**
48.9%

Real Estate
7.5%

Fixed Income
18.3%

Global Equity Allocation: 27.9% Domestic Equities; 18.8% Foreign Equities;
6.6% Global Equities; 0.9% Global Equity Liquidity Account. Percentages are of
the Total FRS Fund.

**Global Equity Allocation: 32.1% Domestic Equities; 16.8% Foreign
Equities.

Note: The TUCS Top Ten Universe includes $2,042.4 billion in total assets. The median fund size was $196.7 billion
and the average fund size was $204.2 billion.
Note: Due to rounding, percentage totals displayed may not sum perfectly.
Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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FRS Results Relative to TUCS Top Ten Defined Benefit Plans
Periods Ending 12/31/2021
Total FRS (Gross)

Top Ten Median Defined Benefit Plan Fund (Gross)

30.0
25.0

Rate of Return (%)

20.0

17.6

17.6

16.3

16.3

15.0

12.5

12.3

11.0

10.7

10.0
5.0

4.7

4.8

0.0
-5.0

Quarter

1-Year

3-Year

5-Year

10-Year

Note: The TUCS Top Ten Universe includes $2,042.4 billion in total assets. The median fund size was $196.7 billion
and the average fund size was $204.2 billion.
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Top Ten Defined Benefit Plans FRS Universe Comparison (TUCS)
Periods Ending 12/31/2021
Total FRS

Top Ten Median Defined Benefit Plan Universe

38.0
Rate of Return (%)

33.0
28.0
23.0
18.0
13.0
8.0
3.0
-2.0

FRS Percentile Ranking

1-Year

3-Year

50

25

5-Year

5

10-Year

25

Note: The TUCS Top Ten Universe includes $2,042.4 billion in total assets. The median fund size was $196.7 billion
and the average fund size was $204.2 billion.
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Investment Plan: Executive Summary


The FRS Investment Plan outperformed the Total Plan Aggregate Benchmark over the trailing 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 2020 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.

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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Total Investment Plan Returns & Cost
Periods Ending 12/31/2021*

FRS Investment Plan
Total Plan Aggregate Benchmark**
FRS Investment Plan vs. Total Plan Aggregate
Benchmark

One-Year

Three-Year

Five-Year

Ten-Year

14.1%

15.9%

11.3%

9.3%

14.2%

15.3%

10.7%

8.9%

(0.1)

0.6

0.6

0.4

Periods Ending 12/31/2020***
Five-Year Average
Return****
FRS Investment Plan
Peer Group

Five-Year Net
Value Added

Expense
Ratio

10.1%

0.2%

10.0

0.2

0.27

0.1

0.0

0.00

FRS Investment Plan vs. Peer Group

0.27%*****

*Returns shown are net of fees.
**Aggregate benchmark returns are an average of the individual portfolio benchmark returns at their actual weights.
***Source: 2021 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 2021
Survey that included 136 U.S. defined contribution plans with assets ranging from $72 million to $68.7 billion. Peer group for the Expense Ratio represents a custom peer
group for FSBA of 18 DC plans including corporate and public plans with assets between $3.4 - $28.4 billion.
****Returns shown are gross of fees.
*****The total FRS Investment Plan expense ratio includes investment management fees, as well as administration, communication and education costs. These latter costs are not
charged to FRS Investment Plan members; however, these and similar costs may be charged to members of plans within the peer group utilized above.
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CAT Fund: Executive Summary


Returns on an absolute basis continue to be modest given the current low interest rate environment.



All CAT Funds are adequately diversified across issuers within the short-term bond market.



The Investment Portfolio Guidelines appropriately constrain the CAT Funds to invest in short-term and highquality 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.

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.
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CAT Operating Funds Investment Results
Periods Ending 12/31/2021
3.00
1.84

2.00

1.87

1.75

1.69
1.07

1.00

0.95
CAT Operating Funds Composite*

0.00
-1.00
-2.00
3.00

Performance Benchmark**
-0.37 -0.36

-0.34 -0.32

1 Quarter

1 Year

2.00

1.13

1.00
0.00
-1.00

3 Years

0.04

1.11

5 Years

1.26

10 Years

1.19

0.83

0.70

0.05

CAT Operating Liquidity Fund
BoA Merrill Lynch 3-6 month U.S.

-0.01 -0.00
1 Quarter

1 Year

3 Years

5 Years

10 Years

3.00
2.00
1.00

CAT Operating Claims Paying Fund

0.00
-1.00
-2.00

-0.50

-0.51

-0.49

1 Quarter

-0.47

65% Treasury 35% Corporate Bond

1 Year

*CAT Operating Funds: Beginning March 2008, the returns for the CAT Operating Funds reflect marked-to-market returns. Prior to that time, cost-based returns are
used. Beginning February 2018, the CAT Operating Funds were split into two different sub funds, the CAT Fund Operating Liquidity Fund and the CAT Fund
Operating Claims Paying Fund. Performance for each sub fund is shown below.
**Performance Benchmark: Effective January 1, 2021, the CAT Fund Operating Liquidity Fund is benchmarked to the Bloomberg U.S. Treasury Bills 3-6 Months &
U.S. Treasury Bills 6-9 Months Custom Blend Index. This benchmark is comprised of 60% of 3-6 month U.S. Treasury Bills and 40% 6-9 month U.S. Treasury Bills
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. Effective January
1, 2021, the CAT Operating Claims Paying Fund is benchmarked to the Bloomberg U.S. Treasury 1-3 Years & Corporate AA+ ex 144A with Reg S Custom Blend
Index. This benchmark is comprised of 65% 1-3 year U.S. Treasury and 35% of 1-3 year Corporate AA or better excluding 144A and Reg S securities. Beginning
February 2018, the CAT Fund Operating Claims Paying Fund benchmark is a blend of 35% of the Bank of America Merrill Lynch 1-3 Year AA U.S. Corporate Bond
Index and 65% of Bank of America Merrill Lynch 1-3 Year U.S. Treasury Index. Additional benchmark history can be found in the appendix.
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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, 2021, the total market value of Florida PRIME was $20.3 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 12/31/2021

FL PRIME Yield 30-Day Average

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

3.0
2.41

Rate of Return (%)

2.5

2.20

2.0
1.5

1.10

1.0
0.5
0.0

0.03 0.01

0.11 0.04

Quarter

1-Year

1.35
0.94

1.12
0.83

3-Years

5-Years

0.63

10-Years

Since Jan. 1996

*Returns less than one year are not annualized.
**S&P AAA & AA GIP All 30-Day Net Yield Index for all time periods shown.
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Florida PRIME Risk vs. Return
1 Years Ending 12/31/2021

0.20%

0.15%
90-Day T-Bill
Florida PRIME

Annualized
Return

0.10%

1 M LIBOR

0.05%
S&P US AAA & AA Rated GIP All 30-Day Net

0.00%

-0.05%
0.00%
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0.01%

0.01%

0.02%
0.02%
Annualized Standard Deviation

431

0.03%

0.03%

0.04%

19

Florida PRIME Risk vs. Return
3 Years Ending 12/31/2021

1.60%
1.40%

90-Day T-Bill

1.20%
Florida PRIME

Annualized
Return

1.00%

1 M LIBOR
S&P US AAA & AA Rated GIP All 30-Day Net

0.80%
0.60%
0.40%
0.20%
0.00%
0.00%
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0.05%

0.10%

0.15%
0.20%
0.25%
Annualized Standard Deviation
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0.30%

0.35%

0.40%

20

Florida PRIME Risk vs. Return
5 Years Ending 12/30/2021

1.40%
Florida PRIME
1 M LIBOR

1.20%
90-Day T-Bill
S&P US AAA & AA Rated GIP All 30-Day Net

1.00%

Annualized
Return

0.80%

0.60%

0.40%

0.20%

0.00%
0.00%

Aon | Retirement and Investment
Investment advice and consulting services provided by Aon.

0.05%

0.10%
0.15%
0.20%
Annualized Standard Deviation

433

0.25%

0.30%

0.35%
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Return Distribution
Periods Ending 12/31/2021
Return Distribution

1.70%
1.50%

Rate of Return (%)

1.30%

95th, 1.17%
75th, 1.09%

1.10%

50th, 0.96%

0.90%

25th, 0.83%
95th, 0.73%
75th, 0.66%

0.70%

5th, 0.58%

50th, 0.57%
25th, 0.50%

0.50%

5th, 0.37%

0.30%
95th, 0.10%
50th, 0.00%
0.00%
75th,

0.10%
-0.10%

25th,
-0.01%
5th, -0.02%

1-Year

FL PRIME
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3-Year

S&P US AAA & AA Rated GIP All 30-Day Net
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5-Year

1 mo LIBOR

Citigroup 90-day T-Bill
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Standard Deviation (%)

Standard Deviation Distribution
Periods Ending 12/31/2021
Standard Deviation Distribution

0.36%
0.34%
0.32%
0.30%
0.28%
0.26%
0.24%
0.22%
0.20%
0.18%
0.16%
0.14%
0.12%
0.10%
0.08%
0.06%
0.04%
0.02%
0.00%
-0.02%

95th, 0.33%
75th, 0.30%
50th, 0.28%
25th, 0.26%

75th, 0.26%
50th, 0.25%
25th, 0.23%

5th, 0.21%
5th, 0.18%

95th, 0.01%
75th, 0.01%
50th, 0.01%
25th, 0.00%
5th, 0.00%

1-Year

FL PRIME
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95th, 0.28%

3-Year

S&P US AAA & AA Rated GIP All 30-Day Net
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5-Year

1 mo LIBOR

Citigroup 90-day T-Bill
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Appendix
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FRS Investment Plan Costs
Investment Category

Investment Plan Fee*

Average Mutual Fund Fee**

Domestic Equity

0.15%

0.87%

International Equity

0.32%

0.95%

Diversified Bonds

0.14%

0.45%

Target Date

0.14%

0.45%

Money Market

0.19%

0.24%

Inflation Protected Securities

0.36%

0.35%

*Average fee of multiple products in category as of 12/30/2021.
**Source: Aon’s annual mutual fund expense analysis as of 12/31/2020.
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Investment Plan Fiscal Year End Assets Under Management
By Fiscal Year ($ millions)

$16,000

$14,793

$15,335

$14,000
$12,000
$10,000

$9,035 $9,129 $8,918

$8,000

$7,136
$6,733

$6,000
$3,688

$4,000
$2,000
$333
$0

FY
02-03

$706
FY
03-04

$1,426

FY
04-05

$4,365 $4,075

$11,490
$11,241
$10,825
$9,967

$7,879

$5,048

$2,306

FY
05-06

FY
06-07

FY
07-08

FY
08-09

FY
09-10

FY
10-11

FY
11-12

FY
12-13

FY
13-14

FY
14-15

FY
15-16

FY
16-17

FY
17-18

FY
18-19

FY
19-20

*Period Ending 12/31/2021

Source: Investment Plan Administrator
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FY
FY
20-21 21-22*

Investment Plan Membership
300,000
280,000

261,385

260,000

241,867

240,000

213,213

220,000

190,664
177,218
169,576
163,456
157,227
150,721
144,299
136,661
127,940
116,531121,522

200,000
180,000
160,000
140,000
120,000

98,070

100,000

75,377

80,000
60,000
40,000

269,946

56,034
38,347

20,000
0

FY
03-04

FY
04-05

FY
05-06

FY
06-07

FY
07-08

FY
08-09

FY
09-10

FY
10-11

FY
11-12

FY
12-13

FY
13-14

FY
14-15

FY
15-16

FY
16-17

FY
17-18

FY
18-19

FY
19-20

* Period Ending 12/31/2021

Source: Investment Plan Administrator
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FY
FY
20-21 20-22*

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 CAT 2020 A Fund are internally managed portfolios.
− CAT 2013 A Fund was liquidated during 4Q 2020
− CAT 2016 A Fund was liquidated during 3Q 2021

 As of December 31, 2021, the total value of:
− The CAT Operating Funds was $13.2 billion
− The CAT 2020 A Fund was $3.5 billion
 History of the CAT Funds Benchmarks: 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 benchmarked to 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. Beginning January
2021, the CAT Fund Operating Liquidity Fund was benchmarked to Bloomberg U.S. Treasuries Bills 3-6 Months &
U.S. Treasury Bills 6-9 Months Custom Blend Index. This benchmark is comprised of 60% off the 3-6 month U.S.
Treasury Bills and 40% 6-9 month U.S. Treasury Bills., and the CAT Fund Operating Claims Paying Fund is
benchmarked Bloomberg U.S. Treasury 1-3 Years & Corporate AA+ ex 144A Reg S Custom Blend Index. This
benchmark is comprised of 65% 1-3 year Treasury and 35% of 1-3 year Corporate AA or better excluding 144A and
Reg S Securities.
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CAT 2020 A Funds Investment Results
Periods Ending 12/31/2021
3.00
2.00
1.00

CAT Fund 2020A

0.00
-1.00
-2.00

-0.54

Performance Benchmark*

-0.54
1 Quarter

*Performance Benchmark: The CAT 2020A Fund is benchmarked to itself.
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CAT Operating Funds Characteristics
Period Ending 12/31/2021
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Maturity Analysis
1 to 30 Days
31 to 60 Days
61 to 90 Days
91 to 120 Days
121 to 150 Days
151 to 180 Days
181 to 270 Days
271 to 365 Days
366 to 455 Days
>=
456 Days
Total % of Portfolio:

2.07%
0.38
7.23
2.74
4.39
4.98
8.47
7.16
5.49
57.09
100.00%

Bond Rating Analysis
AAA
AA
A
Baa
Other
Total % of Portfolio

72.43%
14.64
12.93
0.00
0.00
100.00%
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CAT 2020 A Fund Characteristics
Period Ending 12/31/2021
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Maturity Analysis
1 to 30 Days
31 to 60 Days
61 to 90 Days
91 to 120 Days
121 to 150 Days
151 to 180 Days
181 to 270 Days
271 to 365 Days
366 to 455 Days
>=
456 Days
Total % of Portfolio:

0.06%
0.00
0.00
0.00
0.00
0.00
3.49
5.56
12.75
78.14
100.00%

Bond Rating Analysis
AAA
AA
A
Baa
Other
Total % of Portfolio

65.21%
18.99
15.80
0.00
0.00
100.00%
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Florida PRIME Characteristics
Quarter Ending 12/31/2021
Cash Flows as of 12/31/2021
Opening Balance
Participant Deposits
Gross Earnings
Participant Withdrawals
Fees
Closing Balance (12/31/2021)

Fourth Quarter
$15,453,661,751
$13,863,160,348
$5,906,357
($9,016,614,934)
($1,326,074)
$20,304,787,448

Change

$4,851,125,697

Fiscal YTD*
17,441,698,421.00
18,928,858,575.00
12,759,849.00
($16,075,871,225)
($2,658,172)
$20,304,787,448
$2,863,089,027

*Period July 2021 – December 2021
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Florida PRIME Characteristics
Quarter Ending 12/31/2021
Portfolio Composition

0.9%

1.7%
0.9%
0.8%

35.3%

Bank Instrument-Fixed
Repurchase Agreements

26.0%

Corporate Commercial
Paper-Fixed
Bank Instrument-Floating
Mutual Funds-Money Market
Asset Backed Commercial
Paper-Fixed
Corporate Notes-Floating

3.9%
3.9%

Corporate CP-Floating
9.9%
16.7%
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Florida PRIME Characteristics
Period Ending 12/31/2021
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Effective Maturity Schedule
1-7 Days
8 - 30 Days
31 - 90 Days
91 - 180 Days
181+ Days
Total % of Portfolio:

46.7%
9.1%
25.9%
12.7%
5.6%
100.0%

S & P Credit Quality Composition
A-1+
A-1
Total % of Portfolio:

58.9%
41.1%
100.0%
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Blue is Proposed IAC Meeting
Yellow is Proposed Cabinet Meeting

449

