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To: Sen. Horn, Rep. Dunn — Co-Chairs
Review Sub-Committee, Arkansas Legislative Council

From: Jane Benton, Director
Date:
Subject: Special Procurements, Arkansas Teacher Retirement System; Investments in entities

creating ownership interest by the retirement system under Act 1211 of 2009 or otherwise
reported under Acts 79 or 1211 of 2009 as an eminent need

Under the provisions of the State Procurement Law, Section 19-11-201 et. seq., this report
reflects investments by an Arkansas public retirement system using a procurement that does not
create a “contract” as defined under the State Procurement law or is otherwise a special
procurement.

Based on the investment authority of the state retirement systems in ACA § 24-2-501 et. seq. and
the Board’s duty to invest in accordance with the prudent investor rule, it is my determination
that an unusual or unique situation exists making the strict application of the State Procurement
procedures contrary to the interests of the trust funds under certain circumstances. When
investing in a legal structure that creates an ownership interest by a retirement system, the
Procurement Laws do not provide the flexibility required to enter into an agreement using
standard procedures consistent with the required terms of the investment. Also, market
conditions and other factors may limit the opportunities of a state retirement system to invest in
meritorious investments due to time sensitivities while strictly complying with State
Procurement process. It is my determination that a state retirement system there was an
immediate need to implement an investment directive in order to comply with the prudent
investor rule for the preservation of trust assets.

Section A reports investments by a state retirement system in which the retirement system is not
contracting with an investment manager but entering into an ownership structure with the
investment manager investing in underlying assets owned by the entity.

Section B reports investments by a state retirement system in which there was an immediate need
to implement an investment directive to comply with the prudent investor rule and appropriate
standard of care for the preservation of trust assets. This is due to factors including market
volatility, effective management of investment risk and liquidity, mitigation of transition costs
and/or other time sensitivities of the investment opportunity. The retirement system has notified
OSP within the time required and has provided a copy of the Board resolution demonstrating
such need under ACA § 24-2-618 or § 19-11-1301 et. segq.

Section C reports investments in a equity ownership agreement by a state retirement system that
were previously made using the professional services contract procedure which continue for
additional term of year under the terms of the agreement or have not otherwise been previously
reported due to ambiguities of the State Procurement law as it relates to equity interests held by
the state retirement systems.
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Section A- Partial Equity Ownership Agreements by State Retirement System under ACA § 19-
11-1302

Section B- Investments by a Retirement System due to Eminent Need under ACA § 19-11-1303
or § 24-2-618

Section C - Retrospective Review of Investments with Retirement System as Equity Owner
under ACA § 19-11-1304
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June 19, 2009

VIA: HAND DELIVERY
Ms. Jane Benton, Director
Office of State Procurement
1500 W. Seventh Street
Little Rock, AR 72201

RE: Arkansas Teacher Retirement System (ATRS) Addendum to ACA §19-11-1302 Report/Spreadsheet
Dear Ms. Benton:

On June 1, 2009, ATRS submitted a spreadsheet reporting of all its investments which must be reported
under ACA §19-11-1302 et.seq., otherwise referred to as Act 1211 of 2009. The listing includes
investments which were made by the System in the past as well as new investments which the System has
entered into under the Imminent Need clause of the law or will close after proper review by the
Legislative Council.

Since the report was sent on June 1, the ATRS Board has authorized amendments to two investments.
Upon the recommendation of our private equity consultants, the Board approved a change in the amount
to fund our investment in Insight Equity 1l from $25 million to $30 million and a change in the amount of
our investment in Insight Mezzanine | from $15 million to $10 million. The total amount invested in these
two related investments remains $40 million and the changes were made as a result of the general partner
of the investments recently allowing for greater flexibility in the allocation between the two funds.

We understand that the spreadsheet is to be reviewed by the Legislative Review Committee on July 1,
2009. In an effort to provide updated information to the Committee, we have enclosed an addendum to
the report/spreadsheet which details the aforementioned changes as well as some minor corrections to the
description of fee calculations for two other investments. The addendum shows what was originally
reported for each investment on one line and the corrected information immediately below it. We
respectfully submit this additional information to you and request that it be included with our original
spreadsheet in the review process.

Sincerely,
~

George "”‘pkins, Executive Difector
Arkansas Teacher Retirement System
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June 19, 2009

VIA: HAND DELIVERY

Jane Benton, Director

Office of State Procurement
1509 West 7" Street, Suite 300
Little Rock, AR 72201

David Ferguson, Director

Bureau of Legislative Research
Administrative Rules Review Section
State Capitol, Room 315

Little Rock, AR 72201

RE: Notification of Imminent Need Under Act 1211 of 2009
Investment: KPS Il Supplemental
Five-day notice provision
Standard Procurement Sought With Imminent Need as Back-up

Dear Ms. Benton and Mr. Ferguson:

The Arkansas Teacher Retirement System has a private equity consultant, Franklin
Park that provides private equity recommendations to ATRS. Franklin Park has made
a strong recommendation that ATRS invest $40 million in KPS Il Supplemental. ATRS
only has this opportunity due to Franklin Park’s other clients already being other
participants in KPS Ill Standard. ATRS has submitted this investment through standard
procurement processes. However, the timing of meetings left no room for error in
the event of a delayed Committee meeting or the Committee adjourning before the
matter was taken up. ATRS hopes standard procurement occurs prior to execution.
However, to ensure ATRS followed the prudent investor rule and complied with all
legal processes, imminent need is being used as back up to prevent improper
execution of a contract without lawful authority.

As Executive Director of ATRS, my intent and plan is not to use the Imminent Need
provisions of Act 1211 on a frequent basis. At the same time, our consultant was
convinced that KPS Ill Supplemental was an excellent opportunity. Based upon the
consultants’ strong recommendation, staff agreed that in this instance notification of
Imminent Need existed. However, | have notified our consultants that use of
Imminent Need will be the rare exception and not the rule.




Page 2
June 19, 2009

Based upon the consultant and staff’s recommendation, on June 16, 2009, the ATRS
Board of Trustees adopted Resolution number 2009-17 to authorize the investment.
Resolution 2009-17 was adopted in order to specify Imminent Need. The Board
determined that all criteria were met under Act 1211 (formerly SB 812) to enter into
the partial equity ownership agreements of this investment. In accordance with Act
1211, ATRS is providing a copy of the aforementioned resolution to the Office of State
Procurement and the Legislative Council.

This letter has been sent in compliance with the five-day rule in Act 1211. In addition
to providing meaningful early disclosure, ATRS intends to comply with the notification
procedures set forth in Act 1211 on or before the closing date. In fact, as stated
above, ATRS has already sent this in a standard procurement submission with all
information required by Act 1211. The amount of the ATRS investment in the fund is
up to $40,000,000. For full and open disclosure, ATRS is attaching an Executive
Summary of the investment, which includes certain terms and dynamics of the
investment.

ATRS has already submitted a specific procurement form that complies with Act 1211.
If additional information is needed, please feel free to contact me.

Respectfully{

George Hopkins
Executive Director, ATRS
1400 West 3"

Little Rock, AR 72201

P: 501-682-180

M: 501-318-5998

F: 501-371-2161
georgeh@artrs.gov
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FranklinPark Memorandum

To Arkansas Teacher Retirement System (“ARTRS")

From Franklin Park

Date May 29, 2009

Subject KPS Special Situations Supplemental Fund III ("KPS III Supplemental”)
Background

KPS Capital Partners LLC (the “General Partner”), based in New York, was formed in 1997
as the successor firm to Keilin & Co., a financial advisory and restructuring firm formed in
1991 by Eugene Keilin, Michael Psaros and David Shapiro.

KPS Special Situations Fund III (KPS II1”) targets control private equity investments in
operationally distressed or underperforming businesses in the U.S. More specifically, KPS
IIT generally focuses on the following transaction types: (1) acquisitions of assets out of
Chapter 11 bankruptcy, (2) complex, out-of-court restructurings, and (3) acquisitions of
underperforming, non-core assets from large companies.

KPS III was raised in 2007 with $1.2 billion in commitments. As of March 31, 2009, KPS III
had invested approximately 31.2% of its capital commitments and has made three
investments.

Franklin Park recommended KPS III to three of its clients which committed an aggregate of
$60 million to the fund in mid-2007.

Opportunity

KPS III's limited partnership agreement was recently amended by existing limited partners
to allow the General Partner to raise $800 million for KPS III Supplemental to invest
alongside KPS 1II. The General Partner requested this increase due to the unprecedented
level of distressed opportunities in the current environment with limited competition from
other financial firms.

KPS IIT Supplemental, which will only invest in new transactions going forward (expected to
be 12-15 deals), will be offered primarily to existing KPS III investors. While a majority of
the capital is expected to be subscribed by existing investors, the General Partner is offering
Franklin Park’s clients, including ARTRS, an opportunity to invest in KPS III Supplemental.

Franklin Park initially learned about this opportunity in mid-May 2009 and the General
Partner is seeking to close the fund in July or August 2009 at the latest. Given this short
time frame, there is an Imminent Need for ARTRS to approve and close its investment in
KPS IIT Supplemental if Investment Committee and Board approval is achieved.

Franklin Park and ARTRS’ staff are focused on committing ARTRS’ capital to the highest
quality private equity managers, of which the General Partner is one. While many of the
best private equity opportunities will move in an expedited manner, Franklin Park and
ARTRS’ staff will continue to seek to take funds through ARTRS’ standard 90-day
procurement process whenever possible,

1of1
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FranklinPark Memorandum

To Arkansas Teacher Retirement System ("ARTRS”)

From Franklin Park

Date June 16, 2009

Subject KPS Special Situations Supplemental Fund 111 ("KPS 111 Supplemental”)
Background

KPS Capital Partners LLC (the “General Partner”), based in New York, was formed in 1997
as the successor firm to Keilin & Co., a financial advisory and restructuring firm formed in
1991 by Eugene Keilin, Michael Psaros and David Shapiro.

KPS Special Situations Fund I1II ("KPS I1I”) targets control private equity investments in
operationally distressed or underperforming businesses in the U.S. More specifically, KPS
111 generally focuses on the following transaction types: (1) acquisitions of assets out of
Chapter 11 bankruptcy, (2) complex, out-of-court restructurings, and (3) acquisitions of
underperforming, non-core assets from large companies.

KPS III was raised in 2007 with $1.2 billion in commitments. As of March 31, 2009, KPS III
had invested approximately 31.2% of its capital commitments and has made three
investments.

Franklin Park recommended KPS 111 to three of its clients which committed an aggregate of
$60 million to the fund in mid-2007.

Opportunity

KPS III's limited partnership agreement was recently amended by existing limited partners
to allow the General Partner to raise $800 million for KPS III Suppiemental to invest
alongside KPS III. The General Partner requested this increase due to the unprecedented
level of distressed opportunities in the current environment with limited competition from
other financial firms.

KPS III Supplemental, which will only invest in new transactions going forward (expected to
be 12-15 deals), will be offered primarily to existing KPS III investors. While a majority of
the capital is expected to be subscribed by existing investors, the General Partner is offering
Franklin Park’s clients, including ARTRS, an opportunity to invest in KPS IIT Supplemental.

Due Diligence Update

Franklin Park completed comprehensive due diligence on the General Partner in 2007, which
is summarized in the attached report, as part of its review of KPS III. An update on the
General Partner’s team and track record is provided below:

Team Update

e« Bruce Curley, who joined the General Partner in 2005, was promoted to Managing
Director. Mr. Curley previously was CEO of Curtis Papers Inc., a former KPS portfolio
company. Prior to that, he held management positions with International Paper, Boise
Cascade and Mead.

e Randy Hicks joined the General Partner as a Managing Director in 2007 to focus on
Business Development. Prior to joining the firm, he was a Managing Director at

1of 2
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FranklinParck Memorandum

L

FirstLight Financial Corporation and Managing Director/Northeast Region Manager for
GE’s Corporate Lending.

The junior team has doubled in size from five Associates in 2007 to a team of four
Senior Associates, five Associates and a professional focused on portfolio company
operations.

No senior level departures have occurred since 2007.

Track Record Update

Fund I has been substantially realized for a gross IRR of 19% and a multiple of 1.9x
cost. On a net basis, Fund I generated an IRR of 14%, which is first quartile compared
to the relevant Thomson Financial’s private equity benchmark.

Fund II, which has invested $403.2 million in 10 portfolio companies, has generated a
net IRR of 59% and a multiple of 1.8x cost as of March 31, 2009. This represents first
quartile performance compared to the relevant Thomson Financial’s private equity
benchmark. A summary of Fund Il's investments is provided below, as of March 31,
2009 ($ millions).

Realized Holdings

Date of

Company Thiast ¢ Invested Realized Unrealized Gross ROI
Wire Rope Corporation of America, Inc. 6/30/03 $16.5 $177.9 $0.0 10.8x
Speedline Technologies, Inc. 10/30/03 24.3 91.0 g.0 3.7x
AmeriCast Technologies, Inc. 11/14/03 55.0 107.6 0.0 2.0x
Ashcroft Holdings, Inc. / Ebro 10/26/05 17.5 46.9 0.0 2.7%
Total Realized $113.3 $423.4 $0.0 3.7x
Unrealized Holdings
Company Dateof Jnvested  Realized  Unrealized Gross ROX
Investment
Hephaestus Holdings, Inc. 6/30/05 $71.0 $41.9 $40.9 1.2x%
Blue Water Automotive Systemns, Inc. 9/28/05 41.7 12.7 0.0 0.3x
Cloyes Gear and Products, Inc. 5/15/06 10.0 10.0 9.1 1.9%
Attends Healthcare, Inc. 1/17/07 50.0 48.3 42.1 1.8x
Bristol Compressors 3/5/07 55.0 55.5 1.0 1.0x
Global Brass & Copper Holdings 11/20/07 62.1 14.5 84.0 1.6%
Total Unrealized $289.9 $182.8 $177.1 1.2x
|Total Fund 11 $403.2 $606.3 $177.1 1.9% |

Fund III has made three investments to date, two of which (WWRD Holdings and North
American Breweries) closed during the first quarter of 2009. The third portfolio
company was a co-investment with Fund II in Global Brass & Copper Holdings, which is
currently valued at 1.6x cost.

Recommendation
Franklin Park recommends a commitment of up to $40 million in the Fund, subject to
satisfactory negotiation of final documentation, based on the following:

L

The General Partner has generated an attractive track record;
The General Partner’s senior team is experienced and cohesive; and
The Fund will target an attractive market segment.

20f2
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