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LOUISIANA LEGISLATIVE AUDITOR
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May 30, 2012

The Honorable John A. Alario, Jr.,
President of the Senate

The Honorable Charles E. “Chuck” Kleckley,
Speaker of the House of Representatives

Dear Senator Alario and Representative Kleckley:

We conducted this audit in response to a legislative request from the House and Senate
Committees on Retirement dated July 15, 2011. This report provides the chronology and current
status of the Fletcher Income Arbitrage Leveraged Fund Investment. In addition, this report
provides the results of our performance audit on the investment processes of the Firefighters’
Retirement System, the Municipal Employees’ Retirement System, the Firefighters’ Pension and
Relief Fund of the City of New Orleans, and the Registrars of VVoters Employees’ Retirement
System.

The report contains our findings, conclusions, and recommendations. Appendices A-D
contain the respective responses to this report. | hope this report will benefit you in your
legislative decision-making process.

We would like to express our appreciation to the management and staff of the retirement
systems for their assistance during this audit.

Sincerely,

Daryl G. Purpera, CPA, CFE
Legislative Auditor
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Executive Summary

We conducted this audit in response to a legislative request from the House and Senate
Committees on Retirement. This report provides the chronology and current status of the
Fletcher Income Arbitrage (FIA) Leveraged Fund investments. This report also provides the
results of our performance audit on the investment processes of the Firefighters’ Retirement
System (FRS), the Municipal Employees’ Retirement System (MERS), the Firefighters” Pension
and Relief Fund of the City of New Orleans (NOFPRF), and the Registrars of VVoters Employees’
Retirement System (ROVERS). The audit objectives and results of our work are as follows:

Objective 1: What is the chronology and current status of the FIA Leveraged Fund
investments from March 2008 through April 20127

Results: Starting in March 2008, FRS, MERS, and NOFPRF, independently of each
other, invested a total of $100 million in the FIA Leveraged Fund. This fund is managed
by Fletcher Asset Management, Inc. (FAM) and was brought to the attention of the three
systems’ boards for consideration by their mutual investment advisor, Consulting
Services Group, LLC (CSG). The amount invested by each individual system is as
follows:

Retirement Svstem Amount Invested in the
y FIA Leveraged Fund

FRS $45 million
MERS $40 million
NOFPRF $15 million

Total $100 million
Source: Prepared by legislative auditor’s staff using information
obtained from FRS, MERS, and NOFPRF.

In March 2011, based on CSG’s advice, FRS and MERS requested a percentage
of the interest earned on their initial investments with the FIA Leveraged Fund from
FAM. In April 2011, FAM informed FRS and MERS that it would satisfy their requests
on or before June 15, 2011. However, the fund was unable to provide a cash distribution
to the retirement systems by this date. On June 15, 2011, FAM attempted to assign
promissory notes over to FRS and MERS as a means to satisfy their redemption requests.
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FRS and MERS did not accept the promissory notes as an in-kind" distribution and
subsequently revised their requests to include all of their initial investments and the
interest earned to date from the fund. On June 27, 2011, NOFPRF also submitted a
formal redemption request in accordance with its contract with the FIA Leveraged Fund
for all of its initial investment and the interest earned from the fund.

As of April 18, 2012, FRS, MERS, and NOFPRF have not received any payment
from the FIA Leveraged Fund. On this date, the Grand Court of the Cayman Islands
ruled in favor of FRS, MERS, and NOFPRF’s Winding Up petition to wind up the FIA
Leveraged Fund, granting all relief that had been requested. Exhibit 8 (pp. 9-10) shows a
detailed chronology of the FIA Leveraged Fund investments from March 2008 until
April 2012.

Objectives 2 through 5: Did FRS, MERS, NOFPRF, and ROVERS meet all investment
process and educational requirements mandated by state law and recommended by best
practices?

The criteria we used for our review, and the associated risk, were developed from state
law and best practices as follows:

. Asset Allocation Study - the lack of a formal asset allocation study as part
of the investment selection and analysis process could lead to potential
overexposure to unnecessary risk and overinvestment in an asset class.

. Implementation Plan - the lack of a formal implementation plan could lead
to investment decisions being made without important information
regarding the investment such as risk, liquidity, experience of the
investment manager, and expected net return.

. Educational Requirements - the lack of formal required investment
education for trustees could potentially affect a board’s ability to exercise
reasonable care, skill, prudence, and diligence for investment decisions
and lead to potential investment losses.

We determined whether each retirement system met these criteria in Objectives 2 through
5 of this report.

Y In-kind distribution is a distribution made in form of securities rather than cash.
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Background

Retirement Systems. A brief description of FRS, MERS, NOFPRF, and ROVERS is as
follows:

. FRS provides retirement allowances and other benefits for firefighters employed
by any municipality, parish, or fire protection district in the state of Louisiana,
excluding the city of New Orleans.

. MERS provides retirement allowances and other benefits to employees of all
incorporated villages, towns, and cities within the state of Louisiana which do not
have their own retirement system and elected to become members of MERS.

. NOFPRF provides retirement allowances and other benefits for the firefighters of
the city of New Orleans.

. ROVERS provides retirement allowances for registrars of voters, their deputies,
and their permanent employees in each parish.

Exhibit 1 compares the total administrative cost, average cost per member, and the total
assets for each system. The administrative costs include, but are not limited to, staff salaries and
benefits, office equipment, office maintenance, insurance, and legal fees.

Exhibit 1
Retirement System Comparison
As of June 30, 2011
FRS MERS NOFPRF* ROVERS
Total Annual Administrative Cost $897,673 $973,396 $1,266,448 $268,465
Number of Staff 6 6 4 2
Number of Members 6,135 11,180 1,919 383
Average Cost per Member $146 $87 $660 $701
Total Assets** $1,154,482,040 | $851,633,930 | $174,542,327 $64,856,734

*NOFPRF’s total administration cost, number of staff, number of members and average cost per member is
as of December 31, 2010. NOFPRF uses the calendar year for budget reporting.

**The total assets are based on the 2011 audit reports for FRS, MERS, and ROVERS, and the 2010 audit
report for NOFPRF and consist of cash, receivables, investments, inventories, etc.

Source: Prepared by legislative auditor’s staff using unaudited information obtained from each retirement
system.

Investment Performance. Exhibit 2 shows the total contributions, distributions, market
value, and overall net gain and loss for each retirement system from the inception of each
investment through October 31, 2011.
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Exhibit 2
Fund Contribution and Distribution Schedule
From Inception of Investments through October 31, 2011
FRS MERS NOFPRF ROVERS
(Appendix F) | (Appendix G) | (Appendix H) | (Appendix I)
Total Contributions $1,220,173,531 | $1,274,718,703 $678,709,784 $81,804,844
Total Distributions ($484,193,698) | ($666,679,337) | ($562,206,787) ($25,528,459)
Market Value $1,066,490,084 $731,103,829 $155,102,393 $57,565,256
Net Gain/Loss* $330,510,251 $123,064,463 $38,599,397 $1,288,871
*These totals represent the combined unrealized and realized net gains/losses.
Source: Prepared by legislative auditor’s staff using unaudited information obtained from each retirement
system.

Exhibit 3 shows the market and actuarial rate of return? for each retirement system from
1990 to 2010. As can be seen from this exhibit, none of the systems have met their actuarial
assumptions during the last 20 years. The actuarial assumption is what the system needs to earn
on investments in order to ensure it can pay member benefits at current contribution rates. If
retirement systems do not meet their actuarial assumptions, the systems or their members may
potentially have to increase contribution rates to meet future liabilities.

Exhibit 3
FRS, MERS, NOFPRF, ROVERS
Average Market and Actuarial Rate of Return
1990-2010
Average Average Met
. . Market | Actuarial Actuarial .
Time Period - Actuarial
Rate of Rate of Assumption Assumption?
Return Return )
FRS
20 Years (1990 to 2010) 6.2% 6.7% 7.5% No
15 Years (1995 to 2010) 5.1% 6.1% 7.5% No
10 Years (2000 to 2010) 3.0% 4.7% 7.5% No
5 Years (2005 to 2010) 2.1% 6.2% 7.5% No
MERS
20 Years (1990 to 2010) 7.1% 7.7% 8% No
15 Years (1995 to 2010) 6.2% 7.1% 8% No
10 Years (2000 to 2010) 3.6% 5.3% 8% No
5 Years (2005 to 2010) 4.4% 7.7% 8% No
NOFPRF
20 Years (1990 to 2010) 5.7% 5.6% 7.5% No
15 Years (1995 to 2010) 3.9% 4.2% 7.5% No
10 Years (2000 to 2010) 1.5% 1.5% 7.5% No
5 Years (2005 to 2010) -0.9% 0.1% 7.5% No

% The rate of return is the gain or loss on an investment over a specified period, expressed as a percentage of the
initial investment cost. The market rate of return is the rate of return based on the market value of assets. The
actuarial rate of return is the rate of return based on the actuarial value of assets. The actuarial value of assets
represents values smoothed over a specified number of years.
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Average Market and Actuarial Rate of Return

Exhibit 3 (Continued)
FRS, MERS, NOFPRF, ROVERS

1990-2010
Average Average Met
. . Market | Actuarial Actuarial .
Time Period - Actuarial
Rate of Rate of Assumption Assumption?
Return Return )
ROVERS
20 Years (1990 to 2010) 5.7% 6.6% 8% No
15 Years (1995 to 2010) 4.4% 5.6% 8% No
10 Years (2000 to 2010) 2.6% 4.1% 8% No
5 Years (2005 to 2010) 0.5% 4.8% 8% No

Source: Prepared by legislative auditor’s staff using information obtained from each

retirement system’s actuarial reports.

Litigation Status. As of October 31, 2011, FRS, MERS, NOFPRF, and ROVERS had a total
of 167 investments. Of these investments, six are in litigation. In addition, on January 31, 2012,
FRS, MERS, and NOFPRF jointly filed a Winding Up petition in the Grand Court of the Cayman
Islands, Financial Services Division. The petition asked the Court to wind up the FIA Leveraged
Fund by appointing a liquidator recommended jointly by the systems. On April 18, 2012, the Grand
Court of the Cayman Islands ruled in favor of FRS, MERS, and NOFPRF’s petition, granting all
relief that had been requested.

Exhibit 4 shows the number of investments in the investment portfolio, the number and
percentage of investments currently in litigation, and the net gain/loss for each retirement system

since the inception of each investment in litigation through October 31, 2011.

Exhibit 4

Investment Litigation Status
As of October 31, 2011

Net Gain/Loss
Investments of Each Investment
# of Total in % in . in Litigation since
System N g Currently in .
Investments | Litigation | Litigation s Inception of
Litigation

Investment through

October 31, 2011*
1. Commonwealth Advisors ($19,037,655)
FRS 43 3 704 2. Sand Spring Capital ($9,891,650)
3. Regions Morgan Keegan** ($50,000,000 to
' 65,000,000)
MERS 54 1 1.8% Commonwealth Advisors ($12,805,714)
NOFPRF 51 1 2.0% Fire Phoenix (Austin) (%$4,424,069)
ROVERS 19 1 5.3% Sand Spring Capital ($1,136,719)

Total 167 6 3.6%

for each investment.

*Appendices F through | show, respectively, each system’s total contribution, distribution, and market value

**ERS is presently involved in litigation with a former asset manager known as Regions Morgan Keegan.
However, FRS does not currently reflect this former asset manager in its current investment schedule. FRS is
seeking to fully recover its losses, plus punitive and treble damages. The lawsuit is in the motion stage.
Source: Prepared by legislative auditor’s staff using unaudited information obtained from FRS, MERS,
NOFPRF, and ROVERS.
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Statutory Requirements and Best Practices. Louisiana Revised Statutes (R.S.) 11:263
(FRS, MERS, ROVERS) and 11:3370 (NOFPRF), which reflect best practices, outline the
investment process requirements for each retirement system. In addition, R.S. 11:185 outlines
the specific educational requirements the trustees of FRS, MERS, and ROVERS must meet.
Exhibit 5 summarizes the investment process and education criteria prescribed by state law. We
determined whether each system met these criteria in Objectives 2 through 5 of this report.

Exhibit 5

Summary of Statutory Investment Process and Education Criteria
FRS, MERS, NOFPRF, and ROVERS

Source Investment Process Requirements
Requires NOFPRF to have an overall investment strategy that includes an asset allocation
R.S. 11:3370* study and plan for implementation that incorporates risk and return objectives reasonably

suitable for that system.

Requires FRS, MERS, and ROVERS to have an overall investment strategy that includes an
asset allocation study and plan for implementation that incorporates risk and return objectives
reasonably suitable for that system. The asset allocation study and implementation plan shall
include the examination of market value risk, credit risk, interest rate risk, inflation risk,
counterparty risk, and concentration risk.

When contemplating any investment, action, or asset allocation, the following factors shall be

given weight:
o Ability to liquidate each investment at a fair market price within a reasonable
R.S. 11:263 timeframe for the size of investment that is being considered

o Degree of transparency that accompanies each investment

o  Experience of the professionals who will manage each investment and the financial
soundness of the business entity employing such professionals

o  Degree of diversification which exists within each investment and that such
investment itself may provide relative to the other existing investments in the
system's portfolio

e Jurisdiction of the laws that govern each investment

o Net return that is expected relative to the risk that is associated with each investment

Education Requirements

Every member of the board of trustees shall complete continuing education or professional
development training during each 12-month period from September 1 to August 31 and shall
attend at least the following:

e 8 hours of investment training

e 2 hours of actuarial science information education

e 1 hour of education regarding the laws, rules, and regulations applicable to this

system

e 1 hour of instruction on fiduciary duty and ethics
*This law only applies to NOFPRF. NOFPRF is required to include an asset allocation study and implementation
plan, but the law does not specify the factors to include for this implementation plan.
**This law does not apply to NOFPRF.
Source: Prepared by legislative auditor’s staff using information obtained from R.S. 11:185, R.S. 11:263, and
R.S. 11:3370.

R.S. 11:185**




Select Louisiana Retirement Systems Investment Processes

As can be seen from Exhibit 5, the investment process prescribed by state law includes an
asset allocation study and implementation plan that incorporates the risk and return objectives for
that investment, and is consistent with best practices. Exhibit 6 outlines each step in this process.

Exhibit 6

Investment Process for FRS, MERS, NOFPRF, and ROVERS

The asset allocation study is performed by the retirement system’s investment
Asset . I - .
Azt cpnsultant who recommends the dlver5|f|cat|o_n of assets within the total pqrtfo_llo
(i.e. stocks, bonds, hedge funds, et cetera) taking into account goals and objectives
Study of the system. The asset allocation is approved by the board and should be reviewed
periodically by the system.

This plan is an evaluation performed on each potential investment to help ensure

. each investment has the potential to produce the desired returns and meet current

Implementation and future obligations. The information is usually gathered by the investment
Plan consultant and is reviewed by the board for each retirement system. This review

consists of, but is not limited to, a risk assessment, market trends, and the ability to

liquidate each investment.

Inves_tment The investment decision is made by the board based on the implementation plan and
Decision due diligence analysis on a potential investment.

Source: Prepared by legislative auditor’s staff using information obtained from FRS, MERS, NOFPRF, and
ROVERS and R.S. 11:263 and R.S. 11:3370.
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Objective 1: What is the chronology and current status of the FIA Leveraged

Fund investments from March 2008 through April 2012?

Starting in March 2008, FRS, MERS, and NOFPRF, independently of each other,
invested a total of $100 million in the Fletcher Income Arbitrage (FIA) Leveraged Fund.® This
fund is managed by Fletcher Asset Management, Inc. (FAM) and was brought to the attention of
the three retirement systems’ boards for consideration by their mutual investment advisor,
Consulting Services Group, LLC (CSG). The amount invested by each individual system is as
follows:

Exhibit 7
Amount Invested in the FIA Leveraged Fund

Retirement System Amount Invested
FRS $45 million
MERS $40 million
NOFPRF $15 million

Total $100 million
Source: Prepared by legislative auditor’s staff using information obtained from
FRS, MERS, and NOFPRF.

In March 2011, based on CSG’s advice, FRS and MERS requested a percentage of the
interest earned on their initial investments with the FIA Leveraged Fund from FAM. In April
2011, FAM informed FRS and MERS that it would satisfy their requests on or before June 15,
2011. However, the fund was unable to provide a cash distribution to the retirement systems by
this date. On June 15, 2011, FAM attempted to assign promissory notes over to FRS and MERS
as a means to satisfy their redemption requests. FRS and MERS did not accept the promissory
notes as an in-kind* distribution and subsequently revised their requests to include all of their
initial investments and the interest earned to date from the fund. On June 27, 2011, NOFPRF
also submitted a formal redemption request in accordance with its contract with the FIA
Leveraged Fund for all of its initial investment and the interest earned from the fund.

As of April 18, 2012, FRS, MERS, and NOFPRF have not received any payment from
the FIA Leveraged Fund. On this date, the Grand Court of the Cayman Islands ruled in favor of
FRS, MERS, and NOFPRF’s Winding Up petition to wind up the FIA Leveraged Fund, granting
all relief that had been requested. Exhibit 8 (pp. 9-10) shows a detailed chronology of the FIA
Leveraged Fund investments from March 2008 until April 2012.

® In investing with FIA Leveraged Fund, the retirement systems agreed to a 12% annual return that cannot be
collected, along with the initial investment, until after the second anniversary of the date of purchase. After this two-
year period, the retirement systems have the discretion to request redemption of the investment giving a 60-day
notice to the Fund.

* In-kind distribution is a distribution made in form of securities rather than cash.
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Exhibit 8
FIA Leveraged Fund Investments Chronolo

Date

Description

March 2008

FRS board votes to invest in the FIA Leveraged Fund in the amount of $45
million.

MERS board votes to invest in the FIA Leveraged Fund in the amount of $40
million.

NOFPRF board votes to invest in the FIA Leveraged Fund in the amount of
$15 million.

March 2011

FRS board votes to request a redemption of $17 million from the FIA
Leveraged Fund. This is a percentage of the interest earned on its initial
investment.

MERS board votes to request a redemption of $15 million from the FIA
Leveraged Fund. This is a percentage of the interest earned on its initial
investment.

April 2011

FRS and MERS receive responses from FAM regarding the redemption requests
stating that FAM anticipates it will satisfy the requests on or before June 15, 2011.

June 2011

e The FIA Master Fund® issues a two-year promissory note to the FIA
Leveraged Fund for the requested redemption amounts from the three
retirement systems. On June 15, 2011, as means to satisfy the redemption
requests, FAM attempts to assign the promissory notes over to FRS and
MERS.

e OnJune 22, 2011, in response to the promissory note, MERS does the
following:
(1) Requests a redemption of its entire initial investment and all interest
earned from the FIA Leveraged Fund
(2) Begins direct negotiations with FAM for a distribution such as a secured
note, in-kind, or cash
e OnJune 24, 2011, in response to the promissory note, the FRS board votes
on the following:
(1) Request a redemption of its entire initial investment and all interest
earned from the FIA Leveraged Fund
(2) Provide FAM with a notice that the FRS board does not agree that the
promissory note meets the definition of an in-kind distribution for
satisfying their redemption request
(3) Inform FAM that the FRS board reserves its right to seek judicial or
regulatory relief, or both
e OnJune 27,2011, NOFPRF requests a redemption of approximately $21.6
million from the FIA Leveraged Fund. This represents its entire initial
investment plus the interest earned.

July 2011

FRS, MERS, and NOFPRF issue a joint statement for public distribution detailing
their concerns with the FIA Leveraged Fund investment and decide to authorize
the formation of a team to go to New York and examine the records of the FIA
Leveraged Fund managed by FAM. The team is led by a principal of the
investigative and dispute services unit of the Ernst & Young (E&Y) accounting
firm. On July 25, 2011, this team began to review financial statements, records,
and holdings of the FIA Leveraged Fund in New York.

® All assets of the FIA Leveraged Fund, including funds obtained through leverage, are invested through a “master”

fund structure.
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Exhibit 8 (Continued)

FIA Leveraged Fund Investments Chronology

Date

Description

August 2011

FRS, MERS, and NOFPRF issue a joint statement for public distribution stating
that preliminary results from E&Y indicate that the FIA Leveraged Fund has
sufficient assets to cover each system’s initial investment and interest earned.

October 2011

All three boards adopt an Interagency Cooperative Agreement between FRS,
MERS, and NOFPRF that provides the FRS Director the authority to act in a
limited capacity as special legal counsel to FRS, MERS, and NOFPRF for the
purpose of understanding the FIA Leveraged Fund structure and understanding
the nature of the fund’s liabilities.

November 2011

All three boards vote to retain Kean-Miller law firm to write an agreement for
potential investment redemption between the FIA Leveraged Fund and the three
retirement systems if agreed upon.

December 2011

On December 12, 2011, FRS, MERS, and NOFPRF meet with FAM in New York
to discuss a resolution regarding the terms to satisfy the redemption requests.
However, parties do not agree on a resolution.

January 2012

On January 31, 2012, FRS, MERS, and NOFPRF file a Winding Up petition in
the Grand Court of the Cayman Islands, Financial Services Division. The petition
asks the court to wind up the FIA Leveraged Fund by appointing a liquidator
recommended jointly by the systems. A hearing is scheduled for April 4, 2012, to
determine whether the court will authorize the winding up process and appoint the
recommended liquidator.

The E&Y accountant is processing information received from FAM for inclusion
in the E&Y report to the systems. This report has not been issued formally to
date.

February 2012

Service of process was made on the FIA Leveraged Fund.

April 2012

As of April 18, 2012, FRS, MERS, and NOFPRF have not received any payment
from the FIA Leveraged Fund. On this date, the Grand Court of the Cayman
Islands ruled in favor of FRS, MERS, and NOFPRF’s Winding Up petition to
wind up the FIA Leveraged Fund, granting all relief that had been requested.

A liquidator has been appointed and will assume management responsibilities of
the FIA Leveraged Fund. The liquidator will liquidate the assets in an orderly
fashion and resolve the redemption request pending with the FIA Leveraged Fund,
including a reimbursement of expenses and fees incurred by the retirement
systems in the process. FRS, MERS, and NOFPRF have been advised by their
Cayman counsel that Cayman law allows a fourteen-day right of appeal of the
Grand Court’s ruling.

Source: Prepared by legislative auditor’s staff using information obtained from FRS, MERS, and NOFPRF.

The following sections of this report assess whether the investment processes of FRS,
MERS, and NOFPRF are in compliance with the provisions outlined in state law and best
practices and make recommendations on how to improve these processes. At the request of the
legislature, we also included ROVERS in this review because it uses CSG as an investment

consultant.

10
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Objective 2: Did FRS meet all investment process and educational

requirements mandated by state law and recommended by best practices?

FRS lacked documentation to support that it met certain investment process requirements
mandated by state law and recommended by best practices. Specifically, FRS lacked
documentation to support that it examined all statutorily required types of risk when completing
its implementation plan for each investment. FRS also lacked documentation to support that it
considered the ability to liquidate each investment. In addition, FRS’s elected trustees did not
meet all of the statutorily mandated number of education hours. These issues are discussed
below.

FRS lacked documentation that it examined all statutorily
required types of risk when completing its implementation
plan for each investment.

While FRS had a formal documented asset allocation study and implementation plan,
FRS lacked documentation to support that it had examined two (33%) of the six types of risk
required by state law and best practices when completing the implementation plan. Specifically,
FRS documented the examination of market value risk, credit risk, interest rate risk, and
counterparty risk for each investment, but lacked documentation to support that it examined
inflation risk and concentration risk. Not examining these risks could lead to trustees making
investment decisions without important information regarding the investment.

According to the FRS director, the board verbally discusses all types of risk during board
meetings. However, the system lacked documentation to support its examination of inflation and
concentration risk. Although the law does not require that FRS document in writing its
examination of risk when completing its implementation plan, such documentation would
demonstrate the system’s compliance with state law.

Recommendation 1: FRS should document its examination of all types of risk when
completing its implementation plan for each investment to ensure and demonstrate full
compliance with R.S. 11:263 and best practices.

Summary of Management’s Response: FRS concurs with this recommendation.
While FRS will continue its longstanding practice of documenting market value risk,
credit risk, interest rate risk, and counter-party risk, FRS will now assure that inflation
risk and concentration risk are also included in the overall risks examined and
documented. See Appendix A for FRS’s full response.
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FRS lacked documentation that it considered the ability to
liquidate each investment.

FRS lacked documentation to support that it considered the ability to liquidate each
investment at a fair market price within a reasonable timeframe for the size of the investment.
According to FRS’s board meeting minutes and handouts, FRS’s board reviews the cash flow in
its investment portfolio performance report monthly. In addition, each investment contract
outlines redemption guidelines for that investment including when the system can redeem the
investment and the prior notice needed to redeem the investment. However, these documents do
not show the system’s current ability to liquidate its investments as each investment’s ability to
liquidate can change over the duration of its contract.

Although the law does not require FRS to formally document that it considers the ability
to liquidate each investment, such documentation would help the system demonstrate its
compliance with state law. Without such documentation, we could not verify that FRS is in
compliance with all provisions of state law. In addition, had FRS periodically monitored the FIA
Leveraged Fund’s ability to liquidate its assets, FRS may have questioned the fund’s ability to
liquidate its assets in a timely manner. As discussed earlier in this report, FRS was unable to
redeem its investment when requested.

Recommendation 2: FRS should document for each investment its consideration of
the ability to liquidate that investment at the fair market price within a reasonable
timeframe to ensure and demonstrate its compliance with R.S. 11:263.

Summary of Management’s Response: FRS concurs with this recommendation.
The FRS staff will present to the FRS board of trustees, a recommendation requiring the
FRS investment consultant to provide the board with documented information regarding
FRS’s ability to liquidate all present and future FRS investments at their fair market price
within a reasonable timeframe; and, if accepted by the FRS board, consideration of that
information will be included in FRS’s minutes. See Appendix A for FRS’s full response.

FRS’s elected trustees did not meet all of their statutory
education requirements.

During the 2009 to 2010 education cycle, FRS’s elected trustees did not meet all of their
statutory education requirements, as outlined in Exhibit 5 of this report. According to the
education compliance report FRS prepared, two of the seven® elected trustees received 11 hours

® FRS’s Board of Trustees consists of six elected trustees. However, we based our analysis on seven elected trustees
because during the 2009 to 2010 educational cycle, a new trustee was elected. Therefore, one trustee served for five
months and the other trustee served for seven months.

12



Select Louisiana Retirement Systems Investment Processes

of education and two trustees received 10 hours of education from the Louisiana Association of
Public Employees’ Retirement Systems (LAPERS) conference. According to FRS, eight’ of
these hours were investment education, one hour was actuarial science, one was on laws, rules,
and regulations, and one was on fiduciary duty and ethics. However, according to LAPERS
officials, this conference accounted for only 4.25 hours of investment education. As a result, the
trustees that attended the conference only received 4.25 (53%) of the required 8 hours of formal
investment education. In addition, one of the board members FRS listed in attendance for this
conference was not listed as receiving any hours by LAPERS officials.

The LAPERS conference accounted for only one of the two required hours of formal
actuarial science information education. According to the education compliance report, all
elected trustees obtained the other hour of actuarial science information education during a
regular board meeting presentation by the system’s actuary. However, the agenda for the board
meeting did not list education and the minutes did not document specific training. Similarly,
according to the education compliance report, the two elected trustees who did not attend the
conference received the investment training during the monthly FRS board meetings and
received a copy of the prior year’s LAPERS conference DVD. Again, the board meetings did
not list education on the agenda and the minutes did not document specific training. In addition,
we could not verify that both members watched this DVD. A lack of formal education could
potentially affect the board’s ability to exercise reasonable care, skill, prudence, and diligence
when making investment decisions and lead to potential investment losses.

In addition to the statutory education requirements, best practices recommend that
retirement systems evaluate the educational needs of their trustees and that the evaluations focus
on the trustees’ knowledge, experience, and the nature of issues facing the retirement system.
Best practices further recommend that retirement systems implement a formal trustee orientation
initiative to help trustees gain valuable information before crucial decisions must be made and
key votes must be cast. According to best practices, trustee orientation should include:

. Educating the new trustees on expected time commitments

. The roles and expectations of being a member of the board

. Fiduciary responsibilities

. Existing board policies

. Summary of asset allocation and investment and funding policies of the system
. Review of best practices for pension governments

" FRS recorded seven hours of investment training for the two trustees who received 10 hours from the LAPERS
conference.
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Recommendation 3: FRS should ensure its trustees meet all of the educational
requirements mandated by R.S. 11:185.

Summary of Management’s Response: FRS did not concur and asserts that it
has fully satisfied all educational requirements set forth in R.S. 11:185. However, to
assure that future compliance can be verified by independent documentation, FRS will
change its business model regarding providing educational opportunities to the FRS
board of trustees. As soon as can be practically implemented, FRS will only provide
educational opportunities that are established by an agenda prepared in advance and any
such educational presentations will be made in a traditional lecturer/classroom type
setting. Attendance records will be kept in conjunction with that program. See
Appendix A for FRS’s full response.

Recommendation 4: FRS should develop a formal trustee internal evaluation to
determine the education needs of each trustee as recommended by best practices.

Summary of Management’s Response: FRS concurs with this recommendation
and will implement this recommendation as soon as possible. See Appendix A for FRS’s
full response.

Recommendation 5: FRS should implement a formal orientation initiative for new
trustees as recommended by best practices.

Summary of Management’s Response: FRS concurs with this recommendation

and will implement this recommendation as soon as possible. See Appendix A for FRS’s
full response.
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Objective 3: Did MERS meet all investment process and educational

requirements mandated by state law and recommended by best practices?

MERS lacked documentation to support that it met certain investment process
requirements mandated by state law and recommended by best practices. Specifically, MERS
lacked documentation of an asset allocation study and a comprehensive implementation plan for
each asset class and investment decision. MERS also lacked documentation to support that it
considered the ability to liquidate each investment. In addition, MERS’s elected trustees met or
exceeded all but one statutorily required education hour. These issues are discussed below.

MERS lacked documentation of an asset allocation study
and implementation plan for each asset class and
Investment decision.

MERS lacked documentation of its asset allocation study and a comprehensive
implementation plan. According to best practices, the lack of a formal asset allocation study
could lead to potential overexposure to unnecessary risk and to overinvestment in an asset class.
The lack of a formal implementation plan could lead to trustees making investment decisions
without important information regarding the potential investment such as risk, liquidity,
experience of the investment manager, and expected net return.

According to MERS, trustees review asset allocations on an ongoing basis and the
retirement system has an informal implementation plan for each investment. For example,
according to MERS’s board meeting minutes and handouts, the MERS board reviews the asset
allocation in its investment portfolio report on a monthly basis and receives proposed asset
allocation adjustments from the investment consultant. However, the system did not document
or request a formal asset allocation study from the investment consultant as did another
retirement system with the same investment consultant.

In addition, according to MERS, some elements of the investment implementation plan
were verbally discussed with the investment consultant and board during telephone
conversations and information meetings. However, these discussions were not documented.
MERS also lacked documentation to support its examination of three (50%) of the six types of
risk as required by state law and recommended by best practices when completing the
implementation plan. MERS documented the review of market value risk, credit risk, and
counterparty risk, but lacked documentation to support that it examined interest rate risk,
inflation risk, and concentration risk.

Although the law does not require MERS to document in writing its asset allocation study
or implementation plan, such documentation would help demonstrate the system’s compliance
with the law and help ensure the trustees have the information needed to make informed
investment decisions. Without this documentation, we could not determine how the trustees
made investment decisions and how this process could be improved. In addition, best practices
recommend that retirement systems have policies and procedures to guide their overall selection
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of investments, which is part of the implementation plan. However, MERS had not developed
such policies and procedures. As a result, trustees do not have formal guidelines to follow when
selecting investments.

Recommendation 6: MERS should document a formal asset allocation study for
each asset class to ensure and demonstrate compliance with R.S. 11:263 and best
practices.

Summary of Management’s Response: The law requires MERS to implement
and perform the asset allocation study, but does not require that the study be documented.
However, because of the LLA’s report and request for information beyond the statutory
mandates, MERS will request its consultant to prepare a formal study and present it to the
board. As part of the study, MERS will identify long-term targets for each asset class
included in the study and, as part of its monthly review process, will note any short-term
decisions that result in an over or under weighting to these targets. See Appendix B for
MERS’s full response.

Recommendation 7: MERS should document its implementation plan for each
potential investment to ensure and demonstrate compliance with R.S. 11:263 and best
practices.

Summary of Management’s Response: MERS is required when contemplating
any investment action or asset allocation to have an asset allocation study and
implementation plan. An asset allocation study must have a plan of implementation to
carry out the allocation of assets. However, formal documentation of the plan of
implementation is not statutorily required. See Appendix B for MERS’s full response.

Recommendation 8: MERS should document its examination of all types of risk
when completing its implementation plan for each investment to ensure and demonstrate
full compliance with R.S. 11:263 and best practices.

Summary of Management’s Response: Documentation of this examination is
not statutorily mandated. However, because of the LLA’s report and request for
information beyond the statutory mandates, MERS agrees to improve its documentation
in this area by creating a form that depicts the various types of risk outlined in R.S.
11:263 and to have this form completed by each manager hired to manage an allocation
of funds within the portfolio. See Appendix B for MERS’s full response.

Recommendation 9: MERS should develop policies and procedures for selecting
investments and an investment consultant to help the trustees meet their fiduciary
responsibilities as recommended by best practices.

Summary of Management’s Response: MERS’s Investment Policy Statement
provides review and control procedures that address this issue. However, MERS wiill
review these procedures to determine if more specificity is needed or useful. See
Appendix B for MERS’s full response.
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MERS lacked documentation that it considered the ability
to liquidate each investment.

MERS lacked documentation to support that it considered the ability to liquidate each
investment at a fair market price within a reasonable timeframe for the size of the investment.
According to MERS’s board meeting minutes and handouts, MERS’s board reviews the cash
flow in its investment portfolio performance report monthly. In addition, each investment
contract outlines redemption guidelines for that investment, including when the system can
redeem the investment and the prior notice needed to redeem the investment. However, these
documents do not show the system’s current ability to liquidate its investments, as each
investment’s ability to liquidate can change over the duration of its contract.

Although the law does not require MERS to formally document that it considers the
ability to liquidate each investment, such documentation would help the system demonstrate its
compliance with state law. Without such documentation, we could not verify that MERS is in
compliance with all provisions of state law. In addition, had MERS periodically monitored the
FIA Leveraged Fund’s ability to liquidate its assets, MERS may have questioned the fund’s
ability to liquidate its assets in a timely manner. As discussed earlier in this report, MERS was
unable to redeem its investment when requested.

Recommendation 10: MERS should document, for each investment, its
consideration of the ability to liquidate the investment at the fair market price within a
reasonable timeframe for the size of the investment to ensure and demonstrate its
compliance with R.S. 11:263.

Summary of Management’s Response: State law does not require that MERS
document this consideration. In addition, there is no legislative mandate that a formal
process be in place to review liquidity on an ongoing basis for each investment.

However, because of the LLA’s report and request for information beyond the statutory
mandates, MERS agrees that liquidity may be impacted by a number of factors which are
currently identified and addressed at the time of the manager’s selection. MERS will
now update this information annually using the form discussed under Recommendation 8.
MERS will also ask its consultant to prepare a liquidity schedule to be included in a
monthly report that depicts each investment’s availability for liquidity. See Appendix B
for MERS’s full response.

MERS’s elected trustees met or exceeded all but one
statutory education requirement.

During the 2009-2010 education cycle, each elected MERS trustee exceeded by 13 hours
the 11 hours of investment education required by state law. Trustees also met the one hour of
education regarding laws, rules, and regulations applicable to their system, and the one hour of
instruction on fiduciary duty and ethics. However, MERS’s elected trustees only met one of the
two hours of actuarial science information education.
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In addition to the statutory education requirements, best practices recommend that
retirement systems evaluate the educational needs of their trustees and that the evaluations focus
on the trustees’ knowledge, experiences, and the nature of issues facing the retirement system.
Best practices further recommend that retirement systems implement a formal trustee orientation
initiative to help trustees gain valuable information before crucial decisions must be made and
key votes must be cast. According to best practices, trustee orientation should include:

. Educating the new trustees on expected time commitments

. The roles and expectations of being a member of the board

. Fiduciary responsibilities

. Existing board policies

. Summary of asset allocation and investment and funding policies of the system
. Review of best practices for pension governments

Recommendation 11: MERS should ensure its trustees meet the two hours of
formal actuarial science information training mandated by R.S. 11:185.

Summary of Management’s Response: MERS’s trustees are adequately
educated and do receive the required educational hours. This requirement in state law
has been met. State law does not require documentation to be maintained in MERS’s
files. However, based on the recommendation of best practices from the LLA, MERS is
implementing a policy to maintain this documentation in the future. In addition, to better
document trustee training, MERS will add a one-hour session on actuarial science to its
annual trustee education program. MERS will also maintain a written record of the
attendance of each trustee at an approved education forum to demonstrate their
educational training. See Appendix B for MERS’s full response.

Recommendation 12: MERS should continue to offer annual training specific to the
needs of the retirement system and tailor its training to the stated needs of the trustees.

Summary of Management’s Response: MERS’s trustees have indicated how
much they learn from the annual training program, which is designed around the specific
investments in the portfolio, and in a more intimate setting than other conferences they
attend. These sessions will continue. See Appendix B for MERS’s full response.

Recommendation 13: MERS should develop a formal trustee internal evaluation to
determine the education needs of each trustee as recommended by best practices.

Summary of Management’s Response: While this internal evaluation of
education needs of each trustee is not statutorily mandated, MERS does routinely ask the
trustees for suggestions as to topics they would like to see addressed at educational
sessions or monthly board meetings. In addition, the last session of MERS’s educational
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conference is dedicated to a review of what was covered during the week as well as a
discussion of issues and topics the trustees would like to know more about. Most, if not
all, of these recommendations are addressed in future board meetings or during the next
year’s educational session. See Appendix B for MERS’s full response.

Recommendation 14: MERS should implement a formal orientation initiative for
new trustees as recommended by best practices.

Summary of Management’s Response: MERS requires new trustees to review
the Investment Policy Statement and recent board minutes as soon as they are elected to
serve. Trustees must complete a mandatory four hour educational session to be eligible
to vote. Also, the director meets with each new trustee to address any areas of concern.
Going forward, MERS will also evaluate the possibility of a program requiring new
candidates for board elections to come to the system office for an educational orientation
before they qualify to run. See Appendix B for MERS’s full response.
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Objective 4: Did NOFPRF meet all investment process and educational

requirements mandated by state law and recommended by best practices?

NOFPRF lacked documentation to support that it met certain investment process
requirements mandated by state law and recommended by best practices. Specifically, NOFPRF
lacked documentation of an asset allocation study and implementation plan for each asset class
and investment. As noted previously, NOFPRF does not have the same statutory guidelines as
MERS, FRS, and ROVERS. We found that the law governing NOFPRF (R.S. 11:3370) does not
list the factors the retirement system should include in its allocation study and implementation
plan. In addition, state law does not mandate annual educational requirements for NOFPRF
trustees. These issues are discussed below.

NOFPRF lacked documentation of an asset allocation study
and implementation plan for each asset class and
Investment decision.

NOFPRF lacked documentation of its asset allocation study and implementation plan.
According to best practices, the lack of a formal asset allocation study could lead to potential
overexposure to unnecessary risk and to overinvestment in an asset class. The lack of a formal
implementation plan could lead to trustees making investment decisions without important
information regarding the potential investment such as risk, liquidity, experience of the
investment manager, and expected net return.

According to NOFPRF, trustees review asset allocations on an ongoing basis and the
retirement system has an informal implementation plan for each investment. For example,
according to handouts from NOFPRF’s board meetings, the NOFPRF board reviews the asset
allocation in its investment portfolio report on a monthly basis and receives proposed asset
allocation adjustments from the investment consultant. However, the system did not document
or request a formal asset allocation study from the investment consultant as did another
retirement system with the same investment consultant. In addition, according to NOFPRF, it
reviews its asset allocation on an annual basis during its annual conference, but it does not
document this review.

Although the law does not require NOFPRF to document in writing its asset allocation
study or implementation plan, such documentation would help the system demonstrate its
compliance with state law and help ensure that trustees have the information needed to make
informed investment decisions. Without this documentation, we could not determine how the
trustees made investment decisions and how this process could be improved. In addition, best
practices recommend that retirement systems have policies and procedures to guide their overall
selection of investments, which is part of the implementation plan. However, NOFPRF had not
developed such policies and procedures. As a result, trustees do not have formal guidelines to
follow when selecting investments.
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Recommendation 15: NOFPRF should document its formal asset allocation study
for each asset class to ensure and demonstrate compliance with R.S. 11:3370 and best
practices.

Summary of Management’s Response: NOFPRF concurs with this
recommendation. NOFPRF’s board will request its consultant to prepare a formal study
and present it to the board. As part of the study, NOFPRF will identify long-term targets
for each asset class included in the study and, as part of its monthly review process, will
note any short-term decisions that result in an over or under weighting to these targets.
NOFPRF believes it is fully compliant with R.S. 11:3370, but will make every effort to
provide the additional documentation requested. See Appendix C for NOFPRF’s full
response.

Recommendation 16: NOFPRF should document its implementation plan for each
potential investment to ensure and demonstrate compliance with R.S. 11:3370 and best
practices.

Summary of Management’s Response: NOFPRF concurs with this
recommendation. However, NOFPRF believes it adequately documents implementation
of all investments in requirement of R.S. 11:3370. NOFPRF will take the necessary steps
to improve its documentation for this recommendation. See Appendix C for NOFPRF’s
full response.

Recommendation 17: NOFPRF should develop policies and procedures for
selecting investments and an investment consultant to help the trustees meet their
fiduciary responsibilities as recommended by best practices.

Summary of Management’s Response: NOFPRF concurs with this
recommendation. However, NOFPRF believes its current policy and practices for
selecting investments and investment consultants are extensive and sufficient to meet the
fiduciary responsibility of all trustees. NOFPRF will make every effort to meet this
recommendation for additional documentation of its selection process. See Appendix C
for NOFPRF’s full response.

State law does not list the factors that NOFPRF should
include in its asset allocation study and implementation
plan.

NOFPRF does not have statutorily required factors to guide its asset allocation study and
implementation plan in its investment process as R.S. 11:263 outlines for state and statewide
systems. State law only requires NOFPRF trustees to include an asset allocation study and
implementation plan in their investment process. For example, there is no provision in state law
requiring NOFPRF to consider the ability to liquidate each investment at a fair market price
within a reasonable timeframe for the size of the investment. However, had NOFPRF
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periodically monitored the FIA Leveraged Fund’s ability to liquidate its assets, NOFPRF may
have questioned the fund’s ability to liquidate its assets in a timely manner. As discussed earlier
in this report, NOFPRF was unable to redeem its initial investment and interest earned when
requested in June 2011.

Recommendation 18: NOFPRF should document, for each investment, its
consideration of the ability to liquidate each investment at the fair market price within a
reasonable timeframe as part of its implementation plan.

Summary of Management’s Response: NOFPRF concurs with this
recommendation. However, NOFPRF believes that the nature of the market place forces
its asset managers to redeem at the highest possible prices, as asset managers are paid and
retained based on performance. Therefore, NOFPRF feels it has no exposure in this
matter. NOFPRF will adopt and implement a procedure to separately outline liquidation
of each investment and display in a spreadsheet format as recommended. See

Appendix C for NOFPRF’s full response.

Matter for Legislative Consideration: The legislature may wish to consider
establishing investment practice criteria for NOFPRF as they exist in R.S. 11:263 for
state and statewide retirement systems. Current law requires NOFPRF trustees to
include an asset allocation study and implementation plan in their investment process;
however, it does not list criteria that should be taken into consideration. For example,
when contemplating any investment, NOFPRF trustees should consider the ability to
liquidate each investment at a fair market price within a reasonable timeframe for the size
of the investment that is being considered.

State law does not mandate annual education requirements
for NOFPRF’s trustees.

R.S. 11:3370 does not mandate annual education requirements for NOFPRF’s trustees as
R.S. 11:185 does for state and statewide systems. In addition, NOFPRF’s internal policy lacks
education provisions. The lack of defined education requirements in law and policy could
potentially affect the board’s ability to exercise reasonable care, skill, prudence, and diligence for
investment decisions and lead to potential investment losses.

According to best practices, in-house training and educational conferences should be
offered to trustees of retirement systems. To determine what training the trustees received
during the 2009-2010 education cycle, we requested from NOFPRF supporting documentation
for each trustee showing what training they attended during this time period. During the 2009-
2010 education cycle, all but one of NOFPRF’s trustees received at least eleven hours of formal
investment education and at least two hours of fiduciary duty and ethics training. According to
the system director of NOFPRF, in addition to attending the annual LAPERS and Louisiana
Trustee Education Council conferences, trustees receive education during NOFPRF’s annual
planning conference. This conference focuses on potential and current NOFPRF investments.
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In addition to in-house training and educational conferences, best practices recommend
that retirement systems evaluate the educational needs of their trustees and that the evaluations
focus on the trustees’ knowledge, experiences, and the nature of issues facing the retirement
system. Best practices further recommend that retirement systems implement a formal trustee
orientation initiative to help trustees gain valuable information before crucial decisions must be
made and key votes must be cast. According to best practices, trustee orientation should include:

. Educating the new trustees on expected time commitments

. The roles and expectations of being a member of the Board

. Fiduciary responsibilities

. Existing Board policies

. Summary of asset allocation and investment and funding policies of the system
. Review of best practices for pension governments.

According to the director, NOFPRF does offer an informal “Trustee in Training”
program, where prospective trustees attend board meetings to educate and prepare themselves on
investments.

Recommendation 19: NOFPRF should establish an education policy defining
education requirements for its board and document that each trustee is meeting these
requirements as recommended by best practices.

Summary of Management’s Response: NOFPRF concurs with this
recommendation. NOFPRF will improve the documentation of attendance to the
conferences board members attend. See Appendix C for NOFPRF’s full response.

Recommendation 20: NOFPRF should develop a formal trustee internal evaluation
to determine the education needs of each trustee as recommended by best practices.

Summary of Management’s Response: NOFPRF concurs with this
recommendation. However, NOFPRF routinely asks its trustees for suggestions as to
topics they would like addressed at the educational sessions or at monthly board
meetings. Therefore, NOFPRF believes it has no exposure in this area. NOFPRF agrees
to increase its documentation of this process where needed. See Appendix C for
NOFPRF’s full response.

Recommendation 21: NOFPRF should implement a formal orientation for new

trustees that includes its “Trustee in Training” program and an orientation packet as
recommended by best practices.
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Summary of Management’s Response: NOFPRF concurs with this
recommendation. However, NOFPRF believes new board members joining the
Firefighters Pension and Relief Fund are well qualified and trained. Therefore, NOFPRF
believes it has no exposure in this area. NOFPRF will develop an orientation program for
new trustees seated on the board who have not participated in the “Trustee in Training”
program. See Appendix C for NOFPRF’s full response.

Matter for Legislative Consideration: The legislature may wish to consider
extending the education requirements listed in R.S. 11:185 to include NOFPRF to ensure
the system’s trustees are receiving the education necessary to make prudent investment
decisions.
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Objective 5: Did ROVERS meet all investment process and educational

requirements mandated by state law and recommended by best practices?

ROVERS lacked documentation to support that it met certain investment process
requirements mandated by state law and recommended by best practices. Specifically, ROVERS
lacked documentation of an asset allocation study and a comprehensive implementation plan for
each asset class and investment decision. ROVERS also lacked documentation to support that it
considered the ability to liquidate each investment. In addition, ROVERS’s elected trustees did
not meet all of the statutorily mandated number of education hours. These issues are discussed
below.

ROVERS lacked documentation of an asset allocation study
and implementation plan for each asset class and
Investment decision.

ROVERS lacked documentation of its asset allocation study and a comprehensive
implementation plan. According to best practices, the lack of a formal asset allocation study
could lead to potential overexposure to unnecessary risk and to overinvestment in an asset class.
The lack of a formal implementation plan could lead to trustees making investment decisions
without important information regarding the potential investment such as risk, liquidity,
experience of the investment manager, and expected net return.

According to ROVERS, trustees review asset allocations on a quarterly basis but they
rely on their investment consultant to inform them if any adjustments are needed and to complete
an informal implementation plan for each investment. However, the system did not document or
request a formal asset allocation study from the investment consultant as did another retirement
system with the same investment consultant. In addition, ROVERS lacked documentation to
support its examination of four (66.7%) of the six types of risk as required by state law and
recommended by best practices when completing an implementation plan. ROVERS
documented the review of interest rate risk and credit risk, but it lacked documentation to support
that it examined market value risk, inflation risk, counterparty risk, and concentration risk.

Although the law does not require ROVERS to document in writing its asset allocation
study or implementation plan, such documentation would help the system demonstrate its
compliance with the law and help ensure that trustees have the information needed to make
informed investment decisions. Without this documentation, we could not determine how the
trustees made investment decisions and how this process could be improved. In addition, best
practices recommend that retirement systems have policies and procedures to guide their overall
selection of investments, which is part of the implementation plan. However, ROVERS had not
developed such policies and procedures. As a result, trustees do not have formal guidelines to
follow when selecting investments.
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Recommendation 22: ROVERS should document a formal asset allocation study
for each asset class to ensure and demonstrate compliance with R.S. 11:263 and best
practices.

Summary of Management’s Response: ROVERS partially concurs with this
recommendation. The law requires ROVERS to implement and perform the asset
allocation study, but does not require that the study be documented. However, because of
the LLA’s report and request for information beyond the statutory mandates, ROVERS
will request its consultant to prepare a formal study and present it to the board. As part of
the study, ROVERS will identify long-term targets for each asset class included in the
study and, as part of its monthly review process, will note any short-term decisions that
result in an over or under weighting to these targets. See Appendix D for ROVERS’s full
response.

Recommendation 23: ROVERS should document an implementation plan for each
potential investment to ensure and demonstrate compliance with R.S. 11:263 and best
practices.

Summary of Management’s Response: ROVERS partially concurs with this
recommendation. ROVERS is required when contemplating any investment action or
asset allocation to have an asset allocation study and implementation plan. An asset
allocation study must have a plan of implementation to carry out the allocation of assets.
However, formal documentation of the plan of implementation is not statutorily required.
On a monthly basis, ROVERS’s consultant provides the trustees with a report showing
the transitions of assets within the portfolio from one manager to another or one asset
class to another (an implementation plan). This fulfills both the statutory mandate and
best practices. See Appendix D for ROVERS’s full response.

LLA Additional Comments: As stated in Exhibit 6 on page 7 of this report, the
implementation plan is defined as an evaluation performed on each potential investment
to help ensure each investment has the potential to produce the desired returns and meet
current and future obligations. The information is usually gathered by the investment
consultant and is reviewed by the board for each retirement system. This review consists
of, but is not limited to, a risk assessment, market trends, and the ability to liquidate each
investment.

Recommendation 24: ROVERS should document its examination of all types of
risk when contemplating its implementation plan for each investment to ensure and
demonstrate full compliance with R.S. 11:263 and best practices.

Summary of Management’s Response: ROVERS concurs with this
recommendation. Documentation of this examination is not statutorily mandated.
However, because of the LLA’s report and request for information beyond the statutory
mandates, ROVERS agrees to improve its documentation in this area by creating a form
that depicts these various types of risk outlined in R.S. 11:263 and to have this form
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completed by each manager hired to manage an allocation of funds within the portfolio.
See Appendix D for ROVERS’s full response.

Recommendation 25: ROVERS should develop policies and procedures for
selecting investments and an investment consultant to help the trustees meet their
fiduciary responsibilities as recommended by best practices.

Summary of Management’s Response: ROVERS concurs with this
recommendation. Prior to this report being issued, ROVERS’s board has taken steps to
begin a Request for Proposal review of the Investment Consultant position. The
recommendations in this report will be addressed to each presenter, allowing them to
incorporate this into their proposals. See Appendix D for ROVERS’s full response.

ROVERS lacked documentation that it considered the
ability to liquidate each investment.

ROVERS lacked documentation to support that it considered the ability to liquidate each
investment at a fair market price within a reasonable timeframe for the size of the investment.
According to ROVERS’s board meeting minutes and handouts, ROVERS’s board reviews the
cash flow in its investment portfolio performance report quarterly. In addition, each investment
contract outlines redemption guidelines for that investment, including when the system can
redeem the investment and the prior notice needed to redeem the investment. However, these
documents do not show the system’s current ability to liquidate each investment as each
investment’s ability to liquidate can change over the duration of its contract.

Although the law does not require ROVERS to document in writing that it considers the
ability to liquidate each investment, such documentation would help the system demonstrate its
compliance with state law. Without such documentation, we could not verify that ROVERS is in
compliance with all provisions of state law.

Recommendation 26: ROVERS should document, for each investment, its
consideration of the ability to liquidate the investment at the fair market price within a
reasonable timeframe for the size of the investment to ensure and demonstrate its
compliance with R.S. 11:263.

Summary of Management’s Response: ROVERS concurs with this
recommendation. Documentation of investment information to liquidate will become a
standard when selecting a money manager and reviewed annually. However, state law
does not require that ROVERS document this consideration. In addition, there is no
legislative mandate that a formal process be in place to review liquidity on an ongoing
basis for each investment. However, because of the LLA’s report and request for
information beyond the statutory mandates, ROVERS agrees that liquidity may be
impacted by a number of factors which are currently identified and addressed at the time
of the manager’s selection. ROVERS will ask its consultant to prepare a Liquidity
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Schedule to be included in each monthly report that depicts each investment’s availability
for liquidity. See Appendix D for ROVERS’s full response.

ROVERS’s elected trustees did not meet all statutory
education requirements.

During the 2009-2010 education cycle, ROVERS’s elected trustees did not meet all of
their statutory education requirements as outlined in Exhibit 5 of this report. For this education
cycle, ROVERS could only provide documentation of an agenda for the National Conference of
Retirement Systems and financial documentation of payments for the attendance of four of the
elected trustees. However, these documents did not show the education subjects or how many
hours each trustee received. According to ROVERS, it also held an internal education
conference during this time period but could not provide evidence such as education material or
attendance logs for us to review. The lack of formal investment education could potentially
affect the board’s ability to exercise reasonable care, skill, prudence, and diligence for
investment decisions and lead to potential investment losses.

In addition to the statutory education requirements, best practices recommend that
retirement systems evaluate the educational needs of their trustees and that the evaluations focus
on the trustees’ knowledge, experiences, and the nature of issues facing the retirement system.
Best practices further recommend that retirement systems implement a formal trustee orientation
initiative to help trustees gain valuable information before crucial decisions must be made and
key votes must be cast. According to best practices, trustee orientation should include:

. Educating the new trustees on expected time commitments

. The roles and expectations of being a member of the board

. Fiduciary responsibilities

. Existing board policies

. Summary of asset allocation and investment and funding policies of the system
. Review of best practices for pension governments

Recommendation 27: ROVERS should document and ensure its trustees meet all of
the educational requirements mandated by R.S. 11:185 to include eight hours of formal
investment training, two hours of actuarial science information education, one hour of
education regarding laws, rules, and regulations, and one hour of fiduciary duty and
ethics training.

Summary of Management’s Response: ROVERS concurs with this

recommendation. ROVERS is implementing a policy to maintain education
documentation from henceforward. ROVERS believes its trustees are adequately

28



Select Louisiana Retirement Systems Investment Processes

educated and do receive the required educational hours. See Appendix D for ROVERS’s
full response.

Recommendation 28: ROVERS should develop a formal trustee internal evaluation
to determine the education needs of each trustee as recommended by best practices.

Summary of Management’s Response: ROVERS partially concurs with this
recommendation. While this internal evaluation of education needs of each trustee is not
statutorily mandated, ROVERS does routinely ask the trustees for suggestions as to
topics they would like to see addressed at its educational session which is held for one
day in the summer or at a monthly board meeting. Most, if not all, of these
recommendations are addressed in future board meetings or during next year’s
educational session. See Appendix D for ROVERS’s full response.

Recommendation 29: ROVERS should implement a formal orientation for new
trustees as recommended by best practices.

Summary of Management’s Response: ROVERS partially concurs with this
recommendation. Since the first interview with LLA staff, ROVERS has considered the
education of a new board member. New legislation for ROVERS which implements term
limits for trustees was passed in 2011 and ROVERS’s staff compiled a binder with
information to allow a new trustee to become familiar with the system. See Appendix D
for ROVERS’s full response.
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Additional Matter for Legislative Consideration

State law does not clearly state whether educational

requirements apply to ex-officio trustees (non-elected
members).

R.S. 11:185 does not clearly state whether ex-officio trustees for all retirement systems
shall complete continuing education or professional development training during each 12-month
education period. As a result, not all the retirement systems we reviewed tracked the education
hours received by ex-officio trustees. Therefore, we could not determine if ex-officio members
met the requirements during our review. Currently, the retirement systems are not consistently
tracking ex-officio member education requirements.

Matter for Legislative Consideration: The legislature may wish to consider
clarifying whether the education requirements apply to ex-officio trustees (non-elected
members) and their designees for all retirement systems as mandated by R.S. 11:185.
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APPENDIX E: SCOPE AND METHODOLOGY

We conducted this performance audit under the provisions of Title 24 of the Louisiana
Revised Statutes of 1950, as amended. We conducted this audit in response to a legislative
request from the House and Senate Committees on Retirement dated July 15, 2011. Our audit
focused on the chronology and current status of the Fletcher Income Arbitrage (FIA) Leveraged
Fund investments. In addition, we determined whether the Firefighters’ Retirement System
(FRS), the Municipal Employees’ Retirement System (MERS), the Firefighters’ Pension and
Relief Fund of the City of New Orleans (NOFPRF), and the Registrars of VVoters Employees’
Retirement System (ROVERS) met their investment process and educational requirements as
mandated by state law and recommended by best practices. Our audit scope for the chronology
section of our report is March 2008 through April 2012. Our audit scope for the retirement
systems’ investment practices and educational requirements section of our report is fiscal years
2008 through 2011.

We conducted this performance audit in accordance with generally accepted government
auditing standards issued by the Comptroller General of the United States. Those standards
require that we plan and perform the audit to obtain sufficient, appropriate evidence to provide
reasonable basis for our findings and conclusions based on our audit objectives. We believe the
evidence obtained provides a reasonable basis for our findings and conclusions based on our
audit objectives. To answer our objectives, we reviewed internal controls relevant to the audit
objectives and performed the following audit steps:

. Obtained information on the FIA Leveraged Fund investments from FRS, MERS,
and NOFPRF.
. Researched state law and the administrative code for statutes and regulations

governing investment processes and investment education requirements
pertaining to local, state, and statewide retirement systems.

. Obtained and analyzed the internal investment policies provided by FRS, MERS,
NOFPRF, and ROVERS.

. Interviewed staff from FRS, MERS, NOFPRF, and ROVERS.

. Surveyed trustees to gain input on the education training received.

. Determined the compliance of the investment policies of FRS, MERS, NOFPRF,

and ROVERS with state law and administrative code.

. Obtained and analyzed the investment selection process of FRS, MERS,
NOFPRF, and ROVERS by taking a sample of investments made by each
retirement system with inception dates between fiscal years 2008 and 2011.
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. Determined the compliance of the investment selection practices of FRS, MERS,
NOFPRF, and ROVERS with their investment policies.

. Determined the compliance of the educational training practices of FRS, MERS,
and ROVERS with state law and administrative code.

. Obtained and analyzed educational training materials of FRS, MERS, NOFPRF,
and ROVERS from September 1, 2009 through August 31, 2010.

. Researched best practices to determine national best practices for investment

policies, investment selection, asset allocation, and investment training for public
retirement systems.
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APPENDIX F: FRS COMMITMENT SCHEDULE FROM INCEPTION

OF INVESTMENTS THROUGH OCTOBER 31, 2011

Inception

Net Gain/Loss*
Since Inception

Fund Manager Contributions Date Distributions | Market Value Date through

October 31, 2011
BlackRock $100,255,122 10/1/1996 ($91,573,689) $44,648,735 $35,967,302
Tradewinds 50,165,994 10/8/2008 (721,965) 82,965,345 33,521,316
Vanguard Large Cap Index Fund 58,357,557 4/12/2010 58,943,888 586,331
Advisory Research 34,937,469 7/2/2009 (596,261) 54,902,501 20,561,293
Greensprings Associates 25,000,000 2/1/2008 (91,932) 28,829,105 3,921,037
Energy Opportunity Fund 50,000,000 9/1/2007 (1,189,410) 53,595,161 4,784,571
Total Domestic Equity Managers 318,716,142 (94,173,257) 323,884,735 99,341,850
LSV International Equity 47,500,000 10/8/2004 (19,226,214) 37,087,799 8,814,013
Fisher Investments 47,500,000 10/8/2004 (56,661,937) 25,695,624 34,857,561
Thornburg Global Equity 47,500,000 10/8/2004 (19,123,085) 64,012,371 35,635,456
KB Water 30,000,000 8/1/2007 24,861,644 (5,138,356)
Total International Equity Managers 172,500,000 (95,011,236) 151,657,438 74,168,674
Total Equity Managers 491,216,142 (189,184,493) 475,542,173 173,510,524
PIMCO 121,441,663 6/30/1999 (88,108,106) 57,086,178 23,752,621
Orleans Capital 126,099,081 9/1/1992 (91,881,706) 57,683,383 23,466,008
Commonwealth** 30,000,000 8/1/2007 (1,020,280) 9,942,065 (19,037,655)
Barrow Hanley Corporate Bond Fund 25,000,000 2/28/2009 (5,160,245) 29,930,634 10,090,879
Ashmore AEMDF 25,000,000 6/1/2006 38,471,208 13,471,208
The Clinton Group CES 30,000,000 | 10/20/2008 (27,633,312) 10,348,209 7,981,521
FIA Leveraged Fund *** 45,000,000 4/1/2008 67,007,385 22,007,385
NLTP Loan 21,000,775 7/31/2009 (6,001,216) 18,137,247 3,137,688
Total Fixed Income Managers 423,541,519 (219,804,865) 288,606,309 84,869,655
The Clinton Group Magnolia 25,000,000 11/1/2007 (20,000,000) 40,072,842 35,072,842
Lighthouse Diversified Fund Limited 15,000,000 7/1/2005 19,174,009 4,174,009
Bay Resource Offshore Fund 14,000,000 1/1/2006 23,298,963 9,298,963
Scoggins Fund 15,000,000 3/1/2006 (118,171) 23,590,752 8,708,923
Argonaut Aggressive Global 10,000,000 4/1/2006 13,379,515 3,379,515
Sand Spring Capital** 22,000,000 2/1/2007 (11,324,283) 784,067 (9,891,650)
CA Recovery Fund LLC 11,324,283 6/30/2009 (1,947,468) 13,852,356 4,475,541
Ironwood Liquidation Reserve 10,000,000 (10,154,326) 234,513 388,839
Total Hedge Fund Managers 122,324,283 (43,544,248) 134,387,017 55,606,982
Murphee Venture 2,058,578 7/1/2005 (548,634) 1,629,977 120,033
Louisiana Fund | ( IMM) 860,000 7/1/2005 (46,015) 1,746,250 932,265
DTC Private Equity I11-Q ( 7.5 MM) 5,101,825 3/1/2006 (301,825) 5,408,150 608,150
Greensprings Associates (9.2 MM) 7,476,300 1/1/2006 (532,964) 6,797,456 (145,880)
DCM Private Equity Il (7.5 MM) 6,573,191 3/1/2006 (838,044) 5,959,804 224,657
FECP 11 (20 MM) 20,549,987 5/1/2008 (7,939,297) 16,464,560 3,853,870
FECP 111 (20 MM) 16,439,109 8/25/2009 (1,435,748) 16,989,084 1,985,723
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Net Gain/Loss*

Fund Manager Contributions eI Distributions | Market Value SIS [[EERLE
Date Date through

October 31, 2011

Sail Venture Partners Il (30 MM) $25,224,014 11/10/2008 ($6,521,498) $28,492,452 $9,789,936
LA Sustainability Fund 4,935,557 7/28/2011 4,829,557 (106,000)
Total Private Equity Managers 89,218,561 (18,164,025) 88,317,290 17,262,754
Americus Fund Il ( 13.2 MM) 11,648,774 1/1/2006 (4,854,168) 12,577,883 5,783,277
Sentinel Real Estate Fund 30,000,000 4/1/2006 (5,496,828) 21,723,803 (2,779,369)
FRS - LB (25 MM) 11,736,423 6/29/2007 (46,012) 8,848,001 (2,842,410)
JP Morgan India ( 10 MM) 7,611,773 |  5/24/2007 (28,668) 6,933,971 (649,134)
FRS - GA (9 MM) 9,464,098 2/1/2008 (190,744) 6,654,768 (2,618,586)
Timbervest Crossover Fund ( 16 MM) 13,600,000 3/1/2008 (1,824,000) 14,257,730 2,481,730
AEW Partners VI LP (20 MM) 9,811,958 9/1/2008 (1,055,647) 8,641,139 (115,172)
Total Real Estate Managers 93,873,026 (13,496,067) 79,637,295 (739,664)
Total Alternative Managers 305,415,870 (75,204,340) 302,341,602 72,130,072
Total $1,220,173,531 $(484,193,698) | $1,066,490,084 $ 330,510,251

*These totals represent the combined unrealized and realized net gains/losses.
** |Investments in Litigation as of October 31, 2011.
***ERS refers to this investment as FIA - Leveraged. It is currently in litigation.

Source: Prepared by legislative auditor’s staff using unaudited data obtained from FRS.

F.2




APPENDIX G: MERS COMMITMENT SCHEDULE FROM

INCEPTION OF INVESTMENTS THROUGH OCTOBER 31, 2011

Net Gain/ Loss*

I Inception S Market Since Inception
Fund Manager Contributions Dgte Distributions value Date throFL)Jgh

October 31, 2011
Atlanta Capital LCG $98,246,984 3/31/2004 ($88,200,895) $21,715,401 $11,669,312
Horizon Asset Management 32,580,643 12/4/2006 30,432,264 (2,148,379)
SSGA S&P Midcap Fund 68,125,153 9/30/2003 (81,089,082) 4,143,897 17,107,826
Barrow, Hanley SCV 55,836,360 | 3/31/2004 (35,949,285) 29,349,653 9,462,578
Greenspring Crossover 15,000,000 1/4/2008 17,297,462 2,297,462
Whalehaven 15,000,000 8/1/2008 17,053,917 2,053,917
Total Domestic Equity Managers 284,789,140 (205,239,262) 119,992,594 40,442,716
KB Water Fund 25,000,000 9/1/2007 21,532,883 (3,467,117)
Wentworth, Hauser & Violich 26,000,000 3/31/2011 (1,000,000) 21,475,672 (3,524,328)
Thornburg Global Equity 85,002,500 8/1/2006 (53,500,000) 46,824,564 15,322,064
Tradewinds Global All Cap 85,000,000 8/1/2006 (51,000,000) 41,412,022 7,412,022
Total International Equity Managers 221,002,500 (105,500,000) 131,245,141 15,742,641
Total Equity Managers 505,791,640 (310,739,262) 251,237,735 56,185,357
Brandywine 30,332,314 5/31/2005 (24,500,000) 17,281,220 11,448,906
Loomis Sayles 41,567,419 | 5/31/2005 (40,500,000) 15,472,882 14,405,463
Baron Builder 6,250,000 6/30/2008 (30,000) 7,580,945 1,360,945
Baron Builder Il 2,700,000 | 10/31/2008 (2,416,196) 899,847 616,043
FIA Leveraged Fund ** 40,000,000 3/31/2008 59,565,067 19,565,067
Commonwealth Advisors*** 20,000,000 | 6/30/2007 (841,111) 6,353,175 (12,805,714)
SMH Capital Advisors 43,002,199 8/31/2007 (25,556,235) 22,994,063 5,548,099
Ashmore EMCHY 6,000,000 8/1/2008 7,326,076 1,326,076
Fixed Income Account 158,878,714 2/28/2006 (160,298,879) 778,618 2,198,783
Total Fixed Income Managers 348,730,646 (254,142,421) 138,251,893 43,663,668
Argonaut 20,000,000 2/28/2006 23,740,500 3,740,500
Golden Tree Credit Opps 5,000,000 | 2/28/2006 7,004,249 2,004,249
Golden Tree High Yield 10,000,000 | 2/28/2006 15,039,129 5,039,129
Scoggin 17,000,000 2/28/2006 25,875,297 8,875,297
Sand Spring Capital 10,000,000 3/1/2007 (4,201,592) 290,908 (5,507,500)
CA Recovery Fund 14,201,592 7/1/2009 (10,463,581) 9,474,692 5,736,681
Paulson Advantage 20,000,000 | 8/31/2010 16,883,994 (3,116,006)
Bay Resource Partners 10,000,000 10/1/2008 15,111,277 5,111,277
Clinton Group Magnolia 51,527,360 11/1/2007 (37,925,890) 18,125,745 4,524,275
Total Hedge Fund Managers 157,728,952 (52,591,063) 131,545,791 26,407,902
LA Fund (1 MM) 810,000 7/1/2006 (25,317) 1,965,381 1,180,698
Franchise Equity | (5 MM) 3,997,356 2/1/2007 (1,121,889) 4,524,050 1,648,583
Franchise Equity 1l (15 MM) 14391571 | 5/1/2008 (6,476,916) 7,791,895 (122,760)
Franchise Equity 111 (9 MM) 8,190,073 6/24/2009 (571,503) 8,205,089 586,519
Franchise Equity 1V (25 MM) 18,338,183 | 12/15/2010 (1,211,921) 18,338,183 1,211,921
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Net Gain/ Loss*

N Inception e Market Since Inception
Fund Manager Contributions Dgte Distributions vValue Date throFL)Jgh

October 31, 2011

SAIL Venture Partners | (3 MM) $3,000,000 | 10/21/2008 ($190,014) $2,984,058 $174,072
SAIL Venture Partners 1l (17.3 MM) 15,344,302 | 11/18/2008 (2,565,813) 17,632,330 4,853,841
SAIL Holdings, LLC (7.5 MM) 10,500,000 | 12/13/2010 (135,421) 10,500,000 135,421
SAIL Co-Investment (2.5 MM) 2,209,240 | 12/22/2010 2,177,895 (31,345)
Compass Island Inv. Opp. Fund (10 MM) 5,339,755 12/4/2009 5,497,492 157,737
Entropy Ventures (15 MM) 6,140,630 | 10/27/2010 (7,081) 4,472,455 (1,661,094)
Republic Business Credit (15 MM) 9,500,100 | 12/23/2010 9,812,222 312,122
Total Private Equity Managers 97,761,210 (12,305,875) 93,901,050 8,445,715
Americus Fund 11 (10/3.2 MM) 11,985,354 1/1/2006 (4,902,084) 12,080,848 4,997,578
Americus Fund IV (4 MM) 3,893,702 4/1/2007 (982,944) 1,626,598 (1,284,160)
AEW Partners V (10 MM) 8,990,164 3/1/2006 (3,427,136) 3,203,103 (2,359,925)
AEW Partners VI (10 MM) 4,764,150 4/1/2010 (204,072) 4,493,127 (66,951)
Crow Holdings IV (15 MM) 13,136,564 |  3/1/2006 (1,562,713) 7,873,721 (3,700,130)
Sentinel (10/5 MM) 25,000,000 3/1/2006 (14,871,014) 9,152,371 (976,615)
MEREC I/ Land Baron 18,884,864 8/1/2006 3,177,072 (15,707,792)
MEREC Il / Cocowlak 13,529,900 8/1/2006 (129,612) 7,300,000 (6,100,288)
LEM (10 MM) 8,001,036 8/1/2006 (1,928,691) 8,306,055 2,233,710
JPM India (8.9 MM) 7,611,773 7/1/2006 (463,571) 6,953,051 (195,151)
LA Resource LLC (25 MM) 24,205,936 4/30/2007 (7,288,879) 29,602,321 12,685,264
Gainesville Vision (7.7 MM) 8,491,054 1/31/2008 5,872,478 (2,618,576)
Timbervest (10 MM) 10,000,000 | 3/31/2008 (1,140,000) 9,451,081 591,081
Bedico Creek Preserve (7.0 MM) 6,211,758 4/30/2010 7,075,534 863,776
Total Real Estate Managers 164,706,255 (36,900,716) 116,167,360 (11,638,179)
Total Alternative Managers 420,196,417 (101,797,654) 341,614,201 23,215,438
Total $1,274,718,703 ($666,679,337) $731,103,829 $123,064,463

*These totals represent the combined unrealized and realized net gains/losses.
**MERS refers to this investment as Fletcher Preferred. It is currently in litigation.
***|nvestment in Litigation as of October 31, 2011.

Source: Prepared by legislative auditor’s staff using unaudited data obtained from MERS.
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APPENDIX H: NOFPRF COMMITMENT SCHEDULE FROM

INCEPTION OF INVESTMENTS THROUGH OCTOBER 31, 2011

Net Gain/Loss*
I Inception S Market Since Inception
Fund Manager Contributions Dgte Distributions value Date thrortjjgh

October 31, 2011
Regatta Research $3,004,508 2/1/2007 ($2,682,785) ($321,723)
Orleans Capital Energy 20,033,191 | 10/25/2000 (19,531,256) $24,223,008 23,721,073
Orleans Capital Alt. Energy 10,852,220 | 10/25/2000 (9,005,024) (1,847,196)
Whalehaven Capital 5,000,000 | 11/1/2007 5,438,020 438,020
Greensprings Crossover 3,000,000 1/7/2008 3,459,492 459,492
Clifton Group 388,981,911 9/1/1997 (394,781,560) 5,664,175 11,463,824
FNBC Escrow Cash Account 10,753,602 4/1/2010 (10,511,888) 274,300 32,586
Total Equity Managers 441,625,432 (436,512,513) 39,058,995 33,946,076
FIA Leveraged Fund** 25,537,429 4/1/2008 (10,762,038) 22,378,113 7,602,722
Clinton Magnolia Fund 15,164,257 11/1/2007 (5,090,799) 13,225,000 3,151,542
SMH 10,011,022 7/7/2006 (5,000,000) 6,552,903 1,541,881
Securities Lending 968,654 9/1/1997 (1,175,006) 27,110 233,462
Total fixed Income 51,681,362 (22,027,843) 42,183,126 12,529,607
American Pension Consultants 5,170,347 3/20/2003 (1,873,058) 4,402,479 1,105,190
Casa Fuego Il (Greentrails) 1,350,148 1/7/2005 (1,892,339) 715,908 1,258,099
Casa Fuego Il (Plaguemines) 1,638,000 9/1/2007 (428,080) 1,915,928 706,008
Fire Hotel | (Metairie) 2,500,439 | 6/14/2005 (3,217,677) 800,000 1,517,238
Fire Hotel 11 (Mexico) 3,150,000 6/30/2006 (1,179,524) 3,040,000 1,069,524
Fire Hotel I11 (Natchez) 2,500,000 2/1/2007 (324,613) 3,450,851 1,275,464
Total Private Fixed Loans 16,308,934 (8,915,291) 14,325,166 6,931,523
Total Fixed Income Managers 67,990,296 (30,943,134) 56,508,292 19,461,130
OCM Mezzanine 1,023,501 5/15/2002 (1,536,455) 191,757 704,711
Total Hedge Fund Managers 1,023,501 (1,536,455) 191,757 704,711
End Game 3,000,000 7/3/2003 (90) 1,456,127 (1,543,783)
Fire Flix 500,000 5/6/2011 (52,000) 450,000 2,000
First NBC Bank 6,500,000 | 5/31/2006 7,635,875 1,135,875
Greensprings 2,700,000 11/3/2003 (883,400) 2,838,847 1,022,247
Murphree Venture 1,008,665 | 3/31/2006 (274,317) 860,958 126,610
Trans Europe Buyout 111 1,470,868 12/1/2000 (2,999,780) 706,348 2,235,260
Trans Europe Buyout IV 2,250,000 6/2/2002 (5,168,440) 1,092,699 4,011,139
Trans Europe Buyout VII 3,000,000 71612007 3,554,010 554,010
Louisiana Fund | 405,000 7/1/2006 (12,659) 872,046 479,705
SAIL Venture Partners 11 4,389,937 | 11/19/2008 (748,078) 5,279,580 1,637,721
Louisiana Sustainability Fund, LP 321,970 8/4/2011 321,970
Wilton Private Equity 2,602,282 9/1/2001 (4,045,188) 1,923,382 3,366,288
Total Private Equity Managers 28,148,722 (14,183,952) 26,991,842 13,027,072
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Select Louisiana Retirement Systems

Investment Processes

Net Gain/Loss*

N Inception . Market Since Inception
Fund Manager Contributions D§te Distributions Value Date thI’OFl)Jgh

October 31, 2011

Firehouse VII (Belair) $1,000,250 7/1/2005 ($58,337) $1,215,138 $273,225
Firehouse VIII (Coco Walk) 6,246,285 | 8/16/2006 (133,515) 3,598,609 (2,514,161)
Firehouse IX (Aurora Village) 1,000,000 | 12/11/2007 (60,904) 1,567,159 628,063
Saratoga Lofts (Wiznia) 1,309,688 2/1/2007 (1,710,363) 1 400,676
Fire Assist (St. Raymond) 3,012,891 | 6/30/2006 2,400,000 (612,891)
Fire Wiz (Maritime) 4,250,000 | 4/27/2007 (3,209,688) 2,060,026 1,019,714
Fire Wiz Il (Stephen's Garage) 1,500,000 7/12/2007 (7,500) 2,182,171 689,671
Fire Game (TGGI) 12,025,659 | 11/15/2006 (900,972) 6,344,934 (4,779,753)
Fire Hotel Il (Metairie) 40,000 | 6/14/2005 (40,000)
Fire Hotel 11 (Mexico) 750,000 12/1/2006 73,112 (676,888)
Fire Phoenix (Austin)*** 15,888,898 | 11/1/2001 (17,195,321) (5,730,492) (4,424,069)
Fire Lake (Lakewood) 42,977,411 1/3/2003 (22,997,344) (2,245,807) (22,225,874)
Firewall (West Wego) 4,639,823 5/10/2006 (41,012) 4,816,842 218,031
Fire Water 6,106,600 8/17/2004 (3,455,471) 4,893,968 2,242,839
Hilton Gardens 14,140,106 6/1/1999 (17,235,390) 3,095,284
Kreate Fund 3,747,817 9/10/2003 (4,025,531) 2,402,025 2,679,739
Intercontinental 111 4,000,000 1/2/2003 (522,575) 3,063,958 (413,467)
Intercontinental 1V 1,025,000 9/1/2005 513,695 (511,305)
LEM Real Est. Mezzanine 3,120,000 10/2/2002 (2,605,143) 1,106,140 591,283
Land Baron 11,641,405 3/1/2005 (3,371,668) 4,160,452 (4,109,285)
HCH Land Partners 1,500,000 |  4/1/2010 (1,500,000) (70,424) (70,424)
Total Real Estate Managers 139,921,833 (79,030,734) 32,351,507 (28,539,592)
Total Alternative Managers 169,094,056 (94,751,141) 59,535,106 (14,807,809)
Total $678,709,784 ($562,206,788) $155,102,393 $38,599,397

*These totals represent the combined unrealized and realized net gains/losses.
**NOFPRF refers to this investment as Fletcher FIA Leveraged. It is currently in litigation.

***|nvestment in Litigation as of October 31, 2011.

Source: Prepared by legislative auditor’s staff using unaudited data obtained from NOFPRF.
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APPENDIX I: ROVERS COMMITMENT SCHEDULE FROM

INCEPTION OF INVESTMENTS THROUGH OCTOBER 31, 2011

Net Gain/Loss*

S Inception e Market since Inception
Fund Manager Contributions Dapte Distributions value Date throrijgh
October 31, 2011
Aletheia $5,737,547 3/2/2007 ($2,250,000) $2,748,645 ($738,902)
Snow Capital 5,728,419 3/6/2007 (2,000,000) 1,960,155 (1,768,264)
Horizon 3,000,000 | 3/31/2007 2,790,107 (209,893)
Advizory Smid Cap 5,873,405 3/6/2007 (2,000,000) 3,760,158 (113,247)
Greenspring Crossover Fund 2,000,000 6/13/2008 2,274,996 274,996
Orleans Capital Energy Fund 3,000,000 | 8/29/2008 3,827,598 827,598
Total Domestic Equity Managers 25,339,371 (6,250,000) 17,361,659 (1,727,712)
KBC Water Fund 2,000,000 | 8/29/2008 1,805,564 (194,436)
Thornburg International Equity 5,000,000 9/18/2009 5,346,438 346,438
Tradewinds Globa All Cap Strategy 4,000,000 | 7/31/2011 3,798,295 (201,705)
Total International Equity Managers 11,000,000 10,950,297 (49,703)
Total Equity Managers 36,339,371 (6,250,000) 28,311,956 (1,777,415)
Orleans Capital 26,019,402 | 6/30/2006 (17,840,383) 13,243,513 5,064,494
SMH 3,000,000 3/5/2007 3,647,864 647,864
Ashmore AEMDF 1,500,000 | 3/31/2007 1,984,346 484,346
Ashmore ALCF 1,500,000 | 3/31/2007 1,811,984 311,984
Total Fixed Income Managers 32,019,402 (17,840,383) 20,687,707 6,508,688
Sand Spring Capital ** 2,000,000 | 3/31/2007 (807,771) 55,510 (1,136,719)
CA Recovery Fund 807,771 | 6/30/2009 (138,832) 991,104 322,165
Equita Evergreen Fund 4,500,000 5/1/2007 4,575,746 75,746
Total Hedge Fund Managers 7,307,771 (946,603) 5,622,360 (738,808)
Invesco Global REIT 1,500,000 | 3/31/2007 1,130,353 (369,647)
Americus Fund IV 1,946,851 | 6/10/2007 (491,473) 797,835 (657,543)
Land Baron Investments 2,691,449 5/30/2008 1,015,045 (1,676,404)
Total Real Estate and Private Equity
Managers 6,138,300 (491,473) 2,943,233 (2,703,594)
Total Alternative Managers 13,446,071 (1,438,076) 8,565,593 (3,442,402)
Total $81,804,844 (%$25,528,459) $57,565,256 $1,288,871

*These totals represent the combined unrealized and realized net gains/losses.
**|nvestment in Litigation as of October 31, 2011.

Source: Prepared by legislative auditor’s staff using unaudited data obtained from ROVERS.
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