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Attachment 1A



MINUTES
INVESTMENT ADVISORY COUNCIL
COMPENSATION SUBCOMMITTEE CONFERENCE CALL
September 14, 2021

A special meeting of the Investment Advisory Council (IAC) Compensation
Subcommittee was held on Tuesday, September 14, 2021, in the Hermitage Room of the
State Board of Administration of Florida (SBA), Tallahassee, Florida. The attached transcript
of the September 24, 2020 meeting is hereby incorporated into these minutes.

IAC Members: Vinny Olmstead, Chair (Via Teams)
Peter Collins (Via Teams)
Peter Jones (Via Teams)
Robb Turner (Via Teams)
Bobby Jones (Via Teams)

SBA Employees: Ash Williams, Executive Director/CIO
Alison Romano
Kent Perez
Lamar Taylor
Amy Walker

Consultants: Josh Wilson — Mercer (Via Teams)

WELCOME/CALL TO ORDER/APPROVAL OF MINUTES OF SEPT. 24, 2020 MEETING

The meeting was called to order at 1:00 PM. Mr. Vinny Olmstead, Chair, IAC
Compensation Subcommittee, welcomed everyone. Mr. Olmstead introduced Peter Collins
and Gary Wendt as the other members of the Compensation Subcommittee and welcomed
Peter Jones to the call as well.

Mr. Olmstead made a motion to approve the minutes from the September 24, 2020
IAC Compensation Subcommittee conference call; Mr. Peter Collins seconded the motion.
The minutes were unanimously approved.

OPENING REMARKS

Mr. Olmstead made opening remarks stating that although there are several hours set
aside for the meeting, it shouldn’t take that long and gave a brief overview of the meeting agenda
and briefly discussed the purpose of the meeting. Mr. Olmstead also pointed out that this year’s
meeting is slightly different in that Ash will be retiring on September 30, 2021; and went over a
few of Ash’s accomplishments since his return to the SBA in 2008. Mr. Collins also added to Mr.
Olmstead’s comments. A brief discussion regarding a recommendation to the Trustees to reward
Ash even though the Plan doesn’t necessarily allow for that since he is retiring this month and
Plan awards happen in December. Thereafter, Lamar Taylor added context for the Subcommittee
Members for their consideration in making any recommendation. A full report of the discussion
can be found in the official meeting transcript.



Mr. Ash Williams, ED/CIO, thanked the committee for their kind remarks and highlighted
a few of the things that members had said (i.e., the success that the SBA has had reflecting a
significant team of professionals, the existence of the subcommittee and its rational, fact-based
support and the support of Mercer). Ash also discussed the compensation plan and how it differs in
government vs. private companies, and the importance of Mercer in this process.

RECAP OF ED/CIO'S FY2020-21 INCENTIVE PLAN DESIGN

Mr. Josh Wilson discussed in more detail the construct of the incentive
compensation plan and the ED/CIO’s evaluation. Numerous questions were raised regarding
the incentive compensation plan. Those questions by committee members were
answered by Mr. Wilson and Mr. Williams.

PRESENTATION OF RESULTS OF ED/CIO'S EVALUATION AND MERCER'S SALARY
RECOMMENDATION

Mr. Wilson discussed the results of the ED/CIO evaluation and explaining that there
were high performance scores for Mr. Williams and positive comments for the job that Mr.
Williams is doing. He provided details on the evaluation process. Mr. Wilson discussed
what the recommendation would have been this year, a merit increase not a market
adjustment, based on the fact that the market has moved only slightly, not dramatically.
This is a point of information only since Mr. Williams is not eligible for the merit increase
due to his retirement on 9/30/21. A lengthy discussion by subcommittee members yielded
guestions that were answered by Mr. Wilson. Details of this discussion are included in the
official meeting transcript.

FORMULATION OF RECOMMENDATION TO IAC AND TRUSTEES and ACTION REQUESTED:
APPROVAL OF RECOMMENDATION

Mr. Olmstead made a motion for the maximum merit increase with Mr. Collins
providing a second.

DISCUSSION REGARDING OVERALL SBA INCENTIVE COMPENSATION PLAN

Mr. Lamar Taylor and Ms. Alison Romano discussed the overall compensation plan.
Before delving into the plan, however, Mr. Taylor recapped “charges” to SBA staff that
came out of the subcommittee meeting (determine latitude for amendments to the plan
with respect to modifications that would allow the maximum payout, despite Ash’s
retirement). Mr. Taylor then recapped the work of the subcommittee in 2020 and the
resulting work from Mercer on the incentive compensation plan. Mercer’s work produced
a finding that the SBA’s plan is doing what the IAC wanted it to have in terms of being able
to attract and maintain talent. Mr. Taylor fielded questions from subcommittee members,
as did Mr. Williams. Ms. Romano discussed risk governors aspect of the plan and challenges
faced with tracking error. A lengthy discussion was held and questions by subcommittee
members were answered by Ms. Romano.

OTHER BUSINESS/AUDIENCE COMMENTS/CLOSING REMARKS/ADJOURNMENT
Mr. Taylor asked if there were in attendees in the Hermitage Room that wanted to



ask questions or make comments. As there were none, the meeting was concluded at 2:50
p.m.

Vinny Olmstead, Chair
IAC Compensation Subcommittee

Dated:
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APPEARANCES 1 have. And I'dlike to put forth a notion to
2 approve those mnutes. And, Peter, if you could
| AC MEMBERS: .
3 second it.
VI NNY OLNMSTEAD 4 MR QCLLINS: Sorry. I'mon mite. Second.
5 M QOMSTEAD Qeat. So those are
PETER COLLINS 6 approved. At least | assune, because there's two
7 out of three of us, we should be good on that
PETER JONES .
8 front, even though Gary is not here.
ROBB TURNER 9 So the agenda today, | think we have a good
10  nunber of hours lined up. | doubt it will take
BOBBY JONES 11 that |ong because we have this process down pat.
12 Qur agenda today will include sone renarks by
SBA EMPLOYEES: !
13  nyself, remarks by the QO and Drector Ash
ASH W LLI AMS, EXECUTI VE DI RECTOR/ Cl O 14  Wllians, a recap and presentation by Josh and
15 the folks fromMercer, who have been along for
ALI SON ROMANO 16 this ride for a very long time, since 2012, |
LAMAR TAYLOR 17 think. S ) _
18 And then it will culmnate with a
KENT PEREZ 19 recommendation by the subcommttee, which
20 ultimately will be drafted in a neno and provi ded
AMY WALKER 21 to the trustees, who need to review and endorse
CONSULTANTS: 22 what we're doing here.
23 Just as a quick remnder, this comttee is
JOSH WLSON - (Mercer) 24 charged with a fewthings, and it explicitly
25 revolves around the AOand director, in this
Page 3 Page 5
1 | NVESTMENT ADVI SCRY GOUNG L 1 case Ash WIlians, conpensation. And although
COVPENSATI ON SUBCOW TTEE 2 there are a few conponents to his conpensati on,
2 VEB QONFERENCE CALL 3 what this conmttee is charged withis, A
3 o 4 opining, after we do a survey and get Mercer's
4 MR QMBTEAD. Let's go ahead and start, if 5 feedback, on the variable conponent of his
5 that's okay. So wel cone to everybogly on thg 6 incentive pay, and then historically also on any
6 call. Coviously, the IAC Conpensation Committee. 7 nerit increases to the director's salary.
7 M/.nanem\ﬁnny(]nsFead. ' thlnk.th|5|sny. 8 Just as a side note, there's also an
8 third or fourth year inarowas chair. I'dlike | g o ganizational component to his conpensation. So
9 toalsointroduce M. P_Et er Gollins, who is one 10 the director has a base and a variable pay. The
10 of the menbers, subconmtteg menbers al so.  And 11 variable pay is broken down into two pieces, one
11  Peter has been on for, | think, three or four Lo . . S
12 which is personal, one which is organizational .
12 years also. 13 The organi zati onal conponent is 100 percent
13 And the third one of us, which vould have 14 formul eglic dictated bnpachi evin cerfai n goal s
14 provided great consistency, is Gary Véndt. And ) o y g ) g '
. CL X : . 15 which will be done once the audit is conplete.
15 if he doesn't junp on, we'll certainly get himup 16 | think th b . ) he riah
16 to speed at the appropriate tine. And | think, _ _t ink they seemto be going in the right
17 at least fromthe | ACteam we al so have Peter 17 d!rectlon. It has been ? great year. But that
18 Jones on the call. 18 will pe done -- that typically gets done .
19 | will let Ash and Mercer at a later point 19 sgnetlnes toward the end ,Of Novenber, | believe,
20 introduce those fol ks on their respective teans 20 Wt_h payouts that happen in Decenber. That's the
21 who are appropriately to be introduced. So 21 typical process.
22 that's the quick hello and wel cone. 22 (ne additional remnder is the variable conp
23 First thing to take care of is the 23 is usually paid over a two-year period. That's
24 Septenber 24, 2020, subconmittee minutes. So | 24 the typical protocol. So our jobinthis call is
25 reviewed themin detail. [|'msure ny colleagues 25 to, A cone up with a recommendation on the
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1 personal or subjective piece, and then 1 governnent entity, especially when we get into
2 typically -- we'll talk about this in a mnute -- 2 the nunbers that we're talking about here
3 make a recomrendation on nerit pay. As everybody 3 relative to sone of the other agencies.
4  knows, this year is alittle bit different. Sol 4 But it was because of Ash and his
5 think everyone shoul d know that Ash has opted to 5 deternined -- his determinationto doit, and it
6 retire and will be done on Septenber 30th, 2021, 6 was the right thing to do, that we're sitting
7 sojust a few nore weeks away. 7 here today. So | just thank you, Ash, on behal f
8 So a fewwords on that front is thisis -- 8 of the State of Florida and all the enpl oyees but
9 weall knowthis is a great loss for the State of 9 certainly the pension beneficiaries, for doing
10 Forida. The folks on the | AC have been with Ash 10 that.
11 for a fewyears but not all the way back to 2008 11 MR CLMSTEAD. Yeah. Peter, that's a great
12 when he cane. But he's created a great |egacy 12 point. Thank you. That was not a qui ck process.
13 for hinself and has done a wonderful job for the 13 | think 2012 this process started. Soit's a
14 Sate of Florida, and we're going to really niss 14 long process that we've been through. And I
15 him 15 think to conpl enent what you're saying there,
16 | didwant to point out just a few 16 Peter, is this plan, for the nost part, has
17  acconplishnents of Ash since he returned in 2008. 17 achieved what it was set out to do. Rght? It's
18 These are, again, worthwhile repeating. But the 18 reward success, attract and keep talent. And it
19 fund value increased from$99 hillion to 19 has done a good job of that, even though it
20  $199 hillion as of June 30, 2021, investnent gain | 20 wasn't quick to put in place.
21 of $167 billion and benefit paynents of 21 Another point of it, | think, one of the
22 $67 billion, big nunbers. The return on the 22 interesting -- you know, a drawback on the plan,
23 fund, the plan, is 10.28 percent, beating out the 23  which sort of has surfaced a little bit, is the
24 benchnmark of 9.41, which sounds like just a 24 fact that the -- some may not know this on this
25 skinny one point, but that skinny one point added | 25 call, and | think it's inportant to know also, is
Page 7 Page 9
1 $14 billion in val ue. 1 that because Ash is retiring on Septenber 30th,
2 And so not only are the nunbers great, but 2 the plan calls for any payout on incentive only
3 Ashalsodid agreat job of putting a fantastic 3 tooccur if you're a current enpl oyee.
4 teamtogether, keeping a teamtogether, and can't 4 So we're sitting here having a call about
5 thank himenough for the job that he's done. 5 incentive pay that can't be paid out because Ash
6 | don't know Peter, Gary is not here. 6 has spent many, many years and at his ripe young
7 You're welcome to throw out any conments real 7 ageisretiring Adsoit'salittle-- I'mnot
8 quick onthat front, but | didthink it was 8 saying there's anything wong with the plan, but
9 inportant just to acknow edge all of the 9 thereis -- sonething does seema little bit
10 performance at a lot of levels from Ash. 10 remss on that front.
11 MR QCLLINS: Yeah. And | think one of the 11 And I'Il remnd everybody of one ot her
12 biggest legacies Ash will leave is this coomttee | 12 thing, is that last year, due to the absurd
13 and the work that this cormttee does in 13 volatility fromOOMD, the whole teamforgo their
14 recogni zing the enpl oyees at the board. 14 variabl e conpensation |ast year also. And so you
15 Wen Ash first started -- forget about the 15 look at the job that, bluntly, Ash has done over
16 first time he was here, but even the second tine, 16 all of these years, earning this variable pay,
17  conp was way behind. V¢ were |osing people. W 17 bluntly, and then not being eligible for any of
18 were losing really good people, and it becane a 18 this pay noving forward. So this doesn't seem at
19 training ground for people that wanted to go 19 all equitable.
20 sonewhere else. And that's never easy to 20 | wasn't aware of this, not that | probably
21 rmaintain stability and naintain | ong-termfocus, 21 could have done anything about it. But in the
22 if you have those people changing all the tine. 22 world of being fair and unfair, this obviously
23 So | think the biggest -- one of the biggest 23 does not seemfair. You know, this was for |ast
24 legacies he will leave is totally restructuring 24 year's -- thisis for last year's conp and the
25 the conp system which is not easy in a state 25 year before's conp.
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1 And so | think it's worth a discussion. |'m 1 shouldn't get it. | think that we have to clean
2 going to make a sort of quasi recommendation 2 up both of those.
3  here, that | think we should go through the 3 I'd be interested to see what the response
4 process one way or another here, sit down with 4 is fromstaff on what we woul d have to do to
5 Mercer, nake the reconmendati on that we woul d 5 correct this and how we woul d go about that
6 make on the sort of subjective piece of Ash's 6 process. But | think that we definitely
7 conpensation. 7 shouldn't have a problemgoing to the trustees
8 And | also think we should -- |ook, a 8 and saying, Look, we need to fix this.
9 governnental worldis alittle bit different, and 9 M TAYLCR Vinny, if it's okay with you, I
10 this planis set upin acertainway. There nay 10 cantry toadd alittle bit of context.
11 be tax, fiduciary, IRSinplications that we don't 11 MR QMSTEAD  Yes, please.
12 understand. But |'mgoing to recommend that we 12 MR TAYLCR | think clearly a lot of great
13 take a look at those. 13 points. It's hard to conceive of every potential
14 And if there's any way that we as a 14 fact pattern as you' re kind of going into
15 committee can nake a recomendation to the 15 designing the docunents. It's hard to kind of
16 trustees that they somehow or another find a way 16  think about where you're going to be five, six
17 to reward Ash for what he has done, | think we 17 years or so fromwhere you start. And that's
18 needtodoit. 18 just the nature of transaction drafting. So all
19 And so I'Il let Peter conment and Lanmar or 19 good points.
20 soneone, maybe correct me if that interpretation 20 The issue -- the particular issue that |
21 iswong. | don't think it hurts to ask, 21 think we're running up against is this concept
22 assuning there's not sone sort of broader 22 called substantial risk of forfeiture, whichis a
23 inplications to the plan that coul d happen. But 23 tax provision, and it is what keeps plans, what
24 | think Ash is in full deservance, especially of 24 you call, | guess, the unqualified space, from
25 the formulaic pay that he hasn't received. 25 generating incone to individuals that are in the
Page 11 Page 13
1 So I'Il pause there for a second. That's 1 plan before they actually get paid.
2 probably newto a few fol ks, Peter Jones, and | 2 And because we' ve got accrual s and such that
3  know Peter Gollins has a little bit of 3 are actually happening here in this particul ar
4 famliarity withit, but I'll pause there and see 4 plan, that substantial risk of forfeiture helps
5 if there's any comments. 5 keep peopl e outside of sone particularly
6 MR QCLLINS: The thing | would say on that, 6 potentially pernicious tax issues. But that's
7 M. Chairman, is this is an oversight and a 7 generally why that's there. |It's nore of a tax
8 technicality that wasn't really thought of when 8 issue for the participants thensel ves to have it
9 we designed this plan. It certainly would not 9 there.
10 have been the intention of the group to have this 10 In terns of whether or not that can be
11 happen when we designed the plan. 11  changed, to be perfectly honest with you, |'mnot
12 So | think it's just a matter of us getting 12 famliar enough. | don't believe there's
13 with Mercer, naking the recommendation for the 13 anything specifically in the plan that woul d
14 amendnent. | don't know that it would take -- if 14 contenplate that, but it's certainly sonething
15 it takes sonething nore than amending that plan 15 that we could discuss with the general counsel's
16 torenove this particular provision that you have 16 office and possibly with outside counsel, G oom
17 to be there, still be enployed to get it, if we 17 who hel ped us draft the plan to begin wth, and
18 can anend that, then 'mnot sure that we have to | 18 see what latitude nay exist froma tax standpoint
19 gotothe trustees for special approval for Ash's 19 there.
20 particular situation. 20 Internms of the logistics, ny famliarity
21 | think it's also -- it's also a problemfor 21 with the plan right nowis this was a plan that
22 interim And, again, it's not sonmething that -- 22  was actually executed by the trustees thensel ves,
23 it was just an oversight. |f sonebody is interim | 23 and so changes to the plan would -- and that is
24 and they' ve earned sonething, then just because 24 actually addressed in the plan, is the amendnents
25 their title is interimdoesn't nean they 25 to the plan have to be nade by the trustees. So

wWww. phi ppsreporting. com
(888) 811-3408




| AC Menbers

Sept enber 14, 2021
Page 14 Page 16
1 tothe extent there is an amendnent called for, | 1 get your bonus.
2 think it woul d be sonething that woul d have to be 2 MR QMSTEAD He's still being penalized
3 raised to the trustees and -- 3 because he's leaving in Decenber versus
4 MR QCLLINS: Can | interrupt you here for a 4  Septenber. | nean, he earned it for the
5 second and ask a question? 5 previous -- like the way | look at it, he earned
6 MR TAYLCR Sure. 6 it for the previous year, right, July 1, 2020, to
7 MR QCOLLINS: Sointhis particular case -- 7 June 30, 2021.
8 and | knowthis isn't just about Ash, but in this 8 And now we're all the way in Septenber, it
9 particular -- whoever it was in Ash's position, 9 hasn't been paid out yet. Heretires. If it's
10 would an anendnent to the conp plan carving out 10 paid out in Decenber, it just seens inequitable
11  an allowance for retirement, being an all owed 11  either way, whether you take that provision into
12 absence, if you will, or an allowed departure, 12 account or not into account. |If he waited until
13  would an anendrment as sinple as that take care of 13 this year to use that provision, guess what. He
14 this issue, or do we have to get nore specific? 14 still wouldn't have gotten paid.
15 MR TAYLCR Yeah. It's an interesting 15 So the inequity is he's still not getting
16 question. Kind of an answer there, the plan 16 paid for conpensation that he fully deserves,
17 actually does have a retirement provisioninit. 17 especially based on performance. | get if he was
18 And that was -- and it's a provision that says 18 leaving to go to Cal PERS or something and |
19 that in the year in which you becone retirenent 19 wouldn't want to pay him But he's -- it's been
20 eligible, which basically neans the year in which 20 alongtine and he's retiring.
21 you turn 65, the payout for you in that year is 21 Again, hopefully we can try to come up with
22 100 percent of the payout. It's not the 22 sone clever solution around sonet hing t hat
23 50 percent and 50 percent. You get 100 percent 23 probably is not going to happen a lot and sort of
24 of the payout in that year. 24 reward himfor what he's done.
25 And that actually occurred in this case back | 25 MR QCLLINS: I'Il go back to ny conment
Page 15 Page 17
1 in 2019. So that was when that retirenent -- and 1 before. 1 think we just need an amendnent to the
2 you can, under the tax rule, have sort of a 2 plan that we need to put in front of the trustees
3 one-tine retirement-based provision that permts 3 and have themapprove that anendnent. And if we
4 sone sort of special circunstances for 4 approve that amendnent, we don't have to get into
5 retirenent. It doesn't necessarily jeopardize 5 themdirectly approving sone anount for some
6 the taxed asset plan. And so that was actually 6 person. Rght? Is that a correct statement?
7 enbedded in the plan and in this case was 7 MR TAYLCR To be perfectly honest with
8 triggered in 2019. 8 you, | don't know, Peter. Honestly, | have to go
9 MR QQLLINS Sorry. I'mon mite. Sol'ma 9 back to the |l awyers there, those that are still
10 little confused. Soif it's got an all owance, 10 practicing lawers, and ask the question in terns
11  then what is our issue in this particular case? 11  of what really is the latitude in terns of the
12 MR TAYLCR \Weéll, because the all onance was 12 anendnents you coul d offer in this case.
13 triggered in 2019, and so there was a 100 percent 13 | think the -- because, again, what you want
14 payout in that year of 100 percent of what was 14  to avoid is enbeddi ng sorething that does not
15 earned. And so -- but sort of the catch thereis 15 continue to pernit the substantial risk of
16 that if an individual who becones retirenent 16 forfeiture provision in the plan, because then
17 eligible continues to stay in enploynent and 17 you may, in going forward, sort of set a tax trap
18 continues to stay in the plan, then you re kind 18 for whoever is actually in that plan.
19 of at the nercy of, well, you're |eaving noney on 19 And so the amendnent nay be sone sort of
20 the table essentially the year that you retire, 20 one-off override, some sort of ability for the
21 if you leave before -- 21 board to exercise sone discretion to, in certain
22 MR COCLLINS: Rght, okay. GCkay. But just 22 circunstances, take some action. So | think it's
23  because you're eligible doesn't nean you do 23 hard to say exactly what the paraneters of that
24 retire. | nean, if you don't retire, then it 24 anendnent may be. But certainly we can go to
25 shouldn't somehow have triggered you shoul dn't 25 general counsel and G oom ask the question to
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1 see what latitude is available. 1 incentive conp should still receive it.
2 MR QCLLINS: That's what | think we shoul d 2 MR QMSTEAD | think that is being
3 do, M. Chairman. \¢ just need to see from 3 addressed. Lanmar, why don't you comment on that.
4 external counsel what we need to do to amend the 4  Peter, good observation. Lamar, why don't you
5 plan, and then we just need to recomrend it and 5 coment on that.
6 talk tothe trustees about it, | think. 6 MR TAYLCR Yeah. And that's actually
7 MR CQLMSTEAD. Yeah. It sounds |ike we need 7 later onin, | think, item8 W& ve kind of got
8 afollowprocess that staff will go to general 8 this comng up, and Alison and | were going to
9 counsel, internal and potentially external, see 9 kind of go through that. W can do it now if
10 if there's -- see how this can happen. And what 10  you want, or we can wait until item8 and we can
11  we as a conpensation cormttee would do is nake a 11 sort of go through it in detail.
12 reconmendation that we make it happen. And if 12 But that was absol utely one of the issues
13 we -- let's push on this front, and we'll see 13 that was raised last year. Aison and team have
14 what happens. 14 done a lot of work on thinking through that. And
15 I think if you take that step back, | don't 15 so we can talk about that then, or we can talk
16 think anybody in their right mnd woul d say this 16 about it nowif you want to.
17 is what the intent was or that this is the right 17 MR QMSTEAD  Let's stick with the agenda,
18 thing to do or this is equitable, and in fact 18 and we'll hit that later. | don't thinkit's
19 would say, wow, ook at the $14 billion, which | 19 going to help or hurt to do it now versus |ater,
20 knowit's more than Ash, it's a team but when 20 and | know that the Mercer folks are on. So |
21 you're at the helm you deserve to get rewarded 21 think we know our marching orders on this one, so
22 as though you're at the helm And so let's make 22 let's keep noving the agenda al ong.
23 it happen. 23 The next piece is Ash, who is going to
24 MR QCQLLINS. Yeah. And | would just say, 24 provide some opening renarks, and then Ash will
25 whatever we can do to that end is better, | 25 hand it over to Josh Wlson at Mercer. Ve will
Page 19 Page 21
1 think, than us conming out -- |I'mjust worried 1 have a discussion on Ash, and then we'll hand it
2 about a little headline risk or people not 2 back to Lamar and Alison to go through the
3 wanting to take a little headline risk of 3 current plan recomendations there. So, Ash, all
4 sonebody getting paid on the way out the door, 4 yours.
5 you know, sone |arge amount of noney. 5 MR WLLIAVE: Thank you, M. Chairnan, and
6 Even though it was earned, even though it's 6 thank you all for your kind remarks. | really
7 part of the conp plan, I'd just like to see if we 7 appreciate it. A couple of things were said
8 could avoid that headline risk by just anmendi ng 8 earlier that were absolutely true and are worthy
9 the plan to make up for a provision that m ght 9 of magnifying. MNunber one is the success that
10  seem i nnocuous. 10 the SBA has had reflect those of a significant
11 MR PETER JONES: M. Chairman, can | ask a 11  teamof professional s who have accepted their
12 quick question, please? 12 responsibilities and run with themwth vigor and
13 MR QMSTEAD O course. Peter Jones. 13 conpetence and integrity and acconplished really
14 MR PETER JONES: You nade a reference to 14 great things over a long, long period of tine.
15 the fact that incentive conp wasn't paid a year 15 So as much as |1'd like to go out and wave ny
16 ago because of the extra volatility that 16 own flag, nmaybe | had a role in getting those
17 triggered a provision that prevented that being 17  peopl e where they are and keeping themthere and
18 paid. Soit makes ne wonder. |Is there 18 fueling themin a way that they were notivated
19 another -- | know these conp plans are 19 and rewarded to do the right things, but at the
20 conplicated. 20 end of the day, |'mjust another cog in this
21 I's that another flawin our conp plan? 21 whol e thing.
22 Should we |l ook at that provision and reconsider 22 The other thing | would say is sonet hing,
23 it as a performance -- we had a lot of 23  back to sonething Peter Collins touched on, which
24 volatility. That can happen again. But if the 24 is the very existence of this comittee and the
25 teamdoes a good job, those deserving of 25 rational, fact-based, objective, nerit-based
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1 conversation we're having, with the good support 1 sure the systens were tight and current and best
2 fromMercer, this is sonething that for a new 2 practices were followed. What has gone on here?
3 menber |ike Robb Turner, this is probably 3 | nean, the mantra that's been fol | owed has
4 sonething that seens rational. 4 basically been one of, let's take the general
5 Every private conpany you' ve ever been 5 mantra government is bad and let's shrink it and
6 involved with has a conp conmittee. There's 6 it wll be better.
7 always a rational |inkage between reward and 7 The problemis you're treating an asset
8 expected result, and there's a consequence for 8 managerent institution like it's government. And
9 failure, usually termnation, and there's a 9 if there's one value that | hope | can | eave on
10  consequence for success, which is usually sone 10 the SBAis we do not want to think of ourselves
11 kind of reward. 11 as running the way the governnment runs. V¢ want
12 And that's what keeps the wheels of free 12 to think about ourselves as running |ike a decent
13  markets turning snoothly and gets rid of bad 13 asset managenent -- not a decent, an excel | ent
14 ideas and reinforces good ideas and magnifies 14 asset managenent institution runs.
15 them That's part of the reason this country has 15 And so one of the early things we had to
16 domnated the world for the past hundred or so 16 westle with was getting this conp thing fixed.
17  years. 17 And with the help of the IAC the very active
18 But in public pension |and, this was 18 involvenent of the | AC the support of several
19 anything but the norm And just to nagnify a 19 generations of trustees -- and | think where this
20 couple of points that were nade earlier. Wen | 20 thing really, really took root was when R ck
21 got back to the SBAin the fourth quarter of 21 Scott was governor.
22 2008, conpensation at the Florida State Board of 22 Coviously, Governor Scott had strong private
23 Adnministration was in the 25th percentile of 23 sector roots, and by virtue of his corporate
24  public funds in the hited States. That's all 24  history and his famly office experience, he
25 public funds. 25 knows a little bit about the power of proper
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1 And you consider that we're one of the 1 asset managenent skills and good fiduciary
2 largest and al ways have been and have al ways 2 talent, and he was fully supportive of this
3 managed substantial assets in house, have al ways 3 initiative.
4 had a conplex portfolio, that just made no sense. 4 And Mercer's role can't be underestinmated.
5 And when | canme back -- here are sone nunbers for 5 Bringing in a third-party expert that was
6 you. 6 independent, et cetera, contractual fiduciary to
7 Inthe 12 years | had been in New York on 7 the board, all that good stuff, was absol utely
8 the private side, the assets of the SBA had 8 critical.
9 increased, | think, four- or fivefold before 9 And the proposition we nmade of a
10 declining in the great financial crisis. And the 10 fact-driven, data-driven, nerit-based nechani sm
11 nunber of nandates managed had gone up by a 11 tolink -- to first of all set up what
12 factor of about five. 12 expectations for performance and reward shoul d
13 So the client base and the conplexity of 13 be.
14  handling different nandates, all of themwith 14 Secondly, to execute those in ways that neet
15 custon zed benchnarks, different risk and 15 the appropriate standards of transparency, public
16 liquidity preferences, et cetera, all that had 16 records, public neetings, et cetera, for
17 changed. Yet over that tine, the budget of the 17 operating in a government environnent as we have
18 SBA had essentially remained flat for 12 years, 18 in Forida, with incredibly powerful public
19 12 years we're tal king about here, and the head 19 neeting and public record | aws, was no snal |
20 count had gone down. 20 thing.
21 And | renenber reading those netrics when | 21 And it took six years of busting the pick on
22 was | ooking at comng back and thinking, wow we 22  hard rock to get this thing done, six years. |
23 used to put a lot of tine and effort into staying | 23 nean, | don't know how long it took Nel son
24 current and getting people on the road and 24  Mandel a to get squared away in South Africa, but
25 training and being opinion | eaders and maki ng 25 it felt sort of like that, not to mninze his
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1 travails conpared to this. Not conparable at 1 place in our investnent officers and our
2 all, I know 2 nmanagenent teamthroughout the SBA if there's
3 But at any rate, that's what's been invol ved 3 one pattern that's been unanbi guously cl ear over
4 here. And the fact that we got this done, the 4  the past decade-plus that we've been on deck
5 fact that we have inplenented it now through 5 managing this ship, it is that if sonebody breaks
6 miltiple sets of trustees successfully, 6 the rules, ignores the policy, disregards
7 flawessly, and interestingly, the only press 7 direction, causes bad outcones, they wll be
8 we've ever had, the only press we've ever had on 8 escorted off the ship, period, full stop, and it
9 this has been press that has said, Vow these 9 won't take |ong.
10 people are getting pai d some bonus noney. You 10 And that culture, that investnent
11  know what? V¢ read through the naterials, and if 11 nmeritocracy is what produced the results that,
12 you look at what the performance is they've 12 Vinny, you opened with. And that's what we need
13 turned in, thisis a great deal for the 13 to protect and preserve here. And | want to
14  taxpayers. V¢'re glad they' re getting the noney. 14 thank every one of you, plus all of our
15 Wo woul d have thought? That just doesn't happen 15 colleagues at the SBA who nmade this happen.
16 in press |and. 16  Thanks.
17 So | can also tell you this programhas been 17 MR QCLLINS: Vinny, | think you're on mite.
18 emulated or attenpted to be emul ated by a nunber 18 MR QMSTEAD | am Ash, thanks. | agree
19 of our peers in public pension |and because it 19 with those comments. Josh, are you -- and,
20 does work, and it is a source of pride for me and 20 Mercer, you're up. I'mnot sure if you're going
21 for all. Are there aspects of it that we coul d 21 to put your presentation up, but if you coul d,
22 tune up? Sure there are. And we're going to get 22 that would be great.
23 tothat initem8. And Lanar and Alison will 23 MR WLSON Any, can you put up the
24 give you a thorough report on the work we've done | 24 appropriate slides, or what's the best thing to
25 there. 25 do here?
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1 And we're, what, six years into the program 1 Ms. WALKER | can get themin just a
2 | guess, and full inplenentation, and the nornal 2 nmnute. If you have themhandy, | can turn over
3 pathis to revieweverything for best practice 3 presenting to you.
4 about every five years. So we're right on cycle 4 M WLSON Wy don't we wait for you to do
5 for that. And we're |ooking at a nunber of 5 it, otherwise, I"'msure I'll -- ny technol ogy
6 variables here. 6 skills are second behind Ash, so we'll wait. But
7 So | think you're followi ng the right path. 7 let me go ahead and just talk. | think the first
8 I'mnot going to conflict nyself by egging you on 8 thing I'mgoing to talk about is just the
9 on sonmething that |'ve got a conflict the size of 9 construct of the plan, which | believe Chairman
10 a boxcar on. And | will say, for the record, | 10 dnstead kind of gave an overview of, which is
11 wasn't part of teeing this up. But we'll cone 11  the incentive plan for the EDAOis based on two
12 back to that. 12 conponents. (ne is organizational and one is
13 But | think the inportance of this, the 13 individual .
14 value of the work you' re doing here cannot be 14 Together, for the EDAQ the target
15 overstated. And if nore of governnent coul d set 15 incentive is 35 percent of their base salary. A
16 up the kind of accountability that this process 16 the current time, the EDDAOSs salary is 592, 250
17 provides, we'd be better of f. 17 and the target is 35 percent. That's target of
18 And, of course, the other half of that 18 207,288. It's broken down, 85 percent based on
19 accountability is the negative side. And that 19 organizational and 15 percent based on
20 is, if somebody doesn't performor, worse, they 20 individual. Roughly broken down, that's about
21 do sonmething wong or bad, especially if it's 21 30 percent of the total amount is -- or
22 knowing, it's our responsibility to deal with it 22 30 percent of the 35 percent is based on
23 at the executive managenent level. And | think 23 organizational, and 5 percent of the 35 percent
24 we have done that religiously. 24 is based on individual .
25 And if you look at the turnover that's taken | 25 The organi zational obviously is purely
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1 financial, and we can talk about the results of 1 turned over due to normal turnover, |ike
2 that. Wat we talk about generally here in the 2 retirement or people noving away, the people that
3 conpensation subcommttee is the individual 3 have been backf| ow have been fantastic and have
4 conponent. And the way that's cal cul ated every 4  not mssed a beat.
5 year is based on feedback fromthe | AC nenbers. 5 So it's been an absol ute pleasure to have
6 This year we had three. In the past we've had 6 worked with the SBA for the last nine years, and
7 four. Anbassador Chuck Cobb was on |ast year but 7 we hope to continue that going forward. Any
8 is no longer on the subcommittee. 8 questions on the incentive plan design?
9 So we base it on the feedback we gather, and 9 Ckay. Then perhaps we can nove to the
10 it's based on four conponents. And we'll go over 10 actual evaluation. So here, if | could just stop
11 those in a second. And then | ooking at the 11 for one second, this is sort of the process -- go
12 overall results, just historically they' ve been 12 back alittle bit there. G up alittie bit.
13 very strong for Ash, and | think this year m ght 13  Stop right there.
14 be a new high for Ash, so he's going out |ike 14 So if | can draw your attention to the
15 Mchael Jordan, if you will. 15 second sort of main paragraph, which are the
16 So any questions on the plan overall? You 16 criteria for performance evaluation. And there's
17 can see here the targets and the naxi nuns. The 17 four of them The first one is overall mssion.
18 maximumis, just for reference, 150 percent of 18 The second one is people. Third is efficiencies,
19 target. V¢ night want to talk about this a 19 infrastructure and operations. And the fourth
20 little bit later, but that's a little bit bel ow 20 areais interaction with the | AC and the audit
21  where we see the market in terns of naxi muns. 21 committee. And those are the four areas that Ash
22 Typically the maximumis two tines target. In 22 was -- the EDAOwas eval uated on and has been
23 our case, when we designed this planin, | think 23 consistently.
24 it was 2014, was the last tinme we touched it, we 24 As we look at this over the years, there's
25 decided to be nore conservative and go with one 25 nothing we woul d change here. Cbviously we
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1 and ahalf times target to get to maxi num 1 comend the fact that "people" is inthere. It's
2 Froma dol | ar perspective, that goes from 2 not necessarily in every plan that we see. It
3 207,288 to 310,931 in terns of naxi num 3 should be obvious, but it's not.
4 opportunity. And you can see how it breaks down 4 So now if we can go down to the actual the
5 between organizational and individual . 5 evaluation. Terrific. So you can see here the
6 (nhe note, and we'll get to this later, the 6 three nenbers that conpleted the survey were M.
7 plan was designed conservatively. ¢ were 7 Wndt, M. Gollins and M. Onstead. As
8 introducing sonething that had not been done 8 nmentioned before, last year we al so had
9 effectively before the | AC pushed it, along with 9 Anbassador Chuck Gobb, but he has since retired.
10 M. WIlians. So we introduced a very 10 So sone of the nunbers might look a little
11 conservative plan, nost conservative at the top 11 different. That's because we have a denoni nat or
12 of the house, because that's what gets the nost 12 of three versus four. & can go to the next
13 attention. 13 page.
14 And the plan has been working, fromny 14 MR CQLMSTEAD. Hey, can | ask a quick
15 perspective, very well. Turnover has been down. 15 question there?
16  Performance has been great. And | think -- and | 16 M WLSON O course.
17 look at the different states that I work with, 17 M QMTEAD And | think | brought it up
18 different organi zations. ne of the things that 18 last year. |Is there anything that would -- |
19 you can predict success with is |ack of turnover 19 like obviously a subcormittee. V& don't want the
20 and consistency in senior |eadership. 20 entire |AC Is there anything that precludes us
21 Wen you have that, you generally end up 21 fromactually getting surveys out to each of the
22 with good results. And certainly | have seen 22 1 AC nenbers and then revi ened and aggregated by
23 that with the SBA since the day we started 23 the subcommittee?
24  working with you in 2012. Ash has built an 24 MR WLSON | don't think so, no.
25 incredible teamaround him Even if peopl e have 25 M QMSTEAD | think it's fine that it's
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1 three. | just think in the long run, it nmay not 1 highest possible rating was achi eved.
2 beabadidea. | nean, it doesn't take that |ong 2 Here was the one area where a top score was
3 toconpleteit. It validates representation by 3 not achieved, and you can see the conmentary
4 each of the trustees and their appointees. And 4 there. And finally, the overall rating given by
5 then -- you know, three is great, but one nunber 5 each of the nenbers was a 4 out of 4, with no
6 sort of skews things. 6 comentary. | think the 4 out of 4 speaks for
7 So if you had nine people filling it out, it 7 itself.
8 seens |like the math would work a little hit 8 M TURNER |'msorry. Can you go back to
9 better. So |l took that into consideration as | 9 that slide about interaction with the committees?
10 went through it this year. 1 think, evenif | 10 Rght here. | was just curious. How nuch of
11  weren't on the conp cormittee, | certainly 11 this is on Ash and how nuch of this is on sone of
12 wouldn't mind spending the hal f hour to 45 12 the nenbers? Because, honestly, you'd have to
13 nminutes it takes ne to conplete this. 13 make an effort as an | AC nenber to have nore
14 MR WLSON Sure, makes perfect sense. Any 14  interaction as well.
15 other questions on this page, then we'll nove on? | 15 That was one of the things that stood out in
16 Ckay. So we can go to the next page, please. 16 thistome isit did cone out as a | ower rating.
17 Wat you have here is the summary of the ratings, 17 Sorry, Ash. But | wondered how much of that was
18 the anal ganmation of the four last year and three 18 on us as | AC nenbers versus, you know, Ash. For
19 this year ratings on the different categories. 19 you nore seasoned | AC menbers, what do you guys
20 You can see '21 is in the mddle col um and 20  think?
21 2020 is in the right-hand colum. Across the 21 MR QCLLINS: Here's how | viewthis. W're
22 board, actually, the scores were higher this year 22 a board and we shouldn't -- we're not operating
23 than last year. Andit's out of four, so you can | 23 the board. V&'re just an advisory board. So,
24 see top marks in everything except for 24 you know, Ash is the CEQ He does his board
25 interaction with the coomttees. And as we goto | 25 neetings. |'mnot sure what people want, right,
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1 the individual pages, you'll see the commentaries 1 that are scoring himlower than that. [|'mnot
2 that were nade. So we can go to the next page. 2 sure what they want. Do they want himto call
3 MR CLMSTEAD. Wen | |ooked at this |ast 3 periodically? Do they want to have nore
4 page, not this page, the page before it, | was 4 interaction at the neetings? |'mnot really
5 trying to figure out whether, Ash, you're doing a 5 sure.
6 nuch better job or if Anbassador Cobb was just a 6 Soit's a great question that you asked, and
7 really hard grader. 7 | think it mght be an educational thing. We
8 MR QCLLINS. Yeah. 8 didn't cone up with this category. | think
9 MR WLSON You can see the overall nission 9 Mercer came up with this category, in conjunction
10 criterialisted here. | won't read it to you. 10 with the staff and maybe the original people that
11  But Ash received a 4 out of 4 here, and you can 11 put the conp plan together. | cane in just as we
12 see sone of the commentaries provided by the 12 were approving the conp plan, so | wasn't
13 conmittee bel ow 13 involved in the design.
14 MR CQCLLINS: By the way, these comnents, 14 So I'mnot really sure how you even real |y
15 I'mnot a big one for comrenting on those things, 15 neasure this. | could have five conversations
16 soif there's three people on the conmttee, the 16 with Ash a nonth and come away unsatisfied. So
17 two conments are probably not from ne. 17 is that bad conmunication? | don't think so.
18 MR WLSON (n the people side, | think all 18 I'mjust not happy about the communication. So
19 of us would agree that Ash is a fantastic people 19 I'mnot sure exactly what we're neasuring.
20 nmanager, and as evidenced by the staff and the 20 MR CQMSTEAD.  Peter, just fromny
21 consistency, et cetera, et cetera, SO not 21 perspective, I'mnot sure if the subset shoul d be
22 surprising here. 22 interaction or should it be do I, as an IAC
23 And | think a lot of reflection on the 23  nenber, fully understand ny job and what |'m
24 pandenic and how SBA operated during that, no 24 supposed to know So you sort of get thrown into
25 snall task, what was done. And, again, the 25 this position. You go through a full day of
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1 training. And then you show up once a quarter. 1 And the reason was all these weird things that
2 So you're sort of alittle bit wondering, 2 kept coming up. And because we were neeting by
3 you know, what you can say to whom when you can 3 video, it was nuch easier to do. So that's point
4 talk with a group or not a group. It's sort 4 one.
5 of -- it's aninteresting process, different than 5 Point two is, the |AC for many, many years
6 public boards and private -- other private 6 was six individuals, which nade for nuch, nuch
7  boards. 7 easier comunications, because it was six calls
8 And so the category | think woul d be 8 totalk to every single person individually. Now
9 inportant is, you know-- and this is probably a 9 it's nine.
10 subset -- is are we educating the | AC nenbers 10 And | renenber how that happened. That
11 well enough so they know exactly what they are 11 initiative came forward. Just to be blunt with
12 doing. M understanding of the job of the | AC of 12 everybody, one of the greatest resources we have
13 all of the above took a few years to get there, 13 isthe quality of our governance. And several
14 and then it exponentially increased when | became | 14 generations of trustees ago we had a trustee who
15 vice-chair and chair, just because | had nore 15 wanted to change the governance of the Florida
16  exposure. 16 State Board to match that of Cal PERS.
17 And so ny advice back to whonever follows up | 17 Now, | will withhold judgnment on the w sdom
18 withthis -- and if | had an in-retrospect 18 of that nove or explaining it, but at the tine it
19 coment on this, which | didn't, it would be, you 19 canme up, | did get actively involved in comng up
20  know, continuously keep fol ks up to date on what 20 with sone alternatives. And one of the
21 they should and shoul dn't be doi ng and how t hey 21 alternatives was to expand the IAC fromsix to
22 should be | ooking at sonme of this type of stuff. 22 nine.
23 Again, | still gave, inthis particular 23 Now, what has been the result of that? It's
24 case, the highest grade, but | think there is an 24 just a whole |ot harder to nanage all the
25 opportunity to -- whether it be interaction or 25 communi cations. And as we've seen, you know
Page 39 Page 41
1 education, to continuously keep up with the IAC 1 some | AC nenbers are going to be actively engaged
2 menbers, especially as they' re comng up the 2 and are going to participate, whether they're
3 learning curve. 3 involved in a particular subconmttee or not.
4 MR WLLIAVE: M. Chairman, can | offer a 4 Qhers, less so.
5 coment on this? 5 The other thing to renenber is we're in a
6 MR CQMSTEAD P ease do. 6 state with areally strong public neetings |aw
7 MR WLLIAME. Thank you. So let ne just 7 1 can't be anintermediary for nore than one
8 give one perspective that may be hel pful on this. 8 trustee for any discussion -- | mean nore than
9 First of all, I think -- I know ny experience has 9 one | AC nenber or trustee for any discussion that
10  been, especially during 2020, because of the 10 nay cone ahead of that entire group, which neans
11  pandemc, because of escal ated China issues, 11  the only way | can commnicate wth everybody is
12 escalating other issues we had that involved the 12 just do one-offs as needed or call a neeting and
13 pension fund that had roots el sewhere in 13 notice it and nmake it accessible to the public,
14  society -- can you say politics -- we had a 14 or nmake nine consecutive phone calls if | want to
15 nunber of situations where we needed to keep the 15 talk to everybody.
16 1ACinforned, get your guidance, have you inside 16 And | don't need to tell you, we're all busy
17 the circle of decision-making and be able to 17 and noving around and everything el se, and
18 truthfully reflect to the trustees that your 18 getting nine consecutive calls scheduled is no
19 guidance had been sought and captured, and with 19 small thing. You've got toreally want to doit.
20 the benefit of it, we were reasoning together and | 20 So it could be we need a little clarification on
21 cane up with whatever sol ution we were 21 this, but | can tell you without qualification,
22 recomrendi ng. 22 1'mavail abl e seven days a week for everybody.
23 The amount of contact that we had with the 23 And a nunber of you know, because we've done
24 | AC during 2020 is probably anong the hi ghest 24 calls over weekends or at night or whatever on
25 there's ever been, going back to the late 1980s. 25 various things, when sonething needs doi ng, we do
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1 it, period, nake it happen, no questions, no 1 outcones? | think I'mgoing to turnit over to
2 business hours, holidays, anything el se, just 2 Ash to talk about hinself.
3 nake it happen. So -- 3 MR COCLLINS: See, all of us are being good,
4 MR CQMSTEAD  And, Ash, that's a good 4 Ash. None of us even took the bait and swung at
5 point. You are always -- you respond to, whether 5 that.
6 it beny text or email, faster than | respond to 6 MR WLLIAME: Yeah, no issue. | already
7 yours. And whether it be you or trying to 7 made ny comments, and 1'mgood with all of this.
8 understand sonet hing fromJohn Bradl ey, | do 8 Thank you.
9 think the reaction tine is exceptional. 9 MR QMSTEAD | think the next -- correct
10 MR WLLIAVE: Thank you. Véll, where | was 10 nmeif I"'mwong here, but | think the next piece
11 going with that comment, if we really want to 11  of business is for the subcommttee, which is
12 change the degree of interaction, one thing that 12 Peter and | -- happy to have other fol ks di scuss
13  we might think about is, over tine, evolving the 13 it, but | think the intent nowis twfold. |
14 IACto a smaller institution and size. ¢ could 14  don't know, Mercer, if you have nore comments
15 do that wthout disadvantaging any of the current 15 before we get to the discussion or if you' re done
16  nenbers, just use the natural roll-off of 16 with your prepared remarks.
17 seniority, as terns expire, to go back to the 17 M WLSON Well, if | can, | just wanted
18 six, if we want to do that, and we could change 18 to talk about, as we talk about actual salary,
19 the lawat the appropriate tine. 19  you know, what we've done historically is recap
20 MR CLMSTEAD. But the reality is, you got 20 it. So as nentioned, when we started working
21 one point off fromone person here and still a 21 with the SBAin 2012, the total conpensation for
22 high grade. | don't think thisis a-- | 22 the ED'AOwas $325,000. That was salary. There
23  honestly -- although that's a fair point to 23 was no bonus. And that was well bel ow nedi an.
24 discuss, | wouldn't interpret this as an overly 24 And we' ve spent the |ast eight years-plus
25 negative thing, especially given the fact that 25 trying to get the EDDAO-- along with the rest
Page 43 Page 45
1 whenit cane to overall, 4 out of 4, so great 1 of the staff, right? W' re tal king about the
2 job. 2 EDAQ but we didn't put an incentive plan in
3 MR CQCLLINS: Ash, isit alawor isit a 3 place just for that. Ve put an incentive plan in
4 trustee policy that it went to nine? 4 place for all of the investnent positions, to
5 MR WLLIAVE: Forida Satutes. 5 make sure that they are conpetitive with the
6 MR CQCLLINS: Ckay. | agree with you. | 6 narket. W just talk about the EDYO O here.
7 rmean, nineis alot. And we can get into sonme 7 And over tine, we have increased it. It's
8 governance conversation later. |'mjust going 8 been a journey. That's absolutely for sure.
9 to-- 1"l let that pass. 9 Wat we've done is we've |ooked at the market in
10 MR QOMSTEAD. Yeah, let's save that for 10 a variety of ways and we' ve nade reconnendati ons,
11 another day. 11 and the I AC has taken those under consideration
12 MR WLSON | think, fromny perspective, 12 and awarded increases, both nerit and narket,
13 when you ask for subjective opinions, you night 13 along the way.
14 get them R ght? So you catch someone on a bad 14 So if you scroll down, |ast year we
15 day. That's sort of the good and bad of the 15 recommended -- | think we'd actually gotten to a
16  subjective portion, which is partly why it's not 16 level of salary last year where we said M.
17 95 percent. It's 15 percent. And | think the 17  Wllians is caught up to the market. And that
18 overall rating, to ne, is what really natters. 18 was when he was at 575. And you can look at this
19 | just think it's -- | wouldn't nake too 19 data right here. There's four points that we
20 much of one person deciding this was sonet hi ng 20 looked at last year. This is last year's data.
21 they wanted to pick. But, again, overall, 4 out 21 MR CQLMSTEAD. Are you all seeing the
22 of 4, | think -- and this has been consistent. | 22 slides?
23 think Ash -- since we started this process, Ash's 23 MR QOLLINS: Yeah.
24 individual ratings have been fantastic. 24 MR TURNER Yeah, | can see them
25 Any questions on the eval uation process or 25 MR QMSTEAD M are frozen, nust be.
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1 kay. 1 MR WLSON  Absolutely. And we appreciate
2 MR WLSON So there were four data points 2 that. W& came back |ast year after the neeting
3 we looked at last year, about a year ago. ¢ 3 wthanmenotothe group. And let ne just recap
4 looked at the nedian of the top five public 4 sone of that and then give you sone data that we
5 funds. And those are Cal PERS, Cal STRS and two 5 have fromsone of our other clients.
6 fromMNew York and Teachers Retirement System of 6 \ | ooked at the top 14. Rght? So we
7 Texas. The nedian salary is 450. And for those 7 looked at this nunber two bullet, the |arger
8 of you who know the details, you have sort of 8 public pension fund peer group that had a nedian
9 haves and have-nots. The New York retirement 9 of 566 -- I'msorry -- a 75th percentile of 566
10 funds are the ones that have not, and the 10 for just salary. Wen we |ooked at those, the
11  Cal STRS, Cal PERS and Texas are the haves. 11 maxi numanount of total conpensation, which neans
12 If you ook at a slightly larger group, it 12 the salary plus the max bonus they coul d achi eve,
13 was about 14 public pension funds. The 75th 13 was a nillion one, rounded off. It was
14 percentile was 566, 000. Wen you | ook at even a 14 1,079,000, but rounded off to a mllion one.
15 broader set with 20, the 75th percentile was 515. 15 That was the maxi numthey coul d achieve if they
16  And when you | ooked at Mercer's pension fund, 16 maxed out their incentive plan.
17 whichis alittle bit different than the other 17 That same nunber for Ash now including the
18 groups you' ve been | ooking at, the nedian -- or 18 increase you gave himon salary to 592, 250, woul d
19 sorry -- the 75th percentile was 586. 19 be 903. So you're conparing a mllion one for
20 So at that point, what the recommendation 20 the other 13 public pensions to 900,000 for the
21 was fromMercer to the | ACwas, you don't need a 21 SBA
22 narket adjustnment point. W& reconmend a nerit 22 If you want sone individual data points, |et
23 increase. And | believe the IACthen recomended | 23 ne give you those. For Cal PERS, for exanple, the
24 a novenent fromb575 to 592,250, which is where we | 24 nmaximumis 1.7 -- sorry, a target, because that's
25 are today. 25 howwe did this -- 1.8 mllion for Cal PERS. And
Page 47 Page 49
1 If we were naking recommendations this year, 1 that includes a salary of about 560,00. Now, the
2 if M. WIlianms was not retiring, we woul d 2 jobis openright now to be fair, but the
3 recommend the same. Based on the performance 3 salary, the last salary was 560,000. They have a
4 that you just saw, with an overall rating of 4 4 target incentive.
5 out of 4, we would recommend a nerit increase 5 Now, renenber, your target incentive is
6 based on that. M. WIllians' salary is 6 35 percent. Their target incentive is
7 consistent with the 75th percentile of the 7 100 percent with a two times upside, so up to
8 market. The market has noved a little bit this 8 200 percent. And -- and this is unusual, soit's
9 year, but it has not noved dramatically. So we 9 worth hearing for the IAC
10  would reconmended a nerit increase, not a narket 10 They're putting in a long-termincentive
11 adjustnent. 11  plan, LTI, to boost the conpetitiveness of that
12 MR QMSTEAD.  Hey, Josh, one of the things 12 job. The total package at median is 1.7 nillion,
13 | struggled with |ast year, which | struggled 13 1.8 actually, 1.77, and at maximum it woul d be
14 with this year, too, is total conp is different 14 about 2.3 nmillion. That's a data point.
15 than base salary. And so you nade a comment 15 Cal STRS --
16 earlier that, you know, X percent of the QOs 16 MR QCQLLINS. -- along-termincentive in
17 conp is variable, and sone others have 2X 17 there, and | think the |ast four people have
18 And so it's hard for us, | think, to even 18 lasted, what, three years max individual ly?
19 begin to weigh in on whether it nakes sense or 19 MR WLSON On one hand, they don't have to
20 not unless we understand the total package. And 20 pay it out. On the other hand, | think their
21 so | know-- I"'mnot sure. | know there were 21 intentionis to stop that turnover. Rght? As |
22 sone challenges |ast year to getting that. | 22 nentioned before, one of the biggest indicators
23 still think, in perpetuity here, understanding 23 we see of long-termstrong performance is a
24 total conp is nuch better than understanding j ust 24  stable | eadershi p managenent team And, clearly,
25 fixed salary. 25 you've not seen that in Cal PERS.
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1 Cal STRS nunbers, about a $575,000 sal ary. 1 we're at 50 percent and sone of the others are
2 Again, a 100 percent incentive target, so a total 2 somewhere between 60 and 100 percent.
3 cash target of 1.1 mllion. V¢ mentioned Texas 3 MR TURNER Josh, | think on top of that,
4  Teachers. They just had turnover about two years 4 when you -- that was helpful. If you could put
5 ago when Britt Harris left to go to Uhiversity of 5 the -- next year, when you lay that out, put the
6 Texas. So he went froma $160 billion fund to a 6 actual results of those various pension plans,
7 $40 billion endowrent, nade a | ot nore money to 7 too, so we can conpare and contrast.
8 dothat. But the new replacenent for him Jase 8 MR WLSON Yeah. | nean, one of the
9 Auby, has a salary of 450, a target incentive of 9 things in our line of work is, you know, results
10 63 percent, and total cash of 733. 10 are going to vary year to year. So we tend to
11 Wsconsin, which is slightly snaller than 11 look at targets, because someone is going to have
12 FHorida, at this point probably significantly 12 a good year, soneone is going to have a bad year.
13 smaller than Horida, they had a 0O who cane 13 You don't want to penalize your person one way or
14  fromyou, David Villa, who passed away earlier 14 another. So we do |look at targets.
15 this year, but his last salary reported was about 15 But | think |ooking at overall perfornance,
16 670,000 at base, a 50 percent incentive, for a 16 if you look at a longitudinal study, helps you
17 total package of about a million. And there are 17 understand, shoul d you be where you are. Is
18 sone other ones |ike that. 18 there a disconnect between pay and perfornance
19 So you can see from-- you know, you | ook at 19 and those types of things. | think everyone
20 large and leading. The salary, | think, is 20 would agree. |If you ook at Florida's
21 perfectly conpetitive. As | nentioned before, 21 performance over the long term it's been very
22 when we put the incentive plan together, we 22 strong. No issues with paying -- you know plus
23 created it to be conservative. It has achieved 23 tenure. Noissues with paying a salary at the
24 the goals, but it is still conservative. Qhers 24 75th percentile.
25 have noved up and ot hers have added pieces, |ike 25 | bet if you had to do it over, you'd all
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1 the long-termincentive. 1 wish, hey, nmaybe | wsh we had nore of an upside
2 So when we look at the total conpensation, 2 sothat if you knocked it out of the park Iike
3 you're probably closer to the nedian, maybe even 3 Horida has done, you could reward the peopl e who
4 slightly bel ow when you | ook at |arge and | eadi ng 4 didit. But hindsight is always 20/ 20.
5 pension funds, nostly because the short-term 5 MR QMSTEAD kay. Josh, any nore info?
6 incentive target and sort of upside is alittle 6 M WLSON No, sir. Happy to take any
7 bit lower, nore conservative, than sone peers. 7 questions.
8 MR CQLMSTEAD. Josh, that's very helpful. | 8 MR CQLMSTEAD. |'mgood. Peter?
9 woul d recommend next year adding that into the 9 MR QCQLLINS: |'mgood.
10 presentation, because | think it gives us sone 10 MR CQLMSTEAD.  Peter Jones, any ot her
11 wonderful context. 11 questions for Josh or Mercer?
12 MR WLSON  Sure. 12 MR PETER JONES. Not fromne. This is
13 M QMSTEAD And is helpful. And if 13 Peter Jones. Thank you.
14 there's any way -- | think the other piece that 14 MR TURNER Not fromRobb either. Very
15 nay be helpful is tenure. Tenure is a conponent 15  helpful. Thanks.
16 to ne, which, again, someone one year versus 16 M QMTEAD So | think nowit's tine to
17  sonebody |ike Ash, who has been doing this 13 17  discuss the individual conponent. | don't know
18 years with a consistent track record, is another 18 if you can bring the page up that Mercer showed
19 variable that may be interesting to understand, 19 where it was the sumary of salary and individual
20 not for today, but | appreciate the coments 20 conponent at the threshold, target and naxi mum
21 there and woul d incorporate that, because what | 21 | have it in front of ne.
22  think we can see here is that we're at |east 22 Thi s individual conponent ranges from 15, 547
23 getting to conpetitive, although we still may be 23 at threshol d, target 31,094 and naxi num 46, 640.
24 alittle bit behind, maybe a little bit behind 24 And | think, Peter CGollins, you and | probably
25 narket, especially on the perfornmance side, where | 25 need to have a discussion, and |'mhappy to have
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1 other people' s input, on what we hope to be is an 1 percentages. If you |look at the bottomtable
2 individual conponent that's paid out that very 2 wth dollars, your decision as an |ACis either
3 well may -- equally could not be paid out, but I 3 zeroor, if you're going to pay sonething, you re
4 think we should go on the record on that front. 4 going to pay sonething between 15,547 and 46, 640.
5 So, Peter Gollins, if you have sone coments 5 If you said he's doing just an average job
6 there, | obviously have sone opinions on this but 6 or neets expectations, you night say we're going
7 would love to hear you, too. 7 tobeinthe mdde at 31,094. Based on where
8 MR QCQLLINS: So are youon -- sol'm 8 you rated him presumably you' d be somewhere
9 looking at the -- okay. So they put it on the 9 between -- somewhere towards the top of the
10 screen. So l'mlooking at the same thing in the 10 scale, naybe at the top at 46,640. |If he'd had
11 materials that were sent to ne. 11 nmediocre performance but you wanted to give him
12 So explain this table to ne again. | know 12 sonething, you mght angle nore towards 15, 547.
13 we do this every year, Josh, and |'msorry, but 13  Does that hel p?
14 explain this table to me, the total incentive 14 MR QCQLLINS: Yes. Vinny, | don't have any
15 opportunity. And | know we're only tal king about 15 other comment, other than to say, based on
16  the individual conponent here, right? 16 performance, |'mcertainly confortable
17 MR WLSON Correct. 17  recommendi ng the maxi mum the 46,640. ¢ all
18 MR QCLLINS: So explain the threshold, the 18 know the challenges |ast year. V¢ all know the
19 target and the maxi num 19 incredible volatility. And we know the
20 MR WLSON So forget the total line for 20 performance, the end of the -- the ultimate
21 now, the 35 percent line. Ignore that, because 21 performance of the fund.
22 that's just the sumof the two lines belowit. 22 And | don't think there's -- | coul dn't
23  The organi zati onal conponent is deternined 23 imagine splitting hairs between $31,000 and
24 entirely by objective performance. Rght? So 24 $46,000. And it's hard to say that they're
25 howthe fund does is where this breaks down. 25 not -- he's not on target. And so we're picking
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1 There's a target outperfornance |evel for 1 sone range between that target and maxinum So |
2 threshol d, a target outperfornance |evel for 2 would certainly be confortabl e recomrendi ng the
3 target and a target outperfornance |evel for 3 maxi mum
4 maxi num 4 MR QMSTEAD  Yeah. And given the fact
5 MR CQCLLINS: And we don't have any input on 5 that it was overall 4 for 4, | think it's hard to
6 those netrics, right? Those are just -- 6 argue --
7 MR WLSON Those are formulaic, right. So 7 MR QCQLLINS:  Yeah.
8 as the SBA perforns, the incentive plan gets 8 MR CQLMSTEAD. -- the nmaximum Qut of
9 funded accordingly. So if you bl ow the doors of f 9 curiosity, on the individual conponent or the
10 it -- you know, if it's somewhere between target 10 organizational conponent that is formulaically
11  and maxi num you interpolate on a straight-line 11 driven, does the formula drive threshol d versus
12 basis. 12 target versus naxi mun?
13 So what you're tal king about here is the 13 MR WLSON There's a level of
14 individual conponent, which ranges from-- let's 14 outperformance. | believe it's 5 25 and 50.
15 forget the -- a percentage basis, the target is 15 Does that sound right? So it's 5 basis points of
16  5.25 percent, which is 15 percent of 35. The 16 outperfornance at the threshold, 25 basis points
17 mnimum if you said he's doing an acceptabl e job 17  of outperfornance over the benchnark at target
18 but it's really not great, we're going to give 18 and 50 at maxinum And that drives it entirely.
19 himthe |east anmount possible that's not zero, it 19 Soit's just a formulaic calculation.
20 would be 2.62 percent. |If you say he's actually 20 MR QMSTEAD ot it. And so us deciding
21 killing it and we're going to give himthe 21  maxi mum here doesn't nean on the organi zati onal
22 highest possible, it's 7.875 percent of the 22 sideit's maxinum That's purely formulaic, just
23 total. 23 to be clear.
24 Froma dol | ar perspective -- so this is the 24 MR WLSON Correct.
25 sane table twice, one with dollars, one with 25 MR QMSTEAD.  So, Peter, | think you and |
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1 areonthe sane page. | don't think there's any 1 conpensation subconmittee net, there were a
2 dispute here that the maxi numhas been earned on 2 couple of things we discussed. (ne, we discussed
3 the subjective side. And | would -- | don't know 3 the fact that the conpensation plan did not
4 if we need to nake a notion, but | would nake -- 4 trigger because of the risk inception that was an
5 | assune we need a motion and a second, but 'l 5 elenent of the plan. W& discussed that at
6 nake a notion for the maxi num 6 length.
7 MR QQLLINS 1'Il second it. 7 \¢ al so discussed the fact that a few years
8 MR CLMSTEAD. V¢ can both say aye. 8 ago, the SBA undergoes a periodi c governance risk
9 MR QOLLINS  Aye. 9 and conpliance review, and as part of that
10 MR CQMSTEAD And even if Gary voted 10 review, the firmthat conpleted that review
11 against it, we have a two for one vote, so we're 11 recommended that we take a | ook at the incentive
12 in good shape, which | am 100 percent positive 12 conpensation plan for purposes of just eval uating
13 Gary woul d be supporti ve. 13 its function and how well it was performng as
14 MR QCQLLINS:  Yeah. 14  well as potentially the conposition of that plan,
15 M QMSTEAD Al right. Vell, okay, so | 15 thinking about expanding its menbership to
16  think we're good. So we're up to approval on 16 include other nenbers besides the investnent
17 that piece of it. 17 class to the plan.
18 And | think the last, before we have any 18 So with that in mnd, the comittee tasked
19 other business or audi ence comments or all the 19 us with sort of engaging Mercer to do that
20 other fun stuff, which | doubt we will have, is 20 review take a look at it, see where we stack
21 Lamar and Alison are going to talk to us about 21 relative to the market, and see what we coul d
22 the very question that Peter Jones asked about 22 cone back with with respect to a handful of
23 earlier, which is the overall SBAincentive 23 categories; eligibility, plan targets,
24 conpensation plan. So | hand it over to you all. 24 performance neasurement, perfornance standards,
25 MR TAYLCR Absolutely. So we'll go there. 25 payout and risk governors. So those are the
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1 | guess just to kind of -- just alittle bit of a 1 itens that are in this two- or three-page
2 recap in terns of kind of where we got, in terns 2 docunent that is provided in the materials.
3 of charges. The commttee would like the staff 3 I will say Mercer actually did a lot nore
4 to go back to general counsel's office and 4 work than that. There is a substantial docunent
5 counsel to determine the latitude for amendments 5 that has a tremendous anount of datainit that's
6 wthrespect to nodifying the plan to pernmit an 6 largely survey-based that really sort of got into
7 award notw thstanding Ash's retirenent this year, 7 sone additional granularity on those points. But
8 and that as an el ement of whatever that is, to 8 thisis a summary of the feedback that Mrcer
9 the extent there's a payout, you woul d recomrend 9 conpiled for us.
10 nmaxi mumincentive -- the qualitative conponent be | 10 So I'mgoing to talk alittle bit about
11 maxinmumas a payout. Those are the two takeaways 11  basically everything except the risk governor
12 so far fromthe -- 12 piece of it, which Alison is going to talk about
13 MR QCLLINS: | think that's right as far as 13 interns of the work that they have done there.
14 I'mconcerned, M. Chairman. | don't knowif you 14 But the high-level takeaway is, by and
15 wanted sonething additional . 15 large, it seens that the plan -- and you' ve heard
16 M CGMSTEAD No. 16 this already fromJosh, that the plan is doing
17 M TAYLCR Al right. Very good. Bear 17 pretty much what you wanted it to do. It's
18 with ne just a second. 1'Il get the slides. 18 having the effect you wanted it to have in terns
19 MR QCLLINS: W're finally going to get to 19 of being able to attract and naintain talent.
20 hear fromAison? 20 To the extent there could be sonme
21 MR TAYLCR And | knowthis is going to be 21 inprovenent, it would be in the target |evel of
22 alittle bit harder to see, but it's item8in 22 organizational performance and payout. And as
23 the materials that we sent around. It's 23 Josh nentioned, | think sone of the things that
24 Attachnent 4, item8 on the agenda. 24 he tal ked about that apply specifically to the
25 So if you recall last year, when the 25 executive director and AOreally apply at large
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1 tothe participants in general, so that what 1 have issues with its primary purpose, which is
2 you're seeing here is that our target payouts in 2 recruitnment and retention, you cone back and
3 our plan are typically lower, froma percentage 3 revisit this in a nore conprehensive way.
4 of salary, than our peers. And the naxi mum of 4 And so at least that's sort of ny takeaway
5 that, the | everage, so to speak, the times you 5 there. And | can pause now, at |east on those
6 can earn that over is also slightly |ower than 6 points. | know Alison has got a lot to deal with
7 target. 7 wthrespect to this, governors. But that's an
8 So all in, the incentive conponent relative 8 elenent of the plan that -- the plan has a risk
9 toour peers is slightly lower. Again, maybe 9 conponent toit, but it actually relates to --
10 slightly different results on total cash conp, 10 refers to our risk budget policy. So the risk
11 although the data that we get when we | ooked at 11 governors are not necessarily enbedded in the
12 salaries and incentives, we also trail alittle 12 plan. They're things that we can go outside the
13 bit the market on a total cash conp basis, 13 plan docunent.
14 although our salaries are conpetitive. A |east 14 That was a lot of information thrown at you.
15 on the data that we're given, our base salaries 15 | can pause now and take any questions. And |
16 are now conpetitive with market. And that's due 16 don't knowif Josh wants to weigh in, too, in
17 to the support of the conpensation subconmittee 17 terns of just naking sure | sort of sunmarized
18 as well as the trustees in the budget process. 18 their points accurately.
19 Wth respect to eligibility and conposition, 19 MR WLSON | thought it was great. |
20 we are at narket. To the extent we woul d | ook at 20 think the big debate you have is on eligibility.
21 expanding that, that woul d not be narket, at 21 Rght? As everyone can inagine, the planis
22 least not now There are outliers. There are 22 currently open to investnent professionals. And
23 sone plans that have included every one of their 23 you can look at the definition of what's an
24 enpl oyees, but that is not the standard. 24 investnent professional and that no one works on
25 | think pretty nmuch across the other 25 anisland and investment professionals coul dn't
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1 categories, by and large, | think it |ooks I|ike 1 dotheir job unless they had other professionals
2 we are at market. And so | think basically the 2 helping themdo their job. These are the kind of
3 takeaway here is we seemto be doing well. |If 3 discussions that we have with all of our clients.
4 there's areas for inprovenent, it would be on the 4 Sone pl ans incl ude everyone down to the
5 payouts. 5 adnmnistrative assistants. Sone plans are
6 | woul d say that what we are not -- you 6 exclusively the QOand one or two others. And
7  know, what we're seeing froman actual 7 sothere's no right answer there. It's nore of
8 recruitment and retention standpoint here at the 8 an organizational and political decision. But
9 board is actually pretty good. Vé're not at the 9 that's the only comrentary | think I mght want
10 point where we're actual ly seeing staff |eave 10 to add.
11 over this issue. 11 MR QCLLINS: M. Chairman, just one
12 V& have not had issues recruiting staff to 12 question. Lamar, as you all |ook down the road
13 the SBAat this point. Qur tine to fill is 13 in the next couple of years, what do we need to
14 slightly up, but where it was relative to 2016, 14 be keeping our eye focused on? What are the
15 it's substantially |ower than when we were 15 areas that we need to watch out for in conp and
16 starting out with the incentive conpensation 16 being -- so that we don't have a -- we're not
17 plan. So we're not seeing any sort of actual 17 getting out of balance? In your review of
18 adverse effects of where we stand out in the 18 everything, what might be changi ng qui cker than
19 narket with respect to the incentive conpensation 19  you think?
20 plan. 20 MR TAYLCR Yeah. That's a great question.
21 And so | think at this point, inlight of 21 | think right now the next fewyears wll be
22 where things are, maybe the takeaway w th respect 22 really interesting. Wit we're starting to see
23 tothese itens is just sort of keep nonitoring 23 or at least the concern that | have, with HR
24 it, watching it, seeing where the nmarket noves, 24 reporting to us, isit wll beinteresting to see
25 and basically the extent to which we start to 25 the salary data comng back this year.
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1 There's a lot of conpetition for talent, and 1 Having a conpetitive salary and a
2 we're seeing that in the financial narkets. | 2 conpetitive incentive conpensation plan will help
3 thinkit will be real interesting to see where 3 withthat. W have seen people, when we get
4 base salaries -- interns of, to the extent we're 4 them they'Il cone for a while and they' Il |eave.
5 recruiting people, whether base salaries play a 5 And that's fine. If we can get people three or
6 part in that. 6 four or five years, that's still very hel pful.
7 I think work style is going to be an 7 But in terns of what | think we need to
8 interesting aspect as well. V¢'ve already kind 8 watch out for, | think this issue of work style
9 of gotten a lot of feedback frompeople in the 9 and the persistence of that and that becomng a
10 interview process. (ne of the first questions 10 conpetitive advantage or disadvantage in terns of
11  they want to find out is, Vell, do you pernit any 11 renote work is something that | think we -- it's
12 sort of renote work? What's your attitude about 12 to be seen how naterial that is to our ability to
13 the flexibility around renote work? How many 13 recruit and retain folks.
14  days do you need to be in the office? 14 Having a conpetitive conpensation structure,
15 R ght now we are renote on a voluntary 15 which with a base salary and incentive
16 basis, but overall, our objective, our planis to 16  conpensation -- but, honestly, | think the nost
17  have everybody back in the building. Wre a 17 inportant thing is ensuring that we've got a good
18 small shop. | think we performbetter when 18 culture, because we nmight be able to get people
19 everybody is here in the office. V& have the 19 with salary and incentive conpensation, but you
20 ability to comunicate nuch nore effectively. 20 keep them because you' ve got a good pl ace to
21 So | think right now our stance is we prefer 21 work.
22 having peopl e here. That has been a gating item 22 And that really has been what Ash has built
23 fromsone of the people that have wanted to 23 over the last 13 years, is a place where peopl e
24 participate in the interview They' ve heard that 24  want to be and they want to work, and it's a
25 and said, Thank you, but I'Il withdraw from 25 culture of achieverent and accountability.
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1 consideration. Ve still have gotten good 1 And | think that's nore of an intangible
2 candidates and we are still -- 2 that'sreally kind of alittle bit nore difficult
3 MR QCQLLINS: And is that a health thing, or 3 for the conpensation subcormttee to necessarily
4 isthat an "l don't want to nove" thing? 4 affect directly, although froma -- just keeping
5 MR TAYLCR It's alittle bit of both. The 5 tabs on turnover, et cetera, woul d obviously be
6 interesting thingis -- we've kind of gotten a 6 relevant for the conp subcommittee just to sort
7 little bit of both, and people just would like to 7 of stay abreast of.
8 just stay inadifferent city and try to renote 8 So | think on bal ance we're doing well. The
9 in 9 trustees are supporting the initiatives to
10 Froma narket perspective, even those firns 10 increase conpensation and naintain a conpetitive
11 that have gone with sonme sort of flexibility 11 base salary. So that's helpful. And if that
12 around renote work, it's almost -- it's generally 12 were to start to wane, we woul d certainly hope
13 like so many days out of the office. It's not 13 the IACwould hel p us out with those issues.
14 like they're saying, You can work in New York 14 MR WLLIAVE: Let me pipe in on that,
15 dty and renote into Florida. They want you in 15 Lamar. | think those are all great points. And
16 the city. You just don't have to commte to work 16 there's another variable on this renote business,
17 three out of the five days. 17 renote working business that's going to give this
18 M/ perspective, Tallahassee is not a ngjor 18 issue legs. And that is, as we look at what's
19 comuting nightmare like Atlanta or Mam or New 19 going on in the asset managenent industry
20 York or anything like that, so you don't really 20 broadly, we're seeing a mgration of asset
21 have a problemcommuting into the office. W're 21 rmanagerent firns out of high-cost, high-tax
22 still going to have the issue of getting people 22 locations, nmost notably California and to some
23 to Tallahassee largely. |If they don't have a tie | 23 degree a couple of other narkets, New York,
24 here, a connection here, it can be alittle bit 24 et cetera, into the Southeast and into Florida.
25 of an adjustnent. 25 And | know the CEGs of a nunber of firns who
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1 areinthe process of doing this. And sone, even 1 So as you nentioned in the beginning of the
2 though they may be keeping their headquarters in 2 call, the risk budget and the trigger that ensued
3 one of the traditional noney center |ocations, 3 coning out of the volatility of last year
4 they're nmoving huge resources into Forida. 4 resulted in the | CP paynent not being nade. So
5 Wether it's Mam, Tanpa, Jacksonville, 5 what | want to do today is provide a brief update
6 et cetera, they're conming. 6 on how we're thinking about that, describe what
7 And as part of what you're going to see 7 happened going into 2020 and the way we were
8 relating to those noves is they are going to be 8 measuring risk, what tenporary changes we've nade
9 letting peopl e phase noves. They're going to 9 and what we think we're going to do |onger term
10 have links to other parts of their organization 10 as it relates predonminantly to the risk budget
11 that are el sewhere in the world that will be 11 because it's the right way to nanage risk, but
12 functioning renotely. There will be a 12 with the benefit that that ties to incenting the
13 transitional period where they're doing 13 right behavior as it relates to the I CP.
14  recruiting, et cetera. 14 So | ooking back, in terns of how we manage
15 And all of this business of what is the work 15 risk, as you all know very well, we nanage ri sk
16 relationship, what is the | ocus, how much of it 16 ina mltifaceted way, diversification of assets,
17 is physical, how much of it is virtual, those are 17 diversification of factors, currencies,
18 all inputs to the recruitment and retention gane. 18 geographies, et cetera. \¢ have diligence
19 So |l don't think this issue is going away, and 19 managers to nanage risk, and we al so have a
20 it's certainly not specific tous. It'sjust one | 20 nunber of conplex analytical systens to | ook at
21 that we're going to have to manage goi ng forward. 21 historical risk or projections of risk.
22 ne other comrent on this, and that is, one 22 So that is a holistic approach, but as it
23 aspect of remote work that sel domgets nentioned 23 relates to our risk budget, which then has ties
24 is that when | |ook back over the history of 24 tothe |CP, we use a nmetric, a three-year annual
25 mgjor financial frauds, a nunber of themshare a 25 tracking error. And that is a benchnark-relative
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1 characteristic. And the characteristic is 1 term |It's looking at the volatility of excess
2 sonebody, some office or sonme teamwas operating 2 returns over the benchnark.
3 renmotely. Think Amaranth, if you renenber the 3 It's a perfectly reasonabl e metric, one of
4 failure of the Anaranth hedge fund sone years 4 many. But there are shortconings of that, and we
5 ago. The supervisory systens weren't what they 5 saw those shortcomngs in 2020 as volatility in
6 were believed to be. | think our systens are 6 the market picked up.
7 pretty darn good, but I don't want to find out 7 So first let ne describe, the way our risk
8 the hard way they're not. 8 budget works is we have that tracking error -- we
9 M/ point is sinply, the nore people you have 9 had the tracking error target of 2 percent of the
10 operating renotely, the nore risk you have that 10 total fund level. That's the escal ation
11  sonebody is not just off the property, they're 11 standard. So anything above that escalation
12 off the reservation, in terns of what they're 12 standard not only woul d necessitate discussion to
13 doing. And you don't want to find that out the 13 figure out potentially howto bring that down,
14 hard way with a bl owup. 14  howto adjust, howto think about it, but it also
15 MR QCQLLINS: | agree with all that. 15 means that the ICP trigger is hit and a paynent
16 MR TAYLCR So that's all | had to say on 16 isn't nade.
17 sort of the -- all of the factors other than the 17 Wy did we exceed that 2 percent in 2020 and
18 risk governors on the plan. 1'Il kind of |eave 18 what are the shortconings of that tracking error?
19 it to Alison, if she wants to weigh in on the 19 \ell, first, tracking error, as | said, is a
20 risk governors piece of it. 20 benchnark-rel ative metric. So that neans, for
21 Ms. ROMMNQ  Sure. Thanks, Lamar, and 21 instance, for a public narket asset class, |ike
22  thanks, Peter and Vinny, for teeing up the topic 22 fixed incone or global equity, when the market
23 at the very beginning of this neeting. It's 23  becones nore volatile, even if we're still
24 clearly saving the nost interesting topic for 24  nmanaging risk, the tracking error often goes up.
25 last here. 25 Soregard ess of our efforts, tracking error
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1 could nove. 1 it's athree year tracking error nunber. So the
2 For private narkets, it's even trickier 2 spikeinvolatility that we sawin the first hal f
3 because, as you know, there's valuation lag. So 3 of March will be with us inthat statistic for
4 if there's a public narket benchmark that's 4 several years to cone.
5 noving around a lot and valuation lags with the 5 And to maybe give you a sense of where the
6 private narket return, again, the tracking error 6 nunbers are at, in Decenber of 2019, our tracking
7 nunbers are going to spike. So that's just the 7 error was at 1.22 percent. June of 2020, so just
8 nature of the way those nunbers are cal cul ated 8 after the volatility crept in, it was 2.03. That
9 but sonething to keep in mnd. 9 was above the 2 [imt, barely but yet triggered
10 The second chal | enge with tracking error is, 10 the ICPto not be paid. Qurrently, we're at
11 when we think about managing our risk, we | ook 11 2.23 percent. So, again, it's crept up alittle
12 long term V¢ think about correlations long term | 12 bit, not because we did anything differently but
13 across asset classes. W think about risk of 13  because it enconpasses a larger portion of that
14 those asset classes and asset types over the |ong 14 volatile period.
15 term 15 So for this ICP period, the 2.23 is el evated
16 Tracking error with a three year nunber will 16 fromwhat it had been historically, but it's
17 go out of whack when correl ations between asset 17 still within what we have set as our escal ation
18 classes and correl ations between the active 18 standard so should not be triggered froman | CP
19 returns anong those asset classes go to one, as 19 paynent perspective.
20 we sawin the March 2020 tine frane. So, again, 20 MR QOLLINS Solet ne -- so can |
21 without us doing anything, those nunbers wll go 21 interrupt you for a second?
22 up. 22 M5. ROMANO  Sure.
23 The third issue is actionability of tracking | 23 MR QCLLINS: So going to four and a hal f,
24 error. So for the public narkets, they manage 24 what was it at its highest volatility? Wat was
25 tracking error. They look at it every single 25 the tracking error at its highest through the
Page 75 Page 77
1 day. They think about what tracking error was 1 downturn?
2 and what it's projected to be, and they can 2 Ms. ROMINQ (nh a three year basis, where
3 adjust holdings with that in nmind. That's not 3 we'reat now it's close tothe high. It's
4 the way private narkets do operate or shoul d 4 continued to creep up. So it's about -- we're
5 operate, because we don't want to be forced to 5 currently at 2.23. The reason that we set it
6 nake trades inilliquid assets at suboptinal 6 what probably seens high relative to what we've
7 prices because we are tenporarily above a 7 experienced is, you know, we set it -- we raised
8 tracking error target. 8 it md-2020, and we knewif we had a creep back
9 Li kewi se, we don't want to pull back on 9 in narket volatility in general, that we coul d
10 naking certain investnents for current tracking 10 continue -- rather than it be 2.23 percent, maybe
11  error issues because we all knowthat the 11 we would be at 3 percent.
12 investnents we nake today are going to inpact the | 12 So we were trying to plan, during an
13 returns five and, in private equity's case, maybe | 13 uncertain period of narket volatility, for that
14  ten years fromnow So while tracking error is a | 14 eventuality, that there could continue to be some
15 good neasure, it's an inperfect neasure. 15 dislocation in the nmarket.
16 Wat do we do tenporarily because we trigger 16 MR QCQLLINS. Yeah. So that's not ny
17 that neasure? Vel|, the senior |eaders' group 17 question. M question is, when it got triggered,
18 recommended, and then Ash approved, an increase 18 what was the high? So if your rolling average is
19 inthat escalation standard. So whereas it had 19 2.23, what was it in the highin the last year?
20 been at 2, we raised it to four and a half. So 20 Ms. ROMANQ So a one year tracking error?
21 that's the standard that we've been operating 21 Sure. Qur one year tracking error right now for
22 under for the last fiscal year ending now 22 the total fund is at 1.69. Let ne get you the --
23 June 2021. 23 the high for one year was about three and a
24 The reason that we raised it is because, 24 quarter.
25 again, we're still focused on managing risk, but 25 MR QCLLINS: Three and a quarter. So what
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1 youre sayingis, inorder -- if you're going to 1 that is what we'll call actionable tracking error
2 nmake this change, you're naking it for a reason 2 for our public market asset classes, because they
3 other than hopefully just ganing the system 3 do nmanage risk in that manner relative to a
4 right? But you want to make sure that if you 4 benchrmark, and they can adjust as need be.
5 raiseit to, say, 3, that because of those 5 For private nmarkets, we're going to take a
6 periods of really high tracking error, you woul d 6 different approach and use guardrails. Again,
7 still have triggered that threshold that woul d 7 thisis very consistent with what our peers do.
8 have said you couldn't pay the I CP. 8 To give you an exanple, for real estate, we'll
9 So going to four and a half, you' re saying 9 put guardrails around exposure to property type
10 that over that three year period, you're still 10 and sector. |In fact, we already have those
11 going -- it's going to be higher than 2.23 but 11 guardrails in sone of our asset allocation
12 you're picking a value that it will be bel ow 12 policies. They're just not tied directly to the
13 Ms. ROMANQ Yes. But it's not -- there was 13 risk budget.
14 no -- we're not trying to game the system 14 But they're the way that, for instance, real
15 MR QCLLINS: No, I'mnot saying you are, 15 estate nanages risk, because it's where their
16 but I'mjust -- | guess ny biggest question is, 16 exposures are and how they' re changing those
17 why go all the way to four and a half? If the 17 exposures. So we wll put into place those types
18 high was three and a quarter, why do we need to 18 of guardrails on a go-forward basis. And if
19 go all the way to four and a hal f? 19 certain of those netrics are exceeded, that's
20 Ms. ROMMNQ Sure. Again, it was because as 20 when the trigger would be hit in terns of paynent
21 less -- it's a three year nunber. So as |ess 21 for the ICP. Mich nore consistent wth peers
22 volatile nonths rolled off and nore vol atile 22 but, nost inportantly, much nore aligned with how
23 nonths were rolling on and we didn't have a 23  we can effectively manage risk in multiple nmarket
24 windowinto exactly howvolatile the market would | 24 types and over the long term
25 be, we thought four and a half percent -- and 25 MR QCLLINS: So are you going to conpare
Page 79 Page 81
1 this was a discussion anong us in conjunction, in 1 something for us to look at on that?
2 talking to our consultant as well, to make sure 2 M. ROMANQ  Yeah. So the way this works is
3 we were picking a reasonabl e nunber. & thought 3 Ash has del egated authority or executive director
4 four and a half was reasonabl e. 4 delegated authority on the risk budget, and that
5 And there are differences in |ooking at one 5 is something that we set. And like | said,
6 and three year periods. They're not quite 6 that's always done in conjunction with input from
7 conparable, just the way that the math works. So 7 the asset class consultant. The | CP makes
8 what we were focusing on was the right nunber for 8 reference to the risk budget. So technically,
9 that three year period, which natches the three 9 those changes coul d be nade within our
10 year perfornmance period under which ICPis set. 10 organization on the risk budget.
11 Maybe it might be helpful to tell you where 11 MR QCLLINS: |'mnot asking for us --
12 we're going, because this isn't the right netric, 12 M5, ROMANQ V¢ will obviously share the
13 | think, on along-termbasis to be using. 13 information with you as we finalize the nunbers.
14 MR QCLLINS: Ckay. 14 MR QCLLINS:  Yeah. That would be great.
15 Ms. ROMANQ For all the reasons | outlined, 15 I'mnot asking for us -- something for us to
16 tracking error isn't a good netric. V¢ spoke 16 approve, just sonething to -- I'ma little dense
17 with consultants about what our peers are doing. 17 when it cones to this topic, so | need to read it
18 V¢ spoke with our peers about what they are 18  probably.
19 doing. Focus on the discussion on what they're 19 M. ROMANQ  More than happy at any point,
20 doing for their risk budget obviously has 20 if you have questions, in nore detail to go
21 inplications for |CP. 21 through it. That's all | had, unless there were
22 Wat is standard practice is not to use 22 any other questions.
23 tracking error for private narkets. So the 23 MR CQMSTEAD. | guess the question is,
24 direction that we're going i s focusing on 24 what's the fol |l owup on this?
25 managing risk in a way that's actionable. So 25 M TAYLCR So at least in terns of the
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1 overall idea of a reviewof the incentive 1 that at the beginning.
2 conpensation plan, | think that has been done. 2 MR QMSTEAD No. If you wait |ong enough,
3 Mercer did that, provided it to us, provided the 3 they don't ask questions.
4 feedback to the commttee. 4 MR QCLINS: No. | neant if there was
5 And | think that the takeaway is it's 5 anybody there.
6 working well. It is abit conservative, but it 6 MR CQLMSTEAD. Ch, anybody there. Al
7 was designed to be a bit conservative. And so 7 right. | assune we can, at this juncture, thank
8 it'sreally sonething that just needs to be sort 8 everybody who attended, did a lot of preparation,
9 of reviewed periodically to make sure we're 9 Mercer, Lamar and Alison, a lot of hard work
10 staying consistent with the objective. And to 10 here, and we truly appreciate it. Qeat year to
11 the extent we start seeing any sort of issues in 11  Ash and team And we know our followup itens on
12 recruitnent and retention, we would certainly 12 the -- on our ask regarding the dQ But, Peter,
13 bring that to the conmttee's attention and see 13 unless you have anything else, or others, | think
14 if there's a need to make adj ustnents. 14 we are good to go.
15 As far as the risk itemgoes, as Alison 15 MR QCLLINS: Yeah. | don't. The only
16 pointed out, the incentive conpensation plan just 16 thing | would say is just toreiterate that not
17 sinply refers to the SBA's risk budget policy and 17 only are we | ooking at possibly an anendnent to
18 the asset classes, and Alison is in the process 18 take care of aretirenent but also an interim
19 of nodifying that to nove to a nore actionabl e 19 title.
20 framework, and we'll share that information with 20 M TAYLCR Al right. We'Il add that to
21 you as it's developed. Is that fair, Aison? 21 the list, Peter.
22 MB. ROMANQ  Yeah, correct. 22 MR WLLIAMB: Thank you, M. Chairnan,
23 M TAYLCR So | think that's really it. | 23 thank you all.
24 think there's nothing -- no action itemfor the 24 MR CQMSTEAD.  Bye all.
25 committee at this time, unless you just wanted to | 25 (The neeting concluded at 2:50 p.m)
Page 83 Page 85
1 weighin or conment onit. 1 CERTI FI CATE OF REPCRTER
2 MR QMSTEAD  (kay. 2
3 MR TAYLCR | think that's all for us on 3  STATE OF FLORIDA
4 item8. The other item item9 is Attachnent 5 4 OOUNTY CF LECN
5 inthe materials. It's infornation only. Happy 5 _
6 togo through any of that in detail if you'd 6 I, JOLANGSTON. RPR certify that | was
7 li ke It's just sort of an update on where we 7 authorized to and did stenographically report the
8 stand both on the incentive payout over tine as z :‘::zz'ﬂngtwle: ZOP: zree:E: :zet:ztg; :Sotza;the
9 well as where we stand on our salaries on a o st ph_ . ™ w
P . . stenograpnhi ¢ notes.
10 conpetitiveness or conpa-ratio basis. u grap Dted this 20th dey of September 2021
11 MR CQLMBTEAD. | appreciate you putting it 1 '
12 inthere. | don't have any questions onit. If 13 .
13 anybody el se does, that's fine. Qherwvise, I 14 QD %W
14 think we're good. | did appreciate that being in 30 QANGSTON RPFg
15 there, though, so not that it wasn't reviewed, 15
16 but just no need to go through it. 16
17 Ckay. So | assune there's no audi ence 17
18 comments or other business at this juncture? 18
19 MR TAYLCR Any, is anybody in the 19
20 Hernitage Roomthat has indicated they want to 20
21 nmake a comrent ? 21
22 M. WALKER No. Nobody is here. Thank 22
23 you. 23
24 MR TAYLCR | think that's it. 24
25 MR QCLLINS: | guess we shoul d have asked 25
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STATE BOARD OF ADMINISTRATION RON DESANTIS

GOVERNOR

OF FLORIDA CHAIR
JIMMY PATRONIS
1801 HERMITAGE BOULEVARD, SUITE 100 CHIEF FINANCIAL OFFICER
TALLAHASSEE, FLORIDA 32308 ASHLEY MOODY
(850) 488-4406 ATTORNEY GENERAL
POST OFFICE BOX 13300 LAMAR TAYLOR
32317-3300 INTERIM-EXECUTIVE DIRECTOR &
CHIEF INVESTMENT OFFICER

August 26, 2022

Mr. Vinny Olmstead

Chair, IAC Compensation Subcommittee
2770 Indian River Boulevard, Suite 501
Vero Beach, FL 32960

Dear Vinny:

In preparation for the September 6, 2022, IAC Compensation Subcommittee meeting, | have prepared for the
Committee’s consideration the following self-assessment. Fifteen percent of the compensation awarded under
the incentive compensation plan applicable to a permanently appointed Executive Director & CIO is based on a
qualitative assessment of the incumbent’s performance around four areas: (1) Overall Mission, (2) People, (3)
Efficiencies/Infrastructure/Operations, and (4) Interaction with the Investment Advisory Council and the Audit
Committee. As Interim Executive Director and CIO, | am not permitted to participate in any of the SBA incentive
compensation plans; therefore, the formal evaluation process, intended to provide documentary support for the
IAC’s recommendation to the Trustees regarding the qualitative component of the ED/CIO’s Incentive
Compensation Plan, is not applicable this year.

Nevertheless, | would greatly value the thoughts and feedback from the Subcommittee on my performance since
my appointment. Please see the following self-assessment relating to the four areas referenced above. | have
also included herein the standard reporting on SBA salary and incentive compensation for review and discussion
at the September 6, 2022, SBA IAC Compensation Subcommittee meeting.

Author’s Note: The self-assessment that follows is written largely in the first person. This is because in most
cases, | am the one responsible for representing the SBA in leading the issues, and | am rightfully held accountable
for the results, good or bad. However, the successes of the SBA are a team effort and are always a function of the
many talented, intelligent, and first-rate individuals here at the board, which | have had the honor and privilege
of working alongside over the past 20 years. | remain keenly aware of that fact.

1. Overall Mission
The evaluation of this category should reflect the degree to which the incumbent has:

e Assured appropriate alignment with the investment policy of the SBA’s mandates (e.g., the
FRS Defined Benefit Pension Plan, the Florida Retirement System (FRS) Investment Plan,
Florida PRIME, Florida Hurricane Catastrophe Fund (FHCF), etc.), considering the long-term
needs of the relevant fund, the risk tolerance of the SBA Trustees and the perceived market
environment;
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e Provided leadership for effective functioning of the SBA, FHCF and the Investment Plan; and,
e Maintained/strengthened (a) the reputation/brand and performance of the SBA in relation to
its large public pension plan peers, (b) external communications, and (c) issue management.

Below are a list of activities and accomplishments | believe are relevant to this category:

- Continued advocacy for more conservative assumptions for pension plan funding

As required by Section 121.0312, Florida Statutes, at the October 7, 2021, Actuarial Assumptions Estimating
Conference, | provided comments on behalf of the SBA with respect to the assumptions used in determining
the employer contribution rates for the Florida Retirement System. In line with a letter submitted by the SBA
to the legislature in August of 2021, | advocated for lowering the assumed rate of return used to discount the
pension liability to 6.80% from 7.00% as well as for reducing the amortization period on the unfunded liability
to 20 years from 25 years. | am happy to report that these recommendations, with the support of the IAC and
the Trustees, were adopted by the Assumptions Conference. Together, these changes in assumptions were
responsible for an estimated additional $610 million in contributions to the Pension Plan.!

In addition to the above recommendations, the SBA also proposed legislation to:

- Mandate adopting an actuarial rate of return assumption that corresponds to a rate deemed
reasonable by the pension plan’s actuary as reported (per GASB 67) in the State of Florida’s Annual
Consolidated Financial Report;

- Switch to amortizing unfunded liabilities based on a level dollar amortization method and away from
a level percent of pay method; and

- Increase employer and employee contribution rates, given the relatively low employer and employee
contribution rates in Florida as compared to peer plans.

Although these ideas were not adopted, with the support of the IAC and the Trustees, the SBA will continue
to advocate for appropriate, conservative assumptions in the actuarial funding process to help ensure
sufficient funding of pension liabilities into the future.

- Continued to support Florida’s insurance market through involvement in the Reinsurance to Assist
Policyholders Program

In May of this year, Governor DeSantis called a special session to address various issues adversely affecting
the Florida residential property insurance market. One of these items was the affordability and availability of
reinsurance coverage in the private market. Considering the SBA administers the Florida Hurricane
Catastrophe Fund (FHCF), there were legislative proposals that could directly or indirectly impact the FHCF.
The staff of the FHCF and | worked with the Florida legislature and Trustees’ staff to evaluate proposed
statutory language that would provide coverage to companies below the FHCF industry retention. The Florida
Legislature created the Reinsurance to Assist Policyholders (RAP) program that was signed into law by
Governor DeSantis on May 26, 2022. The RAP program, administered by the SBA, provides a $2 billion layer
of coverage to qualifying companies over a two-year period. The RAP coverage sits below the FHCF projected
industry retention of $8.5 billion and is funded from the state’s General Revenue at no cost to the companies.

1 Numbers derived from Milliman’s Blended Proposed Statutory Normal Cost Plus UAL for 2022-2023 Plan Year report,
dated December 1, 2021, Table 1 and Milliman’s 2021 FRS Actuarial Assumptions Conference Presentation, both available
at Florida Retirement System Actuarial Assumption Conference Florida Retirement System (state.fl.us).
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Throughout the development of this legislation, the FHCF team and | worked closely with consulting actuaries
to ensure that the language in the statute was administrable by the SBA and would not result in duplicative
coverage with the FHCF mandatory layer. For the 2022-2023 contract year, 69 of 148 insurance companies
will be participating in RAP, and the FHCF has executed contracts in place for those insurers. The remaining
insurers will defer their participation in RAP until the 2023-2024 contract year.

- Sought a legislative increase in the alternative investment statutory cap

During the regular 2022 legislative session, SBA staff and | worked closely with legislators and their staff to
increase the SBA’s legal limitation on alternative investments to 30%. Currently, Section 215.47(15), Florida
Statutes, limits the SBA’s investments of any fund in alternative investments to 20%. Alternative investments
are defined to include private equity funds, venture funds, distressed funds, hedge funds, direct investments
in portfolio companies and other similar non-public investments. Essentially, this includes the investments
we make in the Private Equity and Strategic Investments asset classes.

As we indicated to the legislature, an increase is necessary due to the expected improved risk-adjusted return
benefits from additional allocation to these investments, particularly in areas such as private credit and
investments with lower correlation to public equities. Further, due to the unexpected significant run-up in
valuations of these investments, particularly our venture funds, the SBA was already approaching its 20% cap.

Under my direction, the SBA presented to several House and Senate committees during the legislative process.
Ultimately, the bill did not pass. Since the session, as | have reported, the SBA has slightly exceeded its 20%
cap on alternative investments. We are managing this by foregoing new alternative investment commitments
while the SBA is above the cap. Given the importance of having the authority to continue allocating funds to
alternative investments, the SBA plans to go back to the Florida legislature next session to seek an increase in
the alternatives cap.

- Responded to increasing risks posed by China and Emerging Markets in the wake of Russia’s invasion of
Ukraine

On December 21, 2021, the Board of Trustees tasked me with conducting a survey of the FRS’s investments
in Chinese companies and report back to them at the March Trustees’ meeting. The concern expressed by the
Trustees was to ensure the SBA was monitoring and mitigating the financial risk associated with investments
tied to the Chinese Communist Party.

As reported to the Trustees in March 2022, the SBA’s investments in Chinese companies are a function of the
SBA’s exposure to Emerging Markets, which is (a) in line with other public plans our size; and (b) consistent
with a globally diversified equity strategy. Further, the degree of exposure to these companies remains
relatively small at less than 3% of the FRS. The SBA maintains risk assessment and mitigation procedures to
address the financial, legal and compliance risks associated with these investments. Importantly, however,
prior to providing that report at the March 2022 Trustees’ meeting, Russia invaded Ukraine, which resulted in
unprecedented global financial sanctions against Russian individuals and Russian companies. China has
remained aligned with Russia throughout the crisis, although it has complied with the sanctions.

At the March 2022 Trustees’ meeting, | announced that until further notice the SBA would suspend any new
investment strategies involving China or in Emerging Markets that included China. This announcement
followed China’s refusal to condemn Russia after their invasion of Ukraine and their continued alliance, which
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could cause potential impact on the valuations of the SBA’s investment in Chinese companies. This suspension
remains in place as we continue to monitor the risks inherent in these investments. To the extent any
investment limitations involving China are proposed in this upcoming legislative session, we will endeavor to
work with the sponsors of any such legislation to educate them on any potential impact on the funds we
manage.

- Underscored SBA’s proxy voting activities are focused exclusively on the economic best interest of FRS
beneficiaries and increased percentage of proxies voted in house

On December 21, 2021, during the Trustees’ meeting, the Trustees tasked me with (a) reviewing the SBA’s
Proxy Voting Guidelines and underscoring that when the SBA votes proxies, it is doing so with the objective of
maximizing the economic best interests of FRS beneficiaries; and (b) increasing the percentage of proxies
related to the Pension Plan that are voted directly by the SBA team.

Every year for the Pension Plan, SBA staff vote over 100,000 ballot items for more than 10,000 security
positions. Historically, and prior to December 2021, SBA staff voted approximately 92% of all votable proxies
held by the Pension Plan. Subsequent to the Trustees’ directive, the SBA worked to transfer voting power
from the remaining investment managers to SBA staff. At the March 2022 Trustees’ meeting, | was happy to
report that SBA staff now votes 99% of all votable proxies for the Pension Plan, and we are continuing to work
on transferring the remaining 1% of votable proxies to the SBA team.

In addition to voting proxies within our organization, SBA staff compiled a set of voting guidelines to which
they adhere when recording proxy votes. If any changes are made to these guidelines, they are reviewed and
approved by the IAC and ultimately adopted by the Trustees. After the December 2021 meeting, the SBA staff
and | conducted a thorough review of these guidelines, as directed by the Trustees. As reported in the June
2022 meeting, these guidelines were presented for Trustee approval. The updated guidelines state the
overriding purpose of the corporation is to maximize shareholder value over time, and this principle drives
our proxy votes.

- Commenced structural review of Strategic Investments asset class

In the spring of 2022, the SBA engaged a vendor to conduct a structural review of the Strategic Investments
asset class. I, and the Deputy CIO at the time, initiated this review in light of (a) the maturation of the asset
class; (b) the multiple objectives of the asset class; (c) the changing landscape of investment opportunities in
private markets; and (d) the recommendation by the SBA’s asset allocation consultant that the SBA increase
the allocation to alternative investments, particularly those in the Strategic Investments asset class.

The overall purpose of the review is to determine how well the Strategic Investments asset class has
accomplished its objectives to date and whether, in light of changing market conditions, any aspect of the
asset class objectives or portfolio construction practices need to be revisited. The SBA has received
preliminary feedback and is in the process of evaluating. Once this process has been completed, we will report
the final conclusions and recommendations to the IAC as near as possible to the asset/liability discussion by
Aon.

- Continued to grow participation in the Investment Plan while enhancing user experience

For the fiscal year ending June 30, 2022, participation in the Investment Plan increased 8.5% or 22,305 from
the previous fiscal year-end. As of March 31, 2022, there is a total of 272,274 current participants in the plan,
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which include 179,513 active participants, i.e., employees who are still drawing a salary and who, along with
their employer, are continuing to contribute to the plan. Nearly 50% of all non-special risk new hires default
into the plan, a trend that began with the change of default retirement plans in 2018 and has not since abated.

Additionally, there were many enhancements made to the user experience for new and existing members.
This past year, the FRS website was redesigned to make it more user-friendly and to add additional educational
resources. Also, electronic election forms were provided for members to select the plan they prefer, and a
new online chat provider was introduced for employees to have access to a virtual representative. Lastly, this
past year, the Investment Plan replaced the money market fund with a stable value fund, which has served
members well in light of rising interest rates.

- Continued to see significant further growth in Florida Prime

As of June 30, 2022, the total market value of Florida PRIME™ was approximately $18.7 billion and has
increased approximately $500 million, largely due to the attractive investment yield on the heels of a rise in
the Fed funds rate. Additionally, Florida PRIME™ hit a decade-high of $20.7 billion in January 2022, and the
pool has increased by $1.25 billion, representing a growth rate of 7.2% through FY21 to FY22.

The performance of Florida PRIME™ has been consistently strong over short-term and long-term periods. For
the period ending June 30, 2022, Florida PRIME™ generated excess returns (performance above the pool’s
benchmark) of approximately 15 basis points (0.15 percent) over the last 12 months, 14 basis points (0.14
percent) over the last three years, and 21 basis points (0.21 percent) over the last five years. Additionally,
Florida PRIME™ has outperformed all other government investment pools statewide. Through the five-year
period ending March 31, 2022, Florida PRIME™ ranked in the top 1% among all registered money market
funds within iMoneyNet'’s First Tier Institutional Fund Universe.

- Successfully completed another budget funding cycle

The Trustees approved the SBA’s 2022-2023 operating budget at the June 22, 2022, Trustees’ meeting.
Overall, the increase for the SBA amounted to 8.8%, with an increase of 5.7% of salaries for recruitment and
retention funds, which will be used to continue to mitigate human capital risk in line with the compensation
program guidelines developed with IAC and Trustee supportin 2013. In addition to funding to mitigate human
capital risk, the 2022-2023 budget includes significant funding for infrastructure and IT enhancements,
including funds for critical software and hardware upgrades, further implementation of cloud-based
enterprise software solutions, and the replacement of end-of-life servers and network storage devices.

2. People
The evaluation for this category should reflect the degree to which the incumbent has:

e Developed subordinate staff
e Recruited and retained key talent

The SBA has not been immune to a challenging recruitment and retention environment. Over the past year,
the SBA lost nine employees to retirement, had its Deputy CIO was recruited away in April, and is anticipating
the loss of at least one key senior leader in the first quarter of 2023. Additionally, almost 12% of the SBA
workforce is in DROP (the State’s early retirement incentive program) or are eligible to retire by the end of
calendar year 2023.
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Although we have seen the number of applications for open positions decrease over the past year, the SBA is
still attracting high quality candidates for open positions. During the Fiscal Year ending June 30, 2022, the SBA
filled 46 positions, including five asset class analysts, three asset class portfolio managers, and a key
investment staff professional in the Investment Plan. Additionally, the SBA has promoted 11 colleagues
internally, five colleagues moved laterally to different departments, and 30 new colleagues have joined the
SBA team. We are in the process of continuing to fill several key management positions, and given the
continued support from the IAC and the Trustees in funding our recruitment and retention budget requests, |
am optimistic that we will continue to attract the necessary high caliber talent.

3. Efficiencies/Infrastructure/Operations
The evaluation for this category should reflect the degree to which the incumbent has:

o Assured the development of organizational structures, systems and processes that enable effective
functioning of the SBA, the FHCF, and the Investment Plan;

e This includes areas such as communication of knowledge; development and institutionalization of
systems and structures to enhance performance and control risk; efficient acquisition and use of data
and other resources; business continuity planning, etc.

The SBA has made many strides in improving efficiencies, expanding upon current infrastructure, and
streamlining our operations. Below you will find a list of new and in-progress initiatives to improve the internal
and external monitoring functions of the SBA.

- Aladdin eFront Alternative Investments Portfolio Management
In July 2022, The SBA introduced Aladdin’s eFront investment portfolio management to enhance the
management of alternative investments. With eFront, the SBA team has the ability to manage private
assets in our portfolio and understand risk and performance attribution while gaining more transparency
into every level of our investments.

- StarCompliance Personal Trading Compliance

Compliance with personal investments is a top priority of the SBA and strictly enforced. Any conflict of
interest between personal investments and professional responsibilities are prohibited, and SBA
colleagues are to exercise caution and always place the interests of the SBA before their own. In December
2021, the SBA implemented StarCompliance to assist the SBA’s compliance officers with efficiently
detecting personal trading conflicts. The StarCompliance Personal Trading product assesses personal
trade requests made by employees against a rules engine that has been configured to enforce SBA-specific
policies. Unlike traditional and manual affirmations and declinations, employees are given an immediate
automatic decision, or their request is prompted for a multi-level review.

- Cloud Disaster Recovery Solution

The SBA is in the process of fully implementing a Cloud Disaster Recovery solution for enhanced business
continuity and resiliency. The SBA’s disaster recovery data center is currently located in Jacksonville.
Under typical circumstances, we would fail-over operations to the data center in Jacksonville in the event
of a threat in Tallahassee; however, that has since become a risk, since Jacksonville and Tallahassee have
both been threatened by the same storm in recent years. As a result, we are seeking to implement a cloud-
based disaster recovery solution that will eliminate the risk that a physical location will be in harm’s way.
This solution is slated to be completed by the end of this fiscal year.
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BitSight ThirdPartyTrust Risk Management

Reducing cybersecurity risk and remediating gaps and vulnerabilities is a critical process that allows the
SBA’s security team to effectively control and monitor the SBA’s exposure to outside management.
Implemented this year, BitSight ThirdPartyTrust is an effective tool that assists our team in the validation
of security controls and allows for continuous risk monitoring of the SBA’s contracted vendors, providing
additional protection to the SBA and our systems.

Workiva for Florida Hurricane Catastrophe Fund

Workiva, implemented July 2022, has provided a cloud-based platform that streamlines the annual
financial statement preparation process for the FHCF. Additionally, this program has automated many
work process examinations by providing a central repository for all parties.

PeopleSoft Time & Labor and Absence Management —

This solution replaced an older version of the PeopleSoft time and labor system. Prior to this new solution,
our IT team was very limited in making modifications to accommodate enhancement requests. The new
modules were implemented to eliminate manual processes and provide a more streamlined payroll
process. The project also included a move from monthly to biweekly payroll to leverage payroll processing
efficiencies.

Investment Adviser Examination

The SBA retained Renaissance Regulatory Services, Inc. (RRS) to conduct an Investment Adviser
Examination. Although the SBA is not subject to direct regulation by the Securities and Exchange
Commission (SEC), at the request of the SBA’s management team, RRS planned this review based on the
scope of a SEC regulatory examination. The SBA requested a comprehensive review to ensure its policies
and procedures are reasonably designed and adequate to address its unique compliance and operational
risks and take into consideration relevant SEC expectations and industry best practices (Compliance
Program Analysis). The scope of the review included process design, workflow, systems, and key controls
for the SBA's internally managed public market asset classes (fixed income and global equities, including
review of foreign exchange and derivatives practices). The review also included an examination the SBA's
policies and procedures to ensure consistency across documentation, obedience to regulatory
requirements, and adherence to industry best practices. The review consisted of document inspection
and analysis, observations of practices and operations, interviews with the SBA’s staff, and an on-site
examination beginning on June 1, 2022, and ending on June 3, 2022, that covered the period from July 1,
2020, through December 31, 2021. RRS’ review of the in-scope areas did not reveal material weaknesses
in compliance or operational controls. However, RRS identified areas for enhancement that would further
strengthen the SBA’s compliance program and bring its operations more in line with SEC-regulated entities
and industry best practices. Management will review and prioritize recommendations for
implementation.

Interaction with the Investment Advisory Council and the Audit Committee

The evaluation for this category should reflect the degree to which the incumbent has:

Provided requested information and transparency.
Maintained effective working relationships with individual IAC members and the Council as a whole, and
with members of the Audit Committee on matters within the concern of each body.
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The IAC and Audit Committee members have an integral role in the success of the SBA. | fully believe that regular
communication and interaction with both parties should be and remain a top priority. With a portfolio exceeding
$228 billion, the importance of policy oversight and feedback on new investment strategies lead the SBA in
achieving long-term objectives. All of this could not be done without an open line of communication between the
SBA and each IAC member. | remain committed to expanding transparency and building a strong foundation with
each of our members, so that in turn, appropriate guidance can be provided to not only me, but also the SBA
team. | trust that | have built a relationship with each of you where you feel you are able to have a meaningful
conversation about any business conducted at the SBA and on behalf of our shareholders. | remain focused on
ensuring that we continue to coordinate and maximize returns for the economic best interest of our beneficiaries.

In closing, | would like to thank each of the Compensation Subcommittee members for their time and effort in
providing critical feedback and counsel to me as Interim Executive Director & CIO and to the entire SBA team
through your participation on the IAC at large. | am happy to answer questions of members individually should
anyone have any additional questions or requests ahead of the September 6™ Compensation Subcommittee
Meeting. | look forward to seeing you soon.

Best regards,

e

Lamar Taylor
Interim Executive Director & CIO
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SBA Incentive Compensation Update

FY2016-2017 FY2017-2018 FY2018-2019 FY2019-2020' FY2020-2021 FY2021-2022

Total Eligible Positions 63 63 63 64 66 71

Total Participants Receiving an Award 59 54 58 0 58 67
Maximum Possible Quantitative Award $1,783,384 51,831,456 51,962,033 $2,182,470 $2,123,588  $2,398,277
Actual Quantitative Award (Paid over 2 years) $1,610,799 $1,648,299 $1,783,358 SO $1,742,585 N/A
Maximum Possible Individual Award $343,442 $350,144 $369,655 S417,468 $403,005 S453,666
Actual Individual Award (Paid over 2 years) $296,867 $311,107 $335,657 SO $335,029 N/A
Maximum Possible Award $2,126,827 $2,181,600 $2,331,688 $2,599,938 $2,526,594 $2,851,943
Actual Total Award Earned (Paid over 2 years) $1,907,665 $1,959,406 $2,119,014 SO $2,077,615 N/A

Total Earned Quantitative + Max Possible 90% 90% 91% 0% 82% N/A

Total Earned Individual + Max Possible 86% 89% 91% 0% 83% N/A

Total Earned + Max Possible 90% 90% 91% 0% 82% N/A

% Participants Earning Max Possible 63% 69% 37% 0% 83% N/A

Total Awards Paid in December following FY $1,728,304 51,886,568 $2,063,465* SO $1,041,234* N/A

Total Awards Deferred to December after next FY $953,833 $979,703 $922,488 SO $1,009,224 N/A

T Incentive payouts were not triggered because the SBA had active risk compliance exceptions in FY2019-2020 due to extraordinary volatility in the market due to

the Covid-19 pandemic. Maximum figures were reduced from last year’s report due to the resignation of an eligible participant.

¥ In 2020-2021, two new Quantitative Analyst positions were added in Private Equity.

* More than 50% of earned awards were paid out due to individuals reaching age 65 in the calendar year and triggering 100% payout pursuant to the Plan

Document.

11n 2021-2022 5 positions added to eligibility; 1 Sr Investment Analyst in FI, 1 Sr Investment Analyst in IPAA, 1 Manager of Investment Analytics in ODCP, 1
Investment Analyst in RE, and 1 Portfolio Manager 1 in RE




SBA Base Compensation Comparison for
2020 & 2021 Salary Adjustments

All SBA Employees Non-Incentive Eligible Incentive Eligible
December 2020 | December 2021 | December 2020 | December 2021 | December 2020 | December 2021
Adjustments Adjustments Adjustments Adjustments Adjustments Adjustments
Total Employees 170 172 113 120 57 52
(+)

Employees as % of Total . i 66% 20% 34% 30%
Employees

SBA Compa-Ratio . 0 . 0 . 0

(Total Salaries + Total Midpoints) e e Tk ek ek e

The table above reflects adjustments to SBA employees only and excludes ineligible employees, position reclassifications, and the ED/CIO adjustment.

All SBA Employees Non-Incentive Eligible Incentive Eligible
December 2020 | December 2021 | December 2020 |December 2021 | December 2020 | December 2021
Adjustments Adjustments Adjustments Adjustments Adjustments Adjustments
Aggregate Rate Increase $868,523 $1,067,558 $366,276 563,583.62 $502,248 503,974.81
Median Base Pay Increase $3,800 $4,700 $3,000 $4,000 $8,779 $10,395
Average Base Pay Increase S$5,109 $6,207 S3,241 $4,156 $8,811 $10,166
Median % of Base Pay Increase 4.0% 5.0% 4.0% 5.0% 6.1% 6.0%
Average % of Base Pay Increase 4.9% 6.0% 4.0% 5.0% 6.8% 8.5%

The table above reflects adjustments to SBA employees only and excludes ineligible employees, position reclassifications and the ED/CIO adjustment.
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SBA Base Compensation Adjustments
December 2021 — Latest Cycle

Distribution Update

All SBA Employees Non-Incentive Eligible Incentive Eligible
% of Increase # of Employees | % of Employees | # of Employees | % of Employees | # of Employees | % of Employees
0% - 3% 14 8% 9 8% 5 10%
3.1% - 6% 120 70% 91 76% 29 56%
6.1% - 10% 21 12% 12 10% 9 17%
Greater than 10% 17 10% 8 7% 9 37%

The table above reflects adjustments to SBA employees only and excludes ineligible employees, position reclassifications and the ED/CIO adjustment.
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Number of Employees

Progress Toward Target Salaries
(Distribution of Employees by Compa-Ratio)
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Turnover for all SBA, ODCP, and FHCF
Non-Incentive Eligible Staff

15.0% Non-Incentive Eligible

10.0%

8.0%

6.0%
4.0%

2012 -2013 2013-2014 2014-2015 2015-2016 2016-2017 2017-2018 2018-2019 2019-2020 2020-2021 2021-2022 2022-2023

I Turnover I Retirement Turnover Non-Retirement Turnover 2 Year Moving Average Non-Retirement Turnover



Turnover for all SBA, ODCP, and FHCF
Incentive Eligible Staff
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Projected Retirements by December 2028
for all SBA, ODCP, and FHCF Staff

 75(34.4%) of 218 employees are eligible to retire by the end of 2028.

43 (57.3%) of the 75 employees eligible to retire are manager/supervisor-level
and above.

* There are 43 (51.8%) manager/supervisor-level and above employees eligible
to retire of the 83 total manager/supervisor-level and above employees. This
means that 51.8% of the SBA’s manager/supervisor-level and above positions
could be replaced by the end of 2028.

 Of the 75 employees eligible to retire, 17 (22.7%) are already in DROP. Of the
17 in DROP, 9 (52.9%) are manager/supervisor-level and above.

« Of the 75 employees eligible to retire, 17 (22.7%) are in an asset class and 58
(77.3%) are in operations.

 There are 67 filled incentive eligible employees with 22 (32.8%) eligible to
retire by the end of 2028.
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