MEETING OF THE STATE BOARD OF ADMINISTRATION
GOVERNOR SCOTT AS CHAIRMAN
CHIEF FINANCIAL OFFICER ATWATER AS TREASURER
ATTORNEY GENERAL BONDI AS SECRETARY
FEBRUARY 9, 2012
To View Agenda Items, Click on the Following Link:
www.sbafla.com
AGENDA
ITEM 1

REQUEST APPROVAL OF CHANGES TO THE INVESTMENT POLICY
STATEMENT FOR THE FLORIDA RETIREMENT SYSTEM PENSION PLAN, AS
REQUIRED UNDER S. 215.475(2), F.S.
The Investment Policy Statement, required pursuant to s. 215.475, F.S., is the principal vehicle
through which the Trustees establish an investment objective(s), asset allocation and address
associated policy issues for the FRS Pension Plan.
At the January 20, 2012 Investment Advisory Council meeting, the members unanimously
agreed to direct staff to amend the Investment Policy Statements for the FRS Pension Plan, FRS
Investment Plan, and Lawton Chiles Endowment Fund to include language changing the
reporting relationship of the Chief Risk and Compliance Officer (CRCO).
The last investment policy/asset allocation revision for the Pension Plan was approved by the
Trustees on June 16, 2011.
(See Attachments 1-A, 1-B and 1-C)
ACTION REQUIRED

ITEM 2

REQUEST APPROVAL OF CHANGES TO THE INVESTMENT POLICY
STATEMENT FOR THE FLORIDA RETIREMENT SYSTEM INVESTMENT PLAN,
AS REQUIRED UNDER S. 121.4501(14), F.S.
The Investment Policy Statement, required pursuant to s. 121.4501, F.S., is the principal vehicle
through which the Trustees establish an investment objective(s), asset allocation and address
associated policy issues for the FRS Investment Plan.
At the January 20, 2012 Investment Advisory Council meeting, the members unanimously
agreed to direct staff to amend the Investment Policy Statements for the FRS Pension Plan, FRS
Investment Plan, and Lawton Chiles Endowment Fund to include language changing the
reporting relationship of the Chief Risk and Compliance Officer (CRCO).
The last major investment policy/asset allocation revision for the Investment Plan was approved
by the Trustees on December 6, 2011.
(See Attachments 2-A, 2-B and 2-C)
ACTION REQUIRED
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ITEM 3

REQUEST APPROVAL OF CHANGES TO THE INVESTMENT POLICY
STATEMENT FOR THE LAWTON CHILES ENDOWMENT FUND, AS REQUIRED
UNDER S. 215.5601, F.S.
The Investment Policy Statement, required pursuant to s. 215.5601, F.S., is the principal vehicle
through which the Trustees establish an investment objective(s), asset allocation and address
associated policy issues for the LCEF.
At the January 20, 2012 Investment Advisory Council meeting, the members unanimously
agreed to direct staff to amend the Investment Policy Statements for the FRS Pension Plan, FRS
Investment Plan, and Lawton Chiles Endowment Fund to include language changing the
reporting relationship of the Chief Risk and Compliance Officer (CRCO).
The last investment policy/asset allocation revision for the Lawton Chiles Endowment Fund
was approved by the Trustees on September 20, 2011.
(See Attachments 3-A, 3-B and 3-C)
ACTION REQUIRED

ITEM 4

REQUEST APPROVAL OF A DRAFT LETTER TO THE JOINT LEGISLATIVE
AUDITING COMMITTEE AFFIRMING THAT THE SBA TRUSTEES HAVE
"REVIEWED AND APPROVED THE MONTHLY [FLORIDA PRIME AND FUND B
MANAGEMENT SUMMARY] REPORTS AND ACTIONS TAKEN, IF ANY, TO
ADDRESS ANY [MATERIAL] IMPACTS,” AND “HAVE CONDUCTED A REVIEW
OF THE [FUND B] TRUST FUND AND THAT THE TRUST FUND IS IN
COMPLIANCE WITH THE REQUIREMENTS OF THIS SECTION.” (SECTIONS
218.409(6)(A)1 AND 218.421(2)(A), F.S.)
During the fourth quarter of 2011, there were no material impacts. Copies of the October,
November and December 2011 reports are attached.
(See Attachments 4-A, 4-B, 4-C and 4-D)
ACTION REQUIRED

ITEM 5

REQUEST APPROVAL OF THE APPOINTMENT OF WILLIAM H. HARRELL, JR.
TO THE INVESTMENT ADVISORY COUNCIL
(See Attachments 5-A and 5-B)
ACTION REQUIRED
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MEMORANDUM
To:

SBA Investment Advisory Council, SBA Audit Committee

From:

Ash Williams

Date:

1/13/12

Subject:

Crowe Horwath report follow-up

CC:

SBA Trustees, Kevin SigRist, Kathy Whitehead, Eric Nelson, Flerida Rivera-Alsing

Background
At the December 2011 IAC and Trustees meetings, there was discussion of the Crowe Horwath
October 21, 2011 report to the SBA, “Evaluation and Recommendations Related to the
Compliance Program.” By memo dated November 4, 2011, SBA staff accepted or partially
accepted 58 of 63 of Crowe’s recommendations. The remaining five recommendations were
directed to the Audit Committee, Investment Advisory Council or Trustees because they
addressed governance matters such as potentially separating the Executive Director and Chief
Investment Officer duties or changing the reporting relationship of the Chief Risk and
Compliance Officer (CRCO). The IAC chair reported to the Trustees regarding the IAC’s review
of Crowe’s report; the IAC took a view that SBA’s current risk management and compliance
governance structure is functioning effectively, properly establishes accountability and
mitigates any potential conflict issues through the practice of having the CRCO provide written
and oral reports to the Audit Committee, Trustees and IAC. The Trustees agreed that IAC Chair
Robert Gidel would work with CFO Atwater and the SBA Executive Director/CIO to identify any
changes that could be made to bring closure to issues identified by Crowe, especially with
regard to the independence of the CRCO.
Current status / Action items
In a series of separate follow-up conversations, the CFO, IAC Chair Gidel and Audit Committee
member Rolf Engmann and I identified several steps that could be taken to further ensure the
independence of the CRCO and advance the risk management effort. These were discussed in
the January 10 Audit Committee meeting. Following is a summary of these initiatives that are
responsive to the Crowe report, together with a draft amendment proposed for inclusion in the
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investment policy statements of the FRS Pension and Investment Plans, Lawton Chiles
Endowment Fund, Florida PRIME, Investment Pool B and non-FRS Defined Contribution Plan to
adopt the recommended changes. The Trustees will be briefed on these proposals at their
January 18 meeting. Investment Policy Statement changes are subject to prior IAC review,
which is the purpose of the IAC’s meeting January 20. Should the IAC approve these changes,
the Trustees may act on them at their February 9 meeting.
Initiative Summary
•

•

Amend SBA’s Investment Policy Statement(s) to explicitly require CRCO to provide
written and oral reports to the IAC, Audit Committee and Trustees no less than quarterly
and authorize the CRCO to directly access these or other bodies as appropriate to
ensure the integrity and effectiveness of CRCO functions.
Selection, compensation and termination of the CRCO will be affirmed by the Trustees.
For day-to-day executive and administrative purposes, the CRCO will continue to work
with the Executive Director/CIO and SBA management so that issues are promptly and
thoroughly addressed.

Proposed Investment Policy Statement Addition
“The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and administrative
purposes, the Chief Risk and Compliance Officer will proactively work with the Executive Director
and designees to ensure that issues are promptly and thoroughly addressed by management.
On at least a quarterly basis, the Chief Risk and Compliance Officer will provide reports to the
Investment Advisory Council, Audit Committee and Board and is authorized to directly access
these bodies at any time as appropriate to ensure the integrity and effectiveness of risk
management and compliance functions.”
Conclusion
The proposed actions and related Investment Policy changes will bring closure to the
governance issue raised in the Crowe report. Other Crowe related issues are being addressed
by SBA staff and are subject to normal progress reporting to the Audit Committee, Trustees and
IAC. SBA’s independent risk management and compliance unit is relatively young and will
continue to evolve with a goal of embracing best practice to the greatest practical extent.
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FLORIDA RETIREMENT SYSTEM
DEFINED BENEFIT PLAN INVESTMENT POLICY STATEMENT

I.

DEFINITIONS

Absolute Real Target Rate of Return - The total rate of return by which the FRS Portfolio
must grow, in excess of inflation as reported by the U.S. Department of Labor, Bureau of Labor
Statistics (Consumer Price Index – All Urban Consumers), in order to achieve the long-run
investment objective.
Asset Class - An asset class is an aggregation of one or more portfolios with the same principal
asset type. 1 For example, all of the portfolios whose principal asset type was stocks would be
aggregated together as the Global Equity asset class. As such, it would contain primarily—but
not exclusively—the principal asset type.
Asset Type - An asset type is a category of investment instrument such as common stock or
bond.
Portfolio - A portfolio is the basic organization unit of the FRS Fund. Funds are managed within
portfolios. A portfolio will typically contain one principal asset type (common stocks, for
example), but may contain other asset types as well. The discretion for this mix of asset types is
set out in guidelines for each portfolio.
II.

OVERVIEW OF THE FRS AND SBA

The State Board of Administration (Board) provides investment management of assets
contributed and held on behalf of the Florida Retirement System (FRS). The investment of
retirement assets is one aspect of the activity involved in the overall administration of the Florida
Retirement System. The Division of Retirement (DOR), the administrative agency for the FRS,
provides full accounting and administration of benefits and contributions, commissions actuarial
studies, and proposes rules and regulations for the administration of the FRS. The State
Legislature has the responsibility of setting contribution and benefit levels, and providing the
statutory guidance for the administration of the FRS.
III.

THE BOARD

The State Board of Administration has the authority and responsibility for the investment of FRS
assets. The Board consists of the Governor, as Chairman, the Chief Financial Officer, as
Treasurer, and the Attorney General, as Secretary. The Board has statutory responsibility for the
1

The Strategic Investments asset class is an exception, purposefully established to potentially contain a variety of
portfolios which may represent asset types and strategies not suitable for inclusion in other asset classes.
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investment of FRS assets, subject to limitations on investments as outlined in Section 215.47,
Florida Statutes.
The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary
standards of care as contained in Sections 215.44(2)(a) and 215.47(9), Florida Statutes.
The Board delegates to the Executive Director the administrative and investment authority,
within the statutory limitations and rules, to manage the investment of FRS assets. An
Investment Advisory Council (IAC) is appointed by the Board. The IAC meets quarterly, and is
charged with the review and study of general portfolio objectives, policies and strategies,
including a review of investment performance.
The mission of the State Board of Administration is to provide superior investment and trust
services while adhering to the highest ethical, fiduciary and professional standards.
IV.

THE EXECUTIVE DIRECTOR

The Executive Director is charged with the responsibility for managing and directing
administrative, personnel, budgeting, and investment functions, including the strategic and
tactical allocation of investment assets.
The Executive Director is charged with developing specific individual investment portfolio
objectives and policy guidelines, and providing the Board with monthly and quarterly reports of
investment activities.
The Executive Director has investment responsibility for maintaining diversified portfolios, and
maximizing returns with respect to the broad diversified market standards of individual asset
classes, consistent with appropriate risk constraints. The Executive Director will develop
policies and procedures to:
•

Identify, monitor and control/mitigate key investment and operational risks.

•

Maintain an appropriate and effective risk management and compliance program
that identifies, evaluates and manages risks within business units and at the
enterprise level.

•

Maintain an appropriate and effective control environment for SBA investment
and operational responsibilities.

•

Approve risk allocations and limits, including total fund and asset class risk
budgets.
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The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and administrative
purposes, the Chief Risk and Compliance Officer will proactively work with the Executive
Director and designees to ensure that issues are promptly and thoroughly addressed by
management. On at least a quarterly basis, the Chief Risk and Compliance Officer will provide
reports to the Investment Advisory Council, Audit Committee and Board and is authorized to
directly access these bodies at any time as appropriate to ensure the integrity and effectiveness of
risk management and compliance functions.
Pursuant to written SBA policy, the Executive Director will organize an Investment Oversight
Group(s) to regularly review, document and formally escalate guideline compliance exceptions
and events that may have a material impact on the Trust Fund. The Executive Director is
delegated the authority and responsibility to prudently address any such compliance exceptions,
with input from the Investment Advisory Council and Audit Committee as necessary and
appropriate, unless otherwise required in this Investment Policy Statement.
The Executive Director is responsible for evaluating the appropriateness of the goals and
objectives in this Plan in light of actuarial studies and recommending changes to the Board when
appropriate.
V.

INVESTMENT OBJECTIVES

The investment objective of the Board is to provide investment returns sufficient for the plan to
be maintained in a manner that ensures the timely payment of promised benefits to current and
future participants and keeps the plan cost at a reasonable level. To achieve this, a long-term real
return approximating 5% per annum (compounded and net of investment expenses) should be
attained, consistent with the actuarial investment return assumption of 7.75%. As additional
considerations, the Board seeks to avoid excessive risk in long-term cost trends. To manage these
risks, the volatility of annual returns should be reasonably controlled.
The Board's principal means for achieving this goal is through investment directives to the
Executive Director. The main object of these investment directives is the asset class. The Board
directs the Executive Director to manage the asset classes in ways that, in the Board's opinion,
will maximize the likelihood of achieving the Board's investment objective within an appropriate
risk management framework. The Board establishes asset classes, sets target allocations and
reasonable ranges around them for each and establishes performance benchmarks for them. In
addition, it establishes a performance benchmark for the total portfolio.
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VI.

TARGET PORTFOLIO AND ASSET ALLOCATION RANGES

The Board's investment objective is an absolute one: achieve a specific rate of return, the
absolute real target rate of return. In order to achieve it, the Board sets a relative objective for the
Executive Director: achieve or exceed the return on a performance benchmark known as the
Target Portfolio over time. The Target Portfolio is a portfolio composed of a specific mix of the
authorized asset classes. The return on this portfolio is a weighted-average of the returns to
passive benchmarks for each of the asset classes. The expectation is that this return will equal or
exceed the absolute real target rate of return long-term and will thus assure achievement of the
Board's investment objective.
This relative return objective is developed in a risk management framework. Risk from the
perspective of the Board is failing to earn the absolute real target rate of return over long periods
of time, and the asset mix is developed to minimize this risk. In selecting the Target Portfolio,
the Board considers information from actuarial valuation reviews and asset/liability studies of the
FRS, as well as asset class risk and return characteristics. In addition, the timing of cash
demands on the portfolio to honor benefit payments and other liabilities are an important
consideration. Potential asset mixes are thus evaluated with respect to their expected return,
volatility and liquidity.
The Target Portfolio defined in Tables 2 (i.e., 2a and 2b, as applicable) and, 4 has a long-term
expected compound annual real return that approximates the absolute real target rate of return.
To achieve the absolute real target rate of return or actuarial return, material market risk must be
borne (i.e., year to year volatility of returns). For example, in 2008 the Trust Fund’s net managed
real return was -26.81% compared to gains of 17.56% in 2009 and 21.48% in 2003. While
downside risk is considerably greater over shorter horizons, the natural investment horizon for
the Trust Fund is the long-term. Table 1 illustrates a modeled estimate of the Target Portfolio’s
potential range of real returns that could result over longer-term investment horizons. Over a 15year investment horizon there is an 80 percent probability that the Target Portfolio will
experience a compound annual real return between -0.5% and 9.9% and a 90 percent probability
that the Target Portfolio will experience a compound annual real return between -2.7% and
10.9%.

Table 1: Expected Risk in Target Portfolio’s Real Returns
Time
5th Percentile
10th Percentile
90th Percentile
Horizon
Real Return
Real Return
Real Return
10 Years
15 Years

-4.9%
-2.7%

-2.8%
-0.5%

4

10.3%
9.9%

95th Percentile
Real Return
11.4%
10.9%
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20 Years
25 Years
30 Years

-1.3%
-0.7%
-0.2%

0.4%
1.0%
1.5%

9.5%
9.1%
9.0%

10.3%
10.1%
9.8%

Although the Target Portfolio has an expected return and risk associated with it, it is important to
note that this expected return is neither an explicit nor an implicit goal for the managers of the
Florida Retirement System Trust Fund (FRSTF). These figures are used solely in developing
directives for fund management that will raise the probability of success in achieving the absolute
real target rate of return. The Executive Director is held responsible not for specifically
achieving the absolute real target rate of return in each period, but rather for doing at least as well
as the market using the Target Portfolio's mix of assets.
In pursuit of incremental investment returns, the Executive Director may vary the asset mix from
the target allocation based on market conditions and the investment environment for the
individual asset classes. The Executive Director shall adopt an asset allocation policy guideline
which specifies the process for making these tactical decisions. The guideline shall concentrate
on the analysis of economic conditions, the absolute values of asset class investments and the
relative values between asset classes. The Board establishes ranges for tactical allocations, as
shown in Table 2 (i.e., 2a and 2b, as applicable).
The Executive Director is directed by the Trustees to seek expanded statutory authority to invest
in alternative investments (i.e., private equity, venture capital, distress funds, hedge funds and
certain other investments described at s. 215.47(15), Florida Statutes) beyond the current limit of
10%. The policy allocation in Table 2a would be effective upon such expanded authority
becoming effective in law. Upon the effective date of this policy statement, but prior to obtaining
such expanded statutory investment authority, a Transitional Asset Allocation Policy described in
Table 2b would govern.

Table 2: Authorized Asset Classes, Target Allocations and Policy Ranges
Table 2a: Expanded Authority
Asset Class
Global Equity
Fixed Income
Real Estate

Target Allocation

Policy Range Low

Policy Range
High

52%
24%
7%

44%
16%
2%

60%
32%
12%
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Private Equity
Strategic Investments
Cash Equivalents
Total Fund

5%
11%
1%
100%

0%
0%
0%
--

7%
20%
9%
--

(Continued) Table 2: Authorized Asset Classes, Target Allocations and Policy Ranges
Table 2b: Transitional
Asset Class
Global Equity
Fixed Income
Real Estate
Private Equity
Strategic Investments
Cash Equivalents
Total Fund

Target
Allocation

Policy Range
Low

Policy Range
High

56%
26%
7%
4%
6%
1%
100%

48%
18%
2%
0%
0%
0%
--

64%
34%
12%
7%
20%
9%
--

For purposes of determining compliance with these policy ranges, an asset class is considered to
be an aggregation of one or more portfolios with substantially the same principal asset type. 2 An
asset type is a category of investment instrument such as common stock or bond. For example,
all of the portfolios whose principal asset type is bonds would be aggregated together as the
Fixed Income asset class. As such, it would contain primarily—but not exclusively—the
principal asset type. As a standard management practice, portfolio managers are expected to
meet their goals for all assets allocated to their portfolio.
It is expected that the FRS Portfolio will be managed in such a way that the actual allocation mix
will remain within these ranges. Investment strategies or market conditions which result in an
allocation position for any asset class outside of the enumerated ranges for a period exceeding
thirty (30) consecutive business days shall be reported to the Board, together with a review of
2

The Strategic Investments asset class is an exception, purposefully established to potentially contain a variety of
portfolios which may represent asset types and strategies not suitable for inclusion in other asset classes.
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conditions causing the persistent deviation and a recommendation for subsequent investment
action.
The asset allocation is established in concert with the investment objective, capital market
expectations, projected actuarial liabilities, and resulting cash flows. Table 3 indicates estimated
net cash flows (employer contributions minus benefit payments) and associated probabilities that
are implicit in this policy statement, assuming the Legislature adheres to system funding
provisions in current law. Additionally, the annualized income yield of the fund is projected to
approximate 2% to 3%.

Table 3: Estimated Net Cash Flow ($ millions/ % Fund)

10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile

In 5 Years

In 10 Years

-$3,982/ -3.1%
-$3,781/ -2.8%
-$3,575/ -2.6%
-$3,288/ -2.4%
-$1,872/ -2.1%

-$7,353/ -3.5%
-$6,480/ -3.1%
-$5,282/ -2.8%
-$3.233/ -2.3%
-$705/ -0.8%
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VII. PERFORMANCE MEASUREMENT
Asset class performance is measured in accordance with a broad market index appropriate to the
asset class. The indices identified in Table 4 are used as the primary benchmarks for the
authorized asset classes.

Table 4: Authorized Target Indices
Asset Class

Index

Global Equity

A custom version of the MSCI All Country World Investable Market
Index (ACWI IMI), in dollar terms, net of withholding taxes on nonresident institutional investors, adjusted to reflect the provisions of the
Protecting Florida’s Investments Act

Fixed Income

The Barclays Capital U.S. Aggregate Index

Real Estate

An average of the National Council of Real Estate Investment
Fiduciaries (NCREIF) Fund Index – Open-ended Diversified Core
Equity, NET of fees, weighted at 90%, and the FTSE EPRA/NAREIT
Developed Index, in dollar terms, net of withholding taxes on nonresident institutional investors, weighted at 10%

Private Equity

The Russell 3000 index return plus a fixed premium return of 300
basis points per annum

Strategic Investments

A weighted-average of individual portfolio level benchmark returns

Cash Equivalents

iMoneyNet First Tier Institutional Money Market Funds Net Index

The return on the Target Portfolio shall be calculated as an average of the returns to the target
indices indicated in Table 5 weighted by the target allocations indicated by Table 2 (i.e., 2a and
2b, as applicable), but adjusted for floating allocations. The policy allocation for Strategic
Investments, Private Equity and Real Estate would all “float” against Global Equity (i.e., limited
short-term liquidity available for rebalancing and benefit payments means that their policy
allocations would equal their actual allocations).
Measurement of asset allocation performance shall be made by comparing the actual asset
allocation times the return for the appropriate indices to the target allocation times the index
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returns. For asset classes with floating allocations the basis of tactical measurement shall be the
asset class’s actual share.

Performance measurement of the effectiveness of the implementation of the Private Equity asset
class shall be based on an internal rate of return (IRR) methodology, applied over significant
periods of time. Performance measurement of the effectiveness of the implementation of the
Private Equity and Strategic Investments asset classes shall be assessed relative to both the
applicable index in Table 4 and:
•

For Private Equity, a fund-based private equity benchmark (e.g., from Venture
Economics or Cambridge Associates).

•

For Strategic Investments, the CPI, as reported by the U.S. Department of Labor,
Bureau of Labor Statistics (Consumer Price Index – All Urban Consumers), plus
5%. Fundamentally, the Strategic Investments asset class is expected to improve
the risk-adjusted return of the total fund over multiple market cycles.

VIII. ASSET CLASS PORTFOLIO MANAGEMENT
General Asset Class and Portfolio Guidelines
The Executive Director is responsible for developing asset class and individual portfolio policies
and guidelines which reflect the goals and objectives of this Investment Policy Statement. In
doing so, he is authorized to use all investment authority spelled out in Section 215.47, Florida
Statutes, except as limited by this Plan or SBA Rules. The Executive Director shall develop
guidelines for the selection and retention of portfolios, and shall manage all external contractual
relationships in accordance with the fiduciary responsibilities of the Board.
All asset classes shall be invested to achieve or exceed the return on their respective benchmarks
over a long period of time. To obtain appropriate compensation for associated performance
risks:
•

Public market asset classes shall be well diversified with respect to their
benchmarks and have a reliance on low cost passive strategies scaled according to
the degree of efficiency in underlying securities markets, capacity in effective
active strategies, and ongoing total fund liquidity requirements.

9

Reaffirmed by SBA Trustees June 16, 2011
Approved by SBA Trustees June 8, 2010
Approved by IAC on January 20, 2012 and Proposed for Adoption by Trustees on February 9, 2012
•

Private Equity, Real Estate and Strategic Investments asset classes shall utilize a
prudent process to maximize long-term access to attractive risk-adjusted
investment opportunities through use of business partners with appropriate:
o

Financial, operational and investment expertise and resources;

o

Alignment of interests;

o

Transparency and repeatability of investment process; and

o

Controls on leverage.

Strategic Investments Guidelines
The objective of the asset class is to proactively identify and utilize non-traditional and multiasset class investments, on an opportunistic and strategic basis, in order to accomplish one or
more of the following:
•

Generate long-term incremental returns in excess of a 5% annualized real rate of
return, commensurate with risk.

•

Diversify the FRS Pension Plan assets.

•

Provide a potential hedge against inflation.

•

Increase investment flexibility, across market environments, in order to access
evolving or opportunistic investments outside of traditional asset classes and
effective risk-adjusted portfolio management strategies.

Strategic Investments may include, but not be limited to, direct investments authorized by s.
215.47, Florida Statutes or investments in capital commitment partnerships, hedge funds or other
vehicles that make or involve non-traditional, opportunistic and/or long or short investments in
marketable and nonmarketable debt, equity, and/or real assets (e.g., real estate, infrastructure, or
commodities). Leverage may be utilized subject to appropriate controls.
The Executive Director shall develop and implement policies as appropriate for the orderly and
effective implementation of the provisions of Chapter 2007-88, Laws of Florida, the “Protecting
Florida’s Investments Act.” Actions taken and determinations made pursuant to said policies are
hereby incorporated by reference into this Investment Policy Statement, as required by subsection
215.473(6), Florida Statutes.
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IX.

REPORTING

The Board directs the Executive Director to coordinate the preparation of quarterly reports of the
investment performance of the FRS by the Board's independent performance evaluation
consultant.
The following formal periodic reports to the Board shall be the responsibility of the Executive
Director:

X.

•

An annual report on the SBA and its investment portfolios, including that of the
FRS.

•

A monthly report on performance and investment actions taken.

•

Special investment reports pursuant to Section 215.44-215.53, Florida Statutes.

IMPLEMENTATION SCHEDULE

This policy statement shall be effective upon approval of the Boardthe first business day of the
month following approval by the Trustees. However, the target allocations listed in Table 2 and
the target indices for the Global Equity and Real Estate asset classes indicated in Table 4 may be
phased in over a 12 month period subsequent to the effective date(s). Authorized policy ranges
shall be adjusted accordingly.
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FLORIDA RETIREMENT SYSTEM
DEFINED BENEFIT PLAN INVESTMENT POLICY STATEMENT

I.

DEFINITIONS

Absolute Real Target Rate of Return - The total rate of return by which the FRS Portfolio
must grow, in excess of inflation as reported by the U.S. Department of Labor, Bureau of Labor
Statistics (Consumer Price Index – All Urban Consumers), in order to achieve the long-run
investment objective.
Asset Class - An asset class is an aggregation of one or more portfolios with the same principal
asset type. 1 For example, all of the portfolios whose principal asset type was stocks would be
aggregated together as the Global Equity asset class. As such, it would contain primarily—but
not exclusively—the principal asset type.
Asset Type - An asset type is a category of investment instrument such as common stock or
bond.
Portfolio - A portfolio is the basic organization unit of the FRS Fund. Funds are managed within
portfolios. A portfolio will typically contain one principal asset type (common stocks, for
example), but may contain other asset types as well. The discretion for this mix of asset types is
set out in guidelines for each portfolio.
II.

OVERVIEW OF THE FRS AND SBA

The State Board of Administration (Board) provides investment management of assets
contributed and held on behalf of the Florida Retirement System (FRS). The investment of
retirement assets is one aspect of the activity involved in the overall administration of the Florida
Retirement System. The Division of Retirement (DOR), the administrative agency for the FRS,
provides full accounting and administration of benefits and contributions, commissions actuarial
studies, and proposes rules and regulations for the administration of the FRS. The State
Legislature has the responsibility of setting contribution and benefit levels, and providing the
statutory guidance for the administration of the FRS.
III.

THE BOARD

The State Board of Administration has the authority and responsibility for the investment of FRS
assets. The Board consists of the Governor, as Chairman, the Chief Financial Officer, as
Treasurer, and the Attorney General, as Secretary. The Board has statutory responsibility for the
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investment of FRS assets, subject to limitations on investments as outlined in Section 215.47,
Florida Statutes.
The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary
standards of care as contained in Sections 215.44(2)(a) and 215.47(9), Florida Statutes.
The Board delegates to the Executive Director the administrative and investment authority,
within the statutory limitations and rules, to manage the investment of FRS assets. An
Investment Advisory Council (IAC) is appointed by the Board. The IAC meets quarterly, and is
charged with the review and study of general portfolio objectives, policies and strategies,
including a review of investment performance.
The mission of the State Board of Administration is to provide superior investment and trust
services while adhering to the highest ethical, fiduciary and professional standards.
IV.

THE EXECUTIVE DIRECTOR

The Executive Director is charged with the responsibility for managing and directing
administrative, personnel, budgeting, and investment functions, including the strategic and
tactical allocation of investment assets.
The Executive Director is charged with developing specific individual investment portfolio
objectives and policy guidelines, and providing the Board with monthly and quarterly reports of
investment activities.
The Executive Director has investment responsibility for maintaining diversified portfolios, and
maximizing returns with respect to the broad diversified market standards of individual asset
classes, consistent with appropriate risk constraints. The Executive Director will develop
policies and procedures to:
•

Identify, monitor and control/mitigate key investment and operational risks.

•

Maintain an appropriate and effective risk management and compliance program
that identifies, evaluates and manages risks within business units and at the
enterprise level.

•

Maintain an appropriate and effective control environment for SBA investment
and operational responsibilities.

•

Approve risk allocations and limits, including total fund and asset class risk
budgets.

The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
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responsibilities enumerated in the preceding list. For day-to-day executive and administrative
purposes, the Chief Risk and Compliance Officer will proactively work with the Executive
Director and designees to ensure that issues are promptly and thoroughly addressed by
management. On at least a quarterly basis, the Chief Risk and Compliance Officer will provide
reports to the Investment Advisory Council, Audit Committee and Board and is authorized to
directly access these bodies at any time as appropriate to ensure the integrity and effectiveness of
risk management and compliance functions.
Pursuant to written SBA policy, the Executive Director will organize an Investment Oversight
Group(s) to regularly review, document and formally escalate guideline compliance exceptions
and events that may have a material impact on the Trust Fund. The Executive Director is
delegated the authority and responsibility to prudently address any such compliance exceptions,
with input from the Investment Advisory Council and Audit Committee as necessary and
appropriate, unless otherwise required in this Investment Policy Statement.
The Executive Director is responsible for evaluating the appropriateness of the goals and
objectives in this Plan in light of actuarial studies and recommending changes to the Board when
appropriate.
V.

INVESTMENT OBJECTIVES

The investment objective of the Board is to provide investment returns sufficient for the plan to
be maintained in a manner that ensures the timely payment of promised benefits to current and
future participants and keeps the plan cost at a reasonable level. To achieve this, a long-term real
return approximating 5% per annum (compounded and net of investment expenses) should be
attained, consistent with the actuarial investment return assumption of 7.75%. As additional
considerations, the Board seeks to avoid excessive risk in long-term cost trends. To manage these
risks, the volatility of annual returns should be reasonably controlled.
The Board's principal means for achieving this goal is through investment directives to the
Executive Director. The main object of these investment directives is the asset class. The Board
directs the Executive Director to manage the asset classes in ways that, in the Board's opinion,
will maximize the likelihood of achieving the Board's investment objective within an appropriate
risk management framework. The Board establishes asset classes, sets target allocations and
reasonable ranges around them for each and establishes performance benchmarks for them. In
addition, it establishes a performance benchmark for the total portfolio.
VI.

TARGET PORTFOLIO AND ASSET ALLOCATION RANGES

The Board's investment objective is an absolute one: achieve a specific rate of return, the
absolute real target rate of return. In order to achieve it, the Board sets a relative objective for the
Executive Director: achieve or exceed the return on a performance benchmark known as the
Target Portfolio over time. The Target Portfolio is a portfolio composed of a specific mix of the
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authorized asset classes. The return on this portfolio is a weighted-average of the returns to
passive benchmarks for each of the asset classes. The expectation is that this return will equal or
exceed the absolute real target rate of return long-term and will thus assure achievement of the
Board's investment objective.
This relative return objective is developed in a risk management framework. Risk from the
perspective of the Board is failing to earn the absolute real target rate of return over long periods
of time, and the asset mix is developed to minimize this risk. In selecting the Target Portfolio,
the Board considers information from actuarial valuation reviews and asset/liability studies of the
FRS, as well as asset class risk and return characteristics. In addition, the timing of cash
demands on the portfolio to honor benefit payments and other liabilities are an important
consideration. Potential asset mixes are thus evaluated with respect to their expected return,
volatility and liquidity.
The Target Portfolio defined in Tables 2 (i.e., 2a and 2b, as applicable) and, 4 has a long-term
expected compound annual real return that approximates the absolute real target rate of return.
To achieve the absolute real target rate of return or actuarial return, material market risk must be
borne (i.e., year to year volatility of returns). For example, in 2008 the Trust Fund’s net managed
real return was -26.81% compared to gains of 17.56% in 2009 and 21.48% in 2003. While
downside risk is considerably greater over shorter horizons, the natural investment horizon for
the Trust Fund is the long-term. Table 1 illustrates a modeled estimate of the Target Portfolio’s
potential range of real returns that could result over longer-term investment horizons. Over a 15year investment horizon there is an 80 percent probability that the Target Portfolio will
experience a compound annual real return between -0.5% and 9.9% and a 90 percent probability
that the Target Portfolio will experience a compound annual real return between -2.7% and
10.9%.
Table 1: Expected Risk in Target Portfolio’s Real Returns
Time
5th Percentile
10th Percentile
90th Percentile
Horizon
Real Return
Real Return
Real Return
10 Years
15 Years
20 Years
25 Years
30 Years

-4.9%
-2.7%
-1.3%
-0.7%
-0.2%

-2.8%
-0.5%
0.4%
1.0%
1.5%

10.3%
9.9%
9.5%
9.1%
9.0%

95th Percentile
Real Return
11.4%
10.9%
10.3%
10.1%
9.8%

Although the Target Portfolio has an expected return and risk associated with it, it is important to
note that this expected return is neither an explicit nor an implicit goal for the managers of the
Florida Retirement System Trust Fund (FRSTF). These figures are used solely in developing
directives for fund management that will raise the probability of success in achieving the absolute
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real target rate of return. The Executive Director is held responsible not for specifically
achieving the absolute real target rate of return in each period, but rather for doing at least as well
as the market using the Target Portfolio's mix of assets.
In pursuit of incremental investment returns, the Executive Director may vary the asset mix from
the target allocation based on market conditions and the investment environment for the
individual asset classes. The Executive Director shall adopt an asset allocation policy guideline
which specifies the process for making these tactical decisions. The guideline shall concentrate
on the analysis of economic conditions, the absolute values of asset class investments and the
relative values between asset classes. The Board establishes ranges for tactical allocations, as
shown in Table 2 (i.e., 2a and 2b, as applicable).
The Executive Director is directed by the Trustees to seek expanded statutory authority to invest
in alternative investments (i.e., private equity, venture capital, distress funds, hedge funds and
certain other investments described at s. 215.47(15), Florida Statutes) beyond the current limit of
10%. The policy allocation in Table 2a would be effective upon such expanded authority
becoming effective in law. Upon the effective date of this policy statement, but prior to obtaining
such expanded statutory investment authority, a Transitional Asset Allocation Policy described in
Table 2b would govern.

Table 2: Authorized Asset Classes, Target Allocations and Policy Ranges
Table 2a: Expanded Authority
Asset Class
Global Equity
Fixed Income
Real Estate
Private Equity
Strategic Investments
Cash Equivalents
Total Fund

Target Allocation

Policy Range Low

Policy Range
High

52%
24%
7%
5%
11%
1%
100%

44%
16%
2%
0%
0%
0%
--

60%
32%
12%
7%
20%
9%
--
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(Continued) Table 2: Authorized Asset Classes, Target Allocations and Policy Ranges
Table 2b: Transitional
Asset Class
Global Equity
Fixed Income
Real Estate
Private Equity
Strategic Investments
Cash Equivalents
Total Fund

Target
Allocation

Policy Range
Low

Policy Range
High

56%
26%
7%
4%
6%
1%
100%

48%
18%
2%
0%
0%
0%
--

64%
34%
12%
7%
20%
9%
--

For purposes of determining compliance with these policy ranges, an asset class is considered to
be an aggregation of one or more portfolios with substantially the same principal asset type. 2 An
asset type is a category of investment instrument such as common stock or bond. For example,
all of the portfolios whose principal asset type is bonds would be aggregated together as the
Fixed Income asset class. As such, it would contain primarily—but not exclusively—the
principal asset type. As a standard management practice, portfolio managers are expected to
meet their goals for all assets allocated to their portfolio.
It is expected that the FRS Portfolio will be managed in such a way that the actual allocation mix
will remain within these ranges. Investment strategies or market conditions which result in an
allocation position for any asset class outside of the enumerated ranges for a period exceeding
thirty (30) consecutive business days shall be reported to the Board, together with a review of
conditions causing the persistent deviation and a recommendation for subsequent investment
action.
The asset allocation is established in concert with the investment objective, capital market
expectations, projected actuarial liabilities, and resulting cash flows. Table 3 indicates estimated
net cash flows (employer contributions minus benefit payments) and associated probabilities that
are implicit in this policy statement, assuming the Legislature adheres to system funding
provisions in current law. Additionally, the annualized income yield of the fund is projected to
approximate 2% to 3%.
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Table 3: Estimated Net Cash Flow ($ millions/ % Fund)

10th Percentile
25th Percentile
Median
75th Percentile
90th Percentile

In 5 Years

In 10 Years

-$3,982/ -3.1%
-$3,781/ -2.8%
-$3,575/ -2.6%
-$3,288/ -2.4%
-$1,872/ -2.1%

-$7,353/ -3.5%
-$6,480/ -3.1%
-$5,282/ -2.8%
-$3.233/ -2.3%
-$705/ -0.8%

VII. PERFORMANCE MEASUREMENT
Asset class performance is measured in accordance with a broad market index appropriate to the
asset class. The indices identified in Table 4 are used as the primary benchmarks for the
authorized asset classes.
Table 4: Authorized Target Indices
Asset Class

Index

Global Equity

A custom version of the MSCI All Country World Investable Market
Index (ACWI IMI), in dollar terms, net of withholding taxes on nonresident institutional investors, adjusted to reflect the provisions of the
Protecting Florida’s Investments Act

Fixed Income

The Barclays Capital U.S. Aggregate Index

Real Estate

An average of the National Council of Real Estate Investment
Fiduciaries (NCREIF) Fund Index – Open-ended Diversified Core
Equity, NET of fees, weighted at 90%, and the FTSE EPRA/NAREIT
Developed Index, in dollar terms, net of withholding taxes on nonresident institutional investors, weighted at 10%

Private Equity

The Russell 3000 index return plus a fixed premium return of 300
basis points per annum

Strategic Investments

A weighted-average of individual portfolio level benchmark returns

Cash Equivalents

iMoneyNet First Tier Institutional Money Market Funds Net Index

The return on the Target Portfolio shall be calculated as an average of the returns to the target
indices indicated in Table 5 weighted by the target allocations indicated by Table 2 (i.e., 2a and
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2b, as applicable), but adjusted for floating allocations. The policy allocation for Strategic
Investments, Private Equity and Real Estate would all “float” against Global Equity (i.e., limited
short-term liquidity available for rebalancing and benefit payments means that their policy
allocations would equal their actual allocations).
Measurement of asset allocation performance shall be made by comparing the actual asset
allocation times the return for the appropriate indices to the target allocation times the index
returns. For asset classes with floating allocations the basis of tactical measurement shall be the
asset class’s actual share.
Performance measurement of the effectiveness of the implementation of the Private Equity asset
class shall be based on an internal rate of return (IRR) methodology, applied over significant
periods of time. Performance measurement of the effectiveness of the implementation of the
Private Equity and Strategic Investments asset classes shall be assessed relative to both the
applicable index in Table 4 and:
•

For Private Equity, a fund-based private equity benchmark (e.g., from Venture
Economics or Cambridge Associates).

•

For Strategic Investments, the CPI, as reported by the U.S. Department of Labor,
Bureau of Labor Statistics (Consumer Price Index – All Urban Consumers), plus
5%. Fundamentally, the Strategic Investments asset class is expected to improve
the risk-adjusted return of the total fund over multiple market cycles.

VIII. ASSET CLASS PORTFOLIO MANAGEMENT
General Asset Class and Portfolio Guidelines
The Executive Director is responsible for developing asset class and individual portfolio policies
and guidelines which reflect the goals and objectives of this Investment Policy Statement. In
doing so, he is authorized to use all investment authority spelled out in Section 215.47, Florida
Statutes, except as limited by this Plan or SBA Rules. The Executive Director shall develop
guidelines for the selection and retention of portfolios, and shall manage all external contractual
relationships in accordance with the fiduciary responsibilities of the Board.
All asset classes shall be invested to achieve or exceed the return on their respective benchmarks
over a long period of time. To obtain appropriate compensation for associated performance
risks:
•

Public market asset classes shall be well diversified with respect to their
benchmarks and have a reliance on low cost passive strategies scaled according to
the degree of efficiency in underlying securities markets, capacity in effective
active strategies, and ongoing total fund liquidity requirements.

8

Final for Adoption by Trustees on February 9, 2012

•

Private Equity, Real Estate and Strategic Investments asset classes shall utilize a
prudent process to maximize long-term access to attractive risk-adjusted
investment opportunities through use of business partners with appropriate:
o

Financial, operational and investment expertise and resources;

o

Alignment of interests;

o

Transparency and repeatability of investment process; and

o

Controls on leverage.

Strategic Investments Guidelines
The objective of the asset class is to proactively identify and utilize non-traditional and multiasset class investments, on an opportunistic and strategic basis, in order to accomplish one or
more of the following:
•

Generate long-term incremental returns in excess of a 5% annualized real rate of
return, commensurate with risk.

•

Diversify the FRS Pension Plan assets.

•

Provide a potential hedge against inflation.

•

Increase investment flexibility, across market environments, in order to access
evolving or opportunistic investments outside of traditional asset classes and
effective risk-adjusted portfolio management strategies.

Strategic Investments may include, but not be limited to, direct investments authorized by s.
215.47, Florida Statutes or investments in capital commitment partnerships, hedge funds or other
vehicles that make or involve non-traditional, opportunistic and/or long or short investments in
marketable and nonmarketable debt, equity, and/or real assets (e.g., real estate, infrastructure, or
commodities). Leverage may be utilized subject to appropriate controls.
The Executive Director shall develop and implement policies as appropriate for the orderly and
effective implementation of the provisions of Chapter 2007-88, Laws of Florida, the “Protecting
Florida’s Investments Act.” Actions taken and determinations made pursuant to said policies are
hereby incorporated by reference into this Investment Policy Statement, as required by subsection
215.473(6), Florida Statutes.
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IX.

REPORTING

The Board directs the Executive Director to coordinate the preparation of quarterly reports of the
investment performance of the FRS by the Board's independent performance evaluation
consultant.
The following formal periodic reports to the Board shall be the responsibility of the Executive
Director:

X.

•

An annual report on the SBA and its investment portfolios, including that of the
FRS.

•

A monthly report on performance and investment actions taken.

•

Special investment reports pursuant to Section 215.44-215.53, Florida Statutes.

IMPLEMENTATION SCHEDULE

This policy statement shall be effective upon approval of the Board
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MEMORANDUM
To:

SBA Investment Advisory Council, SBA Audit Committee

From:

Ash Williams

Date:

1/13/12

Subject:

Crowe Horwath report follow-up

CC:

SBA Trustees, Kevin SigRist, Kathy Whitehead, Eric Nelson, Flerida Rivera-Alsing

Background
At the December 2011 IAC and Trustees meetings, there was discussion of the Crowe Horwath
October 21, 2011 report to the SBA, “Evaluation and Recommendations Related to the
Compliance Program.” By memo dated November 4, 2011, SBA staff accepted or partially
accepted 58 of 63 of Crowe’s recommendations. The remaining five recommendations were
directed to the Audit Committee, Investment Advisory Council or Trustees because they
addressed governance matters such as potentially separating the Executive Director and Chief
Investment Officer duties or changing the reporting relationship of the Chief Risk and
Compliance Officer (CRCO). The IAC chair reported to the Trustees regarding the IAC’s review
of Crowe’s report; the IAC took a view that SBA’s current risk management and compliance
governance structure is functioning effectively, properly establishes accountability and
mitigates any potential conflict issues through the practice of having the CRCO provide written
and oral reports to the Audit Committee, Trustees and IAC. The Trustees agreed that IAC Chair
Robert Gidel would work with CFO Atwater and the SBA Executive Director/CIO to identify any
changes that could be made to bring closure to issues identified by Crowe, especially with
regard to the independence of the CRCO.
Current status / Action items
In a series of separate follow-up conversations, the CFO, IAC Chair Gidel and Audit Committee
member Rolf Engmann and I identified several steps that could be taken to further ensure the
independence of the CRCO and advance the risk management effort. These were discussed in
the January 10 Audit Committee meeting. Following is a summary of these initiatives that are
responsive to the Crowe report, together with a draft amendment proposed for inclusion in the

January 13, 2012
Page 2

investment policy statements of the FRS Pension and Investment Plans, Lawton Chiles
Endowment Fund, Florida PRIME, Investment Pool B and non-FRS Defined Contribution Plan to
adopt the recommended changes. The Trustees will be briefed on these proposals at their
January 18 meeting. Investment Policy Statement changes are subject to prior IAC review,
which is the purpose of the IAC’s meeting January 20. Should the IAC approve these changes,
the Trustees may act on them at their February 9 meeting.
Initiative Summary
•

•

Amend SBA’s Investment Policy Statement(s) to explicitly require CRCO to provide
written and oral reports to the IAC, Audit Committee and Trustees no less than quarterly
and authorize the CRCO to directly access these or other bodies as appropriate to
ensure the integrity and effectiveness of CRCO functions.
Selection, compensation and termination of the CRCO will be affirmed by the Trustees.
For day-to-day executive and administrative purposes, the CRCO will continue to work
with the Executive Director/CIO and SBA management so that issues are promptly and
thoroughly addressed.

Proposed Investment Policy Statement Addition
“The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and administrative
purposes, the Chief Risk and Compliance Officer will proactively work with the Executive Director
and designees to ensure that issues are promptly and thoroughly addressed by management.
On at least a quarterly basis, the Chief Risk and Compliance Officer will provide reports to the
Investment Advisory Council, Audit Committee and Board and is authorized to directly access
these bodies at any time as appropriate to ensure the integrity and effectiveness of risk
management and compliance functions.”
Conclusion
The proposed actions and related Investment Policy changes will bring closure to the
governance issue raised in the Crowe report. Other Crowe related issues are being addressed
by SBA staff and are subject to normal progress reporting to the Audit Committee, Trustees and
IAC. SBA’s independent risk management and compliance unit is relatively young and will
continue to evolve with a goal of embracing best practice to the greatest practical extent.
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FLORIDA RETIREMENT SYSTEM
Investment Plan
Investment Policy Statement
I. PURPOSE
The Florida Retirement System Investment Plan Investment Policy Statement (IPS) serves as the
primary statement of Trustee policy regarding their statutory responsibilities and authority to
establish and operate an optional defined contribution retirement program for members of the
Florida Retirement System. The IPS shall serve as a guiding document pertaining to investment
matters with respect to the Investment Plan. The Trustees will strive to make investment decisions
consistent with this IPS. Section 121.4501(14), Florida Statutes, directs the Trustees of the State
Board of Administration to approve the IPS. The IPS will be reviewed annually and will be revised
or supplemented as policies are changed or developed.
II. DEFINITIONS
A. Member – An employee who enrolls in the Florida Retirement System Investment Plan , a
member-directed 401(a) program, in lieu of participation in the defined benefit program of the
Florida Retirement System, a terminated Deferred Retirement Option Program (DROP) member as
described in section 121.4501(21), Florida Statutes, or an alternate payee of a member or
employee.
B. Investment Product – The result of a process that forms portfolios from securities and financial
instruments in order to produce investment returns.
C. Investment Manager – A private sector company that provides one or more investment products.
D. Investment Funds – One of the investment options that may be chosen by participants. A Fund
may be an aggregate of one or more investment products.
E. Bundled Provider - A private sector company that offers investment products, combined with
recordkeeping and trading services, which are designed to meet individualized needs and
requirements of plan participants, so as to afford value to participants not available through
individual investment product.
F. Passively Managed Option – An investment management strategy that intends to produce the
same level and pattern of financial returns generated by a market benchmark index.
G. Actively Managed Option – An investment management strategy that relies on security return
predictions in an effort to out-perform the financial returns generated by a market benchmark
index.
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H. Performance Benchmark – A market benchmark index that serves as the performance
measurement criterion for investment options.
I. Investment Plan Administrator or Recordkeeper – A private sector company that provides
administrative services, including individual and collective recordkeeping and accounting, IRC
limit monitoring, enrollment, beneficiary designation and changes, disbursement of monies, and
other centralized administrative functions.
III. OVERVIEW OF THE INVESTMENT PLAN AND STATE BOARD OF
ADMINISTRATION
A. The Investment Plan is a member-directed 401(a) program selected by employees in lieu of
participation in the defined benefit program of the Florida Retirement System. Investment Plan
benefits accrue in individual accounts that are member-directed, portable and funded by employee
and employer contributions and earnings. In accordance with Section 121.4501(15)(b), Florida
Statutes, members and beneficiaries bear the investment risks and reap the rewards that result when
they exercise control over investments in their accounts. Fluctuations in investment returns
directly affect members’ benefits.
B. The State Board of Administration (Board), Division of Retirement and affected employers
administer the Investment Plan. The Board designs educational services to assist employers,
eligible employees, members and beneficiaries. The State Legislature has the responsibility for
setting contribution levels and providing statutory guidance for the administration of the
Investment Plan.
IV. THE BOARD
A. The Board consists of the Governor, as Chairman, the Chief Financial Officer, as Treasurer, and
the Attorney General, as Secretary. The Board shall establish an optional defined contribution
retirement program for members of the Florida Retirement System and make a broad range of
investment options, covering most major market segments, available to members. The Board
makes the final determination as to whether any investment manager or product, third-party
administrator, education vendor or advice vendor shall be approved for the program.
B. The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary
standards of care as contained in Section 121.4501(15)(a), Florida Statutes.
C. The Board delegates to the Executive Director the administrative and investment authority, within
the statutory limitations and rules, to manage the Investment Plan. The Board appoints a ninemember Investment Advisory Council (IAC). The IAC reviews the IPS and any proposed changes
prior to its presentation to the Board of Trustees. The Council presents the results of its review to
the Board of Trustees prior to the Trustees’ final approval of the statement or any changes.
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V. THE EXECUTIVE DIRECTOR

A. The Executive Director is responsible for managing and directing administrative, personnel,
budgeting and investment-related functions, including the hiring and termination of investment
managers, bundled providers and products.
B. The Executive Director is responsible for developing specific investment objectives and policy
guidelines for investment options. The Executive Director is responsible for developing policies
and procedures for selecting, evaluating, and monitoring the performance of investment managers
and products to which employees may direct retirement contributions under the Investment Plan,
and providing the Board with monthly and quarterly reports of investment activities.
C. The Executive Director is responsible for maintaining diversified investment options, and
maximizing returns with respect to the performance benchmarks of individual investment options,
consistent with appropriate risk constraints. Each investment option will avoid excessive risk and
have a prudent degree of diversification relative to its broad market performance benchmark. The
Executive Director will develop policies and procedures to:

° Identify, monitor and control/mitigate key investment and operational risks.
° Maintain an appropriate and effective risk management and compliance program
°
°

that identifies, evaluates and manages risks within business units and at the
enterprise level.
Maintain an appropriate and effective control environment for SBA investment and
operational responsibilities.
Approve risk allocations and limits.

The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and administrative
purposes, the Chief Risk and Compliance Officer will proactively work with the Executive
Director and designees to ensure that issues are promptly and thoroughly addressed by
management. On at least a quarterly basis, the Chief Risk and Compliance Officer will provide
reports to the Investment Advisory Council, Audit Committee and Board and is authorized to
directly access these bodies at any time as appropriate to ensure the integrity and effectiveness of
risk management and compliance functions.
Pursuant to written SBA policy, the Executive Director will cause a regular review, documentation
and formal escalation of compliance exceptions and events that may have a material impact on the
Trust Fund. The Executive Director is delegated the authority and responsibility to prudently
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address any such compliance exceptions, with input from the Investment Advisory Council as
necessary and appropriate, unless otherwise required in this Investment Policy Statement.
D. The Executive Director shall adopt policies and procedures designed to prevent excessive member
trading between investment options from negatively impacting other members.
E. The Executive Director is responsible for periodically reviewing this IPS and recommending
changes to the Board of Trustees when appropriate.

VI. INVESTMENT OBJECTIVES
A. The Investment Plan shall seek to achieve the following long-term objectives:
1)
2)

3)

VII.

Offer a diversified mix of low-cost investment options that span the risk-return
spectrum and give members the opportunity to accumulate retirement benefits.
Offer investment options that avoid excessive risk, have a prudent degree of
diversification relative to broad market indices and provide a long-term rate of return,
net of all expenses and fees that seek to achieve or exceed the returns on comparable
market benchmark indices.
Offer members meaningful, independent control over the assets in their account with
the opportunity to:
a)
Obtain sufficient information about the plan and investment alternatives to make
informed investment decisions;
b)
Direct contributions and account balances between approved investment options
with a frequency that is appropriate in light of the market volatility of the
investment options;
c)
Direct contributions and account balances between approved investment options
without the limitation of fees or charges; and
d)
Remove accrued benefits from the plan without undue delay or penalties, subject
to the contract and all applicable laws governing the operation of the program.

MEMBER CONTROL AND PROGRAM FIDUCIARY LIABILITY

A. This IPS is structured to be consistent with the Legislature’s intent to assign liability for members’
investment losses to members and provide a safe harbor for program fiduciaries.
B. In Sections 121.4501(8)(b)2. and 121.4501(15)(b), Florida law incorporates the federal law
concept of participant control, established by regulations of the U.S. Department of Labor under
section 404(c) of the Employee Retirement Income Security Act of 1974. The Investment Plan
shall incorporate these concepts by providing program participants the opportunity to give
investment instructions and obtain sufficient information to make informed investment decisions.
The Investment Plan shall, in accordance with the 404(c) regulations and Florida law, provide
members an opportunity to choose from a broad range of investment alternatives.
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C. If a member or beneficiary of the Investment Plan exercises control over the assets in his or her
account, pursuant to section 404(c) regulations and all applicable laws governing the operation of
the program, no program fiduciary shall be liable for any loss to a member’s or beneficiary's
account which results from such member’s or beneficiary's exercise of control.
D. The default option for FRS Investment Plan members that fail to make a selection of investment
options shall be the Moderate Balanced Fund, which otherwise meets the requirements of a
qualified default investment alternative pursuant to regulations issued by the U.S. Department of
Labor. The default option for FRS Pension Plan DROP participants who rollover funds from their
DROP account to the Investment Plan as permitted by section 121.4501(21), Florida Statutes, and
fail to make a selection of investment options shall be the FRS Select Money Market Fund.
VIII. MEMBER EDUCATION AND INVESTMENT ADVICE
A. The education component of the Investment Plan shall be designed by the Board to assist
employers, eligible employees, members, and beneficiaries in order to maintain compliance with
section 404(c) regulations and to assist employees in their choice of defined benefit or defined
contribution retirement programs. Educational services include, but are not limited to,
disseminating educational materials; providing retirement planning education; explaining the
differences between the defined benefit retirement plan and the defined contribution retirement
plan; and offering financial planning guidance on matters such as investment diversification,
investment risks, investment costs, and asset allocation. The following items must be made
available to members in sufficient time to allow them an opportunity to make informed decisions: -

° A description of all investment funds including: general investment objectives, risk
and return characteristics, and type and diversification of assets.

°

An explanation of how to give investment instructions and any limits or restrictions
on giving instructions.

° A description of any transaction fees or expenses that are charged to the member’s
account in connection with purchases or sales of an investment fund.

°

Investment summary fund profiles as defined at Sections 121.4501(15)(c).

° Descriptions of the annual operating expenses for each investment alternative, such
as investment management fees.

° The value of shares of all investment funds and a quarterly member statement that
accounts for contributions, investment earnings, fees, penalties, or other deductions.

° Information concerning the past investment performance of each investment fund,
net of expenses, and relative to appropriate market indices.
B. Consistent with Sections 121.4501(8)(b)1. and 121.4501(10)(b), Florida Statutes, the education
component shall provide system members with impartial and balanced information about program
5
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and investment choices. In addition, the approved education organization shall not be an approved
investment provider or be affiliated with an approved investment provider. Educational materials
shall be prepared under the assumption that the employee is an unsophisticated investor and all
educational materials, including those distributed by bundled providers, shall be approved by the
Board prior to dissemination. Members shall have the opportunity to choose from different levels
of education services, as well as a variety of delivery methods and media. All educational services
offered by investment product providers shall be provided on a fee-for-service basis.
C. The Board shall contract for the provision of low-cost investment advice to members that is
supplemental to educational services and that is paid for by those receiving the advice. Investment
advice shall consist of impartial and balanced recommendations about investment choices
consistent with Rule 19-13.004, FAC. Members shall have the opportunity to choose from
different levels of customized investment advisory services, as well as a variety of delivery
methods and media.
D. Bundled provider(s) selected to provide investment products for Investment Plan members shall
not provide any member education services aimed at influencing the choice between the defined
benefit and defined contribution programs of the Florida Retirement System. This education
program will only be provided by the neutral education vendor hired to do so by the Board.
IX. ROLES OF THE INVESTMENT PLAN ADMINISTRATOR AND BUNDLED PROVIDERS
A. The Board selects a single private party to serve as the administrator for the Investment Plan. The
Board makes the final determination as to whether any administrator shall be approved for the
program. Administrative services such as individual and collective recordkeeping and accounting,
IRC limit monitoring, enrollment, beneficiary designation and changes, disbursement of monies,
and other centralized administrative functions shall be provided by the single administrator selected
by the Board. The SBA retains the right to delineate through the contract the specific
administrative services to be provided by the Bundled Provider. The SBA also retains the right,
consistent with Section 121.4501(8)(a)1., Florida Statutes, to enter into a contract with the Division
of Retirement for certain administrative services.
B. Bundled provider(s) selected to provide investment products to members will provide
administrative services that are uniquely relevant to the bundled provider mandate. The SBA shall
specify the administrative services to be provided by the single administrator and the bundled
provider in the solicitation documents and contracts for services.
X. INVESTMENT OPTIONS AND PERFORMANCE BENCHMARKS
A. The authorized categories of Investment Plan investment options are contained in IPS-Table 1.
The default option for members that fail to make a selection of investment options shall be the
Moderate Balanced Fund. The number of investment options shall not exceed the “Maximum
Number of Options” listed in IPS-Table 1 for each category, except to the extent that:
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1)

2)

Multiple investment options within the same category are simultaneously offered to
facilitate a transitional mapping of contributions and account balances from a
terminating option;
An investment option is temporarily closed to new contributions and account balance
transfers.

IPS-Table 1: Authorized Investment Option Categories and Representative Performance
Benchmarks and Retiree Annuities
Investment Option
Categories

Tier I: Core Investment Options
Money Market
Inflation-Protected Bond
U.S. Bond
U.S. Core Stock
U.S. Small/Mid Stock
Foreign Stock

Maximum Representative Performance
Number Benchmarks
of
Options

1
1
2
2
2
2

Tier II: Balanced Investment Options
Conservative Balanced Fund
1
Moderate Balanced Fund

1

Aggressive Balanced Fund

1

Tier III: Specialty Investment Options
U.S. Large Value Stock
1

Money Fund Report Institutional Average (Tax.)
Barclays Capital U.S. Treasury Inflation Note Index
Barclays Capital Aggregate Bond Index
Russell 3000 Index
Russell 2000 Index
MSCI World, excluding U.S., Index

Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2

Russell 1000 Value Index
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U.S. Large Growth Stock
U.S. Small/Mid Value Stock
U.S. Small/Mid Growth Stock
Global Stock
U.S. Short/Intermediate Bond
High Yield Bond

1
1
1
1
1
1

Russell 1000 Growth Index
Russell 2000 Value Index
Russell 2000 Growth Index
MSCI World Index
Barclays Capital Intermediate Aggregate Bond Index
Barclays Capital High Yield Index

Tier IV: Retiree Annuity Options (Section 121.591(1)(c), Florida Statutes)
Immediate and Deferred
Not
Specified by the Executive Director
Annuities
Applicable

B. Investment options and investment products (i.e., that support Investment Funds that are composed
of an aggregate of one or more investment products) may be provided by investment managers or
bundled providers. Pursuant to Section 121.4501(9)(a), Florida Statutes, the Board shall select one
or more providers who offer multiple investment products when such an approach is determined by
the Board to afford value to members otherwise not available through individual investment
products.
C. Investment options may have performance benchmarks other than the “Representative Performance
Benchmarks” listed in IPS-Table 1, but any alternative performance benchmark must be identified
in the investment guidelines required under Section XI of this IPS and provide substantial coverage
of the financial market segment defined by the corresponding Representative Performance
Benchmark.
D. Balanced funds are only available as a weighted average of Tier I and III options. The Board shall
establish procedures for initiating rebalancings per approved investment guidelines.
E. With IAC review and input, the Executive Director shall periodically recommend changes to the
authorized investment option categories in IPS-Table 1, as modifications are appropriate. Any
recommended modifications must be justified in terms of the incremental costs and benefits
provided to members.
XI. GENERAL INVESTMENT OPTION GUIDELINES
A. The Executive Director is responsible for developing specific investment policies and guidelines
for investment options, which reflect the goals and objectives of this IPS. In doing so, he is
authorized to exercise and perform all duties set forth in Section 121.4501(9), Florida Statutes,
except as limited by this IPS or Board Rules. General guidelines are as follows:
1) The Money Market fund seeks high current income consistent with liquidity and capital
preservation. The fund will be actively managed and will primarily invest in high quality,
liquid, short-term instruments to control credit risk and interest rate sensitivity. The fund’s
sensitivity to interest rate changes will approximate that of the performance benchmark.
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2) The U.S. Bond funds seek high current income consistent with capital appreciation. The
funds may be passively or actively managed and will primarily invest in securities
contained in the benchmark, although other fixed income instruments which fit the funds’
objectives may be selectively used to generate excess return, such as non-investment grade
securities or securities issued by foreign entities. The funds’ sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
3) The U.S. Large Stock funds seek capital appreciation and current income. The funds may
be passively or actively managed and will primarily invest in equities contained in the
benchmark. Other securities which fit the funds’ objectives may be selectively used to
generate excess return. The funds’ investment process will not have a persistent bias toward
the selection of securities that are predominantly in the growth or value style categories.
4) The Foreign Stock funds seek capital appreciation and current income. The funds may be
passively or actively managed and will primarily invest in equities contained in the
benchmark, although other securities which fit the funds’ objectives may be selectively
used to generate excess return, such as equity securities issued by corporations domiciled in
emerging economies.
5) The Balanced Investment funds are diversified balanced portfolios designed to provide
participants with pre-packaged asset allocation vehicles. The funds seek favorable longterm returns through investments in the Tier I and III Options according to the risk levels
identified in IPS-Table 2. Asset allocations will generally be held within 5 percentage
points of the optimal shares for their respective risk target, but short-term deviations may
occur. Optimized asset allocations for the balanced funds shall be established using
methodology consistent with the guidance rendered by the Investment Plan’s
education/advice vendor.
IPS-Table 2: Target Risk Levels of Balanced Investment Funds
Conservative
Balanced
Fund
All asset classes shall be included for
optimization of each balanced fund to
the risk levels indicated. Actual Tier I
and III investment funds included in
the balanced funds and their respective
weightings shall be reported to the
Trustees and communicated to
members.

Moderate
Balanced
Fund

Aggressive
Balanced
Fund

A risk level
A risk level
A risk level
equivalent to
equivalent approximately
that of an all
to that of
mid-way
bond portfolio the average between that
U.S.
of an all
investor
equity
portfolio and
the Moderate
Balanced
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Fund

6) The Inflation-Protected Bond fund seeks long-term total returns that keep pace with
inflation in order to protect the purchasing power of accumulated member benefits. The
fund may be passively or actively managed and will primarily invest in the U.S. Treasury's
inflation-indexed securities. The fund’s sensitivity to interest rate changes will closely
approximate that of the performance benchmark.
7) The High Yield Bond fund seeks high current income consistent with capital appreciation.
The fund will be actively managed and will primarily invest in non-investment grade
securities contained in the benchmark, although other fixed income instruments which fit
the funds’ objective may be selectively used to generate excess return, such as non-rated
securities or securities issued by foreign entities. The fund’s sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
8) The U.S. Large Value Stock fund seeks capital appreciation, and to a lesser degree, current
income. The fund will be actively managed and will primarily invest in equities contained
in the benchmark, generally characterized by lower price-to-book ratios and lower projected
earnings growth than the overall U.S. equity market averages. Other securities which fit the
funds’ objectives may be selectively used to generate excess return.
9) The U.S. Small/Mid Stock funds seek capital appreciation. The funds may be passively or
actively managed and will primarily invest in equities contained in the benchmark, although
other securities which fit the funds’ objectives may be selectively used to generate excess
return. The funds’ investment process will not have a persistent bias toward the selection of
securities that are predominantly in the growth or value style categories.
10) The U.S. Large Growth Stock fund seeks capital appreciation. The fund will be actively
managed and will primarily invest in equities contained in the benchmark, generally
characterized by higher price-to-book ratios and projected higher earnings growth than the
overall U.S. equity market averages. Other securities which fit the funds’ objectives may
be selectively used to generate excess return..
11) The U.S. Small/Mid Value Stock fund seeks capital appreciation, and to a lesser degree,
current income. The fund will be actively managed and will primarily invest in equities
contained in the benchmark, generally characterized by lower price-to-book ratios and
lower projected earnings growth than the overall U.S. equity market averages. Other
securities which fit the funds’ objectives may be selectively used to generate excess return.
12) The U.S. Small/Mid Growth Stock fund seeks capital appreciation. The fund will be
actively managed and will primarily invest in equities contained in the benchmark,
generally characterized by higher price-to-book ratios and projected higher earnings growth
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than the overall U.S. equity market averages. Other securities which fit the funds’
objectives may be selectively used to generate excess return.
13) Each investment option must:
(a) Have a prudent degree of diversification relative to its performance
benchmark;
(b) Be readily transferable from one Investment Plan account to another
Investment Plan investment option or to a private-sector or public-sector
defined contribution plan accounts and self-directed individual retirement
accounts;
(c) Allow transfers of members’ balances into and out of the option at least
daily, subject to the excessive trading policies of the providers and/or the
SBA;
(d) Have no surrender fees or deferred loads/charges;
(e) Have no fees or charges for insurance features (e.g. mortality and expense
risk charges);
(f) To the extent allowed by law, notwithstanding failure to meet one or more of
the IPS Section XI(13)(b),(c)-(f) requirements, an option may be authorized
if: (i) it produces significant and demonstrable incremental retirement
benefits relative to other comparable products in the market place and
comparable Tier I, Tier II, or Tier III options; and (ii) the incremental
benefits are sufficient to offset all associated fees, charges and the expected
economic cost of the variance(s) with the IPS Section XI(13)(b),(c)-(f)
requirements. Comparability shall be based on the option’s underlying
investments within the broad categories of Money Market, U.S Fixed
Income, U.S. Equities and Foreign Equities.
14) The investment product supporting any annuity option offered in Tier IV must have a
prudent degree of diversification relative to its performance benchmark and, where
applicable, providers shall have high independent ratings for financial strength and stability.
Tier IV options may include allocated or unallocated immediate annuities with
combinations of some of the following features:
(a) Single or flexible premium.
(b) Life or fixed period payouts.
(c) Single or joint life (survivors with an insurable interest).
(d) Complete or partial survivor benefits.
(e) Cash refund, installment refund or period certain features.
(f) Variable or fixed payments, non-participating, or income payable features.
(g) Deferred payments.
B. The long-term performance of each actively managed investment option is expected to exceed the
returns on their performance benchmark, net of all fees and charges, while avoiding large year-toyear deviations from the returns of the performance benchmark. The long-term performance of
each passively managed investment option is expected to closely approximate returns on the
performance benchmark, net of all fees and charges. Investment managers are authorized to
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Approved by SBA Trustees on December 6, 2011
Approved by IAC on January 20, 2012 and Proposed for Adoption by Trustees on February 9, 2012
prudently use options, futures, notional principal contracts or securities lending arrangements, in
accordance with the fiduciary standards of care, as contained in Section 121.4501(15)(a), Florida
Statutes, investment guidelines and related policies.
XII.

INVESTMENT MANAGER SELECTION AND MONITORING GUIDELINES

A. The Executive Director shall develop policies and guidelines for the selection, retention and
termination of investment managers, bundled providers and products, and shall manage all external
contractual relationships in accordance with the fiduciary responsibilities of the Board, this IPS and
provisions of Section 121.4501(9)(c), Florida Statutes.
When the Executive Director decides to terminate an investment fund in the Investment Plan,
members will be granted an opportunity to direct their assets to other Investment Plan investment
fund options prior to the investment fund termination. Assets that are not directed by members will
be transferred or “mapped” to the investment fund(s) that the Executive Director deems
appropriate. The mapping factors that the Executive Director will consider include, but are not
limited to, alignment of investment fund type (e.g., asset class, capitalization and style) and
investment strategy (e.g., objectives, market focus, and implementation tactics).
B. In the selection of investment managers, investment products or bundled providers, consideration
shall be given to their effectiveness in minimizing the direct and indirect costs of transferring the
total present value of accumulated benefit obligations for existing employees that choose
membership in Investment Plan from the defined benefit trust to the Investment Plan trust.
C. In the selection and monitoring of products from bundled providers, each proposed product will be
evaluated on a stand-alone basis, pursuant to the requirement in Section 121.4501(9)(c)9., Florida
Statutes. The cost-effectiveness of the levels of non-investment services supporting the products will
also be evaluated relative to their benefits.
D. In the selection, retention and termination of bundled providers and their proposed products and
services, value, as that term is used in Section 121.4501(9)(a), Florida Statutes, shall be evaluated
based on the value added to the process of accumulating retirement benefits for members. This
evaluation shall consider the following factors in arriving at any staff recommendation:
1)
2)
3)
4)

Additional products or services that are not otherwise available to the members within
the program;
The type and quality of investment products offered;
The type and quality of non-investment services offered; and
Other significant elements that provide value to members, consistent with the mandates of
Section 121.4501, Florida Statutes.

E. On at least an annual basis, a review will be conducted of the performance of each approved
investment manager and product and related organizational factors to ensure continued compliance
with established selection, performance and termination criteria, Board policy and procedures and
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all contractual provisions. The performance and termination criteria for each provider and
investment product will be reflected in each employment contract.
F. In addition to reviewing the performance of the Investment Plan’s investment managers/options,
the Executive Director will periodically review all costs associated with the management of the
Investment Plan’s investment options, including:
1)

Expense ratios of each investment option against the appropriate peer group; and

2)

Costs to administer the Program, including recordkeeping, account settlement
(participant balance with that of investment), allocation of assets and earnings, and
(when applicable) the proper use of 12b-1 fees to offset these fees.

XIII. REPORTING
A. The Board directs the Executive Director to coordinate the preparation of quarterly reports of the
investment performance of the Investment Plan by the Board's independent performance evaluation
consultant.
B. The following formal periodic reports to the Board shall be the responsibility of the Executive
Director: an annual investment report, an annual financial report and a monthly performance
report.
XIV. IMPLEMENTATION SCHEDULE
This IPS is effective upon approval of the Board.
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FLORIDA RETIREMENT SYSTEM
Investment Plan
Investment Policy Statement
I. PURPOSE
The Florida Retirement System Investment Plan Investment Policy Statement (IPS) serves as the
primary statement of Trustee policy regarding their statutory responsibilities and authority to
establish and operate an optional defined contribution retirement program for members of the
Florida Retirement System. The IPS shall serve as a guiding document pertaining to investment
matters with respect to the Investment Plan. The Trustees will strive to make investment decisions
consistent with this IPS. Section 121.4501(14), Florida Statutes, directs the Trustees of the State
Board of Administration to approve the IPS. The IPS will be reviewed annually and will be revised
or supplemented as policies are changed or developed.
II. DEFINITIONS
A. Member – An employee who enrolls in the Florida Retirement System Investment Plan , a
member-directed 401(a) program, in lieu of participation in the defined benefit program of the
Florida Retirement System, a terminated Deferred Retirement Option Program (DROP) member as
described in section 121.4501(21), Florida Statutes, or an alternate payee of a member or
employee.
B. Investment Product – The result of a process that forms portfolios from securities and financial
instruments in order to produce investment returns.
C. Investment Manager – A private sector company that provides one or more investment products.
D. Investment Funds – One of the investment options that may be chosen by participants. A Fund
may be an aggregate of one or more investment products.
E. Bundled Provider - A private sector company that offers investment products, combined with
recordkeeping and trading services, which are designed to meet individualized needs and
requirements of plan participants, so as to afford value to participants not available through
individual investment product.
F. Passively Managed Option – An investment management strategy that intends to produce the
same level and pattern of financial returns generated by a market benchmark index.
G. Actively Managed Option – An investment management strategy that relies on security return
predictions in an effort to out-perform the financial returns generated by a market benchmark
index.
H. Performance Benchmark – A market benchmark index that serves as the performance
measurement criterion for investment options.
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I. Investment Plan Administrator or Recordkeeper – A private sector company that provides
administrative services, including individual and collective recordkeeping and accounting, IRC
limit monitoring, enrollment, beneficiary designation and changes, disbursement of monies, and
other centralized administrative functions.
III. OVERVIEW OF THE INVESTMENT PLAN AND STATE BOARD OF
ADMINISTRATION
A. The Investment Plan is a member-directed 401(a) program selected by employees in lieu of
participation in the defined benefit program of the Florida Retirement System. Investment Plan
benefits accrue in individual accounts that are member-directed, portable and funded by employee
and employer contributions and earnings. In accordance with Section 121.4501(15)(b), Florida
Statutes, members and beneficiaries bear the investment risks and reap the rewards that result when
they exercise control over investments in their accounts. Fluctuations in investment returns
directly affect members’ benefits.
B. The State Board of Administration (Board), Division of Retirement and affected employers
administer the Investment Plan. The Board designs educational services to assist employers,
eligible employees, members and beneficiaries. The State Legislature has the responsibility for
setting contribution levels and providing statutory guidance for the administration of the
Investment Plan.
IV. THE BOARD
A. The Board consists of the Governor, as Chairman, the Chief Financial Officer, as Treasurer, and
the Attorney General, as Secretary. The Board shall establish an optional defined contribution
retirement program for members of the Florida Retirement System and make a broad range of
investment options, covering most major market segments, available to members. The Board
makes the final determination as to whether any investment manager or product, third-party
administrator, education vendor or advice vendor shall be approved for the program.
B. The Board shall discharge its fiduciary duties in accordance with the Florida statutory fiduciary
standards of care as contained in Section 121.4501(15)(a), Florida Statutes.
C. The Board delegates to the Executive Director the administrative and investment authority, within
the statutory limitations and rules, to manage the Investment Plan. The Board appoints a ninemember Investment Advisory Council (IAC). The IAC reviews the IPS and any proposed changes
prior to its presentation to the Board of Trustees. The Council presents the results of its review to
the Board of Trustees prior to the Trustees’ final approval of the statement or any changes.
V. THE EXECUTIVE DIRECTOR
A. The Executive Director is responsible for managing and directing administrative, personnel,
budgeting and investment-related functions, including the hiring and termination of investment
managers, bundled providers and products.
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B. The Executive Director is responsible for developing specific investment objectives and policy
guidelines for investment options. The Executive Director is responsible for developing policies
and procedures for selecting, evaluating, and monitoring the performance of investment managers
and products to which employees may direct retirement contributions under the Investment Plan,
and providing the Board with monthly and quarterly reports of investment activities.
C. The Executive Director is responsible for maintaining diversified investment options, and
maximizing returns with respect to the performance benchmarks of individual investment options,
consistent with appropriate risk constraints. Each investment option will avoid excessive risk and
have a prudent degree of diversification relative to its broad market performance benchmark. The
Executive Director will develop policies and procedures to:

° Identify, monitor and control/mitigate key investment and operational risks.
° Maintain an appropriate and effective risk management and compliance program
°
°

that identifies, evaluates and manages risks within business units and at the
enterprise level.
Maintain an appropriate and effective control environment for SBA investment and
operational responsibilities.
Approve risk allocations and limits.

The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and administrative
purposes, the Chief Risk and Compliance Officer will proactively work with the Executive
Director and designees to ensure that issues are promptly and thoroughly addressed by
management. On at least a quarterly basis, the Chief Risk and Compliance Officer will provide
reports to the Investment Advisory Council, Audit Committee and Board and is authorized to
directly access these bodies at any time as appropriate to ensure the integrity and effectiveness of
risk management and compliance functions.
Pursuant to written SBA policy, the Executive Director will cause a regular review, documentation
and formal escalation of compliance exceptions and events that may have a material impact on the
Trust Fund. The Executive Director is delegated the authority and responsibility to prudently
address any such compliance exceptions, with input from the Investment Advisory Council as
necessary and appropriate, unless otherwise required in this Investment Policy Statement.
D. The Executive Director shall adopt policies and procedures designed to prevent excessive member
trading between investment options from negatively impacting other members.
E. The Executive Director is responsible for periodically reviewing this IPS and recommending
changes to the Board of Trustees when appropriate.
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VI. INVESTMENT OBJECTIVES
A. The Investment Plan shall seek to achieve the following long-term objectives:
1)
2)

3)

VII.

Offer a diversified mix of low-cost investment options that span the risk-return
spectrum and give members the opportunity to accumulate retirement benefits.
Offer investment options that avoid excessive risk, have a prudent degree of
diversification relative to broad market indices and provide a long-term rate of return,
net of all expenses and fees that seek to achieve or exceed the returns on comparable
market benchmark indices.
Offer members meaningful, independent control over the assets in their account with
the opportunity to:
a)
Obtain sufficient information about the plan and investment alternatives to make
informed investment decisions;
b)
Direct contributions and account balances between approved investment options
with a frequency that is appropriate in light of the market volatility of the
investment options;
c)
Direct contributions and account balances between approved investment options
without the limitation of fees or charges; and
d)
Remove accrued benefits from the plan without undue delay or penalties, subject
to the contract and all applicable laws governing the operation of the program.

MEMBER CONTROL AND PROGRAM FIDUCIARY LIABILITY

A. This IPS is structured to be consistent with the Legislature’s intent to assign liability for members’
investment losses to members and provide a safe harbor for program fiduciaries.
B. In Sections 121.4501(8)(b)2. and 121.4501(15)(b), Florida law incorporates the federal law
concept of participant control, established by regulations of the U.S. Department of Labor under
section 404(c) of the Employee Retirement Income Security Act of 1974. The Investment Plan
shall incorporate these concepts by providing program participants the opportunity to give
investment instructions and obtain sufficient information to make informed investment decisions.
The Investment Plan shall, in accordance with the 404(c) regulations and Florida law, provide
members an opportunity to choose from a broad range of investment alternatives.
C. If a member or beneficiary of the Investment Plan exercises control over the assets in his or her
account, pursuant to section 404(c) regulations and all applicable laws governing the operation of
the program, no program fiduciary shall be liable for any loss to a member’s or beneficiary's
account which results from such member’s or beneficiary's exercise of control.
D. The default option for FRS Investment Plan members that fail to make a selection of investment
options shall be the Moderate Balanced Fund, which otherwise meets the requirements of a
qualified default investment alternative pursuant to regulations issued by the U.S. Department of
Labor. The default option for FRS Pension Plan DROP participants who rollover funds from their
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DROP account to the Investment Plan as permitted by section 121.4501(21), Florida Statutes, and
fail to make a selection of investment options shall be the FRS Select Money Market Fund.
VIII. MEMBER EDUCATION AND INVESTMENT ADVICE
A. The education component of the Investment Plan shall be designed by the Board to assist
employers, eligible employees, members, and beneficiaries in order to maintain compliance with
section 404(c) regulations and to assist employees in their choice of defined benefit or defined
contribution retirement programs. Educational services include, but are not limited to,
disseminating educational materials; providing retirement planning education; explaining the
differences between the defined benefit retirement plan and the defined contribution retirement
plan; and offering financial planning guidance on matters such as investment diversification,
investment risks, investment costs, and asset allocation. The following items must be made
available to members in sufficient time to allow them an opportunity to make informed decisions: -

° A description of all investment funds including: general investment objectives, risk
and return characteristics, and type and diversification of assets.

°

An explanation of how to give investment instructions and any limits or restrictions
on giving instructions.

° A description of any transaction fees or expenses that are charged to the member’s
account in connection with purchases or sales of an investment fund.

°

Investment summary fund profiles as defined at Sections 121.4501(15)(c).

° Descriptions of the annual operating expenses for each investment alternative, such
as investment management fees.

° The value of shares of all investment funds and a quarterly member statement that
accounts for contributions, investment earnings, fees, penalties, or other deductions.

° Information concerning the past investment performance of each investment fund,
net of expenses, and relative to appropriate market indices.
B. Consistent with Sections 121.4501(8)(b)1. and 121.4501(10)(b), Florida Statutes, the education
component shall provide system members with impartial and balanced information about program
and investment choices. In addition, the approved education organization shall not be an approved
investment provider or be affiliated with an approved investment provider. Educational materials
shall be prepared under the assumption that the employee is an unsophisticated investor and all
educational materials, including those distributed by bundled providers, shall be approved by the
Board prior to dissemination. Members shall have the opportunity to choose from different levels
of education services, as well as a variety of delivery methods and media. All educational services
offered by investment product providers shall be provided on a fee-for-service basis.
C. The Board shall contract for the provision of low-cost investment advice to members that is
supplemental to educational services and that is paid for by those receiving the advice. Investment
advice shall consist of impartial and balanced recommendations about investment choices
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consistent with Rule 19-13.004, FAC. Members shall have the opportunity to choose from
different levels of customized investment advisory services, as well as a variety of delivery
methods and media.
D. Bundled provider(s) selected to provide investment products for Investment Plan members shall
not provide any member education services aimed at influencing the choice between the defined
benefit and defined contribution programs of the Florida Retirement System. This education
program will only be provided by the neutral education vendor hired to do so by the Board.
IX. ROLES OF THE INVESTMENT PLAN ADMINISTRATOR AND BUNDLED PROVIDERS
A. The Board selects a single private party to serve as the administrator for the Investment Plan. The
Board makes the final determination as to whether any administrator shall be approved for the
program. Administrative services such as individual and collective recordkeeping and accounting,
IRC limit monitoring, enrollment, beneficiary designation and changes, disbursement of monies,
and other centralized administrative functions shall be provided by the single administrator selected
by the Board. The SBA retains the right to delineate through the contract the specific
administrative services to be provided by the Bundled Provider. The SBA also retains the right,
consistent with Section 121.4501(8)(a)1., Florida Statutes, to enter into a contract with the Division
of Retirement for certain administrative services.
B. Bundled provider(s) selected to provide investment products to members will provide
administrative services that are uniquely relevant to the bundled provider mandate. The SBA shall
specify the administrative services to be provided by the single administrator and the bundled
provider in the solicitation documents and contracts for services.
X. INVESTMENT OPTIONS AND PERFORMANCE BENCHMARKS
A. The authorized categories of Investment Plan investment options are contained in IPS-Table 1.
The default option for members that fail to make a selection of investment options shall be the
Moderate Balanced Fund. The number of investment options shall not exceed the “Maximum
Number of Options” listed in IPS-Table 1 for each category, except to the extent that:
1)

2)

Multiple investment options within the same category are simultaneously offered to
facilitate a transitional mapping of contributions and account balances from a
terminating option;
An investment option is temporarily closed to new contributions and account balance
transfers.
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IPS-Table 1: Authorized Investment Option Categories and Representative Performance
Benchmarks and Retiree Annuities
Investment Option
Categories

Tier I: Core Investment Options
Money Market
Inflation-Protected Bond
U.S. Bond
U.S. Core Stock
U.S. Small/Mid Stock
Foreign Stock

Maximum Representative Performance
Number Benchmarks
of
Options

1
1
2
2
2
2

Tier II: Balanced Investment Options
Conservative Balanced Fund
1
Moderate Balanced Fund

1

Aggressive Balanced Fund

1

Tier III: Specialty Investment Options
U.S. Large Value Stock
1
U.S. Large Growth Stock
1
U.S. Small/Mid Value Stock
1
U.S. Small/Mid Growth Stock
1
Global Stock
1
U.S. Short/Intermediate Bond
1
High Yield Bond
1

Money Fund Report Institutional Average (Tax.)
Barclays Capital U.S. Treasury Inflation Note Index
Barclays Capital Aggregate Bond Index
Russell 3000 Index
Russell 2000 Index
MSCI World, excluding U.S., Index

Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2
Weighted-Average of Constituent Fund Benchmarks per Table
2

Russell 1000 Value Index
Russell 1000 Growth Index
Russell 2000 Value Index
Russell 2000 Growth Index
MSCI World Index
Barclays Capital Intermediate Aggregate Bond Index
Barclays Capital High Yield Index

Tier IV: Retiree Annuity Options (Section 121.591(1)(c), Florida Statutes)
Immediate and Deferred
Not
Specified by the Executive Director
Annuities
Applicable

B. Investment options and investment products (i.e., that support Investment Funds that are composed
of an aggregate of one or more investment products) may be provided by investment managers or
bundled providers. Pursuant to Section 121.4501(9)(a), Florida Statutes, the Board shall select one
or more providers who offer multiple investment products when such an approach is determined by
the Board to afford value to members otherwise not available through individual investment
products.
C. Investment options may have performance benchmarks other than the “Representative Performance
Benchmarks” listed in IPS-Table 1, but any alternative performance benchmark must be identified
in the investment guidelines required under Section XI of this IPS and provide substantial coverage
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of the financial market segment defined by the corresponding Representative Performance
Benchmark.
D. Balanced funds are only available as a weighted average of Tier I and III options. The Board shall
establish procedures for initiating rebalancings per approved investment guidelines.
E. With IAC review and input, the Executive Director shall periodically recommend changes to the
authorized investment option categories in IPS-Table 1, as modifications are appropriate. Any
recommended modifications must be justified in terms of the incremental costs and benefits
provided to members.
XI. GENERAL INVESTMENT OPTION GUIDELINES
A. The Executive Director is responsible for developing specific investment policies and guidelines
for investment options, which reflect the goals and objectives of this IPS. In doing so, he is
authorized to exercise and perform all duties set forth in Section 121.4501(9), Florida Statutes,
except as limited by this IPS or Board Rules. General guidelines are as follows:
1) The Money Market fund seeks high current income consistent with liquidity and capital
preservation. The fund will be actively managed and will primarily invest in high quality,
liquid, short-term instruments to control credit risk and interest rate sensitivity. The fund’s
sensitivity to interest rate changes will approximate that of the performance benchmark.
2) The U.S. Bond funds seek high current income consistent with capital appreciation. The
funds may be passively or actively managed and will primarily invest in securities
contained in the benchmark, although other fixed income instruments which fit the funds’
objectives may be selectively used to generate excess return, such as non-investment grade
securities or securities issued by foreign entities. The funds’ sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
3) The U.S. Large Stock funds seek capital appreciation and current income. The funds may
be passively or actively managed and will primarily invest in equities contained in the
benchmark. Other securities which fit the funds’ objectives may be selectively used to
generate excess return. The funds’ investment process will not have a persistent bias toward
the selection of securities that are predominantly in the growth or value style categories.
4) The Foreign Stock funds seek capital appreciation and current income. The funds may be
passively or actively managed and will primarily invest in equities contained in the
benchmark, although other securities which fit the funds’ objectives may be selectively
used to generate excess return, such as equity securities issued by corporations domiciled in
emerging economies.
5) The Balanced Investment funds are diversified balanced portfolios designed to provide
participants with pre-packaged asset allocation vehicles. The funds seek favorable longterm returns through investments in the Tier I and III Options according to the risk levels
8
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identified in IPS-Table 2. Asset allocations will generally be held within 5 percentage
points of the optimal shares for their respective risk target, but short-term deviations may
occur. Optimized asset allocations for the balanced funds shall be established using
methodology consistent with the guidance rendered by the Investment Plan’s
education/advice vendor.
IPS-Table 2: Target Risk Levels of Balanced Investment Funds
Conservative
Balanced
Fund
All asset classes shall be included for
optimization of each balanced fund to
the risk levels indicated. Actual Tier I
and III investment funds included in
the balanced funds and their respective
weightings shall be reported to the
Trustees and communicated to
members.

Moderate
Balanced
Fund

Aggressive
Balanced
Fund

A risk level
A risk level
A risk level
equivalent to
equivalent approximately
that of an all
to that of
mid-way
bond portfolio the average between that
U.S.
of an all
investor
equity
portfolio and
the Moderate
Balanced
Fund

6) The Inflation-Protected Bond fund seeks long-term total returns that keep pace with
inflation in order to protect the purchasing power of accumulated member benefits. The
fund may be passively or actively managed and will primarily invest in the U.S. Treasury's
inflation-indexed securities. The fund’s sensitivity to interest rate changes will closely
approximate that of the performance benchmark.
7) The High Yield Bond fund seeks high current income consistent with capital appreciation.
The fund will be actively managed and will primarily invest in non-investment grade
securities contained in the benchmark, although other fixed income instruments which fit
the funds’ objective may be selectively used to generate excess return, such as non-rated
securities or securities issued by foreign entities. The fund’s sensitivity to interest rate
changes will closely approximate that of the performance benchmark.
8) The U.S. Large Value Stock fund seeks capital appreciation, and to a lesser degree, current
income. The fund will be actively managed and will primarily invest in equities contained
in the benchmark, generally characterized by lower price-to-book ratios and lower projected
earnings growth than the overall U.S. equity market averages. Other securities which fit the
funds’ objectives may be selectively used to generate excess return.
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9) The U.S. Small/Mid Stock funds seek capital appreciation. The funds may be passively or
actively managed and will primarily invest in equities contained in the benchmark, although
other securities which fit the funds’ objectives may be selectively used to generate excess
return. The funds’ investment process will not have a persistent bias toward the selection of
securities that are predominantly in the growth or value style categories.
10) The U.S. Large Growth Stock fund seeks capital appreciation. The fund will be actively
managed and will primarily invest in equities contained in the benchmark, generally
characterized by higher price-to-book ratios and projected higher earnings growth than the
overall U.S. equity market averages. Other securities which fit the funds’ objectives may
be selectively used to generate excess return..
11) The U.S. Small/Mid Value Stock fund seeks capital appreciation, and to a lesser degree,
current income. The fund will be actively managed and will primarily invest in equities
contained in the benchmark, generally characterized by lower price-to-book ratios and
lower projected earnings growth than the overall U.S. equity market averages. Other
securities which fit the funds’ objectives may be selectively used to generate excess return.
12) The U.S. Small/Mid Growth Stock fund seeks capital appreciation. The fund will be
actively managed and will primarily invest in equities contained in the benchmark,
generally characterized by higher price-to-book ratios and projected higher earnings growth
than the overall U.S. equity market averages. Other securities which fit the funds’
objectives may be selectively used to generate excess return.
13) Each investment option must:
(a) Have a prudent degree of diversification relative to its performance
benchmark;
(b) Be readily transferable from one Investment Plan account to another
Investment Plan investment option or to a private-sector or public-sector
defined contribution plan accounts and self-directed individual retirement
accounts;
(c) Allow transfers of members’ balances into and out of the option at least
daily, subject to the excessive trading policies of the providers and/or the
SBA;
(d) Have no surrender fees or deferred loads/charges;
(e) Have no fees or charges for insurance features (e.g. mortality and expense
risk charges);
(f) To the extent allowed by law, notwithstanding failure to meet one or more of
the IPS Section XI(13)(b),(c)-(f) requirements, an option may be authorized
if: (i) it produces significant and demonstrable incremental retirement
benefits relative to other comparable products in the market place and
comparable Tier I, Tier II, or Tier III options; and (ii) the incremental
benefits are sufficient to offset all associated fees, charges and the expected
economic cost of the variance(s) with the IPS Section XI(13)(b),(c)-(f)
requirements. Comparability shall be based on the option’s underlying
10
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investments within the broad categories of Money Market, U.S Fixed
Income, U.S. Equities and Foreign Equities.
14) The investment product supporting any annuity option offered in Tier IV must have a
prudent degree of diversification relative to its performance benchmark and, where
applicable, providers shall have high independent ratings for financial strength and stability.
Tier IV options may include allocated or unallocated immediate annuities with
combinations of some of the following features:
(a) Single or flexible premium.
(b) Life or fixed period payouts.
(c) Single or joint life (survivors with an insurable interest).
(d) Complete or partial survivor benefits.
(e) Cash refund, installment refund or period certain features.
(f) Variable or fixed payments, non-participating, or income payable features.
(g) Deferred payments.
B. The long-term performance of each actively managed investment option is expected to exceed the
returns on their performance benchmark, net of all fees and charges, while avoiding large year-toyear deviations from the returns of the performance benchmark. The long-term performance of
each passively managed investment option is expected to closely approximate returns on the
performance benchmark, net of all fees and charges. Investment managers are authorized to
prudently use options, futures, notional principal contracts or securities lending arrangements, in
accordance with the fiduciary standards of care, as contained in Section 121.4501(15)(a), Florida
Statutes, investment guidelines and related policies.
XII.

INVESTMENT MANAGER SELECTION AND MONITORING GUIDELINES

A. The Executive Director shall develop policies and guidelines for the selection, retention and
termination of investment managers, bundled providers and products, and shall manage all external
contractual relationships in accordance with the fiduciary responsibilities of the Board, this IPS and
provisions of Section 121.4501(9)(c), Florida Statutes.
When the Executive Director decides to terminate an investment fund in the Investment Plan,
members will be granted an opportunity to direct their assets to other Investment Plan investment
fund options prior to the investment fund termination. Assets that are not directed by members will
be transferred or “mapped” to the investment fund(s) that the Executive Director deems
appropriate. The mapping factors that the Executive Director will consider include, but are not
limited to, alignment of investment fund type (e.g., asset class, capitalization and style) and
investment strategy (e.g., objectives, market focus, and implementation tactics).
B. In the selection of investment managers, investment products or bundled providers, consideration
shall be given to their effectiveness in minimizing the direct and indirect costs of transferring the
total present value of accumulated benefit obligations for existing employees that choose
membership in Investment Plan from the defined benefit trust to the Investment Plan trust.
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C. In the selection and monitoring of products from bundled providers, each proposed product will be
evaluated on a stand-alone basis, pursuant to the requirement in Section 121.4501(9)(c)9., Florida
Statutes. The cost-effectiveness of the levels of non-investment services supporting the products will
also be evaluated relative to their benefits.
D. In the selection, retention and termination of bundled providers and their proposed products and
services, value, as that term is used in Section 121.4501(9)(a), Florida Statutes, shall be evaluated
based on the value added to the process of accumulating retirement benefits for members. This
evaluation shall consider the following factors in arriving at any staff recommendation:
1)
2)
3)
4)

Additional products or services that are not otherwise available to the members within
the program;
The type and quality of investment products offered;
The type and quality of non-investment services offered; and
Other significant elements that provide value to members, consistent with the mandates of
Section 121.4501, Florida Statutes.

E. On at least an annual basis, a review will be conducted of the performance of each approved
investment manager and product and related organizational factors to ensure continued compliance
with established selection, performance and termination criteria, Board policy and procedures and
all contractual provisions. The performance and termination criteria for each provider and
investment product will be reflected in each employment contract.
F. In addition to reviewing the performance of the Investment Plan’s investment managers/options,
the Executive Director will periodically review all costs associated with the management of the
Investment Plan’s investment options, including:
1)

Expense ratios of each investment option against the appropriate peer group; and

2)

Costs to administer the Program, including recordkeeping, account settlement
(participant balance with that of investment), allocation of assets and earnings, and
(when applicable) the proper use of 12b-1 fees to offset these fees.

XIII. REPORTING
A. The Board directs the Executive Director to coordinate the preparation of quarterly reports of the
investment performance of the Investment Plan by the Board's independent performance evaluation
consultant.
B. The following formal periodic reports to the Board shall be the responsibility of the Executive
Director: an annual investment report, an annual financial report and a monthly performance
report.
XIV. IMPLEMENTATION SCHEDULE
This IPS is effective upon approval of the Board.
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MEMORANDUM
To:

SBA Investment Advisory Council, SBA Audit Committee

From:

Ash Williams

Date:

1/13/12

Subject:

Crowe Horwath report follow-up

CC:

SBA Trustees, Kevin SigRist, Kathy Whitehead, Eric Nelson, Flerida Rivera-Alsing

Background
At the December 2011 IAC and Trustees meetings, there was discussion of the Crowe Horwath
October 21, 2011 report to the SBA, “Evaluation and Recommendations Related to the
Compliance Program.” By memo dated November 4, 2011, SBA staff accepted or partially
accepted 58 of 63 of Crowe’s recommendations. The remaining five recommendations were
directed to the Audit Committee, Investment Advisory Council or Trustees because they
addressed governance matters such as potentially separating the Executive Director and Chief
Investment Officer duties or changing the reporting relationship of the Chief Risk and
Compliance Officer (CRCO). The IAC chair reported to the Trustees regarding the IAC’s review
of Crowe’s report; the IAC took a view that SBA’s current risk management and compliance
governance structure is functioning effectively, properly establishes accountability and
mitigates any potential conflict issues through the practice of having the CRCO provide written
and oral reports to the Audit Committee, Trustees and IAC. The Trustees agreed that IAC Chair
Robert Gidel would work with CFO Atwater and the SBA Executive Director/CIO to identify any
changes that could be made to bring closure to issues identified by Crowe, especially with
regard to the independence of the CRCO.
Current status / Action items
In a series of separate follow-up conversations, the CFO, IAC Chair Gidel and Audit Committee
member Rolf Engmann and I identified several steps that could be taken to further ensure the
independence of the CRCO and advance the risk management effort. These were discussed in
the January 10 Audit Committee meeting. Following is a summary of these initiatives that are
responsive to the Crowe report, together with a draft amendment proposed for inclusion in the
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investment policy statements of the FRS Pension and Investment Plans, Lawton Chiles
Endowment Fund, Florida PRIME, Investment Pool B and non-FRS Defined Contribution Plan to
adopt the recommended changes. The Trustees will be briefed on these proposals at their
January 18 meeting. Investment Policy Statement changes are subject to prior IAC review,
which is the purpose of the IAC’s meeting January 20. Should the IAC approve these changes,
the Trustees may act on them at their February 9 meeting.
Initiative Summary
•

•

Amend SBA’s Investment Policy Statement(s) to explicitly require CRCO to provide
written and oral reports to the IAC, Audit Committee and Trustees no less than quarterly
and authorize the CRCO to directly access these or other bodies as appropriate to
ensure the integrity and effectiveness of CRCO functions.
Selection, compensation and termination of the CRCO will be affirmed by the Trustees.
For day-to-day executive and administrative purposes, the CRCO will continue to work
with the Executive Director/CIO and SBA management so that issues are promptly and
thoroughly addressed.

Proposed Investment Policy Statement Addition
“The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and administrative
purposes, the Chief Risk and Compliance Officer will proactively work with the Executive Director
and designees to ensure that issues are promptly and thoroughly addressed by management.
On at least a quarterly basis, the Chief Risk and Compliance Officer will provide reports to the
Investment Advisory Council, Audit Committee and Board and is authorized to directly access
these bodies at any time as appropriate to ensure the integrity and effectiveness of risk
management and compliance functions.”
Conclusion
The proposed actions and related Investment Policy changes will bring closure to the
governance issue raised in the Crowe report. Other Crowe related issues are being addressed
by SBA staff and are subject to normal progress reporting to the Audit Committee, Trustees and
IAC. SBA’s independent risk management and compliance unit is relatively young and will
continue to evolve with a goal of embracing best practice to the greatest practical extent.
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LAWTON CHILES ENDOWMENT FOR CHILDREN AND ELDERS
INVESTMENT POLICY STATEMENT

I.

DEFINITIONS
Asset Class - An asset class is an aggregation of one or more portfolios with the same
principal asset type. For example, all of the portfolios whose principal asset type was stocks
would be aggregated together as the Stock asset class. As such, it would contain
primarily—but not exclusively—the principal asset type.
Asset Type - An asset type is a category of investment instrument such as common stock or
bond.
Portfolio - A portfolio is the basic organization unit of the Endowment. Funds are managed
within portfolios. A portfolio will contain one principal asset type (common stocks, for
example), but may contain small amounts of other asset types as well. The discretion for
this mix of asset types is set out in guidelines for each portfolio.
Annuity - An agreement whereby the investor receives a specified periodic payment over a
predetermined time period.

II.

OVERVIEW OF THE ENDOWMENT FUND AND THE SBA
The State Board of Administration (Board) provides investment management of assets
contributed and held on behalf of the Lawton Chiles Endowment Fund (Endowment),
pursuant to s. 215.5601, F.S. as created by Chapter 99-167, L.O.F.

III.

THE BOARD
The Board consists of the Governor, as Chairman, the Chief Financial Officer, as Treasurer,
and the Attorney General, as Secretary. The Board has statutory responsibility for the
investment of Endowment assets, subject to limitations on investments as outlined in Section
215.47, Florida Statutes and the requirements specific to the Endowment contained in s.
215.5601, Florida Statutes.
The Board shall discharge its fiduciary duties in accordance with the Florida statutory
fiduciary standards of care as contained in sections 215.47(9), Florida Statutes.
The Board delegates to the Executive Director the administrative and investment authority,
within the statutory limitations and rules, to manage the investment of Endowment assets.
The mission of the State Board of Administration is to provide superior investment and trust
services while adhering to the highest ethical, fiduciary and professional standards.
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IV.

THE EXECUTIVE DIRECTOR
The Executive Director is charged with the responsibility for managing and directing
administrative, personnel, budgeting, and investment functions, including the strategic and
tactical allocation of invested assets.
The Executive Director is charged with developing specific individual investment portfolio
objectives and policy guidelines, and providing the Board with monthly and quarterly
reports of investment activities.
The Executive Director has investment responsibility for maintaining diversified portfolios,
and maximizing returns with respect to the broad diversified market standards of individual
asset classes, consistent with appropriate risk constraints. The Executive Director will
develop policies and procedures to:
•

Identify, monitor and control/mitigate key investment and operational risks.

•

Maintain an appropriate and effective risk management and compliance program that
identifies, evaluates and manages risks within business units and at the enterprise
level.

•

Maintain an appropriate and effective control environment for SBA investment and
operational responsibilities.

•

Approve risk allocations and limits, including total fund and asset class risk budgets.

The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and
administrative purposes, the Chief Risk and Compliance Officer will proactively work with
the Executive Director and designees to ensure that issues are promptly and thoroughly
addressed by management. On at least a quarterly basis, the Chief Risk and Compliance
Officer will provide reports to the Investment Advisory Council, Audit Committee and
Board and is authorized to directly access these bodies at any time as appropriate to ensure
the integrity and effectiveness of risk management and compliance functions.
Pursuant to written SBA policy, the Executive Director will organize an Investment
Oversight Group(s) to regularly review, document and formally escalate guideline
compliance exceptions and events that may have a material impact on the Trust Fund. The
Executive Director is delegated the authority and responsibility to prudently address any
such compliance exceptions, with input from the Investment Advisory Council and Audit
Committee as necessary and appropriate, unless otherwise required in this Investment Policy
Statement.
The Executive Director is responsible for evaluating the appropriateness of the goals and
objectives in this Plan and recommending changes to the Board when appropriate.
2
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V.

INVESTMENT OBJECTIVES
The investment objective of the Board is long-term preservation of the real value of the
principal (contributed capital) and a specified regular annual cash outflow for appropriation,
as nonrecurring revenue, utilizing a thirty-year planning horizon. The Board's principal
means for achieving this goal are through defining the terms of the Endowment’s annuity
payout structure authorized under law and through investment directives to the Executive
Director.
The main object of these investment directives is the asset class. The Board directs the
Executive Director to manage the asset classes in ways that, in the Board's opinion, will
maximize the likelihood of achieving the investment objective. The Board establishes asset
classes, sets permissible shares of the total portfolio's value for each and establishes
performance benchmarks for them. In addition, it establishes a performance benchmark for
the total portfolio.

VI.

PAYOUT FORMULA
Liquidation of fund assets to support the legislative appropriations process shall be made
according to the following participating annuity structure. At the start of each state budget
cycle, a payout amount from the Endowment shall be established for the upcoming fiscal
year according to the following formula:
si = ( x ) si −1 + (1 − x )Vi max[GM −

R+K
,0]
30

where: x = 75%
si = real payout amount for the upcoming fiscal year;
si-1 = real payout amount for the prior fiscal year, proportionally adjusted for any
changes in the amount of contributed principal since the prior fiscal year;
Vi = real value of the endowment at the time si is determined;
GM = the expected real geometric return on the endowment’s assets, given the asset
allocation directed under Section VII;
R = the required change in the fund’s net asset value in order for Vi to equal the real
value of all contributions to the Endowment at the time si is determined; and
K = prudence constant corresponding to a shortfall probability of 20%. 1
Payouts shall be made no more frequently than quarterly, at the start of each quarter, in prorata portions of si.

1

More specifically, K = the inverse of the standard normal cumulative distribution for a probability of 20% or less times
the expected risk of the portfolio times the square root of the planning horizon (30 years).
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VII.

TARGET PORTFOLIO AND ASSET ALLOCATION RANGES
In order to achieve the investment goal, the Board sets a relative objective for the Executive
Director: achieve or exceed the return on a performance benchmark known as the Target
Portfolio over time. The Target Portfolio is a portfolio composed of a specific mix of the
authorized asset classes. The return on this portfolio is a weighted-average of the returns to
passive benchmarks for each of the asset classes. The expectation is that this return will
meet or exceed the target rate of return and, thus achieve the Board's investment objectives.
This relative return objective is developed in a risk management framework. Risk from the
perspective of the Board is failing to earn the target return over long periods of time, and the
asset mix is developed to minimize this risk. In selecting the Target Portfolio the Board
considers information related to specified future expenditures from the Endowment and
historical asset class risk and return characteristics. Potential asset mixes are thus evaluated
with respect to their expected return and volatility as well as risk.
Although the target portfolio has an expected return and risk associated with it, it is
important to note that this expected return is neither an explicit nor an implicit goal for the
managers of the Endowment. These figures are used solely in developing directives for fund
management that will raise the probability of success in achieving the target rate of return.
The Executive Director is held responsible not for specifically achieving the target rate of
return in each period, but rather for doing at least as well as the market using the target
portfolio's mix of assets.
In pursuit of incremental investment returns, the Executive Director may vary the asset mix
from the target allocation based on market conditions and the investment environment for
the individual asset classes. The Executive Director shall adopt an asset allocation policy
guideline which specifies the process for making these tactical decisions. The guideline
shall concentrate on the analysis of economic conditions, the absolute values of asset class
investments and the relative values between asset classes.
The Board establishes the Target Portfolio as being composed of the following Asset
Classes and Target Allocations and, additionally, the Board establishes ranges for the actual
allocations to limit the risk of deviating significantly from the long-run investment plan.
Table 1
Asset Class

Target Allocation

Policy Range

Global Equity

71%

61-81%

Fixed Income

17%

12-22%

Inflation-Indexed Bonds

11%

6-16%

Cash Equivalents

1%

0-10%
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For purposes of determining compliance with these Policy Ranges, an Asset Class is
considered to be an aggregation of one or more portfolios with substantially the same
principal asset type. As a standard management practice, portfolio managers are expected to
meet their goals for all assets allocated to their portfolio.
It is expected that the Endowment will be managed in such a way that the actual allocation
mix will remain within these ranges. Investment strategies or market conditions which
result in an allocation position for any asset class outside of the enumerated ranges for a
period exceeding thirty days shall be reported to the Board, together with a review of
conditions causing the persistent deviation and a recommendation for subsequent investment
action.
Notwithstanding the prior paragraph, in the event of a mandated payout from the
Endowment that is expected by the Executive Director to require an accumulation of cash
that exceeds ten percent of the market value of the Endowment, all asset classes’ Target
Allocations will float and Policy Ranges will not be applicable. During such an event,
Target Allocations will be equal to the actual month-end average balances for the respective
asset classes as determined by the custodian. Actual allocations will be reported monthly to
the Board. Once the mandated payout has been made, Target Allocations and Policy Ranges
will revert to the values in Table 1.
In adopting this plan, the board recognizes that no additional contributions are anticipated
under current law.
VIII. PERFORMANCE MEASUREMENT
Asset class performance is measured in accordance with a broad market index appropriate to
the asset class. The following indices are used as benchmarks for the authorized asset
classes:
Table 2
Asset Class

Index

Global Equity

A custom version of the Morgan Stanley Capital All
Country World International Investable Market Index, in
dollar terms, net of withholding taxes on non-resident
institutional investors adjusted to reflect the exclusion of
certain equities of tobacco-related companies.

Fixed Income

The Barclays Capital U.S. Aggregate Bond Index

Inflation-Indexed Bonds

The Barclays Capital U.S. Treasury Inflation Note Index.
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Cash Equivalents

The Standard & Poor’s U.S. AAA & AA Rated
Government Investment Pool All 30 Day - Net Yield
Index

The return on the Target Portfolio shall be calculated as an average of the returns to the
Target Indices indicated in Table 2 weighted by the Target Allocations indicated by Table 1,
(recognizing that Table 1 is suspended if a mandated payout from the Endowment is of
sufficient size).
Performance measurement of asset allocation performance shall be made by comparing the
actual asset allocation times the return for the appropriate indices to the target allocation
times the index returns.
IX.

ASSET CLASS PORTFOLIO MANAGEMENT
General Portfolio Guidelines
The Executive Director is responsible for developing asset class and individual portfolio
policies and guidelines which reflect the goals and objectives of this Investment Policy
Statement. In doing so, he is authorized to use all investment authority spelled out in
Section 215.47, Florida Statutes, except as limited by this Plan or SBA Rules. The
Executive Director shall develop guidelines for the selection and retention of portfolios, and
shall manage all external contractual relationships in accordance with the fiduciary
responsibilities of the Board.
All asset classes shall be invested to achieve or exceed the return on their respective
benchmarks over a long period of time. The portfolios shall also be well diversified with
respect to the benchmark.
Commingled vehicles which invest broadly in foreign small-cap equities indices and foreign
emerging market equities indices, including the equities of tobacco-related companies
therein, are authorized to the extent necessary to prudently manage the Endowment.

X.

REPORTING
The Board directs the Executive Director to coordinate the preparation of regular reports of
the investment performance of the Endowment by the Board's independent performance
measurement firm.
The Executive Director shall also make a status report to the Governor, the Speaker of the
House of Representatives, the President of the Senate, the chairpersons of the respective
appropriations and substantive committees of each chamber, and the Revenue Estimating
Conference monthly.

XI.

SBA ADMINISTRATIVE COST
6

Adopted September 20, 2011
Approved by IAC on January 20, 2012 and Proposed for Adoption by Trustees on February 9, 2012

Administrative costs will be deducted from the fund at a rate not greater than that charged
by the SBA for managing Florida Retirement System assets.
XII.

IMPLEMENTATION SCHEDULE
This plan shall be effective upon approval of the BoardOctober 1, 2011. However, the
target allocation and the target index changes for Global Equity may be phased in over a 12
month period subsequent to October 1, 2011the effective date.
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LAWTON CHILES ENDOWMENT FOR CHILDREN AND ELDERS
INVESTMENT POLICY STATEMENT

I.

DEFINITIONS
Asset Class - An asset class is an aggregation of one or more portfolios with the same
principal asset type. For example, all of the portfolios whose principal asset type was stocks
would be aggregated together as the Stock asset class. As such, it would contain
primarily—but not exclusively—the principal asset type.
Asset Type - An asset type is a category of investment instrument such as common stock or
bond.
Portfolio - A portfolio is the basic organization unit of the Endowment. Funds are managed
within portfolios. A portfolio will contain one principal asset type (common stocks, for
example), but may contain small amounts of other asset types as well. The discretion for
this mix of asset types is set out in guidelines for each portfolio.
Annuity - An agreement whereby the investor receives a specified periodic payment over a
predetermined time period.

II.

OVERVIEW OF THE ENDOWMENT FUND AND THE SBA
The State Board of Administration (Board) provides investment management of assets
contributed and held on behalf of the Lawton Chiles Endowment Fund (Endowment),
pursuant to s. 215.5601, F.S. as created by Chapter 99-167, L.O.F.

III.

THE BOARD
The Board consists of the Governor, as Chairman, the Chief Financial Officer, as Treasurer,
and the Attorney General, as Secretary. The Board has statutory responsibility for the
investment of Endowment assets, subject to limitations on investments as outlined in Section
215.47, Florida Statutes and the requirements specific to the Endowment contained in s.
215.5601, Florida Statutes.
The Board shall discharge its fiduciary duties in accordance with the Florida statutory
fiduciary standards of care as contained in sections 215.47(9), Florida Statutes.
The Board delegates to the Executive Director the administrative and investment authority,
within the statutory limitations and rules, to manage the investment of Endowment assets.
The mission of the State Board of Administration is to provide superior investment and trust
services while adhering to the highest ethical, fiduciary and professional standards.
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IV.

THE EXECUTIVE DIRECTOR
The Executive Director is charged with the responsibility for managing and directing
administrative, personnel, budgeting, and investment functions, including the strategic and
tactical allocation of invested assets.
The Executive Director is charged with developing specific individual investment portfolio
objectives and policy guidelines, and providing the Board with monthly and quarterly
reports of investment activities.
The Executive Director has investment responsibility for maintaining diversified portfolios,
and maximizing returns with respect to the broad diversified market standards of individual
asset classes, consistent with appropriate risk constraints. The Executive Director will
develop policies and procedures to:
•

Identify, monitor and control/mitigate key investment and operational risks.

•

Maintain an appropriate and effective risk management and compliance program that
identifies, evaluates and manages risks within business units and at the enterprise
level.

•

Maintain an appropriate and effective control environment for SBA investment and
operational responsibilities.

•

Approve risk allocations and limits, including total fund and asset class risk budgets.

The Executive Director will appoint a Chief Risk and Compliance Officer, whose selection,
compensation and termination will be affirmed by the Board, to assist in the execution of the
responsibilities enumerated in the preceding list. For day-to-day executive and
administrative purposes, the Chief Risk and Compliance Officer will proactively work with
the Executive Director and designees to ensure that issues are promptly and thoroughly
addressed by management. On at least a quarterly basis, the Chief Risk and Compliance
Officer will provide reports to the Investment Advisory Council, Audit Committee and
Board and is authorized to directly access these bodies at any time as appropriate to ensure
the integrity and effectiveness of risk management and compliance functions.
Pursuant to written SBA policy, the Executive Director will organize an Investment
Oversight Group(s) to regularly review, document and formally escalate guideline
compliance exceptions and events that may have a material impact on the Trust Fund. The
Executive Director is delegated the authority and responsibility to prudently address any
such compliance exceptions, with input from the Investment Advisory Council and Audit
Committee as necessary and appropriate, unless otherwise required in this Investment Policy
Statement.
The Executive Director is responsible for evaluating the appropriateness of the goals and
objectives in this Plan and recommending changes to the Board when appropriate.
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V.

INVESTMENT OBJECTIVES
The investment objective of the Board is long-term preservation of the real value of the
principal (contributed capital) and a specified regular annual cash outflow for appropriation,
as nonrecurring revenue, utilizing a thirty-year planning horizon. The Board's principal
means for achieving this goal are through defining the terms of the Endowment’s annuity
payout structure authorized under law and through investment directives to the Executive
Director.
The main object of these investment directives is the asset class. The Board directs the
Executive Director to manage the asset classes in ways that, in the Board's opinion, will
maximize the likelihood of achieving the investment objective. The Board establishes asset
classes, sets permissible shares of the total portfolio's value for each and establishes
performance benchmarks for them. In addition, it establishes a performance benchmark for
the total portfolio.

VI.

PAYOUT FORMULA
Liquidation of fund assets to support the legislative appropriations process shall be made
according to the following participating annuity structure. At the start of each state budget
cycle, a payout amount from the Endowment shall be established for the upcoming fiscal
year according to the following formula:
si = ( x ) si −1 + (1 − x )Vi max[GM −

R+K
,0]
30

where: x = 75%
si = real payout amount for the upcoming fiscal year;
si-1 = real payout amount for the prior fiscal year, proportionally adjusted for any
changes in the amount of contributed principal since the prior fiscal year;
Vi = real value of the endowment at the time si is determined;
GM = the expected real geometric return on the endowment’s assets, given the asset
allocation directed under Section VII;
R = the required change in the fund’s net asset value in order for Vi to equal the real
value of all contributions to the Endowment at the time si is determined; and
K = prudence constant corresponding to a shortfall probability of 20%. 1
Payouts shall be made no more frequently than quarterly, at the start of each quarter, in prorata portions of si.

1

More specifically, K = the inverse of the standard normal cumulative distribution for a probability of 20% or less times
the expected risk of the portfolio times the square root of the planning horizon (30 years).
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VII.

TARGET PORTFOLIO AND ASSET ALLOCATION RANGES
In order to achieve the investment goal, the Board sets a relative objective for the Executive
Director: achieve or exceed the return on a performance benchmark known as the Target
Portfolio over time. The Target Portfolio is a portfolio composed of a specific mix of the
authorized asset classes. The return on this portfolio is a weighted-average of the returns to
passive benchmarks for each of the asset classes. The expectation is that this return will
meet or exceed the target rate of return and, thus achieve the Board's investment objectives.
This relative return objective is developed in a risk management framework. Risk from the
perspective of the Board is failing to earn the target return over long periods of time, and the
asset mix is developed to minimize this risk. In selecting the Target Portfolio the Board
considers information related to specified future expenditures from the Endowment and
historical asset class risk and return characteristics. Potential asset mixes are thus evaluated
with respect to their expected return and volatility as well as risk.
Although the target portfolio has an expected return and risk associated with it, it is
important to note that this expected return is neither an explicit nor an implicit goal for the
managers of the Endowment. These figures are used solely in developing directives for fund
management that will raise the probability of success in achieving the target rate of return.
The Executive Director is held responsible not for specifically achieving the target rate of
return in each period, but rather for doing at least as well as the market using the target
portfolio's mix of assets.
In pursuit of incremental investment returns, the Executive Director may vary the asset mix
from the target allocation based on market conditions and the investment environment for
the individual asset classes. The Executive Director shall adopt an asset allocation policy
guideline which specifies the process for making these tactical decisions. The guideline
shall concentrate on the analysis of economic conditions, the absolute values of asset class
investments and the relative values between asset classes.
The Board establishes the Target Portfolio as being composed of the following Asset
Classes and Target Allocations and, additionally, the Board establishes ranges for the actual
allocations to limit the risk of deviating significantly from the long-run investment plan.
Table 1
Asset Class

Target Allocation

Policy Range

Global Equity

71%

61-81%

Fixed Income

17%

12-22%

Inflation-Indexed Bonds

11%

6-16%

Cash Equivalents

1%

0-10%
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For purposes of determining compliance with these Policy Ranges, an Asset Class is
considered to be an aggregation of one or more portfolios with substantially the same
principal asset type. As a standard management practice, portfolio managers are expected to
meet their goals for all assets allocated to their portfolio.
It is expected that the Endowment will be managed in such a way that the actual allocation
mix will remain within these ranges. Investment strategies or market conditions which
result in an allocation position for any asset class outside of the enumerated ranges for a
period exceeding thirty days shall be reported to the Board, together with a review of
conditions causing the persistent deviation and a recommendation for subsequent investment
action.
Notwithstanding the prior paragraph, in the event of a mandated payout from the
Endowment that is expected by the Executive Director to require an accumulation of cash
that exceeds ten percent of the market value of the Endowment, all asset classes’ Target
Allocations will float and Policy Ranges will not be applicable. During such an event,
Target Allocations will be equal to the actual month-end average balances for the respective
asset classes as determined by the custodian. Actual allocations will be reported monthly to
the Board. Once the mandated payout has been made, Target Allocations and Policy Ranges
will revert to the values in Table 1.
In adopting this plan, the board recognizes that no additional contributions are anticipated
under current law.
VIII. PERFORMANCE MEASUREMENT
Asset class performance is measured in accordance with a broad market index appropriate to
the asset class. The following indices are used as benchmarks for the authorized asset
classes:
Table 2
Asset Class
Global Equity

Index
A custom version of the Morgan Stanley Capital All
Country World International Investable Market Index, in
dollar terms, net of withholding taxes on non-resident
institutional investors adjusted to reflect the exclusion of
certain equities of tobacco-related companies.

Fixed Income

The Barclays Capital U.S. Aggregate Bond Index

Inflation-Indexed Bonds

The Barclays Capital U.S. Treasury Inflation Note Index.

Cash Equivalents

The Standard & Poor’s U.S. AAA & AA Rated
Government Investment Pool All 30 Day - Net Yield
Index
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The return on the Target Portfolio shall be calculated as an average of the returns to the
Target Indices indicated in Table 2 weighted by the Target Allocations indicated by Table 1,
(recognizing that Table 1 is suspended if a mandated payout from the Endowment is of
sufficient size).
Performance measurement of asset allocation performance shall be made by comparing the
actual asset allocation times the return for the appropriate indices to the target allocation
times the index returns.
IX.

ASSET CLASS PORTFOLIO MANAGEMENT
General Portfolio Guidelines
The Executive Director is responsible for developing asset class and individual portfolio
policies and guidelines which reflect the goals and objectives of this Investment Policy
Statement. In doing so, he is authorized to use all investment authority spelled out in
Section 215.47, Florida Statutes, except as limited by this Plan or SBA Rules. The
Executive Director shall develop guidelines for the selection and retention of portfolios, and
shall manage all external contractual relationships in accordance with the fiduciary
responsibilities of the Board.
All asset classes shall be invested to achieve or exceed the return on their respective
benchmarks over a long period of time. The portfolios shall also be well diversified with
respect to the benchmark.
Commingled vehicles which invest broadly in foreign small-cap equities indices and foreign
emerging market equities indices, including the equities of tobacco-related companies
therein, are authorized to the extent necessary to prudently manage the Endowment.

X.

REPORTING
The Board directs the Executive Director to coordinate the preparation of regular reports of
the investment performance of the Endowment by the Board's independent performance
measurement firm.
The Executive Director shall also make a status report to the Governor, the Speaker of the
House of Representatives, the President of the Senate, the chairpersons of the respective
appropriations and substantive committees of each chamber, and the Revenue Estimating
Conference monthly.

XI.

SBA ADMINISTRATIVE COST
Administrative costs will be deducted from the fund at a rate not greater than that charged
by the SBA for managing Florida Retirement System assets.

6

Final for Adoption by Trustees on February 9, 2012

XII.

IMPLEMENTATION SCHEDULE
This plan shall be effective upon approval of the Board. However, the target allocation and
the target index changes for Global Equity may be phased in over a 12 month period
subsequent to October 1, 2011.
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RICK SCOTT
GOVERNOR
AS CHAIRMAN

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

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

February 9, 2012

Honorable Debbie Mayfield
Alternating Chair
Joint Legislative Auditing Committee
317 House Office Bldg.
402 S. Monroe Street
Tallahassee, Florida 32399

Honorable Jim Norman
Alternating Chair
Joint Legislative Auditing Committee
214 Senate Office Bldg.
404 S. Monroe Street
Tallahassee, Florida 32399

Dear Representative Mayfield and Senator Norman:
Pursuant to section 218.409(6)(a)1, Florida Statutes, the Trustees of the State Board of Administration are
required to “provide a quarterly report to the Joint Legislative Auditing Committee that the trustees have reviewed
and approved the monthly reports [on the Florida PRIME and Fund B Management Summary] and actions taken,
if any, to address any [material] impacts," and “have conducted a review of the [Fund B] trust fund and that the
trust fund is in compliance with the requirements of this section.” (Sections 218.409(6)(a)1 and 218.421(2)(a),
F.S.)
Please be advised that the Trustees have reviewed the attached reports and authorized me to convey their action to
you. During the period April 1 through June 30, 2011, there were no material impacts on the trust funds in
question and, therefore, no associated actions or escalations.
Please contact me if you have any questions.
Sincerely,

Ashbel C. Williams
Executive Director & CIO
Attachments
cc:
Honorable Larry Ahern
Honorable Michael Bileca
Honorable Daphne Campbell
Honorable Jeff Clemens
Honorable Shawn Harrison
Honorable Arthenia Joyner
Honorable Evelyn Lynn
Honorable Maria Lorts Sachs
Honorable Stephen Wise
Ms. Kathy Dubose, Director
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FUND B
FUND B FACTS
INVESTMENT OBJECTIVE
Fund B’s primary objective is to maximize
the present value of distributions from the
Fund.
COMPOSITION
Fund B principally consists of Segregated
Securities, which are securities originally
purchased for the LGIP that (1) defaulted
in the payment of principal and interest;
(2) were extended; (3) were restructured
or otherwise subject to workout; (4)
experienced elevated market illiquidity; or
(5) did not meet the criteria of the nationally
recognized statistical rating organization
(NRSRO) that provides Florida PRIME’s
AAAm rating.
DISTRIBUTIONS
Participants in Fund B will receive periodic
distributions to the extent that Fund B
receives proceeds deemed material by
the SBA from (1) the natural maturities of
securities, coupon interest collections, or
collateral interest and principal paydowns;
or (2) the sale of securities, collateral
liquidation, or other restructure and workout
activities undertaken.
ACCOUNTING
Fund B is accounted for as a fluctuating
NAV pool, not a 2a-7-like money market
fund. That is, accounting valuations reflect
estimates of the market value of securities
rather than their amortized cost.
STATUS OF INVESTMENTS
Florida East and West: Restructured from
KKR and receiving principal and interest.
Florida Funding I: Restructured from Ottimo
(Issuer Entity) and receiving principal and
interest.
Florida Funding II: Restructured from Axon
and receiving principal and interest.
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COMMENTARY ON PORTFOLIO MANAGEMENT
All cash from paydowns on securities in Fund B are invested
in overnight securities, repurchase agreements, overnight time
deposits or commercial paper pending monthly distribution to
participant accounts in Florida PRIME. This month, $4.8 million
in liquid assets were transferred from Fund B to Florida PRIME,
consisting of principal paydowns and income from the securities
in the Fund.
The investment team continually analyzes the bonds in each
portfolio, comparing estimated defaults and estimated cumulative
net losses to an historical loss-timing curve. Many different factors
in the domestic and global economies can affect both the securities
and the underlying bonds. Some of the factors will contribute
positively while others may have adverse consequences. The
SBA and Stone Tower Capital’s investment team will continue to
employ prudent risk mitigation strategies in order to maximize the
present value of distributions from Fund B with a primary focus on
the restoration of principal.
LEGAL ISSUE
As an ongoing legal matter, the SBA asserts Lehman Brothers
(which is now in liquidation) sold the SBA certain unregistered
secured notes that were not exempt from registration under
the Securities Act of 1933. The Lehman Trustee has not yet
responded to the SBA’s general creditor claim on behalf of Fund
B as to whether the Lehman estate will have any assets available
for recovery. The Trustee’s latest reports have stated that “returns
to general estate creditors will be limited at best.” However, the
secured notes sold by Lehman Brothers were secured by certain
collateral. Fund B has been receiving and is expected to continue
receiving monetary distributions of principal and interest from that
underlying collateral.
The SBA will promptly disclose any future developments as they
become matters of public record.
DISCLOSURE OF MATERIAL IMPACTS
There were no developments during October 2011 that had a
material impact on the liquidity or operation of Fund B.
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FUND B
FUND B FACTS
INVESTMENT OBJECTIVE
Fund B’s primary objective is to maximize
the present value of distributions from the
Fund.
COMPOSITION
Fund B principally consists of Segregated
Securities, which are securities originally
purchased for the LGIP that (1) defaulted
in the payment of principal and interest;
(2) were extended; (3) were restructured
or otherwise subject to workout; (4)
experienced elevated market illiquidity; or
(5) did not meet the criteria of the nationally
recognized statistical rating organization
(NRSRO) that provides Florida PRIME’s
AAAm rating.
DISTRIBUTIONS
Participants in Fund B will receive periodic
distributions to the extent that Fund B
receives proceeds deemed material by
the SBA from (1) the natural maturities of
securities, coupon interest collections, or
collateral interest and principal paydowns;
or (2) the sale of securities, collateral
liquidation, or other restructure and workout
activities undertaken.
ACCOUNTING
Fund B is accounted for as a fluctuating
NAV pool, not a 2a-7-like money market
fund. That is, accounting valuations reflect
estimates of the market value of securities
rather than their amortized cost.
STATUS OF INVESTMENTS
Florida East and West: Restructured from
KKR and receiving principal and interest.
Florida Funding I: Restructured from Ottimo
(Issuer Entity) and receiving principal and
interest.
Florida Funding II: Restructured from Axon
and receiving principal and interest.
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COMMENTARY ON PORTFOLIO MANAGEMENT
All cash from paydowns on securities in Fund B are invested
in overnight securities, repurchase agreements, overnight time
deposits or commercial paper pending monthly distribution to
participant accounts in Florida PRIME. This month, $4.75 million
in liquid assets were transferred from Fund B to Florida PRIME,
consisting of principal paydowns and income from the securities
in the Fund.
The investment team continually analyzes the bonds in each
portfolio, comparing estimated defaults and estimated cumulative
net losses to an historical loss-timing curve. Many different factors
in the domestic and global economies can affect both the securities
and the underlying bonds. Some of the factors will contribute
positively while others may have adverse consequences. The
SBA and Stone Tower Capital’s investment team will continue to
employ prudent risk mitigation strategies in order to maximize the
present value of distributions from Fund B with a primary focus on
the restoration of principal.
LEGAL ISSUE
As an ongoing legal matter, the SBA asserts Lehman Brothers
(which is now in liquidation) sold the SBA certain unregistered
secured notes that were not exempt from registration under
the Securities Act of 1933. The Lehman Trustee has not yet
responded to the SBA’s general creditor claim on behalf of Fund
B as to whether the Lehman estate will have any assets available
for recovery. The Trustee’s latest reports have stated that “returns
to general estate creditors will be limited at best.” However, the
secured notes sold by Lehman Brothers were secured by certain
collateral. Fund B has been receiving and is expected to continue
receiving monetary distributions of principal and interest from that
underlying collateral.
The SBA will promptly disclose any future developments as they
become matters of public record.
DISCLOSURE OF MATERIAL IMPACTS
There were no developments during November 2011 that had a
material impact on the liquidity or operation of Fund B.
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FUND B
FUND B FACTS
INVESTMENT OBJECTIVE
Fund B’s primary objective is to maximize
the present value of distributions from the
Fund.
COMPOSITION
Fund B principally consists of Segregated
Securities, which are securities originally
purchased for the LGIP that (1) defaulted
in the payment of principal and interest;
(2) were extended; (3) were restructured
or otherwise subject to workout; (4)
experienced elevated market illiquidity; or
(5) did not meet the criteria of the nationally
recognized statistical rating organization
(NRSRO) that provides Florida PRIME’s
AAAm rating.
DISTRIBUTIONS
Participants in Fund B will receive periodic
distributions to the extent that Fund B
receives proceeds deemed material by
the SBA from (1) the natural maturities of
securities, coupon interest collections, or
collateral interest and principal paydowns;
or (2) the sale of securities, collateral
liquidation, or other restructure and workout
activities undertaken.
ACCOUNTING
Fund B is accounted for as a fluctuating
NAV pool, not a 2a-7-like money market
fund. That is, accounting valuations reflect
estimates of the market value of securities
rather than their amortized cost.
STATUS OF INVESTMENTS
Florida East and West: Restructured from
KKR and receiving principal and interest.
Florida Funding I: Restructured from Ottimo
(Issuer Entity) and receiving principal and
interest.
Florida Funding II: Restructured from Axon
and receiving principal and interest.
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COMMENTARY ON PORTFOLIO MANAGEMENT
All cash from paydowns on securities in Fund B are invested
in overnight securities, repurchase agreements, overnight time
deposits or commercial paper pending monthly distribution to
participant accounts in Florida PRIME. This month, $3.7 million
in liquid assets were transferred from Fund B to Florida PRIME,
consisting of principal paydowns and income from the securities
in the Fund.
The investment team continually analyzes the bonds in each
portfolio, comparing estimated defaults and estimated cumulative
net losses to an historical loss-timing curve. Many different factors
in the domestic and global economies can affect both the securities
and the underlying bonds. Some of the factors will contribute
positively while others may have adverse consequences. The
SBA and Stone Tower Capital’s investment team will continue to
employ prudent risk mitigation strategies in order to maximize the
present value of distributions from Fund B with a primary focus on
the restoration of principal.
LEGAL ISSUE
As an ongoing legal matter, the SBA asserts Lehman Brothers
(which is now in liquidation) sold the SBA certain unregistered
secured notes that were not exempt from registration under
the Securities Act of 1933. The Lehman Trustee has not yet
responded to the SBA’s general creditor claim on behalf of Fund
B as to whether the Lehman estate will have any assets available
for recovery. The Trustee’s latest reports have stated that “returns
to general estate creditors will be limited at best.” However, the
secured notes sold by Lehman Brothers were secured by certain
collateral. Fund B has been receiving and is expected to continue
receiving monetary distributions of principal and interest from that
underlying collateral.
The SBA will promptly disclose any future developments as they
become matters of public record.
DISCLOSURE OF MATERIAL IMPACTS
There were no developments during December 2011 that had a
material impact on the liquidity or operation of Fund B.
On December 9, 2011 Fund B assets were transitioned from
Deutsche Bank to BNYMellon in order to reduce custody fees and
to facilitate management of the collateral. This transition caused
the process for valuing Fund B securities to take several days
longer than normal, and as a result issuance of this edition of the
Monthly Summary Report was delayed.
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STATE BOARD OF ADMINISTRATION
OF FLORIDA
1801 HERMITAGE BOULEVARD
TALLAHASSEE, FLORIDA 32308
(850) 488-4406
POST OFFICE BOX 13300
32317-3300

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

MEMORANDUM
TO:

Honorable Rick Scott
Honorable Jeff Atwater
Honorable Pam Bondi

FROM:

Ash Williams

DATE:

February 9, 2012

SUBJECT:

Appointment of William H. Harrell, Jr. to the Investment Advisory Council

William H. Harrell, Jr. has been appointed to serve on the Investment Advisory Council. Pursuant to
Section 215.444, F.S., upon approval of the appointment by the Trustees, the appointment will be
submitted to the Florida Senate for confirmation during the next legislative session.

Attachment 5B

William Hughes Harrell, Jr.

_____________________________________________________________
EMPLOYMENT
2003-present Capco Asset Management, LLC
Founder and Principal
Capco is a boutique investment management firm, with a value discipline
and a focus on making concentrated investments in a small number of high
quality companies.
1992-2002

Trenam Kemker, Shareholder
Litigation Department, specializing in complex commercial litigation

EDUCATION
University of Florida, MBA, 2004
Concentration in Graham-Buffett Security Analysis
Recipient, Outstanding Achievement Award in Core Curriculum
Graduated #1 in Class
Duke University, JD, 1992
Duke University, BA, 1989
Stanton College Preparatory High School, Jacksonville, FL, 1986

FAMILY and COMMUNITY
My wife Marie and I have three children, ages 14, 13 and 10.
I continue to be a member of the Florida Bar, with an active license. I am a member of
Vistage. I am on the board of the Gator Student Investment Fund at the University of
Florida, and mentor the University’s team in the annual Florida CFA Investment Research
Challenge. I also coach various youth sports. In the past, I have served on the board of
Communities in Schools, and was a member of the Rotary Club.

