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TEACHER RETIREMENT SYSTEM OF TEXAS MEETING
BOARD OF TRUSTEES

AGENDA

February 12, 2014 - 9:00 a.m.
February 13, 2014 — 8:00 a.m.
February 14, 2014 - 8:00 a.m.

Region 2, Educational Service Center — Room 3-23
209 North Water St., Corpus Christi, TX 78401

NOTE: Any item posted on the agenda may be taken up during the Board meeting on
Wednesday, February 12, 2014, or during the continuation of the meeting on Thursday,
February 13, 2014, or Friday, February 14, 2014, beginning at the times and place
specified on this agenda.

The open portions of the February 12-14, 2014 Board meetings are being broadcast over
the Internet. Access to the Internet broadcast of the Board meeting is provided on TRS'
web site at www.trs.state.tx.us.

1. Call roll of Board members.

2. Consider the approval of the December 12-13, 2013 Board meeting minutes —
David Kelly.

3. Provide opportunity for public comment — David Kelly.

4. Overview of the February 12-14, 2014 TRS Board meeting, including an
introduction of issues and instructions for participating in the afternoon TRS
health care town hall discussion — Brian Guthrie.

5. Receive presentation on and discuss national and state health care history and
trends and the TRS health benefits plans — Betsey Jones; William Hickman and
Amy Cohen, Gabriel, Roeder, Smith & Company.

6. Panel Discussion on health care matters and the federal Patient Protection and
Affordable Care Act (PPACA) — Betsey Jones (Moderator); Jeff Bernhard and
Sally Imig, Aetna; Dr. Dan McCoy and Ethan Baumfeld, Blue Cross and Blue
Shield of Texas; Kevin DeStefino, RPh, Towers Watson; and Dr. Steve Miller,
Express Scripts.

7. Meet with representative(s) from the Retirees Advisory Committee (RAC) and
discuss the role of the RAC and issues regarding TRS-Care — Ignacio Salinas, Jr.
Ph.D., Chair and Bill Barnes, Member



Conduct the TRS health care town hall meeting —Brian Guthrie (Moderator);
Betsey Jones and William Hickman, Gabriel, Roeder, Smith & Company:

A. Receive an introduction on the health care town hall meeting, including
instructions for participation.

B. Discuss the TRS health benefits studies.

C. Respond to in-person and web-cast audience questions on health care
matters.

Discuss and consider selecting a TRS-ActiveCare Health Plan Administrator
(HPA) and Pharmacy Benefit Manager (PBM), including considering a finding
that deliberating or conferring on the selection of the HPA and PBM in open
meeting would have a detrimental effect on the position of the retirement system
in negotiations with a third person — Betsey Jones.

NOTE: The Board meeting likely will recess after the last item above and resume
Thursday morning to take up items listed below.

10.

11.

12.

13.

14.

Provide opportunity for public comment — David Kelly.

Review and discuss the Executive Director's report on the following matters —
Brian Guthrie:

A. Overview of the agenda for February 13, 2014.

B. Review TRS functions and organizational structure, including a workforce
overview and a discussion of agency accomplishments and goals.

C. Preview draft agendas for upcoming Board meetings.

D. Receive the Board training calendar.

Discuss strategic planning — Brian Guthrie; Rebecca Merrill; and Keith Robinson,
Focus Consulting Group.

Discuss preparation for the upcoming 2015 Texas legislative session — Ken Welch
and Don Green.

Receive an update and discuss TRS long-term space planning issues — Don Green
and Jerry Albright



15.

16.

17.

Review the report under 8§ 825.314(b), Government Code, of expenditures that
exceed the amount of operating expenses appropriated from the general revenue
fund and are required to perform the fiduciary duties of the Board — Don Green.

Receive a presentation by Focus Consulting Group (FCG) on the process for
executive personnel evaluations — Keith Robinson, Focus Consulting Group.

Receive presentations on the TRS investment management and functions,
including the following matters:

A.

Panel discussion on asset allocation — Dr. Keith Brown, (Moderator);
Steve Voss and Brady O’Connell, Hewitt EnnisKnupp; Joseph Newton,
Gabriel, Roeder, Smith & Company; Britt Harris; Mohan Balachandran;
and Ashley Baum.

Receive an update on the Emerging Manager Program — Stuart Bernstein.

Discuss the 2014 priorities for the Investment Management Division —
Britt Harris.

Receive market update and discuss results of the Investment Management
Division’s Best Ideas Survey — Britt Harris and James Nield.

Receive a report on the investments in private investment fund CVC
European Equity Partners IV L.P. and a direct investment in restricted
securities — Rich Hall and Carolina de Onis.

Discuss possible co-investment opportunities involving a foreign pension
fund, including potential investments in private investment funds or the
purchase, holding, or disposal of restricted securities or a private
investment fund’s investment in restricted securities — David Kelly.

Receive legal advice on certain securities related to the legacy fixed
income portfolio — Carolina de Onis.

NOTE: The Board meeting likely will recess after the last item above and resume Friday
morning to take up items listed below.

18.

19.

20.

Provide opportunity for public comment — David Kelly.

Review the agenda items to be taken up on February 14, 2014 — Brian Guthrie.

Receive an overview of the TEAM Program, including the program’s goals,
history, and budget — TRS TEAM Program Core Management Team (CMT);
David Cook, and Jay Masci, Provaliant.



21.

22,

23.

Receive an update on open government matters and review trustee roles,
responsibilities, and fiduciary duties; qualifications for office and governance —
Dan Junell, Ronnie Bounds, Carolina de Onis; and Steve Huff, Reinhart Boerner
Van Deuren, s.c.

Consider personnel matters, including the appointment, employment, evaluation,
compensation, performance, duties, discipline, or dismissal of the Executive
Director, Chief Investment Officer, or Chief Audit Executive — David Kelly.

Consult with the Board's attorney(s) in Executive Session on any item listed
above on this meeting agenda as authorized by Section 551.071 of the Texas
Open Meetings Act (Chapter 551 of the Texas Government Code) — David Kelly.



Tab 2



Minutes of the Board of Trustees
December 12-13, 2013

The Board of Trustees of the Teacher Retirement System of Texas met on December 12, 2013, in
the boardroom located on the fifth floor of the TRS East Building offices at 1000 Red River
Street, Austin, Texas. The following board members were present:

David Kelly, Chair
Todd Barth

Karen Charleston
Joe Colonnetta
David Corpus
Chris Moss

Anita Palmer
Dolores Ramirez
Nanette Sissney

Others present:

Brian Guthrie, TRS

Ken Welch, TRS

Amy Barrett, TRS

Janet Bray, TRS

Carolina de Onis, TRS
Howard Goldman, TRS
Don Green, TRS

T. Britton Harris 1V, TRS
Marianne Woods Wiley, TRS
Jerry Albright, TRS
Larry Abrahamson, TRS
Thomas Albright, TRS
Michelle Bertram, TRS
Grant Birdwell, TRS

Chi Chai, TRS

Michael Friedman, TRS
Rich Hall, TRS

Terry Harris, TRS

Janis Hydak, TRS

Dan Junell, TRS

Eric Lang, TRS

Lynn Lau, TRS

Denise Lopez, TRS

Rebecca Merrill, TRS

James Nield, TRS

Hugh Ohn, TRS

Noel Sherman, TRS

Rebecca Smith, TRS

Steve Huff, Reinhart Boerner Van Deuren

Steve Voss, Hewitt EnnisKnupp

Brady O’Connell, Hewitt EnnisKnupp

Philip Mullins, Texas State Employee Union

Ted Melina Raab, Texas American Federation of Teachers
Ann Fickel, Texas Classroom Teachers Association

Mr. Kelly called the meeting to order at 1:05 p.m.

1. Call roll of Board members.

Ms. Lau called the roll. All trustees were present.

The meeting recessed briefly for technical matters to be addressed, then reconvened at 1:16 p.m.

2. Consider the approval of the October 18, 2013 Board meeting minutes — David
Kelly.

On a motion by Mr. Colonnetta, seconded by Ms. Palmer, the board unanimously approved the
minutes of the October 18, 2013 board meeting.
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3. Receive public comment — David Kelly.

Mr. Kelly called for public comment. No comment was received.

4, Review and discuss the Executive Director's report on the following matters — Brian
Guthrie:
A. Board operational matters, including a review of draft agendas for upcoming
meetings.

On behalf of the board, Mr. Kelly presented a plaque to Ms. Sissney, Ms. Charleston, and Ms.
Palmer, respectively, for their attendance at the National Council on Teacher Retirement (NCTR)
conference.

Mr. Guthrie reviewed the draft agenda items for the February 2014 meeting.

B. Additional updates, including administrative operations, financial, audit,
legal, staff services, board administration activities, and strategic initiatives.

Mr. Guthrie highlighted notable events since October 2013, including the State Street visit, TRS
Golden Apple Awards, Institutional Investor Forum, and Mr. Harris receiving the Lifetime
Achievement Award from aiClO magazine.

Mr. Guthrie laid out the timeline and process for disbursing the investment incentive
compensation for this year.

C. Discussion of TRS being named one of the Austin-American Statesman’s top
workplaces and a screening of the associated TRS video.

Mr. Guthrie announced that TRS was included in the Austin American-Statesman’s top ten work
places of 2013 in Austin. A feature video about the designation was then shown.

5. Review and discuss the Deputy Director’s Report, including matters related to
administrative, financial, and staff services operations — Ken Welch.

Mr. Welch recognized the 2013 Golden Apple winners: Larry Abrahamson, Grant Birdwell,
Michael Friedman, Luis Ramirez, and Iliana Raup.

Mr. Welch provided a brief update on the recent enactment of Senate Bill 200 relating to a
prohibition on TRS investments in companies identified as doing business with the government
of Iran. He also updated the board on the implementation of Senate Bill 1458 relating to member
contributions and benefits.

Mr. Welch provided other operational updates, including the current hold time of the Telephone
Counseling Center, the Leadership Training Program, TEAM-related activities, and charitable
events held within the agency.
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Responding to a question from Mr. Colonnetta regarding hiring interns for full-time positions
after they finish school, Mr. Welch replied that the Investment Management Division had been
most successful in doing that.

6. Discuss and consider investment matters, including the following items:

A. Receive presentation from Dr. Keith Brown on investment risk management
and asset allocation — Dr. Keith Brown.

Dr. Brown provided a presentation on risk management and asset allocation.

B. Performance Review: Third Quarter 2013 — Brady O’Connell and Steve
Voss, Hewitt EnnisKnupp.

Mr. Voss of Hewitt Ennisknupp presented the performance review for the third quarter of 2013.
C. Review Quarterly Portfolio Performance and market update — Britt Harris.

Mr. Harris discussed the US regional economic development and highlighted some global
financial market phenomena.

D. Receive an update on the Strategic Partnership Network — David Veal.

Mr. Veal provided a brief update on the Public and Private Markets Strategic Partnership
Networks, including their asset allocations and commitments as well as their performance targets
and track records.

E. Review the report of the Investment Management Committee on its
December 12, 2013 meeting, and consider related matters — Todd Barth.

Mr. Barth, Committee Chair, provided a report of the Investment Management Committee:

The Investment Management Committee met today. The first presentation was a review
of the investment risk management team, strategies, 2013 priorities and 2014 priorities,
by Jase Auby. Next Mohan Balachandran reviewed the strategic asset allocation, stable
value and tactical asset allocation teams and their respective processes and 2014
priorities.

7. Receive the report of the Policy Committee on its December 12, 2013 meeting, and
consider related matters — Joe Colonnetta:

Mr. Colonnetta, Committee Chair, provided a report of the Policy Committee:

The Policy Committee met today, December 12. The committee conducted required
reviews of the TRS Mission Statement, Soft Dollar/Commission Sharing Agreement
policy, and Securities Lending Policy. No changes were recommended to the Mission
Statement or the policies.
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The committee then completed the four-year statutory review of TRS’ 403(b) rules. The
committee recommended to the board adoption of the four-year rule review and re-
adoption of the rules with no amendments.

The committee also completed the required review of the Proxy Voting Policy and
recommended to the board Proxy Voting Policy amendments.

The committee recommended board adoption of amendments to the Trustee Ethics
Policy, Employee Ethics Policy, and related documents.

A. Consider proposed changes to the TRS Mission Statement, if necessary;
No changes to the Mission Statement were proposed.

B. Consider adoption of the four-year statutory rule review of Chapter 53 of
TRS’ rules in Title 34, Part 3, of the Texas Administrative Code, including
the re-adoption of the Chapter 53 rules with or without changes;

On a motion by Mr. Colonnetta, the board unanimously adopted the proposed order completing
the statutory review of Chapter 53 of TRS rules and authorizing the board chair to sign the order
on behalf of the board as recommended by the Policy Committee.

C. Consider proposed changes to the Proxy Voting Policy;

On a motion by Mr. Colonnetta, the board unanimously adopted the amended Proxy Voting
Policy as recommended by the Policy Committee.

D. Consider proposed changes to the Soft Dollar / Commission Sharing
Arrangement Policy and the Securities Lending Policy, if necessary;

No changes to the Soft Dollar/Commission Sharing Arrangement Policy were proposed.

E. Consider proposed changes to the Trustee Ethics Policy and Position
Description; and

F. Consider proposed changes to the Employees Ethics Policy and related
materials, the proposed resolution adopting revised determination of Key
Employees, and the proposed new Key Employee Enhanced Disclosure
Form.

On a motion by Mr. Colonnetta, the board unanimously adopted the following resolutions
amending the Trustee Ethics Policy, the Employee Ethics Policy and related documents, and
revising key employee determinations as recommended by the Policy Committee:
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Resolution Approving Certain Changes to the Board of Trustees Ethics Policy

Whereas, In December 2011, the Board of Trustees of the Teacher Retirement System
of Texas (the “Board”) adopted the Board of Trustees Ethics Policy; and

Whereas, It is now necessary and prudent to adopt certain changes to the Board of
Trustees Ethics Policy to implement changes made possible by 2013 revisions to TRS'
ethics statute, Gov't Code § 825.212, and to conform it, in part, to the Employee Ethics
Policy; and now, therefore be it

Resolved, That the Board hereby adopts the revisions to the Board of Trustees Ethics
Policy, as presented by the staff to the Policy Committee.

Resolution Approving Certain Changes to the Employee Ethics Policy and
Related Forms

Whereas, In October 2009, the Board of Trustees of the Teacher Retirement System of
Texas (the “Board”) adopted the Employee Ethics Policy and last revised the Policy in
April 2012; and

Whereas, It is now necessary and prudent to adopt certain changes to the Employee
Ethics Policy to implement changes made possible by 2013 amendments to TRS’ ethics
statute, Gov't Code § 825.212, and to make other prudent revisions, including to forms
related to the Employee Ethics Policy; and now, therefore be it

Resolved, That the Board hereby adopts the revisions to the Employee Ethics Policy, the
Ethics Compliance Statement for Employees and Certain Contractors, and the Key
Employee Enhanced Disclosure Form, as presented by the staff to the Policy Committee.

Resolution Adopting Revised TRS Key Employee Determinations

Whereas, In accordance with Government Code Section 825.212 and the Employee
Ethics Policy, as revised from time to time, the Board of Trustees of the Teacher
Retirement System of Texas (the “Board”) has authority to determine employees who
exercise significant fiduciary authority (“key employees”); and

Whereas, The Board desires to adopt the following determinations of key employees;
now, therefore be it

Resolved, That the following positions are determined to be key employees and their
current and future incumbents subject to all applicable requirements for key employees:

Title

Executive Director

Deputy Director

Chief Investment Officer

Deputy Chief Investment Officer
Chief Benefit Officer

Chief Financial Officer
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General Counsel

Chief Audit Executive

Chief Information Officer

Deputy Chief Information Officer

Director of Health Care Policy and Administration
Director of Strategic Initiatives

Manager of General Accounting

Manager of Investment Accounting

Further resolved, That all employees who hold a voting position on the Internal
Investment Committee at any time during a reporting period are determined to be key
employees subject to all applicable requirements for key employees;

Further resolved, That all Investment Management Division employees who hold the
working title of Director or higher during a reporting period are determined to be key
employees and subject to all applicable requirements for key employees;

Further resolved, That all employees who have authority to approve or execute
securities trades in the TRS order management system during a reporting period are
determined to be key employees and subject to all applicable requirements for key
employees;

Further resolved, That all employees who hold authority during a reporting period
under the Board’s Authority Resolution (TRS 477) either through direct delegation from
the Board or otherwise are determined to be key employees and subject to all applicable
requirements for key employees;

Further resolved, That the Executive Director is authorized to designate, upon notice
to the General Counsel, an employee not identified above to be a supplemental key
employee if the Executive Director determines that it would be prudent for TRS to have
the employee subject to the key employee requirements because of the influence the
employee exercises, the nature of the employee’s job, the information to which the
employee has access, or another appropriate reason; at the next meeting of the Board
after any supplemental key employee designations, the Executive Director shall notify the
Board of the designations for the Board to consider ratification of the designations;

Further resolved, That the foregoing resolutions and all applicable key employee
requirements, including submitting enhanced disclosures required by the Employee Ethics
Policy, are effective for the 2012 reporting year and shall remain effective until modified
by the Board.

8. Review the report of the Risk Committee on its December 12, 2013 meeting, and
consider related matters — Karen Charleston.

Ms. Charleston, Committee Chair, provided a report of the Risk Management Committee:

The Risk Committee met on December 12, 2013. Risk management and strategic
planning staff provided a report on the Enterprise Risk Management (ERM) function,
which included information on TRS ERM structure and an update on the stoplight report
and related Enterprise Risk Management activities. The Chief Benefit Officer provided a
report on the value of ERM from the perspective of the user.
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9. Discuss possible co-investment opportunities involving a foreign pension fund,
including potential investments in private investment funds or the purchase,
holding, or disposal of restricted securities or a private investment fund’s
investment in restricted securities — David Kelly.

10. Consider personnel matters, including the appointment, employment, evaluation,
compensation, performance, duties, discipline, or dismissal of the Executive
Director, Chief Investment Officer, or Chief Audit Executive — David Kelly.

Mr. Kelly announced that the board would go into executive session on agenda items 9 and 10
under section 825.3011 of the Government Code to confer about confidential investment matters,
and under section 551.071 of the Government Code to seek advice from legal counsel. He stated
that the board would also go into executive session on agenda item 10 under section 551.074 of
the Government Code to discuss the personnel matters posted under that item. He asked all
members of the public and staff not needed for the executive session to leave the meeting room
and take their belongings with them.

Whereupon, the board went into executive session at 4:32 p.m.
The meeting was reconvened in open session and then recessed at 5:46 p.m.

The Board of Trustees of the Teacher Retirement System of Texas reconvened on December 13,
2013, in the boardroom located on the fifth floor of the TRS East Building offices at 1000 Red
River Street, Austin, Texas. The following board members were present:

David Kelly, Chair
Todd Barth

Karen Charleston
Joe Colonnetta
David Corpus
Chris Moss

Anita Palmer
Dolores Ramirez
Nanette Sissney

Others present:

Brian Guthrie, TRS T. A. Miller, TRS

Ken Welch, TRS Melinda Nink, TRS

Amy Barrett, TRS Scot Leith, TRS

Janet Bray, TRS Mike Rehling, TRS

Carolina de Onis, TRS Hugh Ohn, TRS

Jerry Albright, TRS Noel Sherman, TRS

Janet Bray, TRS Garry Sitz, TRS

Howard Goldman, TRS Beckie Smith, TRS

Don Green, TRS Tim Wei, TRS

Betsey Jones, TRS Cindy Yarbrough, TRS

Amy Morgan, TRS Yimei Zhao, TRS

Marianne Woods Wiley, TRS Steve Voss, Hewitt EnnisKnupp

Michelle Bertram, TRS Brady O’Connell, Hewitt EnnisKnupp
David Cook, TRS Steve Huff, Reinhart Boerner VVan Deuren
John Dobrich, TRS Tim Lee, Texas Retired Teachers Association
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Darryl Gaona, TRS Bill Hickman, Gabriel Roeder Smith and Company

Dennis Gold, TRS Joe Newton, Gabriel Roeder Smith and Company

Cindy Haley, TRS Amy Cohen, Gabriel Roeder Smith and Company

Clarke Howard, TRS Jay Masci, Provaliant

Dan Junell, TRS Michael Johnson, Bridgepoint Consulting

Lynn Lau, TRS Philip Mullins, Texas State Employees Union

Jay LeBlanc, TRS Ted Melina Raab, Texas American Federation of Teachers
Rebecca Merrill, TRS Ann Fickel, Texas Classroom Teachers Association

Jamie Michels, TRS
Mr. Kelly called the meeting to order at 10:10 a.m.

2. Call roll of Board members.

Ms. Lau called the roll. All trustees were present.
11. Receive public comment — David Kelly.

Mr. Derly Rivera of the Austin Retired Teachers Association expressed his appreciation to board
members and TRS staff for the services they provided to over a quarter million Texas retirees.

Mr. Tim Lee of the Texas Retired Teachers Association provided his input on the matters
relating to the appointments to the Retiree Advisory Committee and funding for TRS-Care. He
expressed his appreciation to board members for their services.

Mr. Kelly then asked for a motion to excuse the absence of Mr. Moss from the October 18, 2013
board meeting. On a motion by Mr. Barth, seconded by Ms. Sissney, the board unanimously
excused the absence of Mr. Moss.

12. Receive the Chief Financial Officer’s report under § 825.314(b), Government Code,
of expenditures that exceed the amount of operating expenses appropriated from
the general revenue fund and are required to perform the fiduciary duties of the
Board — Don Green.

Pursuant to section 825.314(b) of the Government Code, Mr. Green presented a report of the
expenditures paid during the months of September and October of 2013. He confirmed for Ms.
Sissney that the administrative expenses excluded benefit payments.

13. Review the Comprehensive Annual Financial Report for fiscal year 2013 — Jamie
Michels and Cindy Haley.

Ms. Michels and Ms. Haley presented the Comprehensive Annual Financial Report for the fiscal
year ended August 31, 2013.

14, Review the TRS Pension Trust Fund Actuarial Valuation as of August 31, 2013 —
Joseph Newton, Gabriel, Roeder, Smith & Company.

Mr. Newton presented the pension trust fund actuarial valuation as of August 31, 2013. He
highlighted the changes to the pension accounting standards adopted by the Governmental
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Accounting Standards Board (GASB). He discussed the slow wage growth and the rising benefit,
pension and healthcare costs in the U.S. economy. He noted the positive impact of population
growth in Texas on the pension plan. Responding to a question from Mr. Barth concerning the
2011 changes in the asset smoothing methodology, Mr. Newton described the effects, including
how they had helped accelerate the convergence of actuarial and market values.

Mr. Newton concluded that the current valuation was positive. He stated that future benefit
increases should accompany additional funding from other sources to avoid potential risk to the
financial health of the pension plan.

15. Review the TRS-Care Actuarial Valuation and Other Post Employment Benefit
(OPEB) reports as of August 31, 2013, and receive an overview and update on TRS-
ActiveCare — Joseph Newton; William Hickman; and Amy Cohen, Gabriel, Roeder,
Smith & Company.

Mr. Newton provided the background of the TRS-Care actuarial valuation and other post-
employment benefit studies based on the GASB Statements No. 43 and No. 45. Mr. Newton
highlighted the cash estimates for FY 2014 and stated that the current projected contribution rate
was 2.2% of payroll, which would need to be increased to 5.86% for advance funding.

Mr. Hickman and Ms. Cohen provided a health benefits briefing. Ms. Cohen provided an
overview of TRS-Care, including the plans’ benefits and levels of coverage, participation, claims
cost, funding sources, historical expenditures, and cost drivers. She noted that there was no
relationship between the revenue and incurred cost. Presenting the financial history and
projection through FY 2018 with data through August 2013, Ms. Cohen stated that with the
implementation of the Medicare Advantage and Part D plans, TRS-Care was projected to be
solvent through the end of FY 2015 instead of FY 2013, as previously projected.

Ms. Cohen provided an overview of TRS-ActiveCare. She highlighted the plan design changes
implemented over the past year. She provided an overview of the levels of coverage, current and
historical plan participation and expenditures, claims cost, funding sources, and cost drivers.

Mr. Kelly asked staff to present at a future board meeting potential issues and solutions for
keeping the health benefits plans solvent.

16. Receive an update on the procurement of the TRS-ActiveCare Health Plan
Administrator (HPA) and Pharmacy Benefit Manager (PBM) contracts, including
potentially receiving information from staff in closed session after considering a
finding that deliberating or conferring on the selection in open meeting would have
a detrimental effect on the position of the retirement system in negotiations with a
third person — Betsey Jones.

Ms. Jones provided a brief update on the procurement process for the TRS-ActiveCare Health
Plan Administrator (HPA) and Pharmacy Benefit Manager (PBM). She stated that the current
contracts would expire on August 31, 2014. She stated that in light of the complexity of the
selection, staff recommended deferring selections of vendors until the February 2014 board
meeting to provide additional time to discuss and consider the proposals.
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17.

Review the report of the Benefits Committee on its December 13, 2013 meeting, and
consider appointments to the Retirees Advisory Committee — Anita Palmer.

Ms. Palmer, Committee Chair, provided the report of the Benefits Committee as follows:

The Benefits Committee met on December 13, 2013 to review reports on benefit services
and TRS website statistics and to consider proposed appointments to the Retirees
Advisory Committee (RAC), and make a related recommendation to the board. Marianne
Woods Wiley, Chief Benefit Officer, presented FY 2013 and past fiscal year information
on some of the activities of the Benefits Service Division, including benefit processing
and counseling. She also provided current average service delivery turnaround time and
current telephone hold times. For additional details, board members may refer to item 2
on the Benefits Committee agenda.

Howard Goldman, Director of Communications, presented an overview of TRS website
activity during FY 2013. He also reviewed outreach activities, the website redesign
project, and social media information.

Betsey Jones, Director of Health Care Policy and Administration, explained the RAC
appointment process and presented information on nominees for the five expiring RAC
positions. There were no nominations for the retired school auxiliary position. Based on
committee discussion, the following motion is proposed for the board to consider, and
these are the positions: Position for retired teacher, Bill Barnes; retired teacher, Marcia
McNeill; active teacher, Grace Mueller; and active administrator, Ignacio Salinas.

On a motion by Mr. Corpus, seconded by Mr. Moss, the board unanimously appointed the
following four individuals for a four-year term on the RAC from February 1, 2014 to January 31,
2018 in the following positions:

18.

Retired teacher: Bill Barnes;
Retired teacher: Marcia McNeill;
Active teacher: Grace Mueller; and
Active administrator: Ignacio Salinas.

Review the reports on the Historically Underutilized Businesses (HUB) and consider
related goals for fiscal year 2014 — John Dobrich.

Mr. Dobrich provided the reports on the Historically Underutilized Businesses (HUB) with
details on current and historical HUB utilizations, accomplishments, and future initiatives. He
noted that state agencies could set goals that differed from statewide goals in each category to
accommodate expenditure differences resulting from each agency’s unique mission. Agencies
could also set goals that were higher than statewide goals to further support the HUB program.
He stated that TRS’ goals were structured to address both of these situations.

On a motion by Mr. Barth, seconded by Ms. Sissney, the board unanimously adopted the
following resolution to approve the HUB goals for fiscal year 2014
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19.

Whereas, TRS staff met on November 8, 2013 and reviewed the report of the Texas
Comptroller of Public Accounts on TRS HUB expenditures for fiscal year 2013 and
discussed the 2013 HUB Program Annual Status Report to be presented to the TRS Board
of Trustees (Board);

Whereas, TRS staff developed proposed HUB goals for fiscal year 2014 for the Board to
consider; and

Whereas, The Board has received and discussed the HUB expenditure reports, and the
Board desires to adopt TRS’ HUB goals for fiscal year 2014; now, therefore, be it

Resolved, That the Board hereby adopts the following HUB expenditure goals for fiscal

year 2014:

Category TRS FY13 Goals TRS FY13 Actual TRS FY14 Goals
Special Trade 25% 22.47% 25%
Professional Services 5% 4.35% 5%

Other Services 20% 10.08% 15%
Commodity Purchases |50% 26.52% 35%

Receive the report of the Audit Committee on its December 13, 2013 meeting, and
discuss and consider related matters — Chris Moss.

Mr. Moss, Committee Chair, provided the report of the Audit Committee as follows:

The Audit Committee met at 8:30 a.m. on Friday, December 13, 2013 in the 5th Floor
Boardroom. The State Auditor's Office presented the results of the audit of the TRS
comprehensive annual financial report for FY 2013. Protiviti presented their plan for
developing a health care risk assessment and model three-year audit plan. TRS staff
provided overviews of implementation activities for legislative changes for cost of living
adjustments and changes to calculations of service purchase credit. Internal Audit
presented the results of two audits in those areas.

Internal Audit presented a plan for issuing an overall opinion on the effectiveness of
controls in the Investment Management Division and the related results of quarterly
interim testing. They also presented the results of the quarterly investment compliance
testing. Internal Audit presented an overview of the annual internal audit report, the
status of prior audit and consulting recommendations, and audit administrative matters.

Mr. Kelly announced that the board would take up agenda item 21.

21.

Receive a presentation on the progress of the TEAM Program, including a
discussion on project interdependencies and the pension line of business project
entitled TRUST (Teacher Retirement Unified System for Technology) — Jay Masci,
Barbie Pearson, and Adam Fambrough.

Mr. Masci provided an update on the TEAM program progress and stated that all the projects

TRS Board Meeting: December 12-13, 2013
Page 11 of 14



were on or ahead of schedule.

Mr. Cook presented the current TEAM budget report. He noted that future reports would track
budgets for each project as well as the overall program. Mr. Kelly suggested including the
buyout, cost to complete, and current expenditure in the report and aggregating the contingency
left in each project into an overall program contingency. He stated that by combining all the
contingencies into an aggregate, any change order would come out of the overall contingency.
Mr. Cook concurred with Mr. Kelly’s suggestion. Mr. Green stated that he would work with Ms.
Sissney and Mr. Cook on the report and present some options at the February meeting.

Mr. Cook noted that the total project cost had risen to the $95 million threshold because of a
contingency added to the Hewlett-Packard contract and the hardware and software maintenance
costs added after the end of the project implementation. Mr. Green and Mr. Welch noted that the
ongoing maintenance cost would be an add-on and would be budgeted separately during the
Legislative Appropriation Request process. Mr. Masci clarified for Mr. Barth that the estimated
starting date for the enterprise financial system implementation was inaccurate because the
contract negotiations took longer than expected. He stated that staff would notify the board if
there was a budgetary or scheduling change-control.

Mr. Kelly suggested having a refresher training on the TEAM project in February for trustees to
have a clear understanding of the budgetary and scheduling issues as well as the monitoring and
control process. Mr. Welch stated that staff would include it on the February agenda.

Mr. Masci gave a presentation on the TEAM program interdependencies. He presented the
projected interdependencies from now through FY 2016.

Mr. Fambrough provided an update on the pension Line of Business (LOB) project. He described
the implementation plan for each solution.

Ms. Pearson provided an update on the TEAM milestones and accomplishments.

20. Receive a presentation from the TEAM Program Independent Program Assessment
(IPA) Vendor — Michael Johnson, Bridgepoint Consulting.

Mr. Johnson provided an update on the TEAM program assessment. He stated that the risks
identified during the planning phase had substantially been addressed, and no new risk had been
identified since then. He described the risk-based approach and discussed the risks associated
with the execution of the LOB project. He confirmed for Mr. Kelly that he believed HP was the
right vendor for the LOB project, and the process of selecting HP was deliberative.

Mr. Johnson profiled the HP Clarety Pension Administration network. He noted the staffing and
execution risks identified during this reporting period. He stated that TRS currently did not have
the level of skills for maintaining a large-scale enterprise system on a new platform and
highlighted the need to have the skill sets for acceptance testing. He concluded his report by
presenting the activities for the next reporting period.

TRS Board Meeting: December 12-13, 2013
Page 12 of 14



Mr. Moss requested that a glossary of acronyms be provided at the February meeting. He noted
that he was comfortable with the status of CGI's progress.

Responding to a question from Mr. Colonnetta concerning ownership of the TEAM project, Mr.
Guthrie stated that he and Mr. Welch owned the project. Mr. Colonnetta concurred with Mr.
Guthrie, and stated that he prioritized the success of the project over the proposed budget and
schedule issues. Mr. Kelly concurred with Mr. Colonnetta and stated that staff would have the
board’s support when issues arose.

22, Review the report of the Chief Benefit Officer, and consider the following related
matters — Marianne Woods Wiley:

A. Approve members qualified for retirement.

Ms. Woods Wiley presented the list of members and beneficiaries receiving initial benefit
payments during the reporting period from June 1, 2013 through August 31, 2013. She referred
the board to the detailed list of payments made available for their review.

On a motion by Ms. Sissney, seconded by Mr. Moss, the board unanimously approved the list of
members and beneficiaries who qualified for retirement, disability, DROP, PLSO, survivor, or
death benefits initiated during the reporting period.

B. Approve minutes of Medical Board meetings.

Ms. Woods Wiley presented the minutes of the July 9, 2013 and September 17, 2013 Medical
Board meetings.

On a motion by Ms. Sissney, seconded by Mr. Moss, the board approved the minutes of the
Medical Board meetings as presented, thereby ratifying the actions of the Medical Board
reflected in those minutes.

23. Consider concurring in the Medical Board’s certification regarding a disability
retiree under 8 824.307 of the Government Code, discontinuing annuity payments,
and restoring the individual to membership — Marianne Woods Wiley.

Ms. Woods Wiley presented information regarding a determination made by the Medical Board
that a specific disability retiree was no longer disabled. She noted that per a previous discussion
with the board regarding the procedure for reviewing the disability status of a retiree, the
Medical Board had reviewed the case again and made the final determination that the retiree was
no longer disabled and should be restored to membership.

On a motion by Mr. Colonnetta, seconded by Ms. Sissney, the board unanimously voted to
concur with the Medical Board certification in discontinuing the disability retiree’s annuity
payments and restoring her to active status.

TRS Board Meeting: December 12-13, 2013
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24. Review the report of the General Counsel on pending or contemplated litigation,
including updates on litigation involving benefit-program contributions, retirement
benefits, health-benefit programs, securities, and open records — Carolina de Onis.

The board members had no questions about the litigation report.

25. Consult with the Board's attorney(s) in Executive Session on any item listed above
on this meeting agenda as authorized by 8§ 551.071 of the Texas Open Meetings Act
(Chapter 551 of the Texas Government Code) — David Kelly.

The board took up no further business under agenda item 25.

The meeting was adjourned at 1:50 p.m.

TRS Board Meeting: December 12-13, 2013
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Teacher Retirement System of Texas

Meeting Overview
and
Health Care Town Hall Instructions

Brian Guthrie



Presentation Overview

" Meeting agenda review.

" Review instructions for participation in TRS
Health Care Town Hall.



Meeting Overview



Charting the Course

The effect of salling is produced by a judicious arrangement of the sails to the
direction of the wind.
- William Falconer

* Three-day retreat meeting.

* Major items include:
 Health Care 101 and panel.
* Retiree Advisory Committee discussion.
* Health Care Town Hall.
 TRS-ActiveCare Procurements.
« Strategic asset allocation.
« TEAM
e Strategic planning.
e Space planning
« Legislative preparation and budget matters.



Wednesday, February 12th

Topics

Times

Overview of agenda and town hall instructions

Health Care 101

Health Care Panel

Retiree Advisory Committee
Health Care Town Hall

 Instructions
 TRS Health Benefits Study
« Respond to Questions

TRS-ActiveCare Procurements

9:15a.m. — 9:30 a.m.
9:30 a.m. — 11:00 a.m.
11:00 a.m. — 12:30 p.m.
12:30 p.m. — 1:00 p.m.
1:00 p.m. - 3:00 p.m.

3:00 p.m. — Recess




Thursday, February 13th

Topics

Times

Public Comment
Executive Director’s Report

Strategic Planning

Discuss Legislative Preparation
Space Planning

CFO Report

Executive Evaluations
Investment Presentations

Strategic Asset Allocation
EM Update

2014 IMD Priorities

Best Ideas Survey

Due Diligence and Legal Matters (In
Closed Session)

8:00 am. - 8:15a.m.

8:15a.m.— 9:30 a.m.

9:30 a.m. — 10:30 a.m.
10:30 a.m. — 11:15 a.m.
11:15a.m. — 11:45 a.m.
11:45 a.m. — 12:00 p.m.
12:00 p.m. —12:30 p.m.
12:30 p.m. — Recess




Friday, February 14th

Topics

Times

Public Comment

Review Daily Agenda
TEAM Overview

Legal Training

8:00 a.m. — 8:15 a.m.
8:15a.m. - 8:30 a.m.

8:30 a.m. —10:30 a.m.

10:30 a.m.— Adjourn




Health Care Town Hall Instructions



Health Care Town Hall

= During the Health Care Town Hall, TRS will offer interactive Q
& A sessions on health care matters related to TRS.

e Audience present in hall can submit questions in writing on
the cards provided.

e Web-cast audience can submit questions via the internet
link.

e Also accepting questions via Twitter at #trstownhall.
 TRS will respond to questions during the town hall meeting.

* Please do not submit questions regarding personal health
situations. TRS cannot discuss an individual’s personal
health information in this forum.



Ask A Question Feature

r#ns TEACHER RETIREMENT SYSTEM OF TEXAS | Board Meeting - February 12-14, 2014

Click here to
ask question &t

Subject: |

Bt @ % e m 7 3 |
® Ask a Question X

Name: |

Question:
waiting for presentation
to begin

*  Click on the “Ask a Question” Balloon

*  Email box will appear

* Name and email are optional, but suggested
e Submit subject and question

* Click on ‘send’ button
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5. TRS Health Benefits

Betsey Jones, TRS
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Amy Cohen, GRS

February 2014



Health Care History



Key dates in the history of U.S. healthcare

1847

1849
1915

1929

1939
1940s

First sickness insurance policy issued by Massachusetts Health Insurance
Company

First general insurance law passed by the State of New York

American Association of Labor Legislation (AALL), with support of the American
Medical Association (AMA), drafted a model bill creating health insurance for
the working class and other individuals earning less than $1200 per year. Costs
were to be shared between employee, employer and the state. The bill was
opposed by both the private insurance industry and the American Federation of
Labor (AFL), who feared that it would create a system of government
supervision over people’s health.

A group of school teachers arrange for Baylor Hospital in Dallas, TX to provide
room, board and specified services at a pre-determined monthly cost.

Blue Cross Blue Shield of Texas issues its first health insurance policy

Wage and price controls during and post WWII resulted in improvements to
employee benefits packages as employers competed for workers.

Sources: Employee Benefit Research Institute (EBRI); Centers for Medicare and Medicaid

Services (CMS); PBS.org.



Key dates in the history of U.S. healthcare

1965

1973

1974

1986

Title XVIII and Title XIX of the Social Security Act

Medicare provided coverage for individuals over the age of 65; Medicaid
provides coverage for low-income children.

Health Maintenance Organization (HMO) Act

Established requirements for entities seeking designation as a federally
qualified HMO.

Employee Retirement Income Security Act of 1974 (ERISA)

Established uniform standards for employee benefits plans in order to
receive tax-favored status.

Consolidated Omnibus Budget Reconciliation Act (COBRA)

Requires employers to offer health care coverage to terminated employees
and dependents for up to 18-36 months.

Mandatory Medicare Coverage

State and local government employees hired (or rehired after March 31,
1986) are subject to mandatory Medicare coverage.

Sources: Employee Benefit Research Institute (EBRI); Centers for Medicare and Medicaid

Services (CMS); PBS.org.



Key dates in the history of U.S. healthcare

1996

1997

2003

2010

Health Insurance Portability and Accountability Act (HIPAA)

Established non-discrimination and portability standards for individual
coverage, HMOs and group health plans; standardized electronic formats
to ensure privacy of personal health data.

Balanced Budget Act (BBA)

Created the State Children’s Health Insurance Program (SCHIP) and a
Medicare+ Choice program.

Medicare Prescription Drug, Improvement and Modernization Act (MMA)
Created a new prescription drug card until 2006; created a voluntary Part D
benefit available to both private drug plans as well as Medicare Advantage
enrollees.

Patient Protection and Affordable Care Act (PPACA)

Created public healthcare exchangesin order to increase the access to and
affordability of health care coverage for Americans.

Sources: Employee Benefit Research Institute (EBRI); Centers for Medicare and Medicaid

Services (CMS); PBS.org.



National Health Care Trends



Where do we get health coverage?

Out of 330 million people in the United States, 83% received accessed health coverage
through either the government, an employer or in the private sector in 2012.

Private

/3%

Employment Based
47%

\

Uninsured
17%

Medicare
Medicaid 16%

17%

Source: CBO publications, May/June 2013.



Annual Growth Rates

18.0% -
16.0% -
e\ ational Health Expenditures
14.0% - :
Consumer Price Index (CPI)
12.0% -
10.0% -
8.0% -
[ ]
6.0% - 380
[ ]
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Sources: CMS, Office of the Actuary, National Health Expenditures, 2013; Bureau of Labor and
Statistics: CPI-U, US City average.



Why is healthcare spending going up?

Factors that contribute to growth in spending:
 Emergence, adoption and diffusion of new medical
technologies
* |Increases in personal income
e Expanded scope of health insurance coverage
e Defensive medicine
e Supplier-induced demand
e Specialty pharmacy



How much do we spend on healthcare?

2010 P $14,958

2000 PMQZ%
1990 F%,%O

P $2,863
1980 $256 Expectations of the next 10 years

7] e According to the California HealthCare
1970 $1,076 Foundation, the U.S. will spend $4.8
trillion in 2021.

$75
$543
1960

$0 $2,000 $4,000 $6,000 $8,000 $10,000 $12,000 $14,000 $16,000
Billions

B Gross Domestic Product B National Health Expenditures

10 Sources: Centers for Medicare & Medicaid Services, Office of the Actuary, National Health
Statistics Group; California HealthCare Foundation (CHCF), September 2013.



How much do we spend on healthcare?

$3,000,000
Investment (R&D)
Public Health Activity
$2,500,000 B Other Third Party Payers and Programs
Other Government Spending
$2.000,000 ® Medicare, Medicaid, CHIP
B Private Health Insurance
g m Out of pocket
g $1,500,000
E
$1,000,000
$500,000
$0 -
1960 1970 1980 1990 2000 2010
1
1

Sources: CMS, Office of the Actuary, National Health Expenditures, 2013.



How much do we spend on healthcare?

In 2012, the US spent $2.8 trillion on healthcare. That’s $8,915 per person.

e 22.0%
Healthcare Spending as a % of US GDP & -
* Includes all public and private spending. &
* The growth in healthcare spending has -~

outpaced the growth in GDP per capita
by 1.5% per year since 1985.

16.4%

Medicare/Medicaid as a % of US GDP
* Includes Medicaid and Medicare
programs only as a % of US GDP.

8.0%
- - - o
-
4.6% /.6%
I 1.8% I I ]
1960 1985 2011 2038

Sources: Centers for Medicare & Medicaid Services. CBO, The 2013 Long Term Budget Outlook.



How much do we spend on healthcare?

National Health Care Spend, Per Capita
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$9,000
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13 Sources: Centers for Medicare & Medicaid Services, Office of the Actuary,
National Health Statistics Group.



How much do we spend on healthcare?

National Health Care Spend on Medicare, Medicaid
and CHIP Programs

$600,000 - - 100.0%

- 90.0%

$500,000 -

- 80.0% ¢
]
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B Medicare BB Medicaid BEEECHIP e====Percent of Total National Expenditures

Sources: Centers for Medicare & Medicaid Services, Office of the Actuary,
National Health Statistics Group.
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What did we pay for?

Prescription Drugs,
9%

Dental Services, 7% Care Facilities, 13%

/”Care Facilities” includes

nursing home care facilities and
Continuing Care Retirement

Government

Physicians and Clinics, Administration, 7%

20% N

Investment, 6%
“Investment” includes non-
commercial research and
Structures and Equipment.

Other, 6%

“Other” includes durable
and non-durable medical
products and government
public health activities.

Sources: Centers for Medicare & Medicaid Services, Office of the Actuary,
National Health Statistics Group.



Who pays the bill?

Private Spending (53%) Public Spending (47%)

B Medicaid and CHIP
¢ Program administration
* Premiums
¢ Medicaid expansion programs

B |nsurers
¢ Plan benefits paid by
insurance carriers with
premium and investment
income dollars

B Consumers ® Medicare
¢ Out-of-pocket expenses ¢ Benefits paid under Part s A, B
such as deductibles, and D

¢ Medicare Advantage and Part D
plan subsidies

copays, coinsurance and
non-covered services

® Other Public Spending
¢ Department of Veterans Affairs
¢ Department of Defense
¢ Worker’s compensation claims

4 Other Private Spending

* Research
e Structures and Equipment

Calendar Year 2012

Sources: Centers for Medicare & Medicaid Services, Office of the Actuary,
16 National Health Statistics Group.
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Median Lifetime Medicare Payroll Taxes and Benefits for Various Cohorts by
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Texas Health Care Trends



How much do Texans spend on
healthcare?

In 2009, Texans spent $293.5 billion on healthcare, or $11,847 per capita.

Healthcare Spend

Year (Billions)

1997 $127.7

2000 $153.8

2003 $196.9 N
2006 $244.9

2009 $293.5

22.2%

21.5% Healthcare Spending as a % of Texas GDP
* Includes all public and private spending.
* Includes federal stimulus funding.

1999 2004 2009

Source: National healthcare expenditure data from the Department of Health and Human Services.



How much GR does Texas Government
spend on healthcare?

$11,571

$10,677

$10,026
$9,450

General Revenue

* 22.3% average annual increase
from 2005-2009

* Healthcare expenditures shown in
millions

2005 2006 2007 2008 2009

Source: Comptroller, State Health Care Spending, 2011.



Which Texas state agencies spend the
money?

20%

Five state agencies accounted
for 89% of all health care
spending in FY2009.

m Health and Human Services

m Dept of Aging and Disability Services

m Dept of State Health Services

M Employees Retirement System

u Dept of Criminal Justice

m Other Agencies

Acute Care Services as a % of HHSC
*  77% of Texas HHSC spend was for acute
care for Medicaid clients.

21 Source: Comptroller, State Health Care Spending, 2011.



Facts about Texas Medicaid

Medicaid is a joint state/federal program that
provides insurance to certain eligible populations

Medicaid appropriations made up 23.4% of the 2012-
13 appropriated Texas all funds budget

% of Texans living in poverty in 2009: 17.2
% of Texas children living in poverty in 2009: 24.4
% of Texans without health insurance in 2009: 25.5
% of Texas births in FY09 paid for by Medicaid: 55.9

Source: Medicaid, What’s the 411?; Legislative Budget Board Staff.
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Medicaid Expenditure History
(All funds, in Billions $)

The annual year to year growth in Medicaid 29.43
expenditures has ranged from 2% to 16%.
4.25
2.05
1987 1991 1995 1999 2003 2007 2011

Source: Texas Medicaid and CHIP in Perspective, 9th Edition, January 2013.
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2,000

25

Medicaid Enrollees (in thousands)

2,864

2,670

3,652

Average annual increase in enroliment

e  +8.2% between 2003 — 2011

e +12.9% between 2007 and 2011

2003 2005 2007 2009

Source: Texas Medicaid and CHIP in Perspective, 9t Edition, January 2013.

2011



Admits per 1,000

Hospital Admissions

Admission rates remain relatively flat
* Admission rates in Texas have historically

125 -

been about 10% below the national
120
average.
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Source: The Kaiser Family Foundation
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Emergency Room Utilization

ER visits are rising

* |n Texas, ER visit in 2011 were 9.3%
higher than the 2007 low.

* Between 2004 and 2008, ER visits
in Texas were 10% lower than the
national average.

M Texas
B United States

2000 2001 2002 2003 2005 2006 2007

Source: The Kaiser Family Foundation
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Prescription Drug Spend per Capita

$1,200 -
Drug spend in Texas closely
L 000 follows the national average
*L |« Between 2002 and 2004, drug
trends in Texas were about 3% less
than the national average.
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28 Source: The Kaiser Family Foundation
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$8,000

$6,000 -

Medicare Spend per Enrollee

Medicare spend compared to nationwide
* Since 2000, the annual increase in per capital
spend has closely mirrored the national

average.
* In 2006, Medicare spend increase about 14.5%
due to the additional Part D coverages.
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Source: The Kaiser Family Foundation



TRS-Care
Health Care Coverage for Retired
Public Educators and their Families



Health Benefits Division

Director, Health Policy

& Administration
Betsey Jones

Assistant Director,
Operations
Edward Esquivel

Director, Health &
Insurance Benefits
Department
Bob Jordon

-

Administrative Assistants:

Cheryl Behrendt
Glenn Benavides

Quality & Training
Specialist
Susan Greb

Health Benefits
Consultants/Analysts

Lane Humphreys
Rena De La Garza

Benefit Counselors

Teresa Luna, TL
Elaine Roland
Lona Cheairs

Liz Taylor

Katrina Symons

Elvira George
Vacancy

Benefit Counselors

Wendy Gershon, TL
Martha Smith
Heather Long

Efrain Gonzales
Rene Chadwick
Lamiracle Brown

Assistant Director,
Finance
Yimei Zhao

Communications
Coordinator
Charmaine
Drummond

Health Benefits
Finance:

Accountants
Maria Tovar-Gasca
Rosa Franco
Chase Dierschke

Program Manager
Averi Mullins

Health Benefits
Consultant
Karen Harper




History of TRS-Care

Group insurance bill for retired public education employees was passed by
legislature but vetoed due to lack of funding.

A survey of Texas school districts found that only 429 of the 1,100 school districts
offered some sort of retiree health coverage.

14 of the 429 districts also provided contributions to the premium costs.

Every school district endorsed and lobbied the legislature for a group health
insurance program.

Districts agreed to payroll deduct a percentage of active teacher salaries to help
fund the program.

S.B.387 provided that 1985-86 school year was to be used by TRS to "design, build
and implement" the new program to be effective September 1, 1986.



History of TRS-Care

The program was created as an interim solution but has endured for more than 25
years. It was redesigned in 2004 to provide an additional decade of solvency.

Catastrophic coverage was to be offered to all retires at no cost, with the Board
given the option of offering a more comprehensive option that would be paid for
by the retiree. Coverage for dependents was to be paid for by retirees.

The State initially contributed 0.35% and active employees 0.25% of the active
employee payroll to fund TRS-Care.

Several increases were made over the years to State (currently 1%) and active
employee contributions (currently 0.65%).

School districts began contributing 0.40% in the 2004-05 school year and currently
contribute 0.55% of active employee payroll.



TRS-Care Funding

State Contributions: 1% of public education covered payroll.
Active TRS members: 0.65% of employee’s salary.

School Districts: 0.55% of employee’s salary.

Supplemental funding.

Retiree Contributions: tiered by years of service and Medicare
status for Care 2 & 3 Coverage and Dependent Coverage.
Employer surcharge to account for the “return to work” employees.
Prescription Drug Subsidies:

e Retiree Drug Subsidy (RDS);

e PDP Subsidy;

* Coverage Gap Discounts;

e Catastrophic Reinsurance.

Investment Income.

Retirees also pay substantial amounts for deductibles, copays,
medical co-insurance and Medicare Part B premiums.



TRS-Care Funding
FY 2013

B Active Employee
Contributions,
$180,824,522 , 17%

B State Contributions,
$241,577,261 , 23%

[ District
Contributions,
$160,952,396 , 16%

B Investment Income,
$3,041,001 , 0%

B Retiree Premiums,

$355,685,504 , 34% B Federal Programs,

$98,628,842 , 10%



TRS-Care Eligibility

= Generally includes TRS public school service retirees

with at least ten years of service credit and
e Rule of 80 or

e 30 or more years of service credit

= Disability retirees with at least ten years of service
credit



TRS-Care Eligibility

= Dependents

* Spouse
e Children up to age 26 (disabled children beyond 26)
e Surviving spouse and surviving child of deceased retiree

e Surviving spouse and surviving child of deceased active
member with at least 10 years of service credit



TRS-Care Eligibility

* May enroll in any plan option during initial
enrollment opportunity

= Opportunity to change plans limited to:
* Turning age 65
e Special enrollment event



TRS-Care Eligibility

= 83" | egislative Session passed SB 1458
e Provision goes into effect September 1, 2014
e TRS-Care 1 only until age 62
e Grandfathered if as of August 31, 2014:

— Age plus years of service 70 or greater

— 25 years of service credit

 No impact until FY 2020



Plan Structure

= Self-funded PPO plans

" Law requires that a catastrophic plan be offered at no
cost for retiree only coverage

" Premiums for optional coverage based on years of
service and Medicare status

= Effective January 1, 2013, 2 fully insured Medicare
Advantage plans through Aetna
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TRS-Care 1 offers a high deductible plan at no cost for
employee only coverage with different deductibles
based on Medicare status.

Retiree Retiree &
Only Spouse
Medicare Status Deductible | Premium | Premium

PartsA & B $1,800 S-0-
Part B Only $3,000 S-0- 575
No Medicare $4,000 S-0- $140



Plan Structure for Medicare Retirees

Deductible

Coinsurance

Max Coinsurance
(Excluding Deductible)

Inpatient Hospital

Office Visits

Urgent Care

Emergency Room

TRS-Care 2

$1,000/$2,000

80%/20% after
Medicare payment

$3,000/52,000

80%/20% after
Medicare payment

Medicare
TRS-Care 3 Advantage for TRS-
Care 2
$300/$600 $500
80%/20% after o /o
Medicare payment SRR
$3,000/52,000 $3,000
$500 copay per
stay
S5 PCP

80%/20% after 510 Specialist

Medicare payment

$35 copay

S65 copay

Medicare

Advantage for TRS-
Care 3

$150
95%/5%

$3,000

$250 copay per
stay

S5 PCP
$10 Specialist

$35 copay

S50 copay



Plan Structure

Medicare Part D Medicare Part D
LRl LLiEacclise for TRS-Care 2 for TRS-Care 3

Retail Copays

Generic S10 S10 S5 S5
Preferred Brand S30 S25 S25 S20
Non-Preferred Brand S50 S40 S40 S40

Mail Order Copays
Generic S20 S20 S15 S15
Preferred Brand S75 S50 S70 S45
Non-Preferred Brand $125 $80 $125 $80




Plan Premiums

TRS-Care 2 TRS-Care 3
Medicare Status $1,000 Deductible $300 Deductible

Retiree & Retiree &
Retiree Only Spouse Retiree Only Spouse
Premium Premium Premium Premium
Parts A & B S70 $175 $100 $255
Part B Only S155 $340 $230 S505
No Medicare S200 $430 $295 $635

 Premiums shown are for retirees with 20-29 years of service
e Participants in the Medicare Advantage Plan pay S15 less
per month



TRS-Care Enrollment

= As of December 2013
e 242,600 participants

— TRS-Care 1 30,600 13%
— TRS-Care 2 54,000 22%
— TRS-Care 3 158,000 65%

= Distribution by Medicare status
e Medicare A& B 59%
e Medicare Bonly 8%
e Non-Medicare  33%



TRS-Care Enrollment

" Medicare Advantage participation rate: 68.5%
" Medicare Part D participation rate: 81.2%

= Total new enrollees effective January 1, 2014

e Medicare Advantage: 3,704
e Medicare Part D: 2,352

» Workshops held in service centers around the state

= Will work with vendors to enlist new strategies to
improve enrollement

= Auto-enrollment of age-ins effective April 1, 2014



PMPY Medical Claims Cost
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TRS-Care Administration

" Medical is administered by Aetna
e San Antonio — Claims, customer service, case management
e Sugar Land — Disease Management

e Arlington — Medicare Advantage customer service

®" Pharmacy is administered by Express Scripts
* |rving — Customer service
* Fort Worth — Front end pharmacy

e Corpus Christi — Medicare Part D customer service



TRS-Care Operations

Resources

*$2.3M Budget
17 FTEs

¢$551M Net Assets of TRS-
Care Trust Fund

eHealth Plan Administrator
(HPA) 421 dedicated and
designated FTE’s

ePharmacy Benefits Manager
(PBM) 120-140 designated
FTE’s

eHealth Care Actuarial
Consultants

*TRS Resources and Support

Fiscal Year 2013

Outputs

*4.6M Medical Claims Processed
*$686M Medical Claims Cost
¢6.3M Pharmacy Claims Processed
*$552M Pharmacy Claims Cost

*$5,178 Average Total Claims Cost
Per Participant

*91,714 Incoming Calls Answered
by Staff

¢118,866 Incoming Mail, Fax, &
Email Processed by Staff

¢1,397 Walk-in Member Visits
Serviced

¢14,099 New Enrollee Packets
Issued

¢475,590 Calls Answered by HPA
and PBM

*Monitored and Audited HPA and
PBM Contract Compliance and
Performance Guarantees



TRS-Care Staff Key Process

" Enrollment

= Contract monitoring and management
= Customer service

= Communication

® Claims and administrative payments

= Monitor external (third party) audits of administrative
operations



TRS-Care Staff Key Processes

= Monitor trust fund balance
= Recommend program changes as necessary

* Monitor medical and insurance industry
developments

" Conduct meetings of the Retirees Advisory
Committee.

" Conduct bidding and contracting processes when
necessary



Vendor Responsibilities

= Network contracting and management
= Claims processing
= Customer service

= Utilization review, disease and case management,
formulary management

= Custom website
= Data/statistical reporting



TRS-Care Funding Projection

Contributions Expenditures
Fiscal Reti State Supplemental | Active Employes District I CMISE Part D Administrati Ending Ealance
1scal atiree nivestment . nistrative ing
Year Contributionz | Contributions | Appropriations | Contributi Car i Income Subsidies ! ] == “’"_'m"“’ Casts {Incurred Basic]
FY 1986 50 50 $250,000 517,625,194 50 5572,153 50 50 50 50 50 5362,371 41,084,976
FY 1987 $22 /617,624 525931680 50 %1B,522 629 %0 52,568,998 50 50 450,988,845 47,044 825 50 53,941,936 425,750,301
FY 1088 £23,048 600 531,357,632 0 510,508 520 L0 £5,703,832 50 50 £16,157,640 512,441 672 50 54,614,755 473,144 B00
FY 1989 525,428,632 537,420,711 50 520,789,215 50 58,802,914 50 50 532,926,324 515,458,710 50 55,212,073 5111 969 174
FY 18990 £37,556,561 544,369,915 50 522 184 958 50 513,098,835 50 50 450,171 919 519,835 965 50 £7,186,851 %152, 004, 708
FY 1991 546,563,787 547,277,743 30 %23,638,871 50 515,801,047 50 50 482 697,189 528,683,081 50 58,258,029 %165,647 B57
FY 1002 £56,305,797 550,392,512 0 525,106,502 50 517,314,372 50 50 £74,307,953 533,820 604 50 58,862,560 £107 0465023
FY 1993 565,154,653 554,029 406 50 527,014,703 50 517,181,190 50 50 $101,627 864 540,700,513 50 510,067,359 $208,931,140
FY 1994 $80,128,944 456,012 083 50 428,456,041 50 516,467,438 0 50 $108,284 693 545,712 060 50 511,668,828 %225,230,065
FY 18995 £89,006,331 450,849, BS0 30 £20,024 925 50 516,841,673 50 50 $122,054,551 $50,782,093 50 £12, 719,847 %235,796,353
FY 1006 £82,622,236 563,634,087 S0 531,817,043 50 516,818,747 50 50 £135,082 304 §57,074,921 50 513,593,578 %224,037 663
FY 18997 587,657,784 567,616,395 50 533,808,197 50 516,202,440 50 50 5148,823 489 562,530,982 50 514,097,454 $203,870,554
FY 1998 £81,390,173 £72,210,190 50 35,105,085 50 515,260,517 0 50 $1565,537,913 576,256,158 50 514 516,678 %171,425 780
FY 1999 £06,474,107 476,488,424 30 %3B,244 713 50 49,762,741 0 50 41B4,308 533 £93,459 890 50 514,905,196 400,631 646
FY 2000  $120,227,960 $E5,505,637 50 £42 738,069 %0 46,923,485 50 50 5203,029,971 5110,903 247 50 516,837,127 524,256,451
FY 2001 5131213445 550,118,787 576,281,781 545,059,394 50 55,824,134 50 50 $250,691 898 5138,774,348 50 518,237,767 [$35,950,521)
FY 2002  $143,797,748 £04,792 026 285,515,036 547,378,082 50 47,140,560 0 50 4287,720 918 5163,979,754 50 519,017,292 471,945 978
FY 2003  $162,954,010 4£0E, 340,798 £124,661,063 %40 170,399 50 43,394,956 0 50 4368,462 963 $203,281,400 50 521,690,329 (482,967 AB7)
Fy 2004 £248,552,679 519850941094 %208,197,453 90 207 097 479,457 3E7 54,840,982 S0 50 4366,840 457 5214,514 500 &0 426,332,200 %238 285,158
332, r L1597, 257, ,840, g 332, v
FY 2005  $322,780,191 5202397556 564,172,167 5101198 783  $80,914,228 511,300,858 50 50 5431,036,005 5229,522 98B 50 £33,333,010 $327,156,868
Fy 2006 5326,644 982 5215 666,940 a0 5140183 511 118,607,527 21,435,792 534 611 607 i 5427, 553 404 259,532 887 50 534,434 965 5462 9B5 967
326,844, E : 50 5140,183, 5 521,435, 534,611, 5 b 5259, 3 $34,434, E L
Fy 2007 5323,957,945 5238 190,720 50 5153 B73 968 136,008,512 32,671,539 552,329,617 i 5437519 747 304,773,401 50 35,878,194 5622 796 927
$323,057, E ; 50 5154823, 5 532,671, 552,329, 5 b . 5304, 3 535,878, 3 :
Fy 2008 £328,505433 5254722174 0 5165569413 141 672,630 29,252 347 550,486,239 o 549E8,767 038 334,742,500 =0 39,656,301 5728839 324
£328,505, B : 50 5165369, & 529,152, 550,486, % 2 $334, 5 39,636, 3 :
FY 2009 £329,723,191 5267 471,299 30 5173.B56,344 5148 562613 517,482,143 561,530,735 S0 4531,239,020 5353,893 845 1] 543,184,393 5800, 148 391
Fy 2010 £332,481,933 5279 250,547 30 51B1512 BS6 5155,918,241 511,679,229 570,795 6856 50 4575,530, 788 5395,817,047 %0 545 465,776 4814, 964 302
FY 2011  $345,164,271 $2E2 782,431 40 $1B3,B08,580 515,724,010 48,168,540 466,258,008 470,629,797 460,461 321 $384,017 059 50 547,151,354 %800,870,304
Fy 2012 5363,348,030 5271935 242 30 5176,751,407 5154 ,607,926 45,189,934 571,575,042 {52,941 9096) 687,987 585 5454,143 835 %0 S48,181,723 5741, 013 656
FY 2013  £355,685,504 5130213 557 £102,363,704 518024522  5160,952,306 53,041,001 508,628,841 50 5686,321,003 5406,229 923 £1,075,388 547,048,587 %551,048 281
FY 2014  $370,182,412 5274,644 404 536,058,148 5178518921 5$159,131,892 56,075,477  $130,976,078 50 5667383 512 £559,766,454 527,118,003 £47,728,559 3404 6309 177
Fy 2015 5378,308,222 5274,644 404 40 5178518921 %159,131 E52 53,300,332 5135924623 50 5734,0309 833 5653,574,031 544,500,241 £55,205,172 447,148 384
FY 2016  $385,316,159 5274,644,404 40  $178,518,921  $158,131,852 5264,183  5144,485437 50 5780,204,380 5727,485 204 551,454,250 £54,532,924 [5424,171,287)
Fy 2017 5391 256,121 5274644 404 40 5178518921 5155,131 B52 40 %153 404034 50 5826,804 910 SB0E,161 308 559,450,625 554,034,134 {51,015,575 901)
Fy 2018 £397,006,466 5274644 404 40 5178518921 51558,131 B8 40 3162 597 109 50 5876,253 674 5896,022 309 568,484 123 552,031,671 (51,736,460 205)
NOTES
¥ Actugl dota through November 30, 2015
* Reduction in pharmacy spend as o result of the implementation of E5I/Medcoe as the new PBM effective 5/1,/2013;
* 70% participation in Medicare Advantage and 83% participation in Part & plan, which was effective 1/1,/2013; C¥2013 CMS Subsidy valuves gssumed for Part D Revenue.
* State Contribution rate of 1%; District Contribution rate of 0.55%; and Active Contribution rate of 0.65%.
* Enrollment assumptions based en GASE heodcounts
* Medical trends: 7% for Care 1; 7% for Care 2; 7% for Care 3.
* pharmacy trends: 7% for Care 2; 7% for Care 3; 7% for EGWP plans.
-

interest Rate = 1%
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Challenges

= S1 billion funding shortage for 2016-2017 biennium

® Long-term solution for the sustainability of TRS-Care
e Update the TRS-Care Study

= Staff will come with recommendations in June for any
benefits or premium changes



TRS-ActiveCare
Health Care Coverage for Active Public
Educators and their Families



History of TRS-ActiveCare

Coverage varied significantly from district to district.

Many small districts found it difficult to provide
stable health care coverage.

Many districts were unable to provide coverage
comparable to ERS HealthSelect as required by law

1996 — TRS administered elective district-
participation health plan for public school employees:

 Minimal district participation (peak of 3 districts
participating, 327 covered lives)

* No district participation after FY 99



History of TRS-ActiveCare

= H.B. 3433 was passed by the 77th Texas Legislature.

TRS was given the authority to begin plan management of
TRS-ActiveCare.

The bill required districts with less than 500 employees to
participate in the health plan with coverage to be effective
September 1, 2002.

The State’s contribution was set at S900 PEPY.
The school district’s contribution was set at $1,800 PEPY.



TRS-ActiveCare Funding

" Funded by premiums for level of coverage selected

= Districts must contribute a minimum of $150 per
month per employee (districts may elect to
contribute more)

= State contributes S75 per month per employee,
through school finance formulas

" Funding requirements for Districts and State have not
changed since program inception



TRS-ActiveCare Eligibility

* Employed by a participating district
e Active, contributing TRS member, or
e Work 10 or more regularly scheduled hours each week

= Dependents
* Spouse
e Children up to age 26



Enroliment Opportunities

= Annual enrollment

" Opportunity to change plans
 Annual enrollment

e Special enrollment event



Plan Structure

= 3 self-funded PPO options

= 3 fully-insured regional HMOs in select service areas



Plan Structure

= ActiveCare-1 HD plan design changes

Prior Plan Designs New Plan Design

ActiveCare-1 ActiveCare-1HD ActiveCare-1HD
Deductible $1,000/53,000 S2,400/52,400 S2,400/54,800
Coinsurance Max $2,000/56,000 $3,000/55,000 $3,850/54,200

e ActiveCare-1 eliminated
e ActiveCare-1HD redesigned effective 9/1/2013
e 9% premium increase for Employee Only coverage



Plan Structure

= ActiveCare-2 plan design changes

Prior Plan Designs New Plan Design

Deductible* $750/$2,250 $1,000/$3,000
Coinsurance Max* $2,000/56,000 S4,000/58,000
Retail Short-term drug copays** $15/535/S60 $20/540/565
Retail Maintenance drug copays** S20/S45/S75 $25/S50/S80

*Individual/Family
**Generic/preferred brand/non-preferred brand

= 15% increase in premiums



Plan Structure

= ActiveCare-3 Plan Design
* No changes
 Enrollment closed to new enrollees

e 25% increase in premiums



Plan Premiums

Total Premium

AC-1 HD
Employee Only $325 $529 $796
Employee and Family $1,060 $1,323 $1,990

= Employees get a minimum contribution of $225 month ($S150 from
the district and $75 from the state through school finance formulas)
toward the cost of coverage in the table above.



Enroliment
(Employees by Plan, December 2013

ActiveCare 3
4,425

1.6%

HMO Plans
23,910
8.4%

ActiveCare 2
130,159
45.7%

ActiveCare 1-HD

126,274
44.3%

FirstCare Health Plans 3.6% Scott & White Health Plan 3.7%  Valley Baptist Health Plans 1.0%

284,768 Contracts (Employees) « 468,308 Members




TRS-ActiveCare Participation

Employee &

En;ployee & Eamily
pouse 10.4%
4.4%

Employee &
Child(ren)
17.4%

Employee Only
67.8%

63% females, 37% males



TRS-ActiveCare Participation

Entity Type H EI|g|bIe H Part|C|pat|ng % Participating

Less than 500 98.2%
500 - 1,000 111 97 87.4%
More than 1,000 98 49 50.0%
Charter 193 152 78.8%
RSC 20 20 100.0%
Other Ed 5 5 100.0%

Total 1,247 1,128 90.5%
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TRS-ActiveCare Participation
by Location
December 2013
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TRS-ActiveCare HMO Plan Options
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TRS-ActiveCare Administration

" Medical is administered by BCBSTX
e Wichita Falls-Customer service and claims
e Richardson-Disease and case management

®" Pharmacy is administered by Express Scripts

* [rving-Customer service
e Fort Worth- Front end pharmacy

= Both contracts expire 8/31/14 and vendors will be
selected today



TRS-ActiveCare Operations
Fiscal Year 2013

Resources
$1.8M Budget
10 FTEs

($118M) Net Assets of
TRS-ActiveCare Trust Fund

Health Plan Administrator
(HPA); 120 designated FTEs

Pharmacy Benefits Manager
(PBM); 90 designated FTEs

Three Health Maintenance
Organizations (HMO)

Health Care Actuarial
Consultants

TRS Resources and Support

Outputs
5.0M Medical Claims Processed

$1.49 Billion Medical Claims
Cost

4.7M Pharmacy Claims
Processed

$294M Pharmacy Claims Cost

$4,016 Average Total Claims
Cost Per Participant

5,084 Calls Handled by Staff

1,026,099 Calls Handled by HPA
and PBM

1,127 Participating Entities
Billed Monthly for Premiums

1,624 Benefits Administrators
Trained at 20 Remote Locations

24,487 New Enrollments
Processed

Monitored HPA and PBM
Contract Compliance and
Performance Guarantees



TRS-ActiveCare Staff Key Processes

= Contract monitoring and management
= Customer service

= Communication

® Claims and administrative payments

= Monitor external (third party) audits of administrative
operations



TRS-ActiveCare Staff Key Processes

= Monitor trust fund balance
* Recommend program changes as necessary

" Monitor medical and insurance industry
developments

" Conduct bidding and contracting processes when
necessary



Vendor Responsibilities

" Enrollment

= Network contracting and management
= Claims processing

= Customer service

= Utilization review, disease and case management,
formulary management

= Custom website
= Data/statistical reporting



TRS-ActiveCare Funding Impact

There has been a significant shift in enrolilment as premiums have
increased and benefits have been reduced.
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TRS-ActiveCare Funding Impact
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TRS-ActiveCare Funding Impact

TRS ActiveCare 2 Employee Only Contributions
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Challenges

" To continue to provide a valuable benefit under the
current funding levels

e TRS-ActiveCare study

= Staff will come with recommendations in June for any
benefits or premium changes
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Teacher Retirement System of Texas

/. Retiree Advisory Committee

Betsey Jones
February 2014



Retirees Advisory Committee-
Responsibilities

= Hold public hearings on group coverage for TRS-Care

= Recommend to the trustee minimum standards and
features of a plan under the group program that the
committee considers appropriate

» Recommend to the trustee desirable changes in rules
and legislation affecting the group program
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Teacher Retirement System
of Texas Meeting

Health Care Town Hall Instructions
Brian Guthrie



Health Care Town Hall

e During the Health Care Town Hall, TRS will offer interactive Q
& A sessions on health care matters related to TRS.

0 Audience in Corpus can submit questions in writing on
the cards provided.

0 Web-cast audience can submit questions via the internet link.
0 Twitter users can submit questions via #trstownhall.
o TRS will respond to questions during the town hall meeting.

0 Please do not submit questions regarding personal health
situations. TRS cannot discuss an individual’s personal
health information in this forum.



Ask A Question Feature

r¥RS TEACHER RETIREMENT SYSTEM OF TEXAS | Board Meeting - February 12-14, 2014

Click here to
ask question &t

Subject: |

'® Ask a Question X

Name: |

Question:
waliting for presentation
to begin

*  Click on the “Ask a Question” Balloon

*  Email box will appear

* Name and email are optional, but suggested
e Submit subject and question

* Click on ‘send’ button
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Teacher Retirement System of Texas

8. Health Care Studies

Betsey Jones
February 2014



TRS-Care Study

* |n 2011, the 82" Legislative Session charged TRS to

conduct a study

e Comprehensive review of potential plan design and other
changes that would improve the sustainability of the

program
e Report finds and recommendations by September 1, 2012



TRS-Care Study

= Option 1
* Prefund the long-term liability

= Option 2
 Fund on a pay-as-you-go basis for the biennium

— Only funding change would be the contribution from the state

- Needed funding would be shared by the state, the school
districts, and active public educators

- Needed funding would be shared proportionally and would
include retiree premium increases



TRS-Care Study

= Option 3
e Retiree pays full cost of optional coverage
= Option 4
e Require participants to purchase Medicare Part B

= Option 5

 Mandatory participation in Medicare Advantage and
Medicare Part D plans. Those opting out would be enrolled
in TRS-Care 1



TRS-Care Study

= Option 6
e Tighten eligibility requirements-minimum age 60 (or 62) to
enroll in TRS-Care

= Option 7
e TRS-Care 1 only until age 65

= 83rd |egislative Session passed SB 1458
* Provision goes into effect September 1, 2014
e TRS-Care 1 only until age 62

e Grandfathered if as of August 31, 2014:
— Age plus years of service 70 or greater
— 25 years of service credit

e No impact until FY 2020



TRS-Care Study

= Option 8
e Defined Contribution
- Fund a Health Reimbursement Account
— Retiree would shop in the private market

= Option 9
e Non-Medicare retirees would be moved to TRS-ActiveCare



TRS-ActiveCare Study

Potential Areas of Consideration:
" Funding increase

= Federal exchange

" Private exchange

= Defined contribution

= Consumerism

" Age based premiums

= Restricted networks

= Steerage



TRS/ERS Comparison

__Fufdi-ﬂgand“Pr‘e'r‘ﬁiﬁms B\

Funding Sources Based on payroll: State -- $75/month State
State -- 1% District-- $150/month (minimum) Premiums (applies to part-
Active employees-- .65% Employee premiums time, dependent, and interim
School districts-- .55% coverage)

Retiree premiums

Employee/Retiree Only Share
of Premium:

Monthly $90-$310* $304** $100** $-0-

Annually $1,080-$3,720* $3,648** $1,200** $-0-

* Premium range based on years of service and Medicare eligibility.

8 ** Assumes $75 state contribution and $150 minimum district contribution. Districts can
contribute more to lower employee costs.



TRS/EﬁQS Compan%on

Benefits

T
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Medical Deductible $300
Out-of-pocket maximum gEXK0

Drug Deductible $-0-

Retail short term
Generic $10
Brand preferred $25
Brand non-preferred $40

Mail Order and Retail-

Plus (90 day supply) $20
Generic $50
Brand preferred $80
Brand non-preferred

$1,000
$4,000

$200 brand-name
drugs

$20
$40
$65

$45
$105
$180

$2,400
$3,850

Combined with
medical deductible

20% after deductible

20% after deductible

$-0-
$2,000

$50

$15
$35
$60

$45
$105
$180

= Enrollees in ActiveCare 2 and ERS HealthSelect pay an additional copay if filling a maintenance

drug at retail.
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Teacher Retirement System of Texas

Executive Director’s Report

Brian Guthrie



Presentation Overview

Daily agenda review.
TRS functions and responsibilities overview.

TRS organizational structure and workforce
overview.

Charting the Course: 2012 background, 2013
accomplishments, and 2014 goals.

Preview upcoming Board agendas.

Receive the Board Training Calendar.



Daily Agenda Review



Thursday, February 13t

Topics

Times

Executive Director’s Report

Strategic Planning

Discuss Legislative Preparation

Space Planning

CFO Report

Executive Evaluations

Investment Presentations

» Strategic Asset Allocation

« EM Update

e« 2014 IMD Priorities

 Market Update and Best Ideas Survey
* Due Diligence and Legal Matters (Closed Session)

8:15a.m.—- 9:30 a.m.

9:30 a.m. — 10:30 a.m.
10:30 a.m. — 11:15 a.m.
11:15 a.m. — 11:45 a.m.
11:45 a.m. — 12:00 p.m.
12:00 p.m. —12:30 p.m.
12:30 p.m. — Recess




TRS History and Responsibilities and
Organizational Structure.



TRS History: Significant Events

1936 1950s 1960s 1970s 1980s 1990s 2000s 2010-12 2013
403(b)
New Pension Fund TRS-Care Pro%_rsrg_and
Programs Established Established .
ActiveCare
Established
Corporate Prudent Au'Fho_rlzed AUt.hO”.Zed External
Investment Limited Derivatives
. Stocks and Person Rule . Managers
Authority Partnerships |and External
Bonds Adopted Extended
Investments | Managers
Compensa- Minimum age
Benefit Significant | tion above Significant [New Pension Multiple 62 for
Benefit $25,000 Benefit and Care [ Streamlining | Pension and
Changes L o .
Increases was made Increases Eligibility Initiatives Care with
creditable Grandfather
o State and
Legislative
) member
Intervention L
contribution
. Significant National rate
Benefits . .
Market Pension increased
Other Exceeded .
o Declines Debate (member
Changes Contributions :
increase
IMD Growth TEAM phased in).
Legacy
New 1.5%
Systems Not district
Addressed

contribution




TRS Responsibilities

~

Pension Fund

1M active members

348K retirees

Actuarially sound (28 Years)
9.1% return over 25 years

~

$124B (12/31/13)

~
\_
-

\_

TRS-Care \
237K participants (8/31/13)

Funded by contributions from the
state (1%), districts (0.55%), active
employees (0.65%), and member
premiums

$1.24B total expenditures (8/31/19

\_

~

403(b) Program
Fee limits set by TRS rule

Companies certify with TRS that
products meet TRS fee
specifications

Salary-reduction agreements
available only for certified
companies with registered producy

-~

\_

~

TRS-ActiveCare

455K Current Participants
(8/31/13)
1,128 Participating Entities

Funded by contributions from the
state ($75/month), districts ($150/
month), and member premiums

$1.78B total expenditures (8/31/1y




Pension Trust Fund

Estimated balance of $123.9 billion as of 12/31/13.

The average retirement check is $1,981 per month with
S8.1 billion paid in retirement benefits in 2013.
1,369,640 active members & annuitants as of 8/31/2013.
Actuarially sound as of 8/31/2013.

Historical rates of return: As of 12/31/2013

1Year |12.1%
3 Year |9.1%
S5 Year |12.4%
10 Year | 6.9%
25 Year | 9.1%




Pensf$n Trust Fund

J’$—bT|‘|TO‘IT)A7t

Sources of Pension Fund Revenue
(1938 — 2013)

[res



™R " TN AT X
P 1 ~_X
-~ TrustF = . S

e /"\ A
Additions Deductions Refunds
¢ 5%
~_ Admin
0.4%
$14.5 billion $8.6 billion
$5.9 billion addition to net assets )|

1 TRS



L

® Current ™ Retirees

1,400,000

1,200,000 0
1,000,000 -,
800,000
600,000
100000 o
200,000

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Active member growth — 18.3%  Retired member growth — 60.1%
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TRS Pension Overview
Before and After 2013 Legislation

Before After
State Contribution Rate 6.4% 6.8% in FY 14 and FY 15
Member Contribution Rate 6.4% 6.4% in FY 14 gradually increasing
over four years to 7.7% in FY 17
Non-Social Security School District None 1.5%

Contribution Rate

Normal-Age Retirement

Rule of 80 + either No minimum
age or minimum age 60
depending on when member
joined the system

Rule of 80 + 62 for new hires and
non-vested members

Pre-62 Retirement Penalty Varied 5% per year

Funding Ratio 81.4% 80.8%

Funded Period Never 28 Years (after COLA)

UAAL $27.4 billion $28.9 billion

Depletion Date 2069 None

COLA Ad hoc 3% (capped at $100 /mo) for those

retired on or before 8/31/2004. First
COLA in over a decade was paid
beginning October 2013.




Projection of UAAL (Based on MVA)*

UAAL peaks at $45.4 B in 2032, funding period of 19.9 years

$50.0 N /
$40.0 _$ Billions
$30.0 -
Negative Amortization
while funding period
$200 B above 20
Ramp up of contributions
$10.0 -
Recognition of
Deferred Losses
$0.0 I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I
2013 2017 2021 2025 2029 2033 2037 2041 2045 2049
——UAAL

The above assumes all assumptions exactly met, including 8% annual investment returns based on MVA
Assumes no changes to benefit policy

Assumes current statutory contribution policy remains throughout period

*Slide provided by Gabriel, Roeder, Smith & Co.



TRS Pension Fund Operations
Fiscal Year 2013

Incoming Activity

* $9.8B dividends and interest
income

Outgoing Activity
* $8.1B in pension benefit payments

« $2.38 member deposits * 41K refunds processed

* 28K retirement estimates prepared

* $2.4B state & employer
deposits * 21K new retirements processed

* 504K incoming calls * 8,641 service purchase bills processed

«9,597 1-on-1 member visits * 8,680 death claims processed

* 181 group counseling presentations
for 12,825 members

* 67,759 callbacks

* 10-25 1-on-1 visits per day
peaking in summer

* 1,365 monthly employer
reports covering 846,178
employees

* 1.060M Website visits

* 423 Field counseling sessions

TRS Profile*
1.3M pension trust members
$117.4B net assets
*As of 8/31/2013

14
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2013
Benefit Payments
(in millions)
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Annual Impact of Payments
on Texas Business

2013
Total Expenditures $15.4 billion
Personal Income $4.6 billion

Permanent Jobs 06,278




Annuity Distribution

Monthly Number of Percent of
Annuity Annuitants Annuitants

$0 - $1,000
$1,000 - $2,000
$2,001 - $4,000

101,877 30.5%

78,420 23.5%
127,453 38.1%
$4,001 - $6,000 22,223 6.6%
$6,001 - $8,000 3,289 1.0%
> $8,000 912 0.3%
334,174 100.0%0

Total

17
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TRS—Care Operations

F Fiscal Year 2013

ey CARE

Networks
Medical Network:

U 46,351 Physicians

L 674 Hospitals

L 24,857 Other Providers
Pharmacy Network:

[ 4,788 TX Retail Pharmacies

(J 68,113 Natl. Retail Pharmacies

Transactions

O 6.3M Rx Claims Paid

0 4.6M Medical Claims Paid
( $1.24B Total Expenditures

TRS —Care Profile

J 243K Covered Lives
L S551M Fund Bal. as of 8/31/2013



TRS-C :

P G~ S

Fund Balance
(Incurred Basis in Millions)

$890.9

-$1,015.6

2011 2012 2013 2014 2015 2016 2017

19
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RS

ACTIVECARE

TEACHER RETIREMENT SYSTEM OF TEXAS

Networks
Medical Network:
O 43,484 Physicians
L 578 Hospitals
L 28,211 Other Providers
Pharmacy Network:
O 4,788 TX Retail Pharmacies
J 68,113 Natl. Retail Pharmacies

TRS—-ActiveCare Operations
Fiscal Year 2013

Transactions
O 4.2M Rx Claims Paid
O 4.5M Medical Claims Paid
O $1.78B Total Expenditures

TRS —ActiveCare Profile

L 468K Covered Lives
O 1,128 Participating Entities
0 SO In Reserve



TRS-ActiveCare Funding Impact

TRS ActiveCare 2 Employee Only Contributions

$550.00
$525.00
$500.00
$475.00
$450.00
$425.00
$400.00
$375.00
$350.00
$325.00
$300.00
$275.00
$250.00
$225.00
$200.00
$175.00
$150.00
$125.00
$100.00
$75.00
$50.00
$25.00
$0.00
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FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009 FY2010 FY 2011 FY 2012 FY2013 FY 2014

B Mandatory State/District Contribution B Employee Contribution
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HR§ 403(b)

TEACHER RETIREMENT SYSTEM 0

Allowable Fees

0 6% combined front-and
back-end sales load

0 2.75% asset-based
(annually)

Q 10% surrender/withdraw
0$50 loan Initiation

0 $50 administrative
(annually)

Operations

0 Maintain and update web site
for members to compare
products

O 70 certified companies

O Over 9,700 registered product
options

Funding

O State law allows fees for program
sustainability

O $3,000 per certification and per
registration

O Certification and registration
renewed every five years



TRS Organizational Structure and
Workforce Overview



Organizational Structure

TRS Board of
Trustees

Chief Audit Executive
Amy Barrett

Executive Director
Brian Guthrie

Strategic Initiatives
Rebecca Merrill

Chief Investment Officer Deputy Director General Counsel

Britt Harris Ken Welch Carolina de Onis
Chief Financial i i _— I
Marianne Woods Wiley Howard Goldman Janet Bray

Don Green Amy Morgan Ray Spivey

Betsey Jones
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Workforce Demographics

54.5%

TRS

Gender

43.6%

State Agencies

M Male W Female

45.7%

State
Workforce

Ethnic Group

63%

23% 23% 25%

White Black Hispanic Other

M TRS 1 State Agencies M State Workforce

Notes:

* The Texas Workforce Commission, Civil Rights Division (TWC-CRD) prepares statewide workforce availability reports.
Data for this summary is from the 2011-2012 Equal Employment Opportunity and Minority Hiring Practices Report.
TWC data does not include information on “other” race groups.

* TRS and state agency data is pulled using FY 2013 data.




Distribution of TRS Positions

Finance
14%

Benefit Services

29%

Information

Technology

16%
Healthcare Policy
and
Administration
Investment 5%
Management Executive
23% Division*
13%

*Note: Executive Division includes other support services such as Legal, Human Resources and
26 Communications. Data as of 12/31/2013



17.3% 17.6%

FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

M State Agencies HTRS

Note: Includes classified full-time, classified part-time, and exempt positions.
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FY 2009 FY 2010 FY 2011 FY 2012 FY 2013

B Involuntary Separations k= VVoluntary Separations

B Retirements =+=Total Separations

o8 Note: Includes classified full-time, classified part-time, and exempt positions.



TRS Turnover Rates by Division

Division FY 2012 FY 2013
Executive Division 7 11.7% 6 8.1%
Investment Management 15 13.4% 6 5.4%
Benefit Services 13 8.1% 18 10.8%
Finance 12 13.7% 11 14.3%
Information Technology 3 3.3% 6 6.7%
Healthcare Policy and Administration 3 13.3% 4 14.5%

TRS Overall




Retirement Eligibility Projections

Department

Executive Division

Percent of TRS Employees Eligible to Retire as of:

January 2014 January 2017 January 2019

Eligible Percent Eligible Percent Eligible Percent
Employees Eligible Employees Eligible Employees Eligible

Investment Management

) 3.9% 9 7.0% 11 8.5%

Benefit Services

Finance

Information Technology

Healthcare Policy and
Administration

Total

Executive Council
Members

Estimates are based on the rule of 80 using active employees as of 12/31/2013. These numbers include return-to-
work retirees, but excludes employees who retired in January 2014. Areas with more than 40% of employees eligible

30

for retirement are highlighted.



Workforce Continuity

To address risks related to workforce continuity and

upcoming retirements, TRS is working on:
* |ncreasing professional development opportunities for all
levels of staff
 Developing and promoting a competitive total rewards
package
e Updating and implementing effective recruitment strategies
e Exploring the use of formal knowledge transfer programs



FTE Comparison

FY 2009 FY 2014

Insurance

*TRS Trust Fund FTEs include positions paid from the Trust Fund, excluding IMD and TEAM. FY 2009 data is an
average of filled FTEs during the year. FY 2014 data is an average of filled FTEs from September-December 2013.
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Contract Positions

438

FY 2012 FY 2013 FY 2014

M TRS (Excluding IMD) mIMD

Contract positions at TRS are used for a
variety of needs including:
e positions that augment current agency staff;
e specialized services (e.g. State Street for
investment management); and
e positions dedicated to major projects or
initiatives such as TEAM.

The number of on-site contractors at TRS

increased in FY 2014 due to the
implementation of TEAM.

The number of on-site contractors at IMD
decreased in FY 2014 due to the addition
of 24 budgeted FTEs in IMD. In the fall of
2013, 16 of the vacant FTEs were posted
and filled.

Note: FY 2012 and FY 2013 were pulled as of August 31 of each fiscal year. For fiscal year 2014, the numbers are
pulled as of 1/1/2014. Contract positions only include individuals physically on-site at TRS. Many contracts

33

include the use of individuals working outside TRS’ physical location.



TEAM FTE History

TRS asked for an additional 32 FTEs for
the life of the TEAM program over
current FTE levels. This includes:

e 26 FTEs for subject matter experts
used to back fill positions currently
held by employees assigned to
TEAM.

e 6 FTEs for IT positions that are
critical to the long-term success of
the program.

Rider language in the GAA provides
authorization for 12 FTEs for TEAM
positions for FY 2012.

2014

1

1

2011

An additional 6 FTEs were added based on

business needs. This includes:

* 3 back fill positions to replace Business
Process Analysts (FY 2013)

* 3 Organizational Change Management
FTEs (FY 2014)

During the 83™ Legislative session, TRS was
granted approval to exempt TEAM FTEs
from the FTE cap. This exemption was
effective at the start of FY 2014.

Rider language in the GAA provides
authorization for an additional 3 FTEs for
TEAM positions in FY 2013.



TEAM FTES

FY 2012

FY 2013

M TEAM u TEAM-Vacant

FY 2014

* In FY 2012-2013 FTEs dedicated to
TEAM included positions in the Project
Management Office and IT systems
architecture.

* In FY 2013, divisions began to hire for
the additional 32 positions used for
support or to backfill TEAM-dedicated
positions. Those positions were not
charged to the TEAM budget until FY
2014.

e Currently, 16 of the 53 TEAM FTEs are
vacant. Of those vacant, 10 are
currently posted.

Note: Data represents the number of positions filled as of the last day of each fiscal year for 2012 and
2013. FY 2014 numbers are as of January 2014.
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Charting the Course:
2012 Background
2013 Accomplishments
2014 Goals



Charting the Course:
2012 Challenges

Where We Started:

Pension trust was not actuarially sound and defined benefit
plans around the country were under scrutiny.

TRS-Care faced a projected funding shortfall as early as 2014
but no later than 2015.

TEAM received initial approval in 2011 Legislative session, but
faced a second round of more intensive vetting in 2013.

Agency culture was well known but not articulated.

Distinct silos created barriers to communication.

Key Executive Council positions were in transition.

Agency succession planning identified as key future challenge.
New Executive Director eager to define a new path.



Charting the Course:
2012-2013 Accomplishments

What We Accomplished:

Two significant studies prepared and released. Pension study
receives national attention.

Combination of contribution and benefit changes resulted in
an actuarially sound pension trust fund and the first COLA for
many retirees since 2002.

Strong investment returns for CY 2013: $13.5 billion in gains
(12.1%) including $1.2 billion in alpha over benchmark.

TRS named Institutional Investor’s Large Public Plan Manager
of the Year along with individual accolades.

TRS named a top workplace in Austin (2012 and 2013)



Charting the Course:
2012-2013 Accomplishments

What We Accomplished (Cont’d):

= TEAM received funding and FTE flexibility to begin
implementation of LOB and FSR. Contracts awarded for both
in fall of 2013.

= Agency culture formalized through creation of agency core
values. Began work on a performance appraisal system
supportive of agency values and essential competencies.

= Advanced strategic planning through creation of a new
Strategic Initiatives Division.

= Executive Council strengthened by new faces and the steady
erosion of communication barriers.



Charting the Course:
2014 Challenges

What We Face:

TRS-Care was not addressed by 83" Legislature, but
implementation of Medicare Advantage program provided
two more years of solvency.

TRS ActiveCare emerged as a new long-term concern.

Long-term space planning needs to be addressed during next
legislative session.



Charting the Course:
2014 Challenges

What Needs to Be Done:

" Priorities/successes from 2012 and 2013 require ongoing
attention to maintain and build on momentum:

e TEAM Program implementation (entering critical phase).

e Agency succession and workforce planning.

e Further strengthening of agency culture, with special emphasis on
excellence.

= Agency focus on national leadership must continue.



Charting the Course:
2014 Goals and Objectives

Goal Setting Process:

Agency accomplishments and challenges are reviewed in July.

Upcoming goals and objectives are initially presented in September
and reviewed in December.

Each February is a time for reflection and focus.

Annual goals contain objectives that, largely, can be executed this year
and support the agency’s strategic goals, culture, and core values.



43

The 2014 agency goals are to:

Charting the Course:
2014 Goals and Objectives

e
- .
:

Customer Satisfactio

Focus on health care.

Continue trust fund earnings growth. T
Advance the TEAM Program. h Accountabilty

Respect

Continue developing agency culture.
Identify a long-term space plan for TRS. ‘ Ethics

Excellence .
Develop additional avenues of member outreach.

Prepare for the new Government Accounting

Standards Board requirements.

Improve trustee orientation and education.

Provide opportunities for staff professional development.
Continue to raise TRS’ national profile.



2014 Board Agendas



2014 Board Agendas

March 27-28, 2014 Major items include (2 bay Quarterly Meeting):

Report on Q4 Earnings.

Dr. Brown Educational Presentation — Risk Parity. (Could be taken up in June)
Strategic Planning Update.

Adopt Legislative Implementation Rules.

SPN Update

Committees

Investment Management Committee Meeting
¢ |nternal Public Markets Review.
* Trading Management Group Presentation.

Risk Management Committee Meeting
* Bi-Annual Risk Report.

Policy Committee Meeting

e Consider recommending adoption of legislative implementation rules.
* Begin 4-Year statutory rule review.

* Begin review of Trustee External Communication Policy.

Audit Committee Meeting
e Report on the Post Payment Audit.




2014 Board Agendas

June 5-6, 2014 Major items include (2 Day Quarterly Meeting):
= Report on Q1 Earnings.
= Strategic Asset Allocation Update.
= Legislative Appropriations Request Update.
= TRS-Care and TRS-ActiveCare Rates and Plan Design Adoption.
= Health Benefits Study Update.
= Actuarial Audit Procurement.
= SPN Update.
Committees
= Budget Committee Meeting
e FY 2015 Operating Budget (Discuss only — adopt in July).
= |nvestment Management Committee Meeting
* Private Equity Review.
* Real Assets Review.
* Energy and Natural Resources Portfolio.
= Risk Management Committee Meeting
* Enterprise Risk Management Update.
=  Policy Committee Meeting
* Continue 4-Year statutory rule review.
* Begin review of Authority to Approve Benefit and Refund Payments Policy.
= Benefits Committee Meeting
e Recommend adoption of TRS-Care and TRS-ActiveCare Rates and Plan Design.
=  Audit Committee Meeting
e TRS-ActiveCare Audit from Sagebrush
e Quarterly Investments Testing (External Public Markets and Hedge Funds)




2014 Board Agendas

July 11, 2014 Major items include (1 Day Off-Quarter Meeting):
= Space Planning Options Presentation.
= Legislative Appropriations Request.
= Adopt TRS FY 2015 Operating Budget.
= TEAM.
= Executive Evaluations.

Committees

=  Budget Committee Meeting
e Recommend adoption of FY 2015 Operating Budget

= Audit Committee Meeting
e Evaluate the Chief Audit Executive.




2014 Board Agendas

September 18-19, 2014 Major items include (2 Day Quarterly Meeting):
= Report on Q2 Earnings.
=  Board Committees and Committee Chairs.
= Board Meeting Dates for CY 2015.
= Adopt the Investment Policy Statement Amendments, Including SAA Amendments.
= SPN Update.
Committees
= |nvestment Management Committee Meeting
e External Public Markets Portfolio.
e SPN
= Risk Management Committee Meeting
e Bi-Annual Risk Report.
= Policy Committee Meeting
* Investment Policy Statement Amendments, Including SAA Amendments.
* Begin Review of Performance Incentive Pay Plan.
e Begin Review of the Board of Trustee Bylaws.
e Finalize the 4-year Statutory Rule Review
=  Audit Committee Meeting
* Adopt the Annual Audit Plan.




2014 Board Agendas

October 17, 2014 Major items include (1 Day Off-Quarter Meeting):
= No Committees.
= Legislative Preparation Update.
= TEAM Update.
November 20-21, 2014 Major items include (2 Day Quarterly Meeting):
= Comprehensive Annual Financial Report (CAFR).
= Pension Fund Valuation.
= TRS-Care Valuation (Other Post Employment Benefits — OPEB) Valuation.
= TRS-ActiveCare Benefits Briefing.
Committees
= Investment Management Committee Meeting
e Strategic Asset Allocation Group Presentation.
e Risk Group Presentation.
= Risk Management Committee Meeting
e Enterprise Risk Management
=  Policy Committee Meeting
e Recommend Adoption of Trustee Bylaw Amendments, if any.
 Recommend Adoption of Performance Incentive Pay Plan Amendments, if any.
=  Audit Committee Meeting
e Report on the CAFR Audit.




Board Training Calendar

March

April

July

August

Sept.
October

23 -26
22 -23
2324
TBD

02-06
10-12
TBD

TBD

11-15
28-29

TEXPERS Annual Conference — Fort Worth, TX

The 2014 Pension Bridge Annual — Four Seasons, San Francisco
Introduction to Investments, Callan College, San Francisco,CA

NCTR Trustee Institute and Workshop, West Coast

National Association of Retirement Administrators, Asheville, NC
TEXPERS Summer Education Forum — Houston, TX

Hewitt EnnisKknupp Client Conference — Chicago

Public Pension Seminar—Pension Review Board Austin, TX
NCTR Annual Convention, Indianapolis, IN
Introduction to Investments, Callan College, San Francisco, CA
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Teacher Retirement System of Texas
Strategic Planning Overview

Brian Guthrie
Rebecca Merrill
Keith Robinson, Focus Consulting. Group

February 2014



Presentation Objectives

Discuss the agency’s strategic goals.

Review the strategic planning background,
structure, and process.

Hear from Focus Consulting on goal
development, the role of the strategic planning
team, and key strategy questions.



Agency Strategic Goals

Brian Guthrie
Executive Director



-TRS Mission

TRS Mission

Improving the retirement security of
Texas eduCators by prudently

Investing anhd managing trust assets
ahd delivering benefits that make a
J positive difference in members’ lives.




TRS Core Values

Customer Satisfaction

We focus on our customers, both external and internal, by ensuring that their needs are
met and their expectations are exceeded.

Customer Satisfactio?

Collaboration/Teamwork
We work together to achieve common goals through a diverse, yet unified team.

boration &Tea“‘wo‘k

Respect Accountability

We hold ourselves accountable and take responsibility for our actions, behavior and
outcomes.

Eiqcellen'ce
Employee Fulfillment Respect

We treat each other with respect, fairness and kindness in constant pursuit of a trusting
environment.

Ethics
We will be truthful and act with honesty and integrity in everything we do.

Excellence

We commit to demonstrating excellence in our work and look for ways to continuously
improve.

Employee Fulfillment

We have a workplace where each employee has a strong sense of purpose, feels good
about coming to work and is highly engaged.



Agency Strategic Goals

Sustain a financially sound pension trust fund.

Build and maintain strong, customer-focused
relationships.

Facilitate access to competitive, reliable health
care benefits for our members.

Attract, retain, and develop a highly competent
staff.



Agency Strategic Goals

TEAM is addressed under the goal “Build and
maintain strong, customer-focused relationships.”

Long-term space planning is a strategic issue for
TRS. A Space Planning Workgroup has been
established, and we are working through whether
space planning is listed as a stand-alone goal in
the Strategic Plan or whether it can reasonably
fall under one of the other identified goals.



Strategic Planning Background,
Structure and Process

Rebecca Merrill
Director of Strategic Initiatives



Strategic Planning Background

= Under state law, TRS must prepare a strategic plan in
advance of every legislative session.

= The Strategic Plan serves as a basis for the Legislative
Appropriations Request (LAR) with the format and
much of the content proscribed.

®" This is an opportunity to make the Strategic Plan
meaningful to TRS and use it as a guiding document
that not only establishes goals but also provides
stronger metrics to gauge success.



Strategic Planning Background

To prepare:

e Began identifying needed updates in the existing
Strategic Plan;

e Created the Department of Strategic Initiatives
(DSI) to align resources and raise the profile;



Strategic Planning Background Con’'t

 C(Created the Strategic Planning Team structure to
involve all layers of TRS resources; and

 Engaged Focus Consulting Group to facilitate the
process.



Strategy Team Structure

Benefits « Support » IMD

e Support Team consists of divisions that perform agency-wide
functions (e.g. Human Resources, Legal, etc).

 Benefits Team consists of both Pension and Health Care Divisions.



Strategy Team Composition

Benefits Team

Team Lead — Edward
Esquivel, Health Care

Kathy Mynar, Pension
Al Huebel, Pension

Support Team

Chet Henry, IT
Will Burgess, IT
Beckie Smith, Legal
Shunne Powell, HR
Christine Bailey, HR
Dan Herron, Comm
Merita Zoga, GR
Janie Duarte, Finance
Scot Leith, Finance

IMD Team

Team Lead — Mike Pia
Tommy Albright
Patrick Cosgrove

Lulu Llano

Mark Telschow
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Benefits +
Support

IMD +
Benefits +
Support

e Sustain a financially sound
pension trust fund.

e Facilitate access to
competitive, reliable health
care benefits for our members

e Build and maintain strong,
customer-focused
relationships.

e Attract, retain, and develop
highly competent staff.



Strategic Planning Steps — Completed or
Underway

Refined goals
and delivered
to teams

~ January 24

Strategy
teams meet

January /
February |

Educate &
begin

_ January 13

Align EC
January 16

“Planning to plan” meeting with Focus, Division of Strategic
Initiatives (DSI), and strategy team.

EC Retreat to align on goals.

Refining of goals and delivery to strategy teams.

Strategy teams have begun their work.

15



Strategic Planning Steps — Next Steps

Draft plan & B Implement &
Update EC Board SUbg‘I';nﬂnal monitor
discussion _
February 18 June July

. March : - Ongoing

The plan is signed by Brian Guthrie and David Kelly before
submission.

« EC oversees implementation.

« DSI serves as the Executive Division’s resource in goal
implementation and monitoring.

16



Goal Development & Key Strategy
Questions

Keith Robinson
Managing Partner, Focus Consulting Group
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TRS Strategic Plan

Supports the Mission, Guided by the Values

Empfoyee Fulfillment

Improving the retirement security of
Texas educators by prudently

investing and managing trust assets
ahd delivering benefits that make a
positive difference in members’ lives.
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Strategic Goal Strategic Goal Strategic Goal
#1 #2 #3
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Key strategy questions

What purpose is the plan designed to achieve? Are they clearly
articulated in the form of vision, goals, objectives?

What are the resources (tangible, intangible, human) that will be
allocated to achieve the plan’s purpose?

Who is accountable for achieving each of the goals? What is the
time frame?

What is the budget for the plan?

Are the firm’s functions aligned or will they be pulling against
each other?

Are metrics in place to monitor progress?

Is there a project template to ensure that all resource-consuming
projects are meeting agreed-upon strategic criteria?

Have the appropriate communication vehicles been put in place?




Definition of Terms

Goal Objective Strategy Tactic
What What How How
General Specific General Specific

Goal = General statement of desired outcome: “Weight loss”
Objective = Specific statement of desired outcome: “10 pounds”

Strategy = General statement of HOW the goal will be achieved:
“more exercise, healthier food choices”

Tactics = Specific statements of HOW the goal will be achieved:
“join the health club, eliminate sugar and wheat from diet”



Definition of Terms
TRS Example: TEAM

21

Goal

Build and maintain strong, customer focused relationships

Objectives

01 (out of 5): Implement modern pension and benefit information
systems (TEAM) that allow TRS staff to serve our members and deliver
accurate benefits effectively and timely by May 2017.

Strategies

S1 (out of 5): Research peer funds and identify solutions in
the market.

Tactics

Develop and issue a Request for Offer (RFO)
seeking partners to aid in the implementation
of a modern pension framework by June, 2014
(Already Completed)




G.O.S.T. lllustration and Focus

Executive Counsel

1. Creates

Goal #1
1 ¥ I
3. Recommends
Obj. #1 Obj. #2
Strategy #1 l Strategy #2 l Strategy #3 \ Strategy #1
J J
Tactic #1 Tactic #2 l Tactic #3
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Focus Team

Michael Falk, CFA, CRC Keith Robinson
Strategic Planning Lead Exec Assessment Lead
(312) 371-4598 312-560-7216
mfalk@focusCgroup.com Krobinson@focusCgroup.com
Liz Severyns Jim Ware, CFA
Survey Lead Founder
(847) 989-5699 847-373-8853

Iseveryns@focusCgroup.com Jware@focusCgroup.com
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Teacher Retirement System of Texas

Preparation for the 2015
Legislative Session

Ken Welch
Don Green

February 13, 2014
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-

P, Y- S

Legislative
Interim
Studies &
Committee

Nov 4

2014

Pre-filing of
legislation for 84"
session

Nov 10
2014

Jan 13
2015

Deadline to
file bills

~~

Mar 13
2015

General
Election

84"
Legislature
convenes

Senate Confirmation of New TRS Trustees

The appointments process requires that the nomination of a person by the Governor
be confirmed by the Texas Senate. The Senate Nominations Committee will decide
during legislative session if testimony is required of the nominee and vote to place
nominees before the full Senate for final confirmation.

S

Last day
Governor can
sign/veto bills

June 1
2015

{}

~

June 21
2015

Last day of
session




What’s Next

" The Speaker of the Texas House of Representatives issued
interim charges for standing committees. The charges highlight
some of the issues that the Texas House will study and prepare
for the 2015 legislative session.

" The House Committee on Appropriations & House Committee
on Pensions will create a joint committee to:

e Study the affordability of health care for active public school
employees. Examine how premiums and out-of-pocket costs
have increased over time and how these increases have
affected employees and school districts, and make
appropriate recommendations.

e Examine the immediate and long-term fiscal impact of the

Teacher Retirement System (TRS) health care plan (TRS-
Care).



What’s Next

" The House Committee on Pensions will separately:

e Examine the new reporting requirements proposed by the
Governmental Accounting Standards Board (GASB).

e Conduct legislative oversight and monitoring of the agencies
and programs under the committee’s jurisdiction and the
implementation of relevant legislation passed by the 83rd
Legislature. In conducting this oversight, the committee
should:

a. consider any reforms to state agencies to make them more
responsive to Texas taxpayers and citizens;

b. identify issues regarding the agency or its governance that may
be appropriate to investigate, improve, remedy, or eliminate;

c. determine whether an agency is operating in a transparent and
efficient manner; and

d. identify opportunities to streamline programs and services
while maintaining the mission of the agency and its programs.



What's Next

= New state leadership for 2015 Legislature.
» The statewide elected officials terms expire in 2014.
= Many are not seeking re-election or are seeking another office.

Governor Open Seat
Lieutenant Governor Incumbent Challenge
Attorney General Open Seat
Comptroller Open Seat
Land Commissioner Open Seat

Agriculture Commissioner Open Seat



Texas Budgeting Timeline

Even Year; 2014

February/Mar
Mar — May
May
June / July
July / August
August / Sept
November
Sept — Dec

Strategic Planning Instructions to Agencies
Negotiate Structure and Measure Changes
Biennial Budget Request Instructions sent
Agencies Submit Strategic Plans

Agencies Submit Budget Requests (LARs)
GOBPP/LBB Joint Budget Hearings

LBB meets to adopt a spending limit

LBB and GOBPP Budget Preparations



Texas Budgeting Timeline

Odd Year; 2015

" January LBB submits budget estimates to 84t Leg

= January Comptroller releases Biennial Revenue Estimate
= Jan/Feb Governor delivers budget by State of the State

= Jan - May Legislature adopts appropriations bill

= June Comptroller certifies appropriations bill

= June Governor signs bill with line item vetoes

= Summer/Fall Agencies develop Budgets for FY 2016



The Budget Players

= Legislative Budget Board
e Adopts a constitutional spending limit
 Prepares a general appropriations bill
e Prepares agency performance reports
* Prepares, fiscal notes identifying the probable costs of
proposed legislation and impact statements

= Comptroller of Public Accounts
e Submits the Biennial Revenue Estimate (BRE)
e Certifies the appropriations bill by determining whether
anticipated revenue will be sufficient to cover appropriations
e Collects state taxes, tracks revenue and spending funds



The Budget Players

= Office of the Governor
e |nvolved in the process beginning with strategic planning and
ending with budget execution; provides overall direction
e Has line-item veto power

= State Auditor’s Office
e Serves as independent auditor of state agencies, including
institutions of higher education
e Audits the accuracy of reported performance measures and
assesses the related internal controls

= House Appropriations Committee (HAC) and Senate Finance
Committee (SFC)
e Has jurisdiction over all bills and resolutions appropriating
money from the state treasury



Constitutional Spending Limits

Pay-As-You-Go Limit: Requires bills making appropriations be
sent to the Comptroller of Public Accounts (CPA) for
certification

Limitation on the Growth of Certain Appropriations: Limits the
biennial growth of appropriations from state tax revenue not
dedicated by the Constitution to the estimated rate of growth
of the state’s economy (10.71%)

Welfare Spending Limit: Provides the amount that may be paid
out of state funds for assistance grants not exceed 1 percent of
the state budget in any biennium

Debt Limit: Limits the authorization of additional state debt, if
in any fiscal year, the resulting annual debt service payable from
unrestricted GR exceeds 5 percent of the average annual
unrestricted GR funds for the previous three years




State Revenue Sources

= Total state revenue for FY14-15 is $196,951.3 million.
* Federal revenue is $68,706.8 million or 35%.
* General revenue and general revenue dedicated is $101,419.9
million or 51%.
e Other funds are $26,824.6 million or 14%. Other funds include
property tax relief fund, bond proceeds, highway funds, etc.

= Taxes of $96.9 billion include:
e $62.1 billion in sales tax (64% of total)
S7.4 billion in rental and fuel taxes
$9.5 billion in franchise taxes
$7.1 billion in natural gas and oil production taxes
$10.8 billion in other taxes (sin, hotel and insurance)
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FY 2014-15 Biennial Appropriations
($ Millions)

Judiciary, $727.9, Public Safety
Total All Funds, $196,951.3 0% $11,586.1 , 6%

Natural
Resources,
$4,744.3 , 2%

- Business and Devy,
_____ = $25,006.5, 13%

Higher Education, ____ ¥

$17,895.1 , 9% Regulatory,

$784.9 , 0%

Legislature,

7\ $358.3 , 0%
General Govt,

TRS is $3.9 billion or 2.0% of total. $5,715.3 , 3%
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FY 2014-15 Biennial Appropriations
($ Millions)

Total GR and GR-D, $101,419.9 Judiciary, $543.6,

1%

Public Safety,

Higher Education, $8.850.5 , 9%

$15,745.6 , 15%

Natural
Resources,
$1,872.4 , 2%

Business and Dey,
$1,180.6 , 1%

Regulatory,
$740.6 , 1%

Legislature,

0,
7‘ General Govt, $358.1 , 0%

TRS is $3.7 billion or 3.6% of total. $3,848.3 , 4%



Personnel

Incentive
Comp

Prof Fees
Supplies
Utilities
Rentals
Travel
Capital
Other

Operating

Totals

Appropriated Funds

Admin Ops

54,613,098

9,350,000

7,126,714

513,210
1,074,955
2,380,031
1,405,028
6,123,984

11,035,896

93,622,916

TEAM

2,661,786

13,302,000

25,000
875,000
4,550,000

21,413,786

TRS FY 2014 Approved Budget

Non Appropriated Funds

Soft Dollar

4,008,864

42,000

29,034,631

33,085,494

TRS Care

2,760,469

1,061,750
5,200
5,200

82,511
11,955

182,645

4,109,730

Active
Care

1,580,313

773,000
3,000
1,500

62,245
8,350

24,900

2,453,308

Totals

61,615,666

9,350,000

26,272,328

521,410
1,081,655
2,566,787
1,450,333
6,998,984

44,828,072

154,685,235



FY 2014 Budget by Division
($ Thousands)

_ _ Finance, Capital Outlay,
Benefit Services, $10,677.2 , 7% _$4,133.0, 3%
$10,429.6 , 7% | Information
Technology,

$16,358.1 , 11%

\
™,

TEAM, $21,413.8
, 14%

Healthcare Policy
and
Administration,
$6,563.1 , 4%

Investment
Management,
$66,899.8 , 43%

Executive*,
$11,303.2, 7%

Legal, $6’9075 , *Includes Internal Audit, Gov't

Relations, Communications, Human

15 4% Resources, Risk Management



Legislative Planning Timeline

2014
= February 12-14 Board review of LAR components and 2016-17 drivers
= March Staff begins preparing draft of 2015-2019 Strategic Plan
= June Board receives 2015-19 Strategic Plan;
Budget Committee meets to review budget planning
= July Board approves 2016-17 LAR

Board approves 2015 Administrative Operations Budget
August TRS submits 2016-17 LAR
GOBPP/LBB Budget Hearings

November Pre-filing of legislation begins

2015
= January 84t Legislative Session begins




TRS LAR Components

= Assumptions on covered payroll growth
Using historical trending with assumptions for future growth,
appropriations for 2014-15 were based on net zero growth in
covered payroll. Those assumptions will change for 2016-17.

= Assumptions on member contribution rate
Statutory member contribution rates: 6.7% in FY 15; 7.2% in FY
16, and 7.7% in FY 17.

= Assumptions on state contribution rate
Pension fund will be 6.8% (each 0.1% costs ~$35 million)
TRS Care will be 1.0%

Local contribution will be 1.5%



TRS LAR Components (continued)

Rider additions and/or deletions

Performance measure changes

Pension Trust Fund Administrative Operations
 Appropriated by the legislature and funded by the trust
e Full Time Equivalents (FTEs) appropriation

e Balance oversight with operational flexibility

TEAM

e Requesting base amount to continue with Unexpended
Balances (UB) Authority from FY 2014-15; third installment of
plan



2016-2017 LAR Issues

= TRS Care Funding
e Base request will include assumed 1.0% state contribution
rate.
e Exceptional item will be for additional funding needed to
achieve solvency for 2016-17 biennium.
e Other options to address TRS-Care could be considered in
separate legislation, but the LAR must assume current law.

= Soft Dollar Migration to Hard Dollar Budget
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Teacher Retirement System of Texas

Space Planning Issues

Don Green
Jerry Albright

February 2014



History

1937

Leased first office at the Labor Temple Building

200 E 10t Street

1939

Moved to 3,200 square feet of leased space

608 Lavaca

1946

Relocated to the Tribune Building

10t and Colorado

1954

Moved to the First Federal S&L Building

11th and San Jacinto

1959

Relocated to Sam Houston Building

14th and San Jacinto

1964

Moved to the Lowich Building

314 W 11t Street

1965

A constitutional amendment gave TRS the authority to build

headquarters.




History

1974

West Building construction was completed.
* It has a gross area of 80,384 square feet.

1988

West Building central plant was completed.

e The 5% floor mechanical room houses the central plant.

* Itis equipped to provide heating, ventilating, and air conditioning for the East and
West buildings.

1990

East Building construction was completed.

* It has agross area of 137,592 square feet.

* It has five level of underground parking with a gross area of 141,912 square feet
and 329 spaces.

e Surface parking provides an additional 160 spaces.

West Building remodel was completed.

2009

Investment Management Division leased 47,034 square feet at 816 Congress
Avenue.




Major Repairs and Renovations

2001 The water cooling tower was replaced

* The water cooling tower pre-cools water for the air conditioning system.
2005 The roof was replaced

* Roof is under warranty until 2025
2006 Caulking and waterproofing project was competed.

e Only above ground water proofing was included in this project.
2007 West Building air handlers were replaced.

* Only major floor air handlers were included in this project.

* No upgrades were made to the data center air handling equipment.
2008 Building Automation System (BAS) project was completed.

* No automation of Data Center HVAC equipment was done under this project.

* An estimated 15% energy reduction was achieved after the BAS project.
2011 Elevators were modernized.

Security systems were upgraded and modernized.

2012

HAVC Retrofit Project.

* Replace HAVC system components with fully automated, high-efficiency components.

e Automate Data Center HVAC equipment.

* Install an emergency power generator for the Data Center and the Data Center HVAC
equipment.




Anticipated Future Needs

2014 - 2015 | = Replace East Building air handlers.
= Correct air pressure imbalance in West Building stairwells.
= Replace kitchen vent hood fire suppression system

2016 - 2017 | = Replace the East Building garage sump pump system.
= Replace East Building garage fire sprinkler piping.

= Replace electrical switch gear.

= Retrofit East Building water supply

2018 - 2019 | = Repair spalling and waterproof building exterior concrete.
= Repair East Building garage underground waterproofing.

2020-2021 | = Renew interiors.




Assessment

A space assessment completed by the Texas Facilities Commission in
July 2011 concluded:

= TRS should develop short- and long-range facility planning strategies.

= The Red River campus interior architecture and infrastructure systems are
obsolete and grossly inefficient.

= An analysis should be conducted to determine the costs and benefits of
several options to accommodate TRS administrative space needs:

Current status.

Remodel the Red River campus.

Demolish the Red River campus and build a new facility on the site.
Purchase a new building and sell the Red River campus.

Build on another site and sell the Red River campus.



Phase I:
Initiate

Research

Establish
internal Core
Team with
members of all
affected areas

Select
Professional
Services firm
to assist TRS
in space plan
development

Collect data
regarding
members and
TRS workforce

Communicate
plan and
strategy to
TRS workforce
and obtain
input

Major Goals
Establish team
and
communication

N

Phase Il: Strategy
Development

Determine
Occupancy
Requirements

Owned/Leased
Asset Review

Tour existing owned/
leased location to

Review organization,
vision, and leadership

structure understand and
Understand current evaluatg:
space needs and -operations,
planning directives -parking and

-maintenance

Evaluate workplace

. Perform valuation

exercise for existing
buildings and land

Interview appropriate
executives/managers
to identify what is
and is not working

Understand and
evaluate building
retrofit costs or lease
costs

Understand technical

S PITETIELS Performa space

planning and
utilization analysis

BOARD FEBRUARY 12 -13, 2014
BOARD MARCH 27 - 28, 2014

Understand member
requirements/needs

Establish and prioritize
project evaluation
criteria

Understand current
and future workforce
impact

Major Goals

Understand current situation and space utilization
Understand value/constraints with existing site

Identify areas of opportunity for operational improvement
Identify financial data required for analysis

Create plan that addresses issues

N —— "
Phase 111: Business Case

Development

Commence Strategic Plan Development

Identify space saving opportunities if space were configured
(in owned asset or as part of consolidated strategy)

Determine adjacency priorities based on business work flow

Consider baseline occupancy, alternate occupancy options
and summary of possible scenarios

Identify schedule and risk issues associated with all
scenarios that are modeled including impact on major
projects

Identify and evaluate financial and non-financial trade-offs,
findings, conclusions & recommendations

Communicate plan to TRS workforce
Prepare recommendations for Board consideration

Understand any regulatory issues that affect space planning

Develop budget and timeline for each scenario for Board
consideration

Consider environmental and energy efficiency designs
including power redundancy

Major Goals

Understand comparative occupancy costs for different scenarios

Understand schedule and risk issues
Identify market dynamics that will impact selected scenarios
Create “go forward’strategy

BOARD DECISION JULY 11, 2014

104 days
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Financial Statements
First Quarter — FY 2014

November and December 2013 Cash Disbursements
Pension Trust Fund

To: TRS Board of Trustees
Brian Guthrie, Executive Director
Ken Welch, Deputy Director

From: Don Green, Chief Financial Officer

Date: February 13, 2014

Section 825.314(b) of the Texas Government Code requires the staff of the
retirement system to report to the board at each board meeting the amounts and
uses since the preceding board meeting of any money expended by the system
from the Pension Trust Fund along with an explanation of why the amounts were
needed to perform the fiduciary duties of the board. The 83™ Texas State
Legislature adopted provisions allowing operating expenses of the system to be
paid out of the Pension Trust Fund. On June 14, 2013, the board approved the
Administrative Operations budget for fiscal year 2014.

Total Administrative Expenses (excluding TEAM Program) of $6.2 million were
disbursed in November, 2013. Salaries and Other Personnel Costs were $4.2
million, Professional Fees were $404 thousand, and Other Operating Expenses
were $1.7 million. Items of interest include $142 thousand for rent/lease/parking,
$590 thousand for insurance premiums, $227 thousand in outside legal counsel,
and $414 thousand in postage.

Total Administrative Expenses (excluding TEAM Program) of $5.8 million were
disbursed in December, 2013. Salaries and Other Personnel Costs were $4.2
million, Professional Fees were $483 thousand, Capital Projects were $70
thousand, and Other Operating Expenses were $1.0 million. Items of interest
include $321 thousand for rent/lease/parking, $247 thousand in outside legal
counsel, and $121 thousand in computer hardware maintenance.

TEAM Program Expenses of $465 thousand were disbursed in November, 2013.
Salaries and Other Personnel Costs were $212 thousand, Professional Fees were
$201 thousand, and Other Operating Expenses were $52 thousand.

TEAM Program Expenses of $788 thousand were disbursed in December, 2013.
Salaries and Other Personnel Costs were $226 thousand, Professional Fees were
$504 thousand, and Other Operating Expenses were $58 thousand.



Financial Statements
First Quarter — FY 2014

Pension Trust Fund

Cash Disbursements - FY 2014
YTD for the Month Ended December 31

2013 (b) 2014
September S 6,956,188 S 6,970,179
October 7,527,488 6,917,337
November 7,342,717 6,708,686
December 5,384,514 6,566,553
Totals rS 27,210,907 S 27,162,756

(a) Includes reimbursements of $2,195.45
(b) Cash disbursements totaled $82,959,217 at August 31, 2013

(a)

3

Source: Unaudited monthly financial statements




Financial Statements
First Quarter — FY 2014

Financial Report for the First Quarter Ended November 30, 2013
Pension Trust Fund

To: TRS Board of Trustees
Brian Guthrie, Executive Director
Ken Welch, Deputy Director
From: Don Green, Chief Financial Officer

Date: February 13, 2014

Net Position:

For the first quarter ended November 30, 2013, Net Position was $123.7 billion, an
increase of $6.3 billion over the fiscal year beginning Net Position of $117.4 billion. Total
Additions excluding Net Appreciation in Fair Value of Investments were $1.6 billion.
Interest, dividend, and securities lending income totaled $411 million. Total Deductions
were $2.3 billion including external manager fees of $33.3 million. Benefit payments
account for 92% of all deductions.

Administrative Operations:

Total Administrative Expenses were $16.5 million of which $5.3 million was for
September, $5.5 million for October, and $5.7 million for November. Salaries and Other
Personnel Costs were $12.1 million, Professional Fees and Services were $146 thousand,
Other Operating Expenses were $4.2 million, and Capital Expenses were $35 thousand.
At the end of the first quarter 82% of the total funds budgeted were remaining.

Source: Unaudited monthly financial statements



Financial Statements
First Quarter — FY 2014

Pension Trust Fund
Net Position - FY 2014 YTD and FY 2013

( )
Billions

$135

$130

$125

*A
$120 W /.sq\ ~
| —@ \./
$115 — o
.—_.%*

$110

$105

$100

Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.

—@-FY 2014 | 120.2 123.0 123.7
—e—FY 2013| 1128 112.5 113.7 114.8 116.6 116.5 117.8 119.9 119.2 116.4 118.6 117.4

Additions and Deductions - FY 2014
YTD for the First Quarter Ended Nov 30

4 N\ : ~
Additions Deductions
$1,643,167,330 $2,270,512,729
(Graph in Millions) (Graph in Millions)

Benefits
$2,094.7
92%

Contrib. &

Other
$1,232.2
75%

Interest,
Dividends
& Sec.
Lend.
$411.0 Refunds
25% $115.8
5%
\ Admin &
Ext Mgr.
$60.0
3%
\_ J \

S Source: Unaudited monthly financial statements



Financial Statem

ents

First Quarter — FY 2014

Pension Trust Fund (excludes TEAM)

Administrative Expenses

YTD for the First Quarter Ended Nov 30 - FY 2013 and FY 2014

~N
FY 2013 (" FY 2014 h
$16,527,568 $16,491,586
(Graph in Thousands) (Graph in Thousands)
Salary & Salary &
Other Other
Personnel Personnel
$11,361 $12,140
69% 74%
Other
i Prof. Other
Operating Fees/Serv Operating
$4,592
$570 $4,171
28% " . 25% Prof.
. 3% Capital ° Fees/Serv
Capital Expenses $146
Expenses $35 1%
$5 0% °
0% J J
Budget to YTD Actual - FY 2014
(Excluding TEAM and Encumbered Funds)
Thousands )
$100,000
$90,000
$80,000 /.'4
$70,000 /I/
$60,000 ',l/
$50,000
$40,000 /
$30,000 -
$20,000
10000 g A
10,000 A
0
# Sep. Oct. Nov. Dec. Jan. Feb. Mar. | Apr. May Jun. Jul. Aug.
e=@=2014 Budget (as amended) | 7,802 | 15,604 | 23,406 | 31,208 | 39,010 | 46,811 | 54,613 | 62,415 | 70,217 | 78,019 | 85,821 | 93,623
2014 Actual 5,260 | 10,724 | 16,492
Budget Totaled $23,405,729 as of Nov 30
Actual Expenses Totaled $16,491,586 as of Nov 30 )

Source: Unaudited monthly financial statements



SALARIES AND OTHER PERSONNEL COSTS

Salaries and Wages
Longevity Pay
Employer Retirement Contributions
Employer FICA Contributions
Employer Health Insurance Contributions
Benefit Replacement Pay
Other Employee Benefits
TOTAL SALARIES AND OTHER PER

PROFESSIONAL FEES AND SERVICES

OTHER OPERATING EXPENSES
Consumable Supplies and Fuels
Utiliies
Travel
Rentals
Dues, Fees and Staff Development
Subscriptions and Reference Information
Printing and Reproduction Services
Postage, Mailing and Delivery Services
Software Purchases and Maintenance
Computer Hardware Maintenance
Miscellaneous Expenses
Insurance Premiums
Furniture and Equipment - Expensed
Maintenance - Buildings and Equipment

TOTAL OTHER OPERATING EXPENSES $

TOTAL OPERATING EXPENSES $

Financial Statements
First Quarter — FY 2014

Pension Trust Fund (Excludes TEAM)
FY 2014 Budget Basis Administrative Expenses

SONNEL COSTS $

Actual
YTD
November 30, 2013

Encumbered
YTD
November 30, 2013

Annual
Budget
Amount

Remaining
Budget
Amount

%
Expended

9,505,635.98 $ $ 5035513300 $ 40,849,497.02 19%
151,660.00 660,240.00 508,580.00 23%
650,583.23 2,132,644.00 2,082,060.77 28%
510,664.79 3,471,120.00 2,960,455.21 15%
1,297,892.10 6,133,308.00 4,835415.90 21%
9,353.07 120,653.00 111,299.93 8%
14,507.01 12,360.00 470,500.00 443,632.99 6%
12,140,296.18 $ 12,360.00 § 6394359800 $ 51790,941.82 19%
14595304 $ 1,357989.70 § 712971400 $ 5062577126 21%
90,436.29 $ 7027923 § 51421000 $ 35349448 31%
206,880.19 290,078.60 1,074,955.00 5779%.21  46%
332,134.80 71,275.31 1,425,028.00 1,021,617.89 28%
528,435.22 106,607.46 2,208,031.00 1,572,988.32 29%
57,087.92 16,493.20 496,501.00 422,919.88 15%
58,109.02 39,473.23 323,215.00 2563275 30%
807.50 1,262.50 620,650.00 618,580.00 0%
960,264.58 126,342.42 2,647,300.00 156069300  41%
1,012,161.69 431,502.74 3,299,930.00 1,856,265.57  44%
3382347 226,338.82 487,102.00 226939.71  53%
90,169.01 119,260.44 1,408,000.00 1,198,570.55 15%
617,387.00 25,568.55 728,095.00 8509945  88%
43,780.08 29,991.98 545,700.00 471,927.94 14%
139,376.53 173,206.03 991,433.00 678,850.44  32%

417085330 $

172768051 § 1677011000 $ 10.871,576.19

35%

16,457,102.52 $

3098,030.21 § 8784342200 $ 68,288,289.27

22%

Source: Unaudited monthly financial statements




Financial Statements
First Quarter — FY 2014

Pension Trust Fund (Excludes TEAM)

FY 2014 Budget Basis Administrative Expenses

CAPITAL EXPENSES
Furniture and Equipment
Capital Budget ltems
TOTAL CAPITAL EXPENSES

TOTAL OPERATING AND CAPITAL EXPENSES*

PERFORMANCE INCENTIVE COMPENSATION

TOTAL OPERATING AND CAPITAL EXPENSES
INCLUDING PERFORMANCE INCENTIVE
COMPENSATION

METHOD OF FINANCE
Administrative Operation Appropriations
Employer Retirement Contributions
Employer FICA Contributions
Employer Health Insurance Contributions
Benefit Replacement Pay

TOTAL OPERATING AND CAPITAL EXPENSES

*Amounts are net of reimbursements.

Actual Encumbered Annual Remaining
YTD YTD Budget Budget %
November 30, 2013 November 30, 2013 Amount Amount Expended

5948.92 500957 §  126504.00 $ 11554551 %%
28,534.70 391,669.39 5,652,990.00 5,232,785.91 %
34,483.62 396,678.96 $ 577949400 $ 534833142 %

16,491,586.14 3494709.17 $ 93622916.00 $ 73,636,620.69 21%

$ $

16,491,586.14 3494700.17 $ 93622916.00 $ 73,636,620.69 21%

14,023,092.95 3494709.17 $ 81,165191.00 $ 63,647,388.88 22%
650,583.23 2,732,644.00 2,082,060.77 24%
510,664.79 3,471,120.00 2,960,455.21 15%

1,297,892.10 6,133,308.00 4,835,415.90 21%
9,353.07 120,653.00 111,299.93 8%

16,491,586.14 3494,709.17 $ 93,622916.00 $ 73,636,620.69 21%

Source: Unaudited monthly financial statements




Financial Statements
First Quarter — FY 2014

TRS Enterprise Application Modernization - TEAM
FY 2014 Budget Basis Administrative Expenses

SALARIES AND OTHER PERSONNEL COSTS
Salaries and Wages
Longevity Pay
Employer Retirement Contributions
Employer FICA Contributions
Employer Health Insurance Contributions
Benefit Replacement Pay
Other Employee Benefits

TOTAL SALARIES AND OTHER PERSONNEL COSTS

PROFESSIONAL FEES AND SERVICES

OTHER OPERATING EXPENSES
Consumable Supplies and Fuels
Utilties
Travel
Rentals
Dues, Fees and Staff Development
Subscriptions and Reference Information
Printing and Reproduction Services
Postage, Mailing and Delivery Services
Software Purchases and Maintenance
Computer Hardware Maintenance
Miscellaneous Expenses
Insurance Premiums
Furniture and Equipment - Expensed
Maintenance - Buildings and Equipment

TOTAL OTHER OPERATING EXPENSES

TOTAL OPERATING EXPENSES

$

Actual Encumbered Annual Remaining
YTD YTD Budget Budget %
November 30, 2013 November 30, 2013 Amount Amount Expended
498,690.06 $ $ 234914100 $ 1,850,450.94 21%
6,220.00 25,920.00 19,700.00 24%
34,351.35 162,413.00 128,061.65 21%
37,161.80 181,801.00 144,639.20 20%
46,197.44 149,791.00 103,593.56 31%
251.79 4,125.00 3,867.21 6%
15,095.00 15,095.00
622,878.44 $ $  2,888,286.00 $ 2,265407.56 22%
12574690 $ 643331131 § 12,945500.00 $ 6,386,441.79 51%
$ $ $

6,214.53 25,000.00 18,785.47 25%
8,577.00 17,000.00 150,000.00 124,423.00 17%
459,622.85 91,114.59 4,210,000.00 3,659,262.56 13%
2,056.23 112,665.53 300,000.00 185,278.24 38%
1,250.00 20,000.00 18,750.00 6%
47172061 $ 220,780.12 $  4,705,000.00 $ 4,006,499.27 15%
122634595 §  6,654,091.43 $ 20538,786.00 $ 12,658,348.62 38%

Source: Unaudited monthly financial statements




Financial Statements
First Quarter — FY 2014

Investment Soft Dollars

Administrative Expenses

YTD for the First Quarter Ended November 30 - FY 2013 and FY 2014

EY 2013 FY 2014
$5,704,066 $5,;|.28,172
(Graph in Thousands) (Graph in Thousands)
Other
Operating
$2,897
51%
Other
Operating
$2,730
53%
Subscript &
Ref Info.
$2,295
45%
Prof. Fees &
Services
Subscript & $125 Prof. Fees &
Ref Info. Dues, Fees & 204 Services
$2,663 Staff Dev. ° $41
47% $18 1%
0%
Budget to YTD Actual - FY 2014
Thousands
$30,000
|~
$25,000 /—/
/
$20,000 //
$15,000 //
$10,000
$5,000 /;:/
]
4//
$ Sep. Oct. Nov. Dec. Jan. Feb. Mar Apr. May Jun Jul Aug.
l—-—2014 Budget 2,257 4514 6,771 9,028 11,286 13,543 15,800 18,057 20,314 22,571 24,828 27,085
l—‘—2014 Actual 1,111 2,300 5,128

Budget Totaled $27,085,494 as of November 30
Actual Expenses Totaled $5,128,172 as of November 30

Source: Unaudited monthly financial statements
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FY 2013
$1,263,829

Financial Statements
First Quarter — FY 2014

SSB/TRS Partnership Account

(Graph in Thousands)

Contract
Services
$587

46%

Subscript &
Ref Info.
$23

2% Dues, Fees&

Administrative Expenses
YTD for the First Quarter Ended November 30 - FY 2013 and FY 2014

Dues, Fees &
Staff Dev.
$3
0%

Rent
$56
5%

Subscript &
Ref Info.

$16

2%

FY 20

$1,027,

14
316

(Graph in Thousands)

Contract
Services
$368

36%

Staff$6Dev. $7
1%
0% °
Budget to YTD Actual - FY 2014
Thousands
$8,000
$7,000
$6,000 //
$5,000 — e
P
$4,000 /,
$3,000 o e
$2,000 /,-/
$1,000 —
R
$0
Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
[—-—2014 Budget 500 1,000 1,500 2,000 2,500 | 3,000 | 3,500 | 4,000 | 4,500 | 5,000 | 5500 | 6,000
[—A— 2014 Actual 436 849 1,027

Source: Unaudited monthly financial statements

Budget Totaled $6,000,000 as of November 30
Actual Expenses Totaled $1,027,316 as of November 30




Financial Statements
First Quarter — FY 2014

Financial Report for the First Quarter Ended November 30, 2013
TRS-Care

To: TRS Board of Trustees
Brian Guthrie, Executive Director
Ken Welch, Deputy Director
From: Don Green, Chief Financial Officer

Date: February 13, 2014

Net Position:

For the first quarter ended November 30, 2013, Net Position was $517.0 million, a
decrease of $34.0 million over the fiscal year beginning net position of $551.0
million. Total Additions include contributions and other additions of $190.2 million,
premiums of $91.1 million, and federal revenue of $14.9 million. Total Deductions
were $330.2 million including medical claims payments and processing fees of
$166.1 million and pharmacy claims payments and processing fees of $163.4
million.

Administrative Operations:

Total Administrative Expenses were $708 thousand of which $203 thousand was
for September, $292 thousand for October, and $213 thousand for November.
Salaries and Other Personnel Costs were $596 thousand, Professional Fees and
Services were $33 thousand, and Other Operating Expenses were $79 thousand.
As anticipated, overall expenses continued to track closely with budgeted funds.
At the end of the first quarter, 82% of the total funds budgeted were remaining.

Source: Unaudited monthly financial statements



Financial Statements
First Quarter — FY 2014

TRS-Care
Net Position - FY 2014 YTD and FY 2013

Millions
$800
y -
$750
d .
so0 | & ‘i'/ \\

$650 e
$600 \

$550 —~—— ~e———o0—
$500

$450

$400

$350

$300

Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.

—@—FY 2014 | 564.2 542.4 517.0

—e—FY 2013 | 723.1 689.3 765.4 | 749.4 | 710.9 687.0 654.9 613.6 573.6 582.5 | 548.0 | 551.0

Additions and Deductions - FY 2014
YTD for the First Quarter Ended November 30

) (

Additions Deductions
$296,227,470 $330,247,424
(Graph 'in M’illions) (Graph in Millions)
Contrib. &
Other Premiums
$190.2 $91.1
64% 31%
Federal
Revenue
$14.9
5% 0%
J \.

Source: Unaudited monthly financial statements




YTD for the First Quarter Ended Nov 30 - FY 2013 and FY 2014

Financial Statements
First Quarter — FY 2014

TRS-Care
Administrative Expenses

FY 2013 N\ [ A
FY 2014
$616.406
(Graph in Thousands) $707,670
(Graph in Thousands)
Salary/
Other
Personnel
b3
Oth Other
ther - Prof. Fees/ Operating__— Prof. Fees/
Operating Services $70 Services
$20 11% %33
5% Yy, \ 5% J
Budget to YTD Actual - FY 2014
(Excludes Encumbered Funds)
~
Thousands
34,500
$4,000 - O—
$3,500 .’Y
$3,000 -
£2,500 /.,
£2,000 -
$1,500
$1,000 /I/
Y
5500 ?%
S0
Sep. Oct. Nov. Dec. Jan. Feh. Mar. Apr. May Jun. Jul. Aug,
—m— 2014 Budget | 337 674 | 1011 | 12348 | 1685 | 2,021 | 2358 | 2,605 | 3032 | 3360 | 3,706 | 4,043
=—sr== 12014 Actual 203 495 708
Budget Totaled $1,010,746 asof November 30
Actual Expenses Totaled $707,670 asof November 30
/

Source: Unaudited monthly financial statements



Financial Statements
First Quarter — FY 2014

SALARIES AND OTHER PERSONNEL COSTS
Salaries and Wages
Lump Sum Payments
Longevity Pay
Employer Retirement Contributions
Employer FICA Contributions
Benefit Replacement Pay
Other Employee Benefits
Employer Health Insurance Contributions

TOTAL SALARIES AND OTHER PERSONNEL COSTS

PROFESSIONAL FEES AND SERVICES

OTHER OPERATING EXPENSES
Consumable Supplies
Utilities
Travel In-State
Travel Out of State
Rental - Building
Dues, Fees and Staff Development
Subscriptions and Reference Information
Printing and Reproduction Services
Postage, Mailing and Delivery Services
Miscellaneous Expenses
Furniture and Equipment - Expensed
Maintenance - Buildings and Equipment

TOTAL OTHER OPERATING EXPENSES

TOTAL OPERATING EXPENSES
Less: Employer Retirement Contributions
paid on behalf of Employees

TRS-Care
FY 2014 Budget Basis Administrative Expenses
Actual Encumbered Annual Remaining
YTD YTD Budget Budget %
November 30, 2013 November 30, 2013 Amount Amount Expended
456,620.63 $ $ 2,009,436.00 $  1,552,815.37 23%
50,000.00 50,000.00
11,420.00 56,480.00 45,060.00 20%
31,879.40 135,921.00 104,041.60 23%
34,119.78 152,912.00 118,792.22 22%
773.37 12,563.00 11,789.63 6%
14,000.00 14,000.00
60,589.10 262,409.00 201,819.90 23%
595,402.28 $ $ 2,693721.00 $  2,098,318.72 22%
32,952.50 $ 337,472.72 $ 1,040,750.00 $ 670,324.78 36%
89461 $ 1,050.00 $ 5,200.00 $ 3,255.39 3%
484.94 433.33 5,200.00 4,281.73 18%
254.25 202.80 6,500.00 6,042.95 %
5,455.00 5,455.00
20,627.75 82,511.00 61,883.25 25%
4,175.00 4,175.00
570.00 570.00
7,500.00 35,500.00 28,000.00 21%
71,829.42 24,734.75 135,800.00 39,235.83 71%
5,851.97 2,833.32 20,600.00 11,914.71 42%
5,000.00 5,000.00
2,000.00 2,000.00
79,315.19 $ 57,381.95 § 308,511.00 $ 171,813.86 44%
707,669.97 $ 304,854.67 $ 4,042,982.00 $  2,940,457.36 21%
(31,879.40) $ $ (135921.00) $  (104,04160)  23%
675,790.57 $ 394,854.67 $ 3,907,061.00 $  2,836,415.76 27%

TOTAL CASH OUTLAY FOR OPERATING EXPENSES

Source: Unaudited monthly financial statements




Financial Statements
First Quarter — FY 2014

Financial Report for the First Quarter Ended November 30, 2013
TRS-ActiveCare

To: TRS Board of Trustees
Brian Guthrie, Executive Director
Ken Welch, Deputy Director
From: Don Green, Chief Financial Officer

Date: February 13, 2014

The fund captures financial activity for the following programs:

= TRS-ActiveCare health care program for active public school employees

= Optional life and long-term care insurance for active members and retirees
Net Position:

For the quarter ended November 30, 2013, Net Position was ($51.6) million, an
increase of $66.4 million over the fiscal year beginning net position of ($118)
million. Total Revenues were $485.3 million. Health care premiums were $483.5
million, COBRA premiums were $1.8 million, investment income was $83
thousand and optional life and long-term care administrative fees were $34
thousand. Total Expenses were $419 million including medical claims payments
and processing fees of $323 million, pharmacy claims payments and processing
fees of $56.7 million, and HMO payments of $38.8 million.

Administrative Operations:

Total Administrative Expenses were $456 thousand of which $129 thousand was
for September, $141 thousand for October, and $186 thousand for November.
Salaries and Other Personnel Costs were $390 thousand, Professional Fees and
Services were $63 thousand and Other Operating Expenses were $3 thousand.
At the end of the first quarter, 81% of the total funds budgeted were remaining.

Source: Unaudited monthly financial statements



Financial Statements
First Quarter — FY 2014

TRS-ActiveCare
Net Position - FY 2014 YTD and FY 2013

e
Millions
$175
$150
$125
$100 i
$75 O —-—./ ‘ ~.—-ﬁ‘
$50 ~e<|
$25
$0
($25)
($50) >
($75) /]'/
($100) .,l \
($125) — 1l
($150) Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
el FY 2014 | (107.2) (822) (51.6)
=@ Y 2013 62.3 67.0 78.5 92.3 75.7 74.6 71.4 52.5 34.7 32.9 (30.2) (118.0)
\ J
Revenues and Expenses - FY 2014
YTD for the First Quarter Ended November 30
e N\
Revenues Expenses
$485,348,776 $418,968,264
(Graph in Millions) ! !
(Graph in Millions)
Medical
Claims &
Health Care Processing
Premiums $323.0
$483.5 7%
99.6%
Cobra Administrative
Premiums & $0.5
Other 0%
HMO
$1.8 Payments
4% $38.8
. J G 9%

Source: Unaudited monthly financial statements
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Financial Statements
First Quarter — FY 2014

TRS-ActiveCare

Administrative Expenses
YTD for the First Quarter Ended November 30 - FY 2013 and FY 2014

( FY 2013 Y ( FY 2014 A
$430,340 $456,271
(Graph in Thousands) (Graph in Thousands)
REELYS Salary/
Other Other
Personnel Personnel
$344.6 $390.4
80% 85%
Other/
Operating
$3.9 Other
1% Operating _—
$2.8
1%
\ y, > y
Budget to YTD Actual - FY 2014
(Excludes Encumbered Funds)
e
Thousands
$3,000
$2,500 /.—
$2,000 /./,AI/
$1,500 > =
$1,000 = L
$500 A
$0
Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
== 2014 Budget 204 409 613 818 1,022 1,227 1431 1,636 1,840 2,044 2,249 2,453
et 2014 Actual 129 270 456
Budget Totaled $613,326 as of November 30
Actual Expenses Totaled $456,271 as of November 30
\L

Source: Unaudited monthly financial statements




Financial Statements
First Quarter — FY 2014

Financial Report for the First Quarter Ended November 30, 2013
403(b) Administrative Program

To: TRS Board of Trustees
Brian Guthrie, Executive Director
Ken Welch, Deputy Director
From: Don Green, Chief Financial Officer

Date: February 13, 2014

For the first quarter ended November 30, 2013, Net Position was $357 thousand, an
increase of $1 thousand over the fiscal year beginning net position of $356 thousand. Total
Revenues were $12 thousand. Product Registration Fees were $6 thousand and
Certification Fees were $6 thousand. Total Operating Expenses were $13 thousand which
was Salaries and Other Personnel Costs. At the end of the first quarter, 74% of the total
funds budgeted were remaining.

403(b) Certification Program
Net Position — FY 2014 YTD and FY 2013

Thousands
$450

$425
$400
$375
$350 B .___._./._?—4—
$325 B ==

$300 — o ——@- /

$275
$250
$225
$200
$175
$150
$125

Sep. Oct. Nov. Dec. Jan. Feb. Mar. Apr. May Jun. Jul. Aug.
==Y 2014 | 358.4 354.5 356.6
==Y 2013 | 290.5 301.1 303.1 314.0 331.0 329.8 328.6 334.6 334.2 347.8 344.2 356.3

Source: Unaudited monthly financial statements
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Managing Director



TRS Leadership Assessment Process

= Process was initiated with TRS in 2013

= Participants in 2014
o Brian Guthrie — Executive Director
o Britt Harris — Chief Investment Officer
o Amy Barrett — Chief Audit Officer

= Key learnings:
o Changes will be made in competency descriptions to reflect TRS Agency specifics
o Phone interviews with TRS Board members was a crucial step

= Key Outcomes:
o Increased specificity on leadership strengths/gaps
o Clearer assessment of performance
o Executive coaching for development

)G FOCUS Consulting Group

www.focusCgroup.com



‘ TRS Leadership Assessment Process Steps &
Timeline

l Online Competency Rating

I | May 9th — 30°! |
|
Video Conference Board | June 2nd _ o7th I
Interviews 1

'

Report Generation & Candidate ‘ June 300 — July 15 |
Review ‘u

Report Review and Feedback — | July Board Mitg. I
TRS Board 1

l Ongoing Executive Coaching | | 2014 |

)*G FOCUS Consulting Group

www.focusCgroup.com 3



TRS Leadership Assessments - Input

Competency
Online 360 Degree Assessment

Others
(Peers)

’ Direct /

Report

Contribution
Interview and Manager based

)*( FOCUS Consulting Group

www.focusCgroup.com



TRS Leadership Rating Scales - Input

Competency

“Candidate demonstrates this

Contribution

“On this goal candidate...”

behavior...”
To a very great extent

Far exceeded expectations

To a great extent

Exceeded expectations

To some extent

Met expectations

To a little extent

Partially met expectations

R IN| WS~ ]OT

Not at all

Did not meet expectations

)XG FOCUS Consulting Group

www.focusCgroup.com




TRS Leadership Contribution — Executive Director
Input Sample

Contribution Goal — Brian Score
Effectively lead TRS
e Continue to create process improvements which will enable the agency to meet Board: 4.38
its financial goals.
e Positively represent TRS to all constituencies: Members, Public, Employees, Self: 4.50
Legislature, and Board of Trustees.
e Effectively represent TRS before legislative committees and provide useful and
helpful analysis on legislation under consideration.
Contribution Goal — Britt Score
Effectively manage investment risks for the Investment Management Division
e No significant risk violations in the performance year. Board: 4.13

e Maintain a transparent and high quality risk management approach as assessed
by the risk committee.

e Monitor and manage risks with a high level of quality. Self: 4.00

e No significant risk findings from audits.

Manager: 5.00

)XG FOCUS Consulting Group

www.focusCgroup.com 6



TRS Sample Competencies:
Three Hats of Leadership — Executive Director

Leads the Team Leads the Self

Leads the Agency

Personal
effectiveness

Tactical team
management

Broader firm wide
Impact

Client Focus

Servant Leadership
Builds Agency Talent
Strategic Thinking
Effective Decision
Making

Drives Agency Vision

Develops Others
Effective Collaboration
Conflict Resolution
Provides Direction
Priority Setting

Ethical and Value
Centered Leadership
Integrity and Trust
Learning Agility
Listens Actively

Self Awareness

)*( FOCUS Consulting Group

www.focusCgroup.com



TRS Leadership Assessments — Output Sample

Competency Contribution
Brian Guthrie Leads Self Leads Team Leads Performance
Agency Goals
Overall Avg 4.08 4.18 4.08 4.08
CEO/ED 3.82 3.50 3.50 n/a
Peer comparison
(N=11)
Self Evaluation 412 4.60 4.30 3.83
Board Evaluation 4.20 4.30 4.23 4.08
Direct Reports 4.08 3.92 3.97 n/a
Evaluation
Other 3.90 3.90 3.80 n/a
Evaluation

)XG FOCUS Consulting Group

www.focusCgroup.com 8



‘ Leadership Personality — Output Sample

Strengths: Team Player, New Ideas,

Strengths: Identify Key Drivers, Timely Focused, Calm

Decisions

Strengths: Idea Catalyst, Devil's

Weaknesses: Communications, Advocate, High Ethics

Weaknesses: Quick to Find Fault, Quant

Overconfidence, Intimidating

Weaknesses: Seeing New Themes,
Britt Mediator Overconfidence
Challenger Perfectionist

Amy

Strengths: Creative ldeas, Integrating

New Info Strengths: Good Catalyst, Team

_ _ Enthusiast Player
Wee_lk_nesses. Focus, Consistency, Helper Weaknesses: Detail Work, Tough
Decisiveness Decisions
Loyal Skeptic Performer Brian

Strengths: Intuition, Devil's Advocate,
Spotting Risk

Strengths: Gathering Info, Decision
Making

Weaknesses: Impatience,
Overconfidence, Demanding

Weaknesses: Easily Bored, Difficulty
Trusting

Observer Individualist

Strengths: Creative,
Team Builder
Weaknesses: Detail

Strengths: Questioning, Reader,
Focus
Weaknesses: Intuition

)XG FOCUS Consulting Group

www.focusCgroup.com 9



Questions & Comments

Jim Ware, CFA Keith Robinson
847-373-8853 312-560-7216
Iware@focusCgroup.com krobinson@focusCgroup.com

Liz Severyns

847-636-7491
Iseveryns@focusCqgroup.com

)XG FOCUS Consulting Group

www.focusCgroup.com 10
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Strategic Asset Allocation (“*SAA”)
Education Session

IMD Asset Allocation Group
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Dr. Keith Brown

February 2014



Agenda

|. Setting a Strategic Asset Allocation, Dr. Keith C. Brown

Il. Overview of the SAA Process, HEK

¢ Importance of Asset Allocation
* Factors That Influence Asset Allocation Decisions
* Best Practices in Reviewing SAA

lll. Review of SAA Study, TRS IMD
¢ 2014 SAA Study Major Issues to Explore
* TRS 2014 Study Process and Consistency with SAA Study Best Practices
* Long Term Goals and Obligations of the Plan
* Comparison to the 2009 SAA Study Environment

IV. TRS Risks: An Actuarial Perspective, GRS
e Current Actuarial Liability Stream
* Major Sensitivities

V. 2014 Initial Capital Market Survey Results, TRS IMD

VI. TRS Peer Comparison, TRS IMD



Setting a Strategic Asset
Allocation

Dr. Keith C. Brown
University of Texas



Setting a Strategic Asset Allocation:
Some Initial Thoughts

= An investment portfolio should always be viewed as the best

proposed solution to an investor’s financial problem

e |tisimpossible to develop an intelligent and prudent solution (i.e., portfolio
allocation) without first understanding the nature and full complexity of the
problem

e So, thisis not simply an exercise in asset management, but asset management in
the context of a projected set of liabilities

* The System’s projected spending needs, in conjunction with the forecasted
contribution levels, have a direct impact on how the System’s asset should be
invested

= As we have seen, the judgment as to how the System’s financial
assets should be broadly allocated amongst the permissible set
of asset classes (i.e., the strategic asset allocation) is arguably
the most important decision that the Board is responsible for
making



Setting a Strategic Asset Allocation:
Some Initial Thoughts (cont.)

= Setting an appropriate strategic asset allocation policy is crucial

for at least two reasons:

- The strategic allocation choice is the primary factor in explaining how the
System’s wealth will vary over time

- Itis also a primary market risk control device at the Board’s disposal by insuring
that the overall portfolio has achieved a proper amount of diversification in the
portfolio

= As it currently configured, the System’s Investment Policy
Statement (IPS) requires the Board to specify three dimensions
of the strategic asset allocation decision

- What is the allowable universe of asset classes that are permitted for inclusion in
the portfolio?

- What is the long-term normal percentage of overall Fund assets that should be
invested in each permissible asset class (i.e., the strategic asset allocation)?

- What set of benchmark indexes should be designated as being “typical” (i.e.,
expected) of the returns associated with each permissible asset class?



Setting a Strategic Asset Allocation.
Decisions to be Made

Select Asset

Class Universe

Determine
Asset Class
Benchmarks

Asset Class Benchmark Blo{;:;{til g \gglnngglm Mﬁ:lngl:]m Target
Global Equity:
US Large Cap MSCI USA Standard GDDUUS 13% 23% 18%
US Small Cap MSCI USA Small Cap GCUDUS 0% 7% 2%
Non-US Developed MSCI EAFE and Canada NDDUEC 10% 20% 15%
Emerging Markets MSCIEM NDUEEGF 5% 15% 10%
Directional Hedge Funds HFRI Fund of Funds Composite HERIFOF 0% 10% 5%
Total Public Equity Target-weighted Blend 45% 35% 30%
Private Equity Customized State Street Private 6% 16% 11%
Equity Index - lagged one quarter”
Total Global Equity Target-weighted Blend 4% 68% 61%
Stable Value:
US Treasuries Barclays Capital (BarCap) Long LUTLTRUU 0% 20% 13%
Treasury Index
Absolute Return (Including 3 Month LIBOR + 2% USCOTRO3 0% 20% 0%
Credit Sensitive Investments)’ (plus 2%)
Stable Value Hedge Funds HFRI Fund of Funds Conservative HFRIFOFC 0% 10% 4%
Cash Citigroup 90-day US Treasury SBMMTB3 0% 5% 1%
Total Stable Value Target-weighted Blend 13% 23% 18%
Real Return:
Global Inflation Linked Bonds | BarCap US Treasury TIPS index LBUTTRUU 0% 10% 5%
Real Assets NCREIF ODCE - lagged one quarter 8% 18% 13%
Energy and Natural Resources* | 75% Cambridge Associates Nafural | CPI (for CPI) 0% 8% 3%
Resources (reweighted”) /
25% quarterly Consumer Price Index
— lagged one quarter
Commodities’ Goldman Sachs Commodity Index SPGCCITR 0% 5% 0%
Total Real Return Target-weighted Blend 16% 26% 21%
TOTAL PLAN Target-weighted Blend 100%




Setting a Strategic Asset Allocation:
Some Initial Thoughts (cont.)

= Ultimately, then, as the Board reviews the strategic asset

allocation process and policy at TRS, it should:

* Have a thorough understanding of the projected liabilities (i.e., the
“problem”) confronting the System, including both forecasted
expenditures and contributions

e Have a thorough understanding of current and forecasted capital market
conditions that define the set of possible investment portfolios

e Consider the investment benefits and risks associated with a range of
possible asset class universes—starting with the current set—that could
define the TRS portfolio

e Consider the investment benefits and risks associated with a range of
target allocations—starting with the current set—for each permissible
asset class

e Consider the set of benchmarks that best represent the opportunity cost
of investing in a particular asset class



Setting a Strategic Asset Allocation:
Some Initial Thoughts (cont.)

= Finally, it is useful to recognize that the current approach to
setting the strategic asset allocation policy has been evolving
under the leadership of the current IMD, as well as past and

present members of the Board, for several years
e Whether the Board wants to consider this SAA review process as being
one that either:

(i) starts from “ground zero”, or
(ii) affirms or modifies the current policy,

it is worth noting that many of the critical issues involved in making
prudent decisions on the preceding questions are evaluated on an on-
going basis by various parts of the organization
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Importance of Asset Allocation

= As we learned from Dr. Brown in December, the decision on asset allocation is a very important one,
determining the majority of portfolio risk that will be experienced in the future.

= More specifically, Dr. Brown’s presentation included the following:

— In aninfluential article published in Financial Analysts Journal in 1986, Gary Brinson, Randolph
Hood, and Gilbert Beebower examined the issue of how important the initial strategic allocation
decision was to an investor

— In terms of return variation, they found that more than 90% (i.e., 93.6%) of that variation could be
explained by the initial strategic asset allocation decision

— The preceding research shows that Board’s asset allocation decision is the main driver for how the
portfolio produces returns over time

— However...the asset allocation decision is also intended to help control the level of risk in the
portfolio

» While the Board of Trustees has delegated many investment decisions to the IMD, the decision on
asset allocation is one that remains for the Board to make.

» The process employed by TRS, which we consider to be best practice, where the IMD—working in
conjunction with advisors, consultants, strategic partners, and others—proposes a target allocation,
which the Board may accept, with or without modifications.

HeWﬂiennisknupp
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Importance of Regular Reviews of Asset Allocation

= Since asset allocation is such an important decision, a thorough review of long term targets is
necessary from time to time.

Our clients typically review asset allocation in great detail on average every 3 years (or when
circumstances change)

Per section 1.6 of the TRS investment policy:

The Investment Division will assist the Board in engaging in an asset-liability study for the pension
plan at least once every five (5) years to review asset classes, return-risk assumptions, and
correlation of returns with applicable benchmarks and across asset classes.

Previous reviews of asset allocation took place in 2007 and 2009

The Investment Policy Statement, which includes the allocation targets and ranges, is reviewed
annually, but major changes in allocation targets have not been common.

HeWﬂiennisknupp
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Factors that Influence Asset Allocation Decisions

» Factors that may influence differences in asset allocation across institutional investors include:

Risk tolerance (of the Board, Committees, investment staff, other constituents)
Current funded status; funding projections

Contribution rates

Cash outflows and inflows

Investment outlook (forward looking views)

Statutes or regulations (are any investments prohibited, what caps are in place)

Resources: whether a fund has the necessary resources both internal and external to properly
evaluate and invest in certain assets

Sophistication

HeWﬂiennisknupp
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Best Practices in Reviewing Strategic Asset Allocation — Overview

In our experience, we would consider as best practice a review of asset allocation that followed the steps
listed below.

| 1 | Update/Review Long-Term Objectives » What are long term goals? What has changed?

Objectives I

= What level of risk is tolerable?

2 | Develop Forward Looking Capital = Which asset classes to add or eliminate?
Market Assumptions = Develop return, risk, correlation assumptions

3 | Evaluate Alternative Portfolios/Model = Determine metrics for comparing alternatives
Results = Review benchmarks and ranges

Portfolios

= Consider practices of peers

4 | Consider Other Issues = currency hedging
= Review risk budgets
= |ncorporate investor competitive advantages

5 | Adopt a New Target Asset Allocation = Review current target relative to alternatives
Adoption = Formally adopt a new target in IPS
6 | Implementation and Monitoring = Design plan for implementation of any changes
= Monitor compliance with new targets and ranges over
time
Hewitt ennisknupp
Teacher Retirement System of Texas | February 2014 13

An Aon Company



Step 1. Best Practices in Reviewing Strategic Asset Allocation

We have conducted reviews of investor asset allocation for many institutions and the following steps are
generally indicative of a process we would consider a best in class and thorough review of asset
allocation.

1) Update/Review Long-Term Objectives

= What circumstances have changed since the last AA review?
= What are the long term goals and objectives of the plan?
» What level of risk can the investor tolerate?
= What does the liability stream look like and what are the contribution levels?
» What are the current actuarial assumptions?
= What changes in circumstances may be on the horizon?
= How might we define reward and risk of a portfolio?
— Weigh the average outcome vs. the impact of very bad outcomes?
— Sharpe ratio?
— Total return?
— Actual long-term return vs. actuarial assumed return?

'@ |@ |® |@ ' o
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Step 2: Best Practices in Reviewing Strategic Asset Allocation

2) Develop Forward Looking Capital Market Assumptions

»  What current asset classes should be evaluated?

=  Which asset classes should be considered for addition or subtraction?

= Develop / Determine set of expected returns, risk and correlations for various asset classes
» Test reasonableness of assumptions and explore alternatives

Hewﬂiennisknupp

An Aon Company
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Step 3: Best Practices in Reviewing Strategic Asset Allocation

3) Evaluate Alternative Portfolios / Model Results

» Determine metrics for comparing alternative portfolios (risk adjusted returns, median expected
return, downside risk, etc)

= Determine liquidity tolerance

» Consider alternative asset allocation targets

» Review asset class benchmarks

» Review ranges around asset class targets

» Review allocation targets and strategies used by peer investors

» Model impact of various economic scenarios on both asset portfolios and projected benefit
payments

= Consider alternative portfolio construction approaches (risk based, etc)

'@ ’ Portfolios '@ '@ ' Monitoring

Hewﬂiennisknupp

An Aon Company
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Step 4. Best Practices in Reviewing Strategic Asset Allocation

4) Consider Other Issues

» Risk targets/budgeting
= Ability to access the asset class (investible market size, manager access issues)
» Exploit competitive advantages

Hewﬂiennisknupp
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Step 5: Best Practices in Reviewing Strategic Asset Allocation

5) Adopt a New Target Asset Allocation

= Review current allocation target relative to suitable alternatives

= Adopt a new target allocation (or keep previous targets)

» Review plan for implementation of any changes

= Update IPS to reflect any changes in asset allocation targets, ranges, benchmarks, or risk budgets

Hewﬂiennisknupp
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Step 6: Best Practices in Reviewing Strategic Asset Allocation

6) Implementation and Monitoring

= Execute on plan (time horizon for implementation will vary significantly based on liquidity of asset
classes involved and magnitude of changes)

= Monitor actual portfolio to ensure compliance with policy targets

HeWﬂiennisknupp
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Beyond Best Practice: What Is Necessary for a Successful Outcome?

= Documentation: Thorough documentation before, during and after the strategic asset allocation
process is complete.

= Transparency: Internal investment teams / consultants need to provide open access to assumptions,
research, models and other critical inputs.

» Education: Know contemporary best practices; conduct independent research; hold educational
sessions throughout process.

= Active Participation: All key stakeholders need to actively participate: Board members; internal
investment teams; the executive office; consultants.

At the end of the process the Board will need to opine on a new / modified strategic asset
allocation. Following the key elements outlined in this presentation should provide the Board
what it needs to make an informed, well reasoned decision.

HeWﬂiennisknupp
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TRS 2014 SAA Study Overview
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2014 SAA Study: Major Issues To Explore

Goal of the SAA Study:

Maximize the probability of achieving 826 returns over twenty years,
without an unacceptable risk of intermediate-term downside volatility

Environmental Issues to Incorporate:

Low inflation and low interest rates

Secular deleveraging

Slowing economic growth and productivity

Excessive money printing could lead to inflation

Increased government share of GDP relative to the private sector
Intermediate-term valuations are high (therefore expected returns are lower)
Global geopolitical issues



2014 SAA Study: Major Issues To Explore

Investment Issues To Review

1.

What is the optimal equity/debt split?

What is the optimal public/private
split?

What is the role of fixed income?
» Allocation, duration, use of credit

» Are there useful alternatives to fixed
income (hedge funds,
infrastructure, etc.)?

What is the appropriate diversification
within global public equity?

» Allocation to Emerging Markets, etc.

What is the appropriate diversification
within global private markets?

* Private Equity, Real Estate, Energy
and Natural Resources, etc.

10.

11.

What are the implications of liquidity?
» Policy and price
» Concentration

* What assets are insufficiently liquid
for a plan of our size?

How should we consider currency
policy?

What is the potential role of leverage?

What is unacceptable downside
volatility?

What ranges should we adopt around
policy neutral positions?

Are our investment beliefs aligned with
our time horizon?



2014 SAA Study: Major Issues To Explore

Capital market expectations are a semi-scientific process based on a series of
underlying assumptions that are often imprecise and problematic.

Other Issues That Arise

1) What are the actual absolute and relative risks of private equity?

2) When, if ever, should the TRS actual results be used rather than generic market forecasts?
* Private Equity, Real Assets, etc.
» Should assumptions be based primarily on CAPM?

3) How important are short-term volatility measures relative to longer-term volatility
measures?

4) Are there any low-probability but high impact risks that can/should be hedged?
5) What is the best period to use for correlations?
» Average or stressed periods?

* Longest period or most recent?



TRS 2014 Study Process and
Consistency with SAA Study Best
Practices

Ashley Baum, CFA
Investment Manager
Asset Allocation Group



Strategic Asset Allocation
2014 SAA Process Map

Data Gathering & Processing Research & Exploration

Develop Assumptions

Modeling & Analysis >

February 2014

(RET1114Y Optimization

Research

set of asset assumptions diversification approaches

manage liabilities expectations and

optimizations

m
> — >
» Survey firms/advisors for > ¢ Review addition and/or e Collaborative review by 8 * Determine wn &
intermediate and long term gj reduction of existing asset TRS and GRS = risk/constraints g @
return, volatility, and Q classes . . . g for use in >
. = e Assess funding risk using . (0] =
correlation forecasts Q . " . . o)) analysis c =
- e Consider addition of new current views of portfolio a 3 g
e Combine forecasts into single @ asset classes and . @ * Valuation based = Q
o ¢ Consider new ways to 0 =. =
o 7’ return =t o
= o -

S

e Develop team (IMD, HEK, GRS) e Review current benchmarks

211qnd pue wnisodwAs

e Review liquidity

Review foreign currency risk implications

Modeling & Analysis Review & Finalize >

March 2014

June 2014 September 2014

Post Approval

Scenario Analysis Review Changes Allocation Recommendation

e Evaluate asset allocation e Compare/contrast current ¢ Discuss with Board of e Consider order and
under alternate scenarios portfolio and suggested Trustees, Executive timing of
portfolio Management (April — implementation

e Condition returns on
economic regimes and cycles e Compare/contrast
assumptions driving change

based on feasibility,
regime, and
valuation views

June)

e Present formal
recommendations
(September)

e Consider tail risk minimization

e Review limits

e Review confidence in
achieving target return
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Review feasibility
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SAA Study Best Practices

What circumstances have changed since the last AA review?

What are the long term goals and objectives of the plan?

What level of risk can the investor tolerate?

What does the liability stream look like, what are contribution
levels?

What are the current actuarial assumptions?

What changes in circumstances may be on the horizon?

How might we define reward and risk of a portfolio?

In Plan?

DN NN

<

<
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TRS Study Timing

Today: Reviewed by IMD

Today: Set in IPS; Reviewed by
IMD
Today: Reviewed by GRS

Today: Reviewed by GRS

Today: Reviewed by GRS

Today: Reviewed by GRS

December 2013: Reviewed by
Dr. Brown
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SAA Study Best Practices

2. Develop Forward Looking Capital Market
Assumptions

What current asset classes should be evaluated? v October 2013: All TRS policy asset classes
with a focus on Hedge Funds, US
Treasuries, Emerging Markets,
Commodities, and Private Asset Classes

TRS Study Timing

Which asset classes should be considered for additionor v October 2013: Considering Infrastructure,

subtraction? EM Debt, Credit, Mid Cap, Intl Small and
Mid Cap, and Frontier Markets

Develop / Determine set of expected returns, risk and v October-February 2014: Sent to SPNs,

correlations for various asset classes External Consultants, Other Experts.
Initial Results Today, Expecting Additional
Input

Test reasonableness of assumptions and explore v January-March

alternatives

Objectives
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SAA Study Best Practices

3. Evaluate Alternative Portfolios / Model Results In Plan?  TRS Study Timing

Determine metrics for comparing alternative portfolios (risk adjusted returns, v February-May
median expected return, downside risk, etc.)

Determine liquidity tolerance v January-March

Consider alternative asset allocation targets v May-September

Review asset class benchmarks v January-May

Review ranges around asset class targets v February-May

Review allocation targets and strategies used by peer investors v Today: Reviewed by
IMD

Model impact of various economic scenarios on both asset portfolios and v May-September

projected benefit payments

Consider alternative portfolio construction approaches (risk based, etc.) v February-April

Objectives ' Assumptions ’ Portfolios ' Issues ' Adoption ' Monitoring
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SAA Study Best Practices

30

4. Consider Other Issues In Plan?  TRS Study Timing
Risk targets/budgeting v February-May
Ability to access the asset class (investible market size, manager access v October-March
issues)

Exploit competitive advantages v February-September

|@|@Q|@|@



SAA Study Key Elements

5. Adopt a New Target Asset Allocation In Plan? TRS Study Timing
Review current allocation target relative to suitable alternatives v June-September
Adopt a new target allocation (or keep previous targets) v September

Review plan for implementation of any changes v September

Update IPS to reflect any changes in asset allocation targets, ranges, benchmarks, v September

or risk budgets

6. Implementation and Monitoring

In Plan? TRS Study Timing

Execute on plan (time horizon for implementation will vary significantly based on v September-TBD
liquidity of asset classes involved and magnitude of changes)

Monitor actual portfolio to ensure compliance with policy targets v Ongoing

_ |@ |@ |@ ’ . O




SAA Study Attributes

HEK Identified Best Practice

In Plan?

How will TRS achieve this?

Documentation: Thorough documentation before, during
and after the strategic asset allocation process is complete.

Transparency: Internal investment teams / consultants need
to provide open access to assumptions, research, models
and other critical inputs.

Education: Know contemporary best practices; conduct
independent research; hold educational sessions
throughout process.

Active Participation: All key stakeholders need to actively
participate: Board members; internal investment teams; the
executive office; consultants.

32
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v

TRS Project Plan, SAA Study Memos,
Project Archive, and Board Materials

Collaborative, regular interaction and
input from Management Committee
and Consultants

Review peer approaches, assigned TRS
team on all topics (SAA plus IMD
experts), Asset Allocation Symposium,
and 4 Board presentations

Kick-off meetings plus
monthly/quarterly discussions with
Management, Consultants and Board



Long Term Goals and Obligations
and
Comparison to the 2009 SAA Study
Environment

Mohan Balachandran, PhD
Senior Managing Director
Asset Allocation Group



Long Term Goals and Obligations
of the Plan

TRS has well reasoned and clearly articulated objectives in its Statement of
Investment Policy, Section 1.4 as follows:

The Fund “will be structured and managed to achieve the following objectives:

a. Control risk through proper diversification of asset classes and by establishing long-
term risk and return expectations; and

b. As applicable to the pension plan, achieve a long-term rate of return that:
i. Exceeds the assumed actuarial rate of return adopted by the Board;
ii. Exceeds the long-term rate of inflation by an annualized 5%; and

iii. Exceeds the return of a composite benchmark of the respective long-term
normal asset mix weighting of the major asset classes.”



Market Environment: 2009 vs 2014

Market Returns

Market Expectations

400% A
350% - .
==World Equity 10-Year Forecasted2 Forecasted2
300% 1 e US Treasuries Historical 2009 Median | | 2014 mMedian
250% - Return (20031 Long-Term Long-Term
e Gold 2013) Preliminary
200% -
US Large 7.6% 8.1% 7.0%
150% 1 US Small 9.8% 8.6% 7.3%
100% - Non-US Dev 7.1% 7.2% 7.4%
50% - EM 11.2% 9.3% 8.7%
0% Directional HF 3.4% N/A 4.5%
50% Private Equity 12.4%° 8.3% 9.3%
2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 US Treasury 59% 37% 30%
Returns? 2004-2009 2009-2013 Difference | 2004-2013 SV HF 2.6% 6.5% 4.4%
Cash 1.6% 3.0% 2.4%
World Equity (2.5%) 101.4% +103.9% +96.3%
Inflation Linked 4.8% 3.7% 2.7%
US Treasuries 59.1% 11.9% (47.2%) +78.1% Real Assets 8.6% 7.0% 6.1%
ENR N/A N/A 7.7%
Gold 112.3% 36.2% (76.1%) +189.2%
Total Trust®  7.0% 8.7% 8.2%
TRS Trust 1.7% 12.5% +10.8% +7.0% Inflation 2.4% 2.0% 2.2%

1- Source: Bloomberg and State Street Bank.
2- 2009 and 2014 Capital Market Expectations Survey conducted by TRS. Some estimates are derived
from other asset class forecasts provided. See slide 45 for 2014 methodology.
3- State Street Private Equity Index from 11/30/2003 to 11/30/2013
4- NCREIF ODCE Index from 12/31/2003 to 12/31/2013
35 5- Forecasted Total Trust returns include +100 bps of Alpha

' Monitoring
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~ Trust Liability: 2009 vs 2014

.

TRS Total Trust Value ($ in Billions) s

140 Funded Ratio 67.7% 80.8% +13.1%
120
Unfunded Liability $40.4B $28.9B ($14.3B)
100 /“/'/j‘v
Contribution Expected Expected
80 -
Rates Feb 2009 2013 Aug 2013 2017
60
State 6.58% Same 6.8% 6.8%
40 1
Member 6.4% Same 6.8% 7.7%
20 School District 0% 0% 0% 1.5%2
0 T T T T T T T T T T T T T T T T Total 12.98% 12.98% 13.6% 15.46%
I~ 00 OO O 4 AN M0 < IO O - 00 OO0 O 4 N ™M
O O O O O O ©O O O O O O O d d d
o0 OO OO O O O O O O O O oo o o o o o
1 4 4 AN N AN &N N &N N N &N N N N N

Source: GRS, TRS

1: School districts: 1.5% contribution rate will begin FY 2015 (September 1, 2014).

2: Member Contributions: Increase will be phased in over three years. Contributions will begin to

increase according to the following schedule: FY 2014 6.4%, FY 2015 6.7%, FY 2016 7.2%, FY 2017

7.7%. Fiscal years begm September 1. Objectives ' Assumptions ' Portfolios ' Issues ' Adoption ' Monitoring
36




TRS Risks:
An Actuarial Perspective

February 2014
Joe Newton, FSA, FCA, EA, MAAA

Gabriel Roeder Smith & Company
Consultants & Actuaries
www.gabrielroeder.com Copyright © 2013 GRS — All rights reserved.



“ Summary
>

® Key questions to consider
» What level of risk can the investor tolerate?
» What does the liability stream look like?

» What are the current actuarial assumptions
and the sensitivity of the Trust to those
assumptions?

» What changes in circumstances may be on the
horizon?
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‘Level of Risk Relating to a Pension Plan

® Actuarially, the risk to a pension plan is not having enough money to pay
benefits when due

® Can be manifested in lower incomes (contributions and investment
earnings) or higher expenditures (benefits) than expected (or needed)

® The risk can take the form of a gradual underperformance compared to the
assumptions/expectations
» Not meeting return assumption over time
» Longevity slowly outpacing current trends
» Contributions continually being less than needed
® Or, the risk can take the form of a large, one time event
» 2008 financial crisis
» 9/11 impact on public safety death and disability benefits
® In some situations, time can allow for offsetting experience in the opposite

direction, in others, it is truly a one time shift in the direction of the plan,
with normal experience afterwards

® Amount of tolerable risk is dependent on the funded ratio, net cash flow
needs, and the overall conservativeness/aggressiveness of the assumptions

JING 7g
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“ The TRS Liability Stream:
‘ Projected Funded Ratio

180%

160%

140%

120%
100%

80% -
60%

40%
20%

{H’ﬁ T T T T T T T T T T T T T T T T T T T T T T T T T T T 1
2013 2017 2021 2025 2029 2033 2037

A Median Expectation I 25t-75t% percentile of expectation

eProjections vary the actual investment return over time.

* Assumes all other assumptions exactly met

* Assumes new contribution policy, projected from market value of assets as of August 31, 2013
* Assumes constant active population and payroll grows at assumed 3.50% per year
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0.0%
-1.0%
-2.0%
-3.0%
-4.0%
-5.0%
-6.0%
-7.0%
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Cash Flow as a % of Assets

2013 2018 2023 2028 2033 2038 2043
- - Cash Flow % - Before Legislative Changes
—Cash Flow % - After Legislative Changes
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.‘ Measures of Risk Metrics

TRS Relative to Peers
UAAL/Payroll 79% Moderately Positive
Ratio of Actives to Retirees 24 Very Positive
Market Value of Assets/Payroll 320% Positive
Liability/Payroll 410% Very Positive
Duration of the Liability 24 Very Positive
Change in ARC with 10% drop 29, Positive

in assets and no recovery
On most measures of plan risk, TRS compares favorably to its peers

However, it might be easier for some peers to get a 2.0% increase in the contribution
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rate, so as in all of the metrics, any one does not tell the whole story
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Current Assumption Set
‘ Exhibit from 2010 Experience Study

Level of Conservatism

Total Assumption Set

]

Investment Return

Wage Inflation

Individual Salary Increases
Life Expectancy
Retirement Behavior
Termination Behavior
Other

Methods

0%

25%

50%

0% equals fully conservative, 100% equals fully aggressive

50% equals a perfect fit (crystal ball)

43
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Magnitude of Demographic Risks

UAAL Expected Fully Funded Change in Contribution
Date (FF)/Exhaustion Rate needed to meet
Date (E) current expectations

Current $33.3 B FF in 2051 NA
Younger Retirements $34.8 B +1.5B FF in 2059 +0.40%
Less Turnover $33.4 B +0.1B FF in 2055 +0.20%
Cure Cancer $40.2 B +6.9 B E > 100 years +1.60%
(+2.5 years in life expectancy)
Indefinite increases in Life $36.2 B +2.9B FF in 2079 +1.00%
Expectancy based on recent
trends
+1% annual population N/A FF in 2044 -0.50%
growth next 20 years
-1% annual population N/A FF in 2064 +0.50%

decrease next 20 years

Values based on projecting from the current market value of assets

Objectives ' Assumptions

44
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Magnitude of Economic Risks

Current

+0.50% real investment
return, no change to inflation

+0.50% change in inflation
- 0.50% change in inflation

- 0.50% real investment
return, no change to inflation

‘ Longer Term

UAAL

$33.3 B

$249B

$26.9 B

$40.2 B

$42.4 B

-84 B

-6.4B

+6.9 B

+9.1B

Expected Fully Funded
Date (FF)/Exhaustion

Values based on projecting from the current market value of assets

Changing the inflation assumption would impact the investment return assumption,

Date (E)

FF in 2051

FF in 2031

FF in 2035

E ~2125

E ~2090

Change in Contribution
Rate needed to meet
current expectations

NA

-2.0%

-1.7%

+1.7%

+2.2%

the assumption for salary increases for individuals, and the assumption for overall payroll growth

' Assumptions




® Other Risks and Changes on the
@ _Llorizon

® Accounting

® Risk free rate

® Financial Economics school of thought
® Actuarial Standards

® Political
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2014 Initial Capital Market
Survey Results
and
TRS Peer Comparison

Mohan Balachandran, PhD
Senior Managing Director
Asset Allocation Group



Capital Markets Expectations Survey
Overview

Public

Board External s
i Survey Highlights
Consultants Strategic Managers
Partners
HEK BlackRock Bridgewater Distributed to Public Strategic Partners,
:‘2;/“::22;3”9 Neuberger Berman ’;r?:cipal Consultants, and select External
Morgan Stanley Managers
Albourne JP Morgan Invesco g
Requests assumptions for 50 different
asset classes
Policy Asset Classes (13): US Large Cap, US Small Cap, Developed Market Estimates provided for two distinct
Equities, Emerging Market Equities, Private Equity, Directional Hedge Funds, US time-horizons: Intermediate Term (5-10
Treasuries, Cash, Stable Value Hedge Funds, US TIPS, Commodities, ENR, Real Assets years) and Long Term (10 years +)

Other Asset Classes (37): Infrastructure, Private Equity Subsectors, Real Estate
Subsectors, Global Bonds, Emerging Market Debt, Bank Loans, High Yield Credit, Etc.

Results serve as input in the Portfolio
Optimization process

Expected Expected Expected

Returns Volatility Correlations To date, received 12 forecasts

In depth discussion to occur at the
February Asset Allocation Symposium
and Public SPN Summit

Market

Expectations
Objectives @ '@ '@ '@ ' Monitoring




Capital Markets Survey
Methods & Outcome

Build-Up Method

Expected Real Return for US Large Cap

Loss from
Loss from P/E Margin Gain from Dividend Total
Contraction Decrease Capital Growth Yield Return
4% - 3.4%
2.0%
Looks at fundamental data, 2% -
creating an estimate of 0% -
Intrinsic Value -
-2%
-1.7%
4% | 29%
-4.2%
-6% -
Equilibrium Method
Risk-Free Rate coupon Goverment bond
Starts with the risk-free rate
and adds estimates of excess
Passive Excess mgrfggt%déf&gsgg-lsk Expected Total Return

returns that investors should Returns (Beta) B

earn for taking specific risks

Active Returns? Expected excess return

Source: GMO, Goldman Sachs. GMO assumes Long-term inflation of 2.2%.

49

(Alpha) from skilled management
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TRS Optimization Process

Survey
Expected
Returns

Survey
Expected .
Volatility Views

Aggregate

Survey
Expected
Correlations

50

Create unique probability
distribution for each asset class

Expected Return

Simulate portfolios and scenarios,
maximize risk-adjusted return
subject to constraints

Portfolio

Optimization

Portfolio Return

Volatility / Risk

Objectives
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TRS Peers in Focus
CEM Peers Greater Than $10 Billion

60% -
Peer Group of 38 Public Plans ATRS
50% -
¢ Peer Average
40% - = Peer Median
30% -
L0
20% - L
-
10% - =
v
LB ag
0% O N PaS O o
-10% -
US Large Cap USSmallCap  Non-US Emerging  Directional Private Equity US Bonds Cash Other Stable Value Inflation Commodities Energy and Real Assets
Developed Markets  Hedge Funds Absolute  Hedge Funds Linked Bonds Nat Res
Return
TRS vs Peer Allocations Global Equity Stable Value Real Return

Peer Relative US Large Ussmalllc Non-US Emerging  Directional Private US Bond Cash Other Abs  Stable Value Inflation- q diti Energy & r—_
TRS Medi Weight Cap M8 Developed __ Markets HF Equity ones o Return HF Linked Bondsmodres Nat eal Assets
lobal Equity IGE? o (:'(‘f %)s ws| 18.0% 2.0% 15.0% 100% 50% 11.0% || 13.0% 1.0% 00% 4.0% || 50% 00%  3.0% 13.0%
Stable value [T TRRPC AR PeerMedian [ 23.2% 3.0% 16.7% 47% 0.0% 9.0% | | 192% 00% 06% 00% || 00% 00%  00% 8.0%

Real Return 21% 12% 9.1% Diff from Median | (5.2%) (1.0%) (1.7%) 5.3% 5.0% 2.0% (6.2%) 1.0% (0.6%) 4.0% 5.0% 0.0% 3.0% 5.0%

Source: CEM Benchmarking, Peer Investor Policy Statements
Allocations to Directional and Stable Value Hedge Funds approximated by dividing peer Hedge Fund

portfolios 55% Directional and 45% Stable Value

Analysis assumes Peers adopt Market Cap weights for any Broad US Equity or Global Equity mandates

US Bonds category is a catch-all for unspecified Fixed Income exposure Gbjectives . assumptions ' Boltles ' ISSUCS ' acoption ' jMopltoring
51 Additional detail is available in slides 55-57 of the Appendix



TRS Peers in Focus
University Endowments

35% A m|TRS
W Harvard
30% A
Yale
Stanford
25% A
| UTIMCO
20% A
15% A
10% A
5% A
0% A T I T T I T
US Large Cap US Small Cap  Non-US Emerging  Directional Private US Bonds Cash Other Stable Value Inflation Commodities Energy and Real Assets
Developed Markets Hedge Funds Equity Absolute Hedge Funds Linked Bonds Nat Res
Return
TRS vs Peer Allocations Global Equity Stable Value Real Return
Peer Relative US Large Non-US Emerging  Directional Private Other Abs  Stable Inflation-Linked - Energy & Nat
TRS Median Weights Cap RSShalicp Developed Markets HF Equity DSEcns st Return Value HF Bonds Commedities Resources Realssel
Global Equity 61% 60% 1.2% TRS | 18.0% 2.0% 15.0% 10.0% 5.0% 11.0% 13.0% 1.0% 0.0% 4.0% 5.0% 0.0% 3.0% 13.0%
Stable Value 18% 15% 3.2% Peer Median | 8.2% 1.0% 9.9% 7.0% 10.5% 16.8% 6.3% 0.0% 0.0% 8.6% 0.0% 0.0% 10.5% 13.0%
Real Return 21% 25% (4.4%) |Diff from Median | 9.8% 1.0% 5.1% 3.0% (5.5%) (5.8%) 6.8% 1.0% 0.0% (4.6%) 5.0% 0.0% (7.5%) 0.0%

Source: Endowment Annual Reports and press releases

Allocations to Directional and Stable Value Hedge Funds approximated by dividing peer Hedge Fund
portfolios 55% Directional and 45% Stable Value

Analysis assumes Peers adopt Market Cap weights for any Broad US Equity, Global Equity, or Broad Bond
mandates

52
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TRS Global Peers

Ontario Teachers CPP: Canadian OMERS: Ontario ABP: Dutch GIC: Sovereign
Pension Plan Municipal Pension Plan Wealth Fund

Size

Employee Count

Number of
Offices

Private Assets
(PE and RA) %

Direct
Investment
Format

53

$129.5B

900

31%
No limit in Policy

Teachers Private
Capital; Cadillac
Fairview

$192.8B

906

38%
No limit in Policy

CPP
Professionals

$60.8B

Unreported

47%
In Policy

Borealis
Infrastructure;
Oxford
Properties
Group; OMERS
Ventures;
OMERS Private
Equity

Objectives

Investments;
New Holland
Capital; Alplnvest
(now sold)

' Adoption ' Monitoring

|@ ’ _ |@

Over $100B

1200+

20-28%

In Policy

GIC

Professionals
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Dispersion Across Long Term Return Estimates

Global Equity Long Term Return

4.0%
ENB
2.0%
mMS
OO(V N T T
() || T™W
-2.0%
EBR
-4.0%
JPM
-6.0%
mGS
8.0% BHEK 10 Y
Median US Large | US Small | Non-US Dev | EM | Directional HF | Private Equity | r
HEK 30 Yr
Forecast 7.0% | 7.3% | 7.4% | 8.7% | 4.5% | 9.3% |
Stable Value Long Term Dispersion Real Return Long Term Dispersion
from Median Forecast from Median Forecast
5% 5%
3% 3%
1% — 1%
— T T 1 T - T . 1
% = = - 1 EE N -
-3% -3%
o | | - | | |
Median US Treasury SV HF Cash Inflation Linked Real Assets ENR
Forecast 3.0% | 4.4% | 2.4% | 2.8% | 6.2% | 7.8% |

Source: Inputs using explicit and estimated values as presented on slide 45. @ '@ '@ '@ '@
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Dispersion Across Intermediate Term Return
Estimates

Global Equity Intermediate Dispersion from Median Return

6%

4%

2% -

0% - H BR
2% - HNB
-4% E MS
-6% m GMO
™ | | | | | |
Median US Large US Small Non-US Dev EM Directional HF Private Equity
Forecast 3.0% | 1.4% | 4.6% | 6.1% | 1.8% | 6.1% |

Stable Value Intermediate Dispersion Real Return Intermediate Dispersion
from Median Return from Median Return

2% 2%

1%
0% ‘-__-__J— , 0% -

_1% -
2% -2%

-3%

w | | - | | |
Median US Treasury SV HF Cash Inflation Linked Real Assets ENR
Forecast 2.4% | 1.4% | 1.7% | 2.4% | 3.8% | 5.0% |

Source: Inputs using explicit and estimated values as presented on slide 46 CbiSciies ’ A ' pontiolies ' ISShes ' adopticy ' WIS,
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TRS Peers in Focus
State Plan Peers

30% 1 mTRS
B CalSTRS
25% A CalPERS
m Ohio PERS
B Oregon PERS
20% -
B Washington
Florida
15% A
10% -
N Ij I_I
0% B T T T ‘ T I
US Large Cap US Small Cap  Non-US Emerging  Directional Private  Fixed Income Cash Stable Value Inflation Commodities Energy and Real Assets
Developed Markets Hedge Funds  Equity Hedge Funds Linked Bonds Nat Res
TRS vs Peer Allocations Global Equity Stable Value e
Peer Relative US Large US Small Non-US Emerging Directional Private Fixed Stable Inflation- . Energy & Nat
TRS Median Weights Cap Cap Developed Markets HFE Equity Income el Value HF Linked Bonds CommeEii=s Resources REEll Aeses
Global Equity [ICH 62% (0.7%) TRS | 18.0% 2.0% 15.0% 10.0% 5.0% 11.0% | [13.0% 1.0% 4.0% 5.0% 0.0% 3.0% 13.0%
Stable Value 18% 21% (3.0%) Peer Median | 19.7% 2.5% 19.1% 5.0% 0.0% 14.9% | [20.0% 1.0% 0.0% 0.5% 1.0% 0.0% 13.0%
Real Return 21% 17% 3.7% |Diff from Median | (1.7%) (0.5%) (4.1%) 5.0% 5.0% (3.9%)| |(7.0%) 0.0% 0.0% 4.5% (1.0%) 3.0% 0.0%

Source: Peer Plan Investor Policy Statements
Peer Hedge Funds’ broad allocation closely matches and is attributed to Stable Value Hedge
Fund as a Policy comparison
Analysis assumes Peers adopt Market Cap weights for any Broad US Equity, Global Equity, or

Broad Bond mandates
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Global Peer Asset Allocation

40% -
mTRS
= OMERS
30% A H ABP
= CPP
20% W Ontario Teachers
mGIC
10% I
ox | s B n
-10% 4
-20% -
-30% -
US Equity Non-US Emerging Directional  Private Equity Fixed Income Cash Credit Stable Value Inflation-Linked Commodities Energy and Real Assets
Developed Markets Hedge Funds Hedge Funds Bonds Natural
Resources
TRS vs Peer Allocations Global Equity Stable Value Real Return
TRS MP:deI;n \|:/eeI::-|‘:;: US Equity D:\:::;:se " E::rr:ei:sg Directional HF  Private Equity Fixed Income Cash Credit Stable Value HF Inflatli;::-‘:.:nked Commodities En:::jc:at Real Assets
Global Equity 61% 46% 15.4% TRS | 20.0% 15.0% 10.0% 5.0% 11.0% 13.0% 1.0% 0.0% 4.0% 5.0% 0.0% 3.0% 13.0%
Stable Value 18% 30% (12.3%) Peer Median | 13.22% 15.5% 6.1% 0.0% 14.0% 25.4% 0.0% 0.0% 0.0% 7.6% 0.0% 0.0% 18.2%
Real Return 21% 24% (3.1%) Diff from Median 6.8% (0.5%) 3.9% 5.0% (3.0%) (12.4%) 1.0% 0.0% 4.0% (2.6%) 0.0% 3.0% (5.2%)
Source: Peer Plan Investor Policy Statements
Allocations to Directional and Stable Value Hedge Funds approximated by dividing peer Hedge
Fund portfolios 55% Directional and 45% Stable Value
Analysis assumes Peers adopt Market Cap weights for any Broad US Equity, Global Equity, or Objectives ' Assumptions ’ Portfolios ' Issues ' Adoption ' Monitoring
Broad Bond mandates
58
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Peer Comparison
Global Equity

TRS Global Equity CEM Peer Median Global Equity
Portfolio Portfolio

Large Cap
30% Large Cap
41%

Emerging e Non-US Dev

3%
Marl:ets 30%
16% Non-US Dev

25%

Small Cap
5%

Total Peer Median Global Equity
TRS Global Equity Allocation Allocation
(ex-Hedge Funds) (ex-Hedge Funds)

61% 61%
Compared to this peer group TRS Global Equity Portfolio has...

e Less exposure to US Public Markets

* More exposure to Emerging Markets and Private Markets

Objectives ' Assumptions ’ Portfolios ' Issues ' Adoption ' Monitoring
Source: CEM Benchmarking
All analysis excludes Directional Hedge Funds

Analysis assumes that peer plans with ‘US Broad Stock’ and ‘Global Stock’ mandates adopt TRS Benchmark weights to underlying indices
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Peer Comparison

e Value

TRS Stable Value CEM Peer Median Stable Value
Portfolio Portfolio

US Treasuries

Long Bond
72% Government
Agency
10%  uys corporate
22%

Total Peer Median Stable Value
TRS Stable Value Allocation Allocation
(ex-Hedge Funds) (ex-Hedge Funds)

18% 27%

Compared to this peer group TRS Stable Value Portfolio has...

* Longer Duration

e Less Credit and Global Sovereign Risk
) Objectives ' Assumptions ’ Portfolios ' Issues ' Adoption ' Monitoring
60 Source: C€M Benchmarking
All analysis excludes Stable Value Hedge Funds

Analysis assumes that peer plans with broad “US Bond” allocations invest according to Barclays US Aggregate Index weights
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Peer Comparison
Real Return

h

TRS Real Return CEM Peer Median Real Return
Portfolio Portfolio

Real Assets
100%
Real Assets

62%
Total Peer Median Real Return
TRS Real Return Allocation Allocation

21% 12%

Compared to this peer group TRS Real Return Portfolio has...
e Greater diversification

e Public and Private Market Exposure

Source: CEM Benchmarking




Size: $60.8 billion as of December 31, 2012

OMERS
(Ontario Municipal Employees)

Funded Ratio: 85.6%
CPl-adjusted pensions

Average Age: 50-54

Asset Allocation adopted 2003:

53% Public Markets

47% Private Markets (Real Estate,
Infrastructure, Private Equity)

Returns ended December 31, 2012:

1 Year: 10.0%/0.3%
5 Year: 3.6%/-0.5%
10 Year: 8.2% /0.9%

Highlights:

=  Offices in Toronto, Calgary, New York and
London

Goal to be 95% managed internally

Issues debt with OMERS guarantee and “AAA”
rating ($8.5 billion, ~14% of assets)

100% owner of Direct Investment
Organizations:

*  Borealis Infrastructure

*  Oxford Properties Group (Real Estate)

* OMERS Ventures

*  OMERS Private Equity

Takes in outside capital
Paid Board Members
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ABP

(Managed by APG Investments)

Size: ~$400 billion as of September 30, 2013

Industry-wide pension fund for government and
educational institutions in the Netherlands (2.8
million participants)

Funded Ratio: 103.3%

Pensions can be reduced based on returns/funded
status (minimum required funding ratio set by
regulator of 104.2%)

Contributions: 21.3% of pensionable salary (varies
yearly; set based on real return)

Asset Allocation :

Returns ended December 31, 2012:
e 1VYear:13.7%
e 30Year:7.2%

Highlights:

4000+ employees (650 Investors)

5 offices (Amsterdam, Heerlen, New York, Brussels and
Hong Kong)

80% managed internally (significant private markets
capacity)

Strategic hedge for 50 percent of the duration of the
liabilities (not fully implementing given low rates)

Considering choice of a nominal or a real pension
contract (2015)

“Prudent” real return target of 3.25%

Exclusive Investment Organizations Owned by APG:
New Holland Capital (Hedge Fund Investor). Alplnvest
(with PGGM, sold to Carlyle)

Short term borrowing used
Paid Board Members

@ |@ ’ - '@ '@ |@



CPP
(Canadian Pension Plan)

Size: $192.8 billion as of September 30, 2013
Participants: 18 million

Duration: 8 years until payouts exceed
contributions

Governing legislation: the Canada Pension Plan
Investment Board Act directs CPP to invest
“...with a view to achieving a maximum rate of
return, without undue risk of loss, having regard
to the factors that may affect the funding of the
Canada Pension Plan..”

Contribution: 9.9% of earnings
LT Goal: Inflation + 4%

Reference Policy Asset Allocation Adopted 2012:

10% Canadian Equities
55% Global Equities
30% Canadian Bonds

5% Foreign Sovereign Bonds

=  Returns ended March 31, 2013:

e 1VYear: 10.1% (30 bps value-added)
e 5Year: 4.2%
e 10 Year: 7.4%

Highlights:

= Offices in Toronto, Hong Kong and London
= 906 employees

" |ssues debt ($8.9 billion ~4.6% of assets) and
provides guarantees

=  Direct private holdings in over 39 countries

=  Relationship Investments: Significant direct
minority interests in companies public or about-to-
be public (5-25% ownership)

u Paid Board Members

'@ O '@ '@ ' .




Ontario Teachers

= Sjze: $129.5 billion as of December 31, 2012
= Funded Ratio: 97%

=  CPl-adjusted pensions only if affordable based on
plan’s funded status

=  Contributions: 13.1% of salary (beginning 2014)

=  Benefit payments exceeded contributions by
$2 billion in 2012

=  Average Member: 26 years working/31 years
retired

u Asset Allocation:

Long-Term Asset Mix Policy

Exposure Minimum Goal Maximum

Equities 39% 44% 49%

Fixed Income 36% 48% 56%

Natural Resources 3% 8% 13%

Real Assets 18% 23% 28%

Money Market* -26% -23% -16%
100%

65

=  Returns ended December 31, 2012:
e 1Year:13% (2% value added)
* 4Year:12.9% (3.1% value added)
e 10 Year: 9.6% (2% value added)
Highlights:

= Offices in Toronto, New York, London, and Hong
Kong

= 900 employees
= 23% Levered

=  Known for direct investments in private equity, real
estate, infrastructure and timber

e Real Estate managed by 100% owned Cadillac Fairview

* Infrastructure is 100% direct investment (7.5% of assets)

Paid Board Members

@ |@ ’ - '@ '@ |@
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GIC

(Government of Singapore)

Sovereign Wealth Fund
Size: over $100 billion (exact number unpublished)

LT Goal: Preserve and enhance Singapore’s foreign
reserves

Payout: up to 50% of the long-term expected real
return on the net assets managed by GIC and
those owned by the Monetary Authority of
Singapore, can be taken into the Government’s
annual budget.

Policy Portfolio Adopted 2013: Meets Risk
Constraints of Government Reference Portfolio
(65% World Equity/35% Credit) but aims to deliver
superior long-term returns

11-15%
PRIVATE EQUITY

9-13%
REAL ESTATE

20-30%
DEVELOPED
MARKET

EQUITIES
46%__ 15-20%
[MFLATION- EMERGING
LINKED BONDS MARKET
EQUITIES
25-30%
NOMINAL

BOMNDS & CASH

Returns ended March 31, 2013:
* 5Year:2.6%
e 10 Year: 8.8%
e 20Year:6.5%

Highlights:

Focus on 20 year real rate of return

Offices in Singapore, New York, San Francisco,
London, Beijing, Mumbai, Seoul, Shanghai, and
Tokyo

1200+ employees (50% non-Singaporean)

Direct private holdings

Objectives '@ ’ Portfolios '@ '@ ' Monitoring
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Teacher Retirement System of Texas

Emerging Manager Program

Stuart Bernstein
Senior Investment Manager

February 2014



Emerging Manager Team

Stuart Bernstein

Sr. Investment Manager
MBA, UT Austin

5 years at TRS

Edgar Mayorga-Cruz
Contractor

Andy Cronin

Associate
BBA, Texas A&M BS, UT Austin
4 years at TRS Started January, 2014
Krista Kerr
Contractor
BS, UT Austin
1 year at TRS
Evaluators
Hewitt ennisknupp Th L di Ed
, e Townsend Grou eadin e
An Aan Company p g INVESTE\%T ADVISORS, LLC ROCK CRE EK

Fund of Funds

GROSVENOR
Customized Fund Investment Group




Timeline - TRS Emerging Manager Portfolio
February 2014

Phase I: Fund-of-Funds
2005 - 2009

* Invested through Credit Suisse

¢ No full-time EM staff at TRS

¢ Not an area of core focus
within the TRS IMD

¢ All investments made within
the Private Equity space

Phase |

Feb 2009
Committed N
Assets $650 million
NAV $170 million
Total Funds 30

Phase Il: Direct Program
2010 -2012

Emerging Managers added to
overall IMD organizational structure
Increased collaboration with
outside firms, including adding four
evaluators
Increased capabilities to include
Real Assets, Hedge Funds, and
Long-Only Equity managers
Approved by the TRS Board to begin
direct investments within these
asset classes
Began building the processes and
procedures that drive the Emerging
Manager Group

Phase |1
Dec 2012

$1,506 million

$734 million
101

Phase lll: Advanced Programs
2013 - Beyond
Added three full-time staff members
Continue development of advanced
strategies, such as “Seeding” and an
“Elevated” program
Refine processes and procedures
Developing better understanding of
the marketplace and unique
characteristics of these investments
Initiated sponsorship of market
research and best practices
Continued growth of National
Emerging Manager Conference

Current
Jan 2014

$1,739 million

$954 million
128

Since the market bottom in 2009, the EM Program has added 98 new funds, while commitments have grown $1.1 billion
(168% increase) and NAV has grown $784 million (458% increase). Over this time, TRS Trust assets have grown 76%.



2013 Highlights
~ Direct Portfolio Commitments

I

= As of January 2014

African
American,
26.8%

Non-MWOB,
26.3%

Asian
American,
Hispanic 15.1%
American,
24.4%

TRS defines MWOB as Minority or Women Owned Business
This data refers only to the Direct EM Program, not all TRS investments in MWOB firms



2013 Highlights

Performance as of December 31, 2013

= Qverall, performance has been improving
* Total Emerging Manager Program had a one-year return of 15.6%
* One-year returns by asset class:
- Private Equity portfolio: 12.0%
- Real Assets portfolio: 9.2%
- Long-Oriented portfolio: 36.6%
- Hedge Fund portfolio: 15.3%

= Direct Investment Performance
e Private Markets beginning to come out of “J-curve”
* Since inception IRR:
- Total Direct Portfolio: 0.7%

— Real Assets: 7.7%
- Private Equity: (16.3%)



Future Commitments

= Challenges going forward
* Need to balance manager re-ups and first time commitments
* Focus on performance and meaningful relationships
* Not everyone will receive add-on allocations

* Estimated ten existing managers across private equity and real assets will be back in market
in 2014

= Elevated Program — managers currently in the TRS portfolio that receive higher
allocations for subsequent fundraises

e Successful implementation of Elevated Program in first year
* Four firms to date have participated, totaling $155 million of commitments
* More elevated managers planned for 2014-2015

* Increased commitments ranging from $20-50 million



Millions

———

 Capi
|

tal P

e

Total Emerging Managers NAV and Exposure (2014 - 2018)

==Target EM NAV

mmm Total EM NAV

= Total EM Exposure

62 424 $2.651 $2,666
$2,500 ’
$2,000
$1,500 -
$1,000 -
$500 -
$_ .
2014 2015 2016 2017 2018
2014 2015 2016 2017 2018
Total EM NAV $  1089|$  1233|$ 1416 |S$  1,544[$ 1,649
Total EM Exposure $ 197 |$ 2180 |S$  2424|S$  2551[S$ 2,666
Target EM NAV $  1650]$  1650]$  1650|$ 1650 S 1,650
PRIVATE EQUITY
EM PE NAV $ 4855 $ 5207 $ 5782 $ 6190 $ 6541
EM PE Exposure S 971.0 §$ 1,015.3 S 1,069.7 S 1,114.1 S 1,144.6
REAL ASSETS
EM RA NAV $ 2610 $ 3477 $ 4494 $ 5119 $ 5546
EM RA Exposure $ 6526 $ 7996 S 9662 S 1,023.7 $  1,08L5
PUBLIC MARKETS
EOY Public NAV $ 3430 $ 3649 $ 3884 $ 4134 $ 4402

Based on currently proposed $250 million annual allocation, split $115 million to Private Equity, $115 million to Real Assets, and $20 million to Public Markets until 2018.

Z



Plans for 2014 and Beyond

= Continued Growth

e Continued development of the Emerging Manager Conference, Elevated Program,
and seeding opportunities

e Integrating and training new employee

* Increased travel budget

= New Initiatives

e Increase collaboration of EM programs across the country

* Develop a comprehensive Emerging Manager database of General Partners and
Limited Partners

= Evaluator Relationships

e Continually refine and develop relationships with Evaluators

e Consistently seek out “best of the best” capabilities
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Teacher Retirement System of Texas

2014 IMD Priorities

Britt Harris
Chief Investment Officer

February 2014
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Clarity / Courage Top Agency Structure

Operational Preparedness

Legal Efficiency

Competitive Advantage Clarity of Capabilities

Mastery

Maximization

Standardization Positive Continual
Critical Processes Growth
Continual Productivity

Risk Standards Integrated Information

Risk Dilution

Bubble Monitors Syst
Monitoring Systems / Practices B

Environmental Reports

Texas Way Preferred Destination
Historical Norms for Attractive Large
Advisor Networks Investments




IMD Priorities for 2014

Return Enhancement Productivity Improvement
. . Associated

Priority Return (Sm Priority Hours C—ost Savings

Raise Strategic Return by 50 Basis Points S600 1 Continue to Streamline Standard Critical 18,480 $1,108,800
Processes

Become Preferred Destination for Large $150 2 Modify Email System 14,583  $875,000

Attractive Investments

Integrate Tactical Asset Allocation Systems S60 3 Streamline Legal Review and Approval 1,700 $850,000
Process

Trolling the Trust - Selection Alpha S12 4 Streamline Expenses -1,000  $660,000

Pursue Strategic Alliance TBD

Total Return Enhancement $822 Total Productivity Improvement 33,763 $3,493,800
Target 56,000 53,360,800

(Elimination of 20% of Least Critical Activities)
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Teacher Retirement System of Texas

TRS
Market Backdrop

Britt Harris

Chief Investment Officer
February 2014



L

Cumulative
Since
March 2009

2011 2009 2008

S&P 500 S&P 500 EM Equities Treasuries EM Equities EM Equities reastiries
178.9% 32.4% 18.2% 29.9% 18.9% 78.5% 24.0%

EM Equities EAFE + C EAFE + C S&P 500 EAFE + C TIPS
125.8% 21.0% 16.4% 15.1% 33.7% (2.4%)

EAFE + C Commodities S&P 500 S&P 500 Treasuries S&P 500 S&P 500
121.0% (1.2%) 16.0% 2.1% 9.4% 26.5% (37.0%)

Commodities EM Equities TIPS Commodities Commodities Commodities EAFE + C
41.4% (2.8%) 7.0% (1.2%) 9.0% 13.5% (43.6%)

Treasuries EAFE +C EAFE +C Commodities
3.6% (12.2%) 9.0% (46.5%)

Treasuries Treasuries Commodities EM Equities TIPS; Treasuries EM Equities
23.8% (12.7%) 0.1% (18.4%) 6.3% (12.9%) (53.3%)

=  Developed equities had very strong returns in 2013 with the S&P 500 up 32% and EAFE + Canada up 21%

=  Most other asset classes had negative returns last year:
. Commodities underperformed primarily due to declines in precious metals
. Emerging Markets performed poorly due to slowing growth, current account deficits, and political turmoil
. The 10 Year Treasury Bond declined 6% as rates rose 1.27%

. TIPS underperformed Treasuries as break-even inflation actually declined

2 Proxies: Commodities (GSCI), EM (MSCI EM), Treasuries (Long) Tips (10 Yr.)



Environmental Assessment

United States

' ™
* 2008 2009 2010 2011 & 2012 2013
16
5.3%; 64% %: 659 9% 83% &
6.1%; 65% Start  ©1%83%
- 1% (June 2008}
LH]
N /
T Box 1 Bow 2 Box 3
5 2
o
< ¥ 10.8%;83% T o1 T\ q 25.8%; 80%
g ” Box 4 / Box = %"\ﬂnxs
(o]
= -1.2%; 40% 16.1%; 75% 54.0%; 100%
O
Q
£
T Current
o (Q4 2013)
T o
Box 7 Box 8 Box 0
-1&e
-12% -A% 0% 4% 12%
Real GDP QoQ Annualized
L A

The US ended the year in Box 5 (moderate growth, moderate inflation)

S&P500 Annualized Return;

/ % of time equity return > 0%

Box 5:
11.2% S&P500 Annualized Return;
66% of time equity return > 0%

Europe 8
Japan 2
EM ex China 8
China 4

The US did venture into Box 8 (moderate growth, low inflation) earlier in the year

Both Box 5 and Box 8 are supportive of a positive equity environment

10nly 3 quarters have occurred in Box 9 since 1965
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Political Risk - Developed

Most Stable Absolute

100

J-87 )-89 J-91 J-93 J-95 J-97 J-99 J-01 J-03 J-05 J-07 J-09 J-11 J-13 J-15

Least Stable us UK

Europe <====Japan

Political Risk - Emerging

Most Stable Absolute

100
-

J-87 )-89 J-91 J-93 J-95 J-97 J-99 J-01 J-03 J-05 J-07 J-09 J-11 J-13 J-15

Least Stable e——China ===Brazil =—India

l .
Political Risk - Developed

Relative to Trailing 10-yr Average

20%
10%
0%
-10%
-20%
J-01 J-03 J-05 J-07 J-09 J-11 J-13 J-15
us UK Europe Japan
Political Risk - Emerging
Relative to Trailing 10-yr Average

80%
40%
0%
-40%
-80%

J-01 J-03 J-05 J-07 J-09 J-11 J-13 J-15

e===China ===Brazil =—India



What Markets Are Discounting:
Default Risk

Cumulative Probability of Default Over the Next Five Years*

Current 1¥r Ago Change Current 1¥r Ago Change
Developed World Emerging World

Germany 0.3% 1.0% -0.8% Korea 2.2% 2.3% -0.1%
USA 0.4% 0.8% -0.4% Poland 5.1% 4.5% 0.6%
Japan 0.9% 2.9% -2.0% Philippines 6% 5% 0.6%
Belgium 1.4% 3.1% -1.7% Mexico 7% 5% 1.7%
France 1.6% 3.4% -1.8% Russia 9% 6% 3.0%

Euroland Periphery BOP Crisis Countries
Ireland 5% 11% -5.5% South Africa 10% 6% 4.1%
Spain 7% 15% -7.8% Brazil 11% 6% 4.7%
ltaly 8% 14% -6.5% Indonesia 12% 6% 6%
Portugal 18% 22% -4.3% India 14% 11% 3%
US Corporates Turkey 16% B% 8%
US Investment Grade 2% 3% -1% Argentina 39% 46% 1%
US High Yield 14% 299, 8% Venezuela 49% 38% 12%

*Assumes a recovery rate of 40% and adjusts probabilties for Bridgewater Risk and Liguidity

Premium estimates

5 Source: Bridgewater




Global Forecast Summary

Real GDP (YoY %) Unemployment (%) CPI (YoY %) Earnings (YoY %)* Fwd P/E Trail P/E

2014 (E) 2015 (E) 2014 (E) 2015 (E) 2014 (E) 2015 (E) 2014 (E) 2015(E)| |Asof 12/31/2013 (A)
us 2.6 3.0 6.8 6.2 1.7 2.0 9.7 11.2 15.7 18.6
All Euro 1.4 1.7 10.5 10.2 1.4 1.6 15.7 13.9 13.8 18.6
United Kingdom 2.4 2.4 7.3 7.0 2.2 2.2 9.8 8.8 12.9 14.5
Japan 1.6 1.2 3.9 3.8 2.4 1.8 9.9 10.0 14.9 17.6
All EM** 5.7 5.7 5.1 5.1 4.5 4.3 11.8 10.3 10.1 12.1
Russia 2.4 2.7 5.7 5.6 5.4 5.0 (22)  (1.7) 43 5.2
China 7.5 7.2 4.1 4.1 3.1 3.2 9.3 11.7 9.0 10.0
Brazil 2.3 2.8 5.9 6.0 5.8 5.6 17.4 11.6 10.0 13.4
Italy 0.5 0.9 12.4 12.1 1.2 14 26.5 20.0 12.2 28.0
Germany 1.7 1.9 6.8 6.6 1.6 1.9 12.6 12.8 13.0 15.1
France 0.8 1.3 11.0 10.8 1.3 1.4 14.6 12.3 13.2 19.3
Spain 0.6 1.2 26.2 25.5 0.8 1.0 16.9 17.3 14.0 27.5
Australia 2.7 3.0 5.9 5.8 2.6 2.5 8.5 6.5 14.4 17.6
Canada 2.3 2.5 6.8 6.6 1.5 1.9 9.1 9.3 14.4 18.8
India 4.8 5.5 9.2 8.0 18.1 15.0 14.6 17.1
Mexico 3.5 3.9 4.9 4.7 3.7 3.6 15.1 13.2 18.2 22.9

* Earnings Growth calculations use local currency. Data are IBES estimates for MSCI classifications.
** For Economic Forecasts, All EM was proxied with BRICs.




Rate Forecasts

Market Expectations

s N [ - N
Central Bank Target Rates 10 year Yield
H 2013 Rate Expected Change in 2014 W 2013 Rate Expected Change in 2014
0.45% 4.00%
0.40% 3.50%
0, . 400
0.35% 0.15% 3.00% - 0.34%
0.30% 250% -
0.25%
0.20% 2.00% -
0.20%
015% 4 1.50% -
0.10% 1.00% -
0.05% 0.50% -
0.00% T 0.00% - T
L us World JAN us World )
s B\ . . .
10 Year Breakeven Inflation =  Some tightening expected in US short-term
m2013Rate  Expected Change in 2014 rates with a quarter point increase in the Fed
3.00% Funds rate likely be year end
2.50% 0.07% . . o
= US 10 year yield expected to increase 0.34%,
2.00% 0.08% in line with the rest of the world
1.50% * Ifyields increase, but less than expected, bonds
will have a positive return
1.00% . . . . .
= Expectation is for inflation to remain largely
0-50% unchanged in both the US and the rest
0.00% : of the world
us World
\ Y,




Expect Rate Hikes to Be Unusually Slow

Relative to the Historical Average

Rate of

Trough Peak Change Change CPI y/y

Peak Month Months Rate Rate (bps) (bps/yr) at Peak

Feb-83 Aug-84 18 8.50% 11.50% 300 200 4.3%
Dec-86 May-89 29 5.88% 9.81% 394 163 5.4%
Jan-94 Feb-95 13 3.00% 6.00% 300 279 2.9%
May-99 May-00 12 4.75% 6.50% 175 175 3.2%
May-04 Jun-06 25 1.00% 5.25% 425 205 4.3%
Average 19 4.6% 7.8% 319 204 4.0%
KKR GMAA '15-'17 Est. ~20-24 0.25% 3.00% 275 150 2.50%

Data as of December 20, 2013, Source: Federal Reserve, Bloomberg, KKR Global Macro & Asset Allocation Forecast.

Source: KKR Global Macro and Asset Allocation

Real Fed

Rate at
Peak

7.2%
4.4%
3.1%
3.3%
1.0%

3.8%
0.5%



Central Bank Policy Is Directed Towards
Lifting Long-term Inflation Expectations

History Shows That Pinning Fed Funds Below Inflation Is Running Too Low
GDP Growth Leads to Rising Inflation Rates Today and Will Increase As the Economy
Accelerates

Fed Funds - Mominal GDP Growth Inflation Forecasts, 2013E - 2018E
3yr Moving Ava.

8.0% 2.75%
2.509%
6.0% - 1982 ?
579 End of 2.25% 2.25%
4.0% - A Disinflation?
End of f
| 2009 1.75%
2.0% Stagflation | 1.0%
| A . 1.50%

0.0% — . g : —
-2.0% - '
-4.0%

*
1978 2005~ 2012 ~ 215
-6.0% -5.6% 4.2% 399
-8.0% - : : :
%) s 1 =] 1 ] ] q4n el [
s) s A A el ) =) 2 N [ 20132 2014e 2015& 2016e 2017 2018e
SRR S S e X
e = KKR Global Macro & Asset Allocation estimate. Our estimate assumes Source: KKR Global Macro & Asset Allocation Forecast as of December 31,
the Fed does not tighten until mid-2015 and that nominal GDP growth 2013.

averages 4.5% annually between 2012 and 2014, Data as at May 31, 2013,

9 Source: KKR Global Macro and Asset Allocation



Global PMI Manufacturing Surveys —
Dramatic Increase

Global PMI Surveys - Manufacturing
60
Expansion
b 50 -
Contraction
40
’b-é? \S:J @Q’b @ Q,b(‘ @ \&%*\ D(\Q‘/ \SL- \@QE} 'b& &é\
o < Q > e v Q 2
P (\‘b N 3\0 {l’@ 62} co-x'&
o
S > N
Initial: 12/31/2012 w12 m Change == Final:12/31/2013

= Most countries started 2013 in “contraction” territory ( < 50). In contrast, the US and the UK started in
“expansion” ( > 50)

= Dramatic improvements took place globally in the second half of 2013. Japan is the standout. “Core” and
“Peripheral” Europe improved

= At the start of 2014, all regions (except France) are in “expansion” territory

10 = These recent survey results are likely one of the key drivers of equity performance in 2013



Global Unemployment Rates
Mixed

Global Unemployment Rates

) 1 A
- /y:‘
12 / |

Australia
Switzerland
Eurozone

Initial: 12/31/2012 msm 12 m Change Final: 12/31/2013

Unemployment fell modestly in Canada, Japan, Poland and the UK . Greatest improvement occurred in the
US and Hungary.

Unemployment continued to rise in the European periphery, France, Spain, and Australia. More so in
Greece and Italy.

If 6% is a global “magic number”, considerable progress is still required for much of the Euro-zone and
Eastern Europe.



Reaching an Inflection Point in the
Fixed Income Cycle

If Rates Are Rising, This Has Asset Class Selection Matters More Today,
Implications for All Asset Allocation Decisions, So the Flexibility to Again Toggle Between
Particularly in Fixed Income Fixed Income Asset Classes Is Important
Correlation vs U.S. 10-Year Treasury Yields: Jan S High Yield - Leveraged Loans Total
2010-Nov 2013 Return: Indexed Jan 2007 = 100

Equities: S&P 500 51%

130 Narrowing of
GSCI Spot 48% High ‘ﬂ'elg Vs Dig?l 3
Equities: Emerging Markets 44% 125 Leveraged 7 W
Debt: Loans 4297, 120 Loan Spreads _ _
Debt: Credit Arb 41% Tight relative Period of tight
' _ 115 { spreads in 2007 relative
- 110 1 credi (again)
Debt: High Yield credit made sense
REITs 105
Gold 100
) May-07
Cash: UST Bills 95 |
Debt: Global Agg -29%, 94
9':' T T T
N - 0
Debt: Investment Grade -59% 07 08 09 10 11 12 13 14
Data as at Movember 30, 2013. Source: Bloomberg. Data as at December 31, 2013, Source: JPMaorgan Research, Bloomberg.

12 Source: KKR Global Macro and Asset Allocation



The llliquidity Premium Is Still Sizable
Enough to Generate Attractive Returns

Yield Comparisons - Originated vs. Traded
Leveraged Loans

B Weighted Average Yield of Originated Senior Term Debt

m 12-Month Average Yield of Traded Loans
14.0% -

12.0%
12.0% 11.2%

10, 0% 9_?@."‘} g.ﬁq"rﬂ -~

3% &7
8.0%

6.0% ' ’ . 3%
4.0%

2.0%

0.0%

2007 2008 2009 2010 2011 2012 2013YTD

Weighted average yields of senior term debt and senior subordinated debt.
Data as at September 30, 2012, Source: S&P LSTA, public company filings
of Ares Capital Corporation.

Source: KKR Global Macro and Asset Allocation

Analysis Suggests That Both the
Illiquidity Premium and the Default Premium
Appear Outsized

12
]
10

B .

E_ .

4 Iliquidity
premium
seems too

2 high

1] T
Us Govt Agg High Yield Iliquidity  Mezzanine
Yield Spread Premium on Yield*
Mezzanine

*KKR Asset Management estimate. Data as at December 18, 2013, Source:
Barclays US Agg Government Yield to Worst, Bloomberg, KKR Global Macro &
Asset Allocation analysis.



S&P 500 Forecasts

Market Expectations

JPM
Oppenheimer
UBS

Wells F.

Median
High
Low

2014
Close EPS
2000 118
1900 116
1900 119
1975 117.5
1960 115.9
1850 119
1900 116
2075 120
2014 115
1950 116
1875 113.5
1950 116
2075 120
1850 113.5

No one is forecasting a decline

2013

Close EPS
1600 110
1575 106.3
1525 105
108
1550 104.9
1500 108

1575
1580 110
1585 108
1425 108
1390 103
1575 108
1615 110
1390 103

Expectation is for a 6% return in the S&P 500 for 2014
7% EPS growth predicted along with a slight contraction in the P/E multiple

2012

Close EPS
1350 104.5
1325 102
1330 103
1375 101

1340
1500 106
1250 100
105.9
1400 101

1325
1360 102
1350 102
1500 106
1250 99



What Markets Are Discounting:

Forward Pricing of Equities

Equities

Australia| Canada | Euroland | Japan UK Us World
Nominal
Analysts' 2013 Earnings Growth
Expectations, Dec-12 (Ad] For Bias) 0.4% 6.0% 0.1% 30.6% 2.0% 4.0% 5.8%
Actual Growth in 2013 4.2% -1.5% -2.7% 56.2% -5.9% 4.2% 7.4%
Analysts' 2014 Expectations (Adj for Bias) 3.7% 3.6% 11.3% 13.9% 4.1% 4,4% 7.6%
Market Discounted Long-term Growth Expectations
End of 2012 3.8% 2.3% 1.0% 2.1% 1.5% 2.2% 1.8%
End of 2013 5.1% 3.7% 2.5% 1.9% 3.5% 4.2% 3.3%
Change in Pricing 1.3% 1.4% 1.5% -0.1% 2.0% 2.0% 1.5%
Real
Analysts' 2013 Earnings Growth
Expectations, Dec-12 (Adj For Bias) -2.5% 4.2% -1.8% 30.8% -0.6% 2.0% 41%
Actual Growth in 2013 1.3% -3.3% -4.5% 56.4% -8.4% 2.2% 5.6%
Analysts' 2014 Expectations (Adj for Bias) 1.1% 2.1% 10.2% 11.6% 1.7% 2.7% 5.9%
Market Discounted Long-term Real Growth Expectations
End of 2012 1.2% 0.1% -0.7% 1.5% -1.0% -0.3% -0.2%
End of 2013 2.3% 1.7% 0.9% 0.8% 0.9% 1.8% 1.4%
Change in Pricing 1.1% 1.6% 1.6% -0.8% 1.9% 2.2% 1.5%

Source: Bridgewater
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What Markets Are Discounting:
Equities

Developed World Pricing of Future Operating Earnings

— iscounted on Dec 2012
———Discounted on Dec 2013

we—= == \Nhat Transpired Exp. Long-term Growth, Dec-13 = 3.3%

Analyst Expectation of Growth in 2013 on
Dec-12 =5.8%
Actual Growth = 7.4%

- 175
- 1.65
- 1.55
- 1.45
- 1.35
- 1.25
- 115

- 1.05
- 0.95

/ Exp. Long-term Growth, Dec-12 = 1.8%
T T T T T T T T T
1 2 3 4 5 & 7 a 9
Duration
— Dev. World Real Implied Earnings Growth Dev World Profit Margins
rurrrrr Jong-Term Average 6.5%
b4 6.0%
0o4 5%
4% 5.0%
3% 4.5%
2% 4.0%
1% 35%
0% 3.0%
-1% 25%
-2% 2.0%
-3% 1.5%

00 10 20 30 40 50 &0 70 80 20 00 10 g0 8 90 9 00 05 10 15

Source: Bridgewater

0.85
10



Aggressive Capital M:Jmag_ement by Clorporate 6
ow a Major Dri and Return

Dividends and Buybacks Are Still Accelerating S&P 500 Dividend and Buyback Yield
Combined Now Offers Much More Yield Than
10-Year Treasury

1 000 = Dividends m Buybacks = 10-year UST =——=S&P Shareholder Return
639
900 - 227 7.0 -
800 - ,1'17’% 458 6.0 -
@
| cpG 396
700 367 5 5.0
600 -
290 4.0 -
500 -
3.0 -
400 - 146
300 - 2.0
200 1.0 -
100 - o0 4—r—— —onr—m 4 o —m
] , , , , , , , é}ﬁq’éjﬁq Ua“é;a\'é:é" dq“’ dcb‘é;a"ﬁddﬂ US‘ L,n“’é}p"’ﬁd@ c;\’}:&é:{b
2007 2008 2009 2010 2011 2012 2013e2014e F T T TG
Data as at December 31, 2013, Source: Factset, IS, Barclays. Data as at September 30, 2013. Source: Goldman Sachs Research.

17 Source: KKR Global Macro and Asset Allocation
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S&P500 and Quantitative Easing

S&P 500

—NoQE —QE1 QE 2 Operation Twist

—QE3

2,000

.

1,750

1,500 -

1,250

Pl

e

1,000

750

500

MV

Federal Reserve Total Assets

4,500,000
4,000,000
3,500,000
3,000,000
2,500,000
2,000,000
1,500,000
1,000,000
500,000

0

(USD Millions)

1-00

1-03 1-06 109 312

J-15

Jan-07 Jul-07 Jan-08 Jul-08 Jan-09 Jul-09 Jan-10 Jul-10 Jan-11 Jul-11 Jan-12 Jul-12 Jan-13 Jul-13

)

QE 1: November 2008; Fed to purchase $600 billion in agency MBS, expanded to include an additional $750 billion in agency
debt and $300 billion in Treasuries in March 2009

QE2: November 2010; Fed to purchase S600 billion of longer dated Treasuries
Operation Twist: September 2011; Fed to purchase $400 billion of longer dated Treasuries while selling shorter dated

Treasuries; program expanded in June 2012 by an additional $267 billion

QE3: September 2012; Fed to purchase $40 billion in agency MBS each month, December 2012 program expanded to include
$45 billion of longer-term Treasuries




Ben Graham Intrinsic Value Model

Graham's Modified Infrinsic Value Model 2500

L EPS x (8.5 + 2g) x 4.4
Intrinsic Value =
AAA Bond Yield 2000

J N
where: EPS = Trailing 12-mo. earnings per share /"\/ y .......
8.5 = Graham's estimated P/E for a company with 1500 AA
zero EPS growth MCW
= Long-term earnings growth estimate
g 9 gs g 1000

4.4 = Adjustment factor for the average yield of ’\/‘N v

high grade corporate bonds in 1962, when

Graham first introduced model 500
0 T T T T T T T T T T 1
=  During 2013, price gains, slow earnings 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
growth, and rising yields led to moderate ——Actual S&P 500 ———Graham Fair Value

overvaluation by the end of the year

, _ S&P Fair Value %6 Difference
= Due to expectations of strong earnings
growth in 2014, the valuation gap is 2013 1848 1651 12%
expected to narrow somewhat during
2014E 1950 1797 9%

the year

Note: 2014 estimates assume median S&P price and earnings forecasts and a 19bp
increase in the AAA bond yield (half of Bloomberg consensus projected rise in 10 year
Treasury yield)
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Stock Market Cycles

US: Cycles Based on S&P 500 Stock Market Levels

Distance Past
Quarters in Quarters in Quarters in Prior Market
Previous Peak Trough Recession Recovery Recovery Expansion Expansion Peak (Cum.)
Q2 1948 Q2 1949 4 Q4 1949 2 Q4 1952 12 59%
Q4 1952 Q31953 3 Q11954 2 Q11956 8 82%
Q11956 Q4 1957 7 Q3 1958 3 Q4 1961 13 48%
Q4 1961 Q2 1962 2 Q31963 5 Q4 1965 9 29%
Q4 1965 Q3 1966 3 Q3 1967 4 Q4 1967 1 4%
Q4 1967 Q11968 1 Q2 1968 1 Q4 1968 2 8%
Q4 1968 Q2 1970 6 N/A--recovered 97% of prior peak - - -
Q11971 Q31971 2 Q41971 1 Q4 1972 4 18%
Q4 1972 Q31974 7 N/A--recovered 85% of prior peak - - -
Q21977 Q11978 3 Q31978 2 Q31979 4 9%
Q31979 Q11980 2 Q2 1980 1 Q11981 3 24%
Q11981 Q2 1982 5 Q4 1982 2 Q2 1983 2 24%
Q2 1983 Q2 1984 4 Q11985 3 Q4 1993 35 177%
Q4 1993 Q21994 2 Q11995 3 Q1 2000 20 221%
Q1 2000 Q12003 12 Q2 2007 17 Q3 2007 1 2%
Q3 2007 Q12009 6 Q2 2013 16 Q3 2013 2 16%
Average 4 4 9 54%
Median 4 3 4 24%

*Recession defined as 2 consecutive quarters negative stock market growth

Average, Medians and Quartiles presented include only complete cycles
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The Current Economic Cycle
Still Has Room to Run

We Are Now in the 54th Month of Economic
Expansion

Duration of US Economic Expansions (Months)

June 2009 - Current (Dec 2013)
Movember 2001 - December 2007
March 1991 - March 2001
November 1982 - July 1990

July 1980 - July 1981

March 1975 - January 1980
Movember 1970 - November 1973
February 1961 - December 1969
april 1958 - April 1960

May 1954 - August 1957

October 1949 - July 1953
October 1945 - November 1948
June 1938 - February 1945
March 1933 - May 1937
MNovember 1927 - August 1929
July 1924 - October 1926

July 1921 - May 1923

March 1919 - January 1920
December 1914 - August 1918
January 1912 - January 1913
June 1908 - January 1910

August 1904 - May 1907
December 1900 - September 1902

120

106

44

12

19

33

21 Median = 36

Duration of Economic Expansion {months)

If Past Relationships Hold True, This
Economic Cycle Has More Room to Run

140

120

100

]
=]

=]
L)

+
]

[
=

=)

¥y = 0.519x + 33.142
R2 = 0.529

February
1961 - March
December , 1991 -
1969 March
L ] 2001

June 1938
- February
1945
]

June 2009
- Current
(Dec
2013)

0 50 100 150 200
Change in Monetary Base (%)

Data as at December 31, 2013. Source: Mational Bureau of Economic
Research (NBER), KKR Global Macro & Asset Allocation analysis.

Economic expansions from 1919 to 2013. Data as at December 31, 2013.
Source: Federal Reserve Bank of St. Louis, National Bureau of Economic
Research, Bureau of Economic &nalysis, U.S. Treasury, KKR Global Macro &
Asset Allocation analysis.

Source: KKR Global Macro and Asset Allocation
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Bubble Monitor

Bubble Level Monitor: June 2007

Emerging Markets
Real Estate (ODCE)
Hedge Funds
Non-US Developed
S&P 500

US Small Cap

Gold

REITS
Commodities

High Yield
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10 Year Treasuries

(35) (25) (15 (05) 05 1.5 2.5

7-Year Z-score

Bubble Level Monitor: December 2012

3.5
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3.5

Bubble Level Monitor: December 2008

10 Year Treasuries
Gold
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Hedge Funds
Emerging Markets
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Bubble Level Monitor: December 2013
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What could end this Bull Market?
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The above indicators are important ones to watch to determine if the current bull

market might be coming to an end
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What Markets Are Discounting:
Implied Volatility

— Global Implied Volatility Index — — Avg Since 1950

1990 1995 2000 2005 2010

Source: Bridgewater



Conclusions

Entering sixth year of the recovery

Global equity markets well past previous peaks
Central banks have been very supportive

Economic growth has been muted, but has improved
Markets are generally complacent

Cycle review
* Ending the 30 year leveraging cycle

e Business cycle is extended — equity market valuations are in “overshoot”
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Equities (msci)
U.S. Small Cap

U.S. Large Cap (S&P 500)

EAFE + Canada
Japan
Germany
Spain
France
Australia
U.K.

Italy
Canada

Emerging Markets
Brazil
China
India
Russia

Corporate Bonds
u.s.
Global

High Yield Bonds
u.s.
Global

Source: Government bonds (Citigroup); Emerging Market Debt (JPMorgan); all other bond indices (Barclays) ;
Note: Individual country returns expressed in local currency

2013 Return
Si
Return ihee
Mar-09

38.3% 251.6%
32.4% 178.9%
21.0% 121.0%
54.6% 90.1%
25.7% 142.2%
25.6% 61.5%
20.9% 91.3%
20.9% 95.5%
18.4% 111.1%
15.2% 39.0%
5.6% 114.7%
-2.6% 125.8%
-16.1% 56.5%
3.6% 98.5%
-3.8% 112.6%
-0.7% 158.1%
-1.5% 53.6%
0.4% 54.3%
7.4% 131.7%
7.3% 137.7%

Australia

Canada

Germany

Japan

U.K.

u.s.

U.S. Long Duration

Inflation-Linked Bonds

Australia
Canada
Germany
Japan
U.K.

u.s.

Emerging Market Debt

EMBI Plus

Bond Aggregates

u.S.
Global

Government Bonds (All Maturities)

2013 Re-turn
Return Since

Mar-09
0.1% 24.6%
-2.3% 15.7%
-2.2% 21.2%
2.2% 10.2%
-4.1% 26.9%
2.7% 15.0%
-12.7% 23.8%
-3.3% 10.3%
-6.7% -3.5%
-4.0% 21.0%
4.3% 39.7%
0.3% 45.5%
-8.6% 31.9%
-6.6% 73.1%
-20.2% 25.9%
-2.6% 28.1%

Asset Class Performance

Commodities
S&P GSClI Commodity Index
Crude Qil
Natural Gas
Gold

Other
Directional Hedge Funds
Stable Value Hedge Funds
U.S. Real Estate (NAREIT)
EUR v. USD
Yenv. USD
EMFX v. USD

2013 Return
si
Return ince

Mar-09
-1.2% 41.4%
9.5% 65.1%
-1.5% 52.8%
-28.7% 23.3%
8.8% 26.2%
7.7% 23.5%
2.9% 233.5%
4.2% 8.9%
-21.5% -8.1%
-7.5% 3.8%
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S&P 500 Earnings Per Share ($)

Expect Market Momentum to Be Choppy

But Exceed 2013 Levels

Pulling All the Pieces Together: 2014 S&P 500 Price Target Suggests a

2000 Trading Range

S&P 500 Trailing P/E

15.0 15.5 16.0 16.5 17.0 17.5 18.0
1,620 1,674 1,728 | 1,782 | 1,836 | 1,890 1,944
1,635 1,690 1,744 1,799 | 1,853 | 1,908 1,962
1,650 1,705 1,760 § 1,815 | 1,870 | 1,925 1,980
1,665 1,721 1,776 | 1,832 | 1,887 | 1,943 1,998
1,680 1,736 1,792 | 1,848 | 1,904 | 1,960 2,016
1,695 1,752 1,808 | 1,865 | 1,921 | 1,978 2,034
1,710 1,767 1,824 | 1,881 | 1,938 | 1,995 2,052
1,725 1,783 1,840 | 1,898 | 1,955 | 2,013 2,070
1,740 1,798 1,856 | 1,914 | 1,972 | 2,030 2,088
1,755 1,814 1,872 1,931 | 1,989 | 2,048 2,106
1,770 1,829 1,888 | 1,947 | 2,006 | 2,065 2,124
1,785 1,845 1,904 | 1,964 | 2,023 | 2,083 2,142
1,800 1,860 1,920 § 1,980 | 2,040 | 2,100 2,160
1,815 1,876 1,936 | 1,997 | 2,057 | 2,118 2,178
1,830 1,891 1,952 | 2,013 | 2,074 | 2,135 2,196
1,845 1,907 1,968 | 2,030 | 2,091 | 2,153 2,214
1,860 1,922 1,984 | 2,046 | 2,108 | 2,170 2,232

Approximate YE 2013 Range
F

Y¥E 2014, Assuming 9% EPS
Growth and No P/E Expansion
<




Global Yields

Increase
Global 10-yr Yields
12
t@ N e’b N A A O 2 ,.5\ \St- N N e
G’Q N :{_0 o‘;i\‘b SN 60(\‘2’ Q@Q y «© QL W Qp"
(4) s L& G
Initial: 12/31/2012 = 12 m Change  ===Final: 12/31/2013

= Yields rose by 50 to 100 bps in most developed countries and in “core” Europe
= Yields fell in peripheral Europe

= Most increases in yield began in May coincident with rising PMI survey data and taper talk



Environmental Assessment
(Other Regions)
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What Markets Are Discounting:

Breakeven Inflation

Forward Pricing of Breakeven Inflation

Australia Canada Germany Japan UK USA World
10 Year Breakeven Inflation Rate
Rate in December 2012 2.50% 1.98% 1.70% 0.44% 2.45% 2.40% 1.91%
Expected Change for 2013 (as of December 2012) -0.07% -0.07% -0.18% -0.05% 0.12% 0.01% -0.06%
Actual Change in 2013 0.00% -0.13% -0.20% 0.37% 0.12% -0.03% -0.02%
Current Rate 2.49% 1.86% 1.51% 0.80% 2.57% 2.38% 1.89%
Expected Change in 2014 0.03% -0.01% 0.09% -0.25% 0.90% 0.07% 0.08%
Expected Yield in December 2014 2.52% 1.85% 1.59% 0.55% 3.47% 2.45% 1.97%
Developed World Pricing of Future Inflation (1y BEI)
Forward Pricing on December 2012 Forward Pricing on December 2013

2.6%

— 2.4%

= 2.2%

-— 2.0%

' 1.8%

- 1.6%

1.4%

1.2%

1.0%

31 Source: Bridgewater

2

Lad

4

Years Forward

5



32

What Markets Are Discounting:

Forward Pricing of Short-Term Nominal Interest Rates

Short Term Rates

Australia Canada Euroland Japan UK USA World
Central Bank Target Rate
Rate in December 2N2 3.00% 1.00% 0.07% 0.05% 0.50% 0.13% 0.25%
Expected Change for 2013 (as of December 2012) -0.34% 0.13% 0.11% 0.03% 0.07% 0.07% 0.07%
Actual Change in 2013 -0.50% 0.00% 0.09% 0.00% 0.00% 0.00% 0.01%
Current Rate 2.50% 1.00% 0.16% 0.05% 0.50% 0.13% 0.26%
Expected Change in 2014 0.20% 0.05% 0.12% 0.07% 0.16% 0.20% 0.15%
Expected Rate in December 2014 2.70% 1.05% 0.28% 0.12% 0.66% 0.33% 0.41%
Expected Rate in December 2015
As of a Year Ago 3.02% 1.29% 0.35% 0.09% 0.73% (.39% 0.49%
Today 3.47% 1.70% 0.71% 0.17% 1.31% 1.06% 0.96%
Change in Discounting for 20015 0.44% 0.41% 0.36% 0.07% 0.57% 0.67% 0.47%
“Europesn Short Rate is the 3m Owernight Indexed Swaop rate
Developed World Pricing of Future Nominal Short Rates
Forward Pricing on December 2012 Forward Pricing on December 2013
— 4%
- 3%
.--"f--- i - -"':!-‘i:,
,.,.f-”:__ﬁ 1%
.-":-—'-'_'_'_'_'_
=
— ' 0%
0 1 2 3 4 L 7 8 10

Source: Bridgewater

Years Forward



What Markets Are Discounting:

Long Term Rates

Forward Pricing of Long-Term Nominal Interest Rates

Australia Canada Germany Japan UK USA World
10 Year Nominal Yield
‘ield in December 2012 3.31% 1.81% 1.31% 0.80% 1.83% 1.57% 1.47%
Expected Change for 2013 (as of December 2012) 0.06% 0.09% -0.04% 0.10% 0.05% 0.15% 0.07%
Actual Change in 2013 0.98% 0.98% 0.64% -0.05% 1.21% 1.50% 0.97%
Current Yield 4.29% 2.79% 1.94% 0.74% 3.04% 3.07% 2.44%
Expected Change in 2014 0.22% 0.25% 0.25% 0.12% 0.41% 0.34% 0.28%
Expected Yield in December 2014 4.51% 3.06% 2.19% 0.86% 3.46% 3.41% 2.72%
— USA: 5¥r Mominal Yield, 5'rs Forward
N Significant
\ normalization 5oy,
\A Y ML
*Ju| «
N | 4%
2%
2005 2006 2007 2008 2009 2010 20m 2012 2013

33 Source: Bridgewater



What Markets Are Discounting:

Real Bond Yields

Forward Pricing of Real Bond Yields

Australia Canada Germany Japan UK USA World
10 Year Real Yield
Yield in December 2012 0.79% -0.17% -0.39% 0.36% -0.60% -0.81% -0.43%
Expected Change for 2013 (as of December 2012) 0.13% 0.16% 0.15% 0.15% -0.07% 0.14% 0.13%
Actual Change in 2013 0.96% 1.09% 0.82% -0.42% 1.06% 1.49% 0.97%
Current Yield 1.75% 0.92% 0.43% -0.06% 0.46% 0.68% 0.53%
Expected Change in 2014 0.24% 0.28% 0.17% 0.37% -0.48% 0.29% 0.21%
Expected Yield in December 2014 1.99% 1.20% 0.59% 0.31% -0.02% 0.97% 0.75%
Developed World Pricing of Future Real Short Rates
Forward Pricing on December 2012 Forward Pricing on December 2013

2%

1%

0%

-1%

-2%

0 1 2 3 4 5 6 7 8 S 10

Years Forward

Source: Bridgewater



What Markets Are Discounting:
Emerging Market Short Rates

Forward Pricing of Nominal Short Rates

Mon-BOP Crisis Countries

BOP Crisis Countries

China Russia Mexico Korea Poland Brazil Turkey India South Africa
Central Bank Target Rate
Yield - December 2012 3.0% 8.3% 4.5% 2.8% 4.3% 7.3% 5.8% 8.0% 5.0%
Expected Change for 2013 (as of December 2012) -0.3% -0.5% 0.1% -0.1% -0.8% -0.1% 0.1% -0.3% -0.2%
Actual Change in 2013 0.0% 0.0% -1.0% -0.3% -1.8% 2.8% 3.3% -0.3% 0.0%
Current Yield 3.0% 8.3% 3.5% 2.5% 25% 10.0% 9.1% 7.8% 5.0%
Expected Change in 2014 -0.1% -0.4% 0.2% 0.1% 0.0% 0.1% 0.9% -0.3% 0.5%
Expected Yield in December 2014 2.9% 7.8% 3.7% 2.6% 2.5% 10.1% 10.0% 7.5% 5.5%
Forward Pricing of Nominal Short Rates
Non-BOP Crisis | BOP Crisis EM
Central Bank Target Rate
‘ield - December 2012 3.9% 7.1% 4.7%
Expected Change for 2013 (as of December 2012) -0.3% -0.2% -0.3%
Actual Change in 2013 -0.2% 1.6% 0.3%
Current Yield 3.8% 8.8% 5.0%
Expected Change in 2014 -0.1% 0.1% -0.1%
Expected Yield in December 2014 3.6% 8.9% 5.0%

Source: Bridgewater




What Markets Are Discounting:
Emerging Market Long Rates

Forward Pricing of Nominal Long Rates

MNon-BOP Crisis Countries BOP Crisis Countries
China Russia Mexico Korea Poland Brazil Turkey India South Africa
MNominal Rate
Yield - December 2012 3.6% 7.4% 5.3% 2.9% 3.4% 8.6% 7.1% 6.2% 5.8%
Expected Change for 2013 (as of December 2012) - 0.1% 0.3% 0.1% 0.0% 0.4% 0.5% -0.1% 0.4%
Actual Change in 2013 1.6% -0.2% 0.3% 0.2% 0.3% 4.3% 3.3% 1.9% 1.6%
Current Yield 5.3% 7.2% 5.5% 3.2% 3.7% 12.9% 10.3% 8.1% 7.4%
Expected Change in 2014 - 0.1% 0.7% 0.2% 0.4% 0.6% 0.4% -0.2% 0.7%
Expected Yield in December 2014 - 7.3% 6.3% 3.3% 4.1% 13.4% 10.7% 7.8% 8.0%
Forward Pricing of Nominal Long Rates
Non-BOP Crisis BOP Crisis EM
Nominal Rate
Yield - December 2012 4.3% 7.3% 5.1%
Expected Change for 2013 (as of December 2012) 0.0% 0.2% 0.1%
Actual Change in 2013 1.1% 3.1% 1.6%
Current Yield 5.3% 10.5% 6.6%
Expected Change in 2014 0.1% 0.3% 0.1%
Expected Yield in December 2014 2.0% 10.8% 6.8%

Source: Bridgewater




What Markets Are Discounting:
Currencies

Forward Pricing of Currency Moves

Australia Canada Euroland Japan UK EM BoP ':,"E'IS Rest of EM EM World
Countries
MNominal FX v USD
Level in December 2012 $1.04 / A% C31.01/% F1.32/€ ¥B6.75/% $163/E - - - -
Expected Change for 2013 {as of December 2012) -2 % -1.0% 0.1% 0.0% -0.4% -6.0% -2 8% -3.8% -3.0%
Actual Change in 2013 -14.2% -6.6% 4.2% -21.4% 1.9% -14.9% -2.8% -7.0% -4.3%
Current Level §0.89 / AS C30.94/ 5% $1.37 /€ ¥105.33/ % $166/E - - - -
Expected Change in 2014 -2.4% -1.0% -0.1% 0.0% -0.4% -8.2% =2.2% -4, 1% -3.2%
Expected Level in December 2014 $0.87 | AS C30.93/% F1.37 /€ ¥105.37 /1 5 165/ F -- - - -
Real FX v USD
Expected Change for 2013 {as of December 2012) -2 6% -1.7% 0.0% -2.T% 0.0% -1.7% -1.3% -1.4% -1.2%
Actual Change in 2013 -13.4% -7.0% 3.2% -14.3% 3.3% -11.6% -2.8% -5.2% -5.4%
Expected Changein2014 | 5% |- 4% | -08% |- 08% | 0.0% | - a32% | - A% | A8% |- 4%

Source: Bridgewater



What Markets Are Discounting:
Commodities

Forward Pricing of Commodities

Energy Metals
Natural Gas Brent Gold Copper Zinc Nickel Aluminum
(3/MCF) (%/0bl}y {$/0z) (%/tonne) {§/tonna) {$/tonne) {$/tonne)
Price in December 2012 $3.4 1111 $1,676 £7.912.5 $2,055 $17,008 $2,047
"""" Expected Change for 2013 (as of December 2012) | 17.8% | -5.7% |  0.6% | 0.7% | 24% |  06% | 25%
Actual Change in 2013 26.2% -0.3% -28.3% -6.8% -0.5% -18.6% -13.9%
Current Price 542 $110.8 $1,202 $7,373 $2,045 $13,843 $1,762
Expected Change in 2014 1.9% -4.0% 0.3% -0.9% 0.8% 0.8% 4.1%
Expected Price in December 2014 $4.3 £106.3 $1,206 $7.,304 52,061 513,858 $1,834
Forward Pricing of Commodities
Agricultural
Soybeans Live Cattle Sugar Corn Wheat
{$/bushel) (E/cwt) (3/1b) ($/bushel) ($/bushaly
Price in December 201

Expected Change for 2013 (as of December 2012)

-8.2% Yo Ya 2T 6.9%
Actual Change in 2013 -7.5% 3.6% -15.9% -39.6% -22.2%
Current Price $13.1 $134.6 $0.16 $4.2 $6.1
Expected Change in 2014 -13.5% -2.6% 3.9% 9.2% 7.2%
Expected Price in December 2014 $11.4 £131.1 $0.17 $4.6 £6.5

Source: Bridgewater



Teacher Retirement System of Texas

TRS
2014 Best Ideas Survey

James Nield

Director of RiIsk
February 2014



Survey Overview

The IMD uses its aggregate global investment network each year to survey
for attractive and unattractive areas of the global marketplace

Seeking most and least attractive investment ideas over the next one and three
years

Over 200 organizations are surveyed, all either already funded by TRS or on the
“Premier List”

All asset classes are included
Survey was initiated in 2008 and the process has been increasingly formalized

Relies on separate and independent answers to the same questions

“The Wisdom of the Crowd”



2013 Top Five ldeas

One-Year Most Attractive

Financial
Sector

Equities  Long USD/ High Yield
31.7% Short JPY

21.4%

7.4%

Commercial
Real Estate

13.0%

Mortgage
Backed
Securities

One-Year Least Attractive

us
Sovereign

Debt
Developed
(12.7%) ;
Sovereign
Ex-US
(4.6%) Investment High Yield
Grade Credit
(2_0%) 7.4%

41

(1.5%)

Offi-i:_e Real

Three-Year Most Attractive

Long USD /

Short JPY CommerC|aI . .
21.4% Real Estate Residential
Real Estate
0,
13.0% 11.2%

PE Buyout

17.5%

J

PE Growth
Equity

Three-Year Least Attractive

us
Sovereign
Debt

(12.7%)

Developed
Sovereign
Ex-US
(4.6%) Investment
Grade Credit

Estate

9.7%

(2.0%)

Note: Numbers in bubbles represent total number of votes, 2013 realized returns are shown below each bubble (estimates for Private Equity and Real Estate)

Gold

(28.0%)

13.1%

High Yield

7.4%




2014 Top Five ldeas

One-Year Most Attractive

Emerging
Market Developed
Equities European
Equities
Japa'nfese Financial
Equities Equities o
Private
Equity
Buyout

Three-Year Most Attractive

Emerging

MarketEquitiesQ e

"o
Developed Q

European  Infrastructure  japanese
Equities Equities

Private Equity
Buyout

One-Year Least Attractive

us
Sovereign

Debt °
Japanese Yen

Investment
Grade Credit

Developed Precious
Sovereign Metals
Debt Ex-US

Three-Year Least Attractive

US Sovereign
Debt
Developed
Sovereign Debt
Ex-US
X Investment Grade

Credit

High Yield Japanese
Yen

42 Note: Numbers in the bubbles represent the total number of votes for an asset
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2014 Asset Sleeve Votes

One-Year View

fVotes M Best Idea (Darker) = Worst Ideas (Lighter) A
303
300 -
250 - 218
200 - 149
150 -
100 - 75 68 63 71 81
44 44 29
50 - . 21 17 17 6 7
Real Estate Commodities Energy and Private Equities Public Equities Currencies Hedge Funds Fixed Income
Natural
\_ Resources Y,
Three-Year View
\
Votes W Best Idea (Darker) Worst Ideas (Lighter)
300 - 273
250 - 223
200 - 146
150 - 91
i 71
100 33 39 45 45 47 .
50 - 16 16 8 21 ¢
Real Estate Commodities Energy and Private Equities Public Equities Currencies Hedge Funds Fixed Income
Natural
\_ Resources )
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2014 Portfolio Votes

= Percent of respondents that are
bullish on a one-year basis:

Global
Equity
Stable
Value

Real
Return

2014 2013 2012
68% 66% 52%

32% 33% 50%

60%  44%

= Percent of respondents that are
bullish on a three-year basis:

Global
Equity

Stable
Value

Real
Return

45

2014 2013 2012
66% 70% 64%

29% 28% 42%

60%  46%

One-Year View

Votes H Bestldea © WorstIdea
350 -
300 -
250 -
200 - 282
150 -
100 - 166
50 145
131
Global Equity Stable Value Real Return
Three-Year View
Votes M Best Idea Worst Idea
300 -
250 -
200 -
263
150 -
100 - 162
131
50 1 108
Global Equity Stable Value Real Return
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Year-Over-Year
One-Year Best Ideas Comparison

-
IMD Benchmarks YoY Best Ideas Comparison
2014 Best Ideas
2014 Best Idea, 2013 Worst Idea 2014 Best Idea, 2013 Best Idea
N
o' .
60 , '”'&*’/
e Sé\&,’
&
AE, (%efl(:’bf\,/
- @
6@“,0,:/
20 ‘6@’/
e
.
N [
=] 15 pa N
& * e
s
a s -60 -45 -30 s N | 15 30 a5 60 75 =+
& a
] < s 2
« s w
60
2014 Worst Idea, 2013 Worst Idea 2014 Worst Idea, 2013 Best Idea
2014 Worst Ideas
# Long Treasuries M Cash A Hedge Funds - Stable Value M Inflation Linked Bonds
Commodities ® Non-US Developed ® US Large Cap US Small Cap
¢ Hedge Funds - Directional W Emerging Markets Real Assets

Note that each point represents the net number of votes for each asset



Most Attractive

Least Attractive

47

2012 Top Five ldeas

One-Year

S v
Yield Dist d
istresse
Debt Debt LCHigh
Quality
Equities

Bank
Loans

NonUS

Dev. Euro!at.ean us
Sovereign Equities Sovereign
Debt Debt Financial
Sector
Equities

Note: Bubbles represent the total number of votes for an asset

Euro
Currency

Three-Year

Opportunistic
Real Estate

Distressed
Debt

Emerging H'. hYield
ighYie
Market gDebt Stronger

Equities Dollar

Sovereign
Debt
Non US
Dev.
Sovereign
Debt

Core Real

Opportunistic
Estate PP

Real Estate |nvestment
Grade Credit



Most Attractive

Least Attractive

2011 Top Five ldeas

Three-Year

Large Cap Commodities

One-Year

Emerging
Large Markets

Cap Emerging
Markets

00

) Real ualit
Quality  pistressed Estate uaty
Debt Commodities

Treasuries Non U.S. Treasuries
Sovereign
Debt Emerging Non U.S.
Markets  Sovereign
Credit: . . Debt
Investment Emerging  Currency: Gold Credit:
Markets Non U.S.
Grade Investment
Developed Grade
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2010 Projected Attractiveness of Various Assets

6

23 10 21

Gold
L Cap Equity il 7

Emg. Mkts. Emg. Mkts Distressed Commodities

7 14 Equity

Volatility  H; Yield Real
cmBs/RMBs S'"2t€9Y  Bonds

[«
>
e
o us Cash Private
© US/UK Real Dollar US/Sovereign Equity
ﬁ Treasury Estate Debt
S °
cycheal High Real
Yield Gold
Cash  companies Bc: ds Dollar Estate

1 Year 3 Years
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2009 Top Five ldeas

Projected Attractiveness of Various Assets

Bank Loans U.S. Equity Bank Loans
Ernetgmg Markets
3]
=
-
Q
o
| .
= Gold .
< o Mortgage Assets
Convertible Bonds  High Grade Credit -
. Convertible Bonds Emerging Markets
. Commercial
e Real Estate Financial Stocks .
@ O ® (o)
@ d
2
G Long-Term
© ° U.S. Treasuries
=
g Treasuries Emerging
= O Markets
Levered Equity Emerging Markets Consumer Stocks

One Year
Note: Also rated Attractive over Three Years:

Private Equity (4), Infrastructure (4) and Commodmes (3)

Three Years
. Number of Respondents

Source: Teachers Retirement System of Texas
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Teacher Retirement System of Texas

Friday February 14
Daily Agenda Review

Brian Guthrie



Friday, February 14th

Topics

Times

= Public Comment
= Review Daily Agenda

= TEAM Overview

= Legal Training

8:00 a.m. — 8:15 a.m.
8:15a.m. - 8:30 a.m.

8:30 a.m. — 10:30 a.m.

10:30 a.m.— Adjourn
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TEAM Program
Management Update

Jay Masci - Provaliant

Region 2 Education Service Center
Corpus Christi, Texas



TEAM PROGRAM

Agenda — Part 1

TEAM Program History

* Detailed FSR Project History

e Detailled LOB Project History

Architectural History

Budget History

TEAM Organizational and Governance Structure




TEAM PROGRAM
Agenda — Part 2

'EAM Program Progress

"EAM Program Budget Summary

'EAM Program Project Interdependencies
"EAM Project Milestones

"EAM Project Accomplishments

'EAM In the Near Future




TEAM Program History

David Cook, Adam Fambrough, Amanda Gentry, T.A. Miller,
Barbie Pearson, Jamie Pierce, Garry Sitz



Started Next Generation (TNG) projects

(‘ ) 'Started Rules Convention

6 Completed Independent Assessment of the TNG projects and TRS initiatives

@ Highlighted the Legacy Modernization as a risk in the ERM Spotlight Report



Presented the TNG and Quick Win Project Proposals at the February Board Mtg

Discussed the idea of the “Educational World Tour” at the February Board Mtg

Established the Executive Steering Committee and Core Management Team

Presented Results of the “Educational World Tour” at the Dec Board Mtg

Discussed the TRS Roadmap and introduced the TEAM Program






Completed LOB System Replacement RFO

é Hired IPA Vendor (BridgePoint)



Completed Business Process Mapping
( ) 'Negotiated Envisioning Phase of the FSR Project and Selected FSR Vendor (CGl)

o Posted LOB RFO and Selected Pension LOB Vendor (Hewlett Packard)

@ Approved and Implemented Staffing Plan for the TEAM Program

é Reorganized PMO Office



TEAM PROGRAM
TEAM Program History

@@@@@@

2014 will be covered in the second half of this presentation

10



TEAM PROGRAM

Detailed Financial System Replacement History

= Preliminary TNG project proposal

* Requirements gathering

= Vendor demonstrations

= Exemption request submitted to CPA

= Statement of Work (SOW) and negotiations
= Contract awarded for Envision phase

= Envision in progress



TEAM PROGRAM

Detailed Pension Line of Business History

= Provaliant has provided guidance throughout project
» Commitment Sessions — High level wants for the new
system
 Over 100 TRS staff members involved
e 1,751 commitments in final RFO
» Request for Offer (RFO) developed and published
 Recelved 4 responses
* |nvited 3 vendors to visit TRS to see our current systems
= Received pricing from vendors
* |nvited 2 vendors to visit TRS for Orals and Demos
* |nvited 1 vendor to visit TRS for a 2 week Proof-of-Concept
= Selected Hewlett Packard (HP) as the vendor



TEAM PROGRAM

Architectural History and Vision
TNG Project Initiatives (The Next Generation - 2010)

= Upgrade Financial & Budget Systems

» eForms & Self-Service Applications

= Work Flow Automation

= Electronic Records Management

= Technical Architect, Business Analysts and Process
Improvement

= Electronic Communications with Reporting Entities

= Unified Member Module
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Architectural History and Vision

February 2010 TRS Board Meeting in Katy, TX

Cres



TEAM PROGRAM

Archit

ectural History and Vision

Farms
&
Self Service
Management

THNG 3 & 4
eForms
Phases 1 & 2

Teacher Retirement System of Texas
TEAM Diagram

Customer
Relationship

. Benefits
Users =
2 {Members Coun&sellng
Retirees
tal) Telephony
LAl Self Service

Mana gem ent
(CRM)

]

h 4
Web-based User Interface & IVR

Financial
Management
System

THG 1

Financial
Systems
Upgrade

Records
Management

TNG &
Electronic
Records
Management

TNG Projects
The TNG projects are
modemizations of systems
that support the core
applications

gl
TNG 5 — Workflow Automation L
TNG 8 - Electronic Communications

Unified
Data Model

I nM
n = 3 a
ension i
L Administration & Business Requirements
- el i Rules
> ore
& = Policy
t Benefits Processing a Statute
i Automated VWorkflows n Users & Staff
o Employer Reporting c
Benefit Al i e
n =l l et S Mission critical functionality to
Data Management = P | be developed or implemented

through a commercial
framework

THNG 2 — Unified Data Model

ADABAS DB2 sSaL SWR WSAM




TEAM PROGRAM

Architectural History and Vision

Solutions Considered

= Build from Scratch — build a solution from the ground up
using TRS and contracted design and development staff

= Re-Platforming — Contract with a 3rd party technology firm
to convert existing TRS application code from the current
technology platform to a modern environment such as .Net
or Java J2EE

= Commercial Off The Shelf (COTS) Pension Solution — a
purchased package providing a predefined pension
software solution that would be configured, not customized

= Pension Application Framework — a software framework,
which defines the underlying code structure of the
application so that it can be modified by developers to
Implement a customized pension application solution
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Architectural History and Vision

Teacher Retirement System of Texas - Application Portfolio - Draft ERP Miscellaneous
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Architectural History and Vision

Teacher Retirement System Of Texas —
Target Application Architecture — Final
Updated: 172011, Version: 10

Line of Business Apps

Requests and Enrollments — Note: These applications are scoped to only contain
ta for the requests while they are in progress

Back Office Apps

mr T T T T 7]

R

== = == = e
= = = - = B = =5 B = 2 B = —
= = = =
Application Security y =) Composite Applications Data Exchange

=) Voucher
Services & Document, and Content
Services
Shared Services

semantic arts
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WhosOn

Prebuilt (Screen Pop)
Integration
Prebuilt

Prebuilt Integration

Integration

IBM
Filenet
ECM

MS
Dynamics
CRM

Contact Center KoFax

Siemens Document
OpenScape Scanning

Monitoring

2 Monitoring
Logging Logiing

IM..— Adapter M- Adapter

.I.‘__ Adapter

Messaging/Chat

Correspondence

External Systems

Government
HealthCare
Financial
Others

Credit Card
Processing
Service
HP
ExStream

Silanis VPN, SFTP VPN, SFTP, email
Electronic

Signature
Generation & g -

Delivery

Polling

ECM .
m Services Mail 2z uns
IVR Scan Services
Services Services CRM eSign
Services Services - Active
- : E": L | Directo
Common COI’TICOI‘@ Common .ry
= TRS - ESB & o s securits
W BRE Service Service
DoF . Dc?c RSaved Cu;tomer LOB Data Com_munl - CcC Other Security
|Creat|on| | etrleve| | epor1:s| | ata | | | |cat|ons| |ayment|s |Servnces| S
3 Index:
Claret
Servicgs - Applications / Systems
MFT Common Services

IS adat
Adapter

HP Clarety LOB

Batch, Web Services, Self -Service

19

Adapter Application Services

ESB Components

[ ) Prebuilt Integration o
-

® Service based integration_.

~N
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Architectural History and Vision

Participant Add

Clarety Dev Env 1

Wp Clarety NewHCURILZON

% Save & New E é ; fal Sharing - 8* Follow @ @ ig
H Iﬁ |
n'ﬁ’ﬁ Deactivate ﬁﬁ Copy a Link . Unfollow
Save Save & Connect Assign Run Start Run
Close X Delete . ] E-mail a Link Workflow Dialog Report+
Save Collaborate Process Data
Participant - |§n: Participant Participants -
p— " Doe ANGLIN
Activities & Cases
Notes Full Name Doe ANGLIN Home Phone 6146281856 Business Phone
e RETID 127978 E-mail ANGLIN@home.com Contact Method ANy

Administration

Related

4 Common
|2 activities
| Closed Activities
I;;-';?‘J Maore Addresses
l@] Connections
L,:ﬁ Documents

4 Service
Bl Cases

4 Processes

6{@ Workflows
Dialog Sessions.

20

Status

Account Home Page

Doe L. ANGLIN
HPRS - Tier 1

Total Service Credits

23.500 years

127978
000-00-D171

Vested Status

Relationship: OWNER

Plan Status: Active

Normal Retirement

Eligibility Date

01/01/2017

Type:
Employment:

Monthly Benefit at
Normal Retirement
Age

$1,234.56

Contribution Balance

$32,785.04

Benefit Accounts

Owner SSN

Owner Name

Status

® 000-00-0171

(O 000-00-0171

Active

Doe L. ANGLIN

Doe L. ANGLIN

Status Reason

Active

Owner

Active

Active

3 Participant Owners
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Architectural History and Vision

File Edit Mavigate Search Project Runm  Rulesheet  Window Help

FH-EE s | # IS 3 |G- ¥ - T M Cg | 4B ¢4 Bl ool ] i ECorticonDesi...
[topro.. 2 | Cpa.. | =8 @ *RetirementEligibility. ers &2 = E
= Conditions o 1 2 3 5 5 2] 7 g |
= = a member.age - >= 65 - =55 - >=E5 -
+ L"- ClaretyRules Base b member.serviceCredit - ==5 ==5 ==5 ==30 ==5 == 30 E
=Lt ClaretyRules_TXTRS ¢ member.jobClsCd - ‘01’ 01 01 ‘o1’ ‘o1’ ‘01’
L‘c Marn, ecore d  member.rtrmtTypCd - 'SR 'SR! SR 5R! TRt g
“© RetirementEligibiity. erf e member.benestrucClicd = 'SDCC 'sDCC 'sDCC 'sDCC 'sDCu 'SDCL
N S f member,serviceCredit +member.age... - - == g0 - - - - -
@ RetirermentEligibility . ers a
& RetirementEligibility, ert h -
Actions 4 |
Post Message(s) L EA A LA A A A EA
& member.isEligibleForRetirement T T F F T T F F
E  member.isEligibleForEarlyRetirement F F T T F F T T s
C  member.message ‘Eligibility criteria of ‘Eligibility criteria of  ‘Eligibility criteria ‘Eligibility criteria | ‘Eligibility criteria of | ‘Eligibility criteria of | 'Eligibility criteria ‘Eligibility criteria
Retirement Credit Retirement Credit For early For early Retirement Credit | Retirement Credit For early For early
greater than or equal greater than or rekirement was rekirement was greater than or greater than or rekirement was rekirement was
to 5, Age greater equal ko 5, Age met.' met.' equalto 5, Age | equalto 5 and Age met.' mek.,'
than or equal ko 65 plus Service Credit greater than or Gareater than or =
was met,' greater than or equal ko 65 was equal ko 60, Age
equal to 50 was met.,' plus Service Credit
met.' greater than or
equal ko 80 was
met.'
(u]
E
F
(] bl
Overrides 2,3, 4 i3, 4+ {6, 7,8, 9 17, 8 9
2 Properties | |2 Problems Q Error Log | 220 Rule Messages | [] Rule Statements &3 = E
Ref ID Post Alias Texk Rule Marme Rule «
4 | | 3 ‘ 1 Info member Members in Tierl under General Service with service Credit >=5 with age >=65 are eligible For Normal Retirement
ﬁ@ Rule Operators 53 =7 z Info member |Members in Tierl under General Service with service Credit »=5 and Age plus Service Crefit>=80{Rule of 80) are eligible for Mormal Retirement =
— | 3 Info member Members in Tierl Service Retirement For General Service with age ==55 and Service Credit>=5 are eligible For Early Retirement,
+[=> General
%= Attribute Operakars 4 Info member Mernbers in Tierl Service Retirement For General Service with Service Credit==30 are eligible For Early Retirerent.
o . . 5 Info memnber Members in Tier2 Service Retirement For General Service with age =65 and Service Credit»=5 are eligible for Mormal Retirement,
+- [ EntityfAssociation Operatar
[ Info member Members in TierZ Service Retirement For General Service with Age==60 and service Credit >=5 and Age plus Service Crefit >=80{Rule of 807 are eligible for
+--[=- Extended Cperators .
Mormal Retirement.
7 Info member Mermbers in Tier2 Service Retirement For General Service with age ==55 and Service Credit==5 are eligible For Early Retirement.
& Info member Members in Tierz Service Retirement For General Service with Service Credit==30 are eligible For Early Retirement.
a Info member Members in TierZ Service Retirement For General Service with Age plus Service Credit >=80{Rule of 30) are eligible For Early Retirement, E
al Il | L1 [
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Architectural History and Vision
 Self Service through Mobile Applications

il Bedl a3 PM

.:E'I. 3
Pad = 4:20 Al 32%ED ¥ ; L] :
— Member Faortal -
I

@ Cicrely1 Ne\:vH’OR!ZON

Owner: Doe J Lavelle Member Account

HPRS Member Account

A& | Total Service Credits
Gontributicn lﬂ_u‘
. 4
- it
&79,920.00

|| Wasted Status

= Mormal Retiement
2 Eligitdity Date

[8] Retirement Application Status
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Budget History

* Year O - Original rough estimates approximately $75
million, $25 million per biennium for three bienniums
* Year 1 - After first year, estimate increased to $80 - $85

* Increased cost in Data Management contract (signed)
* Increased estimated cost in LOB contract

 Inclusion of SOA architecture to increase future system
flexibility N
* Year 2 - Estimate of $95 — 100 million

* Increased staffing costs to include additional backfilled
positions authorized in Spring 2013

* Included contract reserve (contingency) for LOB contract
(sighed)
* Increased estimated costs in FSR



TEAM Program Structure

David Cook, Adam Fambrough, Amanda Gentry,
Jay Masci — Provaliant, T.A. Miller, Barbie Pearson,
Garry Sitz, Cindy Yarbrough
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TEAM Program Structure

TRS Board of Trustees Independent Program
Assessment
Brian Guthrie - Exec Dir (Bridgepoint)
I
State of Texas TEAM Program TRS Enterprise Risk
Quality Assurance Team Sponsor Management
(QAT) Ken Welch (ERM)
I
Executive Steering Committee
(ESC)
Ken Welch
Don Green
Betsey Jones
Amy Morgan

Marianne Woods Wiley
Amy Barrett (non-voting)
Janet Bray (non-voting)

Core Management Team (CMT)
Barbie Pearson
Amanda Gentry

Jamie Pierce
Adam Fambrough
T.A. Miller
Garry Sitz
Cindy Yarbrough (non-voting)
I

TEAM Program Management

Jay Masci
[ [ [ [ [ [ [ \ [
. " . : " : P Maintenance &

Line of Business Solution Data Management Financial System Organizational Change " " Business Procedures and y . Decommissioning Legacy
(PS: Adam Fambrough) (PS: Barbie Pearson) Replacement Management (PSB'UBS‘anrgws:F?eLgfsson) Rig’gflzgnigsgg:;:eafh Training ;’;?bBS'IE,R;deS'g" Systems Enhanésﬂ?g;s New

(PM: Bob Solheim) (PS: Garry Sitz) (PS: Jamie Pierce) (PS: Cindy Yarbrough) (PM: David Gook) (PM: Sue Richar dg (PS: Adam Fambrough) '()M_- a'I 'eR earson) (PS: T.A. Miller) (PS: TA. Miller

(PM: David Cook) (PM: Brenda Kalapach) (PM: Wendy Sanchez) (PM: Gayle Rainwater) : : (PM: TBD) (PM: Gayle Rainwater) (PM: TBD) oM. T

(PM: TBD)
[ [ I
. . Financial System

Line of Business Data Management IRepllacen):ent

Vendor's Project Team Vendor's Project Team Vendor's Project Team
(HP) (Allied Consulting)

(CGil for Envision Phase)

\

Project Sponsor: PS
Project Manager: PM

Core Program Team (CPT) |

Benefits/Retirees
Active Membership _ .
(BPM: Sunitha Downing) (BPM' Rachael Hil)
(BPA: Ryan Childs) (BPA: Jeremy Cooper,
- Ry Michael Eichenberger)

The Core
i Program Team
Fiscal " .
Solutions Architect (CPT) supports
BPM: Mike Beuerlein] .
((BPA' Other areas suplpgrl (David Cook, Rees Coombe, the entire TEAM
Fiscal as needed) Garry Sitz) Program.

SMEs
(As Needed)

25
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TEAM Program Organizational Structure

TEAM Program Management
Jay Masci

|

Line of Business Solution
(PS: Adam Fambrough)
(PM: Bob Solheim)
(PM: David Cook)

Data Management
(PS: Barbie Pearson)
(PS: Garry Sitz)
(PM: Brenda Kalapach)

Financial System
Replacement
(PS: Jamie Pierce)
(PM: Wendy Sanchez)

Organizational Change
Management

(PS: Cindy Yarbrough)

(PM: Gayle Rainwater)

Business Rules
(PS: Barbie Pearson)
(PM: David Cook)

Line of Business
Vendor’s Project Team
(HP)

Data Management
Vendor’s Project Team
(Allied Consulting)

Financial System
Replacement
Vendor’s Project Team
(CGl for Envision Phase)

Project Sponsor: PS
Project Manager: PM
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TEAM PROGRAM

Program Organizational Structure

TEAM Program Management
Jay Masci

|

Line of Business Solution
(PS: Adam Fambrough)
(PM: Bob Solheim)
(PM: David Cook)

Data Management
(PS: Barbie Pearson)
(PS: Garry Sitz)
(PM: Brenda Kalapach)

Financial System
Replacement
(PS: Jamie Pierce)
(PM: Wendy Sanchez)

Organizational Change
Management

(PS: Cindy Yarbrough)

(PM: Gayle Rainwater)

Business Rules
(PS: Barbie Pearson)
(PM: David Cook)

Line of Business
Vendor’s Project Team
(HP)

Data Management
Vendor’s Project Team
(Allied Consulting)

Financial System
Replacement
Vendor’s Project Team
(CGl for Envision Phase)

Project Sponsor: PS
Project Manager: PM
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TEAM Program Organizational Structure

TRS Employment

History Data Quality
Audit Report

This docwment outhrses the mformation and processes used to assess TRS
k. ‘l:-ln nm hn‘t:r\ d.na uui nnju Hlﬂl D.}‘.a Audit Report. It also

ariair
orrg:l ,lrn.f_ﬂhLdnr\ mha.,.lrmall, rwmwed by ACINCON

The valid "Contact Types" for TRS
Reporting Entities is limited to eight
(8) types. The eight (8) Contact
Types/Codes are:

AC - Active Care Contact

HI - Head of Institution

IN - Insurance Contact

PC - Payroll Contact

PD - Personnel/Director

RO - Reporting Official

N Cinninn Nffircial

28

12001
1.2.002
1.2.020
1.2.030
12051
12058
12040
12045
1.2.046
1.2.047
1.2.048
1.2.049

Valid Address Type Codes - Reporting Entity
Reporting Entity mailing address - address line 1
Required Reporting Enfity Contact Tvpes
Reporting Entity Effective Date into TRS
History of Contribution Rates for Reporting Entity
Reporting Entity Tax [dentification Number

TRS assigned unique [D for Reporting Entity
Reporting Entity Contact's Authonty Types
History of Contnbution Rates for State of Texas
Status Types for Reporting Entity

County for Reporting Entity

Education Service Center (ESC) Region for Reporting Entity

0 ] 0
1 0 0
26 2 2
0 0 0
0 0 0
2162 0 0
0 ] 0
0 0 0
0 0 0
0 0 0
786 L] 0
1580 9 0
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Program Organizational Structure

TEAM Program Management
Jay Masci

|

Line of Business Solution
(PS: Adam Fambrough)
(PM: Bob Solheim)
(PM: David Cook)

Data Management
(PS: Barbie Pearson)
(PS: Garry Sitz)
(PM: Brenda Kalapach)

Financial System
Replacement
(PS: Jamie Pierce)
(PM: Wendy Sanchez)

Organizational Change
Management

(PS: Cindy Yarbrough)

(PM: Gayle Rainwater)

Business Rules
(PS: Barbie Pearson)
(PM: David Cook)

Line of Business
Vendor’s Project Team
(HP)

Data Management
Vendor’s Project Team
(Allied Consulting)

Financial System
Replacement
Vendor’s Project Team
(CGl for Envision Phase)

Project Sponsor: PS
Project Manager: PM
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Program Organizational Structure

TEAM Program Management
Jay Masci

|

Line of Business Solution
(PS: Adam Fambrough)
(PM: Bob Solheim)
(PM: David Cook)

Data Management
(PS: Barbie Pearson)
(PS: Garry Sitz)
(PM: Brenda Kalapach)

Financial System
Replacement
(PS: Jamie Pierce)
(PM: Wendy Sanchez)

Organizational Change
Management

(PS: Cindy Yarbrough)

(PM: Gayle Rainwater)

Business Rules
(PS: Barbie Pearson)
(PM: David Cook)

Line of Business
Vendor’s Project Team
(HP)

Data Management
Vendor’s Project Team
(Allied Consulting)

Financial System
Replacement
Vendor’s Project Team
(CGl for Envision Phase)

Project Sponsor: PS
Project Manager: PM
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TEAM Program Organizational Structure

SUBCHAPTER C. ESTABLISHMENT OF MEMBERSHIP SERVICE

Sec. 823.201. CURRENT MEMBERSHIP SERVICE. (a) Membership service 1is credited in the retirement system for each
year in which a member is an emplovee and for which the member renders sufficient service for credit under Section 823.002
and makes and maintains with the retirement system the deposits required by this subtitle or prior law.

(b) The board of trustees may adopt rules for the granting of membership service credit.

Acts 1%81, ¢€7th Leg., p. 1876, ch. 453, Sec. 1, eff. Sept. 1, 1%81. Amended by Acts 1981, 67th Leg., 1lst C.S5., p. Z0Z,
ch. 18, Sec. 21, eff. Nowv. 10, 1%81. Renumbered from Vernon's Ann.Civ.S5t. Title 110B, Sec. 33.201 and amended by Acts
1985, 7T1st Leg., ch. 17%, Sec. 1, eff. Sept. 1, 19885.

Sec. 823.203. MEMBERSHIP SERVICE FOR OPTICNAL RETIREMENT PROGRAM. A member may not establish service credit in the

retirement system for any period when the member was participating in the optional retirement program under Chapter 830.

2dded by Acts 19%9%9%, 76th Leg., ch. 1540, Sec. 3, eff. Sept. 1, 1599.
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TEAM Program Organizational Structure

IBusiness Rule: 0010

TRS Chapter Title: Craditzble Sarvica Writer: Parkins, Date Created: | Version:
(Maps to chapters in code) Sharan Date Approved: | 1
SME: Firstname Lastname Date Modified:

Primary Process Owner: Benefit Processing

Rule Name: (Unigus name which dascribes what the rule does)
Estzblishing Membarship Sarvice Cradit

TGC Reference: 823.201, 823.203

TAC Reference: [T

TRS Decision Repository

Reference:

Summary: (Entera paragraph describing the ruke)

This business rule describes the basic requirements for establishing membership service credit.

Processes: (Proczsses whichuss this rulke)

Emgloyer Reporting, Member records

Effective Begin Date:

Effective End Date:

(Bagin ard end dates should be left blank unless the law or rule spacifies a beginning or end date; the begindate is keft blank, lock and
axplain]

BR Cross References: . X
BR_0002, BR_D046, BR_0005, BR_0040 Toio Lo st

Explanation:

TRS membership service is credited for each yearthat a member:
(1) is an "employee”as that term is defined in law and in TRS rules on full-time service;
(2). renders the amount of service required under TRS rules in a schoaol year; and

(3). makes and maintains the required deposits with TRS.

Exceptions:

As provided in 823.203, a member may not establish TRS service credit for any period whenthe member was
participating in the Optional Retirement Program {(ORF) under Ch. 830.

Examples/Notes:
See the cross-referenced businessrules for mareinformation on each of the three basic requirements.

Rule Engine Version:
(This section is being added to the Rule template for future use, when we know more about Rule Engine use)
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TEAM Program Organizational Structure

TEAM Program Management
Jay Masci

|

|

Reporting Entity Outreach
(PS: Amanda Gentry)
(PM: Sue Richards)

Business Procedures and
Training
(PS: Adam Fambrough)
(PM: TBD)

Website Redesign
(PS: Barbie Pearson)
(PM: Gayle Rainwater)

Decommissioning Legacy
Systems
(PS: T.A. Miller)
(PM: TBD)

Maintenance &
Enhancements New
Solution
(PS: T.A. Miller)
(PM: TBD)
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EMPLOYERS |\_ Active Mambers | Retweses & Beneficianes

SEARCH |

Employers | General Information ‘J

TEAM Program
Communicalions

TEAM Program Communications

J L TERTREE T T

2 TRAQS LOGIN

Cortact information

TOC Cnl e A Bl

Updute Newsintiars TRS Enterprise Application Modemization

Timeling

— =
FAQS Tha Teacher Retirement System of Texas (TRS) is undertaking a medemization

Reporting/Dats Elements effort of iz pension administration system (o ensure thal we are able to conlinue to

provide the best possibie customer service to our members, The effort, known as the ( Quicklinks )

FAQs: TEAM Program Communication Eummaﬁrﬂj

CGaneral | Hepod Fores] | Focus Group | Trgmning | Commenicaion
General
Wity ané you néplacng TRADS?

Has TR informesd softwane providers that Be currend reporing system (TRAQS) i
baing replaced?

‘Whan will the ninw TRpONing Sysiem be in place?

Why s TRS prowiding information such as "Regured Data Elements” 5o far in
advance of when changes will acheally be mada?

Report Format

Can Reporling Entites consinue 1o submil regorts wsing tha sams formats as [oday,
once ihe new sysiem i implemenisd?

Reporting/Data Elements |

Thet fioliowing is 3 list of data elemints Bhal will be reguired in M néw reporting
system. ARhough the new system will nol be launched untll 2015-2016, we are
peoviding this informsaticn @t this Bme 5o that plans can bé made bo caplure amy of
these data edements thal are not currently in your data base.

Aciual file formats will ba provided al a taler dale. |t is important 1o nobe that g
Ghanges are being made fo the curent report reguirements:
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TEAM Program Organizational Structure

TEAM Program Management
Jay Masci

|

|

Reporting Entity Outreach
(PS: Amanda Gentry)
(PM: Sue Richards)

Business Procedures and
Training
(PS: Adam Fambrough)
(PM: TBD)

Website Redesign
(PS: Barbie Pearson)
(PM: Gayle Rainwater)

Decommissioning Legacy
Systems
(PS: T.A. Miller)
(PM: TBD)

Maintenance &
Enhancements New
Solution
(PS: T.A. Miller)
(PM: TBD)
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TEAM Program Organizational Structure

TEAM Program Management
Jay Masci

|

|

Reporting Entity Outreach
(PS: Amanda Gentry)
(PM: Sue Richards)

Business Procedures and
Training
(PS: Adam Fambrough)
(PM: TBD)

Website Redesign
(PS: Barbie Pearson)
(PM: Gayle Rainwater)

Decommissioning Legacy
Systems
(PS: T.A. Miller)
(PM: TBD)

Maintenance &
Enhancements New
Solution
(PS: T.A. Miller)
(PM: TBD)
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TEAM Program Organizational Structure

TEAM Program Management
Jay Masci

|

|

Reporting Entity Outreach
(PS: Amanda Gentry)
(PM: Sue Richards)

Business Procedures and
Training
(PS: Adam Fambrough)
(PM: TBD)

Website Redesign
(PS: Barbie Pearson)
(PM: Gayle Rainwater)

Decommissioning Legacy
Systems
(PS: T.A. Miller)
(PM: TBD)

Maintenance &
Enhancements New
Solution
(PS: T.A. Miller)
(PM: TBD)
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TEAM Program Organizational Structure

TEAM Program Management
Jay Masci

|

|

Reporting Entity Outreach
(PS: Amanda Gentry)
(PM: Sue Richards)

Business Procedures and
Training
(PS: Adam Fambrough)
(PM: TBD)

Website Redesign
(PS: Barbie Pearson)
(PM: Gayle Rainwater)

Decommissioning Legacy
Systems
(PS: T.A. Miller)
(PM: TBD)

Maintenance &
Enhancements New
Solution
(PS: T.A. Miller)
(PM: TBD)
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TEAM Program Organizational Structure

TEAM Program Management

Jay Masci

Line of Business Solution
(PS: Adam Fambrough)

Data Management
(PS: Barbie Pearson)

Financial System
Replacement

Organizational Change
Management

Business Rules

Reporting Entity Outreach Business Procedures and

Website Redesign Decommissioning Legacy

Maintenance &

Enhancements New
) ) Training N . Systems
(PM: Bob Solheim) (PS: Garry Sitz) (PS: Jamie Pierce) (PS: Cindy Yarbrough) (Pi'Msa[;‘:;:gazf”) (PPSM_A;”E:‘?{? E:r”;’y) (PS: Adam Fambrough) g\i- ga’?'eRP?a’SO") (PS: T.A. Miller) PS_S}"X“‘KA’}”&
(PM: David Cook) (PM: Brenda Kalapach) (PM: Wendy Sanchez) (PM: Gayle Rainwater) (PM: 00K) (PM: Sue Richards) (PM: TBD) (PM: Gayle Rainwater) (PM: TBD) ( (PM: T8D) )
[ [ [

Line of Business
Vendor’'s Project Team
(HP)

Data Management
Vendor's Project Team
(Allied Consulting)

Financial System
Replacement
Vendor’s Project Team
(CGil for Envision Phase)

\

39

N

Core Program Team (CPT) I

Active Membership
(BPM: Sunitha Downing)
(BPA: Ryan Childs)

Benefits/Retirees
(BPM: Rachael Hill)
(BPA: Jeremy Cooper,
Michael Eichenberger)

Fiscal

(BPM: Mike Beuerlein)
(BPA: Other areas support
Fiscal as needed)

Solutions Architect
(David Cook, Rees Coombe,
Garry Sitz)

SMEs
(As Needed)

The Core
Program Team
(CPT) supports
the entire TEAM
Program.
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TEAM Program Governance Structure

State of Texas

Quality Assurance Team

(QAT)

TRS Board of Trustees

Brian Guthrie - Exec Dir

TEAM Program
Executive Sponsor
Ken Welch

Independent Program
Assessment
(Bridgepoint)

Executive Steering Committee
(ESC)
Ken Welch
Don Green
Betsey Jones
Amy Morgan
Marianne Woods Wiley
Amy Barrett (non-voting)
Janet Bray (non-voting)

Core Management Team (CMT)
Barbie Pearson
Amanda Gentry

Jamie Pierce
Adam Fambrough
T.A. Miller
Garry Sitz
Cindy Yarbrough (non-voting)

TEAM Program Management
Jay Masci

TRS Enterprise Risk
Management
(ERM)

Line of Business Solution
(PS: Adam Fambrough)
(PM: Bob Solheim)
(PM: David Cook)

Data Management
(PS: Barbie Pearson)
(PS: Garry Sitz)
(PM: Brenda Kalapach)

Financial System
Replacement
(PS: Jamie Pierce)
(PM: Wendy Sanchez)

Organizational Change
Management
(PS: Cindy Yarbrough)
(PM: Gayle Rainwater)

Business Rules
(PS: Barbie Pearson)
(PM: David Cook)

Reporting Entity Outreach
(PS: Amanda Gentry)
(PM: Sue Richards)

Business Procedures and
Training
(PS: Adam Fambrough)
(PM: TBD)

Website Redesign
(PS: Barbie Pearson)
(PM: Gayle Rainwater)

Decommissioning Legacy
Systems
(PS: T.A. Miller)
(PM: TBD)

Maintenance &
Enhancements New
Solution
(PS: T.A. Miller)
(PM: TBD)

Line of Business
Vendor's Project Team
(HP)

Data Management
Vendor's Project Team
(Allied Consulting)

Financial System
Replacement
Vendor's Project Team
(CGil for Envision Phase)
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TEAM PROGRAM

Tools and Processes To Assist In
Controlling...
= Scope

= Schedule
= Budget



TEAM PROGRAM

TEAM Program Organization Structure -
Acronyms

Core Program Team aka CPT

_ine of Business aka LOB

~inancial System Replacement aka FSR

Data Management aka DM

Organizational Change Management aka OCM
Reporting Entity Outreach aka REO




TEAM PROGRAM

Acronyms and Terms

Acronyms & Stands For Meaning
Terms
Advantage CGl's (FSR vendor) software solution for the finance/HRIS project. TRS will call the system TRUST.
Artifact Any type of document that is submitted as a deliverable related to any project. An artifact will follow a specific
template and will describe different interactions between a person and system. Examples of artifacts: Use Cases,
Business Rules, Letter Specifications, Process Maps, Project Status Reports
BAFO Best And Final Offer The Best And Final Offer from a vendor in response to a Request For Offer (RFO) or Statement of Work (SOW).
BPA Business Process Analyst Individual who supports the Business Process Manager in their assigned business area and assists with tasks as
assigned.
BPM Business Process Manager  Individual who manages activities and resources with the coordination of the business unit managers for an
assigned business process area (Active Membership, Benefits, and Fiscal) and provides day-to-day support for the
TEAM Program and its projects.
BPT Business Procedures and This project will define business procedures and oversee user training on the new system.
Training
BR Business Rule Rule that defines or constrains some aspect of business. The Business Rules Project consists of a team responsible

for documenting all of TRS' current business rules. These rules will be used and translated into IF, THEN
statements for the new Pension LOB System.

Clarety The vendor's (Hewlett Packard) computer software retirement solution for the Line of Business (LOB) Project.
Clarety (pronounced "Clarity") is the system which we will use to do all of the pension administration duties at TRS
(employer reporting, refunds, SSBB, retirement, healthcare, etc.). It will replace current systems like Profiles, TCC
Dashboard, and mainframe sessions and others.)
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CME
CMT

CPT

CRM

DIR

DM

DQAR

DQacp

DLS

Envision
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TEAM PROGRAM

Acronyms and Terms

Core Mission Employees
Core Management Team
Core Program Team

Customer Relationship
Management

Department of Information
Resources

Data Management

Data Quality Audit Report

Data Quality Check Point

Decommissioning Legacy
System

Employees not assigned to TEAM who ensure that TRS' Core Mission is carried out.
Responsible for TEAM Program operations; consists of members from Benefit Processing, Benefit Counseling,
Benefit Accounting, General Accounting, Human Resources, and Information Technology.

Team that supports the entire TEAM Progam and consists of Project Managers, Business Process Managers,
Business Process Analysts, and Solution Architects.

Software solution (MS Dynamics) we will use to manage interactions with current and future stakeholders; uses
technology to organize, automate, and synchronize customer service and technical support while supporting a
360 degree view of members.

State agency that manages the Texas Project Delivery Framework TRS is using for the TEAM Program.

This project is responsible for preparing TRS' legacy data for migration to the LOB system. It includes three sub-
projects: Data Assessment, Data Conditioning and Data Migration.

A report for each data level that provides the number of occurrences of data instances that do not match TRS
data/business rules. This information is used to track TRS progress on data conditioning.

A TRS business rule that lives in the data. DQCPs are used to assess (profile) the data. They are used in the Data
Management Project.

This project will manage the deactivation of legacy systems during the staged transition to TRUST.

Initial phase of the FSR project to determine if the vendor software (Advantage) can meet TRS' needs.



ESC

FSR

HRM

IPA

Legacy

LOB

ME&E

oCcMm
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Executive Steering
Committee

Financial System
Replacement

Human Resources
Management
Independent Program
Assessment

Line of Business

Maintenance and
Enhancement of LOB

Organizational Change
Management

TEAM PROGRAM

Acronyms and Terms

The ESC consists of the Executive Director, Deputy Director (who serves as the TEAM Program Executive Sponsor),
Chiefs of Benefit Services, IT, Internal Audit, Health Insurance, Finance, HR Division and the vendor manager of the
TEAM Program. The Core Management Team (CMT) reports to the Executive Steering Committee regarding the
TEAM Program.

This project will replace the current General Ledger Accounting System (GLAS) and the Budget, Expense and
Vouchering System (BEVO) for financial accounting and budgeting. CGl is the vendor implementing three modules
from their Advantage Solution (HRM, Financials and Performance Budgeting).

Part of the FSR project that includes HR, payroll, and leave functions.

A separate project within the TRS TEAM Program. The role of the IPA Service Contractor (Bridgepoint) is to
provide independent oversight of the TEAM Program.

Refers to our current systems used to process member and financial transactions. A legacy system refers to older
technologies, computer systems or application programs.

This project will replace TRS' Pension Line of Business systems. Within the TEAM program, the LOB refers to the
new system that will replace all of our current mainframe-based pension administration systems. Some of those
current systems are member records (MEMR), annuity payroll (ANPA), refund system (REFM), health insurance
system, (HEIN), etc. TRS will call the new system TRUST. Hewlett Packard (HP) is the vendor implementing their
Clarety Solution.

This project will maintain and add new functionality to Phase 1 of the LOB while Phase 2 is being implemented. All
software requires maintenance and TRS will also want to add some enhancements to the Phase 1 release before
the entire project is completed.

This project will assist TRS with adapting to change caused by the TEAM Program.



PM

Qacp

RE

REO

RFO

SA

S50W
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TEAM PROGRAM

Acronyms and Terms

- g g

Project Manager

Quality Assurance

Quality Assurance Team

Quality Check Point

Reporting Entities

Reporting Entity Outreach

Request for Offer
Solutions Architect

Statement of Work

Individual who works with the project team, the stakeholders, the Program Sponsor, the Core Program Team, the
vendor(s) selected and the CMT to keep the project on schedule, resolve issues and mitigate risks that arise during
the project.

A group that tests system software to ensure that the system works correctly and does what it is supposed to do.

A state-wide organization that oversees the Texas Project Delivery Framework that TRS is using for TEAM.

Formal acceptance procedure for business users to review and approve deliverables or artifacts; the point in the
process where the vendor tests the solution with the customer.

Independent School Districts, Charter Schools, Regional Education Service Centers, and Higher Education entities
who submit member enrollment, wage, and contribution information to TRS.

This project will prepare Reporting Entities, Education Service Centers and Software Providers (collectively
referred to as "REs") to use the new pension administration line of business (LOB) system.

A solicitation for bids from vendors.

Individual who is part of a team responsible for helping ensure the technical and systems architecture for the
entire TEAM Program is sufficient to meet the needs of the business, and that future changes to TRS systems
developed as part of TEAM are consistent with TRS' technical architecture and corresponding infrastructure.

Contractual document for deliverable-based IT Services for which a Request for Offer (RFO) is not used.



TEAM

TRUST

UAT
ul

WEB

TEAM PROGRAM

Acronyms and Terms

TRS Enterprise Application Program of related projects that will modernize TRS' legacy systems to newer technologies to allow TRS greater

Modernization flexibility in providing service to TRS membership and reduce the risks of obselete technology.

TRS Unified System The name of the new system which includes the LOB & FSR/HRM systems.

Technology

User Acceptance Testing This is the last phase of the software testing process and is also known as end-user testing.

User Interface This is where the information is displayed and interacted with by the user; it is the screen we see when we use a
computer.

Website Redesign This project will redesign the TRS external website.



TEAM Program Progress

Jay Masci - Provaliant



TEAM PROGRAM
TEAM Program Schedule

FY2014 FY2015 b FY2016 FY2017 é FY2018
.l

Website Redesign

Pension Line Of Business

B D D \

@ 05/31/14 — Envisioning Phase of the Financial System Replacement project completed
@ 02/20/15 — Reporting Entity certification begins

@ 03/01/15*- Performance Budgeting Implementation of the FSR solution

@ 09/21/15*— Phase 1 Implementation of the Pension Line of Business (LOB) solution
Implementation of the Website Redesign look and feel
Financials and Procurement Implementation of the FSR solution

@ 01/01/16*— Human Resources Implementation of the FSR solution

@ 08/22/17 — Phase 2 Implementation of the Pension Line of Business (LOB) solution
Implementation of the Website Redesign Self Service functionality
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TEAM PROGRAM
TEAM Progress as of November 22, 2013

FY2012 FY2013 FY2014 FY2015 _ FY201?
SOwW* [Enterprise Financial System
SOW* Data Management

RFO** Pendion Administration Line of Business
H | H H H | 1

Business Rules
1 | 1 1 1 ] 1 1 1 | - 1
RFO** Independent Program Assessment
| 1 1 1 | 1 1 1 | i 1
Reporting Entity Outreach
H H H 1 1 H
Organizational Change Management
1 1 1 1
Decommission Legacy
1 | - 1
Bus. Procedures & Training
1 1 H 1

Website Redesign

* SOW = Statement of Work Today
** RFO = Request for Offer



TEAM PROGRAM

TEAM Progress as of November 22, 2013

FY2014 FY2015 FY2016 FY2017

Website Redesign

Pension Line Of Business /

“-— — \

Data Management

~ Business Rules .
[

ange Management
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TEAM PROGRAM

" TEAM Progress as of January 20, 2014

FY2014 FY2015 FY2016 FY2017

Website Redesign

Pension Line Of Business /

Data Management
~ Business Rules .
|
ange Management
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STATUS
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TEAM Program Budget

David Cook



TEAM PROGRAM

Program Budget

23%

Program Wide

Support Projects

Data Mgt

Program Mgt

FSR

by Project (% spent indicated)

LOB
Total
— 1 1 T 1
Millions
520 $40 560 80 $100
Total LOB FSR Program Mgt Data Mgt Support Projects Program Wide
mExpended 50,228,489 5453,080 5406,119 53,503,123 613,520 51,294,007 52,868,640
m Encumbered 516,068,538 56,005,000 52,407,970 53,983,371 52,149,376 $295,355 51,227 467
m Remainder 471,288,599 309,211,225 411,705,448 58,581,288 51,898,352 51,304,813 58,497,473
indicator I I I | | I |

Motes: Total Project costis $96.6 million. Does not include services or maintenance beyond 2017 FSR figure is estimate only.
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TEAM Project Interdependencies

Jay Masci - Provaliant



TEAM PROGRAM

TEAM Project Interdependencies

FY2014 FY2014 FY2014 FY2015 FY2015
(Dec - Feb) (Mar - May) (Jun - Aug) (Sep - Nov) (Dec - Feb)

Data Management

Pension LOB S;'/stem

@ 04/21/14 — The LOB project needs the business rules for detailed requirements
@ 10/10/14 — The REO project needs the employer reporting file layout
@ 11/24/14 — The LOB project needs assessed and migrated data for testing

@ 01/12/15 — The Reporting Entity Outreach project needs assessed and migrated data

for user acceptance testing
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TEAM Program Management Update
Milestones and Accomplishments

Barbie Pearson



TEAM PROGRAI

A\ it
Milestones

Planned Milestones Planned Date Actual Date
(from December Board Meeting)

Complete LOB Phase 0 01/31/2014 01/31/2014

Upcoming Milestones Previous Current
Planned Date Planned Date

Website LOB Sequencing Decision Made 3/19/2014

FSR Consolidated Envision Phase Completed 5/31/2014 _
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TEAM PROGRAM

Accomplishments TEAM Project

Completed All Current Business Rules, Phase 1
and Phase 2

Recovered 6 week slip for the Data Management
Project

Com
com
com

D
D

D

etec
etec

etec

the FSR Envision Project Plan
FSR Instructor Led Training
Round One of the Organizational

Change Management TEAM Program Huddles
with Brian and Ken



8.
9.

TEAM PROGRAM

Accomplishments TEAM Project

Onboarding and provisioning of 13 CGl
personnel and 20 HP personnel at TRS

. Reviewed and updated the risk assessment for

the Data Management project

Installed baseline Clarety environment at TRS
Approved a replacement business analyst for
Active Membership

10.Began Core Program Team commitment review

meetings with SMEs

11.Held an internal vendor Meet and Greet



TEAM Program - Looking Ahead

Jay Masci - Provaliant
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TEAM PROGRAM

Upcoming Accomplishments for 2014

Complete cost benefit analysis on CGl Hosting the FSR
solution

Make go/no-go decision on CGIBuild/Achieve phases
Select a Website Redesign Vendor

Complete requirements gathering for LOB Phase 1
Finalize Electronic Signature Policy

Conduct an Employee Readiness Survey

Host all-hands meeting

Start Decommissioning Legacy System and Business
Procedures & Training projects

Complete assessment of Phase 1 data



—

il

TEAM PROGRAM

Lessons Learned for the Future

. Very important to co-locate all of the project team

Pension LOB vendor should use a business
process approach to requirements gathering
Prototyping should be required

There will be resistance to change so get the
staff involved in requirements and testing early
Things will happen out of your control, be able to
be flexible and adjust




TEAM PROGRAM

Typical Risks for the Execution of

Pension System Replacement Programs

1.

2.

Employers aren't given sufficient time to deal
with changes in reporting format

Not enough time is given to perform User
Acceptance Testing (UAT)

SMEs aren't available to participate on
program/project team

Commitments are interpreted differently by the
Pension Organization and Vendor
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Teacher Retirement System of Texas

Fiduciary Training

Carolina de Onis, General Counsel

Steven D. Huff & Keith L. Johnson, Fiduciary Counsel
Reinhart Boerner Van Deuren, s.c.

February 2014



Agenda

Update on New Trustee Orientation Materials
Open Government Team: 2013 Accomplishments

Funston Report Highlights: Best Practices in Fund
Governance

Co-Fiduciary Issues and Liability: Examples &
Questions

» Open Government Perspective
» Fiduciary Perspective
» Ethics Perspective



TRUSTEE ORIENTATION
MATERIALS REVAMPED



Update on New Trustee
Orientation Materials

Orientation materials were revamped to:

 Be user-friendly and available in Diligent
« Highlight key concepts in bullet-point format
« Contain hyperlinked references



Update on
Open Government Matters

Dan Junell, Assistant General Counsel
Ronnie Bounds, Assistant General Counsel



Governance &
Open Government Team

Dan Junell — Team Leader

Ronnie Bounds — New Assistant General Counsel dedicated to TRS’ open
records requests, particularly with regard to investment-related matters

Carol Ellis — Senior Legal Services Specialist who assists on all aspects of open
records requests (coordinates requests, drafts responses, compiles and redacts
information, supports litigation)

Shannon Connelly — Legal Services Specialist who assists on all aspects of
open records requests (coordinates requests, drafts responses, compiles and
redacts information, supports litigation); responsible for FOIAXpress conversion
and implementation

Lynn Lau — Assistant Board Secretary who assists in development and delivery
of board materials, reviews materials for confidentiality issues, reviews draft
agendas, and posts open meetings notices with Secretary of State

Anna Espinosa — A Legal Services Specialist who was reassigned to the Legal
Investment Team



Open Government Initiatives

 New Open Government Attorney e

 New Open Records Processing Software ¢



New Open Government Attorney
Contributions

« Helps respond to investment-related open records requests
» Drafts open records contract provisions

* Provides legal counsel/briefing in complex open records

litigation W,
» Furnishes open records and records management advice )
: about investment transactions
Advice &
LSS * Advises IMD about the public or confidential nature of
requested information y
\

 Continues to meet in-person with IMD directors and staff to
learn more about TRS’ investment program

Relations

* Assists Communications with investment-related open records
requests and media inquiries

_J




FOIAXpress Software Application

e Acquisition
» Procurement

» Configuration and Data
Migration

» Installation and
Implementation

» Training
» Software Upgrade

e Benefits

» Allows Entry & Tracking of
Requests

» Facilitates Interdepartmental
Coordination

» Uses Standardized Templates
Developed by Staff

» Provides Enhanced Redaction
Capabillities

» Calculates Fee Estimates and
Generates Invoices

» Provides Reporting
Capabilities



OTHER OPEN GOVERNMENT
INITIATIVES

« Creation of “Super 16” Spreadsheets

» Consists of investment information made “super public” by law

» Developed as a result of collaboration between Executive,
IMD, Communications, and Legal

» Reduces staff time required to respond to any one request

* Open Meetings Recordkeeping Enhancements

» Streamlining of Board and committee minutes

» Updating of minutes database in order to facilitate data
searches

» Keeping Board-related information on TRS’ website up-to-date



11

Request Volume

FY2012

FY2013 Current FY

m IMD
m Other Dept's
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FY2012

FY2013

Current
FY

Requests Sent to the
Attorney General
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700 -
600 -
500 -
400 -
300 -
200 -
100 -

Hours Spent Preparing Briefs

685

686

Hours

mFY2012
FY2013
m Current FY
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Hours Spent Redacting

v

110

mFY2012
FY2013
m Current FY



Payments Received

~$2.619
$3,000 o

$2.000

$1.500

$1.000
$0 _

- W.$2’025

- .

—
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Fiduciary Training

FUNSTON REPORT HIGHLIGHTS:
Best Practices in Fund Governance



Responsibilities of the Board

Act solely in interests of beneficiaries, balancing income
and capital growth needs of different generations with
varying time horizons

Set direction

Be prudent

Ensure effective investment operations

Ensure enterprise and investment risks are managed
Ensure effective compliance and control

Obtain reasonable assurance and independent
reassurance



Common Fiduciary Challenges

Assume immediate full responsibility of fiduciary duties

Must deal, at certain times, with high uncertainty and
conflicting opinions

Like corporate directors, Trustees are part-time but have
onerous, full-time responsibilities

» Average time commitment: max 500 hours/year for Chair;
350 hours/year for Vice-Chair; 250 hours/year for members

Unlike corporate directors, Trustees can’'t choose to fill gaps
In expertise by adding Board members

Success in high-risk situations normally demands effective
preparation and training



Common Fiduciary Challenges

Short-termism, special interests, and non-economic
considerations

Ability to achieve consensus and manage conflicts

Risk aversion versus swinging for fences

Willingness to constructively challenge and deal with:

» Each other

» Experts

» Tough Issues in open meetings
» Conventional assumptions

Board self-assessment and training



Governance Framework

Role of Board

Powers reserved and delegations of authority
Committees and charters

Role of Board officers

Board meetings and time commitments

Board reports and meeting protocols



Policy Framework

Board conduct

Investment policies, e.qg., risk appetite, return and
risk objectives, asset allocation, benchmark, ethics

Investment manager procurement

Implementation policies: active and passive,
Internal and external management, rebalancing

Review and update policies on regular basis
(rather than ad hoc) with frequency depending on
volatility of policy issue



Leading Practices: Role of the Board

« Consistent focus on long-term, strategic issues, and oversight and
monitoring of overall operations performance

* Minimal focus on operational details given independent reasonable
reassurance

» Clear priorities and accountabilities for both Board and Executive

» Clearly defined powers reserved for Board:

» Determine mission and overall strategic and policy direction
» Hire, evaluate, compensate and terminate ED

» Oversee performance, risk and control
» Delegate as appropriate

* Periodic independent fiduciary review



Leading Practices: Board Committees

e Large Fund typically has 5-6 committees, including:

» Investment

» Audit/Risk

» Personnel and Compensation
» Governance

» Finance/Budget

 Transparent process for nomination and election of
committee chairs and vice-chairs

* Well-defined responsibilities for each committee
updated periodically



Leading Practices: Delegation of Authority

ED directly reports to Board for operations:

» Board delegates authority for development of policy and strategy
proposals

» Once approved by Board, Board delegates authority for
Implementation and day-to-day management of organization

Authority and responsibility are clearly defined, contributing to
effective working relationship based on mutual confidence and
trust

ED has responsibility for hiring, evaluating, compensating and
terminating all executives

Board delegates investment authority to CIO

Subject to open meetings requirements, Board can request
closed sessions on certain matters and has access to staff



Leading Practices: Board Reports

Regular reviews of utility of Board reports to improve quality and
timeliness of information

Standard process or format for Board reporting (e.g., executive
summary of issues, alternatives, pros/cons, risks of action and
Inaction, cost and long-terms implications and recommendations)

Use of limits to determine exception reporting with thresholds and
escalation triggers to Board

Standard process for prioritizing and answering Board member
guestions, including requests for additional information and reports

Use of Board portal to facilitate information availability and drill-down
capability on Board agenda items and provide general Board
Information on policies, meetings, minutes, etc.



Leading Practices:
Independent Reassurance

Enterprise risk function that provides
iIndependent reassurance to the Board

Chief Compliance Officer who reports
iIndependently of CIO

Investment accounting staff report to CFO
who Is independent of CIO



Leading Practices:
Board Conduct and Compliance

Board establishes behavior policies regarding:

» Code of ethics

» Conflicts of interest

» External communication
» Travel, gifts and loans
» Confidentiality

Authority to dismiss Board members for violations of Board policies
Board members sign acknowledgment of fiduciary responsibility

Mandatory disclosures with confirmation of compliance process for
conflicts of interest for Board and executives

Mandatory disclosures of personal distress (e.g., financial and legal)
by Board and Executive

Annual certifications from executives that they are conflict-free



Leading Practices:
Board Self-Development

Develop Board skill set expectations for appointing
authorities

Committee and vice-chairs rotated for developmental
purposes

Annual continuing education required
Inventory of skills/experiences

Minimum continuing education requirements including
ethics, fiduciary responsibility, investments, pensions and
governance

Continuing education plan and budget

Training regarding fiduciary duties and responsibilities
provided when new member joins Board or committee



Conclusion

Keys to Good Governance:

e Clear and Effective Governance Framework e
» Clear and Effective Policy Framework e

« Self-Policing & Internalizing Compliance Culture o



WEBSTER: OPEN MEETINGS AND
CO-FIDUCIARY OBLIGATIONS



Common-Law Principles of
Open Meetings

Before the Legislature enacted the Open Meetings
Act In 1969, the Texas Supreme Court stated the
common-law rule that any decision by a

governmental body like the Board must be taken:

* by the body as a whole

e at a properly called meeting

See Webster v. Tex. & Pac. Motor Transp. Co., 166 S.W.2d 75, 76-77
(Tex. 1942)



Common-Law Principles of
Open Meetings

Webster requires that each Board member be given
the opportunity to:

* Dbe present when a decision is deliberated

« Impart to other Board members the benefit of his or her
experience, counsel, and judgment, and

e Dbring to bear upon them the weight of the member’s
argument on the matter to be decided

Purpose of requirements: Ensure that the Board’s
decision is the composite judgment of Board as a
whole

Webster, 166 S.W.2d at 77



Fiduciary Training

Co-Fiduciary Issues and Liability:

Examples and Questions



Example 1: Facts

A Pension Board delegates investment authority over most
Investments to investment staff

Trustee A accompanies staff on due diligence trips related
to a potential investment in a hedge fund

At a meeting attended only by Trustee A and the CFO of the
hedge fund, Trustee A learns that the fund’s CEO had twice
filed for personal bankruptcy

Trustee A does not share that information with the
Investment staff

As a result, the due diligence on the investment turns out to
be incomplete and the staff makes a decision to invest on
Incomplete information



Example 1: Questions

What could Trustee A have done?

What actions did Trustee A’s fiduciary duties
require Trustee A to take?




Example 1: Variations

New facts: Trustee A shared the information
with Trustee B who knew that Trustee A didn’t
share the information with staff

 What are Trustee B'’s fiduciary obligations to
the Pension Fund?

 What are Trustee B’s obligations to other
Board members?



Example 1: Variations

New facts: Trustee B assumed that Trustee A had
told the investment staff the information regarding
the CEO’s bankruptcies. Then, the worst happens.
To deal with her financial woes, the hedge fund
CEO loots the fund and disappears with all the
money. The Pension Fund’s investment is

worthless.

« What are Trustee B’s obligations?
« What are the Board’s obligations?



Example 2: Facts

A Pension Fund Board has established a Personnel Committee,
charged with recommending personnel policies to the Board

Trustee C, an HR executive, is the chair of the Committee

The Board retains ultimate authority on adoption of any
recommended policies

The Personnel Committee is considering whether to recommend a
job-share policy to the Board

Trustee C, the Board’s outside advisors, and staff do not agree on
whether or what type of policy the Committee should recommend
to the Board

As a result, the Committee brings three recommendations to the
Board



Example 2: Questions

What are the obligations of each Trustee when
considering the three recommendations?

Can a Trustee defer to Trustee C’s
recommendation?



Example 2: Variations

New facts: During a break in the Board
meeting, Trustee D takes Trustee C aside
and engages in an in-depth conversation
with Trustee C about the three different
recommendations. Trustee C shares a great
deal of information that was not provided to

the Board.

 What are Trustee D’s obligations?



Example 2: Variations

New facts: During a break in the Board
meeting, Trustee D takes aside all the members
of the Personnel Committee, except Trustee C.
They decide to support the outside advisor’s
recommendation when they return to the
meeting.

e What are the issues?



Example 2: Variations

New facts: During the Board meeting,
Trustee C begins separate text conversations
with each Trustee trying to gauge whether
Trustee C has the support of the Board for his
recommendation.

e \What are the issues?



Example 3: Facts

A Board manages two pension plans, Plan A and Plan B
Plan A is extremely well funded, but Plan B is not

The two plans have different groups of participants and