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Property Tax Oversight
Program

Bob McKee
Deputy Executive Director
Florida Department of Revenue

Presentation to

House Government Efficiency and Accountability Council
Meeting

December 12, 2007

Roles in the Property Tax Process

Florida Constitution

— Requires a “Just” or Fair Market valuation for
all properties
* Establishes that certain properties are assessed
on a basis other than just value

- Agricultural Property

~ High Water Recharge

— Historical Properties

~ Homestead Property (Save our Homes)

— Exemptions also established in Florida
Constitution



Roles in Property Tax Process

» Florida Statutes

— Establishes the manner that property is assessed
(Chapter 193)

— Establishes the Administrative and Judicial Review of
the Assessment Process (Chapter 194)

— Establishes the Oversight Role of the Department of
Revenue (Chapter 195)

— Establishes the manner by which exemptions are
applied and administered by the Property Appraisers
(Chapter 196)

— Establishes the tax collection process (Chapter 197)

— Establishes the manner by which local governments
levy against the property tax (Chapter 200)

Constitutional Officers

« Property Appraiser

— Charged with securing a just valuation for all property
each year

— Administers the exemptions and assessment
limitations

— Responsible for establishing the tax base that local
governments levy against

~ Determines the distribution but not the level of
taxation

* Tax Collector
— Sends out tax bills and collects property taxes



Millage Levying Local
Governments
* Levy taxes against the Assessed Value of
Property
Responsible for levels of taxation

Must provide direct mail notice (Notice of
Proposed Taxes)

Must hold at least two public meetings

Subject to new restrictions on Property
taxes (Chapter 2007-321, L.O.F.)
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Department of Revenue
Property Tax Oversight Program




Property Tax Oversight Program
State Oversight for Property Tax
System

« Chapter 195
* Statement of Legislative Intent (s. 195.0012)

— Itis declared to be the legislative purpose and intent
in this entire chapter to recognize and fulfill the state's
responsibility to secure a just valuation for ad valorem
tax purposes of all property and to provide for a
uniform assessment as between property within each
county and property in every other county or taxing
district

Property Tax Oversight Program

 Two Primary Statutory Duties

— Compliance Determination
* Assessment Roll Evaluation
« Truth in Millage Compliance
* Millage Adoption Oversight (New role for Program)
* Approval of Refunds
— Aid and Assistance
* Training
« Technical Assistance
* Central Assessment of Railroad Property



Property Tax Oversight Program

* Tax Roll Evaluation

— Statutorily required to review asssessment rolls
(s. 195.096)

* Required at least once every two years to conduct
an in-depth review

 Conduct non in-depth review of those counties not
subject to an in-depth review
- Non in-depth review uses sales ratio and econometric

methods to project valued weighted mean levels of
assessment

Property Tax Oversight Program

 Tax Roll Evaluation

— In-Depth Review

* S. 195.096 Requires the study of the following
classes of property if the class exceeds 5% of the
total value of the assessment roll

- Residential property, multifamily property, agricultural
property, vacant lots, vacant acreage, commercial and
industrial properties, and taxable institutional and
governmental properties

* Where sufficient sales exist, the statute requires
use of sales ratio studies

« Where there are not sufficient sales, appraisals are
conducted



Property Tax Oversight Program

* Determination of Compliance
~ Level of Assessment of each class (In-depth Review)
— Overall Level of Assessment (Non In-depth Review)

* Process if an assessment roll is determined not
to be in substantial compliance with the law

— Review notice (s. 193.1142)
« States specific reasons for issuance
¢ Provide remedies for the issues identified in the notice

* Interim assessment roll adopted until final assessment roll
approved

« Homestead exemption reverts to $5000 for non-school levies
until assessment roll is approved

Property Tax Oversight Program

» Post Audit Notifications

— Identifies additional issues with the assessment roll
* Measures of Equity
- Coefficient of Dispersion
~ Price Related Differential
¢ Sales Qualification study
— Required Part of the Sales Ratio Studies
* Joint Opportunity Information Letters

~ Identify opportunities for improvement in the preparation of the
assessment roll

» More in the role of Aid and Assistance



Property Tax Oversight Program Structure

Property Tax Oversight Program
New Role Under House Bill 1-B

» Chapter 2007-321, L.O.F.
— Passed in Special Session B June 14

* Established a new role for the Department of
Revenue regarding oversight of the Property
Tax System

» Established new requirements for Cities,
Counties, and Special Districts regarding the
setting of Millage rates

* Required Significant Cooperation from Property
Appraisers and Taxing Authorities



Mandated Millage Reductions
For Cities and Counties

Based on growth in Property Taxes Levied
per person from 2001 to 2006

Those local governments with greater tax
increases required to roll back millage
further

Cities and Counties of Special Financial
Concern treated separately

Step One — Reporting of Historic
Taxes Levied-Timeline

June 14 — HB-1B Passed Legislature
June 21 — Signed into Law

June 25 — DOR reported to Cities and Counties
the tax collections that would be used to
compute compound annual growth rates in per
capita taxes levied

July 2" — Cities and Counties must report if
historic tax levies are correct

July 13 — DOR must compute compound annual
growth rate of per capita taxes levied



What is a Compound Annual
Growth Rate?

« Compound Annual Growth Rates (CAGR)

— Measures the annual rate of growth from the
beginning and ending values

— Typically used to measure returns of
investments over a multi-year period of time

— Removes the year to year fluctuations in

growth

County Majority Vote Reductions

. MNumbsr of
Counties Counties
If the county is a County of Special Financial Concern
for which the compound annual growth rate is not
more than 5% 100% of rollback 3
if the county is a County of Special Financial Concern
for which the compound annual growth rate is mors
than 5% 97% of roliback 25
i the county does not fit any of the above criteria and
the compound annual growth in per capita taxes
levied i
not more than 7% | 97% of roliback 4
greater than 7% and not more than 9% | 85% of roliback 11
greater than 8% and not more than 11% | 93% of rollback 9
greater than 1% | 81% of roliback 15

Total Number of Counties

&7




Municipality Majority Vote
Reductions

Number of
Municipalities Citiss

i the city s & Municipalily of Special Financial Concern 100% of roliback 101

If the city first levied ad valorem taxes after 2002-02 Mo restrictions 15
if the city does nat it any of the above oriteria and the
compuund annual growth in per capita taves levied is:

not more than 6% | 100% of roliback 10

greater than 8% and not more than 7.5% | 97% of roliback 18

greater than 7.8% and not more than 10.5% | 95% of roliback 58

greater than 10.5% and not more than 12.4% | 83% of roliback 45

greater than 12.4% | 91% of roliback 137

Total Number of Cities 384

Other Local Governments

* Independent Special Districts — 97% of
Rolled Back Rate by Majority Vote

* Dependent Districts or Municipal Service
Taxing Units whose predominant purpose
is to provide Emergency Medical or Fire
Rescue Services — 97% of Rolled Back
Rate by Majority Vote

» Schools Boards — Not Affected



Restrictions on Millage Adoption
Process

* New Voting Rules for Cities, Counties, and
Special Districts

— Majority Vote — Must adopt rate at or below
mandated reduction amount

— Two-thirds vote — Must adopt a rate at or
below the Rolled Back Rate

— Unanimous Vote — Can adopt any rate up to
the rate adopted in 2006-07

Added Complexity

* Old Forms
* DR 420 — Certification of Taxable Value
* DR 420S — School Certification of TV
* DR 487 - Certification of Compliance



Added Complexity

« New and Revised Forms

DR 420 {revised) Certification of Taxable Value

DR 420C ~ Maximum Taxes Levied-Counties

DR 420C-P Preliminary Maximum Taxes Levied-Counties

DR 420M — Maximum Taxes Levied — Municipalities

DR 420M-P Preliminary Maximum Taxes Levied- Municipalities
DR 4201 —~ Maximum Taxes Levied ~ Independenis

DR 4201-P Preliminary Maximum Taxes Levied ~ Independents
DR 4208 (revised) — Certification of School TV

DR 420TIF — Tax Increment Adjustment Worksheet

DR 487 (revised) — Certification of Compliance

DR 487 P — Pre-filing Certification of Compliance

DR 487 V — Vote Record for Adoption of Millage

Actual Votes

Counties

Counties Total Unanimous | Two-thirds | Majority
3 3 0 O
25 4 0 21
87% of roliback - other 4 0 0 4
95% of roliback " 0 0 1
93% of rollback 8 0 1 8
100% of rollback 15 0 0 15

97% of rollback - Special

Financial Concemn 67 7 1 59




Actual Votes

Municipalities

Municipalities Total Unanimous | Two-thirds | Majority
100% of rollback- Special

Financial Concern 101 24 O 77
100% of rollback - other 10 1 0 9
7% of roliback 18 5 1 12
95% of roliback 58 7 8 45
93% of rollback 45 8 8 29
91% of rollback 137 16 33 88
Total Number of Cities 369 &1 48 260

Other Local Governments

Total | Unanimous | Two-thirds | Majority
Special Districts 113 18 18 77
Emergency Medical/
Fire Rescue 60 4 2 54

Reduction rules — Majority vote — 97% of Rolled Back Rate
Two-thirds Vote — 100% of Rolled Back Rate
Unanimous Vote — 2006-07 Adopted Rate




Outcome of Taxes Leviec

Taxes Laviad if

Actual Taxes

Taxes Levied if 2007 compared
Taves Levied If 2007 Rofled WMaijority i
2008 Rale Back Fate Rate Aotual 2007 Majonity
adopterd Adopted Adopled taxes lovied rate lovies
Counties 511,121,982.908 S10.37R 813,057 58,686 851 530 H9BTEAB4.581 100.03%
Municipatities $4.512, 763,088 $4,188 830,633 53,827 497 862 $3.971,884 282 101.13%
independent
Special
Districts $1.599.798,434 $1.518.6855831 $1,473,102,443 $1.483 226,20 H9.33%
Emergency
MadicalFire
Rescue $1,150,028.848 $1,085,805 243 $1.024,135.838 $1.024.848,200 100.07%
Total-All Affectad
Lonal
Governments $18,3856,181,288 BI7 1425314364 | S18 111837474 | 318,132,424 863 100.33%

Questions?

« Email — mckeebob@dor.state.fl.us
« Phone — (850) 487-1453
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Proposed ESCO Flowchart Draft
@mwm\ N I
of Praject F.8. 267,055 40
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215.44 Board of Administration; powers and duties in relation to investment of trust funds,—

(1) Except when otherwise specifically provided by the State Constitution and subject to any
limitations of the trust agreement relating to a trust fund, the Board of Administration,
hereinafter sometimes referred to as “board,” composed of the Governor as chair, the Chief
Financial Officer, and the Attorney General, shall invest all the funds in the System Trust Fund,
as defined in s. 121.021(36), and all other funds specifically required by law to be invested by
the board pursuant to ss. 215.44-215.53 to the fullest extent that is consistent with the cash
requirements, trust agreement, and investment objectives of the fund. Notwithstanding any other
law to the contrary, the State Board of Administration may invest any funds of any state agency
or any unit of local government pursuant to the terms of a trust agreement with the head of the
state agency or the governing body of the unit of local government, which trust agreement shall
govern the investment of such funds, provided that the board shall approve the undertaking of
such investment before execution of the trust agreement by the State Board of Administration.
The funds and the earnings therefrom are exempt from the service charge imposed by s. 215.20.
As used in this subsection, the term “state agency™ has the same meaning as that provided in L,
216.001, and the terms “governing body” and “unit of local government” have the same meaning
as that provided in 5. 218,403,

(2)(a) The board shall have the power to make purchases, sales, exchanges, investments, and
reinvestments for and on behalf of the funds referred to in subsection (1), and it shall be the duty
of the board to see that moneys invested under the provisions of ss. 215.44-215.53 are at all
times handled in the best interests of the state.

advisers or managers, or both, external to in-house staff, to assist the board in carrying out the
power specified in paragraph (a).

(3) Notwithstanding any law to the contrary, all investments made by the State Board of
Administration pursuant to ss. 215.44-215.53 shall be subject to the restrictions and limitations
contained ins. 21547,

{(4) The board shall prepare and approve an operating budget each fiscal year consistent with the
provisions of chapter 216. The approved operating budget shall be submitted to the legislative
appropriation committees and the Executive Office of the Governor prior to July 1 of each year.
(5) On or before January 1 of each year, the board shall provide to the Legislature a report
including the following items for each fund which, by law, has been entrusted to the board for

investment:

(a) A schedule of the annual beginning and ending asset values and changes and sources of
changes in the asset value of:

1. Each fund managed by the board; and

2. Each asset class and portfolio within the Florida Retirement System Trust Fund;
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{(by A description of the investment policy for each fund, and changes in investment policy for
each fund since the previous annual report;

(¢) A description of compliance with investment strategy for each fund;

(d} A description of the risks inherent in investing in financial instruments of the major asset
classes held in the fund: and

() Other information deemed of interest by the executive director of the board.

(6) The Office of Program Policy Analysis and Government Accountability shall examine the
board's management of investments every 2 years. The Office of Program Policy Analysis and
Government Accountability shall submit such reports to the board, the President of the Senate,
and the Speaker of the House of Representatives and their designees.

(7) Invesiment and debt purchasing procedures and contracts of funds held in trust by the State
Board of Administration, whether directly or incidentally related to the investment or debt
transactions, are exempt from the provisions of chapter 287,

(8)(a) In order to effectively and efficiently administer the real estate investment program of the
State Board of Administration, the Legislature finds a public necessity in protecting specified
records of the board. Accordingly, records and information relating to acquiring, hypothecating,
or disposing of real property or related personal property or mortgage interests in same, as well
as interest in collective real estate investment funds, publicly traded securities, or private
placement investments, are confidential and exempt from s. 119.07(1) in order to protect
proprietary information requisite to the board's ability to transact arms length negotiations
necessary to successfully compete in the real estate investment market. All reports and
documents relating to value, offers, counteroffers, or negotiations are confidential and exempt
from s. 119.07(1) until closing is complete and all funds have been disbursed. Reports and
documents relating to tenants, leases, contracts, rent rolls, and negotiations in progress are
confidential and exempt from the provisions of s. 119.07(1) until the executive director
determines that releasing such information would not be detrimental to the interests of the board
and would not cause a conflict with the fiduciary responsibilities of the State Board of
Administration.

{(b) In order to effectively and efficiently administer the investment programs of the board, the
Legislature finds a public necessity in protecting records other than those described in paragraph
{a}). Accordingly, records and other information relating to investments made by the board
pursuant to its constitutional and statutory investment duties and responsibilities are confidential
and exempt from s. 119.07(1) until 30 days after completion of an investment transaction.
However, if in the opinion of the exccutive director of the board it would be detrimental to the
financial interests of the board or would cause a conflict with the fiduciary responsibilities of the
board, information concerning service provider fees may be maintained as confidential and
exempt from s. 119.07(1) until 6 months after negotiations relating 1o such fees have been
terminated. This exemption prevents the use of confidential internal investment decisions of the
State Board of Administration for improper personal gain,
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(c)l. As used in this paragraph, the term:

a. “Alternative investment” means an investment by the State Board of Administration in a
private equity fund, venture fund, hedge fund, or distress fund or a direct investment in a
portfolio company through an investment manager.

b. “Alternative investment vehicle” means the limited partnership, limited liability company, or
similar legal structure or investment manager through which the State Board of Administration
invests in a portfolio company.

¢. “Portfolio company” means a corporation or other issuer, any of whose securities are owned
by an alternative investment vehicle or the State Board of Administration and any subsidiary of
such corporation or other issuer.

d. “Portfolio positions” means individual investments in portfolio companies which are made by
the alternative investment vehicles, including information or specific investment terms
associated with any portfolio company investment.

e. “Proprietor” means an alternative investment vehicle, a portfolio company in which the
alternative investment vehicle is invested, or an outside consultant, including the respective
authorized officers, employees, agents, or successors in interest, which controls or owns
information provided to the State Board of Administration.

f. “Proprietary confidential business information™ means information that has been designated
by the proprietor when provided to the State Board of Administration as information that is
owned or controlled by a proprietor; that is intended to be and is treated by the proprictor as
private, the disclosure of which would harm the business operations of the proprietor and has not
been intentionally disclosed by the proprietor unless pursuant to a private agreement that
provides that the information will not be released to the public except as required by law or legal
process, or pursuant to law or an order of a court or administrative body; and that concerns:

(I} Trade secrets as defined in 5. 688.002.

(ID) Information provided to the State Board of Administration regarding a prospective
investment in a private equity fund, venture fund, hedge fund, distress fund, or portfolio
company which is proprietary to the provider of the information.

(111} Financial statements and auditor reports of an alternative investment vehicle.

(IV) Meeting materials of an alternative investment vehicle relating to financial, operating, or
marketing information of the alternative investment vehicle.

(V) Information regarding the portfolio positions in which the alternative investment vehicles
mnvest,

(V1) Capital call and distribution notices to investors of an alternative investment vehicle.
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(VII) Alternative investment agreements and related records.

(VI Information concerning investors, other than the State Board of Administration, in an
alternative investment vehicle,

g. “Proprietary confidential business information™ does not include:

(1) The name, address, and vintage year of an alternative investment vehicle and the identity of
the principals involved in the management of the alternative investment vehicle.

(1) The dollar amount of the commitment made by the State Board of Administration to cach
alternative investment vehicle since inception.

(1) The dollar amount and date of cash contributions made by the State Board of
Administration to each alternative investment vehicle since inception.

(IV) The dollar amount, on a fiscal-year-end basis, of cash distributions received by the State
Board of Administration from each alternative investment vehicle.

(V) The dollar amount, on a fiscal-year-end basis, of cash distributions received by the State
Board of Administration plus the remaining value of alternative-vehicle assets that are
attributable to the State Board of Administration’s investment in each alternative investment
vehicle,

(VD) The net internal rate of return of each alternative investment vehicle since inception.
(VID) The mvestment multiple of each alternative investment vehicle since inception.

(VIII) The dollar amount of the total management fees and costs paid on an annual fiscal-year-
end basis by the State Board of Administration to each aliernative investment vehicle.

{(IX) The dollar amount of cash profit received by the State Board of Administration from each
alternative investment vehicle on a fiscal-year-end basis.

2. Proprietary confidential business information held by the State Board of Administration
regarding alternative investments is confidential and exempt from s, 119.07(1) and s. 24(a), Art.
I of the State Constitution for 10 years after the termination of the alternative investment. This
exemption applies to proprietary confidential business information held by the State Board of
Administration before, on, or after October 1, 2006.

3. Notwithstanding the provisions of subparagraph 2., a request to inspect or copy a record
under s. 119.07(1) which contains proprietary confidential business information shall be granted
if the proprietor of the information fails, within a reasonable period of time after the request is
received by the State Board of Administration, to verify the following to the State Board of
Administration through a written declaration in the manner provided by s. 92,525;
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a. That the requested record contains proprietary confidential business information and the
specific location of such information within the record;

b. If the proprictary confidential business information is a trade secret, a verification that itis a
trade secret as defined in 5. 688.002;

¢. That the proprietary confidential business information is intended to be and is treated by the
proprietor as private, is the subject of efforts of the proprictor to maintain its privacy, and is not
readily ascertainable or publicly available from any other source; and

d. That the disclosure of the proprietary confidential business information to the public would
harm the business operations of the proprietor.

4. Any person may petition a court of competent jurisdiction for an order for the public release
of those portions of any record made confidential and exempt by subparagraph 2. Any action
under this subparagraph must be brought in Leon County, Florida, and the petition or other initial
pleading shall be served on the State Board of Administration and, if determinable upon diligent
inquiry, on the proprietor of the information sought to be released. In any order for the public
release of a record under this subparagraph, the court shall make a finding that the record or
portion thereof is not a trade secret as defined in s. 688.002, that a compelling public interest is
served by the release of the record or portions thereof which exceed the public necessity for
maintaining the confidentiality of such record, and that the release of the record will not cause
damage to or adversely affect the interests of the proprietor of the released information, other
private persons or business entities, the State Board of Administration, or any trust fund, the
assets of which are invested by the State Board of Adminisiration.

5. This paragraph is subject to the Open Govemnment Sunset Review Act in accordance with s,
119.15 and shall stand repealed on October 2, 2011, unless reviewed and saved from repeal
through recnactment by the Legislature.

(9) In connection with any investment pursuant to s. 215.47, the State Board of Administration
may enter into an indemnification agreement provided that, under any such agreement, the
liability of the State Board of Administration is limited to the amount of its investment and the
State Board of Administration is not obligated to indemnify against loss caused by the
negligence or fault of the person seeking indemnification.

History.—ss. 1, 2, ¢h, 57-353; ss. 1, 10, ¢h. 67-354; 5. 46, ¢h. 71-355; 5. 1, ¢ch. 77-270; 5. 97, ch.
79-190; 5. 2, ch. 81-295: 85, 1, 2, ch. 83-270; 5. 3, ch. 83-332; 5. 7, ch. §3-339; 5. 52, ch. 86-152;
s. 1, ch. 86-236; 5. 1, ch. 89-299; 5. 25, ch. 91-244; 5. 4, ¢ch. 93-162; 5. 1150, ch. 95-147: 5. 4, ch.
96-177; 5. 70, ch. 96-406; 5. 1, ch. 98-47; 5. 34, ¢h. 2001-266; 5. 9, ¢h, 2003-6; 5. 1, ch. 2006~
163.

WiNote.—Repealed by s. 61, ch. 2000-371.




215.441 Board of Administration; appointment of executive director—The appointment of the
executive director of the State Board of Administration shall be subject to the approval by a
majority vote of the Board of Trustees of the State Board of Administration, and the Governor
must vote on the prevailing side. Such appointment must be reaffirmed in the same manner by
the board of trustees on an annual basis.

History.—s. 9, ch. 2001-235.
215.442 Executive director; reporting requirements; public meeting.—

(1) Beginning October 2007 and quarterly thereafter, the exccutive director shall present to the
Board of Trustees of the State Board of Administration a quarterly report to include the
following:

{(a} The name of each equity in which the State Board of Administration has invested for the
quarter.

(by The industry category of each equity.

{2) The executive director shall present cach quarterly report at a meeting of the board of
trustees, which shall be open and noticed to the public pursuant to the requirements of's. 286.011
and 5. 24(b), Art. I of the State Constitution.

(3) The State Board of Administration shall publish a copy of each quarterly report on its
website prior to presenting the report at each quarterly meeting of the board of trustees,

History.—s. 2, ch. 2007-88.
215444 Investment Advisory Council—

(1) There is created a six-member Investment Advisory Council to review the investments made
by the staff of the Board of Administration and to make recommendations to the board regarding
investment policy, strategy, and procedures.

{2) The members of the council shall be appointed by the board and shall be subject to
confirmation by the Senate. These individuals shall possess special knowledge, experience, and
familiarity with financial investments and portfolio management. Members shall be appointed
for 4-year terms. A vacancy shall be filled for the remainder of the unexpired term. The council
shall annually elect a chair and a vice chair from its membership. A member may not be elected
to consecutive terms as chair or vice chair.

History.—s. 1, ch. 83-270; s. 2, ch. 84-94; 5. 53, ¢h. 86-152:5. 2, ch. 86-236; s5. 1, 3, ¢h. 93-23;
5. 1151, ¢h, 95-147.

215.45 bale and exchange of securities—Securities or investments purchased or held under the
provisions of this chapter may be sold or exchanged for other securities or investments;
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provided, however, that no sale or exchange shall be at a price less than the market price of the
securities or investments to be sold or exchanged unless such sale or exchange is pursuant to a
call option having a strike price more than the price of the securities on the date the option was
written or unless such sale or exchange has received the unanimous approval of the board.

History.—s. 3, ch. 57-353;s. 1, ¢ch. 8245,

215.47 Investments; authorized securities: loan of securities—Subject to the limitations and
conditions of the State Constitution or of the trust agreement relating to a trust fund, moneys
available for investments under ss. 215.44-215.53 may be invested as follows:

(1) Without imitation in:

(a) Bonds, notes, or other obligations of the United States or those guaranteed by the United
States or for which the credit of the United States is pledged for the payment of the principal and
interest or dividends thereof.

{by State bonds pledging the full faith and credit of the state and revenue bonds additionally
secured by the full faith and credit of the state.

(c) Bonds of the several counties or districts in the state containing a pledge of the full faith and
credit of the county or district involved.

(d) Bonds issued or administered by the State Board of Administration secured solely by a
pledge of all or part of the 2-cent constitutional fuel tax accruing under the provisions of's. 16,
Art, IX of the State Constitution of 1883, as amended, or of s, 9, Art. X1 of the 1968 revised
State Constitution.

(¢) Bonds issued by the State Board of Education pursuant to ss. 18 and 19, Art. XII of the State
Constitution of 1885, as amended, or to s. 9, Art. X1I of the 1968 revised State Constitution, as
amended.

{f) Bonds issued by the Florida Outdoor Recreational Development Council pursuant to s. 17,
Axt. IX of the State Constitution of 1885, as amended.

{g) Bonds issued by the Florida State Improvement Commission, Florida Development
Commission, Division of Bond Finance of the Bpepartment of General Services, or Division
of Bond Finance of the State Board of Administration,

(h) Savings accounts in, or certificates of deposit of, any bank, savings bank, or savings and loan
association incorporated under the laws of this state or organized under the laws of the United
States doing business and situated in this state, the accounts of which are insured by the Federal
Government or an agency thereof and having a prime quality of the highest letter and numerical
ratings as provided for by at least one nationally recognized statistical rating organization,
provided such savings accounts and certificates of deposit are secured in the manner preseribed
in chapter 280,
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(i} Notes, bonds, and other obligations of agencies of the United States.

(i) Commercial paper of prime quality of the highest letter and numerical rating as provided for
by at least one nationally recognized rating service.

(k) Time drafts or bills of exchange drawn on and accepted by a commercial bank, otherwise
known as banker's acceptances, which are accepted by a member bank of the Federal Reserve
System and are of prime quality of the highest letter and numerical ratings as provided for by at
least one nationally recognized statistical rating organization.

{1} Negotiable certificates of deposit issued by domestic or foreign financial institutions in
United States dollars of prime quality of the highest letter and numerical ratings as provided for
by at least one nationally recognized statistical rating organization.

{m) Short-term obligations not authorized elsewhere in this section to be purchased individually
or in pooled accounts or other collective investment funds, for the purpose of providing liquidity
to any fund or portfolio.

{(n) Securities of, or other interests in, any open-end or closed-end management type investment
company or investment trust registered under the Investment Company Act of 1940, 15 U.8.C.
ss. 80a-1 et seq., as amended from time to time, provided that the portfolio of such investment
company or investment trust is limited to obligations of the United States Government or any
agency or instrumentality thereof and to repurchase agreements fully collateralized by such
United States Government obligations and provided that such investment company or investment
trust takes delivery of such collateral either directly or through an authorized custodian.

{2y With no more than 25 percent of any fund in:

{a) Bonds, notes, or obligations of any municipality or political subdivision or any agency or
authority of this state, if the obligations are rated investment grade by at least one nationally
recognized statistical rating organization.

{b) Notes secured by first mortgages, insured or guaranteed by the Federal Housing
Administration or the United States Department of Veterans Affairs,

{¢y Mortgage securities which represent participation in or are collateralized by mortgage loans
secured by real property. Such securities must be issued by an agency of or enterprise sponsored
by the United States Government, including, but not limited to, the Government National
Mortgage Association, the Federal National Mortgage Association, and the Federal Home Loan
Mortgage Corporation.

{d} Group annuity contracts of the pension investment type with insurers licensed to do business
in this state which are rated investment grade by at least one nationally recognized rating service.

(e} Certain interests in real property and related personal property, including mortgages and
related instruments on commercial or industrial real property, with provisions for equity or

215.44-215.53, F.S. Page 8




income participation or with provisions for convertibility to equity ownership; and interests in
collective investment funds. Associated expenditures for acquisition and operation of assets
purchased under this provision or of investments in private equity or other private investment
partnerships or limited liability companies shall be included as a part of the cost of the
investment.

1. The title to real property acquired under this paragraph shall be vested in the name of the
respective fund.

2. For purposes of taxation of property owned by any fund, the provisions of s. 196.199(2)(b) do
not apply.

3. Real property acquired under the provisions of this paragraph shall not be considered state
lands or public lands and property as defined in chapter 253, and the provisions of that chapter
do not apply to such real property.

(f) Fixed-income obligations not otherwise authorized by this section issued by foreign
governments or political subdivisions or agencies thereof, supranational agencies, foreign
corporations, or foreign commercial entities, if the obligations are rated investment grade by at
least one nationally recognized rating service.

(g) A portion of the funds available for investment pursuant to this subsection may be invested
in rated or unrated bonds, notes, or instruments backed by the full faith and credit of the
government of Israel.

(h) Obligations of agencies of the government of the United States, provided such obligations
have been included in and authorized by the Florida Retirement System Defined Benefit Plan
Investment Policy Statement established in s. 215.475,

(1) United States dollar-denominated obligations issued by foreign governments, or political
subdivisions or agencies thereof, supranational agencies, foreign corporations, or foreign
commercial entities.

(i) Asset-backed securities not otherwise authorized by this section.

(3) With no more than 80 percent of any fund in common stock, preferred stock, and interest-
bearing obligations of a corporation having an option to convert into common stock, provided:

{a) The corporation is organized under the laws of the United States, any state or organized
territory of the United States, or the District of Columbia; or

(b) The corporation is listed on any one or more of the recognized national stock exchanges in
the United States and conforms with the periodic reporting requirements under the Securities
Exchange Act of 1934,

{¢) Not more than 75 percent of the fund may be in internally managed common stock.
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The board shall not invest more than 10 percent of the equity assets of any fund in the common
stock, preferred stock, and interest-bearing obligations having an option to convert into common
stock, of any one issuing corporation; and the board shall not invest more than 3 percent of the
equity assets of any fund in such securitics of any one issuing corporation except to the extent a
higher percentage of the same issue is included in a nationally recognized market index, based on
market values, at least as broad as the Standard and Poor's Composite Index of 500 Companies,
or except upon a specific finding by the board that such higher percentage is in the best interest
of the fund.

{4) With no more than 80 percent of any fund, in inferest-bearing obligations with a fixed
maturity of any corporation or commercial entity within the United States.

(5) With no more than 25 percent of any fund in corporate obligations and securities of any kind
of a foreign corporation or a foreign commercial entity having its principal office located in any
country other than the United States of America or its possessions or territories, not including
United States dollar-denominated securities listed and {raded on a United States exchange which
are a part of the ordinary investment strategy of the board.

(6) With no more than 5 percent of any fund to be invested as deemed appropriate by the board,
notwithstanding investment limitations otherwise expressed in this section. Prior to the board
engaging in any investment activity not otherwise authorized under ss. 215.44-215.53, excluding
investments in publicly traded securities, options, financial futures, or similar instruments, the
board shall present to the Investment Advisory Council a proposed plan for such investment.
Said plan shall include, but not be limited to, the expected benefits and potential risks of such
activity; methods for monitoring and measuring the performance of the investment; a complete
description of the type, nature, extent and purpose of the investment, including description of
issuer, security in which investment is proposed to be made, voting rights or lack thereof and
control to be acquired, restrictions upon voting, transfer, and other material rights of ownership,
and the existence of any contracts, arrangements, understandings, or relationships with any
person or entity {(naming the same) with respect to the proposed investment; and assurances that
sufficient investment expertise is available to the board to properly evaluate and manage such
activity. The Investment Advisory Council may obtain independent investment counsel to
provide expert advice with regard to such proposed investment activity by the board, and the
board shall defray such costs.

(7) For the purpose of determining the above investment limitations, the value of bonds shall be
the par value thereof, and the value of evidences of ownership and inferest-bearing obligations
having an option to convert to ownership shall be the cost thereof,

(8) Investments in any securities authorized by this section may be under repurchase agreements
or reverse repurchase agreements.

(9} Investments made by the State Board of Administration shall be designed to maximize the
financial return to the fund consistent with the risks incumbent in each investment and shall be
designed to preserve an appropriate diversification of the portfolio. The board shall discharge its
duties with respect to a plan solely in the interest of its participants and beneficiaries. The board
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in performing the above investment duties shall comply with the fiduciary standards set forth in
the Employee Retirement Income Security Act of 1974 at 29 U.S.C. s. 1104(a)(1)(A) through
(C). In case of conflict with other provisions of law authorizing investments, the investment and
fiduciary standards set forth in this subsection shall prevail.

{10} The board is authorized to buy and sell futures and options, provided the instruments for
such purpose are traded on a securities exchange or board of trade regulated by the Securities and
Exchange Commission or the Commeodity Futures Trading Commission, unless the board by rule
authorizes a different market.

(11) The board is authorized to invest in domestic or foreign notional principal contracts.

(12) The State Board of Administration, consistent with sound investment policy, may pledge up
to 2 percent of the assets of the Florida Retirement System Trust Fund as collateral for housing
bonds issued by the State of Florida or its political subdivisions under chapter 159, part V of
chapter 420, or chapter 421 as a supplemental income program for the system. With regard to
any collateral program, the State Board of Administration is authorized to coordinate or retain
other governmental entities of the State of Florida or private entities to administer this program,
as well as receive fees for the use of the designated collateral.

(13) The State Board of Administration, consistent with sound investment policy, may invest the
earnings accrued and collected upon the investment of the minimum balance of funds required to
be maintained in the State Transportation Trust Fund pursuant to s. 339,135(6)(b). Such

{14) With no more than 5 percent of any fund in alternative investments, as defined in s.
215.44(8) (¢ .a., through participation in the vehicles defined in 5. 215.44(8)c)Lb.

{(15) The State Board of Administration is authorized to invest in domestic and foreign group
trusts.

(16} Securities or investments purchased or held under the provisions of this section may be
loaned to securities dealers or financial institutions, provided the loan is collateralized by cash or
securities having a market value of at least 100 percent of the market value of the securities
loaned.

(17) The State Board of Administration may sell short any of the securities and investments
authorized under this section.

History.—=s. §, ch. 57-353; . 1, ¢h. 61-462; 5. 1, ch. 63-341; 5. 1, ch. 63-446: 5. 1, ¢h. 65-551; s,
2, ¢h. 67-354; 58, 22, 35, ch. 69-106; 5. 18, ¢ch. 69-216; 8. 1, ¢h, 70-47; ss. 1, 2, ch. 73-183; 5. 65,
ch. 73-333; s, 14, ¢h. 77-301:; 5. 2, ch. 79-262; 5. 1, ch. 80-317; 5. 123, ch. 81-259; 5. 3, ch. 82-
45; 5. 35, ch. 83-3: 5. 16, ¢h. 83-215: 5. 1, ch. 83-229; 5. 2, ch. 83-270; s. 1, ch. 84-137:s. 1. ¢ch.
84-166; s, 213, ¢h. 85-342; 5. 54, ch. 86-152; 5. 3, ch. 86-236; 5. 5, ch. 88-171:s. 2, ch. 88-385: 5.
2, ¢h. 89-299: 5, 26, ch. 91-244; 5. 150, ¢h. 92-279; 5. 8, ch. 92-312; 5. 55, ¢h. 92-326: 5. 5, ch.
93-162; s. 45, ¢h. 93-187; s. 64, ¢h. 93-268: 5. 2, ch. 94-264; 5. 5, ch. 94-332: 5. 130, ch. 95-417;
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.5, ¢ch. 96-177: 5. 2, ch. 98-47; 5. 5, ch. 2004-71; 5. 6, ch. 2005-253; 5. 3, ch. 2006-205: 5. 1. ch.
2007-98,

Note—Transferred to the State Board of Administration by s. 2, ¢h. 92-279,
{E}Nate‘wRedesigmwd as the Department of Management Services by s. 4, ch. 92-279,
715,471 Divestiture by the State Board of Administration.—The State Board of

Administration shall divest any investment under s. 121,151 and ss. 215,44-215.53, and is
prohibited from investment in stocks, securities, or other obligations of:

{1) Any institution or company domiciled in the United States, or foreign subsidiary of a
company domiciled in the United States, doing business in or with Cuba, or with agencies or
instrumentalities thereof in violation of federal law.

{(2) Any institution or company domiciled outside of the United States if the President of the
United States has applied sanctions against the foreign country in which the institution or
company is domiciled pursuant to s. 4 of the Cuban Democracy Act of 1992,

History.—s. 2, ch. 93-218; 5. 4, ch, 2000-152,

WNote —Section 6, ch. 93-218, provides that “{t}he Governor may waive the requirements of
this act in the event that there is a collapse of the existing regime in Cuba and there is a need for
immediate aid to Cuba prior to the convening of the Legislature or for humanitarian reasons as a
result of a national disaster on the Island of Cuba.”

U1215.472 Prohibited ivestments —Notwithstanding any other provision of law, each state
agency, as defined in 5. 216.011, is prohibited from investing in:

(1) Any financial institution or company domiciled in the United States, or foreign subsidiary of
a company domiciled in the United States, which directly or through a United States or foreign
subsidiary makes any loan, extends credit of any kind or character, advances funds in any
manner, or purchases or trades any goods or services with Cuba, the government of Cuba, or any
company doing business in or with Cuba in violation of federal law.

(2) Any financial institution or company domiciled outside of the United States if the President
of the United States has applied sanctions against the foreign country in which the institution or
company is domiciled pursuant to s. 4 of the Cuban Democracy Act of 1992,

History.—-s, 3, ch. 93-218,

MNote.—Section 6, ch. 93-218, provides that “{t]he Governor may waive the requirements of
this act in the event that there is a collapse of the existing regime in Cuba and there is a need for
immediate aid to Cuba prior to the convening of the Legislature or for humanitarian reasons as a
result of a national disaster on the Island of Cuba.”
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1315473 Divestiture by the State Board of Administration; Sudan; fran.—

(1) DEFINITIONS ~—As used in this act, the term:

(a) “Active business operations” means all business operations that are not inactive business
operations.

(b) “Business operations” means engaging in commerce in any form in Sudan or Iran, including,
but not limited to, acquiring, developing, maintaining, owning, selling, possessing, leasing, or
operating equipment, facilities, personnel, products, services, personal property, real property, or
any other apparatus of business or commerce.

(¢) “Company” means any sole proprietorship, organization, association, corporation,
partnership, joint venture, limited partnership, limited liability partnership, limited liability
company, or other entity or business association, including all wholly owned subsidiaries,
majority-owned subsidiaries, parent companies, or affiliates of such entities or business
associations, that exists for the purpose of making profit,

{d) “Complicit” means taking actions during any preceding 20-month period which have
directly supported or promoted the genocidal campaign in Darfur, including, but not limited 1o,
preventing Darfur's victimized population from communicating with each other; encouraging
Sudanese citizens to speak out against an internationally approved security force for Darfur;
actively working to deny, cover up, or alter the record on human rights abuses in Darfur; or other
similar actions.

{e} “Direct holdings™ in a company means all securities of that company that are held directly by
the public fund or in an account or fund in which the public fund owns all shares or interests,

() “Government of Iran” means the government of Tran, its instrumentalities, and companies
owned or controlled by the government of Iran.

(g) “Government of Sudan” means the government in Khartoum, Sudan, that is led by the
National Congress Party, formerly known as the National Islamic Front, or any successor
government formed on or after October 13, 2006, including the coalition National Unity
Government agreed upon in the Comprehensive Peace Agreement for Sudan, and does not
include the regional government of southern Sudan.

(h) “Inactive business operations” means the mere continued holding or renewal of rights to
property previously operated for the purpose of generating revenues but not presently deployed
for such purpose.

(i) “Indirect holdings™ in a company means all securities of that company that are held in an
account or fund, such as a mutual fund, managed by one or more persons not employed by the
public fund, in which the public fund owns shares or interests together with other investors not
subject to the provisions of this act.
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(1) “Iran” means the Islamic Republic of Iran.

(k) “Marginalized populations of Sudan” include, but arc not limited to, the portion of the
population in the Darfur region that has been genocidally victimized; the portion of the
population of southern Sudan victimized by Sudan's north-south civil war; the Beja, Rashidiva,
and other similarly underserved groups of eastern Sudan; the Nubian and other similarly
underserved groups in Sudan’s Abyei, Southern Blue Nile, and Nuba Mountain regions; and the
Amri, Hamadab, Manasir, and other similarly underserved groups of northern Sudan.

() “Military equipment” means weapons, arms, military supplies, and equipment that may
readily be used for military purposes, including, but not limited to, radar systems, military-grade
transport vehicles, or supplies or services sold or provided directly or indirectly to any force
actively participating in armed conflict in Sudan.

{m) “Mineral-extraction activities” include the exploring, extracting, processing, transporting, or
wholesale selling or trading of elemental minerals or associated metal alloys or oxides (ore),
including gold, copper, chromium, chromite, diamonds, iron, iron ore, silver, tungsten, uranium,
and zinc, as well as facilitating such activities, including providing supplies or services in
support of such activities.

(n) "QOil-related activities” include, but are not limited to, owning rights to oil blocks; exporting,
extracting, producing, refining, processing, exploring for, transporting, selling, or trading of oil;
constructing, maintaining, or operating a pipeline, refinery, or other oil-field infrastructure; and
facilitating such activities, including providing supplies or services in support of such activities,
except that the mere retail sale of gasoline and related consumer products is not considered an
oil-related activity.

(0) “Petroleum resources” means petroleum, petroleum byproducts, or natural gas.

{(p) “Power-production activities” means any business operation that involves a project
commissioned by the National Electricity Corporation (NEC) of Sudan or other similar entity of
the government of Sudan whose purpose is to facilitate power generation and delivery, including,
but not limited to, establishing power-generating plants or hydroelectric dams, selling or
installing components for the project, providing service contracts related to the installation or
maintenance of the project, as well as facilitating such activities, including providing supplies or
services in support of such activities.

(q) “Public fund” means all funds, assets, trustee, and other designates under the State Board of
Administration pursuant to chapter 121,

(r} “Scrutinized active business operations” means active business operations that have resulted
in a company becoming a scrutinized company.

(s} “Scrutinized business operations” means business operations that have resulted in a company
becoming a scrutinized company.
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(t) “Scrutinized company” means any company that meets any of the following criteria;

1. The company has business operations that involve contracts with or provision of supplies or
services to the government of Sudan, companies in which the government of Sudan has any
direct or indirect equity share, consortiums or projects commissioned by the government of
Sudan, or companies involved in consortiums or projects commissioned by the government of
Sudan, and:

a. More than 10 percent of the company's revenues or assets linked to Sudan involve oil-related
activities or mineral-extraction activities; less than 75 percent of the company's revenues or
assets linked to Sudan involve contracts with or provision of oil-related or mineral-extracting
products or services to the regional government of southern Sudan or a project or consortium
created exclusively by that regional government; and the company has failed to take substantial
action; or

b. More than 10 percent of the company's revenues or assets linked to Sudan involve power-
production activities; less than 73 percent of the company’s power-production activities include
projects whose intent is to provide power or electricity to the marginalized populations of Sudan;
and the company has failed to take substantial action.

2. The company is complicit in the Darfur genocide.

3. The company supplies military equipment within Sudan, unless it clearly shows that the
military equipment cannot be used to facilitate offensive military actions in Sudan or the
company implements rigorous and verifiable safeguards to prevent use of that equipment by
forces actively participating in armed conflict. Examples of safeguards include post-sale fracking
of such equipment by the company, certification from a reputable and objective third party that
such equipment is not being used by a party participating in armed conflict in Sudan, or sale of
such equipment solely to the regional government of southern Sudan or any internationally
recognized peacekeeping force or humanitarian organization.

4. The company has business operations that involve contracts with or provision of supplies or
services to the government of Iran, companies in which the government of Iran has any direct or
indirect equity share, consortiums, or projects commissioned by the government of Iran, or
companies involved in consortiums or projects commissioned by the government of Iran and:

a. More than 10 percent of the company's total revenues or assets are linked to Iran and involve
oil-related activities or mineral-extraction activities; and the company has failed to take
substantial action; or

b. The company has, with actual knowledge, on or after August 5, 1996, made an investment of
$20 million or more, or any combination of investments of at least $10 million each, which in the
aggregate equals or exceeds $20 million in any 12-month period, and which directly or
significantly contributes to the enhancement of Iran's ability to develop the petroleum resources
of Iran.

Page 15
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{(u) “Social-development company” means a company whose primary purpose in Sudan is to
provide humanitarian goods or services, including medicine or medical equipment; agricultural
supplies or infrastructure; educational opportunities; journalism-related activities; information or
information materials; spiritual-related activities; services of a purely clerical or reporting nature;
food, clothing, or general consumer goods that are unrelated to oil-related activities; mineral-
extraction activities; or power-production activities.

(v} “Substantial action specific to Iran” means adopting, publicizing, and implementing a formal
plan to cease scrutinized business operations within 1 year and to refrain from any such new
business operations.

(w) “Substantial action specific to Sudan” means adopting, publicizing, and implementing a
formal plan to cease scrutinized business operations within 1 vear and to refrain from any such
new business operations; undertaking humanitarian efforts in conjunction with an international
organization, the government of Sudan, the regional government of southern Sudan, or a
nonprofit entity evaluated and certified by an independent third party to be substantially in a
relationship to the company’s Sudan business operations and of benefit to one or more
marginalized populations of Sudan; or, through engagement with the government of Sudan,
materially improving conditions for the genocidally victimized population in Darfur.

(2) IDENTIFICATION OF COMPANIES.

(ay Within 90 days after the effective date of this act, the public fund shall make its best efforts
to identify all serutinized companies in which the public fund has direct or indirect holdings or
could possibly have such holdings in the future. Such efforts include:

1. Reviewing and relying, as appropriate in the public fund's judgment, on publicly available
information regarding companies having business operations in Sudan, including information
provided by nonprofit organizations, research firms, international organizations, and government
entities;

2. Contacting asset managers contracted by the public fund that invest in companies having
business operations in Sudan; or

3. Contacting other institutional investors that have divested from or engaged with companies
that have business operations in Sudan,

4. Reviewing the laws of the United States regarding the levels of business activity that would
cause application of sanctions for companies conducting business or investing in countries that
are designated state sponsors of tervor.

(by By the first meeting of the public fund following the 90-day period described in paragraph
(a), the public fund shall assemble all scrutinized companies that fit criteria specified in
subparagraphs (1)}()1., 2., and 3. into a “Scrutinized Companies with Activities in Sudan List”
and shall assemble all scrutinized companies that fit criteria specified in subparagraph (1){(1)4.
into a “Scrutinized Companies with Activities in the Iran Petroleum Energy Sector List.”
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(¢) The public fund shall update and make publicly available quarterly the Scrutinized
Companies with Activities in Sudan List and the Scrutinized Companies with Activities in the
Iran Petroleum Energy Sector List based on evolving information from, among other sources,
those listed in paragraph (a).

{d) Notwithstanding the provisions of this act, a social-development company that is not
complicit in the Darfur genocide is not considered a scrutinized company under subparagraph
(101, subparagraph (1}0)2., or subparagraph (1}{1)3.

(3) REQUIRED ACTIONS —The public fund shall adhere to the following procedure for
assembling companies on the Scrutinized Companies with Activities in Sudan List and the
scrutinized Companies with Activities in the Iran Petroleum Energy Sector List:

(a) Engagement.—

1. The public fund shall immediately determine the companies on the Scrutinized Companies
with Activities in Sudan List and the Scrutinized Companies with Activities in the Iran
Petroleum Energy Sector List in which the public fund owns direct or indirect holdings.

2. For each company identified in this paragraph that has only inactive business operations, the
public fund shall send a written notice informing the company of this act and encouraging it to
continue to refrain from initiating active business operations in Sudan or Iran until it is able to
avoid scrutinized business operations. The public fund shall continue such correspondence
semiannually.

3. For each company newly identified under this paragraph that has active business operations,
the public fund shall send a written notice informing the company of its serutinized company
status and that it may become subject to divestment by the public fund. The notice must inform
the company of the opportunity to clarify its Sudan-related or Iran-related activities and

“encourage the company, within 90 days, to cease its scrutinized business operations or convert
such operations to inactive business operations in order to avoid qualifying for divestment by the
public fund.

4. 1f, within 90 days after the public fund's first engapgement with a company pursuant to this
paragraph, that company ceases scrutinized business operations, the company shall be removed
from the Scrutinized Companies with Activities in Sudan List and the Scrutinized Companies
with Activities in the Iran Petroleum Energy Sector List, and the provisions of this act shall cease
to apply 1o that company unless that company resumes scrutinized business operations, If, within
90 days after the public fund's first engagement, the company converts its scrutinized active
business operations to inactive business operations, the company is subject to all provisions
relating to inactive business operations. A company may be removed from one list but remain on
the other list, in which case the company shall be subject to the provisions applicable to the list
on which the company remains.

(by Divestment.—
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1. I, after 90 days following the public fund's first engagement with a company pursuant to
paragraph (a), the company continues to have serutinized active business operations, and only
while such company continues to have scrutinized active business operations, the public fund
shall sell, redeem, divest, or withdraw all publicly traded securities of the company, except as
provided in paragraph (d), from the public fund's assets under management within 12 months
after the company's most recent appearance on the Scrutinized Companies with Activities in
Sudan List or on the Scrutinized Companies with Activities in the Iran Petroleum Energy Sector
List.

2. If a company that ceased scrutinized active business operations following engagement
pursuant {0 paragraph (a) resumes such operations, this paragraph immediately applies, and the
public fund shall send a written notice to the company. The company shall also be immediately
reintroduced onto the Scrutinized Companies with Activities in Sudan List or on the Scrutinized
Companies with Activities in the Iran Petroleum Energy Sector List, as applicable.

{¢) Prohibition—The public fund may not acquire securities of companies on the Scrutinized
Companies with Activities in Sudan List or the Scrutinized Companies with Activities in the Iran
Petroleum Energy Sector List that have active business operations, except as provided in
paragraph (d).

(d) Exemption.—A company that the United States Government affirmatively declares to be
excluded from its present or any future federal sanctions regime relating to Sudan or Iran is not
subject to divestment or the investment prohibition pursuant to paragraphs (b) and {¢).

(e) Excluded securities.—Notwithstanding the provisions of this act, paragraphs (b) and (¢) do
not apply to indirect holdings in actively managed investment funds. However, the public fund
shall submit letters to the managers of such investment funds containing companies that have
serutinized active business operations requesting that they consider removing such companies
from the fund or create a similar actively managed fund having indirect holdings devoid of such
companies. [f the manager creates a similar fund, the public fund shall replace all applicable
mvestments with investments in the similar fund in an expedited timeframe consistent with
prudent investing standards. For the purposes of this section, a private equity fund is deemed to
be an actively managed investment fund.

(f) Further exclusions.—Notwithstanding any other provision of this act, the public fund, when
discharging its responsibility for operation of a defined contribution plan, shall engage the
manager of the investment offerings in such plans requesting that they consider removing
serutinized companies from the investment offerings or create an alternative investment offering
devoid of scrutinized companies. If the manager creates an alternative investment offering and
the offering is deemed by the public fund to be consistent with prudent investor standards, the
public fund shall consider including such investment offering in the plan.

{4) REPORTING.—

(a) The public fund shall file a report with each member of the Board of Trustees of the State
Board of Administration, the President of the Senate, and the Speaker of the House of
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Representatives that includes the Scrutinized Companies with Activities in Sudan List and the
Scrutinized Companies with Activities in the Iran Petroleum Energy Sector List within 30 days
after the list is created. This report shall be made available to the public.

{(b) At each quarterly meeting of the Board of Trustees thereafter, the public fund shall file a
report, which shall be made available to the public and to each member of the Board of Trustees
of the State Board of Administration, the President of the Senate, and the Speaker of the House
of Representatives, and send a copy of that report to the United States Presidential Special Envoy
to Sudan and the United States Presidential Special Envoy to Iran, or an appropriate designee or
successor, which includes:

1. A summary of correspondence with companies engaged by the public fund under
subparagraphs (3)(a)2. and 3.;

Pk

. All investments sold, redeemed, divested, or withdrawn in compliance with paragraph (3)(b);

. All prohibited investments under paragraph (3)}(c);

Lk

4. Any progress made under paragraph (3)(e); and

8%

. A list of all publicly traded securities held directly by this state.
(5) EXPIRATION.—This act expires upon the occurrence of all of the following:

{(a) If any of the following oceur, the public fund shall no longer scrutinize companies according
to subparagraphs (1)}(1)1., 2., and 3. and shall no longer assemble the Scrutinized Companies with
Activities in Sudan List, shall cease engagement and divestment of such companies, and may
reinvest in such companies as long as such companies do not satisfy the criteria for inclusion in
the Scrutinized Companies with Activities in the Iran Petroleum Energy Sector List:

1. The Congress or President of the United States, affirmatively and unambiguously states, by
means including, but not limited to, legislation, executive order, or written certification from the
President to Congress, that the Darfur genocide has been halted for at least 12 months;

g

. The United States revokes all sanctions imposed against the government of Sudan;

3. The Congress or President of the United States affirmatively and unambiguously states, by
means including, but not limited to, legislation, executive order, or writien certification from the
President to Congress, that the government of Sudan has honored its commitments to cease
attacks on civilians, demobilize and demilitarize the Janjaweed and associated militias, grant free
and unfetiered access for deliveries of humanitarian assistance, and allow for the safe and
voluntary return of refugees and internally displaced persons; or

4. The Congress or President of the United States affirmatively and unambiguously states, by
means including, but not limited to, legislation, executive order, or written certification from the
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President to Congress, that mandatory divestment of the type provided for in this act interferes
with the conduct of United States foreign policy.

{(by If any of the following occur, the public fund shall no longer serutinize companies according
to subparagraph (1)(t)4. and shall no longer assemble the Scrutinized Companies with Activities
in the Iran Petroleum Energy Sector List and shall cease engagement, investment prohibitions,
and divestment. The public fund may reinvest in such companies as long as such companies do
not satisfy the criteria for inclusion in the Scrutinized Companies with Activities in Sudan List:

1. The Congress or President of the United States affirmatively and unambiguously states, by
means including, but not limited to, legislation, executive order, or written certification from the
President to Congress, that the government of Iran has ceased to acquire weapons of mass
destruction and support international terrorism;

2. The United States revokes all sanctions imposed against the government of Iran; or

3. The Congress or President of the United States affirmatively and unambiguously declares, by
means including, but not limited to, legislation, executive order, or written certification from the
President to Congress, that mandatory divestment of the type provided for in this act interferes
with the conduct of United States foreign policy.

{6y INVESTMENT POLICY STATEMENT OBLIGATIONS . —The public fund's actions taken
in compliance with this act, including all good faith determinations regarding companies as
required by this act, shall be adopted and incorporated into the public fund's investment policy
statement (the IPS) as sef forth ins. 215475,

{7y REINVESTMENT IN CERTAIN COMPANIES HAVING SCRUTINIZED ACTIVE
BUSINESS OPERATIONS —Notwithstanding any other provision of this act to the contrary,
the public fund may cease divesting from certain scrutinized companies pursuant to paragraph
(3)(b) or reinvest in certain scrutinized companies from which it divested pursuant to paragraph
(3)(b) if clear and convincing evidence shows that the value of all assets under management by
the public fund becomes equal to or less than 99.50 percent. or 50 basis points, of the
hypothetical value of all assets under management by the public fund assuming no divestment
for any company had occurred under paragraph (3)(b). Cessation of divestment, reinvestment, or
any subsequent ongoing investment authorized by this act s limited to the minimum steps
necessary to avoid the contingency set forth in this subsection or that no divestment of any
company is required for less than fair value. For any cessation of divestment, reinvestment, or
subsequent ongoing investment authorized by this act, the public fund shall provide a written
report to each member of the Board of Trustees of the State Board of Administration, the
President of the Senate, and the Speaker of the House of Representatives in advance of initial
reinvestment, updated semiannually thereafter as applicable, setting forth the reasons and
justification, supported by clear and convincing evidence, for its decisions to cease divestment,
reinvest, or remain invested in companies having scrutinized active business operations. This act
does not apply to reinvestment in companies on the grounds that they have ceased to have
scrutinized active business operations.
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History.—s. 3, ¢h. 2007-88.

Note.—Section 4, ch. 2007-88, provides that “[{]f any provision of this act or its application to
any person or circumstance is held invalid, the invalidity does not affect other provisions or
applications of the act that can be given effect without the invalid provision or application, and to
this end the provisions of this act are severable. The Legislature hereby declares that it would
have passed this act and each provision of this act, irrespective of the fact that any one or more
provisions of this act might be declared invalid, illegal, unenforceable or unconstitutional,
including, but not limited to, each of the engagement, divestment, and prohibition provisions of
this act.” 215.475 Investment policy statement.—

(1} In making investments for the System Trust Fund pursuant to ss. 215.44-215.53. the board
shall make no investment which is not in conformance with the Florida Retirement System
Defined Benefit Plan Investment Policy Statement, hereinafier referred to as “the IPS,” as
developed by the executive director and approved by the board. The IPS must include, among
other items, the investment objectives of the System Trust Fund; permitted types of securities in
which the board may invest; and evaluation criteria necessary to measure the investment
performance of the fund. As required from time to time, the executive director of the board may
present recommended changes in the IPS to the board for approval.

(2) Prior to any recommended changes in the IPS being presented to the board, the executive
director of the board shall present such changes to the Investment Advisory Council for review.
The council shall present the results of its review to the board prior to the board's final approval
of the IPS or changes in the IPS.

History —s. 3, ch. 89-299; ss. 3, 4, ¢h. 90-192; 5. 4, ¢h. 93-23; 5. 6, ch. 2004-71.

215.48 Consent and ratification of appropriate board, agency, or of the judicial branch.—By and
with the consent and approval of any constitutional board or agency, or the judicial branch, now
having the constitutional power to make investments, and in accordance with the provisions of
ss. 215.44-215.53, the State Board of Administration shall have the power to make purchases,
sales, exchanges, investments and reinvestments for and on behalf of any such board.

History.—s. 6, ch. 57-353; 5. 3, ¢h. 67-354; 5. 45, ¢h. 79-164; 5. 22, ch. 92-142.
215.49 Making funds available for investment,——

(1) 1t shall be the duty of each state agency, and the judicial branch, now or hereafter charged
with the administration of the System Trust Fund, as defined in s. 121.021(36). or other funds
specifically required by law to be invested by the State Board of Administration pursuant to ss,
215.44-215.53 to make such moneys available for investment as fully as is consistent with the
cash requirements of the particular fund and to transfer such moneys to the board for investment.

(2) Monthly, and more offen as circumstances require, such agency and the judicial branch shall
notify the State Board of Administration of the amount available for investment, the moneys
shall be transferred to the board, and the investment shall be made by the board. Such
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notification shall include the name and number of the fund for which the investments are to be
made, and of the life of the investment if the principal sum is to be required for meeting
obligations; however, nothing herein shall be @onqtrueii as legislative intent to make available for
investment any funds other than those referred to in s. 215.44.

(3) H requested by the board, it shall be the duty of the agency and the judicial branch to furnish
the board an inventory of all securities in the particular fund, together with such additional
information as may be requested.

History.—s. 7, ¢h. 57-353; 5. 4, ¢h. 67-354; 5. 3, ch. 81-295: 5. 23, ¢h. 92-142.
215.50 Custody of securities purchased; income .

(1) All securities purchased or held may, with the approval of the board, be in the custody of the
Chief Financial Officer or the Chief Financial Officer as treasurer ex officio of the board, or be
deposited with a bank or trust company to be held in safekeeping by such bank or trust company
for the collection of principal and interest or of the proceeds of the sale thereof,

(2) It shall be the duty of the board or of the Chief Financial Officer, as custodian of the
securities of the board, to collect the interest or other income on, and the principal of, such
securities in their custody as the sums become due and payable and to pay the same, when so
collected, into the investment account of the fund to which the investments belong.

(3) The Chief Financial Officer, as custodian of securities owned by the Florida Retirement
System Trust Fund and the Florida Survivor Benefit Trust Fund, shall collect the interest,
dividends, prepayments, maturitics, proceeds from sales, and other income accruing from such
assets. As such income is collected by the Chief Financial Officer, it shall be deposited directly
into a commereial bank to the credit of the State Board of Administration. Such bank accounts as
may be required for this purpose shall offer satisfactory collateral security as provided by chapter
280. In the event funds so deposited according to the provisions of this section are required for
the purpose of paying benefits or other operational needs, the State Board of Administration shall
remit to the Florida Retirement System Trust Fund in the State Treasury such amounts as may be
requested by the Department of Management Services.

(4) Securities that the board selects to use for options operations under s. 215.45 or for lending
under 8. 215.47(16) shall be registered by the Chief Financial Officer in the name of a third-party
nominee in order to facilitate such operations.

History—s. 8, c¢h. 57-353; 5. 5, ¢h. 67-354; 5. 6, ch. 80-242; 5. 2, ch. 80- 317; 5. 8, ch. 81-285; s,
4, ch. 82-45; 5. 1, ch. 83-60; 5. 79, ch. 83-217; s. 4, ch. 98- &7 .72, ¢h. 99- 255, s. 218, ¢h, 2003-
261.

215.51 Investment accounts; changes, notice, etc.—

(1) The board shall keep, for each fund for which investments are made, a separate account, to
be designated by name and number, which shall record the individual amounts and the totals of
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all investments belonging to such fund, Every receipt and collection or disbursement when
received or made shall be immediately reported to the board for recording to the particular fund
to which it belongs.

(2) The board shall make written report monthly to each and every interested state official or
agency and the judicial branch the changes in investments made during the preceding month for
their respective fund or funds, and, in addition, shall furnish the details on the investment
transaction of any fund upon written request of such state official or agency or judicial branch or
head thereof.

History.—s. 9, ¢h. 57-353: 5. 24, ¢h. 92-142.
215515 Investment accounts; charges for services.—

(1} The State Board of Administration shall make reasonable charges for all investment services
performed for any agency, the judicial branch, or any fund in accordance with the provisions of
ss. 215.44-215.53 or other provisions of law. The agency, fund, or judicial branch shall pay the
charges, and such sums as may be necessary for this purpose are hereby appropriated from
earnings on investments held by such agency, fund, or the judicial branch. The amount to be paid
by each agency, fund, or the judicial branch shall be determined in such proportion as the service
rendered to each agency, fund, or the judicial branch bears to the total service rendered to all
agencies and funds and the judicial branch.

(2) The State Board of Administration Administrative Expense Trust Fund may be invested by
the board to the extent that such investment is consistent with the cash requirements and
investment objectives of the board.

History.—s. 2, ¢h. 77-270; 5. 97, ch. 79-400; 5. 5, ¢h. 82-45; 5. 25, ch. 92-142; 5. 84, ¢h. 92-279;
5. 55, ch. 92-326; 5. 5, ch. 98-47.

215.52 Rules and regulations.—The board shall have the power and authority to make
reasonable rules and regulations necessary to carry out the provisions of ss, 215.44-215.53.

History s, 10, ¢h. 57-353; 5. 6, ch. 67-354.

215.53 Powers of existing officers and boards, the judicial branch, and agencies not affected.—
It is the intent of the Legislature that transfer of the powers, duties, and responsibilities of
existing state agencies or the judicial branch made by ss. 215.44-215.33 to the board shall
include only the particular powers, duties, and responsibilities hereby transferred, and all other
existing powers shall in no way be affected by said sections. The powers, duties, and

to the existing powers of the officers composing the said board.

History.—s. 11, ¢h. 57-353; 5. 7, ch. 67-354; 5. 26, ch. 92-142.

215.44-21553, FS. Page 23







Composition of SBA’s Local Government Investment Pool Advisory
Committee

Florida Association of Court Clerks and Comptrollers Designees
Karen Nicolai, Clerk and Comptroller of Hernando County
Ken Burke, Clerk and Comptroller of Pinellas County
Bob Inzer, Clerk and Comptrolier of Leon County
Florida League of Cities Designees
Jeannie Garner, Director of Financial Services, Florida League of Cities
Thomas Bonfield, City Manager, City of Pensacola
Donald Nelson, Director of Finance, City of Coral Gables
Florida Association of Counties Designees
Eric Johnson, Director, Hillsborough County Office of Management and Budget
Davin Suggs, Director, Gadsden County Office of Management and Budget
Marie Gouin, Director, 8t. Lucie County Office of Management and Budget
Flerida School Boards Association Designees
Tom Greer, Osceola County School Board
Bill Graham, Palm Beach County School Board
Dr. Jack R. Lamb, Chair, Hillsborough County School Board
Florida Association of District School Superintendents Designees
Dr. Margaret “Peg” A. Smith, Superintendent, Volusia County School District
Mrs. MaryEllen Elia, Superintendent Hillsborough County School District
Dr. David Gayler, Superintendent, Charlotte County School District
Citizens Property Insuranee Corporation Designee
Sharon A. Binnun, Chief Financial Officer, Citizens Property Insurance

Florida Tax Collectors Association, Inc.

Patsy Heffner, Osceola County Tax Collector
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State Board of Administration’s Local Government Investment Pool

Advisory Committee
Fecommendations
Diecember 4, 2007

BACKGROUND

The Local Government Investment Pool (LGIP), as managed by the SBA, is an
invaluable tool for local governments. As quoted from the website, it “was established to
their surplus funds.” For many local governments, it is their main investment vehicle and
ix heavily relied upon to assure that all local dollars, not just surplus funds, are invested
and readily available. Without this service, many local governments would not have
access 1o low cost investment opportunities for their funds.

All local governments are required by Section 218.415, Florida Statutes, to adopt and
follow an investment policy. As stated in the statute, “Such policies shall be structured to
place the highest priority on the safety of principal and liquidity of funds. The
optimization of investment returns shall be secondary to the requirements for safety and
Hauidity,” The holdings of the LGIP in recent months do not appear to meet the intent of
the statute. Even though the LGIP has over the vears saved taxpavers hundreds of
millions of dollars through additional interest earnings, some finance officers, concerned
about the safety and liquidity of the public funds entrusted to them, have reduced or
liquidated their investment with the LGIP.

The primary objectives for the Trustees at this time should be: 1) the minimization of
losses and 2) the continuation of the fund as the primary investment vehicle for local
governments. It is important for the Trustees to focus on these objectives in seeking
solutions. The assets held in the LGIP are taxpayer monies and any losses will be paid
for by the taxpayer.

For 25 years, local government officials have trusted and relied with confidence on the
LGIP to be able to return immediately 100% of the principal investment. The recent
withdrawals from the pool were a result of the downgrading of certain investments and a
concern by the participants that they may not receive their invested principal. To re-
establish the trust and confidence of the local governments in the LGIP, the following
actions should be taken immediately. These steps are necessary to maintain current
deposits and to encourage other deposits. These deposits would provide additional
iquidity while the investment portfolio s restructured and would allow current
depositors to withdraw funds required to sustain current operations.



December 4, 2007

Page 2

RECOMMENDATIONS

The State should provide a guarantee that participants will receive 100% of their
assets back. This can be subject to reasonable withdrawal provisions to meet
liquidity needs.

The State should continue to use an independent advisory firm for the following
purposes; 1) to assist in the review of current holdings; 2) to establish an interim
investment statement emphasizing safety and liquidity; and 3) to develop a plan to
restructure the portfolio to reflect the new investment statement.

The Advisory Committee supports the BlackRock proposal of utilizing a “Fund
A” and a “Fund B” structure, with Fund B holding questionable at risk securities
only and Fund A securing and maintaining a AAA rating.

The Advisory Committee is strongly against redemption fees for withdrawal, The
Advisory Committee supports implementing temporary withdrawal provisions for
participants to meet immediate needs such as payroll, debt service, construction
draws and operations. These provisions would last only until sufficient liquidity
is restored. The Advisory Committes can assist in developing the provisions.

The State should promote renewed and enhanced communication between the
SBA and the participants. Communications must include full disclosure and
transparency of the pool’'s portfolio, current assets and liguidity potential.
Reports should be prepared and distributed monthly, holdings updated daily
online, and any significant changes immediately communicated to participants.

A permanent advisory committee should be established comprised of depositors
{local government officials as well as finance officers that manage government
funds) to work with the SBA staft’ and a permanent investment advisor to
establish a new long-term investment policy. The policy should, in turn, include
limits by type of security, sector and issuer. The primary goal of the policy
should be to (1) assure safety of principal and (2) assure liquidity of funds, and
lastly to provide an appropriate vield. The policy should also provide guidelines
to prevent excessive withdrawals. The committee should meet at least quarterly
to review reports and provide feedback to the SBA staff. The committee should
perhaps also posses the authority to request additional oversight from another
agency such as the auditor general fo assure that the investment policy is being
followed.

The state should recognize and assure that the statutory requirement for tax
collectors to distribute collected revenue by December 31% to the taxing
authorities is met.

If these recommendations are adopted, the Advisory Commitiee will actively work

to reestablish trust and conBidence in the fund and epcourage participants {o

reinvest in, and provide needed liquidity, to the fund.
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To: Participants in the Florida Local Government Invesiment Pool (LGIP)
From: The State Board of Administration

Date:  December §, 2007

An Update

We are pleased o announce that the LGIP will reopen on 12/8/07 at 7:30am. As you know, the
LGIP was closed to redemptions on 11/28/07. Al the direction of the Truslees, the SBA engaged
an independent investment advisor to review the situation and recommend the best way forward,

The SBA engaged BlackRock for the assignment. BlackRock is the largest publicly raded asset
manager in the United States with over $1.3 trillion of assets under management. They are also
one of the largest managers of cash and liquidity in the world, with over 5280 billion under
management; including almost $220 billion of raditional money market assets under
management in the United States. Their charge was to oplimize participants’ value in the fund, to
provide the greatest possible liquidity o participants and {o give us the best chance of crealing a
new LGIP that will rebuild participant confidence and be an ongoing entity.

BlackRock’s plan was presented yesterday to the Trustees and was accepted by unanimous vole,
Al that meeting, the LGIP Advisory Committess also recommended that in order to restore
confidence in the fund, management of the assets be moved from the 5BA to 3 world-class
manager with deep experience in money market funds. The Trustess named BlackRock as the
new manager for the assels in the fund on an interim basis (meaning that the permanent

manager will be named within 90 days). Below is a participants’ guide 1o the plan. It describes
how the LGIP will be restructured under the plan, how it will work and where you can turn should
you have additional questions.

We thank you for vour patience and support during these difficult times. It has been an
unpracedented time in the capital markets and for the 8BA, and we know that the issues with the
LGIP have created difficulty for you; and for that we are sorry. However, we believe we now have
a very positive way forward and we look forward to working with each of you in meeting your
needs,

Guide to the Changes in the LGIP

Who is doing what?

As mentioned above, BlackRock was selected 1o be the manager of the assets in the fund, This
means that all investment decisions will move from the SBA to BlackRock. However, all of
service, order entry and statementing functions will remain with the 8BA. Therefore, the way you
interact with the LGIP in terms of phone numbers, contact people, statements, account numbers,
user 1Ds, passwords and websites will remain unchanged.

What will happen to the fund ilself?

The LGIF will be divided into two podls, the new Local Government Investiment Pool A and the
Local Government Investment Pool B,

The new Local Government Investment Pool A (LGIP Pool A) will buy only top-tier, money-market
assets of the highest quality. This will be the ongoing fund for participants and it represents about
868% of the assets in the current LGIP. All new deposits will go into this fund.

The Local Government Investmeant Pool B (LGIP Pool B will contain all the securities from the
current pool that have had problems,; defaulted on a payment, paid more slowly than expecied or



have any significant credit risk. This does not mean that these are bad securities. While they
have experienced some problems, they have solid underlying assets. But for one reason or
another, thelr payout timing and amount has become less certain. All securities like that will be
isolated in the LGIP Pool B and this representis 14% of the assels in the current LGIP,

What do | get?

Every padicipant in the current LGIP will receive shares in both the new LGIF Pool A and LGIP
Pool B. You will receive 86% of your balance in shares of the new LGIP Pool A and 14% of your
balance in shares of LGIP Pool B.

Exarmple: A participant with a current balance of 1 million would receive $880,000 of shares in
the new LGIP Pool A and $140,000 in shares in LGIP Pool B.

Exception: Very small participants in the current LGIP ~ those with balances of $1,000 or less —
will receive their balance only in the new LGIP Pool A

How will the new LGIP Pool & waork at first?

The new LGIF Pool A has only the highest quality money-market assets in it and this will be the
ongoing fund for participants. However, due 1o the rapid redemplions of the past several weeks
and due to unusual current market conditions, this fund cannot immediataly pay out an unlimited
amourt of cash to everyone. In other words, it can pay people in full, but t cannot do so
immediately. It is just ike your bank ~ if people behave normally, sveryone can sasily get their
money. But, f evervone wants thelr money on the same day, there is 3 problem.

As a result, this fund will open with some restrictions on redaemptions. We expect these
restrictions 10 go away over time, as the fund returns to normal operating mode, but to be
cautious we are opening the fund with these restrictions:

Participants are allowed to redesm an amount equal to 15% of their current balance or $2
million per account, whichever is
is immediately available for withdrawal or “ALE’ {available liquid balance).

Example: An account with $20 million can redesm up to $3 million {15% times $20 million).

Example: An account with $10 million can redeem $2 million (because $2 million is greater than
18% times $10 million).

Example: An account with $1 million can redeem the full $1 million (the $2 million fimit applies but
the balance is only $1 million)

The amount of vour ALB will be on your monthly statement and on the website,
Some very important exceptions {o this limit
= New deposits are not subject to any limitations after 24 hours — you can abways teke oud
new monsy you put in
= These limits do not apply (o ransfers of balances between accounts — you can always
fresly move shares between accounts and between participants
= Transferred shares may or may not increase your ALB

What if | need more than that amount of money ouf?

Many of you are al a fime of year where you will be adding money to your accounts. For those
that need money out, you can take 15% or §2 million whichever is more {as described above) and



any new money you put in. Bul for some, this may still not be encugh. For those paricipanis
there are two ways to get more cash out.

¢« Youcan borrow the cash. We expect to arrange a relationship with several banks to
allow you to borrow against the value of your shares in the new LGIP,

This program will likely be the least expensive way to get additional cash out for short
term needs,

We have a number of large banks that ars very interssted in setting up the program and
discussions are underway. More details will be provided the week of December 10",

= You can take out more from the new LGIP Pool A, but pay a2 fee. For any amount more
than your "15% or 32 million” amount (ALB}, there is 2 fee of 2%.

Example: You have used up your 15% (or $2 million) available cash and need an
additional $88,000. The loan program above is not useful because you need the cash io
be out for a long period or because you cannot paricipant in a borrowing program for
other reasons. You redeem 100,000, pay a 2% fee of 52,000, and take your 598,000,

How lfong will these restrictions on redemptions last? When will the new LGIP Pool A retum fo
normal money market operation?

As soon as possible. We will be watching subscription and redemption behavior and will be
creating more and more available cash in the fund (liguidity) every day. We expect to increase
the ALB rule {15% or $2 million) periodically and eventually all such restrictions will go away. The
new LGIF Pool A should be free of all restrictions on redemptions over time as conditions permit.
What about my holdings in the LGIP Pool B?

This new pool is comprised of assets that have defaulted, are in defaull or have extended payout
times, or are subject to potentially elevated coredi risk. Because of thal, these shares are not
subject to redemption ~ you will need to hold them to maturity.

How much will they be worth?

We do not know af this time. On the one hand, these securities have uncertain value. Onthe
other hand, they represent real underlying assets and all shareholders should receive some level
of recovery from this portion over ime.

Who can L call if | have further questions?

Please reach out to your customer service contact at the SBA.






FRS Pension Plan: Fact Sheet December 5, 2007

FRS Pension Plan benefits are guaranteed under Florida law and are not
dependent on investment results.

The FRS Pension Plan has the largest surplus of any state retirement
system, currently $9.1 billion.

According to Standard and Poor’s, the FRS Pension Plan has the highest
funded ratio of any state retirement system in the country.

The SBA has an outstanding record of delivering high returns at a level of
risk reasonable for a defined benefit trust fund.

FRS Pension Plan Return and Risk Data

Annualized returns for period Total Return Per Unit
indicated as of 2007 fiscal year-end Return Risk*®
10 years 8.46% 0.58%
5 years 11.52% 0.36%
3 years 12.88% 1.31%
12 months 18.07% 0.42%

S
&

v

*According to industry standards, for a broadly diversified portfolio such as the
FRS total fund, a return per unit risk {i.e., information ratio} greater than zero is
considered acceptable, a return per unit risk of 0.20% is considered good, and a
return per unit risk of 0.40% is considered excellent.

The investment objective for the FRS Pension Plan portfolic is to deliver
a return of 5% above inflation over a 15-year horizon. As such, the fund
can and should make investments whose return over short periods may
be volatile, yet which deliver more attractive returns over the long run.
Overly relying on conservative investments would necessarily increase
the taxpayer costs of the FRS.

Attractive long-term investments exhibit short-term volatility because
their returns ebb and flow with changing perceptions of risk in the
marketplace, economic cycles, and shifts in monetary policy, as well as
changes in corporate profitability, creditworthiness and underlying
company fundamentals.

In a portfolio of $137 billion and about 14,000 securities, it is natural
that from time to time some bond and money market securities will be
downgraded below the credit quality requirements for purchase. In
those cases, investment managers must make prudent and diligent
decisions regarding how to manage such securities. Currently,
commercial paper downgraded below the FRS Pension Plan purchase
requirements shares represent about one-half of 1% of total assets.






FRS Pension Plan: Details on Downgraded Holdings December 5, 2007

Table 1: FRS Pension Plan Holdings Downgraded Below Purchase Guidelines

Par Valuss as of Percent of
Issuer November 30, 2007 Total Fund
Axon §250,000,000 0.18%
KKR aAtlantic 5414,464,6%94 0.30%
OTTIMDG 591,854,636 0.07%
Total $756,319,330 0.56%

Hotes
o Axon was downgraded by SBP on November 27, 2007, This is the primary change since
November 9, 2007 Trustees Report and impacts the reported holdings downgraded
betow purchase guidelines for FRS Cash
o KKR Pacific s still within the purchase guidelines for FRS Cash (A-1 Rated by S&P) and
FRS Cash has 5292 MM of such par, KKR Pacific has defaulted, been restructured and
resumed paying.
Countrywide Fin. Corp. is still within the purchase guidetines for HIS and FRS cash
{BBB+ Rated by S&P); FRS Cash has $55 MM and HIS has 55 MM of such par
o Preliminary data that has not been through final accounting reconciliation

]

Table 2: FRS Pension Plan Holdings Downgraded Below Purchase Guidelines
Ratings and Status as of November 30, 2007
58P Moody's  Fitch Status

Axon o NP ) Missed 11/26/07 interest payment
and is restructuring

KKR Atlantic A2 NP MR Has defaulted, been restructured and
resumed paying

OTTIMD NR R NR  Has defaulted, been restructured and

resumed paying

o Preliminary data that has not been through final accounting reconciliation
o NP designates Non-Prime
o NR designates Not rated

o * designates on negative creditwatch

Table 3; FRS Pension Plan Holdings Downgraded Below Purchase Guidelines
Recent 2007 Payments

Four Month
ISSUE August 2007 September 2007 October 2007 MNovernber 2007 Total
AXONH b - 5 3,461,667 5 - 5 5 3,461,667
KR ATLANTIC & 64,313,605 3§ 9,082,840 5§ 11,448,075 & 7,306,425 § 92,050,945
OTTIMG 5 1,615,210 % 1,220,238 & - § 1,912,337 & 4,747,785
Total § 65,928,815 5 13,764,745 5 11,448,075 $§ 9,118,761 5 100,280,3%6
Notes

o Preliminary data that bas not been through final accounting reconciliation

o KKR Pacific is still within the purchase guidelines for FRS Cash {A-1 Rated by 5&P) and
FRS Cash has §292 MM of such par. KKR Pacific has defaulted, been restructured and
resumed paying. 536,983,017 has been collected on the KKR Pacific investrent over
the time period described in the table.
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Government Efficiency &
Accountability
Council

ADDENDUM A

Wednesday, December 12, 2007
2:30 PM - 4:30 PM
Morris Hall (17 HOB)

Marco Rubio

Frank Attkisson
Speaker
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DMS AND DFS CURRENT ESCO PROJECT STATUS

ESCO

Ma‘j‘or ECM's

_ ‘Bu‘i‘ldi‘ngs

Trane - DMS Generators ‘ CCOC FDLE, cC
Siemens - DMS Lighting, Lab Controls, James, DEP Lab, Twin Towers,

Chilled Water Piping, Vendmiser New Records Storage Buildings

Trane - DMS CCOC Well Project, Condenser, CcoC
Supply Pump, Chiller Plant Automation Systems '

Chiller Plant Automation Systems
Trane - DMS Lights, Controls FDLE Tallahassee
Trane - DCF

Lights, Chiller, Controls

Chattahoochee Hospital

ESG - DMS

Chillers, Lighting, HVAC
Water Retrofits, Controls, Cooling Towers

Daytona, Largo, Fort Pierce
Peterson, Fort Myers, Rohde,
West Palm, Opa Locka, FDLE Miami

Trane - DMS

Downtown Chilled Water Loop

Capitol Cofnplex

ESG - FWC

Lighting, Air Handllné Units
Hot Water Heating System, Controls
Upgrade Chiller Plant, Generators, DX Units

St. Petersburg, Cedar Key
Gainesville, Long Key, Tequesta

(Approved 10/11/07)

Eckerd
Siemens - DJJ Lighting, HVAC, Controls Arthur Dozier, Broward,
(Returned to Agency) JJOCC, Pensacola Boys Camp,
Trane - DCF

Air Handlers, Chillers, A/C units

Hospital Site, MacClenny, Florida

FPL - DOC PHASE Il
(Approved 11/30/07)

Lighting, Gas Water Heaters,
Water Retrofits

Indian River, Ft. Pierce,
Bradenton, Hardee, Arcadia,
S. Fla. Reception CTR, Ft. Myers,
Charlotte, Big Pine Key

Note: Siemens - DMS Contract reviewed by DFS on 11/8/07. Current project status is Audits being considered by the

Agency.



ESCO PROJECTS APPROVED
(In Previous Fiscal Years)

ESCO Major ECM's Buildings
FPL - DOC PHASE | Lighting, Gas Water Heaters, Indian River, Ft. Pierce
Water Retrofits ‘ Bradenton, Hardee, Arcadia,

S. Fla. Reception CTR, Ft. Myers,
Charlotte, Big Pine Key

Siemens - HSMV VFD's, Vendmisers, Controls Panama City, Tallahassee
Jacksonville, Tampa, Dade

Trane - DCF Lighting, Controls, Cooling Towers Robert's Building




