
April 2026 

Governance Committee Meeting 



 

NOTE: The Board of Trustees (Board) of the Teacher Retirement System of Texas will not consider or act upon any item 

before the Governance Committee (Committee) at this meeting of the Committee.  This meeting is not a regular meeting 

of the Board.  However, because the full Committee constitutes a quorum of the Board, the meeting of the Committee is 

also being posted as a meeting of the Board out of an abundance of caution. 

 

TEACHER RETIREMENT SYSTEM OF TEXAS MEETING 

BOARD OF TRUSTEES 

AND 

GOVERNANCE COMMITTEE 

April 30, 2026 – 1:00 p.m. 

   

 All or part of the April 30, 2026, meeting of the TRS Governance Committee and Board of Trustees 

may be held by telephone or video conference call as authorized under Sections 551.130 and 551.127 

of the Texas Government Code. The Board intends to have a quorum and the presiding officer of the 

meeting physically present at the following location, which will be open to the public during the open 

portions of the meeting: 4655 Mueller Blvd, 2nd Floor, Boardroom. 
 

The open portions of the April 30, 2026, meeting are being broadcast over the Internet. Access to the 

Internet broadcast and agenda materials of the meeting is provided at www.trs.texas.gov. A recording 

of the meeting will be available at www.trs.texas.gov.  

AGENDA 

 

1. Call roll of Committee members. 

2. Consent Agenda: Consider the following items that may be taken up by consent without 

discussion – Committee Chair: 

A. Approval of the proposed minutes of the December 2025 Governance Committee meeting 

(Agenda Item 3); 

B. Recommend to the Board adopting the proposed changes to the Fiscal Year 2027 – 31 

Strategic Plan Goals, Objectives and Strategies (Agenda Item 4). 

3. Consider the approval of the proposed minutes of the December 2025 Governance Committee 

meeting – Committee Chair (Proposed Consent Agenda 2A). 

4. Consider recommending to the Board adopting the proposed changes to the Fiscal Year 2027 

– 31 Strategic Plan Goals, Objectives and Strategies – Don Green and Michelle Pagán 

(Proposed Consent Agenda 2B). 

 

5. Consider authorizing for publication in the Texas Register notice of the proposed amendments 

to the following TRS Rules in Title 34, Part 3, Chapter 41 of the Texas Administrative Code 

– Heather Traeger and Roberto Moreno-Cortes: 

A. Subchapter A, Rule 41.17 – Limited-time Enrollment Opportunity for Medicare-

eligible Retirees 

B. Subchapter C, Rule 41.38 – Termination Date of Coverage  
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6. Receive an update on the Rule Review Process and consider authorizing for publication in the 

Texas Register a Notice of Intentions to Review TRS Rules in Chapters 21 through 51 of Title 

34, Part 3 of the Texas Administrative Code - Nick Gonzalez. 

 

7. Consider recommending the Board adoption of the proposed amendments to the Investment 

Policy Statement to address Manager Concentration limit - McKenna Begala, Brad Gilbert & 

Dale West. 
 



Minutes of the Governance Committee 

December 4, 2025 

The Governance Committee of the Board of Trustees of the Teacher Retirement System 
of Texas met at 1:00 p.m. on Thursday, December 4, 2025, at 4655 Mueller Blvd., 
Austin, Texas 78723. 

Committee Members: 
John Elliott, Chair 
Brittny Allred 
Laronda Graf 
Robert H. Walls, Jr. 
Elvis Williams 
 
Other TRS Board Members Present: 
David Corpus  
Michael Ball 
John R. Rutherford 
 
Others Present: 
Brian Guthrie, TRS 
Caasi Lamb, TRS 
Heather Traeger, TRS 
Jase Auby, TRS 
Amanda Jenami, TRS 
Barbie Pearson, TRS 
Kendall Courtney, TRS 
Stephen Machicek, TRS 
James Nield, TRS 
Brad Gilbert, TRS 
Dale West, TRS 
Elena Barreiro, TRS 
Nicholas Gonzalez, TRS 
Katherine Farrell, TRS 
Suzanne Dugan, Cohen Milstein 

 
Governance Committee Chair John Elliott called the meeting to order at 1:50 p.m. 
 
1. Call Roll of Committee Members – Committee Chair 

Ms. Farrell called the roll. A quorum was present. 

2. Review and Consider the Approval of the Proposed Minutes of the September 
2025 Committee Meeting – Committee Chair 



On a motion by Mr. Walls, seconded by Ms. Allred, the Committee unanimously voted to 
approve the September 2025 Governance Committee meeting minutes, as presented. 

3. Review and Consider Recommending to the Board Adoption of the Proposed 
Amendments to the Inactive Accounts Policy – Barbie Pearson 

Ms. Barbie Pearson presented the proposed amendments to the Inactive Accounts Policy, 
explaining that the policy was adopted following the 87th Legislative Session through a 
Sunset review and is statutorily required. She noted that the policy was originally adopted 
in 2021 to provide notification to members and their heirs, information about rollover 
eligibility, notifications via certified mail and to conduct internet searches and a matrix to 
determine the degree of outreach. She said the proposed amendments were non-
substantive and reflected updated division naming and formatting.  

On a motion by Ms. Graf, seconded by Mr. Williams, the Committee unanimously voted 
to recommend to the Board adoption of the proposed amendments to the Inactive 
Accounts Policy. 

4. Review and Consider Recommending to the Board Adoption of the Proposed 
Amendments to the Commission Credit Policy – Kendall Courtney and Stephen 
Machicek 

Mr. Stephen Machicek presented the Commission Credit Policy as part of its scheduled 
three-year review and described how commission credits are generated and used. He 
reported there were no substantive changes to the policy being proposed, only 
administrative changes such as removing duplicative language and updating division 
names.  

On a motion by Ms. Allred, seconded by Mr. Williams, the Committee unanimously 
voted to recommend to the Board adoption of the proposed amendments to the 
Commission Credit Policy. 

5. Review and Consider Recommending to the Board Adoption of the Proposed 
Amendments to the Securities Lending Policy – James Nield 

Mr. James Nield presented the proposed amendments to the Securities Lending Policy 
and explained that the changes would streamline borrower credit review responsibilities 
from requiring TRS and the agent do that process to simply having the agent perform the 
credit review.  

On a motion by Mr. Williams, seconded by Mr. Walls, the Committee unanimously voted 
to recommend to the Board adoption of the proposed amendments to the Securities 
Lending Policy. 



6. Review and Consider Recommending to the Board Adoption of the Proposed 
Amendments to the Proxy Voting Policy – Dale West and Brad Gilbert 

Mr. Brad Gilbert presented the proposed amendments to the Proxy Voting Policy. He 
said one modification adds language around when TRS votes differently than the advice 
of the proxy advisor or when there is no advisor recommendation, when TRS votes 
counter to the company’s management. He said in each instance TRS would write a 
report explaining the reasoning to the Board. He said two other proposed changes codify 
a couple of current practices into the policy. 

On a motion by Mr. Walls, seconded by Mr. Williams, the Committee unanimously voted 
to recommend to the Board adoption of the proposed amendments to the Proxy Voting 
Policy. 

7. Review and Consider Recommending to the Board Proposed Amendments to the 
Designation of Key Employees – Heather Traeger and Elena Barreiro 

Ms. Elena Barreiro presented the proposed amendments to the Designation of Key 
Employees, noting organizational changes and minor cleanup edits.  

On a motion by Ms. Graf, seconded by Mr. Williams, the Committee unanimously voted 
to recommend to the Board adoption of the proposed amendments to the Designation of 
Key Employees. 

8. Review and Consider Recommending to the Board Proposed Amendments to the 
Employee Ethics Policy – Heather Traeger and Elena Barreiro 

Ms. Barreiro presented the proposed amendments to the Employee Ethics Policy, the 
addition of footnote citations, reporting changes, and minor language improvements and 
cleanup edits. 

On a motion by Mr. Walls, seconded by Ms. Allred, the Committee unanimously voted to 
recommend to the Board adoption of the proposed amendments to the Employee Ethics 
Policy. 

9. Review and Consider Recommending to the Board Proposed Amendments to the 
Board of Trustees Ethics Policy and Position Description – Heather Traeger 

Ms. Heather Traeger presented the Board of Trustees Ethics Policy and Trustee Position 
Description and recommended re-adoption with no changes.  

On a motion by Mr. Williams, seconded by Ms. Allred, the Committee unanimously 
voted to recommend to the Board re-adoption of the Board of Trustees Ethics Policy.  



On a motion by Mr. Williams, seconded by Mr. Walls, the Committee unanimously voted 
to recommend to the Board re-adoption of the Trustee Position Description. 

10. Review and Consider Recommending to the Board Adoption of the Proposed 
Amendments to TRS Rules in Chapter 27 and Chapter 29 – Heather Traeger and 
Nicholas Gonzalez. 

Mr. Nicholas Gonzalez. presented the proposed amendments to TRS Rules Sections 27.6, 
29.9, and 29.56. He reported the rules were published in the Texas Register and no public 
comments were received.  

On a motion by Ms. Allred, seconded by Mr. Walls, the Committee unanimously voted to 
recommend to the Board adoption of the proposed amendments to TRS Rules in Chapters 
27 and 29 without changes. 

11. Review and Consider Recommending to the Board Adoption of the Proposed 
Amendments to TRS Rules in Chapters 25, 31, and 41 – Heather Traeger and 
Nicholas Gonzales 

Mr. Gonzales presented the proposed amendments to TRS Rules Sections 25.21, 31.3, 
and 41.4.  He said these rules implement House Bill 2 that was just passed by the 
legislature this past May. He reported the rules were published in the Texas Register and 
no public comments were received. 

On a motion by Mr. Williams, seconded by Ms. Allred, the Committee unanimously 
voted to recommend to the Board adoption of the proposed amendments to TRS Rules in 
Chapters 25, 31, and 41 without changes. 

With no further business before the Committee, the meeting adjourned at 2:25 p.m. 

Approved by the Governance Committee of the Board of Trustees of the Teacher 
Retirement System of Texas on April _____, 2026. 

 

______________________________                _________________ 

Katherine H. Farrell                              Date 
Secretary of the TRS Board of Trustees 
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Proposed FY 2027-31 
TRS Strategic Plan

Strategy Presentation

Apr. 30, 2026

Don Green | Chief Financial Officer

Michelle Pagán | Director of Enterprise 
Risk, Strategy & Performance
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Overview

Agenda

• TRS Strategic Plan 2027-31 Development

• Strategic Plan Changes – April 2026

• Appendix
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TRS Strategic Plan 2027-31 Development

Required Plan Components | Due: June 1, 2026

▪ Mission

▪ Goals and Action Plan

▪ Redundancies & Impediments

▪ Supplemental Schedules

• Budget Structure – Goals, Objectives and Performance Measures

• List of Measure Definitions

• Historically Underutilized Business (HUB) Plan

• Agency Workforce Plan

• Report on Customer Service

• Certification of Compliance with Cybersecurity and Artificial Intelligence Training
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Strategic Plan Changes – April 2026

Proposed Changes to Goals, Objectives & Strategies for 
Upcoming 2027-31 TRS Strategic Plan

Proposed Change (Apr. 2026)

Artificial Intelligence 
(AI)

Amend Objective 7, Strategy 1 to include best practices:
Investigate best practices and integrate AI within existing 
organizational processes to optimize investment performance 
and improve member services.

Proposed Changes (Feb. 2026)

Procurement and 
contract management 

practices

Delete objective and two strategies related to HUB and third-
party risk management

Automation, efficiency 
and technology

• Delete AI strategy
• Minor wording changes to the objective and two strategies 

related to productivity/efficiencies and Investment Data 
Modernization Program

• Add new strategy for the Pension Data Warehouse Project

AI Add new objective and five strategies related to member focus, 
operational excellence, innovation, risk mitigation, and staffing

TRS Strategy Cycle
• Submit revised plan to LBB & 

Governor’s Office by June 1 every 
even-numbered year

• Board approves proposed changes 
in April
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Appendix
Summary of Proposed Changes
Proposed TRS 2027-31 Strategic Plan
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Summary of Proposed Changes

Type of Change Plan Section Description of Change

Continuous 
Improvement

G4.O6
G4.O6.S1-S3

Evaluate automation, efficiency and technology solutions to enhance existing processes. (REVISED)
o Identify opportunities and implement solutions for improved productivity, process efficiencies and performance 

monitoring. (REVISED)
o Finalize implementation and operationalize Investment Data Modernization Program to improve trust asset 

monitoring and fiduciary oversight. (REVISED)
o Complete Pension Data Warehouse Project to automate and enhance data analytics and reporting capabilities for 

more proactive engagement with stakeholders. (NEW)

G4.O7
G4.O7.S1-S5

Strategically employ artificial intelligence (AI) technology for the ongoing benefit of TRS members in a secure, efficient an d 
productive way. (NEW)

o Investigate best practices and integrate AI within existing organizational processes to optimize investment 
performance and improve member services. (AMENDED)

o Measure and evaluate improved efficiencies, effectiveness and cost optimization achieved by leveraging AI. 
(NEW)

o Explore innovative ways to improve competitiveness in product/service development and delivery. (NEW)
o Identify opportunities to reduce risks by the development, deployment and execution of AI applications. (NEW)
o Identify skill gaps and develop staff to support AI initiatives through targeted workforce and change management 

strategies. (NEW)

Clean-Up G4.O5 
G4.O5.S1-S2

Improve and maintain effective procurement and contract management practices. (COMPLETE; DELETE)
o Increase the number of utilized Historically Underutilized Businesses (HUBs). (DELETE)
o Mature third-party risk management processes. (COMPLETE; DELETE)

G4.O6.S1 Investigate best practices and feasibility of incorporating artificial intelligence into organizational processes. (DELETE; 
AMENDED G4.07.S1 TO INCLUDE)
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Proposed TRS 2027-31 Strategic Plan – Untracked (1 of 3)

GOAL 1: Sustain an actuarially sound pension system. 
Objective 1: Achieve the trust’s actuarial assumed rate of return as 
measured on rolling 20-year periods.
• Strategy 1: Maintain an effective investment governance structure.
• Strategy 2: Enhance current competitive advantages and total returns.
• Strategy 3: Manage cost structures to increase net alpha generated. 

Objective 2: Improve communication regarding pension funding and the 
impact of pension plan design changes.
• Strategy 1: Serve as a trusted resource and engage with policymakers on 

pension funding and plan design.

GOAL 2: Continuously improve our benefit delivery.
Objective 1: Improve the customer service experience for participants 
and reporting employers.
• Strategy 1: Increase engagement with members/participants and 

reporting employers regarding TRS benefits.
• Strategy 2: Expand our services to meet members where they are.
• Strategy 3: Improve the reporting employer experience.
• Strategy 4: Identify resource needs and develop project plans associated 

with opening additional regional offices.

GOAL 3: Facilitate access to competitive, reliable health 
care benefits for our members. 

Objective 1: Improve communication regarding health care funding 
and the impact of plan design changes. 
• Strategy 1: Serve as a trusted resource and engage with policymakers 

on health care funding and plan design.

Objective 2: Increase the value of TRS-Care and TRS-ActiveCare 
benefits.
• Strategy 1: Engage the best health care vendors through competitive 

procurement to ensure our members have the highest value health 
care.

• Strategy 2: Reengineer TRS-ActiveCare to better meet employer needs.
• Strategy 3: Use data analytics tools to provide assurance on health 

care claims compliance.
• Strategy 4: Ensure access to competitive retiree health benefits, 

including dental and vision plans.

Objective 3: Improve the health of our members.
• Strategy 1: Engage and educate plan participants to help them achieve 

better health outcomes.
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Proposed TRS 2027-31 Strategic Plan – Untracked (2 of 3)

GOAL 4: Align people, processes and technology to achieve 
excellence in service delivery. 
Objective 1: Attract, develop and retain top talent.
• Strategy 1: Promote a strong workplace culture that fosters creativity and 

innovation.
• Strategy 2: Maintain workforce planning strategies to align talent needs 

with organizational goals, enhance learning and development 
opportunities and expand succession planning initiatives to develop and 
retain future leaders.

Objective 2: Advance and enhance information technology (IT) systems 
and services.
• Strategy 1: Develop, maintain and enhance IT systems and infrastructure 

in support of TRS business needs.
• Strategy 2: Optimize the work environment to provide greater scalability, 

flexibility and security.
• Strategy 3: Provide advanced data analytics tools and data management 

practices to gain business intelligence and improve decision-making.
• Strategy 4: Implement modern information systems across all lines of 

business with priority on modernization of legacy systems and strategic 
digital transformation.

• Strategy 5: Improve digital operating technology models to enhance 
continuous business process improvement and provide operational 
efficiencies.

Objective 3: Enhance the information security program to effectively 
counter current and emerging threats and risks facing TRS.
• Strategy 1: Optimize security architecture and operational capabilities 

to thwart advanced threats and mitigate vulnerabilities. 
• Strategy 2: Expand the governance, risk and compliance (GRC) 

program to include security and privacy management, risk/fraud 
forecasting and education in cooperation with Legal & Compliance 
and appropriate business units.

Objective 4: Foster a culture of fiduciary responsibility and ethical 
conduct.
• Strategy 1: Embed/Integrate culture of ethics and compliance within 

the business process.
• Strategy 2: Enhance visibility of, and accessibility to, Legal & 

Compliance throughout TRS. 
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Proposed TRS 2027-31 Strategic Plan – Untracked (3 of 3)

GOAL 4: Align people, processes and technology to achieve 
excellence in service delivery. (cont’d)

Objective 5: Provide effective communication to all stakeholders with a 
focus on continuous improvement.
• Strategy 1: Improve strategic communications with a customer-centric 

focus.
• Strategy 2: Implement and monitor the Member and Employer Outreach 

Plan to better help members and employers fully know and utilize 
benefits, engage with TRS, plan for retirement, and remain informed 
postretirement.

Objective 6: Evaluate automation, efficiency and technology solutions to 
enhance existing processes.

• Strategy 1: Identify opportunities and implement solutions for improved 
productivity, process efficiencies and performance monitoring.

• Strategy 2: Finalize implementation and operationalize Investment Data 
Modernization Program to improve trust asset monitoring and fiduciary 
oversight.

• Strategy 3: Complete Pension Data Warehouse Project to automate and 
enhance data analytics and reporting capabilities for more proactive 
engagement with stakeholders.

Objective 7: Strategically employ artificial intelligence (AI) technology 
for the ongoing benefit of TRS members in a secure, efficient and 
productive way.

• Strategy 1: Investigate best practices and integrate AI within existing 
organizational processes to optimize investment performance and 
improve member services.

• Strategy 2: Measure and evaluate improved efficiencies, effectiveness 
and cost optimization achieved by leveraging AI.

• Strategy 3: Explore innovative ways to improve competitiveness in 
product/service development and delivery.

• Strategy 4: Identify opportunities to reduce risks by the development, 
deployment and execution of AI applications.

• Strategy 5: Identify skill gaps and develop staff to support AI initiatives 
through targeted workforce and change management strategies.
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Proposed TRS 2027-31 Strategic Plan – Tracked (1 of 3)

GOAL 1: Sustain an actuarially sound pension system. 
Objective 1: Achieve the trust’s actuarial assumed rate of return as 
measured on rolling 20-year periods.
• Strategy 1: Maintain an effective investment governance structure.
• Strategy 2: Enhance current competitive advantages and total returns.
• Strategy 3: Manage cost structures to increase net alpha generated. 

Objective 2: Improve communication regarding pension funding and the 
impact of pension plan design changes.
• Strategy 1: Serve as a trusted resource and engage with policymakers on 

pension funding and plan design.

GOAL 2: Continuously improve our benefit delivery.
Objective 1: Improve the customer service experience for participants 
and reporting employers.
• Strategy 1: Increase engagement with members/participants and 

reporting employers regarding TRS benefits.
• Strategy 2: Expand our services to meet members where they are.
• Strategy 3: Improve the reporting employer experience.
• Strategy 4: Identify resource needs and develop project plans associated 

with opening additional regional offices.

GOAL 3: Facilitate access to competitive, reliable health 
care benefits for our members. 

Objective 1: Improve communication regarding health care funding 
and the impact of plan design changes. 
• Strategy 1: Serve as a trusted resource and engage with policymakers 

on health care funding and plan design.

Objective 2: Increase the value of TRS-Care and TRS-ActiveCare 
benefits.
• Strategy 1: Engage the best health care vendors through competitive 

procurement to ensure our members have the highest value health 
care.

• Strategy 2: Reengineer TRS-ActiveCare to better meet employer needs.
• Strategy 3: Use data analytics tools to provide assurance on health 

care claims compliance.
• Strategy 4: Ensure access to competitive retiree health benefits, 

including dental and vision plans.

Objective 3: Improve the health of our members.
• Strategy 1: Engage and educate plan participants to help them achieve 

better health outcomes.
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Proposed TRS 2027-31 Strategic Plan – Tracked (2 of 3)

GOAL 4: Align people, processes and technology to achieve 
excellence in service delivery. 
Objective 1: Attract, develop and retain top talent.
• Strategy 1: Promote a strong workplace culture that fosters creativity and 

innovation.
• Strategy 2: Maintain workforce planning strategies to align talent needs 

with organizational goals, enhance learning and development 
opportunities and expand succession planning initiatives to develop and 
retain future leaders.

Objective 2: Advance and enhance information technology (IT) systems 
and services.
• Strategy 1: Develop, maintain and enhance IT systems and infrastructure 

in support of TRS business needs.
• Strategy 2: Optimize the work environment to provide greater scalability, 

flexibility and security.
• Strategy 3: Provide advanced data analytics tools and data management 

practices to gain business intelligence and improve decision-making.
• Strategy 4: Implement modern information systems across all lines of 

business with priority on modernization of legacy systems and strategic 
digital transformation.

• Strategy 5: Improve digital operating technology models to enhance 
continuous business process improvement and provide operational 
efficiencies.

Objective 3: Enhance the information security program to effectively 
counter current and emerging threats and risks facing TRS.
• Strategy 1: Optimize security architecture and operational capabilities 

to thwart advanced threats and mitigate vulnerabilities. 
• Strategy 2: Expand the governance, risk and compliance (GRC) 

program to include security and privacy management, risk/fraud 
forecasting and education in cooperation with Legal & Compliance 
and appropriate business units.

Objective 4: Foster a culture of fiduciary responsibility and ethical 
conduct.
• Strategy 1: Embed/Integrate culture of ethics and compliance within 

the business process.
• Strategy 2: Enhance visibility of, and accessibility to, Legal & 

Compliance throughout TRS. 

Objective 5: Improve and maintain effective procurement and contract 
management practices.
• Strategy 1: Increase the number of utilized Historically Underutilized 

Businesses (HUBs).
• Strategy 2: Mature third-party risk management processes. 
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Proposed TRS 2027-31 Strategic Plan – Tracked (3 of 3)

GOAL 4: Align people, processes and technology to achieve 
excellence in service delivery. (cont’d)

Objective 65: Provide effective communication to all stakeholders with a 
focus on continuous improvement.
• Strategy 1: Improve strategic communications with a customer-centric 

focus.
• Strategy 2: Implement and monitor the Member and Employer Outreach 

Plan to better help members and employers fully know and utilize 
benefits, engage with TRS, plan for retirement, and remain informed 
postretirement.

Objective 76: Evaluate automation, efficiency and technology solutions 
to enhance existing processes.

• Strategy 1: Investigate best practices and feasibility of incorporating 
artificial intelligence into organizational processes.

• Strategy 21: Identify opportunities and implement solutions for 
improved productivity, process efficiencies and performance monitoring.

• Strategy 32: Finalize implementation and operationalize Implement 
Investment Data Modernization Program to improve trust asset 
monitoring and fiduciary oversight.

• Strategy 3: Complete Pension Data Warehouse Project to automate and 
enhance data analytics and reporting capabilities for more proactive 
engagement with stakeholders. 

Objective 7: Strategically employ artificial intelligence (AI) technology for 
the ongoing benefit of TRS members in a secure, efficient and productive 
way.

• Strategy 1: Investigate best practices and integrate AI within existing 
organizational processes to optimize investment performance and 
improve member services.

• Strategy 2: Measure and evaluate improved efficiencies, effectiveness 
and cost optimization achieved by leveraging AI.

• Strategy 3: Explore innovative ways to improve competitiveness in 
product/service development and delivery.

• Strategy 4: Identify opportunities to reduce risks by the development, 
deployment and execution of AI applications.

• Strategy 5: Identify skill gaps and develop staff to support AI initiatives 
through targeted workforce and change management strategies.
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Proposed Amendment TRS Rule 

Texas Administrative Code

   TITLE 34  PUBLIC FINANCE
   PART 3  TEACHER RETIREMENT SYSTEM OF TEXAS
   CHAPTER 41 HEALTH CARE AND INSURANCE PROGRAMS
   SUBCHAPTER A RETIREE HEALTH CARE BENEFITS (TRS-CARE)
  

 TRS Rule §41.17 Limited-Time Enrollment Opportunity for Medicare-eligible Retirees
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TRS-Care: TRS Rule §41.17 

Opportunity to Enroll in TRS-Care
Rule Description

Plan Year 2027 Special 
Enrollment 

Opportunity 

• The rule provides a limited-time opportunity for eligible individuals to enroll 
in the TRS-Care Medicare Advantage plan by opening the enrollment period 
from Oct. 1, 2026, to March 31, 2028; 

• Establishes eligibility requirements; and

• Establishes effective dates of coverage.

Amending Rule §41.17 will

➢ Provide those eligible individuals for whom reduced premiums may be more affordable 
another opportunity to enroll 

➢ Maintain low premiums for the TRS-Care Medicare Advantage plan for the 2027 plan 
year
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➢ Update old dates to reflect the new Limited Time 
Enrollment Opportunity period

➢ Update old dates to reflect the new Effective Date of 
Coverage 

Proposed Amendment to TRS Rule §41.38
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Submit proposed new rule to the Texas Register, for 
30-day publication period

Post plain language summaries in English and Spanish 
on the TRS website

Present to the board at the July board meeting for 
approval to adopt

Publish adopted rule in the Texas Register

If adopted, we are targeting an August 2026 effective 
date

The limited-time open enrollment opportunity would 
begin on Oct. 1, 2026 (TRS-Care’s next annual 
enrollment period), and would extend through March 
31, 2028

Amended Rule:  

Next Steps 



 

Legal & Compliance 
 

Memorandum 
 

DATE: April 30, 2026  

TO: Governance Committee of the Board of Trustees (“Governance Committee”) 

FROM: Heather Traeger, General Counsel and Chief Compliance Officer 

THROUGH: Brian Guthrie, Executive Director 

RE: Proposed Amended Rule: TRS Rule 34 T.A.C. §41.38. 

 
Requested Action 
 
TRS Staff requests the Governance Committee to recommend that the Board of Trustees (Board) 
authorize publication in the Texas Register of the following  proposed amendment to the TRS Rule 
concerning the administration and implementation of the TRS-ActiveCare program, which is 
located in Title 34, Part 3 of Chapter 41, Subchapter C of the Texas Administrative Code:   
 

• §41.38 (relating to Termination Date of Coverage) 
 
Background and Reasons for Proposed Amendment 
 
Under the authority of § 1579.101(a) of the Texas Insurance Code, TRS establishes a group health 
benefit plan for employees of participating entities and their dependents (TRS-ActiveCare). 
Under the Insurance Code §§ 1579.051-052, TRS is charged with the duty to devise, implement 
and administer the TRS-ActiveCare program by adopting rules, plans, procedures, and orders 
considered reasonably necessary to carry out that duty. Under these legislative mandates, TRS 
holds the fiscal responsibility to manage TRS-ActiveCare and set its premiums in a manner that 
ensures the trust fund’s long-term sustainability. 
 
When establishing the annual premiums for TRS-ActiveCare, TRS considers the regional risk 
factors and the population the plan will serve for the future plan year. For this purpose, TRS 
presumes that participating entities and their constituent participants will maintain certain 



degrees of participation stability and premium payments throughout the plan year. However, 
TRS experiences instability when participants elect to voluntarily drop TRS-ActiveCare coverage 
during the plan year, as currently allowed under Rule 41.38(a)(7), absent a qualifying life event 
that would otherwise justify such a change under HIPAA mandate referenced in Rule 41.34(8).  
 
Subsection (a) of Rule 41.38 provides for nine circumstances under which a TRS‑ActiveCare 
participant’s coverage may terminate and states that termination generally occurs at the end of 
the month in which a triggering event happens. More specifically, subsubsection (a)(7) of Rule 
41.38 states that coverage shall terminate “[at] 11:59 p.m. Austin Time on the last calendar day 
of the month in which the administering firm or TRS receives notice, in a form acceptable to TRS, 
that a covered individual, or the individual under whom a dependent qualified for coverage, has 
chosen to voluntarily drop coverage under TRS-ActiveCare.” Under this provision, TRS-
ActiveCare participants are permitted to voluntarily terminate coverage at the end of any month 
at any time during the plan year, regardless of the reason.  
 
This provision under Rule 41.38(a)(7) that allows a participant to leave TRS-ActiveCare mid-year 
is inconsistent with industry standards. Typically, individuals enrolled in a health plan are 
required to remain enrolled until the end of that plan year, absent a qualifying mid-year life 
event that, under HIPAA regulations, require health plans to permit enrollment changes, such 
as termination of employment, reduction in work hours, death, divorce, marriage, or the birth 
or adoption of a child.  
 
The TRS-ActiveCare program requires predictable enrollment to ensure stable rate calculation 
and reliable premium collection. Allowing participants to voluntarily drop coverage during the 
plan year is not in the best interest of the program or the other participants who remain in the 
risk pool. For example, this practice enables participants to drop coverage after obtaining high-
cost services, effectively transferring those costs to the other participants left in the risk pool. 
Also, healthier participants may terminate coverage as a way of managing mid-year financial 
constraints, thereby shifting the claims burden to higher-cost participants who cannot afford to 
leave the program and driving premium raises in subsequent years. It also increases the 
administrative burden of managing the program, which in turn increases administrative costs. 
 
Therefore, we propose deleting subsubsection (a)(7) of Rule 41.38 in its entirety and 
subsequently renumbering the rest of the subsubsections. This will eliminate the participants’ 
option to drop TRS-ActiveCare coverage voluntarily in the middle of the plan year, while still 
allowing them to drop mid-year coverage when they experience significant life-changing events 
as required by HIPAA. 
 
Conclusion 
 
If the Governance Committee authorizes publication, the proposed amended rule will be 
published in the Texas Register for public comment for at least 30 days before presentation to 
the Governance Committee and Board of Trustees for final adoption. 
 



A draft of the proposed amendment for publication is attached as Attachment 1, and a clean 
version is attached as Attachment 2. 
  



 

ATTACHMENT 1 
  



TITLE 34.  PUBLIC FINANCE 
PART 3.  TEACHER RETIREMENT SYSTEM OF TEXAS 
CHAPTER 41.  HEALTH CARE AND INSURANCE PROGRAMS 
SUBCHAPTER C.  TEXAS SCHOOL EMPLOYEES GROUP HEALTH (TRS-ACTIVECARE) 
RULE §41.38.         Termination Date of Coverage 

 

(a) Unless otherwise required by law or this section, coverage shall terminate at the earliest of: 

(1) 11:59 p.m. Austin Time on the last calendar day of the month in which the covered 
individual's employer, or the employer of the individual under whom a dependent qualified 
for coverage, ceases to be a participating entity; 

(2) 11:59 p.m. Austin Time on the last calendar day of the month in which a covered 
individual, or the individual under whom a dependent qualified for coverage, terminates 
employment as determined by the participating entity, except as otherwise provided under 
§41.39 of this title (relating to Coverage for Individuals Changing Employers); 

(3) 11:59 p.m. Austin Time on the last calendar day of the month in which a covered 
individual, or the individual under whom a dependent qualified for coverage, is no longer 
eligible for coverage under TRS-ActiveCare under §41.34 of this title (relating to Eligibility 
for Coverage under the Texas School Employees Uniform Group Health Coverage Program); 

(4) 11:59 p.m. Austin Time on the date specified by the trustee if the covered individual, or 
the individual under whom a dependent qualified for coverage, is expelled from the program; 

(5) 11:59 p.m. Austin Time on the last calendar day of the month immediately preceding the 
month in which TRS receives a notification from a participating entity, in the form 
prescribed by TRS, that a covered individual failed to make a required monthly premium 
payment to the participating entity; 

(6) 11:59 p.m. Austin Time on the last calendar day of the month in which a covered 
individual enters into active, full-time military, naval, or air service, except as provided 
under the Uniformed Services Employment and Reemployment Rights Act of 1994 
(USERRA) or other applicable law; 

(7) 11:59 p.m. Austin Time on the last calendar day of the month in which the administering 
firm or TRS receives notice, in a form acceptable to TRS, that a covered individual, or the 
individual under whom a dependent qualified for coverage, has chosen to voluntarily drop 
coverage under TRS-ActiveCare; 

(7)[(8)] 11:59 p.m. Austin Time on the last day of the month for which TRS-ActiveCare 
received payment if the participating entity employing the covered individual, or the 



individual under whom a dependent qualified for coverage, has failed to make all premium 
payments due for a period of 90 days or longer; or 

(8)[(9)] the termination date and time that a health maintenance organization participating in 
TRS-ActiveCare provides for in its Evidence of Coverage for the reasons listed in that 
Evidence of Coverage. 

(b) Notwithstanding subsection (a) of this section, a covered individual who resigns his 
employment position with a participating entity effective after the last day of an instructional 
year and who is in "good standing" with TRS-ActiveCare at the time of the effective date of 
resignation, is entitled to automatically remain enrolled in TRS-ActiveCare, through the earlier 
of (1) the first anniversary of the date participation in or coverage under TRS-ActiveCare was 
first made available to employees of that participating entity for the last instructional year in 
which the covered individual was employed by the participating entity, or (2) the last calendar 
day before the first day of the instructional year immediately following the last instructional year 
in which the employee was employed by the participating entity, provided none of the events 
described in provisions of subsection (a) of this section occur after the effective date of the 
covered individual's resignation. Consequently, if the employer of the covered individual became 
a participating entity in TRS-ActiveCare on or before the September 1st that immediately 
preceded the effective date of resignation by the covered individual, then the covered individual 
may automatically be entitled to coverage through the August 31st that immediately follows the 
effective date of resignation, assuming termination does not sooner occur due to the occurrence 
of an event described in provisions of subsection (a) of this section after the effective date of the 
covered individual's resignation. Alternatively, if the employer of the covered individual became 
a participating entity in TRS-ActiveCare after the September 1st that immediately preceded the 
effective date of resignation by the covered individual, then the covered individual may 
automatically be entitled to coverage through the end of the 12th month of that participating 
entity's participation in TRS-ActiveCare, assuming termination does not sooner occur due to the 
occurrence of an event described in provisions of subsection (a) of this section after the effective 
date of the covered individual's resignation. A dependent enrolled in TRS-ActiveCare under a 
covered individual who qualifies for continued coverage pursuant to this subsection is also 
automatically entitled to remain enrolled in TRS-ActiveCare only for such time as the covered 
individual remains enrolled in TRS-ActiveCare. For purposes of this subsection only, the 
following applies: 

(1) A covered individual is in "good standing" with TRS-ActiveCare if, on the effective date 
of the individual's resignation: 

(A) the covered individual has not been expelled from TRS-ActiveCare; 



(B) TRS has not received a notification from the participating entity that employed the 
covered individual, in the form prescribed by TRS, that the covered individual failed to 
make a required monthly TRS-ActiveCare premium payment to the participating entity; 
and 

(C) neither the participating entity that employed the covered individual, nor the covered 
individual under whom a dependent qualified for coverage, failed to make all premium 
payments due for a period of 90 days or longer. 

(2) For each participating entity that provides instruction to students, the term "instructional 
year" shall be the locally established calendar period during which that participating entity 
holds classes, exclusive of summer school. In no event may this "instructional year" extend 
beyond June 30th. 

(3) For each participating entity that does not provide instruction to students, the 
participating entity may establish an "instructional year" that begins no earlier than August 
1st and does not extend beyond June 30th. 

(4) If a participating entity does not establish an "instructional year," the "instructional year" 
shall be deemed to begin on September 1st and to extend through May 31st. 

(5) Each participating entity shall have only one "instructional year," which shall be 
applicable to all covered individuals employed by the participating entity. 

(c) For individuals receiving continuation coverage under the Consolidated Omnibus Budget 
Reconciliation Act of 1985 (Pub. L. 99-272) ("COBRA"), coverage shall terminate the earlier of: 

(1) 11:59 p.m. Austin Time on the last calendar day of the month immediately preceding the 
date on which TRS fails to receive a timely and complete monthly premium payment from 
an individual receiving COBRA continuation coverage; or 

(2) 11:59 p.m. Austin Time on the last calendar day of the month in which an individual's 
eligibility for COBRA continuation coverage expires or otherwise terminates. 

  



ATTACHMENT 2  



TITLE 34.  PUBLIC FINANCE 
PART 3.  TEACHER RETIREMENT SYSTEM OF TEXAS 
CHAPTER 41.  HEALTH CARE AND INSURANCE PROGRAMS 
SUBCHAPTER C.  TEXAS SCHOOL EMPLOYEES GROUP HEALTH (TRS-ACTIVECARE) 
RULE §41.38.         Termination Date of Coverage 

 

(a) Unless otherwise required by law or this section, coverage shall terminate at the earliest of: 

(1) 11:59 p.m. Austin Time on the last calendar day of the month in which the covered 
individual's employer, or the employer of the individual under whom a dependent qualified 
for coverage, ceases to be a participating entity; 

(2) 11:59 p.m. Austin Time on the last calendar day of the month in which a covered 
individual, or the individual under whom a dependent qualified for coverage, terminates 
employment as determined by the participating entity, except as otherwise provided under 
§41.39 of this title (relating to Coverage for Individuals Changing Employers); 

(3) 11:59 p.m. Austin Time on the last calendar day of the month in which a covered 
individual, or the individual under whom a dependent qualified for coverage, is no longer 
eligible for coverage under TRS-ActiveCare under §41.34 of this title (relating to Eligibility 
for Coverage under the Texas School Employees Uniform Group Health Coverage Program); 

(4) 11:59 p.m. Austin Time on the date specified by the trustee if the covered individual, or 
the individual under whom a dependent qualified for coverage, is expelled from the program; 

(5) 11:59 p.m. Austin Time on the last calendar day of the month immediately preceding the 
month in which TRS receives a notification from a participating entity, in the form 
prescribed by TRS, that a covered individual failed to make a required monthly premium 
payment to the participating entity; 

(6) 11:59 p.m. Austin Time on the last calendar day of the month in which a covered 
individual enters into active, full-time military, naval, or air service, except as provided 
under the Uniformed Services Employment and Reemployment Rights Act of 1994 
(USERRA) or other applicable law; 

(7) 11:59 p.m. Austin Time on the last day of the month for which TRS-ActiveCare received 
payment if the participating entity employing the covered individual, or the individual under 
whom a dependent qualified for coverage, has failed to make all premium payments due for a 
period of 90 days or longer; or 



(8) the termination date and time that a health maintenance organization participating in 
TRS-ActiveCare provides for in its Evidence of Coverage for the reasons listed in that 
Evidence of Coverage. 

(b) Notwithstanding subsection (a) of this section, a covered individual who resigns his 
employment position with a participating entity effective after the last day of an instructional 
year and who is in "good standing" with TRS-ActiveCare at the time of the effective date of 
resignation, is entitled to automatically remain enrolled in TRS-ActiveCare, through the earlier 
of (1) the first anniversary of the date participation in or coverage under TRS-ActiveCare was 
first made available to employees of that participating entity for the last instructional year in 
which the covered individual was employed by the participating entity, or (2) the last calendar 
day before the first day of the instructional year immediately following the last instructional year 
in which the employee was employed by the participating entity, provided none of the events 
described in provisions of subsection (a) of this section occur after the effective date of the 
covered individual's resignation. Consequently, if the employer of the covered individual became 
a participating entity in TRS-ActiveCare on or before the September 1st that immediately 
preceded the effective date of resignation by the covered individual, then the covered individual 
may automatically be entitled to coverage through the August 31st that immediately follows the 
effective date of resignation, assuming termination does not sooner occur due to the occurrence 
of an event described in provisions of subsection (a) of this section after the effective date of the 
covered individual's resignation. Alternatively, if the employer of the covered individual became 
a participating entity in TRS-ActiveCare after the September 1st that immediately preceded the 
effective date of resignation by the covered individual, then the covered individual may 
automatically be entitled to coverage through the end of the 12th month of that participating 
entity's participation in TRS-ActiveCare, assuming termination does not sooner occur due to the 
occurrence of an event described in provisions of subsection (a) of this section after the effective 
date of the covered individual's resignation. A dependent enrolled in TRS-ActiveCare under a 
covered individual who qualifies for continued coverage pursuant to this subsection is also 
automatically entitled to remain enrolled in TRS-ActiveCare only for such time as the covered 
individual remains enrolled in TRS-ActiveCare. For purposes of this subsection only, the 
following applies: 

(1) A covered individual is in "good standing" with TRS-ActiveCare if, on the effective date 
of the individual's resignation: 

(A) the covered individual has not been expelled from TRS-ActiveCare; 

(B) TRS has not received a notification from the participating entity that employed the 
covered individual, in the form prescribed by TRS, that the covered individual failed to 
make a required monthly TRS-ActiveCare premium payment to the participating entity; 
and 



(C) neither the participating entity that employed the covered individual, nor the covered 
individual under whom a dependent qualified for coverage, failed to make all premium 
payments due for a period of 90 days or longer. 

(2) For each participating entity that provides instruction to students, the term "instructional 
year" shall be the locally established calendar period during which that participating entity 
holds classes, exclusive of summer school. In no event may this "instructional year" extend 
beyond June 30th. 

(3) For each participating entity that does not provide instruction to students, the 
participating entity may establish an "instructional year" that begins no earlier than August 
1st and does not extend beyond June 30th. 

(4) If a participating entity does not establish an "instructional year," the "instructional year" 
shall be deemed to begin on September 1st and to extend through May 31st. 

(5) Each participating entity shall have only one "instructional year," which shall be 
applicable to all covered individuals employed by the participating entity. 

(c) For individuals receiving continuation coverage under the Consolidated Omnibus Budget 
Reconciliation Act of 1985 (Pub. L. 99-272) ("COBRA"), coverage shall terminate the earlier of: 

(1) 11:59 p.m. Austin Time on the last calendar day of the month immediately preceding the 
date on which TRS fails to receive a timely and complete monthly premium payment from 
an individual receiving COBRA continuation coverage; or 

(2) 11:59 p.m. Austin Time on the last calendar day of the month in which an individual's 
eligibility for COBRA continuation coverage expires or otherwise terminates. 
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State Law Requires Four-year Rule Review

Four-year Review Requirement
Government Code 2001.039 requires that TRS review all its 
existing rules not later than:

• The fourth anniversary of the rule taking effect; and
• Every four years after that date. 

Historic Review Dates
TRS completed its prior reviews on the following dates:

 

Feb. 21, 2003 Feb. 16, 2007 Dec. 28, 2010

Nov. 24, 2014 Sept. 27, 2018 July 29, 2022

Target Rule Review 2026 Complete Date: July 27, 2026

Rule Review 2026 deadline: Feb. 19, 2027
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Readopt, Readopt with Changes, or Repeal

During rule review, TRS must, at minimum:

• Determine whether the reasons for initially 
adopting the rule continue to exist;

• Consider any public comments received;
• Recommend to readopt, readopt with changes, 

or repeal each of its 265 existing rules. 

Rule review does not include:
 
• The recommended amendments or repeals;
• Recommendations for new rules that may be 

necessary.

TRS Rule Chapters Undergoing Review
Chapter 21. Purpose and 

Scope
Chapter 35. Payments By 

TRS

Chapter 23. 
Administrative 

Procedures
Chapter 39. Proof Of Age

Chapter 25. Membership 
Credit

Chapter 41. Health Care 
and Insurance Programs

Chapter 27. Termination 
of Membership and 

Refunds

Chapter 43. Contested 
Cases

Chapter 29. Benefits
Chapter 47. Qualified 
Domestic Relations 

Orders

Chapter 31. Employment 
After Retirement

Chapter 49. Collection of 
Delinquent Obligations

Chapter 33. Legal 
Capacity

Chapter 51. General 
Administration
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Rule Review 2026: Next Steps

1. Publish Notice of Intention to Review in Texas Register. 

2. TRS Staff reviews rules and public comments, if any, and 
submits recommendations to the Governance Committee for 
approval by the board of trustees.

3. TRS submits Notice of Readoption to Texas Register for 
publication. Four-year Rule Review is complete. 

4. TRS proceeds with any rulemaking projects based on the 
recommendations made during the review.



 

 

   
Legal & Compliance 

Memorandum 

DATE: April 30, 2026 

TO: Governance Committee of the Board of Trustees  

FROM: Heather Traeger, General Counsel 

COPY: Brian Guthrie, Executive Director 

RE: Four-Year Rule Review for Chapters 21, 23, 25, 27, 29, 31, 33, 35, 39, 41, 43, 47, 49, 
and 51 

 
REQUESTED ACTION 
 
Staff asks the Governance Committee to authorize the Executive Director or his designee to submit to the 
Texas Register for publication the following Proposed Rule Review Notice of all TRS rules in Chapters 21 
through Chapter 51 of Title 34, Part 3 of the Texas Administrative Code. 
 
WHY THE ACTION IS REQUESTED  
 
Texas Government Code Section 2001.039 requires all state agencies to review their rules every four years 
and consider whether the rules should be readopted.  As part of this review, state agencies are instructed 
to consider whether the reasons for initially adopting each rule continues to exist. The agency must then 
decide whether to readopt, readopt with amendments or repeal each rule. 
 
TRS must review a rule not later than the fourth anniversary of the date on which the rule takes effect 
and every four years after that date. TRS completed its last statutory review of all TRS rules in Chapter 21 
through Chapter 51 on July 29, 2022 and seeks to complete the current review of these rules by July 27, 
2026. 
 
Staff has already begun a thorough review of the rules and its final recommendations will be presented 
to the Governance Committee at the July 16-17, 2026 board meeting. This project is led by the Legal & 
Compliance team with significant input from each TRS business division that is affected by the rules.     
 
The rule review process has two stages: 
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1. Notice of Intention to Review. The Notice of Intention to Review – also sometimes 
referred to as the Proposed Rule Review Notice – legally notifies the public of the 
commencement and scope of the TRS rule review and invites comments on the rules to 
be reviewed. The Notice of Intention to Review must be published in the Texas Register 
at least 30 days before TRS completes the rule review.   

 
2. Notice of Readoption. The Notice of Readoption – also sometimes referred to as the 

Adopted Review – legally confirms and notifies the public that TRS has completed its rule 
review.  Texas law requires that TRS complete its rule review by submitting the Notice of 
Readoption to the Texas Register within six months of the date the Notice of Intention to 
Review was published. The Notice of Readoption will list the rules being readopted. It will 
also identify the rules that TRS intends to repeal or amend.   

 
After TRS completes its rule review, any necessary rule amendments or rule repeals resulting from the 
review will be proposed and adopted in separate rulemaking proceedings during the next four years prior 
to the start of the next TRS rule review process in 2030.  

 
Attached for your consideration is the Proposed Rule Review Notice, which is the legal notice to the public 
that TRS is reviewing its rules. The notice will be published in the Texas Register and invites public 
comment on the chapters under review. 
 

 



 

Teacher Retirement System of Texas  
 
Title 34, Part 3  
 
Proposed Rule Review 
 
The Teacher Retirement System of Texas (TRS) publishes this notice of intention to review 
all TRS rules in Chapters 21 through 51 in Title 34, Part 3 of the Texas Administrative 
Code.  
 
TRS will review these rules pursuant to and in accordance with the requirements of section 
2001.039 of the Texas Government Code.  TRS will determine whether the reasons for 
initially adopting each rule continue to exist.  If it is determined during this review that any 
section within the chapters being reviewed should be repealed or amended, the repeal or 
amendment will be initiated under a separate proceeding after completion of the rule 
review.  
 
Written comments pertaining to this proposed rule review must be submitted to Brian 
Guthrie, Executive Director, Teacher Retirement System of Texas, PO Box 149676, 
Austin, Texas 78714. The deadline for written comments is 30 days after publication of 
this proposed rule review notice in the Texas Register.  
 
The following chapters are available for review at: https://texas-
sos.appianportalsgov.com/rules-and-meetings?interface=VIEW_TAC&part=3&title=34 
 
 
Chapter 21. Purpose and Scope 
 
Chapter 23. Administrative Procedures 
 
Chapter 25. Membership Credit 
 
Chapter 27. Termination of Membership and Refunds 
 
Chapter 29. Benefits 
 
Chapter 31. Employment After Retirement 
 
Chapter 33. Legal Capacity 
 
Chapter 35. Payments by TRS 
 
Chapter 39. Proof of Age 
 
Chapter 41. Health Care and Insurance Programs 
 

https://texas-sos.appianportalsgov.com/rules-and-meetings?interface=VIEW_TAC&part=3&title=34
https://texas-sos.appianportalsgov.com/rules-and-meetings?interface=VIEW_TAC&part=3&title=34


 

Chapter 43. Contested Cases 
 
Chapter 47. Qualified Domestic Relations Orders 
 
Chapter 49. Collection of Delinquent Obligations 
 
Chapter 51. General Administration 
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Executive Summary

Background
• Two Public Markets managers are near or above the market value limit set in Appendix B of the Investment Policy Statement. 

All active allocation decisions were made within policy limits; any resulting violations are passive in nature and attributable to 
strong underlying performance

Recommendation
Within the IPS, Appendix B,
• Increase Total Manager Organization Market Value Limit for Public Markets from 3% to 5%
• Increase IIC Approval Authority, each Manager Organization regarding Market Value from 6% to 8%

Rationale
• Growth in Public Markets and External Public Markets (EPU) through strong performance and strategic asset allocation 

changes, leading to increased capital deployment
• Public Markets investments are generally liquid in nature
• Manager consolidation across the industry continues to be a trend, leading to larger firms with broader strategy offerings
• Tangible benefits to TRS of larger manager relationships
• Continued presence of multiple risk controls to ensure prudent allocations among investments and managers
• An increase in the limit for Public Markets without a corresponding increase in the Total Manager Organization limit could 

unduly constrain the private markets team
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IPS, Appendix B

Definition
• Exposure: the sum of market value and unfunded commitments
Purpose
• This appendix outlines Internal Investment Committee (IIC) approval authority limits for individual investments and for each 

manager organization
• As shown in gray, the IIC may approve investments in a single manager up to 3% of Trust for the Public Markets portfolio and up to 

6% of Trust cumulatively across all portfolios (Public Markets, Private Equity, etc.), based on market values
• This proposal seeks to increase these limits to 5% and 8%, respectively, as indicated in blue
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IPS, Appendix B

Source: State Street Bank and IMD, Data as of December 31, 2025

Currently, all portfolios are subject to the same limits despite key differences
• Public markets is currently 52.1% ($122.5bn) of the Trust (right table)
• Public market allocations tend to be fully funded evergreen investments and typically do not come with future funding obligations, 

so there is less need to have different limits for “Market Value” and “Exposure”
• Allocations to public market managers are predominantly liquid with the ability to redeem over a short period
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Rationale

• Public Markets Growth

o In July 2024, the TRS Board of Trustees approved a new SAA for the Trust, which resulted in a long-term target increase in 
public equity strategies from 40% to 45%

o As a result, Public Markets has a larger amount of capital to deploy across strategies, including through managers with the 
External Public Markets (EPU) group

• EPU Growth

o Over a five-year period ending December 2025, EPU assets increased by $25bn, representing 31% of the Trust and 66% of 
Public Markets

o Despite the growth in assets, EPU manager count has remained consistent, with a net decrease of three managers in five 
years (to 53). As a result, average capital per manager has increased from $835mm to $1,366mm

• EPU Alpha

o Over the last five years, EPU has delivered $5.1bn (+225bp p.a.) in excess return above the benchmark to the Trust

Strong performance and the recent SAA change have accelerated EPU’s Trust-level growth against a fixed 3% per-manager, 
per-portfolio limit. An increase in the market value limit will allow EPU to continue to prioritize scaling high-conviction 
managers first while maintaining appropriate risk controls
Source: State Street Bank and IMD, Data as of December 31, 2025
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Asset Manager Consolidation

• Asset Managers continue to grow in assets and strategy breadth, leading to the increased presence of conglomerates

• A 2025 report predicts 20% fewer wealth and asset managers and over 1,500 significant transactions by 2029

• Since 2020, this report indicates an average annual growth of 20% in asset manager and alternative asset manager M&A 
transactions

Recent notable transactions across public and private markets managers include:

• Blackrock and Global Infrastructure Partners (2024)

• TPG and Angelo Gordon (2023)

• KKR and Global Atlantic (2024)

• Man Group and Varagon (2023)

• Nomura and Macquarie (2025)

Ongoing asset manager consolidation across public and private markets supports an increase in the total manager organization 
market value limit, aligned with the public markets portfolio market value limit. This helps ensure that portfolio growth or 
industry consolidation does not constrain manager hiring across other portfolios

Source: Oliver Wyman and Morgan Stanley. Thinning the Herd — The Race for Relevance Fueling M&A. October 2025.https://www.oliverwyman.com/our-expertise/insights/2025/oct/mergers-and-
acquisitions-fueling-wealth-and-asset-management.html
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Risk Controls

Controls on a manager’s size in the portfolio include:

• IPS limits on additional allocation authority, which regulates investment pacing (Appendix B)

• IPS tracking error limits which encourage diversification (Appendix A)

• IPS requirements on prudent liquidity management (10.4)

• IPS limits on hedge fund investments (2.3)

• IIC review of the manager organization, including its size, stability, balance sheet, and operational due diligence

• Public Markets team review of risk contribution by strategy

• Initial and ongoing operational due diligence (ODD) conducted by Albourne at both the strategy and firm levels
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Prior IPS Changes

• Public Markets has operated under the 3% manager concentration limit since 2008

o EPU was first established in 2008 and has scaled slowly over time

• The Board approved an update to Appendix B in 2019 to enable continued growth in Private Market manager concentration

o Multiple managers in Private Market were constrained by the 3% Exposure limit at that time

• To address this, the 3% Market Value limit was added for each of the Portfolios and the Exposure limit was increased from 3%
to 5%

o Similarly, the Total Manager Exposure limit was increased from 6% to 10%

• Manager concentration for the Total Trust has increased modestly given increase in Public Market managers

o Top 10 Managers represent 21% of the Trust today versus 19% in 2019

o Conversely, TRS Private Market Portfolios have become less concentrated since the IPS change
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APPENDIX B – IIC APPROVAL AUTHORITY AND MANAGER ORGANIZATION 

ALLOCATION LIMITS 

Allocations to a single manager organization may only exceed the limits specified in this Appendix B with the 

prior authorization of the Board. 

Article 

Affected 

Portfolio Initial 

Allocation or 

Commitment 

with Manager, 

by Portfolio 

Additional or 

Follow-On 

Allocation or 

Commitment 

with the same 

Manager, by 

Portfolio 

Total Manager 

Organization 

Market Value 

Limits, by 

Portfolio 

Total Manager 

Organization 

Exposure Limits, 

by Portfolio 

2 Public Markets Portfolios 0.5% 1% 3% 5% 5% 

4.2 Private Equity Portfolio 0.5% 1% 3% 5% 

5.2 Real Estate Portfolio 0.5% 1% 3% 5% 

6.2 

Energy, Natural Resources and 

Infrastructure Portfolio 0.5% 1% 3% 

5% 

Total IIC Approval Authority, each Manager Organization 6% 8% 10% 

All allocation or commitment limits are expressed as a percentage of the Total Fund value and are to be 

calculated as of the date the applicable investment is approved by the IIC or other investment authorization. 

Exposure is defined as the sum of the market value and unfunded commitments for the purposes of Appendix B. 

All external investments must be assigned to one of the four portfolios at the time of approval. For the purposes 

of the Manager Organization Market Value Limit, market value is based on the most recent month-end values 

provided by the custodian and does not include the proposed investment under consideration. 

“Affiliate” means any person directly or indirectly controlling, controlled by, or under common control with, 

another person. A “manager organization” includes its Affiliates without regard to the names of the entities. The 

Chief Compliance Officer will be responsible for determining the manager organization’s Affiliates that are 

applicable for the above limits. 

The percentage limit for additional or follow-on allocations or commitments applies to each additional or 

follow-on allocation or commitment by a listed portfolio to a manager and is in addition to, and not cumulative 

of, the limit specified for initial allocations or commitments. By way of example, if a portfolio initially allocates 

0.2% of the Total Fund to a manager, the portfolio may thereafter allocate or commit up to 1.0% in a single 

additional or follow-on allocation or commitment to the same manager for a total of 1.2% allocated or 

committed to the same manager (0.2%+1.0%). If a portfolio initially allocates 0.2%, then makes an additional 

allocation or commitment of 0.8%, and desires to make a further additional or follow-on allocation to the same 

manager, the applicable limit for the further additional or follow-on allocation is 1.0% of the Total Fund, for a 

total of 2.0% allocated or committed to the manager (0.2%+0.8%+1.0%). All investments occurring in the six 

months prior to the follow-on investment, co-investment or additional investment shall be included in the 

calculation of the percentage limits. If the initial investment occurred less than six months prior to the current 

investment, the initial allocation limit of 0.5% rather than the follow-on allocation limit of 1.0% will apply. 

In calculating the available limits, returned capital is excluded from the sum of existing total allocations or 

commitments. Committed capital is included during the applicable investment period of a fund without regard to 

whether the commitment amount is funded or unfunded or the fund is open-ended. Capital that has been 

returned but that is subject to recall by a Private Investment Fund is considered to be committed or allocated for 

the purposes of the limits in this Appendix B. 
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Authority for Special Investment Opportunities. Notwithstanding the limits set forth in this Appendix B, the 

CIO may designate an investment opportunity as a “Special Investment Opportunity” if the circumstances 

indicate a reasonable probability that a rapid investment response will be required in order for TRS to acquire 

the investment in excess of the limits on Investment Division authority set forth in this Appendix B. 

Circumstances requiring a rapid response may include, but are not limited to, distressed situations or market 

dislocations creating opportunities to acquire interests or assets at pricing that indicates a reasonable probability 

that the interests or assets are undervalued or will increase in value. The CIO shall notify the Executive Director 

as promptly as possible of the Special Investment Opportunity. The CIO and the Executive Director shall 

consult with the Chair of the Board and the Chair of the Investment Management Committee and determine if it 

is not practicable to present the opportunity for consideration by the Board. If the opportunity will not be added 

to an agenda, and the CIO and the Executive Director conclude that the investment would be in the best interests 

of TRS, the CIO and the Executive Director may authorize and conclude an investment up to $1 billion in that 

Special Investment Opportunity. 

After one investment in a Special Investment Opportunity has been made, no further investment in a Special 

Investment Opportunity may be made until the Board has reauthorized the CIO’s authority to designate a 

Special Investment Opportunity. Such reauthorization shall renew the CIO’s and the Executive Director’s 

authority to invest up to $1 billion in a Special Investment Opportunity under this provision. 
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MEMORANDUM  

To:  Board of Trustees  
The Teacher Retirement System (TRS) of Texas  

 
 
From: Keith C. Brown  

Advisor to the TRS Board   
 

Re:  Proposed Changes to the TRS Investment Policy Statement  
 

Date:  April 2, 2026 
 
 
 
I have reviewed the two modifications to the Investment Policy Statement (IPS) that the 
Investment Management Division (IMD) has proposed recently.  Overall, I recommend 
that the Board consider adopting these requested changes after a further evaluation of the 
issues involved with that proposal.   
 
Below, I include discussion and analysis of the recommended modifications.  Please note 
that, where relevant, I refer to the language and data used in IMD’s “Manager 
Concentration Recommendation” presentation to the Board of April 2026.   
 
•  Amend Appendix B of the Investment Policy Statement to Expand Investment Manager 

Organization Concentration Limits 
 
The purpose of Appendix B in the Investment Policy Statement is to specify limitations on 
the amount of investment capital that the various IMD divisions can place in externally 
managed funds.  These investment concentration limits are broken into four categories 
summarized as follows: (i) Initial Commitment with Manager; (ii) Additional Commitment 
with Same Manager; (iii) Total Manager Organization Market Value; and (iv) Total 
Manager Organization Exposure.   Separate limits in each of these four categories are 
designated for different IMD operating teams (Public Equity, Private Equity, Real Estate, 
ENRI) and limits on the two Manager Organization categories are also expressed for the 
entire TRS portfolio. 
 
The two proposed changes affect the Total Manager Organization Market Value Limits 
category: 

- Public Markets would see its concentration limit increase from 3% of total TRS 
Fund value to 5%; 

- The overall IIC Approval authority would increase from 6% to 8%. 
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These changes are reflected in the amended Appendix B of the IPS as: 
 

 
 
 
Before addressing the appropriateness of these proposed modifications, it may be useful to 
consider the purpose of having manager concentration limits in the first place, as well as a 
brief history of how those policy limits have been deployed at TRS over time.  (In the 
interest of space, I have placed in an Appendix to this memo a more complete discussion 
of both the purpose for and the history of these restrictions.) 
  -   The general purpose of manager concentration limits is to control exposure to the 

myriad risks associated with using external managers to invest portions of the TRS 
portfolio.  Generally, these additional risks are distinct from normal market volatility 
exposure, meaning that other risk controls aimed at mitigating volatility risk (e.g., 
tracking error restrictions) are not sufficient to address manager concentration risk. 

  -    Manager concentration limits have been in place at TRS for about 20 years, dating 
back at least to 2007.  While the form and level of these restrictions have changed over 
the years, the evolution of how those limits have been expressed has allowed for the 
possibility of incrementally more manager organization concentration in the overall 
portfolio. 

 
 
The first proposed change—increasing the Total Manager Organization Market Value 
Limit for the Public Markets portfolios from 3% to 5%—appears to be the real focus of 
IMD’s interest in amending the IPS at this point, based on the concern that at least two 
existing external managers are “near or above” the current market value limit.  Inasmuch 
as the limit for Total Manager Organization Exposure (which equals [Market Value of 
Existing Investments] + [Unfunded Commitments]) is already set at 5%, raising the limit 
on Total Manager Organization Market Value (which is just [Market Value of Existing 
Investments]) to a matching 5% level is not a significant adjustment for the Public Markets 
portfolios, where there is very little difference between the amount of capital actually 
invested and the total amount invested and committed (i.e., typically, there are relatively 
few unfunded Public Markets commitments.)  The same would not be true for three Private 
Markets portfolios, but no changes have been proposed for manager concentration limits 
in those divisions. 
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The second proposed change—increasing the Total Manager Organization Market Value 
limit from 6% to 8%—is a somewhat different story.  This restriction defines the 
permissible level of concentration in external manager organizations handling existing 
investments across the entire TRS portfolio (i.e., from all four IMD divisions).  For 
perspective, the current 6% limit translates to the possibility that TRS could employ as few 
as 16-17 outside management firms to handle their existing investments, meaning a move 
to an 8% limit could reduce that number to just 12-13 external organizations.  (Incidentally, 
the current limit of 10% for Total Manager Organization Exposure implies a possible 
minimum of only 10 outside firms being included.) 
 
Clearly, the adoption of this second proposed modification would allow for the potential 
of a more concentrated stable of external manager organizations that TRS employs.  The 
relevant question for the Board to ask is whether this potential increase in concentration 
represents a meaningful risk to the Trust.  Unfortunately, there really is not much in the 
way of theoretical guidance to draw from with respect to determining the optimal number 
of manager firms to employ, in contrast to the question of the optimal number of securities 
to hold in a portfolio, where academic research is more plentiful.  Further, the proposed 
limit does not appear to be out of line with concentration restrictions adopted by other large 
U.S. pension systems, although that comparison is a little challenging since not every 
pension fund makes the “Market Value vs. Total Exposure” distinction that TRS does.  So, 
it is difficult to say that having fewer large organizational commitments in the Trust is 
likely to be harmful.   
 
Finally, it is worth noting that while the first requested modification is the pressing issue 
driving this out-of-cycle request to alter the IPS, the second change involving the overall 
Fund concentration limits should be viewed as the more impactful one from the Board’s 
perspective.  Interestingly, the rationale offered by the IMD for this second change is that 
it is necessary to insure that “…increasing the limit for Public Markets does not create 
incremental risks in the private portfolios”, which “…could unduly constrain the private 
markets team”.  This seems to be a misdirected argument that misses the main point that 
this particular limit restriction is one of the primary ways the Board uses to control against 
excessive adverse exposure to an external organization, regardless of the specific nature of 
the assets it manages on behalf of TRS.  As the history of manager concentration limits 
detailed in the Appendix indicates, the level of this specific restriction has been set at 6% 
for quite some time and so the Board needs to be satisfied that the reason to now move it 
up to 8%—with the attendant increase in concentration risk that implies—is sufficiently 
well justified.  
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Appendix: 
 
•  Purpose of Manager Concentration Limits 
 
As in most U.S. pension funds, a significant portion of the assets held in the TRS portfolio 
are externally managed.  This creates an additional set of risk exposures beyond the usual 
market volatility concerns, which would be present regardless of whether assets are 
invested in-house or by outside managers. 
 
There are several additional risks associated with using external managers to invest the 
assets in the overall portfolio: 
 
   -  Key Person Risk: Adverse outcomes resulting from the departure of key personnel or 

other forms of instability within an organization 
   - Operational Risk: Adverse outcomes resulting from fraud, compliance failure, 

operational breakdowns, etc. within an organization 
   - Style Concentration Risk: Overexposure to a single investment style or philosophy 

adopted within a single organization 
   - Political Risk:  Reduced flexibility to reposition portfolio assets in the aftermath of 

newly adopted legislative mandates 
 
Simply stated, the purpose of manager and manager organization concentration limits is to 
control the level of exposure to these additional sources of investment risk.  Note once 
again that these incremental exposures are distinct from the general volatility in the capital 
markets and so other risk limits intended to control various aspects of market volatility 
exposure (e.g., tracking error constraints) will not protect against an operational or key 
person failure within a manager organization. 
 
 
•  Brief History of Manager Concentration Limits at TRS 
 
Until around 2006, the vast majority of TRS assets were managed internally.  Accordingly, 
adopting authorization policy limits for external manager commitments was not really a 
pressing concern until that time.  The earliest mention I could find of external manager 
concentration limits occurs in the version of the IPS adopted in June 2007.  The breadth, 
levels, and format for these manager concentration limits have been modified several times 
over the years and what follows below is a condensed summary of that progression. 
 
  - Jun 2007: Section 8 of the IPS outlined how externally managed portfolios could be 

adopted and managed.  The authorization authority limits varied in form 
significantly for public and private portfolios (e.g., 1% of total net Fund 
assets for outside public equity managers, a $150 million limit for private 
equity funds). 

 
  - Sep 2008: Manager concentration limits became expressed in a more uniform fashion 

and generally increased slightly, still representing limits at the manager level 
based on total Fund value. 
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Initial 
Fund/Mandate 

Limit 

Follow-on 
limit for 

subsequent 
deals with the 
same manager 

Total Manager 
limit 

External Public Managers 0.50% 1% 2% 
Private Equity 0.50% 1% 2% 
Real Estate 0.50% 1% 2% 
Total Potential Sponsor Exposure     6% 
All limits are expressed as a percent of the Total Fund value  

  
  
  - Sep 2009: Manager concentration limits were adjusted upwards at the IMD division 

level, but the Total Organization Exposure limit was left unchanged. 
 

 
  
  - Sep 2013: The manager concentration limits were amended with the creation of ENRI 

as a new operating division within IMD; the Total Organization Exposure 
limit was left unchanged. 

 

 
  
  - Sep 2019: The external manager limits in Appendix B of the IPS were modified to make 

separate manager organization exposure limits for (i) the market value of 
existing (i.e., funded) investments; and (ii) total funded and unfunded 
commitments.  The adoption of this second concentration limit category (i.e., 
Total Manager Organization Exposure) considerably increased the allowable 
level of organizational concentration in the overall portfolio.  It remains the 
existing set of concentration limits in place for the TRS portfolio. 
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  - Apr 2026: Here again are the proposed changes to the existing manager concentration 

limits. 
 

 



 

 

MEMORANDUM 

TO: Board of Trustees 
Teacher Retirement System of Texas (“TRS”) 

FROM: Suzanne M. Dugan 
Fiduciary Counsel 

DATE: April 2, 2026    
RE: Proposed Revisions to the TRS Investment Policy Statement    
  
  

At the upcoming TRS Board and Committee meetings, TRS staff will propose modifications to 
Appendix B of the Investment Policy Statement (“IPS”), which sets forth approval authority and 
manager organization allocation limits. Pursuant to the IPS, allocations may only exceed the limits 
specified in Appendix B with the prior authorization of the Board.  

Specifically, the proposed changes would (1) increase the 3% market value limit for public 
markets to 5%, while keeping private market portfolios at the existing 3%; and (2) increase the 6% total 
manager organization market value by an equal magnitude to 8%.  

The recommended changes are prompted by two public markets managers that are near or above 
the per portfolio market value limit of 3% of the Trust that has triggered a passive violation of the IPS. 
As noted by Investment Manager Division (“IMD”) staff in their materials to the Board, all active 
investment allocations were made under the limit and the passive violations are attributable to strong 
underlying fund performance rather than new investment decisions. Specific detailed descriptions of the 
two managers near or above the public markets limits are contained in the IMD materials.      

 IPS Section 10.8 provides that a passive violation occurs when the portfolio breaches a 
prescribed policy limit as the result of changing market or credit conditions. It further provides that IMD 
will report the violation to the Board and will remedy the violation within 90 days of the violation or 
prepare a written action plan that must be approved by Board resolution. The proposed action 
recommended by IMD to amend the allocation limits is now before the Board.  

IMD staff have provided recommended proposed changes to the IPS, the rationale for those 
changes, and detailed background information that is contained in your materials. The Board’s 
consultants, Meketa and Dr, Brown, and I, in my role as Fiduciary Counsel to the Board, met with IMD 
staff together with staff from Legal and Compliance, and engaged in a robust discussion. In our 
respective roles, we reviewed and provided input on materials, both as to substance of recommendations 
and the procedure for their presentation to the Board.   
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Meketa concurs with the proposed changes suggested by IMD. Meketa notes that limitations on 
exposure to investment managers are designed to address both investment and organizational risk. 
Meketa states that the proposed modifications to the limits are not expected to increase TRS’s exposure 
to such risks; rather, they reflect more modern limitations based on the evolution of the asset manager 
industry, internal and external risk management processes, and the growth of the global capital markets. 
Meketa further notes that, as the IMD materials detail, changes within the TRS portfolio and the asset 
manager industry support modernization of the limits, which were last modified in 2019. Meketa 
believes that limitations are productive components of an investment policy that should be reviewed as 
portfolios and markets change over time and advises that there is no single limitation that is standard in 
the industry but rather ranges from 5–10 % are common.  

Dr. Brown recommends that the Board consider adopting the requested changes after a further 
evaluation of the issues involved. His memorandum includes discussion and analysis of the 
recommended modifications and provides a discussion of the purpose of manager concentration limits 
as well as a history of those limits at TRS. Dr. Brown suggests a relevant question for the Board to ask 
with regard to the second proposed modification – specifically, whether the adoption of the potential 
increase in a more concentrated set of external manager organizations represents a meaningful risk to 
the Trust – and then discusses that question. He notes that the 6% concentration has been set for some 
time, and the Board should be satisfied that the reason now put forward to move from 6 to 8%, with the 
attendant increase in concentration risk that implies, is sufficiently justified.   

As I have noted in previous memoranda to the Board, fiduciaries are judged by the process 
undertaken to reach decisions, and establishment of a reasonable decision-making process and 
adherence to that process help to demonstrate prudence. In reviewing the process that was undertaken 
with regard to these proposed revisions to the IPS, it appears that the Board has sufficient information 
before it from staff, as well as the advice of independent outside experts, in order to enable it to engage 
in a rigorous decision-making process in a manner consistent with procedural prudence. Following this 
process will allow the Board to demonstrate that it has exercised appropriate fiduciary oversight should 
it choose to adopt the proposed revisions to the IPS.  
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MEKETA.COM 

2175 NW Raleigh  
Suite 300A 
Portland, OR 97210 

339-235-5036 
Meketa.com 

TO: Teacher Retirement System of Texas Board of Trustees 
FROM:  Mika Malone, Colin Bebee, Meketa Investment Group 
CC:  Jase Auby, Chief Investment Officer; Katy Hoffman, Chief of Staff 
DATE:  April 1, 2026 
RE:  Concurrence Memo – Manager Concentration Limit/Policy Changes to Appendix B 

 

Summary and Recommendation 

In February 2026, the Investment Management Division (“IMD”) requested on behalf of the Teacher 
Retirement System of Texas (“TRS”) Board of Trustees that Meketa Investment Group (“Meketa”) review 
proposed changes to the manager concentration language within the Investment Policy Statement (“IPS”) 
for the TRS, as two public market managers are near or above the market value limit expressed in 
Appendix B of the IPS. After reviewing peer client policies, discussing internally, and meeting with IMD, 
TRS external legal counsel, and Dr. Brown for discussion, Meketa concurs with the proposed changes 
suggested by IMD. The proposed changes are twofold: 1) increasing the Total Manager Organizational 
Market Value Limit from 3% to 5%, and 2) increasing IIC Approval Authority for each Manager 
Organization’s market value from 6% to 8%. 

Discussion 

Appendix B of the IPS provides a series of limitations on exposure to investment managers at various 
levels (e.g., per portfolio, total trust, etc.). It is important to highlight that such limitations are generally 
designed to address two forms of risk: investment and organizational. From Meketa’s perspective, the 
proposed modifications to these limits are not expected to increase TRS’s exposure to such risks, but 
rather, they reflect more modern limitations based on the evolution of the asset manager industry, internal 
and external risk management processes, and the growth of the global capital markets. For example, 
over the last decade, investment risk tools/processes have dramatically improved at both the allocator 
(e.g., TRS) and investment manager levels. Moreover, the TRS Trust has increased by roughly 100% in 
total AUM over the last decade, while the global equity market capitalization has increased by 
approximately 150%.1 As IMD-provided materials detail, changes within the TRS portfolio (e.g., strategic 
asset allocation, internal team departures, etc.) as well as asset manager industry changes, further 
support the modernization of these limits, which were last modified in 2019.  
Meketa believes such limitations are productive components of an investment policy and that they should 
be reviewed as portfolios and markets change over time. There is no single limitation that is “standard” 
in the industry, but we often see ranges from 5-10% as common. 
In addition to the two changes requested that are highlighted above, Appendix B includes limitations on 
initial commitments with a manager (at 0.5%, no change requested) as well as total manager organization 
exposure limits (5% per portfolio, with the IIC Approval Authority at 10%, no changes requested). 
Both of the managers that are currently in or near breach of the limitations on total Manager Organization 
Market Value Limits, are public market strategies, which have grown as they have performed well over 
time. It is also worth noting that the limitations in place were created when there was significantly less 
use of outside managers in the TRS program. Today, public markets represent over 52% of the total 

 
1 Source: MSCI ACWI IMI 2015 and 2025 Factsheet 
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Trust value, by far the largest exposure of any component. It also comprises very liquid assets, which are 
able to be redeemed more quickly than assets in the private equity, real estate, and ENRI portfolios. 
With respect to the changes requested, Meketa, IMD, external legal counsel, and Dr. Brown engaged in 
dialogue with respect to the changes, which were supported broadly by the group, as well as how the 
“cure” should be communicated within the presentation. The final proposal and supplementary materials 
for Board consideration reflects the conversations that took place, and aligns with industry standards 
around manager concentration limits. 
IMD has approached its request appropriately and has received feedback from Meketa. Meketa concurs 
with the proposed changes to Appendix B suggested by IMD.  
We look forward to discussing these changes at the April 30/May 1 Board meeting, if desired.  
MLM/CB/mp 
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EXECUTIVE SUMMARY 

This Executive Summary is not intended to replace, and must be read in conjunction with, the Investment Policy 

Statement (the “Policy”). In the event of a conflict between the Executive Summary and the Policy, the Policy 

shall govern. Capitalized terms have the meanings assigned to them in the Policy. 

Introduction / 

Background 

The Board has the primary fiduciary responsibility for investing TRS trust assets in 

accordance with Article XVI, Section 67 of the Texas Constitution and with applicable 

law. The Board establishes investment objectives and policy. The Board also monitors 

the actions of the Investment Division to ensure compliance with its policies. The 

Board and Investment Division are assisted by outside Advisors, Consultants and 

internal and external legal counsel. 

See “Section 1.3 – Roles of Board, Staff, Advisors, and Consultants.” 

The Investment Policy Statement provides a formal plan for investing pension trust 

fund (the “Trust”) and health insurance program assets. The Policy defines the roles 

and responsibilities of the Investment Division and other parties granted and approved 

by the Board. 

Objectives The Trust’s objectives are to (a) control risk and (b) achieve a long-term rate of return 

that exceeds (i) the assumed actuarial rate of return adopted by the Board, (ii) inflation 

plus 5% and (ii) the Trust’s Policy Benchmark. The Trust is subject to a “prudent 

person” standard of care under the Texas Constitution. 

Authority and Key 

Restrictions 

The Board assigns implementation authority to the Investment Division and as such 

the Investment Division has created a committee to oversee and implement Board- 

approved investment policy. The Internal Investment Committee’s (the “IIC”) 

authority is limited by the size of the investments it can approve without also 

obtaining approval from the Board. The Chief Investment Officer (the “CIO”) has 

Special Investment Opportunity authority of up to $1 billion. 

See “Appendix B – IIC Approval Authority and Manager Organization Allocation 

Limits.” 

Asset Allocation Each broad asset class category outlined below provides a distinct and purposeful role 

within the Total Fund. The Board sets these asset class targets based on periodic asset 

allocation and asset/liability studies while seeking to achieve the Trust’s stated 

objectives.  

 
 Broad Asset Class Category Target Min Max 

Global Equity 57% 50% 64% 

Stable Value 21% 14% 28% 

Real Return 21% 14% 28% 

Risk Parity 5% 0% 10% 

Net Asset Allocation Leverage -4%   

Total 100%   

 
In addition to the target for each broad asset class category target, there are specific 

targets for subcategories with minimum and maximum ranges that are +/-5% around 

the target allocation, with certain exceptions. 

See “Section 1.6 – Total Fund Asset Mix and Benchmarks.” 
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Measurement and 

Reporting 

Investment performance, peer performance, policy compliance, asset allocation, 

external investments activities, derivatives usage, risk limits, liquidity, leverage, 

private markets strategy, staffing, board and board observer seats, use of placement 

agents, and other information will be monitored and reported to the Board. 

See “Section 1.7 – Total Fund Measurement and Reporting Criteria.” 

Risk Management The Investment Division will monitor and manage risk of the Total Fund Portfolio and 

report to the Board on a periodic basis. Key risks include, but are not limited to: 

Market Risk, Foreign Exchange Risk, Credit and Counterparty Risk, Leverage, 

Liquidity, and Tracking Error. 

See “Article 10 – Risk Management and Oversight.” 

Tracking Error Neutral tracking error targets are established for certain portfolios of the Trust: 

 

 Neutral Max 

Equity (US) 300   

Equity (International; Non-US, EAFE) 300   

Equity (International; Emerging Markets) 300   

Equity (All Country) 300   

Stable Value Hedge Funds 400   

Risk Parity 400   

Government Bonds – Nominal  300  

Government Bonds - Real  300 

Total Public Fund 100  300  

 

See “Appendix A – Tracking Error Neutral (in annualized basis points).” 
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TOTAL FUND AND PORTFOLIO DESIGN 

1.1 Introduction 

The Teacher Retirement System of Texas (“TRS”) administers a pension trust fund and other health insurance 

programs for retirees and certain active public education employees under State of Texas constitutional and 

statutory provisions. TRS is governed by a Board of Trustees (the “Board”). TRS provides service and disability 

retirement benefits and death and survivor benefits for Texas public education employees and their 

beneficiaries. Benefits are funded by state and member contributions and investment returns. 

1.2 Purpose and Design 

The purpose of this Investment Policy Statement (this “Policy”) is to provide a formal plan for investing pension 

trust fund and health insurance program assets to achieve defined investment objectives consistent with the TRS 

mission statement adopted by the Board and with applicable law. 

This Policy also defines the roles and responsibilities of the various entities involved in the investment process 

and facilitates internal and external communication of investment policy. 

The appendices to this Policy are incorporated into and form part of this Policy for all purposes. 

Terms that are not defined within the body of this Policy have the meanings assigned to them in the 

“Definitions” at the end of this Policy. 

Other policies relevant to this Policy and its subject matter include the Code of Ethics for Contractors, Employee 

Ethics Policy, Trustee Ethics Policy, Personal Trading Policy, Commission Credits Policy, Confidentiality 

Policy, Information Security Policy, Proxy Voting Policy, and Securities Lending Policy. 

1.3 Roles of Board, Staff, Advisors, and Consultants 

The Board has the primary fiduciary responsibility for investing TRS trust assets in accordance with Article 

XVI, Section 67 of the Texas Constitution and with applicable law. The Board establishes investment objectives 

and policy, obtains expert advice and assistance, and oversees the employment of a qualified and competent 

investment staff (the “Investment Division”) and Legal and Compliance. The Board also monitors the actions of 

staff to ensure compliance with its policies. The Board’s standing committees are charged with those 

responsibilities set forth in the bylaws of the Board. The Board and the Investment Division are assisted by 

outside investment Advisors, Consultants and internal and external legal counsel. 

a. The Board Investment Advisors (“Advisors”) are selected by the Board to provide education, advice, 

commentary, and discussion as requested at Board meetings, assist with development and review of 

investment policies and procedures, assist with the development of the strategic asset allocation, report 

on the progress of the Fund in meeting its investment objectives, compare the performance of the 

portfolio to established benchmarks, and perform additional duties as directed by the Board, such as due 

diligence or analysis of a manager or investment. The Investment Division and Advisors provide 

information as needed to assist the consulting actuary in performance of actuarial services. 

b. The Investment Division has fiduciary responsibilities delegated by the Board under applicable law. The 

Investment Division manages the Fund according to the Board’s policies, advises and informs the 

Executive Director and the Board about investments, and recommends modifications to this Policy. The 

Investment Division executes all transactions, performs risk-management functions, and prepares 

investment reports. 
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c. The Internal Investment Committee (the “IIC”) reviews, considers, and authorizes proposed investments 

and external manager engagements as required by this Policy. Additionally, the IIC will manage the 

currency hedge ratios (set forth in Appendix C) and review as needed. 

A prudence or recommendation letter will be required in the following circumstances: 

1. When the Board considers authorizing an external investment opportunity because the allocation or 

commitment exceeds the limits in Appendix B; 

2. When the CIO, Executive Director, or a Board member requests a letter for any external investment 

opportunity presented to the IIC; or 

3. When an external investment opportunity presented to the IIC meets all three of the following 

criteria: 

i. The investment will reside in the principal investment Private Markets Portfolio; 

ii. The initial allocation or commitment exceeds 0.25% of the Total Fund value; and 

iii. The investment is the first by TRS with a manager organization.  

If a Board member desires that any investment opportunity scheduled for consideration by the IIC be submitted 

for Board consideration, the Board member should notify the Executive Director and the CIO sufficiently in 

advance to permit completion of due diligence and consideration by the Board and the appropriate Board 

committee, as applicable, before the anticipated closing date. 

The permanent IIC membership consists of the CIO and the Chief Risk Officer (the “CRO”). There must be a 

minimum of five members on the IIC and, in addition to the CIO, at least two members must be Investment 

Division Senior Managing Directors (“SMDs”). The CIO will notify the Chair of the Investment Management 

Committee in advance of any designation or removal of a SMD from the IIC. Termination of a member’s TRS 

employment terminates IIC membership as of the date the employee or TRS gives notice of termination, as the 

case may be. The Investment Division shall notify the Board and the Executive Director if there is any change to 

the membership of the IIC. The IIC may delegate investment discretion to asset class investment committees 

and will approve new internal actively managed investment strategies as established in IIC procedures and 

guidelines.   

The CIO will establish procedures and guidelines for the operations of the IIC. The IIC procedures and 

guidelines may provide that the CIO may designate and remove select Directors as non-permanent voting 

members to the IIC. The IIC procedures and guidelines will define a quorum and establish the vote required to 

authorize an investment or external manager engagement or, if required by this Policy, recommend an 

investment or external manager engagement to the Board, which vote may not be less than a majority of the 

then-incumbent IIC members present and voting at a meeting at which a quorum is present. The CIO shall have 

the power to veto any investment or delegation of investment discretion authorized or recommended by the IIC 

pursuant to a vote of its members. 

The Executive Director or a designee may attend any meeting of the IIC, and the Investment Division shall 

deliver to the Executive Director copies of all IIC materials, analyses, correspondence, and agendas as and when 

delivered to the IIC members or other TRS employees. The Executive Director is not a member of the IIC, 

however, acting in his or her capacity as the chief executive officer and chief administrative employee of TRS as 

set forth in the Board’s bylaws, the Executive Director shall, after consultation with the CIO, have the power to 

veto any investment or delegation of investment discretion proposed for IIC consideration or authorized or 

recommended by the IIC pursuant to a vote of its members whenever he or she deems such veto to be in TRS’ 

best interest. 

When this Policy requires that the Board authorize an investment or an engagement of an external manager, the 

IIC shall vote on whether to recommend such investment or engagement to the Board. The results of the vote 

shall be reported to the Board in the materials provided to the Board for consideration. 

d. All proposed changes to this Policy will be reviewed by Legal and Compliance for compliance with 

state and federal laws regarding fiduciary responsibility, investment prudence, regulatory compliance, 
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ethics compliance, and other applicable standards or requirements before submission to the Governance 

Committee. Except as authorized by the Executive Director, proposed changes to this Policy will first be 

presented to the Governance Committee, which will consider recommending the proposed changes to 

the Board. The Board may consider and adopt proposed changes that have not been considered by the 

Governance Committee. This Policy shall be reviewed at least once every three years. 

e. The Investment Division is authorized to engage qualified Consultants on an as-needed basis to assist 

the Investment Division with respect to investment opportunities and to provide other investment due 

diligence, analysis and advice. 

1.4 Total Fund Objectives 

In this Policy, the total investment portfolio includes all assets invested by TRS to provide retirement, death, 

health, and disability benefits administered by the system, including cash and cash equivalents (the “Total Fund” 

or the “Fund”) and 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 the Fund Policy Benchmark. 

1.5 Total Fund Investment Standard 

Article XVI, Section 67(a)(3) of the Texas Constitution and Section 825.301, Texas Government Code, states 

that the standard of care for TRS investments is a “prudent person” standard. Section 825.301, Texas 

Government Code, provides that Section 117.004(b), Property Code, applies to TRS investment decisions. 

Section 117.004(b) generally states that the determination of the prudence of a single investment decision will 

be made taking into consideration the investment of all of the assets of the trust, or the assets of the collective 

investment vehicle, as the case may be, rather than a consideration as to the prudence of the single investment of 

the trust, or the single investment of the collective investment vehicle, as the case may be. 

Environmental, social, and governance (“ESG”) factors influence the performance of TRS’ investments. In 

making investment decisions, the Investment Division will consider ESG factors that are material to long-term 

returns and levels of risk. Materiality of specific ESG factors vary across strategies, companies, sectors, 

geographies, and asset classes.  

All investments must be made prudently and in accordance with fiduciary and ethical standards, without 

promoting interests unrelated to the portfolio’s stated objectives of controlling risk and achieving a long-term 

rate of return.  

All investments made by the Total Fund must be in “securities” as provided by Article XVI, Section 67 (a)(3) of 

the Texas Constitution and defined in Texas Government Code Section 825.301. 

The Investment Division may engage External Managers to provide discretionary investment management 

services under Investment Management Agreements (“IMAs”) as needed. 

1.6 Total Fund Asset Mix and Benchmarks 

The Investment Division will assist the Board in engaging in an asset-liability study for the pension plan at least 

once every five years to review asset classes, return-risk assumptions, and correlation of returns with applicable 

benchmarks and across asset classes. A key objective of the asset-liability study shall be the development 
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through statistical modeling techniques of a diversified portfolio that specifies ranges of prudent portfolio 

exposures and a “long-term target” position for each asset class. The normal portfolio mix will represent the 

portfolio that is expected to meet the Board's actuarial return objectives for the pension plan within the risk 

tolerances specified herein. 

Each asset class allocation percentage has a “long-term target” position within the overall portfolio and a 

maximum and minimum range around that target allocation. All percentages refer to market value. 

Each asset class is described by an associated benchmark that describes, in general terms, the opportunity set 

and return characteristics associated with the asset class. For certain private or more complex asset classes the 

benchmark serves as a proxy for expected returns rather than an approximation of the actual investments that 

will characterize that component of the portfolio. Those benchmarks, along with the allocation ranges, are 

identified in the table on the following page, and are referred to as the Policy Benchmarks. 

The ultimate expression of risk tolerance by the Board to the Investment Division is the selection of the strategic 

asset allocation targets, permissible allocation ranges around those targets, and tracking error limits. 

 

 

[Table appears on following page] 
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Asset Class 

 

Benchmark 

Reference 

Bloomberg 

Ticker 

Minimum 

Range1,2,3, 9 

Maximum 

Range1,2,9 

Target2 

Global Equity:      
All Country 

 

 

USA 

MSCI All Country World Investible 

Market ex China and Hong Kong4 

 

MSCI USA Investible Market4 

NU753853 

 

 

MIMUUSAG 

29% 

 

 

 -5% 

44% 

 

 

 5% 

39% 

 

 

 0% 
Non-US Developed MSCI EAFE and Canada Investible 

Market ex Hong Kong4 

NU757408  0%  10%  5% 

Emerging Markets 

 

 

MSCI EM Investible Market ex 

China4 

NU711294 

 

-4% 

 

 

 6% 

 

 

 1% 

 

 
Private Equity Customized State Street Private 

Equity Index – lagged one quarter5 

 7% 19%  12% 

Total Global Equity Target-weighted Blend   50%  64%  57% 

Stable Value:      
Government Bonds – Nominal Bloomberg US Long Treasury Index LUTLTRUU 0%  15%  10% 

Government Bonds – Real 

 

Absolute Return (Including 

Credit Sensitive Investments)6, 8 

Bloomberg US Treasury TIPS Index 

 

SOFR + 4% 

LBUTTRUU 

 

SOFRRATE 

(Plus 4%) 

0% 

 

0% 

 

11% 

 

 10% 

6% 

 

0% 

Stable Value Hedge Funds8 SOFR + 2.5% SOFRRATE 

(Plus 2.5%) 

0% 10% 5% 

Total Stable Value Target-weighted Blend  14% 28% 21% 

Real Return:      
Real Estate NCREIF ODCE – lagged one quarter  10% 20% 15% 
Energy, Natural Resources and 

Infrastructure 

40% Cambridge Associates Natural 

Resources/40% Cambridge 

Associates 

Infrastructure/20% quarterly 

Consumer Price Index– lagged one 

quarter 

CPI (for CPI) 1% 11% 6% 

Commodities Goldman Sachs Commodity Index SPGCCITR 0% 5% 0% 

Total Real Return Target-weighted Blend  14% 28% 21% 
Risk Parity: 

Risk Parity 

 

HFR Risk Parity Vol 12 Institutional 

Index 

 

HFRPV12I 

 

0% 

 

 10% 

 

 5% 

INVESTMENT EXPOSURE    115% 104% 

Asset Allocation Leverage: 

Cash 

Asset Allocation Leverage7, 8 

Net Asset Allocation Leverage 

 

FTSE 3 Month Treasury Bill  

SOFR + 26.161 bp 

 

SBMMTB3 

SOFRRATE 

(Plus 26.161 

bp) 

 

0% 

 

7% 

 

2% 

-6% 

-4% 

TOTAL FUND Target-weighted Blend    100% 
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1
 With respect to the maximum range and minimum range, the CIO may increase any maximum range by 5% or decrease 

any minimum range by 5% (but may not decrease a minimum range below zero) if the CIO concludes in a writing delivered 

to the Executive Director and to the Board of Trustees stating the action taken and the reasons why the CIO believes that 

such increase or decrease would be in the best interests of TRS; provided, the maximum range for Total Global Equity may 

not be increased above 68%. Before taking action, the CIO must request comments from the Chair of the appropriate Board 

committee and TRS Advisors. The Board, at the next succeeding Board meeting, must authorize the increase or decrease if 

the CIO proposes that the changes continue in effect after such Board meeting. The CIO will notify the Chief Compliance 

Officer of any such change to a maximum or minimum range. If the Board does not authorize the continuation of the 

change to a maximum or minimum range after the next succeeding Board meeting, the Investment Division shall use best 

efforts to rebalance the portfolio to bring the asset classes within the ranges in the table above within 90 days. 

2
 To calculate the Total Fund benchmark, the benchmark weight of each of Private Equity, Real Estate, and Energy, 

Natural Resources, and Infrastructure, will be set each quarter as the ending actual weight from the prior quarter. Any 

difference in the calculated Private Equity, Real Estate and Energy, Natural Resources, and Infrastructure benchmark 

weights from the target benchmark weights will be offset using other asset classes with 55% of such difference applied to 

All Country, 7% to Non- US Developed, 1% to Emerging Markets, 7% to Stable Value Hedge Funds, 7% to Risk Parity, 

14% to Government Bonds – Nominal and 9% to Government Bonds - Real. 

The Investment Division does not normally manage the allocations to Private Equity, Real Estate and Energy, Natural 

Resources, and Infrastructure on a tactical basis and will use its best efforts to achieve the Target allocation for these assets 

classes; provided, with notification to and comment sought from the Chair of the appropriate Board committee, the 

Investment Division may seek to achieve a higher or lower Target so long as such Target is within the Minimum Range and 

the Maximum Range. 

3
 Allocation to USA and Emerging Markets may only be negative if offset by allocations within the All Country asset 

class.  

4
 Benchmarks will be adjusted for transitions authorized by Policy and for securities TRS is not authorized to own or buy 

because of this Policy or statutory provisions for which no fiduciary exemption has been exercised and have the Bloomberg 

Tickers of NU757432, GU722807, NU722808, and NU722809. 

5
 The Customized State Street Private Equity Index is composed of the quarterly reported SSPEI, one quarter lagged and 

adjusted for the most recent quarter-end currency spot prices. Quarterly returns are geometrically linked for longer return 

horizons. The benchmark is adjusted in each quarter to remove any index constituents which did not provide a valuation 

statement as of the time of publication. The benchmark will exclude funds with size of $1 billion or less and will be 

adjusted to match the vintage year of the Private Equity Portfolio commingled fund commitments.    

6
 Absolute Return is a broad category that includes all assets that have a high probability of generating a positive absolute 

return regardless of market conditions over a one- to three-year period. 

7
  “Asset Allocation Leverage” reflects any excess allocation to the combined cash and investment exposures that is greater 

than 100%. Asset Allocation Leverage does not include Strategy Leverage. “Strategy Leverage” is leverage used within an 

asset class to achieve similar return-risk characteristics as the benchmark. 

8 
The benchmark will be compounded daily using SOFRRATE index with a one-day lag, Actual/360, and Modified 

Following day count conventions.
  

9 
The Maximum Range for the Private Equity Asset Class will change to 17% and the Minimum Range for the All Country 

Asset Class will change to 34% on October 1, 2027.
 

1.7 Total Fund Measurement and Reporting Criteria 

The Investment Division will deliver reports to the Board (and the appropriate Board committee, as applicable) 

adequate to indicate whether the Total Fund is meeting its objectives and that will permit the Board to monitor 

each portfolio for compliance with this Policy. The Board will establish performance and risk measurement and 

attribution standards for the Total Fund, each asset class, and component portfolios. 
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The following comparisons and reviews will be performed quarterly (unless otherwise noted) and presented to 

the Board: 

a. Investment Performance – Investment performance for the Total Fund and each component portfolio, net 

of external management fees (if applicable), will be compared with their respective benchmark indices. 

Fund performance will be judged primarily by comparisons to long-term (three, five, and ten year) Policy 

Benchmark returns. 

b. Monitoring of compliance with Policy – Portfolios will be reviewed for compliance with the requirements 

set forth in this Policy. The Chief Compliance Officer will have overall responsibility for compliance 

monitoring. However, if considered necessary, TRS will hire external parties to obtain assistance regarding 

compliance monitoring. To ensure independence in compliance monitoring, the Chief Compliance Officer 

or external parties hired will not be given the authority to trade securities. To ensure ongoing compliance 

with this Policy and completeness of disclosures to the Board regarding compliance, the Chief Compliance 

Officer has authority to require certifications from applicable IIC members or Managing Directors 

disclosing known compliance violations. The Chief Compliance Officer reports all known compliance 

exceptions to the Board at the next meeting of the Board. The Chief Compliance Officer is authorized to 

execute and deliver compliance-related disclosures, reports, filings, and certifications on behalf of TRS. The 

Chief Compliance Officer, with the CIO and Executive Director’s approval, is also authorized to develop, 

disseminate, and collect disclosure forms to monitor the requirements of this Policy. 

c. Asset class exposures and weight – The exposure of cash and derivative instruments to each asset class 

will be aggregated and compared with their respective benchmarks and with the authorized ranges around 

those benchmarks. The foregoing does not apply to those accounts designated as using Strategy Leverage to 

better align the investment with the characteristics of the policy benchmark. Hedge Fund exposure will be 

reported relative to the limit set by the Board, if applicable. 

d. Investments under consideration – For any external investment under consideration by the Investment 

Division (including Hedge Funds, External Managers, and private markets investments), the Investment 

Division will provide the Board the following information prior to the date of the applicable IIC meeting: 

i. Anticipated name of the investment vehicle and name of investment manager; 

ii. Total fund or strategy size; 

iii. TRS investment amount under consideration; 

iv. Investment strategy; 

v. Names of the External Manager or fund principals; 

vi. Placement agent or firm sponsoring the offering or engagement, if any; 

vii. Prospective fees; 

viii. Other TRS investments with the firm; 

ix. Historical fund or manager performance; and 

For any internal investment under consideration, the Investment Division will provide the Board similar 

information prior to the date of the applicable IIC meeting. 

e. External investments activities– The Investment Division will provide the Board with a list of all external 

investments, including any additions, withdrawals, transfers, or terminations, on at least a semi-annual basis. 

f. Derivatives – The Investment Division will provide a comprehensive report of all outstanding derivative 

applications (including derivative types, counterparties, notional amounts, and fair values) used by internal 

managers and External Managers under IMAs on at least a semi-annual basis. 

g. Risk limits – The Investment Division will report at least semi-annually the Total Fund and benchmark total 

estimated risk relative to the upper and lower bounds corresponding to the maximum and minimum 

downside risk measures that could be achieved through the asset allocation limits in this Policy. 

h. Liquidity – The Investment Division will report at least semi-annually to the Board the use of external 

liquidity funding mechanisms. 
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i. Leverage – The Investment Division will report Gross Leverage, Net Asset Allocation Leverage, and 

Strategy Leverage for portfolios including, but not limited to, Risk Parity and Hedge Funds and leverage 

resulting from use of external liquidity funding mechanisms as outlined in Section 10.4 Liquidity Risk 

Management on at least a semi-annual basis. 

j. Transparency report – The Investment Division will provide a transparency report to the Board that may 

be used to disclose any of the required information described herein. This report may be delivered in 

electronic or physical formats. 

k. Private Markets Long-Term Strategy – The Investment Division will review with the Board its long-term 

strategy for each Private Markets Portfolio at least every three years. This review will include information 

on target sub- strategy allocation, return, risk, and liquidity expectations. Tactical deviations from this long-

term strategy will be reviewed with the Board on an annual basis. 

l. Staffing – The Investment Division will provide an update no less than annually reporting on key positions 

in the division, including turnover, transfers, and the creation or elimination of key positions. 

m. Investment Integrity Disclosures – The Investment Division shall compile all responses to the Investment 

Integrity Questionnaire (Appendix E) for the purposes of Article 12 and report the results to the Board at 

least semi-annually. Each report shall include the questionnaire responses completed prior to IIC 

consideration or other investment authorization under this Policy and shall have been affirmed as of the 

applicable closing date. Reports shall disclose whether a Placement Agent has been involved (even if TRS is 

not burdened by a Placement Fee) and include the amounts and recipients of any political contribution or 

Placement Fee and the relationship of the recipients to the Placement Agent or Texas Elected Official or 

Candidate, as applicable. 

n. Board representation – The Investment Division shall provide the Board with an annual report on all (i) 

private investment fund advisory committee positions and (ii) all seats and observer positions on company 

boards or other governing bodies held by employees or, if applicable, third-party representatives. 

o. ESG – The Investment Division will report at least annually to the Board on the Trust’s ESG efforts, 

methods, and results. 

p. Other information – Any other information or reports as the Board may request or require from time to 

time. 

1.8 Total Fund Portfolio Implementation and Design; Restrictions 

a. The Total Fund investment portfolio is characterized by the following functional portfolios that are charged 

with the implementation of day-to-day portfolio investment and management activity: 

i. Public Markets Portfolios; 

ii. Private Markets Portfolios; and 

iii. Overlay Portfolios; 

The objectives, authority and limitations of each of these portfolios, and the authorized uses of derivatives, are 

described throughout the remainder of this Policy. 

b. In no event shall the aggregate allocation to External Managers pursuant to IMAs exceed 30% (or a different 

percentage of not more than 50%, if a greater percentage is specified in the Texas Government Code) of the 

Total Fund at the time of investment. For avoidance of doubt, this restriction does not apply to assets held 

by funds (including Hedge Funds) which limit the liability of TRS to the capital contributed and any 

distributions that TRS might be legally obligated to contribute or repay to the fund. 

c. Subject to Appendix F, the Investment Division is authorized to represent TRS on: 

i. Advisory committees or boards and as board observers in investments in which TRS has an investment 

interest. 
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ii. After evaluation of the net benefit to TRS, employees in the Investment Division are authorized to 

represent TRS or to nominate or appoint third-party independent non-employees to represent TRS on 

the governing body of a non-public (private) or a publicly-traded business entity in which TRS holds a 

direct or indirect investment interest. 

d. Except as required by fiduciary duties created by the Texas Constitution or applicable law, each TRS 

investment portfolio, including separate account investments, will comply with prohibitions and restrictions 

on investments imposed on TRS by state law.  For the avoidance of doubt, the Policy and its implementation 

are subject to all applicable state, federal, and international laws where and to the extent that such laws are in 

force.  The Board authorizes and requires compliance with such laws.  No further action by the Board will be 

required to implement compliance with an applicable law.   

e. The General Authority Resolution adopted by the Board designating those employees authorized to execute 

documents and attached as Appendix D is incorporated in this Investment Policy. Should the Board 

supersede such resolution, such superseding resolution shall be incorporated in this Investment Policy and 

replace the superseded resolution as Appendix D as of the effective date of the superseding resolution. 

PUBLIC MARKETS PORTFOLIOS 

2.1 Public Markets Portfolios Objectives 

The objectives of the Public Markets Portfolios are to invest in publicly traded and Restricted Securities to meet 

or exceed the performance of the relevant Policy Benchmarks or to manage the asset allocation and risk of the 

Trust. The Public Markets Portfolios will employ a wide variety of investment and trading strategies with 

varying levels of liquidity and leverage. It is expected that some strategies will involve more concentrated, 

shorter term investments as well as those that are longer term in nature and thus will generally have more 

tracking error, while other investments will have less correlation, beta, and volatility and thus will offset the 

overall volatility of the Public Markets Portfolios and the Total Fund. 

2.2 Public Markets Portfolios Authorized Investments 

The Public Markets Portfolios are authorized to invest in the following: 

a. All securities in a Policy Benchmark, all securities that trade publicly (whether on an exchange or over the 

counter) or pursuant to SEC Rule 144A, and securities issued in underwritten initial public offerings 

(“IPOs”); 

b. Fixed income securities, whether publicly traded or restricted; 

c. Restricted Securities which are expected to become public or otherwise freely marketable within three years 

after the initial investment date pursuant to registration or an exemption from registration; 

d. Derivatives in accordance with Article 9; 

e. Private Investment Funds including Hedge Funds; and 

f. Cash and cash equivalents. 

2.3 Public Markets Portfolios Restrictions 

a. Not more than 20% of the outstanding equity securities of a single class of any company may be purchased. 

Securities which are deemed to be beneficially held by TRS for purposes of Section 13 of the Securities 

Exchange Act of 1934 (including equity securities held in an IMA or a Private Fund in which TRS is 

deemed to be the beneficial owner for purposes of Section 13), shall be counted against the 20% limit. 
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b. The Public Markets Portfolios shall conform to the tracking error targets prescribed in Appendix A. 

c. The Public Markets Portfolios that are managed directly by the Investment Division may hold short 

positions in securities listed in Section 2.2. The aggregate short positions exposure excluding derivatives of 

the portfolios may not exceed 25% of the market value of the internal equity portfolios without the prior 

written consent of the CIO. In no event may the aggregate short positions exposure of the internal equity 

portfolios exceed 50% of the market value of the internal equity portfolios, nor may any short sale or 

position violate the laws or rules of any jurisdiction or exchange in or on which the applicable securities are 

traded or listed. 

d. The market value of Restricted Securities purchased in Public Markets Portfolios pursuant to 2.2c will not 

exceed 2% of the market value of the Total Fund at time of investment. 

e. Not more than 15% of the Total Fund may be invested in Hedge Funds. Compliance with this limit is 

determined at the time TRS executes the investment documents for each Hedge Fund investment or 

additional investment.  

2.4 External Public Markets Portfolios 

The External Public Markets Portfolios (the “EPM Portfolios”) are: 

a. The External Manager Portfolio, which consists of: 

i. Private Funds that are determined not to be Hedge Funds as defined by Section 2.5 of this Policy, and 

ii. Separate accounts managed or advised by External Managers under an IMA with TRS. 

b. The Hedge Fund Portfolio. 

c. The Absolute Return Portfolio including credit sensitive investments. 

2.5 Hedge Fund Defined 

In this Policy, “Hedge Fund” means a Private Investment Fund with the following general characteristics, as set 

forth in Section 825.3012, Texas Government Code: 

a. Is not registered as an investment company; 

b. Issues securities only to accredited investors or qualified purchasers under an exemption from registration; 

and 

c. Engages primarily in strategic trading of securities and other financial instruments. 

“Hedge Fund” includes a Private Investment Fund of funds or similar vehicle that itself invests in Hedge Funds. 

An investment in a Hedge Fund does not involve a delegation of investment discretion to an External Manager 

for purposes of the statutory limit on delegation to External Managers. 

For the purposes of complying with Section 2.3(e), the Investment Division shall use the following criteria to 

analyze and determine whether a Private Investment Fund is “primarily engaged in strategic trading” and should 

be classified as a Hedge Fund: 
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Criteria 

“Strategic Trading of Securities” 

Characteristics 

 Non-Hedge Fund 

Characteristics Potential 

Hedge Fund 

1. Variability in Asset Class 

Concentration 

Asset allocation typically stays the 

same throughout a market cycle, as 

shown by historical practice 

Unconstrained; asset class mix 

can change dynamically in 

response to market conditions or 

as opportunities arise 

2. Beta to underlying index specified 

for the particular mandate 

Generally higher levels of beta (e.g., 

0.75+) 

Often less beta (e.g., <0.75) 

3. Securities Traded Primarily publicly-traded securities Typically public or private 

instruments, and often with some 

illiquid (e.g., “side pockets”) 

investments segregated for 

accounting and incentive fee 

purposes 

4. Leverage Gross leverage less than 250% and 

net leverage 75% to 125% 

Unconstrained by policy and 

practice – managers often 

unwilling to commit to 

constraints 

5. Short sales of company-specific 

securities (i.e., non-derivatives) 

Typically <50% gross short Shorting of company-specific 

securities is integral to investment 

strategy or process, with gross 

short positions exceeding 50% 

6. Use of Derivatives Limited use of derivatives (notional 

value excluding derivatives used to 

hedge currency risk is less than 

100% of net asset value) 

Derivatives are integral to 

strategy or process (notional 

value excluding derivatives used 

to hedge currency risk is greater 

than 100% of net asset value) 

7. Transparency Generally position-level 

transparency for investor 

Risk-level transparency, but little 

or no position-level transparency 

8. Liquidity Limited use of lock-ups, short or 

no notice period; frequent (e.g., 

monthly) or no redemption 

windows 

Often lock-ups, withdrawal fees, 

notice periods exceeding 30 days 

and/or less frequent redemption 

windows than monthly; gates and 

ability to suspend redemptions 

can extend redemption for years 

or frustrate liquidity goals 

9. Performance Fees May charge performance fees, but 

often over asset class hurdle 

Generally, manager charges 

management and performance or 

incentive fees, or both, but 

usually with no asset class hurdle 

In this Section 2.5: 

Beta is a measure of an asset’s volatility in relation to a specific market or risk factor, as observed over a market 

cycle; the measure of an asset’s risk in relation to the market (for example, the S&P500) or to an alternative 

benchmark or factors. Generally, the return of a security with a beta of 1.5 will be, on average, 1.5 times the 

market return. 
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Leverage is a condition in which the net potential monetary exposure of an obligation exceeds the value of the 

underlying assets supporting the obligation. Net Leverage is calculated as the difference between (A) the sum of 

(i) the market value of all long cash market positions, (ii) the notional value of all long derivative positions, and 

(B) the sum of (i) the absolute market value of all short cash market positions, and (ii) the absolute notional 

value of all short derivative positions divided by (C) the net market value of the fund. Gross Leverage is the 

total of (A) the sum of (i) the market value of all long cash market positions, (ii) the notional value of all long 

derivative positions, (iii) the absolute market value of all short cash market positions, and (iv) the absolute 

notional value of all short derivative positions divided by (B) the net market value of the fund. For option based 

instruments, notional value may be calculated using hedge ratios to derive a delta-equivalent exposure. 

Proposed investments in funds classified as Hedge Funds will be reported to the Board (and appropriate Board 

committee, as applicable) quarterly. If the criteria examined do not clearly indicate, based on at least a 

preponderance of criteria, how a fund should be classified, the Investment Division may elect to present the 

pertinent information to the IIC for consideration of classification. Further, if the application of any one or more 

of the criteria for leverage, short sales, and derivatives, standing alone, would classify the fund as a Hedge Fund, 

but the preponderance of criteria would classify the fund as a non-Hedge Fund, the Investment Division may 

either decline to authorize the investment or may elect to present the pertinent information to the IIC for 

consideration of the classification of the fund and, if applicable, authorization for investment. 

At time of consideration, the IIC will approve the allocation of each Hedge Fund to an asset class by reference 

to factors such as investment strategy, underlying investments, correlation, beta, leverage, expected return and 

expected risk. Generally, Hedge Funds in the Global Equity broad asset class category will be allocated to the 

All Country asset class.   

2.6 External Public Markets Portfolio Authorization 

a. Approval Authority – Hedge Fund, External Manager and Absolute Return Portfolios – The IIC is 

hereby authorized to approve investments as defined and set forth in Appendix B of this Policy. 

The Investment Division may authorize an allocation to an External Manager even if the manager will 

invest a portion of the assets in a Private Investment Fund or funds or a tax-qualified collective trust 

managed by an Affiliate of the External Manager, except that the Investment Division shall determine 

whether any such fund should be classified as a Hedge Fund for purposes of Section 825.3012, Texas 

Government Code. 

b. Short positions limit – The EPM Portfolios may hold short positions in securities authorized under Section 

2.2. The aggregate short positions exposure of the External Manager Portfolio may not exceed 25% of the 

market value of the External Manager Portfolio without the prior written consent of the CIO. In no event 

may the aggregate short positions exposure of the External Manager Portfolio exceed 50% of the market 

value of the External Manager Portfolio, nor may any short sale or position violate the laws or rules of any 

jurisdiction or exchange in or on which the applicable Securities are traded or listed. 

c. Allocation Adjustment Authority – Subject to the limits set forth in this Policy, the CIO, CRO, the heads 

of Public Markets, EPM, or Special Opportunities may add to previously approved funds or investments for 

the purposes of rebalancing, increasing allocations or adjusting risks. Such additional investments or 

allocations shall not, on a monthly basis, exceed 2% of the Hedge Fund Portfolio, External Manager 

Portfolio, or Absolute Return Portfolio (as appropriate) per investment. 

d. Termination and Withdrawal Authority – The CIO, CRO, or the heads of Public Markets, EPM, or 

Special Opportunities may transfer, sell, withdraw, or terminate interests in the Hedge Fund Portfolio, 

External Manager Portfolio, or Absolute Return Portfolio, provided that the action does not breach the terms 

and conditions of the applicable investment agreements. 
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2.7 External Public Markets Portfolio Restrictions 

a. IMAs, considered in the aggregate, may not be used to circumvent the asset allocation parameters, risk 

guidelines, or any other controls otherwise established by this Policy, including the provisions of Section 

2.2. 

b. The EPM Portfolios are subject to the size limitations in Section 1.8b. 

c. Each IMA with an External Manager shall specify the applicable policies, risk controls, portfolio 

characteristics, reporting requirements, requirements or restrictions, including criteria for determining 

quality of investments or the use of standard debt-rating services. 

2.8 External Public Markets Portfolio Conflicts of Interest 

Conflicts of interest, including the appearance of conflicts, in the selection and engagement of external 

investment managers will be avoided at all times. Potential or actual conflicts of interest must be evaluated 

during due diligence and after engagement under applicable ethics policies and statutory provisions, including 

without limitation Section 825.212, Texas Government Code, which does not apply to Hedge Fund managers in 

that capacity. The Investment Division will develop guidelines and procedures to identify actual or potential 

conflicts of interest affecting External Managers to be engaged pursuant to IMAs. The Investment Division shall 

employ reasonable diligence to identify conflicts of interest affecting TRS trustees, employees, Advisors, and 

Consultants with respect to all investments. 

2.9 Risk Parity Portfolios 

Risk Parity is an asset allocation strategy that focuses upon equalizing the risk contributions of the asset classes 

or risk factors comprising the portfolio. Risk Parity then uses leverage to scale the resulting portfolio to target a 

stated level of portfolio risk or return comparable to typical pension fund unleveraged asset allocation strategies. 

PRIVATE MARKETS PORTFOLIOS 

3.1 Private Markets Portfolios 

The Private Markets Portfolios are (1) the Private Equity Portfolio (the “PE Portfolio”), (2) the Real Estate 

Portfolio (the “RE Portfolio”) and (3) the Energy, Natural Resources, and Infrastructure Portfolio (the “ENRI 

Portfolio”). 

Private markets opportunities that will be considered for investment include the following: investments in 

securities of any legally permissible investment vehicle, including title-holding entities that are wholly owned, 

organized, and controlled by the retirement system, Private Investment Funds, co-investments, secondary 

investments, externally managed separate accounts investing in securities, hybrid securities with characteristics 

of equity or debt, joint ventures, secondary market transactions, entity-level investing or other off-market 

investments, new and emerging managers, and opportunistic investments (e.g., investments in the management 

entity of a private investment firm or sponsor, public-to-private transactions, and the acquisition of business 

development company or investment trust assets). 

3.2 Private Markets Portfolios Authorization 

The Private Markets Portfolios are authorized to invest in the asset classes specified in this Policy and may hold 

and exercise rights, options and warrants attached to securities relating to an investment by the Private Markets 

Portfolios. In furtherance of the investment activities of TRS, the Private Markets Portfolios are authorized to 
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engage with third parties and provide to them any required investment information for due diligence purposes so 

long as the recipients have a duty of confidentiality as to the TRS information. 

Funding of committed capital in Private Markets Portfolios will occur over an extended time period and may 

take several years before the total allocation to each asset class is fully invested. Because an individual 

investment may begin to return capital to the investor prior to the full funding of the investor’s commitment, the 

outstanding invested capital of the investment might at times be substantially less than the total commitment. In 

recognition of the above characteristics unique to the Private Markets Portfolios, a “committed” allocation to an 

investment may exceed the respective allocation targets authorized. It will not be a violation of this Policy if 

changes in the market values of the public assets portfolios or the Private Markets Portfolios cause the market 

value of the Private Markets Portfolios to exceed the upper limit of the allocation ranges established in this 

Policy. 

Investment Authority. The limits defined and set forth in Appendix B apply to allocations and commitments 

by the Private Markets Portfolios. 

Termination and Withdrawal Authority. The CIO or, as applicable, the heads of Private Markets, Private 

Equity, Real Estate, or Energy, Natural Resources, and Infrastructure may transfer, sell, withdraw, or terminate 

interests in the Private Markets Portfolios in accordance with the investment documents, provided that the action 

does not breach any agreement to which TRS is legally bound. 

Commitment Authorization. Each investment must be authorized as required by the provisions, guidelines, 

and limitations established in this Policy. Any structure in which TRS invests shall meet established legal 

requirements. 

Additional Allocation Authority. Subject to the limits set forth in this Policy, the CIO or, as applicable, the 

heads of the Private Markets, Private Equity, Real Estate, or Energy, Natural Resources, and Infrastructure 

Portfolios may add funds to previously approved investments for the purposes of rebalancing, increasing 

allocations or adjusting risks. Such additional investments or allocations shall not exceed, on a monthly basis, 

2% of each of the Private Equity Portfolio, the Real Estate Portfolio, or the ENRI Portfolio (respectively, as 

appropriate) per investment. 

PRIVATE EQUITY PORTFOLIO 

4.1 Private Equity Portfolio Objectives 

The PE Portfolio will be structured to achieve the following investment objectives: 

a. The primary long-term objective is to develop a prudently diversified portfolio of investments that is 

expected to enhance the overall risk-return profile of the Total Fund. 

b. Provide competitive returns through capital appreciation. 

The following attributes will be considered in constructing a diversified PE Portfolio: strategy, geography, 

industry sectors, investment size, and vintage year. 

4.2 Private Equity Portfolio Authorized Investments 

Private equity funds build portfolios of private investments in the equity or debt of operating companies. Private 

equity funds may acquire investments in debt obligations, public or private common and preferred stocks, 

convertible securities, and any warrants, rights, or options attached to any of the foregoing that relate to equity 

ownership in an issuer. Privately-acquired securities usually have transfer restrictions and are not as liquid as 

publicly-traded securities. Private equity funds are often classified by strategy, including: buyouts, credit, 

special situations, and venture capital/growth equity. 
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4.3 Private Equity Portfolio Restrictions 

The Private Equity Portfolio is authorized by and is subject to the terms and conditions described in Article 3. 

REAL ESTATE PORTFOLIO 

5.1 Real Estate Portfolio Objectives 

The RE Portfolio will be structured to achieve the following investment objectives: 

a. As the primary focus, contribute favorably to diversification of the Total Fund through exposure to real 

estate’s low or negative correlation to the Public Markets Portfolios. 

b. Provide competitive returns through capital appreciation. 

The following attributes will be considered in constructing a diversified RE Portfolio: strategy, geography, 

property types, size of investment, vintage year, and the number of funds or investment managers represented in 

the portfolio. No specific geographic diversification or leverage targets are required. 

5.2 Real Estate Portfolio Authorized Investments 

The RE Portfolio will focus on private or public real estate equity securities investments, including title-holding 

entities that are wholly owned, organized, and controlled by the retirement system, private or public real estate 

debt, real asset mezzanine debt or equity, mortgage-related investments, entity-level investments, private or 

public real estate investment trusts (“REITs”), private or public master limited partnerships (“MLPs”), and other 

opportunistic investments in real estate. 

Real estate investments are often classified by strategy, including: core, core-plus, value-added, opportunistic, 

and special situations. 

5.3 Real Estate Portfolio Restrictions 

The RE Portfolio is authorized by and is subject to the terms and conditions described in Article 3. 

ENERGY, NATURAL RESOURCES AND INFRASTRUCTURE PORTFOLIO 

6.1 Energy, Natural Resources and Infrastructure Portfolio 

The ENRI Portfolio will be structured to achieve the following investment objectives: 

a. Contribute favorably to diversification of the Total Fund by increasing exposure to assets with a higher 

degree of inflation sensitivity. 

b. Provide competitive returns through capital appreciation. 

 The following attributes will be considered in constructing a diversified ENRI Portfolio: general inflation 

sensitivity, expected return, strategy, geography, resource exposure, size of investment, vintage year, where 

investment is in the resources value chain (upstream, midstream, or downstream) or infrastructure type, and the 

number of funds or investment managers represented in the portfolio. No specific geographic diversification or 

leverage targets are required. 
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6.2 Energy Natural Resources and Infrastructure Portfolio Authorized Investments 

The ENRI Portfolio may invest in private and public energy or natural resource or infrastructure related 

securities either directly or through funds which may include investments in public or private equity, equity-

linked investments including options, warrants, preferred equity, and structured equity, private or public debt, 

entity-level investments, master limited partnerships, commodity futures, natural resources interests (mineral, 

royalty or working interests), timber and agricultural property, water, power generation, renewable energy, and 

associated infrastructure, services, and technology. Energy and natural resource investments are often classified 

by resource type and where the investment is in the resource value chain (upstream, midstream or downstream). 

Infrastructure assets are classified as core, value-add, and opportunistic. Direct investments in physical 

commodities are prohibited. 

6.3 Energy, Natural Resources and Infrastructure Portfolio Restrictions 

The ENRI Portfolio is authorized by and is subject to the terms and conditions described in Article 3. 

EMERGING MANAGERS PROGRAM 

7.1        Emerging Manager Program 

TRS shall make a good-faith effort to invest with qualified emerging managers for the External Public Markets 

Portfolios and the Private Markets Portfolios. For the avoidance of doubt, these portfolios may also include 

investments in energy, natural resources, and infrastructure. The Investment Division is authorized to invest 

with qualified funds-of-funds managers skilled at identifying small and emerging managers in the private equity, 

real asset and public equity markets. The Emerging Managers Program will target 1.1% of the market value of 

the Total Fund. 

Emerging managers can include, but are not limited to, minority, women, and disabled veteran-owned or -

controlled organizations. Conversely, not all minority, women, and disabled veteran-owned or -controlled 

organizations are necessarily considered emerging managers for the purposes of this program. Whether a 

management firm is an “emerging manager” depends on all of the facts and circumstances. In general, emerging 

managers are defined as newer, independent private investment management firms that manage less than $3 

billion or have a performance track record as a firm shorter than five years, or both. 

The Investment Division may engage Emerging Managers Program Consultants without a requirement for 

approval from the Board. In general, an emerging manager should be registered as an investment adviser with 

the appropriate authorities if such registration would be consistent with industry practices or is required by law. 

Each investment will have a minimum size of $5 million. With respect to the EPM Portfolio, the total 

investment by TRS with each emerging manager may not exceed 40% of such emerging manager’s assets under 

management at the time of IIC approval. With respect to the Private Equity Portfolio and the Real Estate 

Portfolio, the total investment by TRS into each fund raised by an emerging manager may not exceed 40% of 

the size of such fund at the time of IIC approval. This paragraph does not apply to investments executed as part 

of a fund-of-funds mandate. 

The Investment Division shall document its efforts to identify and expand its investments with qualified 

emerging managers for the purpose of Board and legislative reporting on the methods and results, including data 

disaggregated by race, ethnicity, gender, and fund size. All investments under the Emerging Managers Program 

must be made prudently and in accordance with fiduciary and ethical standards. 
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OVERLAY PORTFOLIOS 

8.1 Overlay Portfolios Objectives 

Overlay Portfolios are designed to manage risk, asset allocation, and market exposures through futures, options, 

swap contracts, or forward agreements. Overlay Portfolios may be implemented in connection with the Total 

Fund or with any investment or portfolio within the Total Fund. 

8.2 Overlay Portfolios Authorized Investments 

Overlay Portfolios may contract for, buy, sell, and hold the following contracts and derivative instruments in 

accordance with this Policy: 

a. Exchange-traded futures contracts; 

b. Options on exchange-traded futures contracts; 

c. Over-the-counter or exchange-traded swap contracts; 

d. Over-the-counter or exchange-traded option contracts; and 

e. Forward contracts. 

8.3 Overlay Portfolios Restrictions 

Overlay Portfolios may not be used to circumvent the asset allocation parameters, risk guidelines, or any other 

controls or restrictions otherwise established by this Policy or applicable law. 

When engaging in currency overlay strategies, the Overlay Portfolio may not increase or decrease the net 

notional exposure of the Total Fund: 

a. To all non-dollar currencies in aggregate by more than 5% of the market value of the Total Fund; 

b. To any single developed market currency (except for the U.S. Dollar) by more than 2% of the market value 

of the Total Fund; and 

c. To any single emerging market currency by more than 1% of the market value of the Total Fund. 

The foregoing percentage limit restrictions do not apply to currency derivatives used (i) as part of the non-

discretionary foreign exchange risk management policy described in Section 10.2, (ii) to settle security 

transactions denominated in those foreign currencies and any authorized instrument or contract intended to 

manage transaction or currency exchange risk in purchasing and selling investments, and (iii) for hedging the 

characteristics of an individual investment to align it with the characteristics of such investment’s benchmark. 

AUTHORIZED USES OF DERIVATIVES 

This Article enumerates the applications, documentation and limitations for the use of derivatives as permitted 

under Section 825.301, Texas Government Code. 

9.1 Derivatives Policy Scope 

Except where specifically noted, this Policy applies to all derivatives transactions executed by the Investment 

Division and by External Managers operating under an IMA. This Policy does not apply to registered or Private 

Investment Funds issuing securities to TRS. 
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This Policy applies to all exchange-traded derivatives and over the counter (“OTC”) derivative instruments 

authorized by law. This Policy does not apply to the use of derivatives by Private Investment Funds unless TRS 

in fact controls and has a legal right to approve the investment policy or guidelines of such funds. 

9.2 Derivatives Use by External Managers and Private Investment Funds (Hedge Funds) 

The Total Fund may have external exposure to derivatives in two ways. 

a. First, the Total Fund will invest as a passive investor in Hedge Funds organized as limited-liability entities, 

which limits potential losses to the capital contributed to the entity. TRS is not a party to the management 

agreement between the Hedge Fund and its investment manager. Hedge Fund and other fund managers owe 

the same legal duties to all investors. 

i. The Investment Division must exercise thorough due diligence in assessing the scope of the Hedge Fund 

manager’s uses of derivatives, their purpose, experience of the fund manager’s staff in managing these 

positions, inherent leverage, and the manager’s systems, controls and operations in determining 

suitability of these entities for TRS investment. 

b. Second, TRS may delegate discretion, through IMAs, to External Managers who act as a TRS agent with 

respect to Total Fund assets and who are authorized to enter into specified contracts and commitments that 

will be legally binding on TRS. External Managers are TRS fiduciaries. 

i. For External Managers engaged pursuant to IMAs, Investment Division must view the External 

Manager as an extension of the internal Investment Division’s investment management processes and 

must require External Managers to comply with this Policy and applicable guidelines and law on the use 

of derivatives to the same extent as the Investment Division. Guidelines for the scope and use of 

derivatives will be established on a case-by-case basis with each External Manager in the applicable 

IMA. An External Manager of publicly-traded investments engaged by TRS under an IMA may engage 

in derivatives transactions only if expressly authorized by, and the transactions are consistent with, the 

overall investment objectives and restrictions established in the IMA, this Policy, and applicable law. 

Each IMA must be consistent with applicable law, this Policy, and other TRS policies. An IMA may 

only authorize such uses of derivative instruments when the Investment Division reasonably concludes 

after due diligence that the External Manager possesses the experience, expertise, and qualifications to 

prudently use derivatives, and has appropriate operational, compliance, and risk management personnel, 

policies, and procedures to effectively monitor and control their use, including the use of leverage. 

ii. Selection, engagement, and monitoring of External Managers engaged through an IMA requires a clear 

understanding of the managers’ uses of derivatives, particularly as it relates to various risk controls, 

compliance functions, and leverage. The Investment Division will monitor risk exposures and leverage 

on both an individual entity and aggregate basis. The permitted uses of derivatives and leverage by each 

External Manager must be fully documented in each IMA. 

9.3 Derivatives Definition; Authorization 

Derivatives are financial instruments the value of which are derived, in whole or part, from the value of any one 

or more underlying securities or assets, or index of securities or assets (such as bonds, stocks, financial 

commodities, and currencies). For the purposes of this Policy, derivatives include, without limitation, futures 

contracts; options; options on futures contracts; forward contracts; swap agreements, including swap contracts 

with embedded options; any instrument or contract intended to manage transaction or currency exchange risk in 

purchasing, selling, or holding investments; and any other instrument commonly used by institutional investors 

to manage institutional investment portfolios. Derivatives, for purposes of this policy, do not include currency 

forwards with a tenor of 30 days or less if such forwards do not require upfront amounts to be paid or received. 

Derivatives may be exchange traded or OTC. Exchange traded derivatives are listed and traded on a national 

exchange. Fulfillment of the contract is generally guaranteed by the exchange on which the instruments are 
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traded. OTC derivatives are negotiated transactions between a buyer and a counterparty, which may result in 

non-standard terms. 

OTC derivatives between internal portfolios are authorized and subject to all procedures, controls, and reporting 

required by this Policy unless denoted otherwise.  Internal OTC trades shall be made prudently and in 

accordance with fiduciary and ethical standards and may not be used to circumvent the asset allocation 

parameters, risk guidelines, or any other controls or restrictions otherwise established by this Policy or 

applicable law.   

9.4 Derivatives Applications Permitted 

Consistent with the objectives set out in Section 9.1, derivative applications may be used by the Investment 

Division and External Managers engaged through IMAs to: 

a. Implement investment strategies in a lower cost and efficient manner; 

b. Efficiently manage the Total Fund portfolio by altering the portfolio’s market (systematic) exposure in lieu 

of trading the underlying cash market securities through purchases or short sales, or both, of appropriate 

derivatives; 

c. Construct portfolios with risk and return characteristics that could not be efficiently created with cash 

market securities consistently with the objectives in this Policy and in compliance with applicable law; 

d. Hedge and control risks so that the Total Fund’s risk-return profile is more closely aligned with the Total 

Fund’s targeted risk-return profile through purchases or short sales, or both, of appropriate derivatives; and 

e. Facilitate transition trading when holdings must be rebalanced or reallocated among permissible investments 

as a result of changes to applicable benchmark indexes or policy changes. 

f. External Managers may not engage in derivative applications that are inconsistent with the applicable IMA, 

this Policy and applicable law, unless specifically authorized by the TRS Board and the IMA has been 

amended accordingly. 

9.5 Derivatives Applications Not Permitted 

a. Derivatives may not be used for speculation. Derivatives are considered speculative if their uses have no 

material relation to objectives and strategies specified by this Policy or any related policies or resolutions of 

the Board. Derivatives may not be used for circumventing limitations or restrictions imposed by this Policy 

or applicable regulatory requirements. Derivative applications may only be used to invest in asset classes 

that are consistent with TRS’ legally permissible policy asset categories (including currencies), 

implementation strategies, and risk-return characteristics. 

b. Investments in derivatives underlain by physical commodities are prohibited unless such derivatives can be 

cash- settled whether by contract terms, by rolling the position, or by trading out of the position before a 

delivery obligation can arise. Standing orders or instructions for rolling or trading out of positions may be 

used to prevent delivery obligations from arising under commodities derivatives contracts. 

9.6 Derivatives Documentation and Controls 

Prior to the implementation of a new internal derivative instrument type or application, the Investment Division 

shall document the purpose, justification, baseline portfolio, derivative application portfolio, risks (including, at 

a minimum, market, modeling, pricing, liquidity, and legal risks), the expected increase or reduction in 

systematic and idiosyncratic risk resulting from the application, the amount of leverage employed under the 

strategy, the prudent reasons for employing leverage, and the procedures in place to monitor and manage the 

derivative exposure. The documentation will be approved by the CIO and reported to the IIC and the Board (or 

appropriate Board committee, as applicable) at their next regularly scheduled quarterly meetings. The 
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Investment Division shall adopt fully documented control procedures to properly account for and value the Total 

Fund’s exposure to each derivatives application, whether internal or external under an IMA. The Investment 

Division shall establish an appropriate risk management procedure to monitor compliance both internally and by 

External Managers and will take corrective action if necessary. The Investment Division shall have due regard 

for operational risks associated with various derivatives strategies, including risk management, accounting 

systems, liquidity needs, adequate staffing, and staff qualifications. 

9.7 Derivatives Limitations 

Counterparty Risks: In order to limit the financial risks associated with derivative applications, guidelines for 

rigorous counterparty selection criteria and ISDA agreements shall be created by the Investment Division to 

reduce counterparty risk for OTC derivatives. Any external counterparty in an OTC derivative transaction with 

TRS must have a credit rating (which may be a counterparty risk assessment or rating) of at least A- (Standard 

& Poor’s or Fitch) or A3 (Moody’s). All external OTC derivative transactions, including those managed through 

IMAs, must be subject to established ISDA Master Agreements or, if centrally cleared, clearing agreements and 

have full documentation of all legal obligations of both parties to each transaction. All ISDA Master 

Agreements entered into by or on behalf of TRS by the Investment Division or an External Manager engaged 

pursuant to an IMA (if applicable) shall provide for netting of obligations. The Investment Division and 

External Managers may also use collateral arrangements to mitigate counterparty credit or performance risk. 

The net market value of all OTC derivative positions, including those managed through IMAs, less collateral 

posted, for any individual counterparty may not exceed $500 million. The net market value of all OTC 

derivative positions for any individual counterparty, without consideration of collateral, may not exceed 5% of 

the total market value of the Fund. If these market-value limits are exceeded, the Investment Division will 

inform the CIO, Executive Director, and Chair of the appropriate Board committee as soon as practicable and 

take appropriate corrective action within a 90-day period or develop a corrective action plan that will be 

presented to the Board at its next regularly scheduled meeting at which investment matters will be discussed 

following the initial 90-day corrective action period. 

Global Risk Limitations: Notwithstanding other limitations in this Policy, transactions that would cause the 

aggregate risk exposure of the Total Fund, including externally-managed portfolios, to exceed the aggregate risk 

limits established by the current asset allocation policies of the Board are not permitted. On a Total Fund basis, 

the combined economic exposure introduced through both cash and derivative market positions is subject to the 

asset allocation ranges, risk limits, and other portfolio parameters described in this Policy. 

Position Limits: For futures and options positions TRS will comply with all position and aggregate limits 

established by the applicable regulatory and legal organizations and authorities within each jurisdiction. 

9.8 Derivatives Risk Management and Compliance 

To ensure compliance with this Article 9, all internally and externally managed derivatives (other than 

derivatives held in Hedge Funds) must be marked to market on a daily basis by the Fund’s external custodian(s), 

and such daily reports will be reviewed for accuracy by the TRS Risk Management staff and Investment 

Operations personnel.  

Compliance with the requirements of this Policy will be monitored by the Chief Compliance Officer using 

information systems and data from internal and external sources. Any violations of this Article 9 will be 

reported immediately to the Executive Director and to the CIO, who will determine, if considered material as 

determined by Chief Compliance Officer, Chief Investment Officer, and Executive Director, the appropriate 

remedy and report promptly to the Board (and the appropriate Board committee, as applicable). 
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RISK MANAGEMENT AND OVERSIGHT 

10.1 Market Risk Management 

The Investment Division will establish a framework for measuring enterprise-level risk for both the Total Fund 

Portfolio and the established benchmark, including any transition benchmarks employed during asset allocation 

shifts. At a minimum, this framework must include a quantified estimate of downside risk (e.g., value-at-risk 

(“VaR”), estimated shortfall, or various parametric and non-parametric statistics). The Investment Division will 

monitor the relative positioning of the Total Fund Portfolio vis-à-vis the benchmark no less frequently than 

monthly. 

a. Asset allocation limits – In addition to the Total Fund Portfolio level risk limits, the portfolio will be 

constrained to the asset allocation percentages and ranges prescribed by this Policy. Accordingly, the total 

exposure to each asset class must be based on the individual exposures of each cash security and each 

outstanding derivative contract. The foregoing does not apply to those accounts designated as using strategy 

leverage to better align the investment with the characteristics of the policy benchmark. 

b. Risk limit – The Investment Division will model and monitor the Total Fund Portfolio and benchmark to 

ensure that the total estimated risk for the Public Markets portion of the Portfolio is within the upper and 

lower bounds corresponding to the maximum and minimum downside risk measures that could be achieved 

through the asset allocation limits in this Policy. 

c. Proxy securities and indices – If necessary and prudent, the Investment Division will employ proxies to 

approximate the economic characteristics of actual investments if the terms and conditions of the actual 

investments or the underlying holdings are not readily available or where the complexity of the underlying 

investment renders a deterministic model impractical. 

d. Private market assets holdings – The Investment Division may include private investments in this analysis 

either by proxy or by actually modeling the terms and conditions of the underlying exposures; however, if 

the inclusion of these investments is deemed to distort the true risk characteristics of the portfolio, the Board 

may approve the use of an alternative methodology for analyzing the risk characteristics of those 

investments. 

e. Active risk limits – In addition to the portfolio-level risk statistics described above, a target tracking error 

will be imposed on each public asset class mandate. Additionally, a target tracking error will be imposed on 

the entire public portfolio that takes into account both internally and externally managed portfolios and 

Private Funds as well as both asset allocation and security selection decisions. These limits are specified in 

Appendix A. 

10.2 Foreign-Exchange Risk Management 

The objective of the Foreign-Exchange (“F/X”) policy is to effectively manage portfolio return volatility 

associated with foreign currency risk. F/X risk is the possibility of a negative currency return as a result of 

adverse movements in foreign exchange rates. The F/X policy sets forth a structure and implementation plan to 

determine the level of strategic currency risk that the Fund is willing to tolerate. 

Currency hedge ratios will be separately applied to the Fund’s public-markets and private-markets non-dollar 

exposures. Each currency hedge ratio is the percentage of aggregate, non-dollar currency exposure to be 

passively hedged. The hedging horizon is intermediate (one to three years). The results of the currency hedge 

ratio decisions will be presented to the Board (or the appropriate Board committee, as applicable) for approval 

by the Board and incorporated into the benchmark as prescribed in Appendix C. 

From an implementation perspective, an F/X overlay manager would have responsibility for implementing the 

currency hedge ratio decisions and would not exercise delegated investment discretion. The F/X overlay may be 

implemented internally or externally. If external, the non-discretionary F/X overlay manager would not fall 
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under the definition of either an External Manager or a Hedge Fund. A non-discretionary external F/X overlay 

manager would merely implement the investment decision that has already been made by the IIC. 

10.3 Credit Risk Management 

a. External counterparty exposures – The maximum allowable unsecured external counterparty exposure for 

OTC derivative transactions is $500 million, based on the total net market value of all OTC positions held 

with each external counterparty. The total external counterparty exposure for each external counterparty, 

including the collateralized portions of these agreements, may not exceed 5% of the market value of the 

Total Fund. The minimum credit rating for an external counterparty (which may be a counterparty risk 

assessment or rating), based on a nationally recognized statistical rating organization (“NRSRO”), must be 

at least A- or better at the inception of the contract. For any external counterparty that experiences 

deterioration in credit quality that results in a NRSRO rating below the A- level, subsequent to the inception 

of transaction, additional eligible collateral may be posted, or the transaction may be terminated. 

b. All OTC derivatives with an external counterparty must be governed by an ISDA Master Agreement and 

Credit Support Annex or, if centrally cleared, by clearing agreements, and must include both close-out 

netting provisions and collateralization provisions. 

c. Each ISDA Master Agreement must also include a table that delineates the excess purchased securities 

margin (haircut) required, based on the collateral type, duration, and credit quality. 

d. Repurchase agreements – The limit for each counterparty for repurchase transactions and tri-party 

repurchase transactions may not exceed 5% of the market value of the Total Fund. Each repurchase 

agreement will be entered into under a widely accepted industry-approved form, such as one approved by 

SIFMA. A counterparty to a repurchase agreement must be an organization rated A3/A- or better by a 

NRSRO, unless (i) the counterparty is another entity created by the Texas legislature; (ii)  the counterparty 

is a money-market fund regulated under Rule 2a-7 under the Investment Company Act of 1940 or a fund 

designed to resemble such a money-market fund regulated under Rule 2a-7 or (iii) the counterparty is a 

pension fund or retirement system created by a government entity, whether non-U.S. or domestic and 

approved by the CIO.   

e. Securities lending – When securities lending activity is performed by an external third-party lending agent, 

Investment Division will examine the credit underwriting practices of the lending agent, including 

enforcement of collateral requirements, counterparty analysis, and surveillance. Additionally, Investment 

Division will periodically review the securities lending lines by counterparty. A securities lending agent 

must be either (i) an organization rated A- or better by a NRSRO or (ii) insured by an organization rated A- 

or better by an NRSRO and execute a securities lending agreement as required by applicable law. More 

detailed information about TRS securities lending activities is specified in the separate Securities Lending 

Policy. 

10.4 Liquidity Risk Management 

The objective of Liquidity Risk Management is to ensure that the Fund maintains ample liquidity to meet its 

funding requirements. The two kinds of requirements which necessitate prudent liquidity are: 

a. Disbursements of benefits and related obligations to plan participants, including retirement, death, health, 

and disability benefits payments. 

b. TRS investment activities: These are mainly associated with risk management and funding of External 

Managers and Private Funds. Some examples include: 

i. Use of derivative instruments requires liquidity for collateral, margin and payment obligations at the 

time of a reset, call or maturity; 

ii. TRS funds accounts managed by External Managers; and 
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iii. TRS manages unfunded capital commitments that the Fund is legally obligated to fund when called by 

general partners. 

External Funding Authority 

The Investment Division is authorized to establish external funding mechanisms (such as master repurchase 

agreements with one or more counterparties) and the flexibility to operate in all types of market liquidity 

environments to allow prudent management of these funding requirements while achieving a long-term rate of 

return and adhering to the asset allocation limits outlined in this Policy. In addition to these external funding 

mechanisms, TRS will maintain adequate funds in its custodial account to cover investment-related obligations. 

Finally, the Board authorizes the Investment Division to access the cash holdings backing OTC swaps to 

manage its commitments. 

10.5 Operations Risk Management 

a. Overdrafts – The Investment Division will monitor the frequency and costs associated with all overdraft 

activity. 

b. Custodial Bank(s) – The Investment Division will conduct on-site due diligence to review the operational 

controls set in place by all custodial banks. The Investment Division will also consider the extent of 

remedies provided by the custodian and its overall ability to fulfill its commitments should operational 

failures occur. 

10.6 Settlement Risk Management 

The Investment Division will monitor unsettled trade activity by counterparty and instrument type. 

10.7 Legal Risk Management 

Legal documentation for all accounts, investment subscriptions, External Managers, investments in Private 

Investment Funds, and derivatives will be reviewed, negotiated and approved for TRS execution by internal or 

external legal counsel, or both. The Investment Division, in consultation with Legal and Compliance, will 

exercise diligence to ensure that all contracts are legally binding and enforceable in a suitable venue. The 

Investment Division will seek the assistance, review, and advice of legal counsel whenever it is prudent to do so. 

Legal and Compliance has primary responsibility for the engagement of outside legal counsel for investment 

matters, subject to applicable statutes and rules adopted by the Office of the Attorney General. 

10.8 Risk Management Compliance Cure Periods and Remedies 

Passive violations – A passive violation occurs when the portfolio breaches a prescribed policy limit as the 

result of changing market or credit conditions. The Investment Division will report the violation to the Board 

and will remedy the violation within 90 days of the violation or prepare a written action plan that must be 

approved by Board resolution to extend the cure period beyond 90 days. 

Active violations – An active violation is caused by entering into an agreement or investment that breaches a 

policy limit at inception or thereafter through failure to monitor. In this case, a thorough analysis of controls will 

ensue and be reported to the CIO, the Executive Director and the Chair of the appropriate Board committee, as 

soon as practical, and to the full Board at its next regularly scheduled meeting at which investment matters will 

be discussed. The Investment Division will seek to remedy the violation when possible. In instances where the 

costs of immediate remedies are prohibitive, the Investment Division will develop a corrective action plan that 

will be submitted to the CIO within a reasonable time after the violation occurs, not to exceed 15 days, 

depending on the nature and complexity of the investment holding and transactions needed to remedy the 

violation. The Board will be apprised of the violation at its next regularly scheduled meeting along with the 

corrective action plan. 
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10.9 Permitted Sources of Leverage Financing 

The Investment Division is authorized to use the following in order to create Strategy or Asset Allocation 

Leverage: 

a. Derivative strategies in accordance with the risk parameters established by the asset allocation ranges of this 

Policy and applicable legal restrictions; 

b. Short sales in accordance with this Policy; 

c. F/X hedging in accordance with this Policy; 

d. Risk Parity investments in accordance with this Policy; 

e. Embedded leverage within the Total Fund’s Private Fund investments; and 

f. Collateralized fundings including securities lending activities, pledges, repurchase and reverse repurchase 

agreements and other external funding mechanisms. 

Leverage will not be used to exceed the risk parameters established by the asset allocation ranges of this Policy. 

HEALTH INSURANCE PROGRAM PORTFOLIO 

11.1 Health Insurance Program Portfolio Objective 

The primary objective of the Health Insurance Program Portfolio is to preserve capital through investment in 

conservative, short-term securities. 

11.2 Authorized Investments for the Health Insurance Program Portfolio 

Section 404.024, Texas Government Code describes the Authorized Investments employed by the comptroller 

when he or she invests state funds. The Investment Division shall employ this list of Authorized Investments 

when the Investment Division invests the Health Insurance Program Portfolio. 

INVESTMENT INTEGRITY POLICY 

12.1 Scope 

The Investment Integrity Policy (the “IIP”) applies to all TRS investment transactions, including without 

limitation new agreements (including SPACs, follow-on funding, and co-investments), sales or transfers of 

investment interests, increases in funding or capital commitment to an existing relationship or fund, or an 

amendment that increases management fees or compensation under an agreement. This IIP does not apply to 

Direct Investments or transactions in publicly traded securities. 

The IIP also applies to attempts to influence TRS investment decisions through contacts with TRS trustees, or 

contacts with, or political contributions made for the benefit of, one or more Texas Candidates or Elected 

Officials, and also applies to contacts with persons employed by any such candidate or official. 

If any provision of the IIP conflicts with a provision of another policy adopted by the Board, the stricter 

provision shall apply. 

This Article 12 does not apply to direct TRS engagements of Consultants and agents in connection with buying 

or selling privately issued investment interests in the secondary market. A seller in a secondary market 

transaction is not required to complete an Investment Integrity Questionnaire if the transaction’s closing 
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documents include appropriate representations, warranties, and covenants as to the matters addressed in this 

Article 12 and the Investment Integrity Questionnaire. 

12.2 Purpose 

The purpose of the IIP is to ensure the integrity of all TRS investment transactions and decisions and conformity 

with the highest fiduciary, ethical, and legal standards by all parties involved. All investment decisions made by 

the Board and the Investment Division must be based solely on the merits in conformity with fiduciary standards 

and applicable law. All advice and investment recommendations made by Consultants must be based solely on 

the merits after the necessary due diligence. All investment decisions and recommendations must be free of 

impropriety or improper influence and the appearance of either. 

12.3 Philosophy 

The Board desires that the Investment Division obtain full disclosure of all matters having the potential to harm 

TRS’ reputation or the integrity of TRS’ investment processes, or that could constitute unethical or unlawful 

conduct during the investment due diligence process. 

12.4 Required Disclosures and Questionnaire 

All external Fund or Manager Parties and if applicable, all Placement Agents that will receive a Placement Fee 

in connection with an investment or commitment by TRS, shall provide true and complete written responses to 

the questionnaire attached hereto as Appendix E prior to IIC consideration or other investment authorization. 

The Executive Director is authorized to approve such revisions to Appendix E from time to time as he or she 

deems to be in the best interest of TRS and consistent with the IIP. 

In addition, all Fund or Manager Parties who disclose the involvement of a Placement Agent shall provide a 

detailed description of the services to be performed by the Placement Agent and how the Placement Agent is 

used (e.g., with all prospects, or only with a subset of prospects). The Investment Division shall obtain a copy or 

summary of the terms of an agreement to compensate a Placement Agent for the due diligence file. The 

Investment Division shall provide all prospective Fund or Manager Parties with a copy of the IIP and the 

Appendix E questionnaire upon commencement of due diligence. 

12.5 Contractual Representations, Warranties, and Covenants 

Each Fund or Manager Party shall represent and warrant to TRS in the executed closing documents for the 

transaction that its responses to Appendix E to this Policy and any supplemental inquiries are true, correct, and 

complete in all material respects as of the closing date, and shall also covenant to update or correct any such 

responses within 10 business days of becoming aware of any change in the responses. The obligation to update 

responses survives the closing of the relevant investment transaction. 

In addition, each Placement Agent shall fully disclose the terms of its arrangements with a Fund or Manager 

Party for payment of a Placement Fee and any political contributions by the Placement Agent to any Texas 

Candidates or Elected Officials, and shall certify as to the matters addressed in Appendix E, as applicable, to 

TRS in a writing executed by an authorized officer that the disclosures required by the IIP are true and complete 

in all material respects. 

A Placement Agent must agree in writing to pay to TRS a sum equal to its Placement Fees relating to TRS’ 

investment if the Placement Agent’s certifications, representations, warranties, or questionnaire responses are 

untrue or misleading. 

A Fund or Manager Party using a Placement Agent must agree in writing to pay to, credit to TRS’ capital 

account, or offset TRS’ management fees or outstanding funding commitment with, a sum equal to the 

Placement Fees due to the Placement Agent with respect to TRS’ investment agreement or commitment if the 
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Fund or Manager Party’s certifications, representations, warranties, or questionnaire responses are untrue or 

misleading. 

12.6 Prohibitions 

Neither TRS nor any TRS investment shall be burdened with or liable for any Placement Fee. No TRS 

investment may be made if the transaction involves either (a) a Placement Agent who is not registered with 

either of the Securities and Exchange Commission or the Financial Industry Regulatory Authority (“FINRA”), 

or (b) the sharing of a Placement Fee with a non- registered person or entity. No TRS investment may be made 

if an authorized officer or the board, in consultation with legal counsel, determines that a disclosed contact with 

a Board member or Texas Candidate or Elected Official, or a contribution to a Texas Candidate or Elected 

Official, has created an unacceptable risk to the integrity and reputation of the TRS investment program or has 

been made in violation of a TRS policy or applicable law. A contact-based referral, without more, by a TRS 

trustee of either an investment opportunity or a Manager or Fund Party contact to the Executive Director, or 

Chief Investment Officer does not constitute such a risk or a violation of the IIP. 

12.7 Reporting 

The investment staff shall compile all responses to the questionnaire and report the results to the Board at least 

semi-annually. Reports shall include the amounts and recipients of any political contribution or Placement Fee 

and the relationship of the recipients to the Placement Agent or Texas Candidate or Elected Official, as 

applicable. 

12.8 Definitions 

Affiliate – means a person or entity controlled by or under common control with another person or entity. 

Direct Investment – means any private placement investment where TRS is a purchasing signatory to a binding 

securities purchase agreement or any similar acquisition agreement (including an option or rights agreement to 

acquire such securities in the future), and when delivered, intends to hold the restricted securities directly in the 

TRS custodian bank.  

Fund or Manager Party – means any person or entity offering, sponsoring, proposing, or soliciting a TRS 

investment transaction or opportunity, purchase or sale of securities, investment contract, investment 

management agreement, or commitment, and includes: 

a. As to a private investment fund, a fund sponsor, the general partner, managing member, or its equivalent 

with respect to a fund, fund sponsor, or fund management firm; 

b. As to an external investment manager to be engaged to invest TRS assets pursuant to an investment 

management agreement, the investment management entity and the parent of such asset management entity; 

and 

c. As to a private company or similar issuer in a direct or principal investment in securities of the issuer, the 

entity and an agent, representative, broker or investment bank, officer, director, trustee, manager, or 

employee of the company or issuer involved. 

Without limiting the foregoing, Fund or Manager Party includes any Affiliate, principal, owner, agent, manager, 

officer, majority or controlling shareholder, director, managing member, or employee having authority to legally 

bind or otherwise act under actual or apparent authority on behalf of a Fund or Manager Party in connection 

with a prospective TRS investment. An underwriter in a registered offering is not a Fund or Manager Party or 

Placement Agent under the IIP. 

Placement Agent – includes any third party, whether or not affiliated with a Fund or Manager Party, that is a 

party to an agreement or arrangement (whether oral or written) with a Fund or Manager Party for the direct or 

indirect payment of a Placement Fee in connection with a TRS investment. Any other person or entity who 
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claims a Placement Fee or who by agreement with a Placement Agent will share in a Placement Agent’s 

Placement Fee is also deemed to be a Placement Agent whether or not the person or entity is an Affiliate, 

principal, agent, owner, officer, shareholder, director, managing member, or employee of the first Placement 

Agent. For the avoidance of doubt, a finder, broker-dealer, originator, fundraiser, financing arranger, or 

investment bank receiving a Placement Fee is a Placement Agent. An underwriter in a registered offering is not 

a Fund or Manager Party or Placement Agent under this policy. 

Placement Fee – includes any compensation or payment, directly or indirectly, of a commission, finder’s fee, or 

any other consideration or benefit to be paid to a party other than the relevant Fund or Manager Party in 

connection with a TRS investment, agreement or commitment. An underwriting fee or discount charged in a 

144A or registered public offering of securities is not a Placement Fee. 

Relative – means a spouse (including an ex-spouse), parent, child (including adopted), sibling, niece, nephew, 

aunt, or uncle. 

SPAC – means a “special purpose acquisition company” with no commercial operations that is formed to raise 

capital through an initial public offering for the purpose of acquiring an existing company, whether or not pre-

identified.  

Texas Candidate or Elected Official – includes any candidate for a statewide office or an elected official of the 

State of Texas, including the governor, lieutenant governor, comptroller of public accounts, attorney general, 

and any member of the Texas Legislature, and also includes a campaign fund or political action committee, or 

PAC organized for or on behalf of a Texas statewide candidate or elected official, and any Relative of a Texas 

statewide candidate or elected official. This definition does not apply to candidates for, or elected officials 

holding, offices in counties, municipalities, or other local subdivisions of the State of Texas, to state or local 

judicial candidates or offices of the State of Texas, or to any federal office or judicial position. A candidate for 

an elective federal office who holds a statewide office is deemed to be a Texas Candidate or Elected Official for 

purposes of this policy. 

TRS Person – means any person listed on Exhibit A attached to Appendix E to this Policy or to any other due 

diligence document, and includes without limitation any current or former TRS board member, Executive 

Director, Deputy Director, Chief Financial Officer, Investment Division or Legal and Compliance employee, 

any investment consultant or actuary, any outside counsel engaged by TRS, and any Relative of a TRS Person, 

whether or not listed on an Exhibit A, TRS Persons. 
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APPENDIX A – TRACKING ERROR NEUTRAL (IN ANNUALIZED BASIS POINTS)1 

 

 Neutral 

Equity (USA) 300 

Equity (International; Non-US Developed, 

EAFE) 

300 

Equity (International; Emerging Markets) 300 

Equity (All Country) 300 

Stable Value Hedge Funds 400 

Risk Parity 400 

 

 

 Neutral Maximum 

Government Bonds- Nominal  300 

Government Bonds – Real  300 

Total Public Fund Tracking Error 100 300 

 

 

1
 Tracking error will be measured on a realized basis over a three year period. 
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APPENDIX B – IIC APPROVAL AUTHORITY AND MANAGER ORGANIZATION 

ALLOCATION LIMITS 

Allocations to a single manager organization may only exceed the limits specified in this Appendix B with the 

prior authorization of the Board. 

 

Article 

Affected 

Portfolio Initial 

Allocation or 

Commitment 

with Manager, 

by Portfolio 

Additional or 

Follow-On 

Allocation or 

Commitment 

with the same 

Manager, by 

Portfolio 

Total Manager 

Organization 

Market Value 

Limits, by 

Portfolio 

Total Manager 

Organization 

Exposure Limits, 

by Portfolio 

2 Public Markets Portfolios 0.5% 1% 3% 5% 5% 

4.2 Private Equity Portfolio 0.5% 1% 3% 5% 

5.2 Real Estate Portfolio 0.5% 1% 3% 5% 

 

6.2 

Energy, Natural Resources and 

Infrastructure Portfolio 

 

0.5% 

 

1% 

 

3% 

5% 

 Total IIC Approval Authority, each Manager Organization 6% 8% 10% 

 

All allocation or commitment limits are expressed as a percentage of the Total Fund value and are to be 

calculated as of the date the applicable investment is approved by the IIC or other investment authorization. 

Exposure is defined as the sum of the market value and unfunded commitments for the purposes of Appendix B. 

All external investments must be assigned to one of the four portfolios at the time of approval. For the purposes 

of the Manager Organization Market Value Limit, market value is based on the most recent month-end values 

provided by the custodian and does not include the proposed investment under consideration. 

“Affiliate” means any person directly or indirectly controlling, controlled by, or under common control with, 

another person. A “manager organization” includes its Affiliates without regard to the names of the entities. The 

Chief Compliance Officer will be responsible for determining the manager organization’s Affiliates that are 

applicable for the above limits. 

The percentage limit for additional or follow-on allocations or commitments applies to each additional or 

follow-on allocation or commitment by a listed portfolio to a manager and is in addition to, and not cumulative 

of, the limit specified for initial allocations or commitments. By way of example, if a portfolio initially allocates 

0.2% of the Total Fund to a manager, the portfolio may thereafter allocate or commit up to 1.0% in a single 

additional or follow-on allocation or commitment to the same manager for a total of 1.2% allocated or 

committed to the same manager (0.2%+1.0%). If a portfolio initially allocates 0.2%, then makes an additional 

allocation or commitment of 0.8%, and desires to make a further additional or follow-on allocation to the same 

manager, the applicable limit for the further additional or follow-on allocation is 1.0% of the Total Fund, for a 

total of 2.0% allocated or committed to the manager (0.2%+0.8%+1.0%). All investments occurring in the six 

months prior to the follow-on investment, co-investment or additional investment shall be included in the 

calculation of the percentage limits. If the initial investment occurred less than six months prior to the current 

investment, the initial allocation limit of 0.5% rather than the follow-on allocation limit of 1.0% will apply. 

In calculating the available limits, returned capital is excluded from the sum of existing total allocations or 

commitments. Committed capital is included during the applicable investment period of a fund without regard to 

whether the commitment amount is funded or unfunded or the fund is open-ended. Capital that has been 

returned but that is subject to recall by a Private Investment Fund is considered to be committed or allocated for 

the purposes of the limits in this Appendix B. 
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Authority for Special Investment Opportunities. Notwithstanding the limits set forth in this Appendix B, the 

CIO may designate an investment opportunity as a “Special Investment Opportunity” if the circumstances 

indicate a reasonable probability that a rapid investment response will be required in order for TRS to acquire 

the investment in excess of the limits on Investment Division authority set forth in this Appendix B. 

Circumstances requiring a rapid response may include, but are not limited to, distressed situations or market 

dislocations creating opportunities to acquire interests or assets at pricing that indicates a reasonable probability 

that the interests or assets are undervalued or will increase in value. The CIO shall notify the Executive Director 

as promptly as possible of the Special Investment Opportunity. The CIO and the Executive Director shall 

consult with the Chair of the Board and the Chair of the Investment Management Committee and determine if it 

is not practicable to present the opportunity for consideration by the Board. If the opportunity will not be added 

to an agenda, and the CIO and the Executive Director conclude that the investment would be in the best interests 

of TRS, the CIO and the Executive Director may authorize and conclude an investment up to $1 billion in that 

Special Investment Opportunity. 

After one investment in a Special Investment Opportunity has been made, no further investment in a Special 

Investment Opportunity may be made until the Board has reauthorized the CIO’s authority to designate a 

Special Investment Opportunity. Such reauthorization shall renew the CIO’s and the Executive Director’s 

authority to invest up to $1 billion in a Special Investment Opportunity under this provision. 
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APPENDIX C – CURRENCY HEDGE RATIOS 

 

Portfolio Currency Hedge 

Ratio 

Public Markets Portfolios 0% 

Private Markets Portfolios 0% 

 

  



Investment Policy Statement, Page 37 of 47, rev. eff. 9/18/20255/01/2026 

 

APPENDIX D – GENERAL AUTHORITY RESOLUTION 

Board of Trustees 

General Authority Resolution 

Revised September 18, 2025 

 

Investment Group 

Resolved, That Investment Division employees holding the following TRS positions are members of the 

“Investment Group”: 

 

Chief Investment Officer Managing Director 

Senior Managing Director Director 

  

Resolved further, That the Executive Director is authorized and directed to designate in writing those individual 

members of the Investment Group who are authorized within the investment areas designated by the Executive 

Director, in addition to the Chief Investment Officer, to take any one or more of the following actions authorized 

below in accordance with these resolutions until the authority is revoked. 

 

Resolved further, That the Executive Director is authorized and directed to designate in writing, by investment 

area and category or item designation, the specific authorities granted to each authorized member of the 

Investment Group, until the authority is revoked. 

 

A. General Authority for Investment Matters other than Derivatives 

Resolved further, That the Chief Investment Officer and any other member of the Investment Group designated 

by the Executive Director as having such authority, in addition to any other authority expressly designated by the 

Executive Director under these resolutions, may act on behalf of TRS to: 

A.1. Buy, sell, or give orders or instructions for transactions in currencies and securities, and any amendments 

or modifications of such orders or instructions. 

A.2. Direct Investment Operations personnel to deliver, pay, expend, or receive cash, currencies, monies, 

securities (including restricted or Rule 144A securities) in connection with a contract to buy or sell 

securities. 

A.3. Give directions and instructions to members of the Trading Group or External Managers relating to 

execution, brokerage, clearing or settlement of securities transactions. 

A.4. Direct Investment Operations personnel to fund subscribed investment funds or capital called by 

investment funds; transfer funds or assets between custodial accounts, including External Manager 

separate accounts; transfer funds to pay fees under an investment contract; and to instruct other cash 

movements, including movements of cash to and from custodial accounts held by the Comptroller of 

Public Accounts and transfers of assets in kind for investment under an investment contract. 

Notwithstanding any provision of this Section A, authority granted under this Section A does not extend to 

transactions in derivatives, which are governed exclusively by Section C of these resolutions. 
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B. Investment Contracting Authority other than Derivatives 

Resolved further, That the Chief Investment Officer and any other member of the Investment Group designated 

by the Executive Director as having such authority, in addition to any other authority expressly designated by the 

Executive Director under these resolutions, may act on behalf of TRS to: 

B.1. Make, execute, deliver, waive, modify, amend, renew, extend, assign, terminate, or transfer, in each case 

in writing, investment-related documents, including without limitation, written contracts, investment 

management agreements, subscription agreements, capital commitments, account agreements, consents, 

certificates, powers of attorney, notes, deeds, security agreements, pledges, mortgages, endorsements, 

directions and instructions to amend, modify, fix, and execute written investment guidelines in investment 

management agreements with External Managers and fund managers, and any and all documents necessary 

or proper to effectuate the authority granted in this Section B.1. 

B.2. Jointly with a member of the Financial Group or the Executive Group, execute investment fund 

redemption and withdrawal notices and instructions for the transfer or delivery by wire or physical transfer 

of cash or securities to a TRS account by a third- party fund, External Manager, account, debtor, except that 

an authorized member of the Investment Group may be the sole TRS signatory on subscription 

agreements, side letter agreements, or other investment-related documents executed by TRS in connection 

with a new investment, and any amendments or modifications to such documents and agreements other 

than redemption and withdrawal notices and corresponding instructions for the transfer or delivery by wire 

or physical transfer of cash or securities. 

Notwithstanding any provision of this Section B, the authority granted under this Section B does not extend to 

transactions in derivatives, which are governed exclusively by Section C of these resolutions. 

 

C. Derivatives Authority 

Resolved further, That the Chief Investment Officer and any member of the Investment Group who is designated 

by the Executive Director as a member of the derivatives team, in addition to any authority expressly designated 

by the Executive Director under these resolutions is authorized may act on behalf of TRS to: 

C.1. Negotiate, make, fix, execute, waive, amend, modify, renew, extend, transfer, assign, endorse, or terminate, 

in each case in writing, documents related to derivatives transactions, including without limitation, master 

agreements, schedules, credit support annexes, collateral-management agreements, transaction 

confirmations, account agreements, and clearing agreements, and deliverables relating to such documents 

and agreements. 

C.2. Make, execute, waive, amend, modify, renew, extend, transfer, assign, endorse, or terminate, in each case 

in writing, disclosures, questionnaires, elections, certifications, or other administrative documents and 

deliverables related to derivatives accounts or transactions. 

C.3. Jointly with a member of the Financial Group or the Executive Group, execute, amend, modify, or 

terminate documents, directions, and instructions to deliver and pay cash, currencies, monies, or securities, 

to margin, collateralize, or settle derivatives transactions. 

C.4. Direct Investment Operations personnel to receive cash, currencies, monies, or securities, to margin, 

collateralize, or settle derivatives transactions. 

C.5. Buy, sell, or give orders or instructions for transactions in derivatives, and any amendments or 

modifications of such orders or instructions. 

C.6. Give directions and instructions to members of the Trading Group or External Managers relating to 

execution, brokerage, clearing or settlement of derivatives transactions. 

 

Financial Group 

Resolved further, That the “Financial Group” comprises employees holding the following TRS positions: 
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Chief Financial Officer Manager of Investment Accounting 

Deputy Chief Financial Officer Director of Budget and Financial Analysis 

Senior Director of Investment Accounting  

 

Resolved further, That each member of the Financial Group is authorized and empowered on behalf of TRS, 

jointly with an authorized member of the Investment Group or the Executive Group, to execute redemption 

and withdrawal notices and instructions for the transfer or delivery by wire or physical transfer of cash, collateral, 

margin, or securities to a TRS account by a third-party fund, account, debtor, or derivatives counterparty, except 

that an authorized member of the Investment Group may be the sole TRS signatory on subscription agreements 

and side letter agreements and any amendments to subscription agreements or side letter agreements. 

Resolved further, That each member of the Financial Group is authorized and empowered on behalf of TRS, to 

execute authorizations to fund subscribed investment funds or capital called by investment funds; transfer funds 

or assets between custodial accounts, including External Manager separate accounts; transfer funds to pay fees 

under an investment contract; instruct other cash movements, including movements of assets to and from custodial 

accounts held by the Comptroller of Public Accounts and transfers of assets in kind for investment under an 

investment contract. 

Resolved further, That each member of the Financial Group is authorized and empowered on behalf of TRS to 

authorize and direct members of the Investment Accounting team to verify or confirm to a custodian or prime 

broker any order for the transfer or delivery of currencies, monies, securities, or contracts to any other person. 

Executive Group 

Resolved further, That the “Executive Group” comprises employees holding the TRS positions: Executive 

Director and Deputy Director. Each member of the Executive Group is authorized and empowered to perform, 

with respect to a particular matter or transaction, any and all of the acts that any and all employees in the 

Investment Group or the Financial Group are authorized to perform, except that when joint action by a member 

of the Investment Group and a member of the Financial Group is required, only one member of the Executive 

Group may act jointly with a member of either of the Investment Group or the Financial Group. 

Trading Group 

Resolved further, That the “Trading Group” comprises the employees holding the following TRS positions: 

Senior Managing Director, Managing Director, Director, and Trader. Each member of the Trading Group is 

authorized and empowered on behalf of TRS to take the following actions: to place orders or agree with brokers, 

dealers and market-makers to purchase or sell securities, derivatives, forward contracts, or currency; to monitor 

and supervise execution and settlement of such orders or agreements; and to negotiate, fix, and vary the 

commissions, spreads, or discounts for individual orders or agreements to purchase or sell securities, derivatives, 

forward contracts, or currency. 

 

Fixed Income, Currency, and Commodities Trading Group 

Resolved further, That the “Fixed Income, Currency, and Commodities (“FICC”) Trading Group” 

comprises the employees holding the following TRS positions: FICC Trader. Each member of the FICC Trading 

Group is authorized and empowered on behalf of TRS to take the following actions: to place orders or agree with 

brokers, dealers and market-makers to purchase or sell fixed income securities, derivatives, forward contracts, or 

currency; to monitor and supervise execution and settlement of such orders or agreements; and to negotiate, fix 

and vary the commissions, spreads, or discounts for individual orders or agreements to purchase or sell fixed 

income securities, derivatives, forward contracts, or currency. 

 

Investment Operations Group  
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Resolved further, That the “Investment Operations Group” comprises the employees holding the following 

TRS positions: Senior Managing Director, Managing Director, Director, and Investment Manager. 

 

Resolved further, That each member of the Investment Operations Group is authorized and empowered on 

behalf of TRS, jointly with an authorized member of the Financial Group, to authorize transfer of funds to pay 

fees under an investment contract for (i) research, data, and software for all investment areas, (ii) cloud computing 

services for all investment areas, (iii) investment consulting, tax, advisory, valuation, and benchmark services, 

and (iv) investment custodian services (e.g., custody fees, uncleared margin rule (UMR) fees, and securities 

lending fees). 

 

Resolved further, That each member of the Investment Operations Group is authorized and empowered on 

behalf of TRS to make, execute, waive, amend, modify, renew, extend, transfer, assign, endorse, or terminate, in 

each case in writing, disclosures, questionnaires, elections, certifications, or other administrative documents and 

deliverables related to transactions in currencies, securities and derivatives. 

 

Resolved further, That each member of the Investment Operations Group is authorized and empowered on 

behalf of TRS to approve operational instructions for the settlement of offsetting positions in repurchase 

agreements (i.e., repo “pair-offs”), provided that such operational instructions are limited to the movement of 

cash or collateral to s settle the portfolio manager instruction to purchase or sell. 

 

Compliance Group 

Resolved further, That the “Compliance Group” comprises the employees holding the following TRS positions: 

Chief Compliance Officer, Director, Senior Compliance Counsel, and Senior Compliance Officer. The 

Compliance Group is authorized and empowered on behalf of TRS to take the following actions: to execute and 

deliver compliance-related disclosures, reports, filings, and certifications and, with the Chief Investment Officer 

and Executive Director’s approval, to develop, disseminate and collect disclosure forms to monitor the 

requirements of the Investment Policy Statement. 
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APPENDIX E – INVESTMENT INTEGRITY QUESTIONNAIRE 

Investment Name:  

Name of Responding Entity:  

Responding Entity Type:  Fund or Manager Party 

 Placement Agent 

Completed by:   

Note: TRS may require completion of a new questionnaire or updating of responses at any time, including as 

of the closing date for any transaction investment or additional funding. All questions must be answered. 

All capitalized terms have the meaning set forth in Article 12 of the Investment Policy Statement, which is 

available at: 

https://www.trs.texas.gov/TRS Documents/investment_policy_statement.pdf 

1. Contacts with Texas Candidates and Elected Officials; Political Contributions.  

A. Has any person lobbied, communicated with, or made political contributions during the past three years 

on behalf of the Fund or Manager Party to a Texas Candidate or Elected Official in connection with a 

prospective investment transaction with a Texas state investment entity, including TRS? If the answer is 

“yes,” please attach a complete list of the name(s) of the entities and individual(s) involved, the 

approximate dates of the contributions, the amounts of the contributions, a summary of the contacts or 

communications, and the nature of the discussion in regards to the investment with any Texas state 

investment entity, including TRS. For purposes of this question, “person” includes (i) any Affiliate, 

principal, owner, agent, manager, officer, majority or controlling shareholder, director, managing 

member, or employee having authority to legally bind or otherwise act under actual or apparent 

authority on behalf of a Fund or Manager Party in connection with a prospective TRS investment, and 

(ii) any “covered associate” as defined under Rule 206(4)-5 of the Investment Advisers Act of 1940. 

YES, see attachment 

NO 

B. Has any person (as defined above) made political contributions during the past three years to any 

candidate for, or incumbent holding, any of the following elective offices in Texas:  governor, lieutenant 

governor, attorney general or comptroller of public accounts?  

YES, please describe 

NO 

C. Is any person (as defined above) a registered lobbyist in the State of Texas? 

YES, please describe 

NO 

 

2. Contacts with TRS Board Members. Has any person lobbied or otherwise communicated on behalf of 

one or more of the Fund or Manager Party, or, if applicable, the Placement Agent with a current or former 

member of the TRS Board of Trustees during the past two years for the purpose of asking the current or former 

member to seek to influence a decision by the TRS investment staff or a TRS advisor or consultant to 

https://www.trs.texas.gov/TRS%20Documents/investment_policy_statement.pdf
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recommend that TRS invest? If the answer is “yes,” please attach a complete listing of the name(s) of the 

entities and individual(s) involved, the approximate dates of the contacts or communications, and the nature of 

the discussion in regards to this investment. 

YES, see attachment  

NO 

3. Placement Agents and Placement Fees. Is or was the Fund or Manager Party, or if applicable, the 

Placement Agent, a party to any agreement or arrangement (whether oral or written) to pay a Placement Fee to 

or for the benefit of any Placement Agent (or any other Placement Agent) with respect to the investment named 

at the top of this questionnaire? For the avoidance of doubt, a broker-dealer (among other entities) affiliated with 

a Fund or Manager Party is a Placement Agent as defined by Article 12 of the Investment Policy Statement. If 

any questions remain, reach out to your contact at TRS.  

YES  

NO 

If the answer to 3 is “NO,” skip to the certification and signature block. 

4. If the answer to 3 is “YES,” will a Placement Fee be paid in connection with TRS’ investment in the 

named investment? 

YES, please describe  

NO 

If the answer to 4 is “NO,” skip to the certification and signature block. 

5. If the answer to 4 is “YES”: 

A. Please attach list of the name(s) of the person or entity acting as a Placement Agent with a copy of 

the written agreement or a summary of the agreement creating the obligation to pay a Placement 

Fee in connection with TRS’ investment. Additionally, please state the amount of the Placement 

Fee (or the formula for its determination if the amount is not yet determined) and the date of its 

payment or anticipated payment. If the party to the agreement is an entity, please also list the 

names of the principal owners, officers, directors, or managing members of the Placement Agent 

and provide a resume for each such person. 

B. Will or did any TRS Person or any Relative of a TRS Person receive, has any such person 

received, or might any such person receive a “Placement Fee” in connection with TRS’ 

investment? If the answer is “yes,” please list the name or names of the TRS Person or Relative of 

a TRS Person and provide details about the terms of the Placement Fee. 

YES, see attachment 

 NO 

C. Will or did any Texas Candidate or Elected Official or a Relative of a Texas Candidate or Elected 

Official receive a Placement Fee in connection with TRS’ investment? If the answer is “yes,” 

please state in an attachment the name or names of the official and provide details about the terms 

of the Placement Fee, including the amounts and timing of payments. 

YES, see attachment 

 NO 

D. Is the Placement Agent, or any of its Affiliates, registered as a lobbyist in the State of Texas? If 

so, attach a list of the legal names of the entity and the individual registrants. 

YES, see attachment 

 NO 
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E. Is the Placement Agent or any of its Affiliates registered with the Securities and Exchange 

Commission or the Financial Industry Regulatory Association, or a similar agency outside the 

United States? Provide an attachment stating the details about each such registration or explaining 

why registration is not required. 

YES, see attachment 

 NO 

F. Did (or will) any third party person or entity who is not employed or otherwise affiliated with a 

Placement Agent, including a current or former TRS Person, either (1) recommend the Placement 

Agent or (2) receive a share of a Placement fee or any other economic benefit in connection with 

TRS’ investment, whether directly or indirectly through a Placement Agent engaged by you? If 

the answer to this question 5.F is “yes,” please attach the name of the person or entity, the 

relationship of the person or entity to the Placement Agent and your firm, and provide a 

description of the arrangement and the reason for the payment, stating whether the person or 

entity is registered with the Securities and Exchange Commission or the Financial Industry 

Regulatory Association (or a similar agency outside the United States). 

YES, see attachment 

 NO 

G. Will TRS be burdened with or liable for any Placement Fee in connection with TRS’ 

investment in the named investment? 

YES 

NO 

 

The undersigned certifies, represents and warrants on behalf of the Fund or Manager Party or Placement 

Agent(s), as applicable, that (a) it has reviewed and understands Article 12 of the TRS Investment Policy 

Statement (“Article 12”) received with this Questionnaire, and agrees to abide by Article 12’s 

requirements, including the payment obligations in Section 12.5, (b) to the best of its knowledge after due 

inquiry, its responses to this Questionnaire are true and complete and do not omit any statement or fact 

necessary to make any statement made not misleading in any material respect, and (c) no other 

statements or representations, if any, whether oral or written, made by or on behalf of the Fund or  

Manager Party, or Placement Agent(s), as applicable, relating to Article 12 and this Questionnaire in 

connection with TRS’ due diligence inquiries or the subject investment transaction were untrue or 

misleading in any material respect when they were made. The undersigned acknowledges and agrees that 

in addition to the express remedies required in Article 12 and the transaction documents, which are not 

intended to be exclusive, TRS reserves all other remedies available to it in law and equity with respect to 

any untrue or misleading statement. The undersigned agrees to update any such information within 10 

business days of becoming aware of any changes or corrections to the responses. The update obligation 

survives the closing of the investment. 

Name of Fund or Manager Party or Placement Agent: 

___________________________________________ 

 

By: 
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Name: 
 

Title: 
 

Date: 
 

  

  

Attachment: Exhibit A, TRS Persons 
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APPENDIX F - EXTERNAL ADVISORY COMMITTEES OR BOARDS, BOARD 

OBSERVERS, AND BOARD REPRESENTATION 

A. External Advisory Committees or Boards and Board Observers. A TRS investment-related agreement 

may provide that an Investment Division employee may represent TRS by serving: 

1. On an advisory committee, advisory board, or similar advisory body to a TRS investment vehicle, 

whether the position is voting or non-voting; or 

2. As a non-voting TRS observer at meetings of the governing body of an investment vehicle, including 

a business entity, in which TRS has an interest. 

B. Board Representation by a TRS Employee. A TRS investment-related agreement may provide for TRS 

representation on the governing body of a non-public (private) or a publicly-traded business entity in which 

TRS holds a direct or indirect investment interest. 

1. Requirements: 

a. The TRS employee representative may not serve in a position that under applicable law has 

general liability to third parties, such as a general partnership position. 

b. The TRS employee representative must comply with internal policies and procedures relating to 

board representation, including recusal, notice and training requirements. 

c. An agreement for TRS representation on an external governing body must be in writing and, to 

the extent possible, address limitations on capacity and fiduciary duties, liability insurance, 

indemnification, recusal requirements, travel payments or reimbursements, and perquisites 

provided to persons on the governing body in the entity’s ordinary course of business. 

d. Duties that an employee owes to TRS must be primary. TRS employees representing TRS must 

comply with recusal determinations made by the Executive Director in consultation with the Chief 

Compliance Officer and the General Counsel. 

e. The external entity’s insurance and indemnification will be primary relative to any available TRS 

liability and indemnification coverage. 

f. If compensation or reimbursement of expenses will be paid, the agreement must require payment 

of any compensation or reimbursement directly to TRS. 

2. Qualification: A TRS employee representative must hold one of the following TRS titles to be eligible 

to serve: Director, Managing Director, Senior Managing Director, or CIO. 

3. Authorization: 

a. For a non-public (private) entity the CIO in consultation with Legal and Compliance, must 

authorize an employee to serve. 

b. For an entity that has issued publicly-traded securities, the CIO and the Executive Director, in 

consultation with Legal and Compliance, must authorize an employee to serve. 

c. The CIO may not serve on an external governing body without prior authorization from the 

Executive Director. 

C. Board Representation by a Non-Employee Independent Third Party. A TRS investment-related 

agreement may grant TRS a contractual right or option to appoint, nominate, remove, or replace a non-

employee independent third party to serve on the governing body of a business entity in which TRS has or 

will have an investment interest. 

1. Requirements: 

a. A third-party may not be TRS’ agent and shall have full discretion when voting as a member of 

the governing body. 
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b. TRS will not insure or indemnify any third party representative. 

2. Qualification: The third party must be free of conflicts of interest. TRS will require delivery of a 

background check from a reputable investigatory firm. 

3. Authorization: The third party must be approved by the head of the applicable investment area or the 

CIO, in consultation with the Executive Director. 
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DEFINITIONS 

In this Policy, 

Consultant means a person or entity engaged by the Investment Division pursuant to a defined scope of work to 

provide studies, assistance, investment management services, due diligence services, and advice relating directly 

to investment transactions, activities and processes. This definition does not affect any definitions in the Code of 

Ethics for Contractors. 

Custom benchmark means a benchmark created for or specified in an investment vehicle or IMA that is not a 

Policy Benchmark. Investment guidelines for a vehicle or IMA may include one or more custom benchmarks. 

Inclusion of a custom benchmark in an IMA does not modify the investments authorized in this Policy. 

External Manager means an investment adviser engaged pursuant to an investment agreement to invest TRS 

assets on a discretionary basis pursuant to contractual guidelines negotiated, prescribed or controlled by TRS. A 

manager or general partner of a Private Fund is not an External Manager. 

Trust or Fund means the overall investment portfolio, including cash and cash equivalents. 

Fund Policy Benchmark is a target allocation-weighted aggregation of the individual Policy Benchmarks 

according to Section 1.6. 

Investment Management Agreement or IMA means a contract between TRS and an External Manager for the 

discretionary investment of TRS assets in securities according to specified guidelines. The account managed by 

an External Manager is sometimes referred to as a separate account. 

Policy Benchmark means the relevant benchmark for an asset class listed in the allocation table in Section 1.6. 

Private Investment Fund or Private Fund means any non-publicly traded limited liability investment vehicle 

aggregating investment capital for reinvestment, including without limitation reinvestment of capital in private 

companies, other investment funds, real estate, debt instruments, derivatives, commodities, or publicly traded 

securities. Private Funds generally issue Restricted Securities to investors through private placements. 

Publicly traded securities means securities that trade on a national securities exchange or in an over-the-

counter market through broker-dealers who make a market in securities. 

Restricted Securities means securities acquired under an exemption from registration under the securities laws, 

such as through private placements, 144A offerings, or Regulation D offerings. Restricted Securities may not be 

transferred unless they are registered or are exempt from the registration requirements. SEC Rule 144(a)(3) lists 

types of transactions in which Restricted Securities occur. Privately offered limited partnership and limited 

liability company interests are usually Restricted Securities. 

Securities has the meaning assigned in Section 825.301(a). Whether notes, local access products, warrants or 

other financial instruments or contracts are securities requires legal analysis. 
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EXECUTIVE SUMMARY 

This Executive Summary is not intended to replace, and must be read in conjunction with, the Investment Policy 

Statement (the “Policy”). In the event of a conflict between the Executive Summary and the Policy, the Policy 

shall govern. Capitalized terms have the meanings assigned to them in the Policy. 

Introduction / 

Background 

The Board has the primary fiduciary responsibility for investing TRS trust assets in 

accordance with Article XVI, Section 67 of the Texas Constitution and with applicable 

law. The Board establishes investment objectives and policy. The Board also monitors 

the actions of the Investment Division to ensure compliance with its policies. The 

Board and Investment Division are assisted by outside Advisors, Consultants and 

internal and external legal counsel. 

See “Section 1.3 – Roles of Board, Staff, Advisors, and Consultants.” 

The Investment Policy Statement provides a formal plan for investing pension trust 

fund (the “Trust”) and health insurance program assets. The Policy defines the roles 

and responsibilities of the Investment Division and other parties granted and approved 

by the Board. 

Objectives The Trust’s objectives are to (a) control risk and (b) achieve a long-term rate of return 

that exceeds (i) the assumed actuarial rate of return adopted by the Board, (ii) inflation 

plus 5% and (ii) the Trust’s Policy Benchmark. The Trust is subject to a “prudent 

person” standard of care under the Texas Constitution. 

Authority and Key 

Restrictions 

The Board assigns implementation authority to the Investment Division and as such 

the Investment Division has created a committee to oversee and implement Board- 

approved investment policy. The Internal Investment Committee’s (the “IIC”) 

authority is limited by the size of the investments it can approve without also 

obtaining approval from the Board. The Chief Investment Officer (the “CIO”) has 

Special Investment Opportunity authority of up to $1 billion. 

See “Appendix B – IIC Approval Authority and Manager Organization Allocation 

Limits.” 

Asset Allocation Each broad asset class category outlined below provides a distinct and purposeful role 

within the Total Fund. The Board sets these asset class targets based on periodic asset 

allocation and asset/liability studies while seeking to achieve the Trust’s stated 

objectives.  

 
 Broad Asset Class Category Target Min Max 

Global Equity 57% 50% 64% 

Stable Value 21% 14% 28% 

Real Return 21% 14% 28% 

Risk Parity 5% 0% 10% 

Net Asset Allocation Leverage -4%   

Total 100%   

 
In addition to the target for each broad asset class category target, there are specific 

targets for subcategories with minimum and maximum ranges that are +/-5% around 

the target allocation, with certain exceptions. 

See “Section 1.6 – Total Fund Asset Mix and Benchmarks.” 



Investment Policy Statement, Page 5 of 47, rev. eff. 5/01/2026 

 

Measurement and 

Reporting 

Investment performance, peer performance, policy compliance, asset allocation, 

external investments activities, derivatives usage, risk limits, liquidity, leverage, 

private markets strategy, staffing, board and board observer seats, use of placement 

agents, and other information will be monitored and reported to the Board. 

See “Section 1.7 – Total Fund Measurement and Reporting Criteria.” 

Risk Management The Investment Division will monitor and manage risk of the Total Fund Portfolio and 

report to the Board on a periodic basis. Key risks include, but are not limited to: 

Market Risk, Foreign Exchange Risk, Credit and Counterparty Risk, Leverage, 

Liquidity, and Tracking Error. 

See “Article 10 – Risk Management and Oversight.” 

Tracking Error Neutral tracking error targets are established for certain portfolios of the Trust: 

 

 Neutral Max 

Equity (US) 300   

Equity (International; Non-US, EAFE) 300   

Equity (International; Emerging Markets) 300   

Equity (All Country) 300   

Stable Value Hedge Funds 400   

Risk Parity 400   

Government Bonds – Nominal  300  

Government Bonds - Real  300 

Total Public Fund 100  300  

 

See “Appendix A – Tracking Error Neutral (in annualized basis points).” 
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TOTAL FUND AND PORTFOLIO DESIGN 

1.1 Introduction 

The Teacher Retirement System of Texas (“TRS”) administers a pension trust fund and other health insurance 

programs for retirees and certain active public education employees under State of Texas constitutional and 

statutory provisions. TRS is governed by a Board of Trustees (the “Board”). TRS provides service and disability 

retirement benefits and death and survivor benefits for Texas public education employees and their 

beneficiaries. Benefits are funded by state and member contributions and investment returns. 

1.2 Purpose and Design 

The purpose of this Investment Policy Statement (this “Policy”) is to provide a formal plan for investing pension 

trust fund and health insurance program assets to achieve defined investment objectives consistent with the TRS 

mission statement adopted by the Board and with applicable law. 

This Policy also defines the roles and responsibilities of the various entities involved in the investment process 

and facilitates internal and external communication of investment policy. 

The appendices to this Policy are incorporated into and form part of this Policy for all purposes. 

Terms that are not defined within the body of this Policy have the meanings assigned to them in the 

“Definitions” at the end of this Policy. 

Other policies relevant to this Policy and its subject matter include the Code of Ethics for Contractors, Employee 

Ethics Policy, Trustee Ethics Policy, Personal Trading Policy, Commission Credits Policy, Confidentiality 

Policy, Information Security Policy, Proxy Voting Policy, and Securities Lending Policy. 

1.3 Roles of Board, Staff, Advisors, and Consultants 

The Board has the primary fiduciary responsibility for investing TRS trust assets in accordance with Article 

XVI, Section 67 of the Texas Constitution and with applicable law. The Board establishes investment objectives 

and policy, obtains expert advice and assistance, and oversees the employment of a qualified and competent 

investment staff (the “Investment Division”) and Legal and Compliance. The Board also monitors the actions of 

staff to ensure compliance with its policies. The Board’s standing committees are charged with those 

responsibilities set forth in the bylaws of the Board. The Board and the Investment Division are assisted by 

outside investment Advisors, Consultants and internal and external legal counsel. 

a. The Board Investment Advisors (“Advisors”) are selected by the Board to provide education, advice, 

commentary, and discussion as requested at Board meetings, assist with development and review of 

investment policies and procedures, assist with the development of the strategic asset allocation, report 

on the progress of the Fund in meeting its investment objectives, compare the performance of the 

portfolio to established benchmarks, and perform additional duties as directed by the Board, such as due 

diligence or analysis of a manager or investment. The Investment Division and Advisors provide 

information as needed to assist the consulting actuary in performance of actuarial services. 

b. The Investment Division has fiduciary responsibilities delegated by the Board under applicable law. The 

Investment Division manages the Fund according to the Board’s policies, advises and informs the 

Executive Director and the Board about investments, and recommends modifications to this Policy. The 

Investment Division executes all transactions, performs risk-management functions, and prepares 

investment reports. 
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c. The Internal Investment Committee (the “IIC”) reviews, considers, and authorizes proposed investments 

and external manager engagements as required by this Policy. Additionally, the IIC will manage the 

currency hedge ratios (set forth in Appendix C) and review as needed. 

A prudence or recommendation letter will be required in the following circumstances: 

1. When the Board considers authorizing an external investment opportunity because the allocation or 

commitment exceeds the limits in Appendix B; 

2. When the CIO, Executive Director, or a Board member requests a letter for any external investment 

opportunity presented to the IIC; or 

3. When an external investment opportunity presented to the IIC meets all three of the following 

criteria: 

i. The investment will reside in the principal investment Private Markets Portfolio; 

ii. The initial allocation or commitment exceeds 0.25% of the Total Fund value; and 

iii. The investment is the first by TRS with a manager organization.  

If a Board member desires that any investment opportunity scheduled for consideration by the IIC be submitted 

for Board consideration, the Board member should notify the Executive Director and the CIO sufficiently in 

advance to permit completion of due diligence and consideration by the Board and the appropriate Board 

committee, as applicable, before the anticipated closing date. 

The permanent IIC membership consists of the CIO and the Chief Risk Officer (the “CRO”). There must be a 

minimum of five members on the IIC and, in addition to the CIO, at least two members must be Investment 

Division Senior Managing Directors (“SMDs”). The CIO will notify the Chair of the Investment Management 

Committee in advance of any designation or removal of a SMD from the IIC. Termination of a member’s TRS 

employment terminates IIC membership as of the date the employee or TRS gives notice of termination, as the 

case may be. The Investment Division shall notify the Board and the Executive Director if there is any change to 

the membership of the IIC. The IIC may delegate investment discretion to asset class investment committees 

and will approve new internal actively managed investment strategies as established in IIC procedures and 

guidelines.   

The CIO will establish procedures and guidelines for the operations of the IIC. The IIC procedures and 

guidelines may provide that the CIO may designate and remove select Directors as non-permanent voting 

members to the IIC. The IIC procedures and guidelines will define a quorum and establish the vote required to 

authorize an investment or external manager engagement or, if required by this Policy, recommend an 

investment or external manager engagement to the Board, which vote may not be less than a majority of the 

then-incumbent IIC members present and voting at a meeting at which a quorum is present. The CIO shall have 

the power to veto any investment or delegation of investment discretion authorized or recommended by the IIC 

pursuant to a vote of its members. 

The Executive Director or a designee may attend any meeting of the IIC, and the Investment Division shall 

deliver to the Executive Director copies of all IIC materials, analyses, correspondence, and agendas as and when 

delivered to the IIC members or other TRS employees. The Executive Director is not a member of the IIC, 

however, acting in his or her capacity as the chief executive officer and chief administrative employee of TRS as 

set forth in the Board’s bylaws, the Executive Director shall, after consultation with the CIO, have the power to 

veto any investment or delegation of investment discretion proposed for IIC consideration or authorized or 

recommended by the IIC pursuant to a vote of its members whenever he or she deems such veto to be in TRS’ 

best interest. 

When this Policy requires that the Board authorize an investment or an engagement of an external manager, the 

IIC shall vote on whether to recommend such investment or engagement to the Board. The results of the vote 

shall be reported to the Board in the materials provided to the Board for consideration. 

d. All proposed changes to this Policy will be reviewed by Legal and Compliance for compliance with 

state and federal laws regarding fiduciary responsibility, investment prudence, regulatory compliance, 
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ethics compliance, and other applicable standards or requirements before submission to the Governance 

Committee. Except as authorized by the Executive Director, proposed changes to this Policy will first be 

presented to the Governance Committee, which will consider recommending the proposed changes to 

the Board. The Board may consider and adopt proposed changes that have not been considered by the 

Governance Committee. This Policy shall be reviewed at least once every three years. 

e. The Investment Division is authorized to engage qualified Consultants on an as-needed basis to assist 

the Investment Division with respect to investment opportunities and to provide other investment due 

diligence, analysis and advice. 

1.4 Total Fund Objectives 

In this Policy, the total investment portfolio includes all assets invested by TRS to provide retirement, death, 

health, and disability benefits administered by the system, including cash and cash equivalents (the “Total Fund” 

or the “Fund”) and 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 the Fund Policy Benchmark. 

1.5 Total Fund Investment Standard 

Article XVI, Section 67(a)(3) of the Texas Constitution and Section 825.301, Texas Government Code, states 

that the standard of care for TRS investments is a “prudent person” standard. Section 825.301, Texas 

Government Code, provides that Section 117.004(b), Property Code, applies to TRS investment decisions. 

Section 117.004(b) generally states that the determination of the prudence of a single investment decision will 

be made taking into consideration the investment of all of the assets of the trust, or the assets of the collective 

investment vehicle, as the case may be, rather than a consideration as to the prudence of the single investment of 

the trust, or the single investment of the collective investment vehicle, as the case may be. 

Environmental, social, and governance (“ESG”) factors influence the performance of TRS’ investments. In 

making investment decisions, the Investment Division will consider ESG factors that are material to long-term 

returns and levels of risk. Materiality of specific ESG factors vary across strategies, companies, sectors, 

geographies, and asset classes.  

All investments must be made prudently and in accordance with fiduciary and ethical standards, without 

promoting interests unrelated to the portfolio’s stated objectives of controlling risk and achieving a long-term 

rate of return.  

All investments made by the Total Fund must be in “securities” as provided by Article XVI, Section 67 (a)(3) of 

the Texas Constitution and defined in Texas Government Code Section 825.301. 

The Investment Division may engage External Managers to provide discretionary investment management 

services under Investment Management Agreements (“IMAs”) as needed. 

1.6 Total Fund Asset Mix and Benchmarks 

The Investment Division will assist the Board in engaging in an asset-liability study for the pension plan at least 

once every five years to review asset classes, return-risk assumptions, and correlation of returns with applicable 

benchmarks and across asset classes. A key objective of the asset-liability study shall be the development 
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through statistical modeling techniques of a diversified portfolio that specifies ranges of prudent portfolio 

exposures and a “long-term target” position for each asset class. The normal portfolio mix will represent the 

portfolio that is expected to meet the Board's actuarial return objectives for the pension plan within the risk 

tolerances specified herein. 

Each asset class allocation percentage has a “long-term target” position within the overall portfolio and a 

maximum and minimum range around that target allocation. All percentages refer to market value. 

Each asset class is described by an associated benchmark that describes, in general terms, the opportunity set 

and return characteristics associated with the asset class. For certain private or more complex asset classes the 

benchmark serves as a proxy for expected returns rather than an approximation of the actual investments that 

will characterize that component of the portfolio. Those benchmarks, along with the allocation ranges, are 

identified in the table on the following page, and are referred to as the Policy Benchmarks. 

The ultimate expression of risk tolerance by the Board to the Investment Division is the selection of the strategic 

asset allocation targets, permissible allocation ranges around those targets, and tracking error limits. 

 

 

[Table appears on following page] 
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Asset Class 

 

Benchmark 

Reference 

Bloomberg 

Ticker 

Minimum 

Range1,2,3, 9 

Maximum 

Range1,2,9 

Target2 

Global Equity:      
All Country 

 

 

USA 

MSCI All Country World Investible 

Market ex China and Hong Kong4 

 

MSCI USA Investible Market4 

NU753853 

 

 

MIMUUSAG 

29% 

 

 

 -5% 

44% 

 

 

 5% 

39% 

 

 

 0% 
Non-US Developed MSCI EAFE and Canada Investible 

Market ex Hong Kong4 

NU757408  0%  10%  5% 

Emerging Markets 

 

 

MSCI EM Investible Market ex 

China4 

NU711294 

 

-4% 

 

 

 6% 

 

 

 1% 

 

 
Private Equity Customized State Street Private 

Equity Index – lagged one quarter5 

 7% 19%  12% 

Total Global Equity Target-weighted Blend   50%  64%  57% 

Stable Value:      
Government Bonds – Nominal Bloomberg US Long Treasury Index LUTLTRUU 0%  15%  10% 

Government Bonds – Real 

 

Absolute Return (Including 

Credit Sensitive Investments)6, 8 

Bloomberg US Treasury TIPS Index 

 

SOFR + 4% 

LBUTTRUU 

 

SOFRRATE 

(Plus 4%) 

0% 

 

0% 

 

11% 

 

 10% 

6% 

 

0% 

Stable Value Hedge Funds8 SOFR + 2.5% SOFRRATE 

(Plus 2.5%) 

0% 10% 5% 

Total Stable Value Target-weighted Blend  14% 28% 21% 

Real Return:      
Real Estate NCREIF ODCE – lagged one quarter  10% 20% 15% 
Energy, Natural Resources and 

Infrastructure 

40% Cambridge Associates Natural 

Resources/40% Cambridge 

Associates 

Infrastructure/20% quarterly 

Consumer Price Index– lagged one 

quarter 

CPI (for CPI) 1% 11% 6% 

Commodities Goldman Sachs Commodity Index SPGCCITR 0% 5% 0% 

Total Real Return Target-weighted Blend  14% 28% 21% 
Risk Parity: 

Risk Parity 

 

HFR Risk Parity Vol 12 Institutional 

Index 

 

HFRPV12I 

 

0% 

 

 10% 

 

 5% 

INVESTMENT EXPOSURE    115% 104% 

Asset Allocation Leverage: 

Cash 

Asset Allocation Leverage7, 8 

Net Asset Allocation Leverage 

 

FTSE 3 Month Treasury Bill  

SOFR + 26.161 bp 

 

SBMMTB3 

SOFRRATE 

(Plus 26.161 

bp) 

 

0% 

 

7% 

 

2% 

-6% 

-4% 

TOTAL FUND Target-weighted Blend    100% 
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1
 With respect to the maximum range and minimum range, the CIO may increase any maximum range by 5% or decrease 

any minimum range by 5% (but may not decrease a minimum range below zero) if the CIO concludes in a writing delivered 

to the Executive Director and to the Board of Trustees stating the action taken and the reasons why the CIO believes that 

such increase or decrease would be in the best interests of TRS; provided, the maximum range for Total Global Equity may 

not be increased above 68%. Before taking action, the CIO must request comments from the Chair of the appropriate Board 

committee and TRS Advisors. The Board, at the next succeeding Board meeting, must authorize the increase or decrease if 

the CIO proposes that the changes continue in effect after such Board meeting. The CIO will notify the Chief Compliance 

Officer of any such change to a maximum or minimum range. If the Board does not authorize the continuation of the 

change to a maximum or minimum range after the next succeeding Board meeting, the Investment Division shall use best 

efforts to rebalance the portfolio to bring the asset classes within the ranges in the table above within 90 days. 

2
 To calculate the Total Fund benchmark, the benchmark weight of each of Private Equity, Real Estate, and Energy, 

Natural Resources, and Infrastructure, will be set each quarter as the ending actual weight from the prior quarter. Any 

difference in the calculated Private Equity, Real Estate and Energy, Natural Resources, and Infrastructure benchmark 

weights from the target benchmark weights will be offset using other asset classes with 55% of such difference applied to 

All Country, 7% to Non- US Developed, 1% to Emerging Markets, 7% to Stable Value Hedge Funds, 7% to Risk Parity, 

14% to Government Bonds – Nominal and 9% to Government Bonds - Real. 

The Investment Division does not normally manage the allocations to Private Equity, Real Estate and Energy, Natural 

Resources, and Infrastructure on a tactical basis and will use its best efforts to achieve the Target allocation for these assets 

classes; provided, with notification to and comment sought from the Chair of the appropriate Board committee, the 

Investment Division may seek to achieve a higher or lower Target so long as such Target is within the Minimum Range and 

the Maximum Range. 

3
 Allocation to USA and Emerging Markets may only be negative if offset by allocations within the All Country asset 

class.  

4
 Benchmarks will be adjusted for transitions authorized by Policy and for securities TRS is not authorized to own or buy 

because of this Policy or statutory provisions for which no fiduciary exemption has been exercised and have the Bloomberg 

Tickers of NU757432, GU722807, NU722808, and NU722809. 

5
 The Customized State Street Private Equity Index is composed of the quarterly reported SSPEI, one quarter lagged and 

adjusted for the most recent quarter-end currency spot prices. Quarterly returns are geometrically linked for longer return 

horizons. The benchmark is adjusted in each quarter to remove any index constituents which did not provide a valuation 

statement as of the time of publication. The benchmark will exclude funds with size of $1 billion or less and will be 

adjusted to match the vintage year of the Private Equity Portfolio commingled fund commitments.    

6
 Absolute Return is a broad category that includes all assets that have a high probability of generating a positive absolute 

return regardless of market conditions over a one- to three-year period. 

7
  “Asset Allocation Leverage” reflects any excess allocation to the combined cash and investment exposures that is greater 

than 100%. Asset Allocation Leverage does not include Strategy Leverage. “Strategy Leverage” is leverage used within an 

asset class to achieve similar return-risk characteristics as the benchmark. 

8 
The benchmark will be compounded daily using SOFRRATE index with a one-day lag, Actual/360, and Modified 

Following day count conventions.
  

9 
The Maximum Range for the Private Equity Asset Class will change to 17% and the Minimum Range for the All Country 

Asset Class will change to 34% on October 1, 2027.
 

1.7 Total Fund Measurement and Reporting Criteria 

The Investment Division will deliver reports to the Board (and the appropriate Board committee, as applicable) 

adequate to indicate whether the Total Fund is meeting its objectives and that will permit the Board to monitor 

each portfolio for compliance with this Policy. The Board will establish performance and risk measurement and 

attribution standards for the Total Fund, each asset class, and component portfolios. 
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The following comparisons and reviews will be performed quarterly (unless otherwise noted) and presented to 

the Board: 

a. Investment Performance – Investment performance for the Total Fund and each component portfolio, net 

of external management fees (if applicable), will be compared with their respective benchmark indices. 

Fund performance will be judged primarily by comparisons to long-term (three, five, and ten year) Policy 

Benchmark returns. 

b. Monitoring of compliance with Policy – Portfolios will be reviewed for compliance with the requirements 

set forth in this Policy. The Chief Compliance Officer will have overall responsibility for compliance 

monitoring. However, if considered necessary, TRS will hire external parties to obtain assistance regarding 

compliance monitoring. To ensure independence in compliance monitoring, the Chief Compliance Officer 

or external parties hired will not be given the authority to trade securities. To ensure ongoing compliance 

with this Policy and completeness of disclosures to the Board regarding compliance, the Chief Compliance 

Officer has authority to require certifications from applicable IIC members or Managing Directors 

disclosing known compliance violations. The Chief Compliance Officer reports all known compliance 

exceptions to the Board at the next meeting of the Board. The Chief Compliance Officer is authorized to 

execute and deliver compliance-related disclosures, reports, filings, and certifications on behalf of TRS. The 

Chief Compliance Officer, with the CIO and Executive Director’s approval, is also authorized to develop, 

disseminate, and collect disclosure forms to monitor the requirements of this Policy. 

c. Asset class exposures and weight – The exposure of cash and derivative instruments to each asset class 

will be aggregated and compared with their respective benchmarks and with the authorized ranges around 

those benchmarks. The foregoing does not apply to those accounts designated as using Strategy Leverage to 

better align the investment with the characteristics of the policy benchmark. Hedge Fund exposure will be 

reported relative to the limit set by the Board, if applicable. 

d. Investments under consideration – For any external investment under consideration by the Investment 

Division (including Hedge Funds, External Managers, and private markets investments), the Investment 

Division will provide the Board the following information prior to the date of the applicable IIC meeting: 

i. Anticipated name of the investment vehicle and name of investment manager; 

ii. Total fund or strategy size; 

iii. TRS investment amount under consideration; 

iv. Investment strategy; 

v. Names of the External Manager or fund principals; 

vi. Placement agent or firm sponsoring the offering or engagement, if any; 

vii. Prospective fees; 

viii. Other TRS investments with the firm; 

ix. Historical fund or manager performance; and 

For any internal investment under consideration, the Investment Division will provide the Board similar 

information prior to the date of the applicable IIC meeting. 

e. External investments activities– The Investment Division will provide the Board with a list of all external 

investments, including any additions, withdrawals, transfers, or terminations, on at least a semi-annual basis. 

f. Derivatives – The Investment Division will provide a comprehensive report of all outstanding derivative 

applications (including derivative types, counterparties, notional amounts, and fair values) used by internal 

managers and External Managers under IMAs on at least a semi-annual basis. 

g. Risk limits – The Investment Division will report at least semi-annually the Total Fund and benchmark total 

estimated risk relative to the upper and lower bounds corresponding to the maximum and minimum 

downside risk measures that could be achieved through the asset allocation limits in this Policy. 

h. Liquidity – The Investment Division will report at least semi-annually to the Board the use of external 

liquidity funding mechanisms. 
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i. Leverage – The Investment Division will report Gross Leverage, Net Asset Allocation Leverage, and 

Strategy Leverage for portfolios including, but not limited to, Risk Parity and Hedge Funds and leverage 

resulting from use of external liquidity funding mechanisms as outlined in Section 10.4 Liquidity Risk 

Management on at least a semi-annual basis. 

j. Transparency report – The Investment Division will provide a transparency report to the Board that may 

be used to disclose any of the required information described herein. This report may be delivered in 

electronic or physical formats. 

k. Private Markets Long-Term Strategy – The Investment Division will review with the Board its long-term 

strategy for each Private Markets Portfolio at least every three years. This review will include information 

on target sub- strategy allocation, return, risk, and liquidity expectations. Tactical deviations from this long-

term strategy will be reviewed with the Board on an annual basis. 

l. Staffing – The Investment Division will provide an update no less than annually reporting on key positions 

in the division, including turnover, transfers, and the creation or elimination of key positions. 

m. Investment Integrity Disclosures – The Investment Division shall compile all responses to the Investment 

Integrity Questionnaire (Appendix E) for the purposes of Article 12 and report the results to the Board at 

least semi-annually. Each report shall include the questionnaire responses completed prior to IIC 

consideration or other investment authorization under this Policy and shall have been affirmed as of the 

applicable closing date. Reports shall disclose whether a Placement Agent has been involved (even if TRS is 

not burdened by a Placement Fee) and include the amounts and recipients of any political contribution or 

Placement Fee and the relationship of the recipients to the Placement Agent or Texas Elected Official or 

Candidate, as applicable. 

n. Board representation – The Investment Division shall provide the Board with an annual report on all (i) 

private investment fund advisory committee positions and (ii) all seats and observer positions on company 

boards or other governing bodies held by employees or, if applicable, third-party representatives. 

o. ESG – The Investment Division will report at least annually to the Board on the Trust’s ESG efforts, 

methods, and results. 

p. Other information – Any other information or reports as the Board may request or require from time to 

time. 

1.8 Total Fund Portfolio Implementation and Design; Restrictions 

a. The Total Fund investment portfolio is characterized by the following functional portfolios that are charged 

with the implementation of day-to-day portfolio investment and management activity: 

i. Public Markets Portfolios; 

ii. Private Markets Portfolios; and 

iii. Overlay Portfolios; 

The objectives, authority and limitations of each of these portfolios, and the authorized uses of derivatives, are 

described throughout the remainder of this Policy. 

b. In no event shall the aggregate allocation to External Managers pursuant to IMAs exceed 30% (or a different 

percentage of not more than 50%, if a greater percentage is specified in the Texas Government Code) of the 

Total Fund at the time of investment. For avoidance of doubt, this restriction does not apply to assets held 

by funds (including Hedge Funds) which limit the liability of TRS to the capital contributed and any 

distributions that TRS might be legally obligated to contribute or repay to the fund. 

c. Subject to Appendix F, the Investment Division is authorized to represent TRS on: 

i. Advisory committees or boards and as board observers in investments in which TRS has an investment 

interest. 
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ii. After evaluation of the net benefit to TRS, employees in the Investment Division are authorized to 

represent TRS or to nominate or appoint third-party independent non-employees to represent TRS on 

the governing body of a non-public (private) or a publicly-traded business entity in which TRS holds a 

direct or indirect investment interest. 

d. Except as required by fiduciary duties created by the Texas Constitution or applicable law, each TRS 

investment portfolio, including separate account investments, will comply with prohibitions and restrictions 

on investments imposed on TRS by state law.  For the avoidance of doubt, the Policy and its implementation 

are subject to all applicable state, federal, and international laws where and to the extent that such laws are in 

force.  The Board authorizes and requires compliance with such laws.  No further action by the Board will be 

required to implement compliance with an applicable law.   

e. The General Authority Resolution adopted by the Board designating those employees authorized to execute 

documents and attached as Appendix D is incorporated in this Investment Policy. Should the Board 

supersede such resolution, such superseding resolution shall be incorporated in this Investment Policy and 

replace the superseded resolution as Appendix D as of the effective date of the superseding resolution. 

PUBLIC MARKETS PORTFOLIOS 

2.1 Public Markets Portfolios Objectives 

The objectives of the Public Markets Portfolios are to invest in publicly traded and Restricted Securities to meet 

or exceed the performance of the relevant Policy Benchmarks or to manage the asset allocation and risk of the 

Trust. The Public Markets Portfolios will employ a wide variety of investment and trading strategies with 

varying levels of liquidity and leverage. It is expected that some strategies will involve more concentrated, 

shorter term investments as well as those that are longer term in nature and thus will generally have more 

tracking error, while other investments will have less correlation, beta, and volatility and thus will offset the 

overall volatility of the Public Markets Portfolios and the Total Fund. 

2.2 Public Markets Portfolios Authorized Investments 

The Public Markets Portfolios are authorized to invest in the following: 

a. All securities in a Policy Benchmark, all securities that trade publicly (whether on an exchange or over the 

counter) or pursuant to SEC Rule 144A, and securities issued in underwritten initial public offerings 

(“IPOs”); 

b. Fixed income securities, whether publicly traded or restricted; 

c. Restricted Securities which are expected to become public or otherwise freely marketable within three years 

after the initial investment date pursuant to registration or an exemption from registration; 

d. Derivatives in accordance with Article 9; 

e. Private Investment Funds including Hedge Funds; and 

f. Cash and cash equivalents. 

2.3 Public Markets Portfolios Restrictions 

a. Not more than 20% of the outstanding equity securities of a single class of any company may be purchased. 

Securities which are deemed to be beneficially held by TRS for purposes of Section 13 of the Securities 

Exchange Act of 1934 (including equity securities held in an IMA or a Private Fund in which TRS is 

deemed to be the beneficial owner for purposes of Section 13), shall be counted against the 20% limit. 
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b. The Public Markets Portfolios shall conform to the tracking error targets prescribed in Appendix A. 

c. The Public Markets Portfolios that are managed directly by the Investment Division may hold short 

positions in securities listed in Section 2.2. The aggregate short positions exposure excluding derivatives of 

the portfolios may not exceed 25% of the market value of the internal equity portfolios without the prior 

written consent of the CIO. In no event may the aggregate short positions exposure of the internal equity 

portfolios exceed 50% of the market value of the internal equity portfolios, nor may any short sale or 

position violate the laws or rules of any jurisdiction or exchange in or on which the applicable securities are 

traded or listed. 

d. The market value of Restricted Securities purchased in Public Markets Portfolios pursuant to 2.2c will not 

exceed 2% of the market value of the Total Fund at time of investment. 

e. Not more than 15% of the Total Fund may be invested in Hedge Funds. Compliance with this limit is 

determined at the time TRS executes the investment documents for each Hedge Fund investment or 

additional investment.  

2.4 External Public Markets Portfolios 

The External Public Markets Portfolios (the “EPM Portfolios”) are: 

a. The External Manager Portfolio, which consists of: 

i. Private Funds that are determined not to be Hedge Funds as defined by Section 2.5 of this Policy, and 

ii. Separate accounts managed or advised by External Managers under an IMA with TRS. 

b. The Hedge Fund Portfolio. 

c. The Absolute Return Portfolio including credit sensitive investments. 

2.5 Hedge Fund Defined 

In this Policy, “Hedge Fund” means a Private Investment Fund with the following general characteristics, as set 

forth in Section 825.3012, Texas Government Code: 

a. Is not registered as an investment company; 

b. Issues securities only to accredited investors or qualified purchasers under an exemption from registration; 

and 

c. Engages primarily in strategic trading of securities and other financial instruments. 

“Hedge Fund” includes a Private Investment Fund of funds or similar vehicle that itself invests in Hedge Funds. 

An investment in a Hedge Fund does not involve a delegation of investment discretion to an External Manager 

for purposes of the statutory limit on delegation to External Managers. 

For the purposes of complying with Section 2.3(e), the Investment Division shall use the following criteria to 

analyze and determine whether a Private Investment Fund is “primarily engaged in strategic trading” and should 

be classified as a Hedge Fund: 
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Criteria 

“Strategic Trading of Securities” 

Characteristics 

 Non-Hedge Fund 

Characteristics Potential 

Hedge Fund 

1. Variability in Asset Class 

Concentration 

Asset allocation typically stays the 

same throughout a market cycle, as 

shown by historical practice 

Unconstrained; asset class mix 

can change dynamically in 

response to market conditions or 

as opportunities arise 

2. Beta to underlying index specified 

for the particular mandate 

Generally higher levels of beta (e.g., 

0.75+) 

Often less beta (e.g., <0.75) 

3. Securities Traded Primarily publicly-traded securities Typically public or private 

instruments, and often with some 

illiquid (e.g., “side pockets”) 

investments segregated for 

accounting and incentive fee 

purposes 

4. Leverage Gross leverage less than 250% and 

net leverage 75% to 125% 

Unconstrained by policy and 

practice – managers often 

unwilling to commit to 

constraints 

5. Short sales of company-specific 

securities (i.e., non-derivatives) 

Typically <50% gross short Shorting of company-specific 

securities is integral to investment 

strategy or process, with gross 

short positions exceeding 50% 

6. Use of Derivatives Limited use of derivatives (notional 

value excluding derivatives used to 

hedge currency risk is less than 

100% of net asset value) 

Derivatives are integral to 

strategy or process (notional 

value excluding derivatives used 

to hedge currency risk is greater 

than 100% of net asset value) 

7. Transparency Generally position-level 

transparency for investor 

Risk-level transparency, but little 

or no position-level transparency 

8. Liquidity Limited use of lock-ups, short or 

no notice period; frequent (e.g., 

monthly) or no redemption 

windows 

Often lock-ups, withdrawal fees, 

notice periods exceeding 30 days 

and/or less frequent redemption 

windows than monthly; gates and 

ability to suspend redemptions 

can extend redemption for years 

or frustrate liquidity goals 

9. Performance Fees May charge performance fees, but 

often over asset class hurdle 

Generally, manager charges 

management and performance or 

incentive fees, or both, but 

usually with no asset class hurdle 

In this Section 2.5: 

Beta is a measure of an asset’s volatility in relation to a specific market or risk factor, as observed over a market 

cycle; the measure of an asset’s risk in relation to the market (for example, the S&P500) or to an alternative 

benchmark or factors. Generally, the return of a security with a beta of 1.5 will be, on average, 1.5 times the 

market return. 
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Leverage is a condition in which the net potential monetary exposure of an obligation exceeds the value of the 

underlying assets supporting the obligation. Net Leverage is calculated as the difference between (A) the sum of 

(i) the market value of all long cash market positions, (ii) the notional value of all long derivative positions, and 

(B) the sum of (i) the absolute market value of all short cash market positions, and (ii) the absolute notional 

value of all short derivative positions divided by (C) the net market value of the fund. Gross Leverage is the 

total of (A) the sum of (i) the market value of all long cash market positions, (ii) the notional value of all long 

derivative positions, (iii) the absolute market value of all short cash market positions, and (iv) the absolute 

notional value of all short derivative positions divided by (B) the net market value of the fund. For option based 

instruments, notional value may be calculated using hedge ratios to derive a delta-equivalent exposure. 

Proposed investments in funds classified as Hedge Funds will be reported to the Board (and appropriate Board 

committee, as applicable) quarterly. If the criteria examined do not clearly indicate, based on at least a 

preponderance of criteria, how a fund should be classified, the Investment Division may elect to present the 

pertinent information to the IIC for consideration of classification. Further, if the application of any one or more 

of the criteria for leverage, short sales, and derivatives, standing alone, would classify the fund as a Hedge Fund, 

but the preponderance of criteria would classify the fund as a non-Hedge Fund, the Investment Division may 

either decline to authorize the investment or may elect to present the pertinent information to the IIC for 

consideration of the classification of the fund and, if applicable, authorization for investment. 

At time of consideration, the IIC will approve the allocation of each Hedge Fund to an asset class by reference 

to factors such as investment strategy, underlying investments, correlation, beta, leverage, expected return and 

expected risk. Generally, Hedge Funds in the Global Equity broad asset class category will be allocated to the 

All Country asset class.   

2.6 External Public Markets Portfolio Authorization 

a. Approval Authority – Hedge Fund, External Manager and Absolute Return Portfolios – The IIC is 

hereby authorized to approve investments as defined and set forth in Appendix B of this Policy. 

The Investment Division may authorize an allocation to an External Manager even if the manager will 

invest a portion of the assets in a Private Investment Fund or funds or a tax-qualified collective trust 

managed by an Affiliate of the External Manager, except that the Investment Division shall determine 

whether any such fund should be classified as a Hedge Fund for purposes of Section 825.3012, Texas 

Government Code. 

b. Short positions limit – The EPM Portfolios may hold short positions in securities authorized under Section 

2.2. The aggregate short positions exposure of the External Manager Portfolio may not exceed 25% of the 

market value of the External Manager Portfolio without the prior written consent of the CIO. In no event 

may the aggregate short positions exposure of the External Manager Portfolio exceed 50% of the market 

value of the External Manager Portfolio, nor may any short sale or position violate the laws or rules of any 

jurisdiction or exchange in or on which the applicable Securities are traded or listed. 

c. Allocation Adjustment Authority – Subject to the limits set forth in this Policy, the CIO, CRO, the heads 

of Public Markets, EPM, or Special Opportunities may add to previously approved funds or investments for 

the purposes of rebalancing, increasing allocations or adjusting risks. Such additional investments or 

allocations shall not, on a monthly basis, exceed 2% of the Hedge Fund Portfolio, External Manager 

Portfolio, or Absolute Return Portfolio (as appropriate) per investment. 

d. Termination and Withdrawal Authority – The CIO, CRO, or the heads of Public Markets, EPM, or 

Special Opportunities may transfer, sell, withdraw, or terminate interests in the Hedge Fund Portfolio, 

External Manager Portfolio, or Absolute Return Portfolio, provided that the action does not breach the terms 

and conditions of the applicable investment agreements. 
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2.7 External Public Markets Portfolio Restrictions 

a. IMAs, considered in the aggregate, may not be used to circumvent the asset allocation parameters, risk 

guidelines, or any other controls otherwise established by this Policy, including the provisions of Section 

2.2. 

b. The EPM Portfolios are subject to the size limitations in Section 1.8b. 

c. Each IMA with an External Manager shall specify the applicable policies, risk controls, portfolio 

characteristics, reporting requirements, requirements or restrictions, including criteria for determining 

quality of investments or the use of standard debt-rating services. 

2.8 External Public Markets Portfolio Conflicts of Interest 

Conflicts of interest, including the appearance of conflicts, in the selection and engagement of external 

investment managers will be avoided at all times. Potential or actual conflicts of interest must be evaluated 

during due diligence and after engagement under applicable ethics policies and statutory provisions, including 

without limitation Section 825.212, Texas Government Code, which does not apply to Hedge Fund managers in 

that capacity. The Investment Division will develop guidelines and procedures to identify actual or potential 

conflicts of interest affecting External Managers to be engaged pursuant to IMAs. The Investment Division shall 

employ reasonable diligence to identify conflicts of interest affecting TRS trustees, employees, Advisors, and 

Consultants with respect to all investments. 

2.9 Risk Parity Portfolios 

Risk Parity is an asset allocation strategy that focuses upon equalizing the risk contributions of the asset classes 

or risk factors comprising the portfolio. Risk Parity then uses leverage to scale the resulting portfolio to target a 

stated level of portfolio risk or return comparable to typical pension fund unleveraged asset allocation strategies. 

PRIVATE MARKETS PORTFOLIOS 

3.1 Private Markets Portfolios 

The Private Markets Portfolios are (1) the Private Equity Portfolio (the “PE Portfolio”), (2) the Real Estate 

Portfolio (the “RE Portfolio”) and (3) the Energy, Natural Resources, and Infrastructure Portfolio (the “ENRI 

Portfolio”). 

Private markets opportunities that will be considered for investment include the following: investments in 

securities of any legally permissible investment vehicle, including title-holding entities that are wholly owned, 

organized, and controlled by the retirement system, Private Investment Funds, co-investments, secondary 

investments, externally managed separate accounts investing in securities, hybrid securities with characteristics 

of equity or debt, joint ventures, secondary market transactions, entity-level investing or other off-market 

investments, new and emerging managers, and opportunistic investments (e.g., investments in the management 

entity of a private investment firm or sponsor, public-to-private transactions, and the acquisition of business 

development company or investment trust assets). 

3.2 Private Markets Portfolios Authorization 

The Private Markets Portfolios are authorized to invest in the asset classes specified in this Policy and may hold 

and exercise rights, options and warrants attached to securities relating to an investment by the Private Markets 

Portfolios. In furtherance of the investment activities of TRS, the Private Markets Portfolios are authorized to 
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engage with third parties and provide to them any required investment information for due diligence purposes so 

long as the recipients have a duty of confidentiality as to the TRS information. 

Funding of committed capital in Private Markets Portfolios will occur over an extended time period and may 

take several years before the total allocation to each asset class is fully invested. Because an individual 

investment may begin to return capital to the investor prior to the full funding of the investor’s commitment, the 

outstanding invested capital of the investment might at times be substantially less than the total commitment. In 

recognition of the above characteristics unique to the Private Markets Portfolios, a “committed” allocation to an 

investment may exceed the respective allocation targets authorized. It will not be a violation of this Policy if 

changes in the market values of the public assets portfolios or the Private Markets Portfolios cause the market 

value of the Private Markets Portfolios to exceed the upper limit of the allocation ranges established in this 

Policy. 

Investment Authority. The limits defined and set forth in Appendix B apply to allocations and commitments 

by the Private Markets Portfolios. 

Termination and Withdrawal Authority. The CIO or, as applicable, the heads of Private Markets, Private 

Equity, Real Estate, or Energy, Natural Resources, and Infrastructure may transfer, sell, withdraw, or terminate 

interests in the Private Markets Portfolios in accordance with the investment documents, provided that the action 

does not breach any agreement to which TRS is legally bound. 

Commitment Authorization. Each investment must be authorized as required by the provisions, guidelines, 

and limitations established in this Policy. Any structure in which TRS invests shall meet established legal 

requirements. 

Additional Allocation Authority. Subject to the limits set forth in this Policy, the CIO or, as applicable, the 

heads of the Private Markets, Private Equity, Real Estate, or Energy, Natural Resources, and Infrastructure 

Portfolios may add funds to previously approved investments for the purposes of rebalancing, increasing 

allocations or adjusting risks. Such additional investments or allocations shall not exceed, on a monthly basis, 

2% of each of the Private Equity Portfolio, the Real Estate Portfolio, or the ENRI Portfolio (respectively, as 

appropriate) per investment. 

PRIVATE EQUITY PORTFOLIO 

4.1 Private Equity Portfolio Objectives 

The PE Portfolio will be structured to achieve the following investment objectives: 

a. The primary long-term objective is to develop a prudently diversified portfolio of investments that is 

expected to enhance the overall risk-return profile of the Total Fund. 

b. Provide competitive returns through capital appreciation. 

The following attributes will be considered in constructing a diversified PE Portfolio: strategy, geography, 

industry sectors, investment size, and vintage year. 

4.2 Private Equity Portfolio Authorized Investments 

Private equity funds build portfolios of private investments in the equity or debt of operating companies. Private 

equity funds may acquire investments in debt obligations, public or private common and preferred stocks, 

convertible securities, and any warrants, rights, or options attached to any of the foregoing that relate to equity 

ownership in an issuer. Privately-acquired securities usually have transfer restrictions and are not as liquid as 

publicly-traded securities. Private equity funds are often classified by strategy, including: buyouts, credit, 

special situations, and venture capital/growth equity. 
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4.3 Private Equity Portfolio Restrictions 

The Private Equity Portfolio is authorized by and is subject to the terms and conditions described in Article 3. 

REAL ESTATE PORTFOLIO 

5.1 Real Estate Portfolio Objectives 

The RE Portfolio will be structured to achieve the following investment objectives: 

a. As the primary focus, contribute favorably to diversification of the Total Fund through exposure to real 

estate’s low or negative correlation to the Public Markets Portfolios. 

b. Provide competitive returns through capital appreciation. 

The following attributes will be considered in constructing a diversified RE Portfolio: strategy, geography, 

property types, size of investment, vintage year, and the number of funds or investment managers represented in 

the portfolio. No specific geographic diversification or leverage targets are required. 

5.2 Real Estate Portfolio Authorized Investments 

The RE Portfolio will focus on private or public real estate equity securities investments, including title-holding 

entities that are wholly owned, organized, and controlled by the retirement system, private or public real estate 

debt, real asset mezzanine debt or equity, mortgage-related investments, entity-level investments, private or 

public real estate investment trusts (“REITs”), private or public master limited partnerships (“MLPs”), and other 

opportunistic investments in real estate. 

Real estate investments are often classified by strategy, including: core, core-plus, value-added, opportunistic, 

and special situations. 

5.3 Real Estate Portfolio Restrictions 

The RE Portfolio is authorized by and is subject to the terms and conditions described in Article 3. 

ENERGY, NATURAL RESOURCES AND INFRASTRUCTURE PORTFOLIO 

6.1 Energy, Natural Resources and Infrastructure Portfolio 

The ENRI Portfolio will be structured to achieve the following investment objectives: 

a. Contribute favorably to diversification of the Total Fund by increasing exposure to assets with a higher 

degree of inflation sensitivity. 

b. Provide competitive returns through capital appreciation. 

 The following attributes will be considered in constructing a diversified ENRI Portfolio: general inflation 

sensitivity, expected return, strategy, geography, resource exposure, size of investment, vintage year, where 

investment is in the resources value chain (upstream, midstream, or downstream) or infrastructure type, and the 

number of funds or investment managers represented in the portfolio. No specific geographic diversification or 

leverage targets are required. 
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6.2 Energy Natural Resources and Infrastructure Portfolio Authorized Investments 

The ENRI Portfolio may invest in private and public energy or natural resource or infrastructure related 

securities either directly or through funds which may include investments in public or private equity, equity-

linked investments including options, warrants, preferred equity, and structured equity, private or public debt, 

entity-level investments, master limited partnerships, commodity futures, natural resources interests (mineral, 

royalty or working interests), timber and agricultural property, water, power generation, renewable energy, and 

associated infrastructure, services, and technology. Energy and natural resource investments are often classified 

by resource type and where the investment is in the resource value chain (upstream, midstream or downstream). 

Infrastructure assets are classified as core, value-add, and opportunistic. Direct investments in physical 

commodities are prohibited. 

6.3 Energy, Natural Resources and Infrastructure Portfolio Restrictions 

The ENRI Portfolio is authorized by and is subject to the terms and conditions described in Article 3. 

EMERGING MANAGERS PROGRAM 

7.1        Emerging Manager Program 

TRS shall make a good-faith effort to invest with qualified emerging managers for the External Public Markets 

Portfolios and the Private Markets Portfolios. For the avoidance of doubt, these portfolios may also include 

investments in energy, natural resources, and infrastructure. The Investment Division is authorized to invest 

with qualified funds-of-funds managers skilled at identifying small and emerging managers in the private equity, 

real asset and public equity markets. The Emerging Managers Program will target 1.1% of the market value of 

the Total Fund. 

Emerging managers can include, but are not limited to, minority, women, and disabled veteran-owned or -

controlled organizations. Conversely, not all minority, women, and disabled veteran-owned or -controlled 

organizations are necessarily considered emerging managers for the purposes of this program. Whether a 

management firm is an “emerging manager” depends on all of the facts and circumstances. In general, emerging 

managers are defined as newer, independent private investment management firms that manage less than $3 

billion or have a performance track record as a firm shorter than five years, or both. 

The Investment Division may engage Emerging Managers Program Consultants without a requirement for 

approval from the Board. In general, an emerging manager should be registered as an investment adviser with 

the appropriate authorities if such registration would be consistent with industry practices or is required by law. 

Each investment will have a minimum size of $5 million. With respect to the EPM Portfolio, the total 

investment by TRS with each emerging manager may not exceed 40% of such emerging manager’s assets under 

management at the time of IIC approval. With respect to the Private Equity Portfolio and the Real Estate 

Portfolio, the total investment by TRS into each fund raised by an emerging manager may not exceed 40% of 

the size of such fund at the time of IIC approval. This paragraph does not apply to investments executed as part 

of a fund-of-funds mandate. 

The Investment Division shall document its efforts to identify and expand its investments with qualified 

emerging managers for the purpose of Board and legislative reporting on the methods and results, including data 

disaggregated by race, ethnicity, gender, and fund size. All investments under the Emerging Managers Program 

must be made prudently and in accordance with fiduciary and ethical standards. 
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OVERLAY PORTFOLIOS 

8.1 Overlay Portfolios Objectives 

Overlay Portfolios are designed to manage risk, asset allocation, and market exposures through futures, options, 

swap contracts, or forward agreements. Overlay Portfolios may be implemented in connection with the Total 

Fund or with any investment or portfolio within the Total Fund. 

8.2 Overlay Portfolios Authorized Investments 

Overlay Portfolios may contract for, buy, sell, and hold the following contracts and derivative instruments in 

accordance with this Policy: 

a. Exchange-traded futures contracts; 

b. Options on exchange-traded futures contracts; 

c. Over-the-counter or exchange-traded swap contracts; 

d. Over-the-counter or exchange-traded option contracts; and 

e. Forward contracts. 

8.3 Overlay Portfolios Restrictions 

Overlay Portfolios may not be used to circumvent the asset allocation parameters, risk guidelines, or any other 

controls or restrictions otherwise established by this Policy or applicable law. 

When engaging in currency overlay strategies, the Overlay Portfolio may not increase or decrease the net 

notional exposure of the Total Fund: 

a. To all non-dollar currencies in aggregate by more than 5% of the market value of the Total Fund; 

b. To any single developed market currency (except for the U.S. Dollar) by more than 2% of the market value 

of the Total Fund; and 

c. To any single emerging market currency by more than 1% of the market value of the Total Fund. 

The foregoing percentage limit restrictions do not apply to currency derivatives used (i) as part of the non-

discretionary foreign exchange risk management policy described in Section 10.2, (ii) to settle security 

transactions denominated in those foreign currencies and any authorized instrument or contract intended to 

manage transaction or currency exchange risk in purchasing and selling investments, and (iii) for hedging the 

characteristics of an individual investment to align it with the characteristics of such investment’s benchmark. 

AUTHORIZED USES OF DERIVATIVES 

This Article enumerates the applications, documentation and limitations for the use of derivatives as permitted 

under Section 825.301, Texas Government Code. 

9.1 Derivatives Policy Scope 

Except where specifically noted, this Policy applies to all derivatives transactions executed by the Investment 

Division and by External Managers operating under an IMA. This Policy does not apply to registered or Private 

Investment Funds issuing securities to TRS. 
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This Policy applies to all exchange-traded derivatives and over the counter (“OTC”) derivative instruments 

authorized by law. This Policy does not apply to the use of derivatives by Private Investment Funds unless TRS 

in fact controls and has a legal right to approve the investment policy or guidelines of such funds. 

9.2 Derivatives Use by External Managers and Private Investment Funds (Hedge Funds) 

The Total Fund may have external exposure to derivatives in two ways. 

a. First, the Total Fund will invest as a passive investor in Hedge Funds organized as limited-liability entities, 

which limits potential losses to the capital contributed to the entity. TRS is not a party to the management 

agreement between the Hedge Fund and its investment manager. Hedge Fund and other fund managers owe 

the same legal duties to all investors. 

i. The Investment Division must exercise thorough due diligence in assessing the scope of the Hedge Fund 

manager’s uses of derivatives, their purpose, experience of the fund manager’s staff in managing these 

positions, inherent leverage, and the manager’s systems, controls and operations in determining 

suitability of these entities for TRS investment. 

b. Second, TRS may delegate discretion, through IMAs, to External Managers who act as a TRS agent with 

respect to Total Fund assets and who are authorized to enter into specified contracts and commitments that 

will be legally binding on TRS. External Managers are TRS fiduciaries. 

i. For External Managers engaged pursuant to IMAs, Investment Division must view the External 

Manager as an extension of the internal Investment Division’s investment management processes and 

must require External Managers to comply with this Policy and applicable guidelines and law on the use 

of derivatives to the same extent as the Investment Division. Guidelines for the scope and use of 

derivatives will be established on a case-by-case basis with each External Manager in the applicable 

IMA. An External Manager of publicly-traded investments engaged by TRS under an IMA may engage 

in derivatives transactions only if expressly authorized by, and the transactions are consistent with, the 

overall investment objectives and restrictions established in the IMA, this Policy, and applicable law. 

Each IMA must be consistent with applicable law, this Policy, and other TRS policies. An IMA may 

only authorize such uses of derivative instruments when the Investment Division reasonably concludes 

after due diligence that the External Manager possesses the experience, expertise, and qualifications to 

prudently use derivatives, and has appropriate operational, compliance, and risk management personnel, 

policies, and procedures to effectively monitor and control their use, including the use of leverage. 

ii. Selection, engagement, and monitoring of External Managers engaged through an IMA requires a clear 

understanding of the managers’ uses of derivatives, particularly as it relates to various risk controls, 

compliance functions, and leverage. The Investment Division will monitor risk exposures and leverage 

on both an individual entity and aggregate basis. The permitted uses of derivatives and leverage by each 

External Manager must be fully documented in each IMA. 

9.3 Derivatives Definition; Authorization 

Derivatives are financial instruments the value of which are derived, in whole or part, from the value of any one 

or more underlying securities or assets, or index of securities or assets (such as bonds, stocks, financial 

commodities, and currencies). For the purposes of this Policy, derivatives include, without limitation, futures 

contracts; options; options on futures contracts; forward contracts; swap agreements, including swap contracts 

with embedded options; any instrument or contract intended to manage transaction or currency exchange risk in 

purchasing, selling, or holding investments; and any other instrument commonly used by institutional investors 

to manage institutional investment portfolios. Derivatives, for purposes of this policy, do not include currency 

forwards with a tenor of 30 days or less if such forwards do not require upfront amounts to be paid or received. 

Derivatives may be exchange traded or OTC. Exchange traded derivatives are listed and traded on a national 

exchange. Fulfillment of the contract is generally guaranteed by the exchange on which the instruments are 



Investment Policy Statement, Page 24 of 47, rev. eff. 5/01/2026 

 

traded. OTC derivatives are negotiated transactions between a buyer and a counterparty, which may result in 

non-standard terms. 

OTC derivatives between internal portfolios are authorized and subject to all procedures, controls, and reporting 

required by this Policy unless denoted otherwise.  Internal OTC trades shall be made prudently and in 

accordance with fiduciary and ethical standards and may not be used to circumvent the asset allocation 

parameters, risk guidelines, or any other controls or restrictions otherwise established by this Policy or 

applicable law.   

9.4 Derivatives Applications Permitted 

Consistent with the objectives set out in Section 9.1, derivative applications may be used by the Investment 

Division and External Managers engaged through IMAs to: 

a. Implement investment strategies in a lower cost and efficient manner; 

b. Efficiently manage the Total Fund portfolio by altering the portfolio’s market (systematic) exposure in lieu 

of trading the underlying cash market securities through purchases or short sales, or both, of appropriate 

derivatives; 

c. Construct portfolios with risk and return characteristics that could not be efficiently created with cash 

market securities consistently with the objectives in this Policy and in compliance with applicable law; 

d. Hedge and control risks so that the Total Fund’s risk-return profile is more closely aligned with the Total 

Fund’s targeted risk-return profile through purchases or short sales, or both, of appropriate derivatives; and 

e. Facilitate transition trading when holdings must be rebalanced or reallocated among permissible investments 

as a result of changes to applicable benchmark indexes or policy changes. 

f. External Managers may not engage in derivative applications that are inconsistent with the applicable IMA, 

this Policy and applicable law, unless specifically authorized by the TRS Board and the IMA has been 

amended accordingly. 

9.5 Derivatives Applications Not Permitted 

a. Derivatives may not be used for speculation. Derivatives are considered speculative if their uses have no 

material relation to objectives and strategies specified by this Policy or any related policies or resolutions of 

the Board. Derivatives may not be used for circumventing limitations or restrictions imposed by this Policy 

or applicable regulatory requirements. Derivative applications may only be used to invest in asset classes 

that are consistent with TRS’ legally permissible policy asset categories (including currencies), 

implementation strategies, and risk-return characteristics. 

b. Investments in derivatives underlain by physical commodities are prohibited unless such derivatives can be 

cash- settled whether by contract terms, by rolling the position, or by trading out of the position before a 

delivery obligation can arise. Standing orders or instructions for rolling or trading out of positions may be 

used to prevent delivery obligations from arising under commodities derivatives contracts. 

9.6 Derivatives Documentation and Controls 

Prior to the implementation of a new internal derivative instrument type or application, the Investment Division 

shall document the purpose, justification, baseline portfolio, derivative application portfolio, risks (including, at 

a minimum, market, modeling, pricing, liquidity, and legal risks), the expected increase or reduction in 

systematic and idiosyncratic risk resulting from the application, the amount of leverage employed under the 

strategy, the prudent reasons for employing leverage, and the procedures in place to monitor and manage the 

derivative exposure. The documentation will be approved by the CIO and reported to the IIC and the Board (or 

appropriate Board committee, as applicable) at their next regularly scheduled quarterly meetings. The 
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Investment Division shall adopt fully documented control procedures to properly account for and value the Total 

Fund’s exposure to each derivatives application, whether internal or external under an IMA. The Investment 

Division shall establish an appropriate risk management procedure to monitor compliance both internally and by 

External Managers and will take corrective action if necessary. The Investment Division shall have due regard 

for operational risks associated with various derivatives strategies, including risk management, accounting 

systems, liquidity needs, adequate staffing, and staff qualifications. 

9.7 Derivatives Limitations 

Counterparty Risks: In order to limit the financial risks associated with derivative applications, guidelines for 

rigorous counterparty selection criteria and ISDA agreements shall be created by the Investment Division to 

reduce counterparty risk for OTC derivatives. Any external counterparty in an OTC derivative transaction with 

TRS must have a credit rating (which may be a counterparty risk assessment or rating) of at least A- (Standard 

& Poor’s or Fitch) or A3 (Moody’s). All external OTC derivative transactions, including those managed through 

IMAs, must be subject to established ISDA Master Agreements or, if centrally cleared, clearing agreements and 

have full documentation of all legal obligations of both parties to each transaction. All ISDA Master 

Agreements entered into by or on behalf of TRS by the Investment Division or an External Manager engaged 

pursuant to an IMA (if applicable) shall provide for netting of obligations. The Investment Division and 

External Managers may also use collateral arrangements to mitigate counterparty credit or performance risk. 

The net market value of all OTC derivative positions, including those managed through IMAs, less collateral 

posted, for any individual counterparty may not exceed $500 million. The net market value of all OTC 

derivative positions for any individual counterparty, without consideration of collateral, may not exceed 5% of 

the total market value of the Fund. If these market-value limits are exceeded, the Investment Division will 

inform the CIO, Executive Director, and Chair of the appropriate Board committee as soon as practicable and 

take appropriate corrective action within a 90-day period or develop a corrective action plan that will be 

presented to the Board at its next regularly scheduled meeting at which investment matters will be discussed 

following the initial 90-day corrective action period. 

Global Risk Limitations: Notwithstanding other limitations in this Policy, transactions that would cause the 

aggregate risk exposure of the Total Fund, including externally-managed portfolios, to exceed the aggregate risk 

limits established by the current asset allocation policies of the Board are not permitted. On a Total Fund basis, 

the combined economic exposure introduced through both cash and derivative market positions is subject to the 

asset allocation ranges, risk limits, and other portfolio parameters described in this Policy. 

Position Limits: For futures and options positions TRS will comply with all position and aggregate limits 

established by the applicable regulatory and legal organizations and authorities within each jurisdiction. 

9.8 Derivatives Risk Management and Compliance 

To ensure compliance with this Article 9, all internally and externally managed derivatives (other than 

derivatives held in Hedge Funds) must be marked to market on a daily basis by the Fund’s external custodian(s), 

and such daily reports will be reviewed for accuracy by the TRS Risk Management staff and Investment 

Operations personnel.  

Compliance with the requirements of this Policy will be monitored by the Chief Compliance Officer using 

information systems and data from internal and external sources. Any violations of this Article 9 will be 

reported immediately to the Executive Director and to the CIO, who will determine, if considered material as 

determined by Chief Compliance Officer, Chief Investment Officer, and Executive Director, the appropriate 

remedy and report promptly to the Board (and the appropriate Board committee, as applicable). 
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RISK MANAGEMENT AND OVERSIGHT 

10.1 Market Risk Management 

The Investment Division will establish a framework for measuring enterprise-level risk for both the Total Fund 

Portfolio and the established benchmark, including any transition benchmarks employed during asset allocation 

shifts. At a minimum, this framework must include a quantified estimate of downside risk (e.g., value-at-risk 

(“VaR”), estimated shortfall, or various parametric and non-parametric statistics). The Investment Division will 

monitor the relative positioning of the Total Fund Portfolio vis-à-vis the benchmark no less frequently than 

monthly. 

a. Asset allocation limits – In addition to the Total Fund Portfolio level risk limits, the portfolio will be 

constrained to the asset allocation percentages and ranges prescribed by this Policy. Accordingly, the total 

exposure to each asset class must be based on the individual exposures of each cash security and each 

outstanding derivative contract. The foregoing does not apply to those accounts designated as using strategy 

leverage to better align the investment with the characteristics of the policy benchmark. 

b. Risk limit – The Investment Division will model and monitor the Total Fund Portfolio and benchmark to 

ensure that the total estimated risk for the Public Markets portion of the Portfolio is within the upper and 

lower bounds corresponding to the maximum and minimum downside risk measures that could be achieved 

through the asset allocation limits in this Policy. 

c. Proxy securities and indices – If necessary and prudent, the Investment Division will employ proxies to 

approximate the economic characteristics of actual investments if the terms and conditions of the actual 

investments or the underlying holdings are not readily available or where the complexity of the underlying 

investment renders a deterministic model impractical. 

d. Private market assets holdings – The Investment Division may include private investments in this analysis 

either by proxy or by actually modeling the terms and conditions of the underlying exposures; however, if 

the inclusion of these investments is deemed to distort the true risk characteristics of the portfolio, the Board 

may approve the use of an alternative methodology for analyzing the risk characteristics of those 

investments. 

e. Active risk limits – In addition to the portfolio-level risk statistics described above, a target tracking error 

will be imposed on each public asset class mandate. Additionally, a target tracking error will be imposed on 

the entire public portfolio that takes into account both internally and externally managed portfolios and 

Private Funds as well as both asset allocation and security selection decisions. These limits are specified in 

Appendix A. 

10.2 Foreign-Exchange Risk Management 

The objective of the Foreign-Exchange (“F/X”) policy is to effectively manage portfolio return volatility 

associated with foreign currency risk. F/X risk is the possibility of a negative currency return as a result of 

adverse movements in foreign exchange rates. The F/X policy sets forth a structure and implementation plan to 

determine the level of strategic currency risk that the Fund is willing to tolerate. 

Currency hedge ratios will be separately applied to the Fund’s public-markets and private-markets non-dollar 

exposures. Each currency hedge ratio is the percentage of aggregate, non-dollar currency exposure to be 

passively hedged. The hedging horizon is intermediate (one to three years). The results of the currency hedge 

ratio decisions will be presented to the Board (or the appropriate Board committee, as applicable) for approval 

by the Board and incorporated into the benchmark as prescribed in Appendix C. 

From an implementation perspective, an F/X overlay manager would have responsibility for implementing the 

currency hedge ratio decisions and would not exercise delegated investment discretion. The F/X overlay may be 

implemented internally or externally. If external, the non-discretionary F/X overlay manager would not fall 
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under the definition of either an External Manager or a Hedge Fund. A non-discretionary external F/X overlay 

manager would merely implement the investment decision that has already been made by the IIC. 

10.3 Credit Risk Management 

a. External counterparty exposures – The maximum allowable unsecured external counterparty exposure for 

OTC derivative transactions is $500 million, based on the total net market value of all OTC positions held 

with each external counterparty. The total external counterparty exposure for each external counterparty, 

including the collateralized portions of these agreements, may not exceed 5% of the market value of the 

Total Fund. The minimum credit rating for an external counterparty (which may be a counterparty risk 

assessment or rating), based on a nationally recognized statistical rating organization (“NRSRO”), must be 

at least A- or better at the inception of the contract. For any external counterparty that experiences 

deterioration in credit quality that results in a NRSRO rating below the A- level, subsequent to the inception 

of transaction, additional eligible collateral may be posted, or the transaction may be terminated. 

b. All OTC derivatives with an external counterparty must be governed by an ISDA Master Agreement and 

Credit Support Annex or, if centrally cleared, by clearing agreements, and must include both close-out 

netting provisions and collateralization provisions. 

c. Each ISDA Master Agreement must also include a table that delineates the excess purchased securities 

margin (haircut) required, based on the collateral type, duration, and credit quality. 

d. Repurchase agreements – The limit for each counterparty for repurchase transactions and tri-party 

repurchase transactions may not exceed 5% of the market value of the Total Fund. Each repurchase 

agreement will be entered into under a widely accepted industry-approved form, such as one approved by 

SIFMA. A counterparty to a repurchase agreement must be an organization rated A3/A- or better by a 

NRSRO, unless (i) the counterparty is another entity created by the Texas legislature; (ii)  the counterparty 

is a money-market fund regulated under Rule 2a-7 under the Investment Company Act of 1940 or a fund 

designed to resemble such a money-market fund regulated under Rule 2a-7 or (iii) the counterparty is a 

pension fund or retirement system created by a government entity, whether non-U.S. or domestic and 

approved by the CIO.   

e. Securities lending – When securities lending activity is performed by an external third-party lending agent, 

Investment Division will examine the credit underwriting practices of the lending agent, including 

enforcement of collateral requirements, counterparty analysis, and surveillance. Additionally, Investment 

Division will periodically review the securities lending lines by counterparty. A securities lending agent 

must be either (i) an organization rated A- or better by a NRSRO or (ii) insured by an organization rated A- 

or better by an NRSRO and execute a securities lending agreement as required by applicable law. More 

detailed information about TRS securities lending activities is specified in the separate Securities Lending 

Policy. 

10.4 Liquidity Risk Management 

The objective of Liquidity Risk Management is to ensure that the Fund maintains ample liquidity to meet its 

funding requirements. The two kinds of requirements which necessitate prudent liquidity are: 

a. Disbursements of benefits and related obligations to plan participants, including retirement, death, health, 

and disability benefits payments. 

b. TRS investment activities: These are mainly associated with risk management and funding of External 

Managers and Private Funds. Some examples include: 

i. Use of derivative instruments requires liquidity for collateral, margin and payment obligations at the 

time of a reset, call or maturity; 

ii. TRS funds accounts managed by External Managers; and 
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iii. TRS manages unfunded capital commitments that the Fund is legally obligated to fund when called by 

general partners. 

External Funding Authority 

The Investment Division is authorized to establish external funding mechanisms (such as master repurchase 

agreements with one or more counterparties) and the flexibility to operate in all types of market liquidity 

environments to allow prudent management of these funding requirements while achieving a long-term rate of 

return and adhering to the asset allocation limits outlined in this Policy. In addition to these external funding 

mechanisms, TRS will maintain adequate funds in its custodial account to cover investment-related obligations. 

Finally, the Board authorizes the Investment Division to access the cash holdings backing OTC swaps to 

manage its commitments. 

10.5 Operations Risk Management 

a. Overdrafts – The Investment Division will monitor the frequency and costs associated with all overdraft 

activity. 

b. Custodial Bank(s) – The Investment Division will conduct on-site due diligence to review the operational 

controls set in place by all custodial banks. The Investment Division will also consider the extent of 

remedies provided by the custodian and its overall ability to fulfill its commitments should operational 

failures occur. 

10.6 Settlement Risk Management 

The Investment Division will monitor unsettled trade activity by counterparty and instrument type. 

10.7 Legal Risk Management 

Legal documentation for all accounts, investment subscriptions, External Managers, investments in Private 

Investment Funds, and derivatives will be reviewed, negotiated and approved for TRS execution by internal or 

external legal counsel, or both. The Investment Division, in consultation with Legal and Compliance, will 

exercise diligence to ensure that all contracts are legally binding and enforceable in a suitable venue. The 

Investment Division will seek the assistance, review, and advice of legal counsel whenever it is prudent to do so. 

Legal and Compliance has primary responsibility for the engagement of outside legal counsel for investment 

matters, subject to applicable statutes and rules adopted by the Office of the Attorney General. 

10.8 Risk Management Compliance Cure Periods and Remedies 

Passive violations – A passive violation occurs when the portfolio breaches a prescribed policy limit as the 

result of changing market or credit conditions. The Investment Division will report the violation to the Board 

and will remedy the violation within 90 days of the violation or prepare a written action plan that must be 

approved by Board resolution to extend the cure period beyond 90 days. 

Active violations – An active violation is caused by entering into an agreement or investment that breaches a 

policy limit at inception or thereafter through failure to monitor. In this case, a thorough analysis of controls will 

ensue and be reported to the CIO, the Executive Director and the Chair of the appropriate Board committee, as 

soon as practical, and to the full Board at its next regularly scheduled meeting at which investment matters will 

be discussed. The Investment Division will seek to remedy the violation when possible. In instances where the 

costs of immediate remedies are prohibitive, the Investment Division will develop a corrective action plan that 

will be submitted to the CIO within a reasonable time after the violation occurs, not to exceed 15 days, 

depending on the nature and complexity of the investment holding and transactions needed to remedy the 

violation. The Board will be apprised of the violation at its next regularly scheduled meeting along with the 

corrective action plan. 
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10.9 Permitted Sources of Leverage Financing 

The Investment Division is authorized to use the following in order to create Strategy or Asset Allocation 

Leverage: 

a. Derivative strategies in accordance with the risk parameters established by the asset allocation ranges of this 

Policy and applicable legal restrictions; 

b. Short sales in accordance with this Policy; 

c. F/X hedging in accordance with this Policy; 

d. Risk Parity investments in accordance with this Policy; 

e. Embedded leverage within the Total Fund’s Private Fund investments; and 

f. Collateralized fundings including securities lending activities, pledges, repurchase and reverse repurchase 

agreements and other external funding mechanisms. 

Leverage will not be used to exceed the risk parameters established by the asset allocation ranges of this Policy. 

HEALTH INSURANCE PROGRAM PORTFOLIO 

11.1 Health Insurance Program Portfolio Objective 

The primary objective of the Health Insurance Program Portfolio is to preserve capital through investment in 

conservative, short-term securities. 

11.2 Authorized Investments for the Health Insurance Program Portfolio 

Section 404.024, Texas Government Code describes the Authorized Investments employed by the comptroller 

when he or she invests state funds. The Investment Division shall employ this list of Authorized Investments 

when the Investment Division invests the Health Insurance Program Portfolio. 

INVESTMENT INTEGRITY POLICY 

12.1 Scope 

The Investment Integrity Policy (the “IIP”) applies to all TRS investment transactions, including without 

limitation new agreements (including SPACs, follow-on funding, and co-investments), sales or transfers of 

investment interests, increases in funding or capital commitment to an existing relationship or fund, or an 

amendment that increases management fees or compensation under an agreement. This IIP does not apply to 

Direct Investments or transactions in publicly traded securities. 

The IIP also applies to attempts to influence TRS investment decisions through contacts with TRS trustees, or 

contacts with, or political contributions made for the benefit of, one or more Texas Candidates or Elected 

Officials, and also applies to contacts with persons employed by any such candidate or official. 

If any provision of the IIP conflicts with a provision of another policy adopted by the Board, the stricter 

provision shall apply. 

This Article 12 does not apply to direct TRS engagements of Consultants and agents in connection with buying 

or selling privately issued investment interests in the secondary market. A seller in a secondary market 

transaction is not required to complete an Investment Integrity Questionnaire if the transaction’s closing 
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documents include appropriate representations, warranties, and covenants as to the matters addressed in this 

Article 12 and the Investment Integrity Questionnaire. 

12.2 Purpose 

The purpose of the IIP is to ensure the integrity of all TRS investment transactions and decisions and conformity 

with the highest fiduciary, ethical, and legal standards by all parties involved. All investment decisions made by 

the Board and the Investment Division must be based solely on the merits in conformity with fiduciary standards 

and applicable law. All advice and investment recommendations made by Consultants must be based solely on 

the merits after the necessary due diligence. All investment decisions and recommendations must be free of 

impropriety or improper influence and the appearance of either. 

12.3 Philosophy 

The Board desires that the Investment Division obtain full disclosure of all matters having the potential to harm 

TRS’ reputation or the integrity of TRS’ investment processes, or that could constitute unethical or unlawful 

conduct during the investment due diligence process. 

12.4 Required Disclosures and Questionnaire 

All external Fund or Manager Parties and if applicable, all Placement Agents that will receive a Placement Fee 

in connection with an investment or commitment by TRS, shall provide true and complete written responses to 

the questionnaire attached hereto as Appendix E prior to IIC consideration or other investment authorization. 

The Executive Director is authorized to approve such revisions to Appendix E from time to time as he or she 

deems to be in the best interest of TRS and consistent with the IIP. 

In addition, all Fund or Manager Parties who disclose the involvement of a Placement Agent shall provide a 

detailed description of the services to be performed by the Placement Agent and how the Placement Agent is 

used (e.g., with all prospects, or only with a subset of prospects). The Investment Division shall obtain a copy or 

summary of the terms of an agreement to compensate a Placement Agent for the due diligence file. The 

Investment Division shall provide all prospective Fund or Manager Parties with a copy of the IIP and the 

Appendix E questionnaire upon commencement of due diligence. 

12.5 Contractual Representations, Warranties, and Covenants 

Each Fund or Manager Party shall represent and warrant to TRS in the executed closing documents for the 

transaction that its responses to Appendix E to this Policy and any supplemental inquiries are true, correct, and 

complete in all material respects as of the closing date, and shall also covenant to update or correct any such 

responses within 10 business days of becoming aware of any change in the responses. The obligation to update 

responses survives the closing of the relevant investment transaction. 

In addition, each Placement Agent shall fully disclose the terms of its arrangements with a Fund or Manager 

Party for payment of a Placement Fee and any political contributions by the Placement Agent to any Texas 

Candidates or Elected Officials, and shall certify as to the matters addressed in Appendix E, as applicable, to 

TRS in a writing executed by an authorized officer that the disclosures required by the IIP are true and complete 

in all material respects. 

A Placement Agent must agree in writing to pay to TRS a sum equal to its Placement Fees relating to TRS’ 

investment if the Placement Agent’s certifications, representations, warranties, or questionnaire responses are 

untrue or misleading. 

A Fund or Manager Party using a Placement Agent must agree in writing to pay to, credit to TRS’ capital 

account, or offset TRS’ management fees or outstanding funding commitment with, a sum equal to the 

Placement Fees due to the Placement Agent with respect to TRS’ investment agreement or commitment if the 
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Fund or Manager Party’s certifications, representations, warranties, or questionnaire responses are untrue or 

misleading. 

12.6 Prohibitions 

Neither TRS nor any TRS investment shall be burdened with or liable for any Placement Fee. No TRS 

investment may be made if the transaction involves either (a) a Placement Agent who is not registered with 

either of the Securities and Exchange Commission or the Financial Industry Regulatory Authority (“FINRA”), 

or (b) the sharing of a Placement Fee with a non- registered person or entity. No TRS investment may be made 

if an authorized officer or the board, in consultation with legal counsel, determines that a disclosed contact with 

a Board member or Texas Candidate or Elected Official, or a contribution to a Texas Candidate or Elected 

Official, has created an unacceptable risk to the integrity and reputation of the TRS investment program or has 

been made in violation of a TRS policy or applicable law. A contact-based referral, without more, by a TRS 

trustee of either an investment opportunity or a Manager or Fund Party contact to the Executive Director, or 

Chief Investment Officer does not constitute such a risk or a violation of the IIP. 

12.7 Reporting 

The investment staff shall compile all responses to the questionnaire and report the results to the Board at least 

semi-annually. Reports shall include the amounts and recipients of any political contribution or Placement Fee 

and the relationship of the recipients to the Placement Agent or Texas Candidate or Elected Official, as 

applicable. 

12.8 Definitions 

Affiliate – means a person or entity controlled by or under common control with another person or entity. 

Direct Investment – means any private placement investment where TRS is a purchasing signatory to a binding 

securities purchase agreement or any similar acquisition agreement (including an option or rights agreement to 

acquire such securities in the future), and when delivered, intends to hold the restricted securities directly in the 

TRS custodian bank.  

Fund or Manager Party – means any person or entity offering, sponsoring, proposing, or soliciting a TRS 

investment transaction or opportunity, purchase or sale of securities, investment contract, investment 

management agreement, or commitment, and includes: 

a. As to a private investment fund, a fund sponsor, the general partner, managing member, or its equivalent 

with respect to a fund, fund sponsor, or fund management firm; 

b. As to an external investment manager to be engaged to invest TRS assets pursuant to an investment 

management agreement, the investment management entity and the parent of such asset management entity; 

and 

c. As to a private company or similar issuer in a direct or principal investment in securities of the issuer, the 

entity and an agent, representative, broker or investment bank, officer, director, trustee, manager, or 

employee of the company or issuer involved. 

Without limiting the foregoing, Fund or Manager Party includes any Affiliate, principal, owner, agent, manager, 

officer, majority or controlling shareholder, director, managing member, or employee having authority to legally 

bind or otherwise act under actual or apparent authority on behalf of a Fund or Manager Party in connection 

with a prospective TRS investment. An underwriter in a registered offering is not a Fund or Manager Party or 

Placement Agent under the IIP. 

Placement Agent – includes any third party, whether or not affiliated with a Fund or Manager Party, that is a 

party to an agreement or arrangement (whether oral or written) with a Fund or Manager Party for the direct or 

indirect payment of a Placement Fee in connection with a TRS investment. Any other person or entity who 
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claims a Placement Fee or who by agreement with a Placement Agent will share in a Placement Agent’s 

Placement Fee is also deemed to be a Placement Agent whether or not the person or entity is an Affiliate, 

principal, agent, owner, officer, shareholder, director, managing member, or employee of the first Placement 

Agent. For the avoidance of doubt, a finder, broker-dealer, originator, fundraiser, financing arranger, or 

investment bank receiving a Placement Fee is a Placement Agent. An underwriter in a registered offering is not 

a Fund or Manager Party or Placement Agent under this policy. 

Placement Fee – includes any compensation or payment, directly or indirectly, of a commission, finder’s fee, or 

any other consideration or benefit to be paid to a party other than the relevant Fund or Manager Party in 

connection with a TRS investment, agreement or commitment. An underwriting fee or discount charged in a 

144A or registered public offering of securities is not a Placement Fee. 

Relative – means a spouse (including an ex-spouse), parent, child (including adopted), sibling, niece, nephew, 

aunt, or uncle. 

SPAC – means a “special purpose acquisition company” with no commercial operations that is formed to raise 

capital through an initial public offering for the purpose of acquiring an existing company, whether or not pre-

identified.  

Texas Candidate or Elected Official – includes any candidate for a statewide office or an elected official of the 

State of Texas, including the governor, lieutenant governor, comptroller of public accounts, attorney general, 

and any member of the Texas Legislature, and also includes a campaign fund or political action committee, or 

PAC organized for or on behalf of a Texas statewide candidate or elected official, and any Relative of a Texas 

statewide candidate or elected official. This definition does not apply to candidates for, or elected officials 

holding, offices in counties, municipalities, or other local subdivisions of the State of Texas, to state or local 

judicial candidates or offices of the State of Texas, or to any federal office or judicial position. A candidate for 

an elective federal office who holds a statewide office is deemed to be a Texas Candidate or Elected Official for 

purposes of this policy. 

TRS Person – means any person listed on Exhibit A attached to Appendix E to this Policy or to any other due 

diligence document, and includes without limitation any current or former TRS board member, Executive 

Director, Deputy Director, Chief Financial Officer, Investment Division or Legal and Compliance employee, 

any investment consultant or actuary, any outside counsel engaged by TRS, and any Relative of a TRS Person, 

whether or not listed on an Exhibit A, TRS Persons. 
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APPENDIX A – TRACKING ERROR NEUTRAL (IN ANNUALIZED BASIS POINTS)1 

 

 Neutral 

Equity (USA) 300 

Equity (International; Non-US Developed, 

EAFE) 

300 

Equity (International; Emerging Markets) 300 

Equity (All Country) 300 

Stable Value Hedge Funds 400 

Risk Parity 400 

 

 

 Neutral Maximum 

Government Bonds- Nominal  300 

Government Bonds – Real  300 

Total Public Fund Tracking Error 100 300 

 

 

1
 Tracking error will be measured on a realized basis over a three year period. 
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APPENDIX B – IIC APPROVAL AUTHORITY AND MANAGER ORGANIZATION 

ALLOCATION LIMITS 

Allocations to a single manager organization may only exceed the limits specified in this Appendix B with the 

prior authorization of the Board. 

 

Article 

Affected 

Portfolio Initial 

Allocation or 

Commitment 

with Manager, 

by Portfolio 

Additional or 

Follow-On 

Allocation or 

Commitment 

with the same 

Manager, by 

Portfolio 

Total Manager 

Organization 

Market Value 

Limits, by 

Portfolio 

Total Manager 

Organization 

Exposure Limits, 

by Portfolio 

2 Public Markets Portfolios 0.5% 1%  5% 5% 

4.2 Private Equity Portfolio 0.5% 1% 3% 5% 

5.2 Real Estate Portfolio 0.5% 1% 3% 5% 

 

6.2 

Energy, Natural Resources and 

Infrastructure Portfolio 

 

0.5% 

 

1% 

 

3% 

5% 

 Total IIC Approval Authority, each Manager Organization  8% 10% 

 

All allocation or commitment limits are expressed as a percentage of the Total Fund value and are to be 

calculated as of the date the applicable investment is approved by the IIC or other investment authorization. 

Exposure is defined as the sum of the market value and unfunded commitments for the purposes of Appendix B. 

All external investments must be assigned to one of the four portfolios at the time of approval. For the purposes 

of the Manager Organization Market Value Limit, market value is based on the most recent month-end values 

provided by the custodian and does not include the proposed investment under consideration. 

“Affiliate” means any person directly or indirectly controlling, controlled by, or under common control with, 

another person. A “manager organization” includes its Affiliates without regard to the names of the entities. The 

Chief Compliance Officer will be responsible for determining the manager organization’s Affiliates that are 

applicable for the above limits. 

The percentage limit for additional or follow-on allocations or commitments applies to each additional or 

follow-on allocation or commitment by a listed portfolio to a manager and is in addition to, and not cumulative 

of, the limit specified for initial allocations or commitments. By way of example, if a portfolio initially allocates 

0.2% of the Total Fund to a manager, the portfolio may thereafter allocate or commit up to 1.0% in a single 

additional or follow-on allocation or commitment to the same manager for a total of 1.2% allocated or 

committed to the same manager (0.2%+1.0%). If a portfolio initially allocates 0.2%, then makes an additional 

allocation or commitment of 0.8%, and desires to make a further additional or follow-on allocation to the same 

manager, the applicable limit for the further additional or follow-on allocation is 1.0% of the Total Fund, for a 

total of 2.0% allocated or committed to the manager (0.2%+0.8%+1.0%). All investments occurring in the six 

months prior to the follow-on investment, co-investment or additional investment shall be included in the 

calculation of the percentage limits. If the initial investment occurred less than six months prior to the current 

investment, the initial allocation limit of 0.5% rather than the follow-on allocation limit of 1.0% will apply. 

In calculating the available limits, returned capital is excluded from the sum of existing total allocations or 

commitments. Committed capital is included during the applicable investment period of a fund without regard to 

whether the commitment amount is funded or unfunded or the fund is open-ended. Capital that has been 

returned but that is subject to recall by a Private Investment Fund is considered to be committed or allocated for 

the purposes of the limits in this Appendix B. 
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Authority for Special Investment Opportunities. Notwithstanding the limits set forth in this Appendix B, the 

CIO may designate an investment opportunity as a “Special Investment Opportunity” if the circumstances 

indicate a reasonable probability that a rapid investment response will be required in order for TRS to acquire 

the investment in excess of the limits on Investment Division authority set forth in this Appendix B. 

Circumstances requiring a rapid response may include, but are not limited to, distressed situations or market 

dislocations creating opportunities to acquire interests or assets at pricing that indicates a reasonable probability 

that the interests or assets are undervalued or will increase in value. The CIO shall notify the Executive Director 

as promptly as possible of the Special Investment Opportunity. The CIO and the Executive Director shall 

consult with the Chair of the Board and the Chair of the Investment Management Committee and determine if it 

is not practicable to present the opportunity for consideration by the Board. If the opportunity will not be added 

to an agenda, and the CIO and the Executive Director conclude that the investment would be in the best interests 

of TRS, the CIO and the Executive Director may authorize and conclude an investment up to $1 billion in that 

Special Investment Opportunity. 

After one investment in a Special Investment Opportunity has been made, no further investment in a Special 

Investment Opportunity may be made until the Board has reauthorized the CIO’s authority to designate a 

Special Investment Opportunity. Such reauthorization shall renew the CIO’s and the Executive Director’s 

authority to invest up to $1 billion in a Special Investment Opportunity under this provision. 
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APPENDIX C – CURRENCY HEDGE RATIOS 

 

Portfolio Currency Hedge 

Ratio 

Public Markets Portfolios 0% 

Private Markets Portfolios 0% 
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APPENDIX D – GENERAL AUTHORITY RESOLUTION 

Board of Trustees 

General Authority Resolution 

Revised September 18, 2025 

 

Investment Group 

Resolved, That Investment Division employees holding the following TRS positions are members of the 

“Investment Group”: 

 

Chief Investment Officer Managing Director 

Senior Managing Director Director 

  

Resolved further, That the Executive Director is authorized and directed to designate in writing those individual 

members of the Investment Group who are authorized within the investment areas designated by the Executive 

Director, in addition to the Chief Investment Officer, to take any one or more of the following actions authorized 

below in accordance with these resolutions until the authority is revoked. 

 

Resolved further, That the Executive Director is authorized and directed to designate in writing, by investment 

area and category or item designation, the specific authorities granted to each authorized member of the 

Investment Group, until the authority is revoked. 

 

A. General Authority for Investment Matters other than Derivatives 

Resolved further, That the Chief Investment Officer and any other member of the Investment Group designated 

by the Executive Director as having such authority, in addition to any other authority expressly designated by the 

Executive Director under these resolutions, may act on behalf of TRS to: 

A.1. Buy, sell, or give orders or instructions for transactions in currencies and securities, and any amendments 

or modifications of such orders or instructions. 

A.2. Direct Investment Operations personnel to deliver, pay, expend, or receive cash, currencies, monies, 

securities (including restricted or Rule 144A securities) in connection with a contract to buy or sell 

securities. 

A.3. Give directions and instructions to members of the Trading Group or External Managers relating to 

execution, brokerage, clearing or settlement of securities transactions. 

A.4. Direct Investment Operations personnel to fund subscribed investment funds or capital called by 

investment funds; transfer funds or assets between custodial accounts, including External Manager 

separate accounts; transfer funds to pay fees under an investment contract; and to instruct other cash 

movements, including movements of cash to and from custodial accounts held by the Comptroller of 

Public Accounts and transfers of assets in kind for investment under an investment contract. 

Notwithstanding any provision of this Section A, authority granted under this Section A does not extend to 

transactions in derivatives, which are governed exclusively by Section C of these resolutions. 
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B. Investment Contracting Authority other than Derivatives 

Resolved further, That the Chief Investment Officer and any other member of the Investment Group designated 

by the Executive Director as having such authority, in addition to any other authority expressly designated by the 

Executive Director under these resolutions, may act on behalf of TRS to: 

B.1. Make, execute, deliver, waive, modify, amend, renew, extend, assign, terminate, or transfer, in each case 

in writing, investment-related documents, including without limitation, written contracts, investment 

management agreements, subscription agreements, capital commitments, account agreements, consents, 

certificates, powers of attorney, notes, deeds, security agreements, pledges, mortgages, endorsements, 

directions and instructions to amend, modify, fix, and execute written investment guidelines in investment 

management agreements with External Managers and fund managers, and any and all documents necessary 

or proper to effectuate the authority granted in this Section B.1. 

B.2. Jointly with a member of the Financial Group or the Executive Group, execute investment fund 

redemption and withdrawal notices and instructions for the transfer or delivery by wire or physical transfer 

of cash or securities to a TRS account by a third- party fund, External Manager, account, debtor, except that 

an authorized member of the Investment Group may be the sole TRS signatory on subscription 

agreements, side letter agreements, or other investment-related documents executed by TRS in connection 

with a new investment, and any amendments or modifications to such documents and agreements other 

than redemption and withdrawal notices and corresponding instructions for the transfer or delivery by wire 

or physical transfer of cash or securities. 

Notwithstanding any provision of this Section B, the authority granted under this Section B does not extend to 

transactions in derivatives, which are governed exclusively by Section C of these resolutions. 

 

C. Derivatives Authority 

Resolved further, That the Chief Investment Officer and any member of the Investment Group who is designated 

by the Executive Director as a member of the derivatives team, in addition to any authority expressly designated 

by the Executive Director under these resolutions is authorized may act on behalf of TRS to: 

C.1. Negotiate, make, fix, execute, waive, amend, modify, renew, extend, transfer, assign, endorse, or terminate, 

in each case in writing, documents related to derivatives transactions, including without limitation, master 

agreements, schedules, credit support annexes, collateral-management agreements, transaction 

confirmations, account agreements, and clearing agreements, and deliverables relating to such documents 

and agreements. 

C.2. Make, execute, waive, amend, modify, renew, extend, transfer, assign, endorse, or terminate, in each case 

in writing, disclosures, questionnaires, elections, certifications, or other administrative documents and 

deliverables related to derivatives accounts or transactions. 

C.3. Jointly with a member of the Financial Group or the Executive Group, execute, amend, modify, or 

terminate documents, directions, and instructions to deliver and pay cash, currencies, monies, or securities, 

to margin, collateralize, or settle derivatives transactions. 

C.4. Direct Investment Operations personnel to receive cash, currencies, monies, or securities, to margin, 

collateralize, or settle derivatives transactions. 

C.5. Buy, sell, or give orders or instructions for transactions in derivatives, and any amendments or 

modifications of such orders or instructions. 

C.6. Give directions and instructions to members of the Trading Group or External Managers relating to 

execution, brokerage, clearing or settlement of derivatives transactions. 

 

Financial Group 

Resolved further, That the “Financial Group” comprises employees holding the following TRS positions: 
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Chief Financial Officer Manager of Investment Accounting 

Deputy Chief Financial Officer Director of Budget and Financial Analysis 

Senior Director of Investment Accounting  

 

Resolved further, That each member of the Financial Group is authorized and empowered on behalf of TRS, 

jointly with an authorized member of the Investment Group or the Executive Group, to execute redemption 

and withdrawal notices and instructions for the transfer or delivery by wire or physical transfer of cash, collateral, 

margin, or securities to a TRS account by a third-party fund, account, debtor, or derivatives counterparty, except 

that an authorized member of the Investment Group may be the sole TRS signatory on subscription agreements 

and side letter agreements and any amendments to subscription agreements or side letter agreements. 

Resolved further, That each member of the Financial Group is authorized and empowered on behalf of TRS, to 

execute authorizations to fund subscribed investment funds or capital called by investment funds; transfer funds 

or assets between custodial accounts, including External Manager separate accounts; transfer funds to pay fees 

under an investment contract; instruct other cash movements, including movements of assets to and from custodial 

accounts held by the Comptroller of Public Accounts and transfers of assets in kind for investment under an 

investment contract. 

Resolved further, That each member of the Financial Group is authorized and empowered on behalf of TRS to 

authorize and direct members of the Investment Accounting team to verify or confirm to a custodian or prime 

broker any order for the transfer or delivery of currencies, monies, securities, or contracts to any other person. 

Executive Group 

Resolved further, That the “Executive Group” comprises employees holding the TRS positions: Executive 

Director and Deputy Director. Each member of the Executive Group is authorized and empowered to perform, 

with respect to a particular matter or transaction, any and all of the acts that any and all employees in the 

Investment Group or the Financial Group are authorized to perform, except that when joint action by a member 

of the Investment Group and a member of the Financial Group is required, only one member of the Executive 

Group may act jointly with a member of either of the Investment Group or the Financial Group. 

Trading Group 

Resolved further, That the “Trading Group” comprises the employees holding the following TRS positions: 

Senior Managing Director, Managing Director, Director, and Trader. Each member of the Trading Group is 

authorized and empowered on behalf of TRS to take the following actions: to place orders or agree with brokers, 

dealers and market-makers to purchase or sell securities, derivatives, forward contracts, or currency; to monitor 

and supervise execution and settlement of such orders or agreements; and to negotiate, fix, and vary the 

commissions, spreads, or discounts for individual orders or agreements to purchase or sell securities, derivatives, 

forward contracts, or currency. 

 

Fixed Income, Currency, and Commodities Trading Group 

Resolved further, That the “Fixed Income, Currency, and Commodities (“FICC”) Trading Group” 

comprises the employees holding the following TRS positions: FICC Trader. Each member of the FICC Trading 

Group is authorized and empowered on behalf of TRS to take the following actions: to place orders or agree with 

brokers, dealers and market-makers to purchase or sell fixed income securities, derivatives, forward contracts, or 

currency; to monitor and supervise execution and settlement of such orders or agreements; and to negotiate, fix 

and vary the commissions, spreads, or discounts for individual orders or agreements to purchase or sell fixed 

income securities, derivatives, forward contracts, or currency. 

 

Investment Operations Group  
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Resolved further, That the “Investment Operations Group” comprises the employees holding the following 

TRS positions: Senior Managing Director, Managing Director, Director, and Investment Manager. 

 

Resolved further, That each member of the Investment Operations Group is authorized and empowered on 

behalf of TRS, jointly with an authorized member of the Financial Group, to authorize transfer of funds to pay 

fees under an investment contract for (i) research, data, and software for all investment areas, (ii) cloud computing 

services for all investment areas, (iii) investment consulting, tax, advisory, valuation, and benchmark services, 

and (iv) investment custodian services (e.g., custody fees, uncleared margin rule (UMR) fees, and securities 

lending fees). 

 

Resolved further, That each member of the Investment Operations Group is authorized and empowered on 

behalf of TRS to make, execute, waive, amend, modify, renew, extend, transfer, assign, endorse, or terminate, in 

each case in writing, disclosures, questionnaires, elections, certifications, or other administrative documents and 

deliverables related to transactions in currencies, securities and derivatives. 

 

Resolved further, That each member of the Investment Operations Group is authorized and empowered on 

behalf of TRS to approve operational instructions for the settlement of offsetting positions in repurchase 

agreements (i.e., repo “pair-offs”), provided that such operational instructions are limited to the movement of 

cash or collateral to s settle the portfolio manager instruction to purchase or sell. 

 

Compliance Group 

Resolved further, That the “Compliance Group” comprises the employees holding the following TRS positions: 

Chief Compliance Officer, Director, Senior Compliance Counsel, and Senior Compliance Officer. The 

Compliance Group is authorized and empowered on behalf of TRS to take the following actions: to execute and 

deliver compliance-related disclosures, reports, filings, and certifications and, with the Chief Investment Officer 

and Executive Director’s approval, to develop, disseminate and collect disclosure forms to monitor the 

requirements of the Investment Policy Statement. 
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APPENDIX E – INVESTMENT INTEGRITY QUESTIONNAIRE 

Investment Name:  

Name of Responding Entity:  

Responding Entity Type:  Fund or Manager Party 

 Placement Agent 

Completed by:   

Note: TRS may require completion of a new questionnaire or updating of responses at any time, including as 

of the closing date for any transaction investment or additional funding. All questions must be answered. 

All capitalized terms have the meaning set forth in Article 12 of the Investment Policy Statement, which is 

available at: 

https://www.trs.texas.gov/TRS Documents/investment_policy_statement.pdf 

1. Contacts with Texas Candidates and Elected Officials; Political Contributions.  

A. Has any person lobbied, communicated with, or made political contributions during the past three years 

on behalf of the Fund or Manager Party to a Texas Candidate or Elected Official in connection with a 

prospective investment transaction with a Texas state investment entity, including TRS? If the answer is 

“yes,” please attach a complete list of the name(s) of the entities and individual(s) involved, the 

approximate dates of the contributions, the amounts of the contributions, a summary of the contacts or 

communications, and the nature of the discussion in regards to the investment with any Texas state 

investment entity, including TRS. For purposes of this question, “person” includes (i) any Affiliate, 

principal, owner, agent, manager, officer, majority or controlling shareholder, director, managing 

member, or employee having authority to legally bind or otherwise act under actual or apparent 

authority on behalf of a Fund or Manager Party in connection with a prospective TRS investment, and 

(ii) any “covered associate” as defined under Rule 206(4)-5 of the Investment Advisers Act of 1940. 

YES, see attachment 

NO 

B. Has any person (as defined above) made political contributions during the past three years to any 

candidate for, or incumbent holding, any of the following elective offices in Texas:  governor, lieutenant 

governor, attorney general or comptroller of public accounts?  

YES, please describe 

NO 

C. Is any person (as defined above) a registered lobbyist in the State of Texas? 

YES, please describe 

NO 

 

2. Contacts with TRS Board Members. Has any person lobbied or otherwise communicated on behalf of 

one or more of the Fund or Manager Party, or, if applicable, the Placement Agent with a current or former 

member of the TRS Board of Trustees during the past two years for the purpose of asking the current or former 

member to seek to influence a decision by the TRS investment staff or a TRS advisor or consultant to 

https://www.trs.texas.gov/TRS%20Documents/investment_policy_statement.pdf
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recommend that TRS invest? If the answer is “yes,” please attach a complete listing of the name(s) of the 

entities and individual(s) involved, the approximate dates of the contacts or communications, and the nature of 

the discussion in regards to this investment. 

YES, see attachment  

NO 

3. Placement Agents and Placement Fees. Is or was the Fund or Manager Party, or if applicable, the 

Placement Agent, a party to any agreement or arrangement (whether oral or written) to pay a Placement Fee to 

or for the benefit of any Placement Agent (or any other Placement Agent) with respect to the investment named 

at the top of this questionnaire? For the avoidance of doubt, a broker-dealer (among other entities) affiliated with 

a Fund or Manager Party is a Placement Agent as defined by Article 12 of the Investment Policy Statement. If 

any questions remain, reach out to your contact at TRS.  

YES  

NO 

If the answer to 3 is “NO,” skip to the certification and signature block. 

4. If the answer to 3 is “YES,” will a Placement Fee be paid in connection with TRS’ investment in the 

named investment? 

YES, please describe  

NO 

If the answer to 4 is “NO,” skip to the certification and signature block. 

5. If the answer to 4 is “YES”: 

A. Please attach list of the name(s) of the person or entity acting as a Placement Agent with a copy of 

the written agreement or a summary of the agreement creating the obligation to pay a Placement 

Fee in connection with TRS’ investment. Additionally, please state the amount of the Placement 

Fee (or the formula for its determination if the amount is not yet determined) and the date of its 

payment or anticipated payment. If the party to the agreement is an entity, please also list the 

names of the principal owners, officers, directors, or managing members of the Placement Agent 

and provide a resume for each such person. 

B. Will or did any TRS Person or any Relative of a TRS Person receive, has any such person 

received, or might any such person receive a “Placement Fee” in connection with TRS’ 

investment? If the answer is “yes,” please list the name or names of the TRS Person or Relative of 

a TRS Person and provide details about the terms of the Placement Fee. 

YES, see attachment 

 NO 

C. Will or did any Texas Candidate or Elected Official or a Relative of a Texas Candidate or Elected 

Official receive a Placement Fee in connection with TRS’ investment? If the answer is “yes,” 

please state in an attachment the name or names of the official and provide details about the terms 

of the Placement Fee, including the amounts and timing of payments. 

YES, see attachment 

 NO 

D. Is the Placement Agent, or any of its Affiliates, registered as a lobbyist in the State of Texas? If 

so, attach a list of the legal names of the entity and the individual registrants. 

YES, see attachment 

 NO 
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E. Is the Placement Agent or any of its Affiliates registered with the Securities and Exchange 

Commission or the Financial Industry Regulatory Association, or a similar agency outside the 

United States? Provide an attachment stating the details about each such registration or explaining 

why registration is not required. 

YES, see attachment 

 NO 

F. Did (or will) any third party person or entity who is not employed or otherwise affiliated with a 

Placement Agent, including a current or former TRS Person, either (1) recommend the Placement 

Agent or (2) receive a share of a Placement fee or any other economic benefit in connection with 

TRS’ investment, whether directly or indirectly through a Placement Agent engaged by you? If 

the answer to this question 5.F is “yes,” please attach the name of the person or entity, the 

relationship of the person or entity to the Placement Agent and your firm, and provide a 

description of the arrangement and the reason for the payment, stating whether the person or 

entity is registered with the Securities and Exchange Commission or the Financial Industry 

Regulatory Association (or a similar agency outside the United States). 

YES, see attachment 

 NO 

G. Will TRS be burdened with or liable for any Placement Fee in connection with TRS’ 

investment in the named investment? 

YES 

NO 

 

The undersigned certifies, represents and warrants on behalf of the Fund or Manager Party or Placement 

Agent(s), as applicable, that (a) it has reviewed and understands Article 12 of the TRS Investment Policy 

Statement (“Article 12”) received with this Questionnaire, and agrees to abide by Article 12’s 

requirements, including the payment obligations in Section 12.5, (b) to the best of its knowledge after due 

inquiry, its responses to this Questionnaire are true and complete and do not omit any statement or fact 

necessary to make any statement made not misleading in any material respect, and (c) no other 

statements or representations, if any, whether oral or written, made by or on behalf of the Fund or  

Manager Party, or Placement Agent(s), as applicable, relating to Article 12 and this Questionnaire in 

connection with TRS’ due diligence inquiries or the subject investment transaction were untrue or 

misleading in any material respect when they were made. The undersigned acknowledges and agrees that 

in addition to the express remedies required in Article 12 and the transaction documents, which are not 

intended to be exclusive, TRS reserves all other remedies available to it in law and equity with respect to 

any untrue or misleading statement. The undersigned agrees to update any such information within 10 

business days of becoming aware of any changes or corrections to the responses. The update obligation 

survives the closing of the investment. 

Name of Fund or Manager Party or Placement Agent: 

___________________________________________ 

 

By: 
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Name: 
 

Title: 
 

Date: 
 

  

  

Attachment: Exhibit A, TRS Persons 

  



Investment Policy Statement, Page 45 of 47, rev. eff. 5/01/2026 

 

APPENDIX F - EXTERNAL ADVISORY COMMITTEES OR BOARDS, BOARD 

OBSERVERS, AND BOARD REPRESENTATION 

A. External Advisory Committees or Boards and Board Observers. A TRS investment-related agreement 

may provide that an Investment Division employee may represent TRS by serving: 

1. On an advisory committee, advisory board, or similar advisory body to a TRS investment vehicle, 

whether the position is voting or non-voting; or 

2. As a non-voting TRS observer at meetings of the governing body of an investment vehicle, including 

a business entity, in which TRS has an interest. 

B. Board Representation by a TRS Employee. A TRS investment-related agreement may provide for TRS 

representation on the governing body of a non-public (private) or a publicly-traded business entity in which 

TRS holds a direct or indirect investment interest. 

1. Requirements: 

a. The TRS employee representative may not serve in a position that under applicable law has 

general liability to third parties, such as a general partnership position. 

b. The TRS employee representative must comply with internal policies and procedures relating to 

board representation, including recusal, notice and training requirements. 

c. An agreement for TRS representation on an external governing body must be in writing and, to 

the extent possible, address limitations on capacity and fiduciary duties, liability insurance, 

indemnification, recusal requirements, travel payments or reimbursements, and perquisites 

provided to persons on the governing body in the entity’s ordinary course of business. 

d. Duties that an employee owes to TRS must be primary. TRS employees representing TRS must 

comply with recusal determinations made by the Executive Director in consultation with the Chief 

Compliance Officer and the General Counsel. 

e. The external entity’s insurance and indemnification will be primary relative to any available TRS 

liability and indemnification coverage. 

f. If compensation or reimbursement of expenses will be paid, the agreement must require payment 

of any compensation or reimbursement directly to TRS. 

2. Qualification: A TRS employee representative must hold one of the following TRS titles to be eligible 

to serve: Director, Managing Director, Senior Managing Director, or CIO. 

3. Authorization: 

a. For a non-public (private) entity the CIO in consultation with Legal and Compliance, must 

authorize an employee to serve. 

b. For an entity that has issued publicly-traded securities, the CIO and the Executive Director, in 

consultation with Legal and Compliance, must authorize an employee to serve. 

c. The CIO may not serve on an external governing body without prior authorization from the 

Executive Director. 

C. Board Representation by a Non-Employee Independent Third Party. A TRS investment-related 

agreement may grant TRS a contractual right or option to appoint, nominate, remove, or replace a non-

employee independent third party to serve on the governing body of a business entity in which TRS has or 

will have an investment interest. 

1. Requirements: 

a. A third-party may not be TRS’ agent and shall have full discretion when voting as a member of 

the governing body. 
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b. TRS will not insure or indemnify any third party representative. 

2. Qualification: The third party must be free of conflicts of interest. TRS will require delivery of a 

background check from a reputable investigatory firm. 

3. Authorization: The third party must be approved by the head of the applicable investment area or the 

CIO, in consultation with the Executive Director. 
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DEFINITIONS 

In this Policy, 

Consultant means a person or entity engaged by the Investment Division pursuant to a defined scope of work to 

provide studies, assistance, investment management services, due diligence services, and advice relating directly 

to investment transactions, activities and processes. This definition does not affect any definitions in the Code of 

Ethics for Contractors. 

Custom benchmark means a benchmark created for or specified in an investment vehicle or IMA that is not a 

Policy Benchmark. Investment guidelines for a vehicle or IMA may include one or more custom benchmarks. 

Inclusion of a custom benchmark in an IMA does not modify the investments authorized in this Policy. 

External Manager means an investment adviser engaged pursuant to an investment agreement to invest TRS 

assets on a discretionary basis pursuant to contractual guidelines negotiated, prescribed or controlled by TRS. A 

manager or general partner of a Private Fund is not an External Manager. 

Trust or Fund means the overall investment portfolio, including cash and cash equivalents. 

Fund Policy Benchmark is a target allocation-weighted aggregation of the individual Policy Benchmarks 

according to Section 1.6. 

Investment Management Agreement or IMA means a contract between TRS and an External Manager for the 

discretionary investment of TRS assets in securities according to specified guidelines. The account managed by 

an External Manager is sometimes referred to as a separate account. 

Policy Benchmark means the relevant benchmark for an asset class listed in the allocation table in Section 1.6. 

Private Investment Fund or Private Fund means any non-publicly traded limited liability investment vehicle 

aggregating investment capital for reinvestment, including without limitation reinvestment of capital in private 

companies, other investment funds, real estate, debt instruments, derivatives, commodities, or publicly traded 

securities. Private Funds generally issue Restricted Securities to investors through private placements. 

Publicly traded securities means securities that trade on a national securities exchange or in an over-the-

counter market through broker-dealers who make a market in securities. 

Restricted Securities means securities acquired under an exemption from registration under the securities laws, 

such as through private placements, 144A offerings, or Regulation D offerings. Restricted Securities may not be 

transferred unless they are registered or are exempt from the registration requirements. SEC Rule 144(a)(3) lists 

types of transactions in which Restricted Securities occur. Privately offered limited partnership and limited 

liability company interests are usually Restricted Securities. 

Securities has the meaning assigned in Section 825.301(a). Whether notes, local access products, warrants or 

other financial instruments or contracts are securities requires legal analysis. 
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