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m Clifton
Gunderson LLP

Certified Public Accountants & Consultants

April 14, 2008

Members of the State Board of Administration AuGidmmittee
Tallahassee, Florida

We have completed our performance audit of theeSBdoard of Administration (SBA)
investment compliance procedures for selected SEBhaged funds. Our performance audit
covered the period December 1, 2006 through Dece81he2007.

This report contains the results of a performangditeof the State Board of Administration’s
(SBA) management and oversight of five of the fumdsaged by the SBA. These funds are as
follows:

Local Government Surplus Funds Trust Fund (LGIP)

Florida Retirement System-Pension Plan (FRS)

Florida Hurricane Catastrophe Fund (CAT)

Citizens Property Insurance Corporation (Citizens)

Commingled Asset Management Program-Money Mark&MEMM)

The performance audit was conducted pursuant tmeiact between the Audit Committee of the
State Board of Administration and Clifton GundersbhP. This contract calls for a
performance audit of selected SBA managed fundschwhre identified above. The SBA
contracted with Clifton Gunderson LLP to condu@ grerformance audit in accordance with the
Work Plan approved by the Audit Committee of the ASBnd with Generally Accepted
Government Auditing Sandards, issued by the Comptroller General of the UnitedeSta Our
performance audit covered the period from Decerib2006 through December 31, 2007. This
report presents our findings, conclusions, andmeuendations, and the responses of SBA.

%WAL/A

Baltimore, Maryland
April 14, 2008

Member of

Offices in 16 states and Washington, DC 1 International



EXECUTIVE SUMMARY
Introduction

The purpose of this report is to provide our figdirand recommendations regarding the Scope
of Work identified in the Request for Quotes dalediuary 17, 2008; the Proposal to Provide
Performance Audit Services for the Florida Statar@mf Administration (SBA) dated February
14, 2008, as revised on February 19, 2008; the ekgeat for Auditing Services dated February
25, 2008, as amended; Engagement Letter, togetiiertine Professional Services Agreement
dated March 5, 2008; and the Work Plan approvetheySBA Audit Committee on March 24,
2008.

The SBA is responsible for managing selected Fordrestment funds. This responsibility
includes recommending policies for the investmehtfumd investments and managing the
investments within the funds. This management m®dacludes the direct management of
selected fund investments as well as the hiringx@érnal investment managers to manage a
portion of the Florida Retirement System - Penddten investments. The scope of our work
covered the SBA's internal controls, investmeniqes for selected funds, compliance with the
policies for selected funds and the process farl@sing exceptions from investment policies. In
addition, we developed recommendations to imprboeeprocesses and control systems in use by
the SBA. Our findings and recommendations areushedl in this report.

Summary of Objectives, Scope and Methodology

The objectives of our performance audit of the SBére to identify areas where enhanced
design of specific elements of the SBA’s controlsture and/or compliance policies would
increase the level of assurance of consistent etwarate application. A complete listing of the 8
original performance criteria requested by the A@bmmittee is outlined in the Request for
Quotes dated January 17, 2008. Our engagemenstwasured to address all 8 criteria and the
criteria have been slightly modified to clarify tan criteria or to address additional conditions
identified during our planning and internal contia¢sessments. The revised performance
criteria that has been communicated to the Audim@ittee and approved are as follows:

1. Criteria 1 - Identify and summarize the SBA’s investment commd& guidelines,
policies and applicable statutes pertaining to ltheal Government Surplus Funds
Trust Fund, Florida Retirement System - Pensionn,Plglorida Hurricane
Catastrophe Fund, Citizens Property Insurance Catipo and the Commingled
Asset Management Program — Money Market. (OrigGréeria 1)

2. Criteria 2 - Verify the SBA’s investment compliance guidelingglgolicies are in
accordance with the applicable statutes. (OrigGrékria 2)

3. Criteria 3 - Compare the SBA’s investment compliance guidelirgdicies and
statutes to comparable pension systems and lov@rgment investment pools and
identify and summarize any differences in complearguidelines, policies and
statutes adopted by these systems as comparee &Bih. (Original Criteria 2)



4. Criteria 4 - Determine whether the investment guidelines, pediand statutes are
consistent with the nature and objectives of thdiqdar funds identified above
including their liquidity requirements. (Origin@kiteria 3)

5. Criteria 5 - Identify the internal controls related to investrneampliance with the
applicable guidelines, policies and applicableusést and assess the effectiveness of
the design of the internal control structure asl\aslverify the effectiveness of the
operations of the internal controls establishedrianagement based on the nature of
the SBA’s investments, objectives, liquidity regunrents and associated risks of the
investment types. Provide recommendations to irgthe internal control structure
related to investment compliance if vulnerabiliteee identified. (Original Criteria 4
& 5)

6. Criteria 6 - Verify that investments purchased were within thestment compliance
guidelines. (Original Criteria 6)

7. Criteria 7 - Document the SBA’s policy for communicating withvastors and/or
trustees compliance exceptions and assess whateplicy was in accordance with
established guidelines. (Original Criteria 7)

8. Criteria 8 - Identify if any investments were not in complianegh the SBA’s
guidelines, policies and statutes and develop aliti® to document the key events
and decisions surrounding the investment. Docummamtagement’s decision making
process regarding holding or liquidating such itvests. (Original Criteria 8)

We conducted this audit in accordance with theguerédnce audit provisions of tl@&ver nment
Auditing Standards issued by the Comptroller General of the UnitedeSta The scope of the
review included the period December 1, 2006 throbDgitember 31, 2007. We conducted
fieldwork between March 3, 2008 and March 28, 2008.

Our methodology included reviews of applicable lavegulations, and documentation provided

by the SBA, analysis of data provided by the SB#jstantive tests using samples of data, and
interviews and observations of SBA personnel, esderinvestment managers and other

consultants as deemed necessary.

Summary of Findings

We found deficiencies in the design of the investhfand oversight, and a significant level of
noncompliance with investment guidelines and pe$iciOur engagement was not a forensic
investigation, and was not designed specificallydé&bect fraud or illegal acts. Accordingly,
investigation into whether the deficiencies andanses of noncompliance were the result of
error, fraud or illegal acts was outside the scopeur engagement. However, with respect to
fraud consideration in a performance audit, the gsoment Auditing Standards indicate that
when planning the audit, auditors should asseks atfraud occurring that is significant within
the audit objectives. If information comes to thelitors’ attention indicating that fraud that is
significant within the context of the audit objeets may have occurred, auditors should extend
the audit steps and procedures, as necessary), tietérmine whether fraud has likely occurred
and (2) if so, determine its effect on the auditlings. If the fraud that may have occurred is not
significant within the context of the audit objees, the auditors may conduct additional audit
work as a separate engagement, or refer the ntatteher parties with oversight responsibility
or jurisdiction.



In designing our procedures, we considered thes rigkfraud, within the context of the audit
objectives, discussed the potential for fraud W8BA management and obtained written
representations from the SBA management and extewestment managers. We were unable
to interview key personnel from the broker/dealbya were doing business with the SBA and
also did not obtain written representations from lbinoker/dealers. As a result, we were unable
to assess whether any of our findings related tiwigcwith the broker/dealers, were considered
fraudulent or not.

The work disclosed significant deficiencies in theernal control structure of the SBA in regard
to compliance oversight and monitoring, and we atgntified compliance exceptions. In
addition, we were unable to interview the brokealdes and did not obtain representations to
support certain transactions and assertions madineoyroker/dealers to management of the
SBA. As a result, we recommend that the Audit Cottaai consider the findings of this
engagement and assess whether an additional examishould be performed.

A summary of the findings noted are as follows:

e Inadequate segregation of duties within the investrdepartment
e Incompatible duties of certain members of the ltwesnt Oversight Committee
e Purchase of investments by several SBA funds tidat@t meet the issuer requirements

e Lack of documentation to properly assess whethesh@ses of certain investments were
allowable under SBA guidelines

¢ Investment policies were not consistent with tiqeitlity needs of several of the funds
e Several compliance exceptions were not identifie&@BA monitoring procedures
e Compliance reviews were not completed consistentin a timely manner

e Lack of formalized communication protocols to eredrand internal parties regarding
investment quality and compliance issues

e Governance structure of retirement fund below berarks of comparable state
retirement systems and local government investriugnls in several areas



FINDINGS AND RECOMMENDATIONS
Performance Audit

The revised criteria for the performance audit, etbgr with the findings,
recommendations and responses from the SBA axdlaw$:

1. Criteria 1 - Identify and summarize the SBA’s investment conm@ance guidelines,
policies and applicable statutes pertaining to thed GIP, Florida Retirement
System - Pension Plan, Florida Hurricane Catastropé Fund, Citizens Property
Insurance Corporation and the Commingled Asset Mangement Program -
Money Market.

Finding # 1:
We obtained and summarized the investment guidel@ed applicable statutes
pertaining to the funds. A summary is locateddtikit II.

2. Criteria 2 — Verify the SBA’s investment compliance guideline and policies are
in accordance with the applicable statutes.

Finding # 2:
We compared the investment compliance guidelinek @olicies to the applicable
statutes. No exceptions from the statutes werednot

3. Criteria 3 — Compare the SBA'’s investment compliance guideles, policies and
statutes to the following pension systems and idefyt and summarize any
differences in compliance guidelines, policies andtatutes adopted by these
systems as compared to the SBA.

California Public Employees Retirement System (CalBRS)

New York State Common Retirement Fund (NYSCRF)

New York State Teachers Retirement System (NYSTRS)

Ohio Public Employees Retirement System (OPERS)
Pennsylvania Public School Employees Retirement Sgen (PSERS)
Teacher Retirement System of Texas (TRS)

Washington State Department of Retirement SystemS\(ADRS)

e Wisconsin Retirement System (WRS)

Also compare the above information for the followiy local government
investment pools.

e California Local Agency Investment Fund

New York Liquid Investment Fund

Ohio State Investment Treasury Reserve
Pennsylvania Common Investment Pool

Texas Local Government Investment Pool
Washington State Local Government Investment Pool
Wisconsin State Investment Fund



Finding # 3:

We researched and evaluated selected policieseoaltbve retirement systems and
investment pools. These funds were selected gswhee considered comparable to
Florida. The selection was discussed with andeafjte by SBA personnel.

The results of our research are included in Exkildit through VIII. The
observations from our review of the data are dsVi:

Benchmark | — Comparison of Overall Retirement Sgist Investment Policies
(Exhibit I11)
All policies were consistent with the other Systems

Benchmark Il — Comparison of Specific Policies for

Investment Types within the Overall Retirementsg&m (Exhibit IV)
Benchmark Il provides a comparison of specific geb by investment type. There
were no significant policy variations between Flarand the other comparable funds.

Benchmark 11l — Comparison of Board MembershigExhibit V)

A. The SBA Board of Trustees has three members. ®hwparable boards contain
nine to seventeen members.

B. The SBA Board of Trustees does not have an indepgndPA on the Board.
Two of the comparable Boards contain CPAs.

C. The SBA Board of Trustees does not have an indegerndvestment advisor on
the Board. Six of the seven comparable plans laavendependent investment
advisor on the Board of Trustees.

D. The SBA Board of Trustees does not have any reptatsees of the Plan
Participants and/or investors. All of the compéeaboards have representatives
of the plan participants and/or investors as membgtthe Board of Trustees.

Benchmark IV — Comparison of Audit Committee Memiséip (Exhibit V)

A. The SBA Audit Committee has three members. Thepawable Boards have
Audit Committees of two to seven members and thpmiya of the other funds
have four to seven members.

B. The SBA Audit Committee does not have any represees of the Plan
Participants and/or investors. All of the compéeaboards have representatives
of the plan participants and/or investors as membgthe Audit Committee.

Benchmark V — Comparison of Local Government Invesnt Pool Policies
(Exhibit VI)
The LGIP’s policies are consistent with the otheolB.

Benchmark VI — Target Allocations(Exhibit VII)
The target allocations for Florida were consisteith the other Systems.



Benchmark VIl — Funded StatugExhibit VIII)
The Florida Retirement System has the highest fdistltus of the comparable group
at 107.3%. The comparable Systems have a fundadssif 73% to 104.1%.

. Criteria 4 — Determine whether the investment guidelines, pgles and statutes
are consistent with the nature and objectives of # particular funds identified
above including their liquidity requirements.

Finding # 4:
We compared the investment guidelines, policies siadutes to the nature and
objectives of the selected funds. Our findingsaaéollows:

With the exception of the FRS, the liquidity reguirents of the other funds do not
align with the current investment strategies of fimeds managed by the SBA. The
funds’ investments include securities that may het able to be liquidated
immediately or upon premature liquidation couldutesn investment losses if the
investment is not held to maturity. In additione tcurrent statutes and SBA policies
do not provide a mechanism to limit or prevent ctatgowithdrawal by the investors
of the funds in question. This situation exposesfunds to risk of a liquidity crisis
in the event unusually high numbers of investocgiest a return of their investments
simultaneously.

Recommendations:

The SBA should evaluate the liquidity requiremesit®ach fund, and should adopt
investment policies and strategies that align whétsse requirements. For funds with
investment strategies that do not allow immediageidation or could result in
investment loss if sold prior to maturity, we recoend that the SBA consider
modifying its existing policies or request changesxisting legislation to limit the
ability of its investors to make withdrawals thadwld be inconsistent with the fund’s
investment objectives.

In addition, due to the recent issues identifiethinithe LGIP fund and the size and
overall complexity of the investments managed by 8BA, we recommend the
Board of Trustees revisit all of the investmentigieb and guidelines to assess
whether the investments owned by the various fuardsin the best interest of the
SBA and its participants/investors.

. Criteria 5 — Identify the internal controls related to investnent compliance with
the applicable guidelines, policies and applicablestatutes and assess the
effectiveness of the design of the internal contratructure as well as verify the
effectiveness of the operations of the internal cdmols established by
management based on the nature of the SBA’s invesémts, objectives, liquidity
requirements and associated risks of the investmenttypes. Provide
recommendations to improve the internal control stucture related to investment
compliance if vulnerabilities are identified.



We evaluated the internal controls related to itmest compliance and tested the
effectiveness of the controls in place. Our figdinand recommendations are as
follows:

Inadequate Segregation of Duties

Finding # 5:

Certain duties within the SBA are not properly sggted. The individuals
responsible for executing investment transactionsrewalso responsible for
monitoring compliance issues and assessing whethestments that no longer meet
SBA guidelines should be liquidated or continud¢oheld. This condition increases
the risk that investment in securities not alloweder the guidelines could occur and
not be identified and addressed. Our testing teddastances of noncompliance that
indicate that the SBA’s monitoring controls are afféctive.

Recommendations:

Effective March 1, 2008 the SBA re-organized cert@ib responsibilities to limit

investment personnel with authority to executedsailom also monitoring their own
investment compliance. In addition to the chaniggdemented March 1, 2008, we
recommend the SBA consider creating a separate pante Department” and
reassign personnel with compliance responsibilit@ghis department. We also
recommend the SBA create a “Compliance Officer” ifpms to oversee the

department. This individual should have directoréipg responsibility to the Board
of Trustees or their designee and should be inadkperof the Executive Office of the
SBA. The “Compliance Officer” should be a key meambof the Executive

Management team and would work closely with theddkige Director.

Investment Oversight Committee

Finding # 6:
We noted the following:

e The Investment Oversight Committee consisted onfy ntembers of
management, and did not contain any representativibge fund participants,
and/or investors.

e Several members of the Investment Oversight Coremitilso had
responsibility for investment purchasing and comnpde decisions. This
creates an inherent conflict of interest by servingoth roles.

e Minutes were not maintained for the Investment Giggrt Committee prior to
December 2007. Minutes provide written documeotatdf significant
activities and decisions of the Committee.

e Based on our review of internal documentation amliries of management
and other SBA personnel, we noted a lack of foromhmunications and
could only find evidence of limited informal commoations to the
investors/participants and others regarding the #egisions made by the
Investment Oversight Committee.



e The Board of Trustees has not formally authorizesl Executive Director or
the Executive Director’'s designee, the Investmewmer€ight Committee, to
determine whether investments no longer in compéamith SBA investment
guidelines should continue to be owned by the fuordshould be liquidated.

Our recommendations related to these issues dofi@ass:

e To further strengthen the Investment Oversight Cdtem individuals should
be added that are independent of the SBA. Mentdddlee Committee should
include individuals with significant investment exgnce and representatives
of the participants/investors. In addition, thisn@nittee should report the
results of their decisions to the Board of Trusiaetheir designees.

e The Investment Oversight Committee has recentlynbesstructured to
remove certain SBA personnel with investment exeauauthority from the
Committee. The Committee should continue to onblude members that do
not have job responsibilities that conflict withetloversight responsibilities
required to serve on the Committee.

e The SBA should maintain minutes of all Committeeetimegys and these
minutes should be communicated to participantsstors of the funds and be
made available to the general public.

e The Board of Trustees should adopt a formal reswluthat provides the
Investment Oversight Committee with the authority determine whether
investments that no longer meet the investmenteijuiels of the SBA should
continue to be owned by the funds or should bedaped.

e The Board of Trustees should also clearly defing @her responsibilities of
this Committee and should require certain crititelestment decisions be
approved by the Board of Trustees. An examplehd type of situation
would be the restructuring of securities with déiediissuers.

Reporting of Compliance Exceptions to the InvestmdrOversight Committee

Finding # 7:
Investment guidelines for several funds mandatdy dand monthly compliance
oversight procedures be performed. In additionltG# and CAMPMM funds are
“2a-7 like” and therefore follow guidelines whickquire notification of any non-
compliance be reported to the Investment Oversiynnmittee within a specified
time frame.

Our testing revealed that compliance reviews wetgoerformed in a timely manner,
and as a result, compliance exceptions were natifol timely. In addition, several
investments that no longer comply with the investtrguidelines of the SBA were
not reported to the Investment Oversight Committglin the timeframes outlined
in the investment guidelines for the LGIP and CAM®NundSs.



Recommendations:

We recommend the SBA commit additional resourcakéocompliance function, as
described above, to ensure that all guidelines mae¢ regarding completion of
compliance procedures and reporting of compliangsueés to the Investment
Oversight Committee.

Governance

Finding # 8:

The Board of Trustees has broad responsibilitytiier direction of Florida’s public
pension and other trust funds. The activitiesheke funds have become much more
complex in recent years. Currently, the Board nfstees does not have a member
from the investment community. Also, the Audit Quittee currently consists of
only three members and the Office of Internal Awdity consists of four members.

Recommendations:

The Board could benefit from the experience andegige of someone from the
investment community. We recommend that the SB&luohe an individual with
investment advisory experience on the Board.

We also recommend the Audit Committee be expandddrelude representatives of
the investor/participant groups of the various &indThe Office of Internal Audit
should also be expanded due to the complexity efitlkestments managed by the
SBA and should include additional expertise inraliive investments.

Changes in Investment Quality

Finding # 9:

Management has developed a process to assess whathmvestment should
continue to be held or liquidated at the time tmeestment is downgraded, but has
not developed formal procedures to periodicallyassess the decision to hold the
investment that no longer meets the investmentejjuiels of the SBA. As a result,
original decisions to hold certain investments maylonger be the best course of
action for the SBA, given the current economic ¢bons.

Recommendations:

The SBA should develop specific criteria to monitord re-evaluate changes in
investment ratings and other relevant economic itiong for investments that have
been downgraded but not liquidated. In the cagheol. GIP and CAMPMM funds,
the Investment Oversight Committee should be resiptanfor initiating action with
respect to such securities. We also recommentbtheilation of a similar oversight
group in the case of the FRS and CAT funds. Trasbfar the decision to either
liquidate or continue to hold an investment shoh&l formally documented and
communicated to the applicable members of the SB8Aoard of Trustees as well as
the participants/investors.

10



Investment Policies

Finding # 10:

Fixed income policies and guidelines were not uvpdl@nnually. The policies were
revised in 2006 but were not formally executed lurgnuary 2008. In addition, the
SBA did not have a formal internal trading poliaytibJanuary 2008.

We also noted the Real Estate policies of the SB¥emot been updated since 2004.

Recommendations:

Review of policies and guidelines should be perfmtnand documented at least
annually by the appropriate members of Managemdntaddition, these policies
should be presented to, and approved by, the ImezgtOversight Committee.

Oversight of External Investment Managers

Finding # 11:

The SBA outsources certain investment complianoetfans to external investment
managers and outlines in their contracts the respibities of the external investment
manager to comply with the investment guidelineshef SBA. The SBA monitors
the compliance of the external investment manatfemugh several processes and
has developed a comprehensive monitoring procésswever, the SBA does not
contractually mandate that all external investnmaahagers provide the SBA with a
“SAS No. 70, Reports on the Processing of Transastby Service Organizations”
(SAS 70) that documents the manager’s internalrotsnaind the assessment of the
effectiveness of those controls.

Recommendations:

We recommend the SBA begin mandating that all eslemvestment managers

provide the SBA with a SAS 70 Type Il report eaelaryand that the SBA review the

report to ensure that no internal control deficiescexist. The SBA should also

annually monitor the user controls identified i tieport and ensure that it has such
controls in place. If control deficiencies exigte recommend the SBA assess the
risks of these findings on their operations andettgy compensating controls as

deemed necessary.

Lack of Financial Audits

Finding # 12:

All of the funds of the SBA are subject to auditpast of the overall State of Florida
annual audit. However, only the Florida Hurric&edastrophe Fund had a separately
issued, audited financial statement.

Recommendations:
Although not required by current statute, we belieas a best practice, the SBA
should obtain stand alone annual independent afadlitdl of the funds.

11



Monitoring of Real Estate Activities

Finding # 13:
We reviewed monitoring reports and tracking spreadts used by the Real Estate
department and noted the following:

e Lists of direct owned properties were not complete.

e Lists of investment managers were not consistenisadistings.

e Schedules used to track provision of insurance wheciiation were incomplete.

e The list of wholly-owned investments was not cotesis between tracking
reports.

We also noted that during our audit period, theraeompliance responsibility was
not designated to one individual, but was sharetlvden various personnel.
Effective January 1, 2008, the procedures were fieodi A single portfolio manager
has been put in charge of compliance monitoringasthndard compliance package
is prepared monthly and reviewed.

Recommendations:

The Real Estate department should develop a censistnd complete tracking
system to ensure adequate monitoring of externalagers. These managers are
required to file periodic reports or take specditions as required in their contract.
In addition to the changes recently implementednlapagement, we also recommend
the development of a master control list to engheg all properties and property
managers are included in the monitoring process.

. Criteria 6 — Verify that investments purchased were within tle investment
compliance guidelines.

Our findings and recommendations are as follows:

Quialified Institutional Buyer Requirement

Finding # 14:

The LGIP, CAT and CAMPMM funds are considered “Qfied Purchasers” only
and are not considered “Qualified Institutional Brg/ as defined in Rule 144A
under the Securities Act. We identified instaned®re the fund did not meet the
“Qualified Institutional Buyer” requirement outliden the prospectus by the issuer
for 26 of the 59 securities selected for testirag there purchased by the LGIP fund,
20 of the 59 securities selected for testing thatewpurchased by the CAMPMM
fund and 12 of the 59 securities selected forngsthat were purchased by the CAT
fund..

Included in the purchases which did not meet “Qieali Institutional Buyer”
requirements above, are certain securities whichewaso downgraded below
allowable ratings limits during the period. Thegsa&ticular securities are further
detailed in timelines at Exhibit I.

12



Recommendations:

We recommend the SBA develop additional internaki@d procedures to ensure that
the funds meet all of the requirements outlinedanh prospectus prior to purchasing
the investment.

Purchase of 144A Securities

Finding # 15:
Investment guidelines restrict the LGIP, CAMPMM a@&T funds from holding
144A securities. We noted the following:

e LGIP Fund - 37 of the 59 items selected for tesiwvege classified as 4(2)/
144A or 3(c)(7)/144A securities per the Bloombeygtem as well as the
related prospectus of the issuer. We also idedtifi5 additional securities
that were not classified in the Bloomberg systerhoere identified in the
prospectus as 4(2)/144A or 3(c)(7)/144A securities.

¢ CAMPMM - 51 out of the 59 investments selectedtésting were classified
as 4(2)/144A or 3(c)(7)/144A securities per theddhberg system as well as
the related prospectus. We also identified 6 autht securities that were not
classified in the Bloomberg system but were idesdifin the related
prospectus as 4(2)/144A or 3(c)(7)/144A securities.

e CAT - 37 of the 59 purchases selected for testingevelassified as 4(2)/144A
or 3(c)(7)/144A securities per the Bloomberg systesnwell as the related
prospectus of the issuer. We also identified 24teatél securities that were
not classified in the Bloomberg system but wereniified in the related
prospectus as 4(2)/144A or 3(c)(7)/144A securities.

Management asserts the investments that are cetedaas 4(2)/144A or 3(c)(7)/
144A securities per the Bloomberg system were albey within the SBA’s
investment guidelines.” However, prior to Decemdgy 2007, the guidelines did not
specifically address whether 4(2)/144A or 3(c)(4¥A securities were allowable or
unallowable.

In addition, the securities purchased must be “annofferings” and not “secondary
offerings” in order to be allowable based on manag@’'s interpretation of the
policy. Our test procedures and inquiries of mamagnt revealed that the SBA did
not assess whether these investments were “prin@rysecondary” at the time of
purchase and therefore did not have internal ctnestablished to properly assess
compliance with whether or not the investments walfewable securities under
management’s interpretation of the guidelines. @laance checklists prepared by
the SBA staff indicated they were unable to verifiyether the investment was an
allowable security under their interpretation sirakequate documentation was not
available to perform the assessments. Nonethgbesshases were made without
resolving this issue.
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As a result of our discussions regarding this issm@anagement subsequently
contacted each of the broker/dealers that wergepatd the investments selected for
testing by Clifton Gunderson and received by e-nrapresentations that the
securities purchased were “primary” and not “seemyid Management has not
obtained underlying documentation to support thessertions as of the date of this
report.

Assessment of whether such investments were allewaider prevailing guidelines
requires an analysis of the SBA’s interpretationtied guidelines and verification
whether the assertions of the broker/dealers asmiraie. The assessment of
management’s interpretation of the guidelines tside the scope of our performance
audit. In addition, we were not able to obtainmuging documentation related to the
broker/dealer assertions that the securities psethavere “primary”.

Recommendations:

We recommend the Board of Trustees consider whetla@agement’s interpretation
of the former policy is correct. We also recommeémel Board of Trustees consider
whether further data collection and analysis israrged with respect to verification
of broker/dealer assertions that certain securivese “primary” or “secondary”
issues. We also recommend that for all future paseb that management obtain
confirmation from the broker/dealer to determineetiler securities are considered
“primary” or “secondary” prior to purchase.

Compliance Reviews

Finding # 16:

SBA investment guidelines require the SBA ensure dbviation between market
value and amortized cost does not exceed ¥z of 1% oronthly basis. The SBA
performs monthly compliance assessments to enker@ldviation between market
value and amortized cost does not exceed % of 1% wmonthly basis. While the
deviation between market value and amortized owests less than %2 of 1% for all
months selected, it was noted the compliance rewa® not done on a timely basis
for any of the 4 months selected. In the eventaation between market value and
amortized cost exceeded %2 of 1%, it would be uhlikeat management would have
the ability to notify the Investment Oversight Coittee within the required
timelines.

Recommendation:

We recommend the SBA enhance its compliance mamifdo complete all reviews
in the mandated timelines and report all compliaageeptions to the Investment
Oversight Committee in a timely manner.
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System Edits - CAMPMM

Finding # 17:

The “Eagle Investment Systems — Pace” investmdiware system failed to identify
certain downgraded securities as Tier 2 securit@ar testing identified 6 of the 22
items selected for testing in the CAMPMM fund weameorrectly classified in the
“Eagle Investment Systems — Pace”. The exceptaiachon all six days related to
the same investment. The SBA was aware of thersemdthin the System and
developed compensating controls to mitigate thisakmess. As a result no
compliance exception was noted.

Recommendation:

In order to streamline the process and to minintheelikelihood of potential human
error by maintaining a manual control process wmmenend the SBA correct the
system error to help strengthen controls in thesar

Tier 2 Securities

Finding # 18:

Investment guidelines require that all eligibleestments must be first tier at the time
of purchase. In the event an issue is downgra@éémiofirst tier the manager must
notify the Investment Oversight Committee theirtifisation for retention within
three business days. In addition, maximum expoguiecond tier issues shall not
exceed 1% of the portfolio’s amortized cost.

CAMPMM - For 10 of the 22 days tested in the fuitdyas noted that Second Tier
securities exceeded the 1% of portfolio costs linfitne of the Tier 2 securities was
over 1% for 10 of the 22 days and the Investmengr§lght Committee was not
notified within 24 hours of the downgrade of thatwrity and justification to hold the
security was not made within three business dayso other Tier 2 securities were
over 1% for 6 of the same 10 days noted above. I[Alvestment Oversight
Committee was not notified within 24 hours of trewhgrades for those 2 securities
either.

LGIP - For 8 of the 22 days tested in the funehas noted that Second Tier securities
exceeded the 1% of portfolio costs limit. On 5 thése days, the Investment
Oversight Committee was not notified within theuigd 24 hours.

Recommendations:

The SBA needs to enhance their daily monitoringheke activities and assess their
internal resources/procedures to meet the reporiegdlines to the Investment
Oversight Committee.
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Documentation of Compliance Criteria

Finding # 19:

Citizens’ investment policy required short-term @stments to have the highest
possible rating from S&P and Moody’'s (Al+ / P-1)ile the long-term requirement
was only required to be single A. In order to testaccuracy of monthly compliance
reports for Citizens’ holdings, we selected four mis to re-perform monthly
compliance testing. Based on our testing, we ifledt38 instances where a short-
term investment did not meet the short-term ratimgquirement of Citizen’s
Investment policy. Based on further review anataésions with management, 15 of
these instances represented downgraded securitieas were identified by
management, and a decision was made to hold tmesstinents subsequent to
downgrade. The remaining 23 instances represesgeadrities that were purchased
prior to the SBA’s management of this fund. Theseurities did not meet the short-
term ratings requirements at the time they werasteared. SBA management
discussed these ratings compliance issues witleseptatives of Citizens at the date
of transfer, and a mutual decision was made to tiwde securities to maturity. No
formal documentation of these decisions was maiathby the SBA.

Recommendations:

We recommend that the SBA more formally documenmisiens to hold securities
that do not meet compliance guidelines whether teegssets transferred into SBA’s
management or purchased subsequent.

Holding of Investments Below Investment Grade
Finding # 20:

We identified the following:

CAT fund - We noted 5 investments within the furtt had been downgraded
between August 2007 and December 2007. The CA #iaff was not aware of
these downgrades until February 2008 when the dang® reports were completed.
In addition, the CAT fund does not have an oveltsogimmittee.

LGIP fund - The Investment Oversight Committee was notified within 24 hours
for 3 investments that were downgraded within thredf

CAMPMM - The Investment Oversight Committee was notified within 24 hours
for 2 investments that were downgraded within thredf

Recommendations:

We recommend the SBA assess whether they have atéespaffing to complete all
compliance reviews within the established timelinesl take any corrective actions
necessary to ensure future compliance.

In addition, we recommend the CAT fund begin repgrcompliance exceptions to
the Investment Oversight Committee.
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Securities of a Single Issuer Exceed 5% of Portfali

Finding # 21:

The SBA investment policies prohibit the funds froiding securities with a single
issuer that exceed 5% of the portfolio’s amortizest (excluding U.S. Treasuries and
Agencies) if less than one year to final maturity.

We noted the following:

CAT - We found that during the month of January 208ecurities of one issuer
represented more than 5% of the total for the CAfdf This condition did not
continue into subsequent periods.

LGIP - We identified that on 5 of the 22 days tddiar the LGIP fund, the exposure
to a single issuer was greater than the alloweab&te portfolio amortized cost.

CAMPMM - For 1 of the 4 months tested and 5 of 28edays selected in the CAMP
fund, we noted that the securities purchased uadepurchase agreement exceeded
over 5% of the total CAMPMM portfolio. Managemdrglieves securities purchased
under a repurchase agreement that are fully cadléed by U.S. Agencies are not
subject to the 5% threshold requirement. Manageértidmot provide documentation
to support this interpretation.

Recommendations:

Based on the number of exceptions noted, the SBrAoisconsistently monitoring

performance exposure limits and does not calculsevariance between amortized
cost and market value on a daily basis. We recamdntiee SBA begin performing

these calculations and assessments on a dailytbasiset the investment guidelines.

Use of Unapproved Broker/Dealers

Finding # 22:
The SBA’s policy mandates that investments only fagchased by approved
broker/dealers. We noted the following for FRS:

During May 2007, there were trades with the Dewelept Corporation for Israel
which was not an approved short-term broker/dealer.

During July 2007, there were trades with Lehmantiiges Asia LTD, JP Morgan
Securities NY which are not on the approved Brdbealer Listing. These issues
were noted on the monthly dealer coverage checklysiSBA but no corrective
actions were taken.
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Recommendations:
We recommend the SBA develop internal control piloces to prevent the use of
unapproved broker/dealers.

. Criteria 7 — Document the SBA'’s policy for communicating withinvestors and/or
trustees compliance exceptions and assess whethiee policy was in accordance
with established guidelines.

Finding # 23:

The Board of Trustees has not provided specifid@uie regarding the responsibility
for communication of information to the investorg#tees, or a directive on how to
address direct requests by these groups. In addithe SBA did not develop a
formal protocol for communicating with these grouasd has not developed a
process for distributing critical information. Eakon our examination of internal
documentation and inquiries of management, we iieatlimited communications
were made to the investors and trustees and tlo@smgnications were not made in a
timely manner.

Recommendations:

We recommend the Board of Trustees assign resplitysibr communication of
compliance matters and related investment decissadsdevelop a formal policy that
outlines the timelines of when information is madeailable and monitoring
procedures to ensure SBA personnel comply withwtielines.

. Criteria 8 — Identify if any investments were not in compliage with the SBA’s
guidelines, policies and statutes and develop a tetine to document the key
events and decisions surrounding the investment. ddument management’s
decision making process regarding holding or liquidting such investments.

We identified investments that were not in comm®nwith SBA’'s guidelines,
policies and statutes and developed a timeline douhent the key events and
decisions surrounding the investment and documemb@shagement’s decision
making process regarding holding or liquidatingrsuwestments.The timelines for
these investments are as outlined in Exhibit I.
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MEMORANDUM

TO: Flerida Rivera-Alsing
Chief, Internal Audit

FROM: Robert F. Milligan

DATE: April 16, 2008

SUBJECT: FinalManagement Response to Clifton Gunderson’s Invesgt@empliance
Performance Audit

The following material is the State Board of Admsination Management’s response to the
Clifton Gunderson report titled, “Investment Conapice Performance Audit” dated March
31, 2008. We appreciate the professionalism exddtity Clifton Gunderson during the
course of this audit and would be happy to prowadg additional information.

CRITERIA 4

Recommendation Regarding Finding 4

The SBA should evaluate the liquidity requiremdntseach fund and should adopt investment
policies and strategies that align with these reeuients. For funds with investment strategies that
do not allow immediate liquidation or could resirtan investment loss if sold prior to maturity, we
recommend that the SBA consider modifying its iegigpolicies or request changes to existing
legislation to limit the ability of its investore thake withdrawals that would be inconsistent i
fund’s investment objectives.

In addition, due to the recent issues identifiedhimi the LGIP fund and the size and overall
complexity of the investments managed by the SBAeaommend the Board of Trustees revisit all of
the investment policies and guidelines to assesth&h the investments owned by the various funds
are in the best interest of the SBA and its paots/investors.

M anagement Response

Agreed. Management will review fund policies, invesnt policy guidelines and investment
management processes by June 30, 2008 to asseswitigte any material misalignment with
normal and stressed liquidity requirements. Managgnagrees to procure independent investment
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consulting services to begin a review of investnpalicies and guidelines by June 30, 2008 in order
to support the Trustees’ assessment of whethaentiestments owned by the various funds are in the
best interest of the SBA and its participants/ibmes With respect to the Florida Hurricane
Catastrophe Fund, the weighted average maturgoster during the hurricane season. Staff has also
provided draft legislation amending Chapter 21&rifla Statutes pertaining to the Florida Local
Government Investment Pool that would address tiigest of the recommendation. The draft
legislation is attached. See subsection (3) ahyl (1

In the absence of the proposed legislative changasagement will propose compensating policy
changes to the Trustees.

CRITERIAS

Recommendation Regarding Finding 5

Effective March 1, 2008 the SBA re-organized cartgb responsibilities to limit investment
personnel with authority to execute trades frono at®nitoring their own investment compliance. In
addition to the changes implemented March 1, 20@8,recommend the SBA consider creating a
separate “Compliance Department” and reassign persg with compliance responsibilities to this
department. We also recommend the SBA create anfiance Officer” position to oversee the
department. This individual should have directa’img responsibility to the Board of Trustees or
their designee and should be independent of theufive Office of the SBA. The “Compliance
Officer” should be a key member of the Executivendfgment team and would work closely with the
Executive Director.

M anagement Response

As noted, Management has previously segregatedtimemt compliance from the portfolio trading

function. Management agrees to additionally condactomprehensive review of the SBA’'s

compliance programs by an independent consultargview the balance of the recommendation. An
Invitation to Negotiate for the consulting serviagesexpected to be issued in mid April 2008. The
draft scope of services includes the following sfsk the consultant:

1. Perform a comprehensive review and analysis ofSta#e Board of Administration’s (SBA)
compliance programs to document and map the “curséate” as it applies to investment
management processes and middle- and back-offozegses.

2. ldentify material gaps between the design and implgation of the SBA’s compliance programs
and best practices for similar public sector andvgbe sector investment management
organizations, including the level and type of teses dedicated to compliance and segregation
of duties within the overall organizational design.

3. Perform a risk-based analysis to identify and reoemd where the SBA should prioritize efforts
and resources to improve its compliance program.

4. Evaluate alternative methods of sourcing automgpee-trade and post-trade investment
compliance systems and prepare a recommendatiadhg@BA’s consideration.

5. Prepare a recommended comprehensive complianceapnodesign solution and plan for SBA
implementation.

Recommendation Regarding Finding 6
a. To further strengthen the Investment Oversight Citteey individuals should be added
that are independent of the SBA. Members of thamitiee should include individuals
with significant investment experience and represéres of the participants/investors.
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In addition, this Committee should report the résulf their decisions to the Board of
Trustees or their designees.

b. The Investment Oversight Committee has recentin bestructured to remove certain
SBA personnel with investment execution authority fthe Committee. The Committee
should continue to only include members that do mmte job responsibilities that
conflict with the oversight responsibilities reqedrto serve on the Committee.

c. The SBA should maintain minutes of all Committeetimgs and these minutes should be
communicated to participants/investors of the fuadd be made available to the general
public.

d. The Board of Trustees should adopt a formal resmiuthat provides the Investment
Oversight Committee with the authority to determiiieether investments that no longer
meets the investment guidelines of the SBA shaoultihce to be owned by the funds or
should be liquidated.

e. The Board of Trustees should also clearly defing ather responsibilities of this
Committee and should require certain critical inwesnt decisions be approved by the
Board of Trustees. An example of this type ofasin would be the restructuring of
securities with defaulted issuers.

M anagement Response

With respect to Recommendation 6a., Management doéssupport the recommendation. The

Investment Oversight Group must be able to reagtwestment manager recommendations within 48
hours regarding securities downgraded below pueclgasdelines and outside representatives could
become investment fiduciaries under Florida Statute should be noted that there is already
significant independent oversight of the FloridaalbGovernment Investment Pool:

1. Under current Investment Policy Guidelines, an #tweent manager (i.e., Federated
Investors) external to the SBA makes day-to-dayfplis management decisions.

2. The Investment Oversight Group consists of thred @Biployees (i.e., Deputy Executive
Director, Senior Investment Officer of Fixed Inconamd Manager of Enterprise Risk
Management and Compliance) that are independetiiteoflay-to-day portfolio management
decisions. The Investment Oversight Group meetgimhpand on an as needed basis.

3. Standard & Poor’s provides independent weekly slianee of the Local Government
Investment Pool. In practice, the SBA and Federatedstors discuss any material changes
in credit ratings with Standard & Poor’s on a ptogchasis intra-week.

4. Wilshire Associates provides quarterly manager mooimg reviews of Federated Investors’
performance (i.e., risk and return) versus bencksnand peers.

Additional changes are contained in draft legiskatiamending Chapter 218, Florida Statutes
pertaining to the Florida Local Government InvesimBool (attached) which would address both
components of the Recommendation (i.e., indepermdeand communication of decisions).
Subsection (10) would require:

1. The SBA'’s Investment Advisory Council (“IAC”") wouldegularly review the investment
status and performance of the Local Governmentsinvent Fund (“trust fund”), including
credit quality, liquidity and cash flow, risk mareagent, investment policy guidelines,
compliance exceptions, and any other policies, gufaces, or activities that the IAC deems
relevant.

2. Before presenting the investment policy guidelioesany recommended changes thereto to
the Trustees for approval, the Executive Directiothe board would present such guidelines
or changes to the IAC for review.
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3. The IAC shall present the results of its reviewthe Trustees before the board's final
approval of the guidelines or any changes thereto.

4. A Pool Participant Advisory Council would regulargview the administration of the Local
Government Investment Pool and make recommendategerding such administration to
the Trustees.

In the absence of the proposed legislative charlgasagement will propose compensating policy
changes to the Trustees. Additionally, see alsoaieement to post minutes of the Investment
Oversight Group to the internet described below.

With respect to Recommendation 6b., Managementeagte continue the practices described in
Recommendation 3.

With respect to Recommendation 6c., Managementeagiehe SBA has been maintaining minutes
since December 2007, and as such, they are pudgdards. Minutes will begin to be posted to the
internet beginning in April for all prior and fugimeetings.

Recommendations 6d. and 6e. would be addresseteirretvised Investment Policy Guidelines
presented to the IAC and Trustees as describdiManagement response to Recommendation 2.

Recommendation Regarding Finding 7

We recommend the SBA commit additional resourcseteompliance function, as described above,
to ensure that all guidelines are met regarding ptetion of compliance procedures and reporting of
compliance issues to the Investment Oversight Ctigani

M anagement Response
Agreed. See also Management’'s response to Recoatiem 5 for details on Management's
agreement to conduct a comprehensive review o5B®'s compliance programs.

Recommendation Regarding Finding 8

The Board could benefit from the experience andedige of someone from the investment
community. We recommend that the SBA include @dimidual with investment advisory experience
on the Board.

We also recommend the Audit Committee be expanded irclude representatives of the
investor/participant groups of the various fund@ibe Office of Internal Audit should also be expahde
due to the complexity of the investments managekeb$BA and should include additional expertise
in alternative investments.

M anagement Response

Management will defer to the Legislature and theafoof Trustees regarding the recommended
changes to the Board of Trustees and Audit Comeniffbe Board of Trustees will address expanding
the Office of Internal Audit in the 2008-09 SBA lged request.
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Recommendation Regarding Finding 9

The SBA should develop specific criteria to monéond re-evaluate changes in investment ratings
and other relevant economic conditions for invesiismethat have been downgraded but not
liquidated. In the case of the LGIP and CAMPMM faintthe Investment Oversight Committee should
be responsible for initiating action with respea such securities. We also recommend the
formulation of a similar oversight group in the eaef the FRS and CAT fund. The basis for the
decision to either liquidate or continue to hold eavestment should be formally documented and
communicated to the applicable members of the SBABoard of Trustees as well as the

participants/investors.

M anagement Response

The Investment Oversight Group will regularly revieand evaluate the external investment
manager’s recommendations to hold or liquidate L&t CAMPMM securities downgraded below
the purchase guidelines. The basis for the decisiorither liquidate or continue to hold an
investment will be formally documented and commatéd as recommended. Management will
consider the potential role of an oversight gromphie case of the FRS and CAT fund within the
review of investment policies.

Recommendation Regarding Finding 10

Review of policies and guidelines should be perémrrand documented at least annually by the
appropriate members of Management. In additioreséh policies should be presented to, and
approved by, the Investment Oversight Committee.

M anagement Response

Management agrees to begin an annual review anehwgiprocess for all investment policies and
guidelines by June 30, 2008. Approval by the Inwestt Oversight Group will be provided consistent
with policy.

Recommendation Regarding Finding 11

We recommend the SBA begin mandating that all exitémvestment managers provide the SBA with
a SAS 70 Type Il report each year and that the &Ridew the report to ensure that no internal
control deficiencies exist. The SBA should alsoually monitor the user controls identified in the
report and ensure that it has such controls in pladf control deficiencies exist, we recommend the
SBA assess the risks of these findings on theiratipes and develop compensating controls as
deemed necessary.

M anagement Response

Management agrees to request that external investmenagers provide SAS 70 Type |l reports each
year, and will assess the risks, and potentialganitis, in those cases where investment managers do
not provide the requested report. Management \gth annually review the supplied reports, monitor
related user controls and assess risks associdtedantrol deficiencies.

Recommendation Regarding Finding 12

Although not required by current statute, we beadjeas a best practice, the SBA should obtain annual
independent audits for all of the funds.
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M anagement Response

For the funds for which the SBA prepares finanstatements (currently LGIP and CAMPFI), it will
obtain independent financial audits beginning vitib Fiscal Year ended June 30, 2008. We will
evaluate this recommendation for all other fundddtermine the resources required to implement.

Recommendation Regarding Finding 13

The Real Estate Department should develop a cemsistnd complete tracking system to ensure
adequate monitoring of external managers. Theseagexs are required to file periodic reports or
take specific actions as required in their contrabit addition to the changes recently implemerugd
Management, we also recommend the development masier control list to ensure that all
properties and property managers are included mnfonitoring process.

M anagement Response

Agreed. Management has already initiated changésetcompliance program that are being applied
to Real Estate. See also Management’'s responsedoninendation 5 for details on Management’'s
agreement to conduct a comprehensive review o5B®'s compliance programs.

Recommendation Regarding Finding 14
We recommend the SBA develop additional internatrobprocedures to ensure that the funds meet
all of the requirements outlined in each prospegisr to purchasing the investment.

M anagement Response

Agreed. Management has developed additional cisnitidhe investment underwriting and approval
process to ensure that the funds meet all of thhgirements outlined in each prospectus prior to
purchasing short-term investments, including legaiew as appropriate. Controls are implemented
through Federated Investors (i.e., for the Flotidaal Government Investment Pool) and internally
for other short-term portfolios.

Recommendation Regarding Finding 15

We recommend the Board of Trustees consider whetheagement'’s interpretation of the former
policy is correct. We also recommend the Boardrabiees consider whether further data collection
and analysis is warranted with respect to verifioat of broker/dealer assertions that certain
securities were “primary” or “secondary” issues. Waso recommend that for all future purchases
that management obtain confirmation from the brédkesler to determine whether securities are
considered “primary” or “secondary” prior to purchse.

M anagement Response

While the first and second components of the recentation are offered to the Trustees,
Management would be happy to provide analysis ef fdrmer policy and compliance therewith.
Management further concurs that the SBA shouldiolaanfirmation from the broker-dealer prior to
purchase that all such securities are being soldprimary offerings and will retain such

documentation.
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Recommendation Regarding Finding 16

We recommend the SBA enhance its compliance miogittr complete all reviews in the mandated
timelines and report all compliance exceptionstte tnvestment Oversight Committee in a timely
manner.

M anagement Response

Agreed. Management has already initiated chargestance the compliance program and improve
timeliness. See also Management’'s response to Reendation 5 for details on Management'’s
agreement to conduct a comprehensive review o5B®'s compliance programs.

Recommendation Regarding Finding 17

In order to streamline the process and to mininize likelihood of potential human error by
maintaining a manual control process we recommdrel $BA correct the system error to help
strengthen controls in this area.

M anagement Response

Agreed. Management has already initiated the que change the system error. See also
Management’'s response to Recommendation 5 forlsletaiManagement’s agreement to conduct a
comprehensive review of the SBA’'s compliance proga

Recommendation Regarding Finding 18
The SBA needs to enhance their daily monitoringhefe activities and assess their internal
resources/procedures to meet the reporting deasllioghe Investment Oversight Committee.

M anagement Response

Agreed. Management has already initiated chargeshance the compliance program and improve
timeliness. See also Management’'s response to Reeodation 5 for details on Management’'s
agreement to conduct a comprehensive review o5B®'s compliance programs.

Recommendation Regarding Finding 19

We recommend the SBA more formally document desidio hold securities that do not meet
compliance guidelines whether they be assets wamsf into SBA's management or purchased
subsequent.

M anagement Response
Agreed.

Recommendation Regarding Finding 20

We recommend the SBA assess whether they haveatslexjaffing to complete all compliance
reviews within the established timelines and takg eorrective actions necessary to ensure future
compliance.

In addition, we recommend the CAT fund begin répgrtompliance exceptions to the Investment
Oversight Committee.
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M anagement Response

Management has already initiated changes to enh#meecompliance program and improve
timeliness. With respect to both components ofrftmmmendation, see Management’s response to
Recommendation 5 for details on Management’s ageaéto conduct a comprehensive review of the
SBA'’s compliance programs.

Recommendation Regarding Finding 21

Based on the number of exceptions noted, the SB#otisonsistently monitoring performance
exposure limits and does not calculate the variabegveen amortized cost and market value on a
daily basis. We recommend the SBA begin perforthiese calculations and assessments on a daily
basis to meet the investment guidelines.

M anagement Response

Agreed. Management has already initiated charmestance the compliance program and improve
timeliness. See also Management’'s response tonieeadation 1 for details on Management’s
agreement to conduct a comprehensive review o5B®'s compliance programs.

Recommendation Regarding Finding 22
We recommend the SBA develop internal control phaess to prevent the use of unapproved
broker/dealers.

M anagement Response
Agreed. Management has already initiated policyngka to enhance internal controls related to the
use of broker/dealers.

CRITERIA 7

Recommendation Regarding Finding 23

We recommend the Board of Trustees assign resplitysibr communication of compliance matters
and related investment decisions and develop adbpuolicy that outlines the timelines of when
information is made available and monitoring proaess to ensure SBA personnel comply with all
guidelines.

M anagement Response

Agreed. Management is currently interviewing caatkd for a dedicated communications/public
affairs position and has, in the interim, utilizad outside public relations firm to assist in sdakies.
Staff also provided draft legislation amending Gka218, Florida Statutes pertaining to the Florida
Local Government Investment Pool that would addtbss subject of Recommendation 1. Upon
passage of the legislation, specific internal peticand procedures will be developed. The draft
legislation amending Chapter 218, Florida Statwgpscifically requires the following which are
pertinent to general communications, communicatimgstment decisions, external review and
compliance exceptions. The draft legislation tacted. See subsections (1),(b),(9) and (10).

Attachment 1 — Draft Senate Bill Language
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CS for SB 2422 First Engrossed

20082422el

1 A bill to be entitled

2 An act relating to local government finance; amending s.

3 215.441, F.S.; providing that the appointment of the

4 executive director of the State Board of Administration be
5 confirmed by the Senate and approved by a majority vote of
6 the trustees of the board; amending s. 215.442, F.S.;

7 requiring the executive director of the State Board of

8 Administration to present the trustees with additional

9 information; providing that the executive director is a

10 state officer and subject to financial disclosure

11 requirements; amending s. 218.401, F.S.; clarifying

12 purpose and intent; amending s. 218.403, F.S.; defining

13 the terms "board" and "trustees" for purposes of the

14 Investment of Local Government Surplus Funds Act; amending
15 s. 218.405, F.S.; providing for the administration of the
16 Local Government Surplus Funds Trust Fund; providing

17 duties of Trustees of the State Board of Administration;
18 amending s. 218.407, F.S.; requiring that the board

19 provide a unit of local government with certain
20 information before such unit makes a determination that it
21 is in the best interest of the local government unit to
22 deposit surplus funds in the trust fund; requiring the
23 filing of a resolution upon such determination; requiring
24 that the resolution contain certain information; requiring
25 that the board invest the moneys in the trust fund in a
26 certain manner; amending s. 218.409, F.S.; providing
277 duties of the board with regard to the administration of
28 the trust fund; providing for the establishment of a
29 reserve account; requiring monthly allocations to the
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CS for SB 2422 First Engrossed

20082422el
30 reserve account; limiting the amount of monthly
31 allocations; requiring that the board report annually to
32 every participant having a beneficial interest in the
33 trust fund; providing for the preparation of the report;
34 providing that such report is subject to independent
35 financial audit; requiring that the board provide a
36 monthly statement to beneficiaries; requiring that such
37 statement contain certain information; requiring that the
38 Investment Advisory Council assist the board in investing
39 moneys held in the trust fund; providing duties of the
40 council; creating the Pool Participant Advisory Council;
41 providing purposes for the council; providing for
42 membership and composition of the council; requiring that
43 the executive director of the State Board of
44 Administration consider appropriate action and advise the
45 trustees accordingly under certain circumstances;
46 providing duties of the trustees under such circumstances;
47 authorizing the trustees to perform certain actions for
48 the purpose of ensuring the proper exercise of fiduciary
49 responsibility; authorizing the trustees to place assets
50 of the trust fund into a ligquidating account; providing
51 for the maintenance and administration of such liquidating
52 accounts; providing powers and duties of trustees with
53 regard to assets in a liquidating account; providing for
54 distribution of cash received from income or ligquidation
55 of assets held in a liquidating account; requiring the
56 audit of such accounts; authorizing certain reasonable
57 expenses to be charged to a liquidating account; excluding
58 certain information related to assets held in liquidating
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accounts from certain statements; requiring that separate
statements be issued for such information; providing for
the transfer of reserves held in a liquidating account;
requiring that the status of such accounts be reported
regularly to the trustees, participants in the fund, the
Investment Advisory Council, and the Pool Participant

Advisory Council; providing an effective date.

Be It Enacted by the Legislature of the State of Florida:

Section 1. Section 215.441, Florida Statutes, is amended to
read:

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 confirmation by the

Senate and £he 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.

Section 2. Subsection (1) of section 215.442, Florida
Statutes, i1s amended, and subsection (4) is added to that
section, to read:

215.442 Executive director; reporting requirements; public
meeting.--

(1) Beginning October 2007 and quarterly thereafter, the
executive 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
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Administration has invested for the quarter.
(b) The industry category of each equity.

(c) Mortgage securities or debt that represent

participation in or are collateralized by mortgage loans secured

by real property or debt issued, including the letter and

numerical ratings provided by nationally recognized statistical

rating organizations for each security.

(d) A reporting of which securities have moved inside and

outside of investment grade.

(4) The executive director is a state officer and is

subject to s. 112.3145.

Section 3. Section 218.401, Florida Statutes, is amended to
read:

218.401 Purpose.--It is the intent of this part to promote,
through state assistance, the maximization of net interest
earnings on invested surplus funds of local units of government,

based on the principles of safety and liquidity, with the goal of

thereby reducing the need for imposing additional taxes.

Section 4. Section 218.403, Florida Statutes, is amended to
read:

218.403 Definitions.--The following words or terms, when
used in this part, shall have the following meanings:

"Board" means the State Board of Administration.

(1)

(2)4+3> "Chief financial officer" means the mayor, manager,
administrator, clerk, comptroller, treasurer, director of
finance, or other local government official, regardless of the
title of his or her office, charged with administering the fiscal
affairs of a unit of local government.

(3)42 "Current expenses" means expenses to meet known cash
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needs and anticipated cash-flow requirements for the short term.

(4)+43> "Governing body" means the body or board in which
the legislative power of a unit of local government is vested.

(5)+4> "Short term" means a maximum of 6 months of
operation.

(6)+45> "Surplus funds" means any funds in any general or
special account or fund of a unit of local government, or funds
held by an independent trustee on behalf of a unit of local
government, which in reasonable contemplation will not be
immediately needed for the purposes intended.

(7)46> "Trust fund" means the pooled investment fund

created by s. 218.405 and known as the Local Government Surplus

Funds Trust Fund. The term does not include a liquidating account

created under s. 218.4009.

(8) "Trustees" means the Trustees of the State Board of

Administration.

(9)4#H "Unit of local government" means any governmental
entity within the state not part of state government and shall
include, but not be limited to, the following and the officers
thereof: any county, municipality, school district, special
district, clerk of the circuit court, sheriff, property
appraiser, tax collector, supervisor of elections, authority,
board, public corporations, or any other political subdivision of
the state.

Section 5. Section 218.405, Florida Statutes, is amended to
read:

218.405 Local Government Surplus Funds Trust Fund;
creation.--

(1) There is hereby created a Local Government Surplus
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Funds Trust Fund to be administered directly by the board or

through a professional money management firm selected by the

State board, efAdministration—and—te—Pbe composed of local
government surplus funds deposited therein by units of local
government under the procedures established in this part.

(2) The trustees shall annually certify to the Joint

Legislative Auditing Committee that the trust fund is in

compliance with the requirements of this part and that the

trustees have conducted a review of the trust fund and determined

that the management of the trust fund is in accord with best-

investment practices.

(3) The board may adopt rules to administer £he—PpProvisSions
of this section.

Section 6. Section 218.407, Florida Statutes, is amended to
read:

218.407 Local government investment authority.--

(1) Before any determination by the governing body that it

is in the interest of the unit of local government to deposit

surplus funds in the trust fund, the board must provide to the

governing body enrollment materials, including a trust fund

profile containing impartial educational information describing

the administration and investment policy of the trust fund

including, but not limited to:

(a) Rights and conditions of participation, including

potential restrictions on withdrawals.

(b) Historical performance, investment holdings, credit

quality, and average maturity of the trust fund investments.

(c) Applicable administrative rules.

(d) Rate-determination processes for any deposit or

Page 6 of 14

CODING: Words stxriekern are deletions; words underlined are additions.




175
176
177
178
179
180
181
182
183
184
185
186
187
188
189
190
191
192
193
194
195
196
197
198
199
200
201
202
203

CS for SB 2422 First Engrossed

20082422l

withdrawal.

(e) Any fees, charges, penalties, and deductions that apply

to the account.

(f) The most recently published financial statements or

independent audit, if available, prepared according to generally

accepted accounting principles.

(g) The disclosure statement for signature by the

appropriate local government official.

(2) Upon review of the enrollment materials and

determination by the governing body that it is in the interest of
the unit of local government to deposit surplus funds in the

trust fund, a resolution by the governing body and the signed

acceptance of the disclosure statement by the local government

official designated in the resolution, who may be the chief

financial or administrative officer of the local government,

shall be filed with the State Board of Administration authorizing
investment of its surplus funds in the trust fund established by
this part. The resolution shall name:

(a) The local government official, who may be the chief
financial or administrative officer of the local government who

is responsible for deposit and withdrawal of such funds.—e¥

(b) An independent trustee holding funds on behalf of the

unit of local government who is+

responsible for deposit and withdrawal of such funds.

(c) The source and use of the funds to be invested in the

trust fund and the schedule of distribution, if known.

(3)42)> The State board efAdministratien shall, upon the

filing of the resolution, invest the moneys in the trust fund in
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the same manner and subject to the same restrictions as are set

forth in s. 215.47. Exeept—whenr avtheorized by —the boards All

units of local government which qualify to be participants in the

Local Government Surplus Funds Trust Fund shall afterJanvary 5

19882 —wiltt—nermatty have surplus funds deposited into a pooled
investment account.

(4)43> The provisions of this part shall not impair the
power of a unit of local government to hold funds in deposit
accounts with banking or savings institutions or to invest funds
as otherwise authorized by law.

Section 7. Section 218.409, Florida Statutes, is amended to
read:

218.409 Administration of the trust fund.--

(1) Upon receipt of the resolution from the local governing
body, the State Board of Administration shall accept all wire
transfers of funds into the trust fund. The State Board of
Administration shall also wire-transfer invested local government
funds to the local government upon request of the local
government official named in the resolution.

(2) The State Board of Administration shall administer the
investment trust funds on behalf of the participants and shall
have the power to invest such funds. A fee may be charged on any
transaction that is not in accord with the close of business as
set by the board.

(3) The State Board of Administration may purchase such

surety or other bonds or borrow funds from others that may be

secured by the assets held in such trust fund, and give and renew

notes for such borrowed funds as may be necessary for—its

effieiats in order to protect the trust fund. A reserve account
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shall fund-may be established and maintained through deductions

from pooled investment earnings in order to protect the trust

fund from credit-related losses in investments or declare one-

time dividends to be allocated to participants on an equitable

basis. Regular monthly allocations to the reserve fund may not

exceed, on an annualized basis, one-tenth of 1 percent of the

trust fund's investments until the reserve fund equals 1 percent

of investments. However, other allocations to the reserve fund

may be declared by the trustees of the State Board of

Administration. Any use of the reserve fund must be authorized by

Hh
at

217 haco 1
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the trustees +o—Ffw
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parErerpants—3n—the—trust—Fund- The board shall mey—atse purchase

investments for a pooled investment account in which all
participants may share pro rata, as determined by rule of the
board, in the capital gain, income, or losses, subject to any
penalties for early withdrawal. The board shall determine the
rate of return for the pooled investment account. A system may be
developed by the board to keep current account balance
information and to apportion pooled investment earnings back to
individual accounts.

(5) The State Board of Administration shall keep a separate
account, designated by name and number of each participating
local government. A maximum number of accounts allowed for each
participant may be established by the board. Individual
transactions and totals of all investments, or the share
belonging to each participant, shall be recorded in the accounts.

(6) The State Board of Administration shall report annually

for the period ending June 30 semiannuvaltyeor—uwpeon—reguest to
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every participant having a beneficial interest in the trust fund.

The report shall be prepared in accordance with generally

accepted accounting principals sheow—the—echanges—ininvestments
made—during—the preceding peried. Such Fhe report shall be

subject to annual independent external financial audit delineates
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thereon. The State Board of Administration shall furnish upon
request the details of an investment transaction to any

participant. The board shall provide to each participant a

monthly statement accounting for the contributions made on behalf

of such participant, the interest and investment earnings

thereon, the value of the account, and any fees, penalties, or

other deductions applying thereto. The board shall make available

ongoing multimedia educational materials and communications

detailing historical performance, investment holdings, amortized

cost and market value of the trust fund, credit quality, and

average maturity of the trust fund investments. Additionat

(7) Costs incurred in carrying out the provisions of this

part shall be deducted from the interest earnings accruing to the
trust fund. Such deductions shall be prorated among the
participant local governments in the percentage that each
participant's deposits bear to the total trust fund.

(8) (a)

every account constituting the trust fund shall be subject to

The principal, and any part thereof, of each and
payment at any time from the moneys in the fund or as otherwise

provided in this section by agreementbetween—the State Beoardof

Page 10 of 14

words underlined are additions.




291
292
293
294
295
296
297
298
299
300
301
302
303
304
305
306
307
308
309
310
311
312
313
314
315
316
317
318
319

CS for SB 2422 First Engrossed

20082422l

nd 1 T P R
L IA - L1V uk—_LLL\_j AL L0 o

(b) An order or warrant may not be issued upon any account
for a larger amount than the share of the particular account to
which it applies; and if such order or warrant is issued, the
responsible official shall be personally liable under his or her
bond for the entire overdraft resulting from the payment if made.

(9) The Investment Advisory Council, as created pursuant to

s. 215.444, shall assist the board in investing moneys held in

the trust fund. The council shall regularly review the investment

status and performance of the trust fund, including credit

quality, liquidity and cash flow, risk management, investment

policy guidelines, compliance exceptions, and any other policies,

procedures, or activities that the council deems relevant. Before

presenting the investment policy guidelines or any recommended

changes thereto to the Trustees of the State Board of

Administration for approval, the executive director of the board

shall present such guidelines or changes to the council for

review. The council shall present the results of its review to

the trustees before the board's final approval of the guidelines

or any changes thereto.

(10) There is created a six-member Pool Participant

Advisory Council for the purposes of regularly reviewing the

administration of the trust fund and making recommendations

regarding such administration to the trustees. The members of the

council shall be appointed by the board and subject to

confirmation by the Senate. Members must possess special

knowledge, experience, and familiarity obtained through active,

long-standing, and material participation in the dealings of the

trust fund. Each member shall serve a 4-year term. Any vacancy

Page 11 of 14

CODING: Words stxriekern are deletions; words underlined are additions.




320
321
322
323
324
325
326
327
328
329
330
331
332
333
334
335
336
337
338
339
340
341
342
343
344
345
346
347
348

CS for SB 2422 First Engrossed

20082422l

shall be filled for the remainder of the unexpired term. The

council shall annually elect a chair and vice chair from within

its membership. A member may not serve consecutive terms as chair

or vice chair.

(11) If at the close of any 2 consecutive business days the

ratio of the trust fund's market value to amortized cost is below

.995 or above 1.005, or during a major market disruption causing

a suspension of trading, or if liquidity is impaired, the

executive director of the board shall promptly consider what

action, 1f any, shall be initiated, and advise the trustees of

the State Board of Administration accordingly. If the trustees

believe the extent of any deviation from the trust fund's

amortized cost price per share may result in material dilution or

other unfair results to participants, the trustees shall take

such action as they deem appropriate to eliminate or reduce, to

the extent reasonably practicable, such dilution or unfair

results. In order to ensure the proper exercise of fiduciary

responsibility, the trustees may:

(a) Limit contributions to the trust fund or withdrawals

from the trust fund;

(b) Impose early redemption fees; and

(c) Create a liquidating account under subsection (12).

(12) At any time and at their discretion, the trustees may

segregate and place any assets of the trust fund, including any

reserve fund proceeds established in the trust fund, in a

liquidating account to be held and disposed of in accordance with

this subsection.

(a) FEach ligquidating account established by the segregation

of an asset of the trust fund pursuant to this paragraph shall be
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maintained and administered solely for the benefit of, and the

proceeds thereof shall be distributed ratably to, all

participants in the trust fund at the time such assets are set

apart in such liquidating account, except as set forth below with

respect to reserves. The trustees shall have, with respect to any

such assets held in any such liquidating account or any

investment received in exchange for such assets, the same power

and authority as set forth in this section. The trustees shall

liquidate the investments held in any liquidating account if such

liquidation is in the best interests of the participants.

(b) Additional money or future interest earnings from the

trust fund may not be invested in a liquidating account.

(c) Distributions of cash received from income or

liquidation of any asset held in a liquidating account shall be

made at such intervals as the trustees deem appropriate, but not

less frequently than monthly. All such distributions as of any

one time shall be made ratably and on the same basis among the

participants' beneficial interest in such liquidating account.

(d) FEach liquidating account shall be audited in the manner

provided in subsection (6).

(e) All reasonable expenses incurred in the administration

of a liquidating account which would be chargeable to the

respective trust fund from which the asset held in such

liquidating account was segregated if incurred in the

administration of such trust fund may be charged to such

liquidating account.

(f) For the purpose of deposits to and withdrawals from the

trust fund, as well as determining the value of the units of the

trust fund and the income, gains, or losses of the trust fund
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allocated among participants pursuant to this section, the wvalue,

income, gains, or losses of any assets held in any liquidating

account shall be excluded, and separate financial statements

shall be prepared to reflect such for purposes of state and local

government financial reporting. Any reserves held in a

liquidating account may be transferred by the trustees at their

sole discretion back to the trust fund from which the assets were

originally segregated, to the extent that participants are

returned their original principal amount in the liquidating

account as such amount existed at the time of segregation.

Regular reports regarding the status of a liquidating account

shall be provided to the trustees, participants, Investment

Advisory Council, and Pool Participant Advisory Council.

Section 8. This act shall take effect upon becoming a law.
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EXHIBIT | (1 OF 16)

Axon Securities in the Citizens Property Insurance Corporation (Citizens) Fund

10/23/07
11/21/2007

Security out of compliance with Fitch:

SBA guidelines related specifically 10/23/2007 :

To quality rating. Moody's Downgrade to
D

Downgrades Axon

Total Exposure: $225 Million
to Not Prime

10/10/2007

Fitch: Downgrades
to F-1

11/27/2007

10/30/2007 S&P:
7/27/2007 S&P Downgrade to
Purchased Downgrades Axon D
$225 Million Atlantic to A-2
Par Value
maturing on
4/25/08 from
JPMorgan 10/31/07
Senior Note Holders, including SBA,
g begin a series of conference calls
AUQ o to discuss preserving collateral and
for orderly controlled liquidation
Ratings 9/13/2007 - 9/17/2007
At Purchase Fitch, S&P & Moody’s place
Axon on Downgrade “Watch”™
Moody’s: P-1
S&P: A-1+

Fitch: F-1+
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EXHIBIT | (2 OF 16)
Countrywide in the Citizens Property Insurance Corp (Citizens) Fund

12/19/2007

7/2 Purchase
matures at full
value ($1 Million)

08/16/07

Security out of compliance with
SBA guidelines related specifically
to quality rating.

Total Exposure: $15 Million

8/16/2007
Moody’s
Downgrades Countrywide
to Baa1; Fitch downgrades
to BBB+; All three rating
agencies place on

Downgrade “Watch”
10/26/2007

S&P
Downgrades
To A-

Ratings
At Purchase
Moody’s: A2e

S&P: A
Fitch: A+

7/2/2007

Purchased $15 Million
par value
maturing as follows:
$1 Million on 12/19/07
$5 Million on 5/5/08 &
$9 Million on 3/24/09
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EXHIBIT | (3 OF 16)

KKR Atlantic in the Citizens Property Insurance Corp (Citizens) Fund

10/24/07

Security out of compliance with
SBA guidelines related specifically 10/24/2007
to quality rating. S&P
- Downgrades KKR
Total Exposure: $222 Million .
P Atlantic to A-2

10/8/2007
Fitch: Downgrades

8/14/2007 - 8/15/2007 to a D Rating

S&P & Moody’s place
KKR on Downgrade “Watch™;
Fitch: Downgrade to B

8/27/2007
Fitch:
Jiaces o 10/29/2007
8/2/2007 ‘3&”%“’; de Moody’s
Purchqs_ed ate Downgrades KKR
$27 Million Atlantic to Not Prime
Par \_/alue Sep-07
maturing on
8/28/07 from
Credit Suisse
8/21/07 10/15/2007
Aug-07 Senior Note Holders, including SBA, Restructuring pegotiations
begin a series of conference calls extend maturity dates to
to discuss preserving collateral and 2/15/08 & 3/13/08.
Ratings at for orderly controlled liquidation
Purchases Seven forbearance agreements are
executed with the last expiring 10/15/07.
Moody’s: P-1
8P A+ 8/8/2007
Fitch: F-1+

Purchased $195
Million maturing 8/28/07
from Credit Suisse
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KKR Pacific in the Citizens Property Insurance Corporation (Citizens) Fund

10/24/2007
8/21/07 P
Senior Note Holders, including SBA, Downgrades KKR
begin a series of conference calls Pacific to A-1

to discuss preserving collateral and
for orderly controlled liquidation

Seven forbearance agreements are

executed with the last expiring 10/15/07. 10/2/2007

Fitch: Downgrades
to a D Rating

8/14/2007 - 8/15/2007
S&P & Moody’s place
KKR on Downgrade “Watch™;
Fitch: Downgrade to B

10/29/07

Security out of compliance with

10/29/2007 SBA guidelines related specifically
7/26/2007 Moody’s to quality rating.
Purchased $82 Million Downgrades KKR Total Exposure: $112 Million
par value Pacific to Not Prime
maturing on Sep-07
8/23/07 from %
JPMorgan R
BN 10/15/2007
Restructuring negotiations
Aug-07 extend maturity dates to
2/15/08 & 3/13/08.
Ratings
At Purchase
Purchased
P A 8/3/2007 830 Miion
DA+ d
e par value maturing
9/5/07 from

Lehman Brothers
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EXHIBIT | (5 OF 16)

Ottimo Securities in the Citizens Property Insurance Corporation (Citizens) Fund

10/17/2007
Moody’s
11/9/2007
Downgrades Ottimo S&p-
to Not Prime )
Downgrades to
D
8/13/07
Senior Note Holders, including SBA, 10/3/20_07
begin a series of conference calls S&p:
to discuss preserving collateral and Downgrades to
for orderly controlled liquidation. 8/30/2007 B
Seven forbearance agreements Downgraded to
were executed with the last one A-2 by S&P.
expiring October 16, 2007.
12/12/2007
8/1/2007 Downgraded to
Purchased No';cARaéeg by
$18 Million 10/26/2007 cody's
Maturing 8/14/07 S&P
From JPMorgan Sep-07 Downgrades to
NS C
N 10/17/07
Aug-07 >
ug-0 o Notice of Public Sale related to
V Collateral.
Ratings e
At Purchase " 8/14/2007 - 8/15/2007 11/2/2007
S&P & Moody’s place Settlement and
Moody'’s: P-1 KKR on Downgrade “Watch™; foreclosure sale
< S&P: A-1+ Fitch: Downgrade to B under UCC to
eliminate
219/2007 8/30/07 subordinate note
. , . holders was
T Security out of compliance with
Purchased $3j| Million SBA guidelines related specifically effectuated
Par value maturing 8/9/07 To quality rating.

From Lehman Brothers
Total exposure: $49 Million
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Countrywide in the Commingled Asset Management Program - Money Market CAMPMM

Ratings
At Purchase
Moody’s: A2e

S&P: A
Fitch: A

Jan-07

08/16/07

Security out of compliance with
SBA guidelines related specifically
to quality rating.
8/16/2007
Moody’s
Downgrades Countrywide
to Baa1; Fitch downgrades
to BBB+; All three rating
agencies place on
Downgrade “Watch”

Total Exposure: $10 Million

8/22/07

Written notification in the form of
Jun-07 an email was sent to IOC members
notifying them of the downgrade

May-07

Apr-07

Mar-07

Feb-07

Purchased $10 Million par
value Countrywide Financial
Corp maturing 2/28/08

2/28/2007

10/26/2007
S&P
Downgrades

To A-

10/24/07

The IOC met and approved the
recommendation to hold Countrywide
until full payment of Principal and interest
could be realized
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KKR Atlantic in the Commingled Asset Management Program - Money Market CAMPMM

Note:

Per review of Offering Documents,
these notes were 144A securities.
CAMPMM was restricted from holding
144A securities at the time of

purchase.

7/23/2007
Purchased
$20 Million
par value
maturing on

8/23/07 fron
Lehman Brothers

10/24/07

Security out of compliance with
SBA guidelines related specifically
to quality rating.

10/24/2007
S&P
Downgrades KKR
Atlantic to A-2

Total Exposure: $20 Million

10/8/2007
Fitch: Downgrades
to a D Rating

8/27/2007
Fitch:
Downgrade
Oct-07
“Watch”
Sep-07
8/21/07
Senior Note Holders, including SBA,
~ begin a series of conference calls
Aug-07 to discuss preserving collateral and
for orderly controlled liquidation
Ratings

Seven forbearance agreements are

At Purchase

Moody’s: P-1
S A+ 8/14/2007 - 8/15/2007
Fitch: F-1+ S&P & Moody’s place

KKR on Downgrade “Watch”;
Fitch: Downgrade to B

executed with the last expiring 10/15/07.

10/31/07

The 10C met and approved the
recommendation to hold KKR
Atlantic until full payment of
principal and interest could be
realized

10/29/07

Written notification in the form of

an email was sent to IOC members
notifying them of the downgrade and
compliance violation.

10/29/2007
Moody’s
Downgrades KKR
Atlantic to Not Prime

10/15/2007
Restructuring negotiations
extend maturity dates to
2/15/08 & 3/13/08.
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EXHIBIT | (8 OF 16)

KKR Pacific in the Commingled Asset Management Program - Money Market CAMPMM

10/29/07 10/31/07
Security out of compliance with The 10C met and approved the
SBA guidelines related specifically 10/24/2007 recommendation to hold KKR
to quality rating. S&P Pacific until full payment of

principal and interest could be
Downgrades KKR realized

Total Exposure: $20 Million 7
Pacific to A-1

10/2/2007
Fitch: Downgrades
Note: to a D Rating

Per review of Offering Documents,
these notes were 144A securities.
CAMPMM was restricted from holding
144A securities at the time of

purchase.
10/29/2007
8/2/2007 Moody's 10/29/07
Purchased $20 Mi”ion Downgrades KKR Written notification in the form of
Par Value maturing on Pacific to Not Prime  an email was sent to IOC members
9/5/07 from Lehman Brothers Sep-07 notifying them of the downgrade and

compliance violation.

8/21/07
Senior Note Holders, including SBA, 10/_1 5/2007 L
begin a series of conference calls Restructuring negotiations
Aug-07 to discuss preserving collateral and extend maturity dates to
for orderly controlled liquidation 2/15/08 & 3/13/08.
Seven forbearance agreements are
- executed with the last expiring 10/15/07.
Ratings

At Purchase
8/14/2007 - 8/15/2007

Moody's: P-1 S&P & Moody’s place
SoRERAcE KKR on Downgrade “Watch”’;
Fitch: F-1+

Fitch: Downgrade to B
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EXHIBIT | (9 OF 16)

Countrywide in the Hurricane Catastrophe (CAT) Fund

08/16/07

Security out of compliance with
SBA guidelines related specifically
to quality rating.

Aug 16, 2007
Moody’s
Downgrades Countrywide
to Baa1; Fitch downgrades
to BBB+; All three rating
agencies place on
Downgrade “Watch”

Total Exposure: $30 Million

Oct 26, 2007
S&P

Downgrades
To A-

Jun 2007

May 2007

RatingS Apr 2007

At Purchase

Moody’s: A2e
S&P: A

Fitch: A+ Feb 2007

Mar 2007

Jan 2007

Purchased $30 million par
Value Countrywide Financial
Corp $10 million
maturing 6/18/08 and
$20 million maturing 1/5/09

Dec 18, 2006
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EXHIBIT | (10

KKR Atlantic in the Hurricane Catastrophe (CAT) Fund

10/24/07

Security out of compliance with
SBA guidelines related specifically

Note: To quality rating.
Per review of Offering Documents, , 10/8/2007 Total Exposure: $70 Million
these notes were 144A securities. Fitch: Downgrades
CAT was restricted from holding to a D Rating
144A securities at the time of 10/24/2007
purchase. S&P

Downgrades KKR Dec-07

Atlantic to A-2

Purchased $26 Million
par value maturing Nov-07

8/28/07 from 8/21/07

Credit Suisse
Senior Note Holders, including SBA,

8/8/2007 begin a series of conference calls

to discuss preserving collateral and
for orderly controlled liquidation

Seven forbearance agreements are Oct-07
executed with the last expiring 10/15/07.
10/29/2007
Moody’s
Downgrades KKR
7127/2007 Atlantic to Not Prime
Purchased
$44 Million Fitch:
Par Value Places on
maturing on Downgrade
8/27/07 from “Watch”
Lehman Brothers Aug-07
\ 8/27/2007 10/15/2007
. Restructuring negotiations
Ratings extend maturity dates to
At Purchase 2/15/08 & 3/13/08.
Moody's: P-1 8/14/2007 - 8/15/2007
S&P: A1+ S&P & Moody’s place
Fitch: F-1+ KKR on Downgrade “Watch”;

Fitch: Downgrade to B

OF 16)
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KKR Pacific in the Hurricane Catastrophe (CAT) Fund

10/29/07

Security out of compliance with 10/24/2007

SBA guidelines related specifically

To quality rating. S&pP

Downgrades KKR
Total Exposure: $50 Million Pacific to A-2
10/2/2007
Note: Fitch: Downgrades
to a D Rating
Per review of Offering Documents,
these notes were 144A securities.
CAT was restricted from holding
144A securities at the time of
purchase.
Oct-07
10/29/2007
8/3/2007 Moody’s
Purchased $50 Million Downgrades KKR
Par Value maturing on Pacific to Not Prime
9/5/07 from Lehman Brothers Sep-07
8/21/07
10/15/2007
Senior Note Holders, including SBA, Restructuring negotiations

begin a series of conference calls tend turity dates t
to discuss preserving collateral and extend maturity dates 10

Aug-07 for orderly controlled liquidation 2/15/08 & 3/13/08.
Seven forbearance agreements are
executed with the last expiring 10/15/07.

Ratings
At Purchase 8/14/2007 - 8/15/2007
Moody’s: P-1 S&P & Moody’s place
S&P: A-1+ KKR on Downgrade “Watch”;

Fitch: F-1+ Fitch: Downgrade to B
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EXHIBIT | (12 OF 16)

Axon Securities in the Local Government Investment Pool

10/23/07
10/24/07
Security out of compliance with —
SBA guidelines related specifically 10/23/2007 The IOC met and approved the
To quality rating. , recommendation to hold Axon
Y 9 Moody’s until full payment of principal
Total Exposure: $175 Million Downgrades Axon and interest could be realized
to ‘Not Prime’
Fitch: Downgrade to F3
10/10/2007 Dec-07
Fitch: Downgrade ec-
Note: to F-1
Per review of Offering Documents,
purchaser is required to be a qualified L
institutional buyer and a qualified
purchaser. LGIP did not meet these Nov-07
qualifications at the time of purchase.
Oct-07 11/27/2007
7/27/2007 © N 10/3072007 S&P:
Purchased S&P: Downgraded to D
$175 Million Downgrade to A-2
Par Value Sep-07
maturing on \
4/25/08 from 10/25/07
JPMorgan 10/31/07
Written notification in the form of
an email was sent to I0C members Senior note holders, including SBA,
. tifving th f the d d begin a series of conference calls
AUQ 07 notilying fhem ot the downgrace to discuss preserving collateral and
. for orderly controlled liquidation
Ratings 9/13/2007 - 9/17/2007
At Purchase Fitch, S&P & Moody’s:
Moody's: P-1 Downgrade “Watch™;
S&P: A-1+

Fitch: F-1+


mcde7268
Text Box
EXHIBIT I (12 OF 16)


Countrywide in the Local Government Investment Pool - LGIP

Prior to 12/1/06

Purchased $80 Million
of Countrywide securities

Jan-07

Ratings
At Purchase
Moody’s: A2e

S&P: A
Fitch: A+

08/16/07

Security out of compliance with
SBA guidelines related specifically
to quality rating.

Total Exposure: $80 Million

May-07

Apr-07

10/31/2007

Countrywide securities
mature at full par
value ($80 Million)

8/16/2007
Moody’s
Downgrades to Baa1;
Fitch downgrades
To BBB+; All three rating
agencies place on
Downgrade “Watch”

Oct-07
Sep-07

Aug-07

Jul-07

8/22/07

Written notification in the form of

an email was sent to IOC members
notifying them of the downgrade and
noncompliance.

EXHIBIT | (13 OF 16)

Dec-07

Nov-07

10/26/2007
S&P
Downgrade
To A-

10/24/07

The 10C met and approved the
recommendation to hold Countrywide
until full payment of principal and interest
could be realized


mcde7268
Text Box
EXHIBIT I (13 OF 16)


EXHIBIT | (14 OF 16)
KKR Atlantic in the Local Government Investment Pool - LGIP

10/24/07

10/31/07
Security out of compliance with N
= - The 10C met and approved the
t?)Bcﬁnglijtljfggﬁg S peccaly 10/24/2007 recommendation to hold KKR
‘ S&P Atlantic until full payment of
Total Exposure: $200 Million Downgrades KKR principal and interest could be

Atlantic to A-2 realized

10/8/2007
Note: Fitch: Downgrades
Per review of Offering Documents, toab Ratmg

these notes were 144A securities.
LGIP was restricted from holding
144A securities at the time of

purchase.
10/29/2007
8/2/2007 Moody'’s:
Purchased Downgrade
- to Not Prime
$200 Million
Par Value 10/29/07
g/it/l&l)l’;nfg on Written notification in the form of
rom

an email was sent to IOC members
notifying them of the downgrade and
compliance violation

Lehman Brothers

Fitch: 10/15/2007
Aug-07 Places KKR on Restructuring negotiations
g Downgrade “Watch” Extend maturity dates to
2/15/08 & 3/13/08.
= 8/27/2007
Ratings
At Purchase 8/21/07
Moody's: P-1 8/14/2007 - 8/15/2007 Senior Note Holders, including SBA,
— , begin a series of conference calls
stél;: '?:'_11: S&P & Moody’s place to discuss preserving collateral and

KKR on Downgrade “Watch™; for orderly controlled liquidation
Fitch: Downgrade to B
Seven forbearance agreements are
executed with the last expiring 10/15/07.
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KKR Pacific in the Local Government Investment Pool - LGIP

10/29/07

Security out of compliance with
SBA guidelines related specifically

To quality rating.

Total Exposure: $389 Million

Note:

Per review of Offering Documents,
these notes were 144A securities.
LGIP was restricted from holding
144A securities at the time of

purchase.
8/14/2007 - 8/15/2007
S&P & Moody’s:
Downgrade “Watch™;
712712007 o Fitch: Downgrade to B
Purchased $200 Million
Par Value
maturing on
8/28/07 from Q
Lehman Brothers
. Aug-07
Ratings 9
At Purchase
Moody’s: P-1
S&P: A-1+
Fitch: F-1+
8/1/2007
7/26/2007

N

10/2/2007

Fitch: Downgrade to

D

Sep-07

7/26 & 8/1

7/26 — Purchased $125 Million
Par value maturing on 8/27/07

8/1 — Purchased $64 Million
Par value maturing on 9/4/07

Both purchases from Lehman
Brothers

10/24/2007

Downgrade to

10/31/07

The 10C met and approved the
recommendation to hold KKR
Pacific until full payment of
principal and interest could be
realized

S&P:

A-1

Nov-07

Oct-07

10/29/2007
Moody’s:
Downgrade to
Not Prime

10/15/2007
Restructuring negotiations

extend maturity dates to
2/15/08 & 3/13/08.

8/21/07

Senior Note Holders, including SBA,
begin a series of conference calls

to discuss preserving collateral and
for orderly controlled liquidation

Seven forbearance agreements are
Executed with the last expiring 10/15/07.

EXHIBIT | (15 OF 16)

Dec-07

10/29/07

Written notification in the form of
an email was sent to IOC members
notifying them of the downgrade
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EXHIBIT | (16 OF 16)

Ottimo Securities in the Local Government Investment Pool

10/24/07
10/17/2007

Moody’s The 10C met and approved the

Downarades Ottimo recommendation to hold Axon
wng ! until full payment of Principal

to Not Prime and interest could be realized
8/30/07
Security out of compliance with 10/3/2007
SBA guidelines related specifically S&P:

to quality rating. Downgrade to

Note:

Total Exposure: $184 Million B
Per review of Offering Documents,
purchaser is required to be a qualified
institutional buyer and a qualified
purchaser. LGIP did not meet these 8/30/2007
qualifications at the time of purchase. Downgraded to
A-2 by S&P. 12/12/2007

Downgrade to

7/27/2007 Not Rated by
Purchased ;
Moody’s
Purchased  $31 Million par value 10/26/200 Y
$53 Million Maturing 10/24/07
Par Value From JPMorgan Downgrade to 10/17/07
. C
maturing on Notice of Public Sale related to
10/4/07 from 10/23/07 Collateral.
Lehman  7/3/2007
Brothers Written notification in the form of
an email was sent to IOC members
notifying them of the downgrade
and compliance violation
Ratings

Jul-07 8/14/2007 - 8/15/2007

S&P & Moody’s place
Ottimo on Downgrade “Watch™;

At Purchase 11/2/2007

Moody’s: P-1 Settlement and

S&P: A-1+ L foreclosure Sale
< Fitch: Downgrade to B under UCC to
8/13/07  orinate
. o subordnate e
Purchased $1 00 Million t?en_lor Note_,- Holders, including SBA, \u%
. egin a series of conference calls effectuated
Par value maturing 8/9/07 to discuss preserving collateral and
from Lehman Brothers for orderly controlled liquidation.

Seven forbearance agreements
were executed with the last one
expiring October 16, 2007.
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EXHIBIT I

FLORIDA STATE STATUTES

The following Florida state statutes can be found at www.leg.state.fl.us

Florida state statutes which relate to the investment authority of the State
Board of Administration for various funds are as follows:

1. Florida Retirement System Trust Fund

Sections 215.44 - 215.47, F.S.
(see §215.47(1)(j) relating to commercial paper)

2. Local Government Surplus Funds Trust Fund

Sections 218.40 - 218.412, F.S.
(see §218.407(2) which adopts the same investment restrictions as
set forth in §215.47 for the FL Retirement System Trust Fund)

3. CAMP Money Market Pool

No specific statutory authority beyond 88 215.44 and 215.47, F.S.

4. Florida Hurricane Catastrophe Fund

Section 215.555(3), F.S.

5. Citizens Property Insurance Corporation

Section 627.351(6)(ee), F.S.


www.leg.state.fl.us
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Florida SBA
Comparison of Overall Retirement System Investment
Policies

Does the policy establish that all transactions must be in the best interest of the
pension fund participants?

Is overall risk tolerance addressed?

Is liquidity addressed in the policy based on the maturity and nature of the fund?
Are fund performance benchmarks identified?

Does the investment policy statement articulate the view of the board
regarding the investment program?

Are investment policies periodically reviewed?

Is there a specific policy identified as a long term investment objective?
Is an Asset-Liability Study Performed on a regular basis?

Are annual reviews required?

Is securities lending addressed?

Is responsibility for proxy votings addressed?

Is a brokerage policy in place?

Is the rebalancing process documented?

Are benchmark comparisons included in the reporting of performance?

Is the power to select and terminate managers stated in the overall Investment
Policy?

FLORIDA

OPERS

TRS

PSERS

CALPERS

WRS

WADRS

NYSCR NYSTR

EXHIBIT
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Florida SBA
Comparison of Specific Policies for Investment Types
Within The Overall Retirement System

Does the investment policy include:
Mission Statement?

Purpose?
Objectives?
Risk Tolerance?
Does the risk tolerance address:
Funded Status?
Time Horizon?
Cash Flows?
Investment Objectives?
Board and system tolerance for volatility?
Liquidity?
Are roles and responsibilities disclosed?
Are Asset Allocation ranges and targets disclosed within the policies?
Is there a process for monitoring and evaluating performance of the fund?
Are the following investment instruments addressed specifically within each of the
policies?
Currency hedging?
Limits on investments?
Derivatives?
Real Estate?
Alternative Investments?

Is there a policy that allows investments to be retained if they are out of compliance?

If an investment falls out of compliance, are there policies in place to address the
issue?

Are there a specific number of days that the situation must be addressed by?

Is there specific criteria for how to handle the disposal of the security that has
been downgraded?

Is there a policy describing when a security is considered out of compliance?
Are asset class benchmarks included?
Are restricted investments disclosed?

Are fiduciary standards associated with the specific asset type included in the
investment policy statements?

FLORIDA

Yes

OPERS TRS
No Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes
No Yes
No Yes
Yes Yes
Yes Yes
Yes Yes
Yes Yes

PSERS

CALPERS

WRS

WADRS

NYSCR NYSTR

No Response

No Response

Yes

No Response
No Response
Yes

Yes

Yes

No

EXHIBIT

Vv
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Board Membership

FLORIDA OPERS TRS PSERS CALPERS WADRS WRS NYSTRS NYSCRF
Number of Board Members 3 10 9 17 13 15 9 10 N/A
CPA on the Board? No No No No No Yes Yes No N/A
Investment expert on the Board? No Yes Yes No Yes Yes Yes Yes N/A
Plan participant representative on Board? No Yes Yes Yes Yes Yes Yes Yes N/A
Audit Committee Membership

FLORIDA OPERS TRS PSERS CALPERS WADRS WRS NYSTRS NYSCRF
Number of Audit Committee members 3 5) 2 7 7 6 4 4 N/A
CPA on the Committee? No No No No No Yes No No N/A
Investment expert on the Committee? No No No No No Yes No No N/A
Plan participant representative on Committee?  No Yes Yes Yes Yes Yes Yes Yes N/A

Note: The New York State Common Retirement Fund (NYSCRF) does not have a Board or Audit Committee

EXHIBIT V
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EXHIBIT VI

Florida SBA
Comparison of Local Government Investment Pool Policies
FL Wi X CA OH WA PA

Is the advisory committee composed of pool participants and independent members? Yes Yes Yes Yes Yes Yes Yes Yes
Is the purpose to offer safe, efficient, and liquid investment alternatives to local governments? Yes Yes Yes Yes Yes Yes Yes Yes
Is issuer exposure addressed based on a percentage or monetarily? Yes Yes Yes Yes Yes Yes Yes Yes
Does the policy state that the pool must maintain a stable price per unit? (e.g. $1.00 per share net asset value) Yes No Yes No No No Yes Yes
Does the policy state that the market value to book value ratio must be within a range? Yes No Yes Yes No No Yes Yes
Is the pool required to maintain a nationally recognized statistical rating? Yes No Yes No No Yes Yes Yes
Is there a maximum weighted average maturity stated for the pool? Yes Yes Yes Yes Yes Yes Yes Yes
Is there a stated individual security maturity? Yes Yes Yes Yes Yes Yes Yes Yes
Is risk management addressed within the policy? Yes Yes Yes Yes Yes Yes Yes Yes
Is liquidity addressed within the policy? Yes Yes Yes Yes Yes Yes Yes Yes
Are prohibited Investments identified? Yes Yes Yes yes Yes Yes Yes Yes

Is the pool monitored:

Daily? Yes Yes Yes Yes Yes Yes Yes Yes
Monthly? Yes Yes Yes No Yes Yes Yes Yes
Quarterly? Yes Yes Yes Yes Yes Yes Yes Yes
Annually? Yes Yes Yes Yes Yes Yes Yes Yes
Is it stated whether the pool is managed internally or externally? Yes Yes Yes Yes Yes Yes Yes Yes
Is it stated whether the pool is administered internally or externally? Yes Yes Yes Yes Yes Yes Yes Yes
Does the pool have an approved list of broker dealers stated within their policies? Yes No Yes No Yes Yes Yes Yes
Are the policies for the pool regularly reviewed? Yes Yes Yes Yes Yes Yes Yes Yes

Are the following investment types addressed within the guidelines specific to the LGIP?

Commercial Paper? Yes Yes No Yes Yes Yes Yes Yes
Corporate Bonds? Yes Yes Yes Yes Yes Yes Yes Yes
Mortgage backed securities? Yes Yes Yes Yes No Yes Yes No
CD's? Yes Yes No Yes Yes Yes Yes Yes
Bankers Acceptances? Yes Yes Yes Yes Yes Yes No Yes
U.S. Obligations? Yes Yes Yes Yes Yes Yes Yes Yes
Repurchase agreements? Yes Yes Yes Yes Yes Yes Yes Yes
Securities Lending? Yes No Yes Yes Yes Yes Yes Yes
Do the individual securities have different ratings specific to their security? Yes Yes Yes Yes Yes Yes Yes Yes
If non-compliance occurs, are there rules in place to address the issue? Yes Yes Yes Yes Yes Yes Yes Yes
Is there a specific time in which the board must be notified? Yes Yes No Yes No No Yes Yes
Is there a specific time in which to resolve the issue? Yes Yes No Yes No No Yes Yes
Does the policy state the allowance of 144(a) securities, specifically 3(c)7 and 4(2)? Yes No No No No No Yes No
Does the pool look to be a 2a-7 like pool? Yes No No No No Yes No No

Are floating rate securities allowed? Yes Yes Yes Yes No Yes No Yes



dewe7280
Text Box
EXHIBIT VI


EXHIBIT VI

Florida SBA
Retirement System Target Allocations
Investment FLORIDA OPERS TRS PSERS CALPERS WADRS WRS NYSCRF NYSTRS
Target Target Target Target Target Target Target Target Target
Allocation  Range Allocation  Range Allocation  Range Allocation Range Allocation  Range Allocation  Range Allocation Range Allocation Range Allocation Range
Domestic Equities 38% 30 to 47% 42% 3910 47% 25% 15 to 35% 30% 25 to 35% 28% 26 to 32% N/A N/A 36% 29 to 39% 54% <59% 46% 36 to 56%
Opportunistic Fund 1% 0to 3% N/A
Foreign Equities 20% 11 to 25% 20% 16 to 24% 25% 15 to 35% 30% 24.5t0 35.5% 28% 26 t0 32% N/A N/A 22% 21 to 28% 16% <18% 15% 11 to 19%
Global Equities N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 37% 32-42% N/A N/A N/A N/A N/A N/A
High Yield 2% 0to 7% N/A N/A 0% 0to 5% N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Fixed Income 28% 20 to 36% N/A N/A 19% 10 to 25% 22% 19.2 to 24.8% 19% 14 to 24% 20% 16 to 24% 30% 27 to 33% N/A N/A 18% 11 to 25%
Real Estate 7% 2t0 12% 8% 410 12% 10% 5to 15% 8% N/A 10% 7to 13% 13% 10 to 16% 5% None noted N/A N/A 8% 410 12%
Private Equity 4% 0to 5% 5% 1to 9% 15% 5to 20% 8.50% N/A N/A N/A 25% 21-29% 5% None noted N/A N/A N/A N/A
Strategic Investments 0% 0to 10% N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Cash and Cash Equivalents 1% 0to 9% N/A 0to 5% 1% 0to 5% 0% N/A 0% 0% N/A N/A N/A N/A N/A N/A 0% 0to 5%
Global Bonds N/A N/A 24% 20 to 28% 5% 0to 10% N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Commodity Exposure N/A N/A N/A N/A 0% 0to 5% 1.50% 1.510 6.2% N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Alternative Investments N/A N/A N/A N/A N/A N/A N/A N/A 10% 7to 13% N/A N/A N/A N/A N/A N/A 5% 2to 10%
Tangible Assets N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 5% 3to 7% N/A N/A N/A N/A N/A N/A
Inflation Linked N/A N/A N/A N/A N/A N/A N/A N/A 5% 0to 5% N/A N/A N/A N/A 8% <10% N/A N/A
Multi Asset N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 2% None noted 23% <25% N/A N/A
Mortgages N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A 8% 5t0 11%
Total 100% 100% 100% 100% 100% 100% 100% 100% 100%
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EXHIBIT VIl

Funded Status

Florida Retirement System 107.3%
NYSCRF 104.1%
NYSTRS 102.6%
WADRS 99.6%
TRS 89.2%
OPERS 89.1%
CALPERS 87.3%
PSERS 83.6%
WADRS 73.0%
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EXHIBIT X

U.S. Dollars (in millions)

Axon Financial
KKR Atlantic
KKR Pacific
Countrywide

June 07

July 07

Aug 07
Sept 07

Note: The following investments were identified as potential problem investments for the LGIP fund: Axon Financial Funding, Ottimo Funding, KKR Atlantic, KKR Pacific, Harrier Finance F unding, Countrywide, Victoria Finance LLC, The
Thompson Corp, Vodaphone, and Washington Mutual. The above graph show the details for purchases of these investments in the CAMPMM fund. We noted that there were no purchases of Ottimo Funding, Harrier Finance Funding, Victoria

Finance LLC, or Washington Mutual investments in the CAMPMM fund during the period 12/1/06 through 12/31/07.
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EXHIBIT Xl

CAT Downgraded Investment Pu

U.S. Dollars (in millions)

KKR Pacific
KKR Atlantic
Countrywide

Axon Financial
Washington Mutual

Note: The following investments were identified as potential problem investments for the LGIP fund: Axon Financial Funding, Ottimo Funding, KKR Atlantic, KKR Pacific, Harrier Finance Funding, Countrywide, Victoria Finance LLC, The
Thompson Corp, Vodaphone and Washington Mutual. The above graph show the details for purchases of these investments in the CAT fund. We noted that there were no purchases of Ottimo Funding, Harrier Finance Funding, or Victoria Finance
LLC investments in the CAT fund during the period 12/1/06 through 12/31/07.
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EXHIBIT Xl

=
B

LGIP Downgraded In_ve_’st'méht Purchase:

- U.S. Dollars (in millions)

KKR Pacific
KKR Atlantic
Ottimo Funding
Countrywide
Washington Mutual

Axon Financial

Note: The following investments were identified as potential problem investments for the LGIP fund: Axon Financial Funding, Ottimo Funding, KKR Atlantic, KKR Pacific, Harrier Finance Funding, Countrywide, Victoria Finance LLC, The
Thompson Corp, Vodaphone and Washington Mutual. The above graph show the details for purchases of these investments in the LGIP fund. We noted that there were no purchases of Harrier Finance Funding or Victoria Finance LLC investments
in the CAT fund during the period 12/1/06 through 12/31/07.
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EXHIBIT Xl

~ U.S. Dollars (in millions)

KKR Atlantic
KKR Pacific
Axon Financing
Ottimo Funding
Countrywide
Washington Mutual
; Vodaphone

Thompson Corp

Note: The following investments were identified as potential problem investments for the LGIP fund: Axon Financial Funding, Ottimo Funding, KKR Atlantic, KKR Pacific, Harrier Finance Funding, Countrywide, Victoria Finance LLC, The
Thompson Corp, Vodaphone and Washington Mutual. The above graph show the details for purchases of these investinents in the Citizens funds. We noted that there were no purchases of Harrier Finance Funding or Victoria Finance LLC
investments in the Citizens funds during the period 12/1/06 through 12/31/07.
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EXHIBIT XIV

US Dollars (in millions)

KKR Atlantic
KKR Pacific
Harrier

Axon Financing

Ottimo Funding

Vodaphone

Washington Mutual

Countrywide

7 Alltel

Note: The following investments were identified as potential problem investments for the LGIP fund: Axon Financial Funding, Ottimo Funding, KKR Atlantic, KKR Pacific, Harrier Finance Funding, Countrywide, Victoria Finance LLC, The
Thompson Corp, Vodaphone, and Washington Mutual. The above graph show the details for purchases of these investments in the FRS fund. We noted that there were no purchases of Victoria Finance LLC investments in the FRS fund during the

period 12/1/06 through 12/31/07.
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EXHIBIT XV

Downgraded Investment Purchases by Broker
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NOTE: The above graph shows the dollar amount volume (in millions) of purchases by broker for the following investments during the period December 1, 2006 thru December 31, 2007:

Axon Funding, Countrywide, Harrier, KKR Atlantic, KKR Pacific, Ottimo, and Washington Mutual.

Note: Per discussions with SBA management, Goldman Sachs made an internal decision to discontinue sales of asset backed commercial paper to SBA in early 2007.
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