Teacher Retirement System Of

@@ﬂé’[ Fa?’zf@g%c Pla

C 1hs

TEACHER RETIREMENT SYSTEM OF TEXAS







TEACHER RETIREMENT SYSTEM of TEXAS

STRATEGIC PLAN

FY 2015 - FY 2019

Board of Trustees Term Expires Hometown
R. David Kelly (Chair) August 31, 2017 Plano
Nanette Sissney (Vice Chair) August 31, 2015 Whitesboro
Todd Barth August 31, 2015 Houston

T. Karen Charleston August 31, 2017 Houston

Joe Colonnetta : August 31, 2019 Dallas

David Corpus August 31, 2019 Humble
Christopher Moss August 31, 2015 Lufkin

Anita Smith Palmer August 31, 2017 Jacksboro
Dolores Ramirez ' August 31, 2019 San Benito

Submitted on July 7, 2014

. 7 ) /\
Signed: X l/(, / Approved: — =
rian Guthr R. David Kelly .~
Executive Director Chair, Board of Trustees



ﬁRS Strategic Plan FY 2015 - FY 2019

Board of Trustees

5

R. David Kelly (Chair) Nanette Sissney (Vice Chair) Todd Barth

Managing Partner School Counselor President
Straight Line Realty Partners, Plano Whitesboro I1SD, Whitesboro Bowers Properties Inc., Houston
Direct appointment of the governor Active public education position Direct appointment of the governor
Term expires 2017 Term expires 2015 Term expires 2015

Karen Charleston Joe Colonnetta David Corpus

Space Management Assistant Private Investor Senior Vice President, Community-
Prairie View A & M University Dallas Bank of Texas, N.A., Humble
Houston Direct appointment of the governor Position nominated by the State
Higher education position Term expires 2019 Board of Education
Term expires 2017 Term expires 2019

A

Christopher Moss Anita Palmer Dolores Ramirez

Vice President, The Advanced Former Texas Public School Teacher, Teacher, San Benito
Financial Group, Lufkin Administrator and University Consolidated ISD, San Benito
Position nominated by the State Adjunct Professor, Jackshboro Active public education position
Board of Education Retiree Position Term expires 2019
Term expires 2015 Term expires 2017

The TRS Board of Trustees is responsible for administration of the system under provisions of the state constitution and laws.
The board is comprised of nine trustees, all of whom are appointed by the governor to staggered six-year terms. Three trustees
are direct appointments of the governor. Two trustees are appointed from a list prepared by the State Board of Education. Two
trustees are appointed from the three public school district active member candidates who have been nominated for each
position by employees of public school districts. One trustee is appointed from the three higher education active member can-
didates nominated by employees of institutions of higher education. One trustee is appointed from the three retired member
candidates who are nominated by TRS retirees. Appointments are subject to confirmation by the Senate. Board member terms
expire August 31 of odd numbered years.
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STATEWIDE STRATEGIC ELEMENTS
FOR TEXAS STATE GOVERNMENT
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STATE MISSION
Texas state government must be limited, efficient, and completely accountable. It should foster

opportunity and economic prosperity, focus on critical priorities, and support the creation of
strong family environments for our children. The stewards of the public trust must be men and
women who administer state government in a fair, just, and responsible manner. To honor the
public trust, state officials must seek new and innovative ways to meet state government priorities
in a fiscally responsible manner.

Ammn high . . . we are not here to achieve mconsequential things!

STATE PHILOSOPHY
The task before all state public servants is to govern in a manner worthy of this great state. We

are a great enterprise, and as an enterprise, we will promote the following core principles:

e First and foremost, Texas matters most. This is the overarching, guiding principle by which
we will make decisions. Our state, and its future, is more important than party, politics, or
individual recognition.

e Government should be limited in size and mission, but it must be highly effective in
performing the tasks it undertakes.

¢ Decisions affecting individual Texans, in most instances, are best made by those
individuals, their families, and the local government closest to their communities.

e Competition is the greatest incentive for achievement and excellence. It inspires ingenuity
and requires individuals to set their sights high. Just as competition inspires excellence, a
sense of personal responsibility drives individual citizens to do more for their future and
the future of those they love.

e Public administration must be open and honest, pursuing the high road rather than the
expedient course. We must be accountable to taxpayers for our actions.

e State government has a responsibility to safeguard taxpayer dollars by eliminating waste
and abuse and providing efficient and honest government.

e Finally, state government should be humble, recognizing that all its power and authority is
granted to it by the people of Texas, and those who make decisions wielding the power of
the state should exercise their authority cautiously and fairly.

STATEWIDE PRIORITY GOALS THAT APPLY TO TRS

The strategic objectives for the Teacher Retirement System of Texas (TRS), developed in "
accordance with the TRS Board of Trustees’ fiduciary duties and presented in this document,
support the following priority goals of the state of Texas:

Education — Public Schools
To ensure that all students in the public education system acquire the knowledge and skills to be

responsible and independent Texans by:
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e Ensuring students graduate from high school and have the skills necessary to pursue any
option including attending a university, a two-year institution, or other post-secondary
training, serving in the military, or entering the workforce;

e Ensuring students learn English, math, science, and social studies skills at the appropriate
grade level through graduation; and

« Demonstrating exemplary performance in foundation subjects.

TRS enhances the well-being of those dedicated to serving in public education by providing
retirement and related benefits, which serve as recruitment and retention incentives for Texas
public school employees. This directly supports the state’s priority goal for education.

Education — Higher Education
To prepare individuals for a changing economy and workforce by:
e Providing an affordable, accessible, and quality system of higher education.
e Furthering the development and application of knowledge through teaching, research, and
commercialization.

TRS directly supports the state’s priority goal for higher education by providing retirement and
related benefits, which serve as recruitment and retention incentives for Texas higher education
employees.

Health and Human Services
To promote the health, responsibility, and self-sufficiency of individuals and families by:
e Making public assistance available to those most in need through an efficient and effective
system while reducing fraud;
e Restructuring Medicaid funding to optimize investments in health care and reduce the
number of uninsured Texans through private insurance coverage;
¢ Enhancing the infrastructure necessary to improve the quality and value of health care
through better care management and performance improvement incentives;
¢ Continuing to create partnerships with local communities, advocacy groups, and the
private and not-for-profit sectors;
e Investing state funds in Texas research initiatives which develop cures for cancer;
e Addressing the root causes of social and human service needs to develop self-sufficiency
of the client through contract standards with not-for-profit organizations; and
¢ Facilitate the seamless exchange for health information among state agencies to support
the quality, continuity, and efficiency of health care delivered to clients in multiple state
programs.

TRS supports the state’s priority goal for health and human services by providing income and
health benefits for retired Texas public education employees and their families. TRS also
administers a health benefit program for eligible Texas public school employees and their eligible
dependents.
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Economic Development

To provide an attractive economic climate for current and emerging industries and market Texas
as a premier business expansion and tourist destination that fosters economic opportunity, job
creation, and capital investment by:

Promoting a favorable business climate and a fair system to fund necessary state services;
Addressing transportation needs;

Maintaining economic competitiveness as a key priority in setting state policy; and
Developing a well-trained, educated, and productive workforce.

TRS supports the state’s priority goal for economic development by contributing to the Texas
economy through disbursement of retirement, death and survivor benefits. In 2013, these
payments totaled approximately $8.1 billion. Nearly 95 percent of these payments, over $7.6
billion, went directly to residents who live and spend these dollars in Texas.

2013
Benefit Payments
(in millions)

General Government
To provide citizens with greater access to government services while reducing service delivery

costs and protecting the fiscal resources for current and future taxpayers by:

e Supporting effective, efficient, and accountable state government operations;
e Ensuring the state’s bonds attain the highest possible bond rating; and
o Conservatively managing the state’s debt.

TRS supports the state’s priority goal for general government by operating efficiently, openly, and
by focusing on its core competencies. In addition, TRS’ prudent pension trust fund investment
provides a foundation for ensuring that retirement programs and pension funds are actuarially
sound and well-managed.
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TRS VISION, MISSION, PHILOSOPHY AND, CORE VALUES
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Teacher Retirement System of Texas
Our Vision, Mission, Philosophy, and Core Values

Vision

Earning your trust every day.

Mission

Improving the retirement security of Texas educators by prudently investing and managing trust
assets and delivering benefits that make a positive difference in members’ lives.

Philosophy
Our core values form the basis for our dedication and professionalism.

Core Values*
Our values represent a mutual understanding about responsibilities, expectations and
communication in the way we treat each other and those we serve.

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

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

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

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

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

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

*Employee Fulfillment
We have a workplace where each employee has a strong sense of purpose, feels good about
coming to work and is highly engaged.
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EXTERNAL AND INTERNAL ASSESSMENT
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Key issues and major challenges impacting TRS’ mission, goals and objectives.

KEY ISSUES

MAJOR CHALLENGES

Increasing global asset markets in an environment where:

- Developed markets are undergoing a secular deleveraging;

+ Global economic growth and productivity is slowing;

« Monetary policies are likely to tighten after several years of extremely loose policy;

and :

« Unpredictable geopolitical events.
The pension plan has sufficient funds to pay benefits for current retirees as well as for new
retirees well into the future.
There is heightened interest and awareness in TRS health care plans due to uncertainty
created by recent passage of federal health care legislation.
Health care costs continue to rise significantly.
There will be continued growth in the number of active members and annuitants as well as
reporting entities in the pension plan.
The number of annuitants will increase at a faster rate than the number of active members.
Pension issues, and the value of defined benefit plans as compared to defined contribution
plans, are currently the subject of a national policy debate.
The complexity of TRS rules and statutes makes business processes complex and time-
consuming to execute.
The overall aging of the workforce will result in additional pressures on TRS staffing.
TRS stakeholders will expect new channels of communications and means of conducting
business with TRS through the use of evolving technology.
TRS will utilize effective procedures and leading-edge technology to protect confidential
member information.

Sustaining investment returns at or above the actuarial assumed rate of return within
established prudent risk levels while in a low inflation, low interest rate and relatively high
equity asset valuation environment.

Securing funding for and controlling costs associated with TRS health benefit plans.
Examining funding options for TRS health benefit plans in a study to be released September

2014.

Successfully implementing the TRS Enterprise Application Modernization (TEAM) Program.
Providing legislatively approved annuity increases to help maintain the purchasing power of
our annuitants.
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MAJOR CHALLENGES (cont'd)

+
+

++++++

Managing change within TRS.

Staying abreast of changes in our regulatory environment and ensuring compliance (i.e.,
Governmental Accounting Standards Board, IRS, Securities & Exchange Commission, and
Texas Legislature).

Communicating important information to stakeholders in a clear, timely and convenient
fashion.

Responding to open records requests in a timely and cost-effective manner through
adequate staffing, an effective electronic records management system, and increased
public access through the TRS website.

Collecting member and retiree email addresses and telephone numbers.

Using technology effectively to enhance customer service and manage investments. I
Implementing strategic technology projects in a timely and effective manner. :
Ensuring effective workforce continuity planning and knowledge transfer among TRS staff.
Attracting and retaining qualified staff.

Continuing enhancement of customer service. |
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SCOPE & FUNCTIONS

Historical Framework

Recognizing that having a sound and reliable retirement benefit would enhance the lives of Texas
educators and thus improve educational quality for the children of Texas, voters in 1936
approved an amendment to the state constitution authorizing the creation of the Teacher
Retirement System of Texas (TRS). TRS was formed following enabling legislation in 1937 and
currently operates under Article XVI, Section 67 of the Constitution of Texas.

While its mission to provide retirement benefits remains essentially unchanged, the breadth of the
agency’s responsibility has increased considerably. Originally applicable only to teachers and
public school administrators, TRS now provides service and disability benefits for employees of
public schools, educational service centers, charter schools, community and junior colleges,
universities, and medical schools. A number of events and legislative actions have changed TRS
since its inception, including the following:

e 1949 — TRS retirement plan membership was expanded to include all employees of public
education institutions, including cafeteria workers and bus drivers.

e 1985 — The 69" Texas Legislature established TRS-Care, a health benefit program for
public school retirees.

e 1987 — The retirement plan was amended to take advantage of federal tax code
provisions to make member contributions tax deferred.

e 1999 - State legislation was enacted authorizing TRS to administer an optional long-term
care insurance program for eligible active members and retirees.

e 2001 - State legislation was enacted to create TRS-ActiveCare, a statewide health benefit
program for employees of school districts, open enroliment charter schools, regional
education service centers and other educational districts whose employees are members
of TRS.

e 2005 - Significant state legislation altered several aspects of the plan related to benefit
eligibility and determination. The legislative objective was to help assure the plan's long-
term viability by influencing future retirement patterns.

e 2007 — The TRS Board of Trustees adopted a new long-term asset allocation that over
time is designed to increase TRS holdings in private markets and reduce holdings in public
markets. This shift in assets is intended to increase investments diversification and returns
without increasing risks to the fund. That same year the Texas Legislature also granted
TRS authority to use external investment managers and to use certain investment
instruments to help manage risk, enhance returns and promote efficient portfolio
management.

o 2009 - State legislation was passed for federal retirement plan qualification, other tax-
related matters, and certain health care provisions.

e 2011 - State legislation was enacted to extend authorization for the use of external
investment managers and to use certain investment instruments to help manage risk,

-10 -
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enhance returns and promote efficient portfolio management through Sept. 1, 2019. TRS
was also authorized to increase its allocation to hedge funds from 5 percent to 10 percent
through Sept. 1, 2019. Significant changes were made to the cost of certain kinds of
purchased service credit, certain administrative functions and employment after
retirement.

e 2013 - State legislation provided an increase in long-term contributions to the pension
trust fund, including a new contribution from school districts which do not contribute to
Social Security. Changes were made to increase the minimum retirement age for full
pension benefits and for eligibility for certain levels of retiree health care.

Primary Functions
TRS serves active and retired public and higher education employees of the state through:

Benefit Delivery - TRS administers an array of benefits, including service and disability retirement
benefits, death and survivor benefits, health benefit programs, and long-term care insurance.
TRS is committed to delivering these services in an efficient and professional manner. Today, TRS
serves just over 1 million active public education employees. Additionally, over 348,000
individuals receive retirement benefits from the plan. Aimost 237,000 retirees or their dependents
participate in the TRS-Care health benefit program and over 455,000" active school employees
and their dependents participate in the TRS-ActiveCare program. These programs are expected to
continue growing into the foreseeable future.

Investment Management - The Investment Management Division (IMD) of TRS manages a
pension trust fund for the benefit of its members. IMD’s primary function is to maximize the
probability of achieving the trust’s long-term actuarially required rate of return within specific and
controlled risk parameters through professional management of the trust’s investment portfolio.
By means of significant people development and clearly defined processes, IMD pursues a global
investment strategy comprised of beta and alpha components implemented through a mix of
internal and external management of trust assets. The trust fund is presently the sixth largest
public pension fund and seventh overall in the nation, based on asset size®. The fund is
established through contributions from the State of Texas, TRS members, TRS reporting entities
(employers), and investment returns. Since the fund’s inception, investment returns have
provided nearly 62 percent of TRS revenues.

Communication with Stakeholders - Consistent with Texas State government philosophy, TRS
recognizes that it is each individual’s right and responsibility to make informed retirement
decisions. As subject-matter experts for a number of complex programs, TRS staff are responsible
for providing accurate information about TRS programs and services to all interested parties,
including active and retired members, legislative and governing bodies, school districts and

12013 Comprehensive Annual Financial Report
2 pensions & Investments, September 30, 2013
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institutions of higher education and the public. TRS communicates with stakeholders to enable
them to make informed decisions related to TRS programs. This may include funding and benefit
design decisions made by the legislature or retirement options selected by members. TRS also
provides general educational information regarding pensions and health benefit matters and
responds to media and other requests relating to the investments of the system. TRS continues
to sharpen its communication focus on benefit delivery and fund management and is committed
to enhancing its channels of communication to meet the needs of all constituents.

Workforce Management - In order to provide the level of excellence expected by its stakeholders,
TRS must attract, retain and develop a highly competent and diverse workforce.

Public Perception

As one of America’s largest public pension funds serving nearly 1.3 million public education
employees, TRS is often in the public eye. One in 20 Texans is a member or retiree of TRS. As
such, the organization places great importance on meeting the needs of a variety of stakeholders.
These stakeholders include TRS members, retirees and their beneficiaries, elected officials, board
members, professional associations of public educators, TRS employees, and taxpayers of the
State of Texas. TRS strives to be a model public entity that serves the interest of all stakeholders
by operating as effectively as possible at the lowest possible cost while providing exemplary
customer service.

The economic impact of the system is significant. In 2013, TRS delivered approximately $8.1
billion in benefit payments to retirees and beneficiaries; nearly 95 percent of these recipients
continue to reside in the State of Texas. TRS also provides health benefits for active members
and retirees, with the vast majority of payments being made to health care providers in this state.

Survey - TRS' main focus continues to be its primary stakeholders: its members and retirees and
their beneficiaries. TRS employees strive to provide the highest quality of service. To ensure
success, TRS conducts member satisfaction surveys and adapts its service delivery processes
based on those survey findings.

In the spring of 2014, TRS contracted with the University of North Texas to conduct a member
satisfaction survey to assess levels of customer satisfaction with:

e TRS benefit counselors,

e The TRS Telephone Counseling Center,

e Responses to written requests for information,

¢ The automated telephone system,

¢ Internet services,

e TRS-Care and TRS-ActiveCare,

e Printed materials and other communications,

¢ Annual statements of account,

e TRS facilities,

-12 -
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e Social media options, and
e Overall TRS services.

The 2014 survey results show very favorable ratings among TRS members and retirees. Overall,
97.3 percent of retirees and 97.0 percent of active members reported that they were either
satisfied or very satisfied with TRS member services. Satisfaction ratings for benefit counselors,
the TRS Telephone Counseling Center and the TRS website were all very positive with a large
majority of respondents reporting that they were satisfied. Courtesy ratings for TRS .
representatives who work with members and retirees were also very positive. With respect to
health benefit services, 96.5 percent of retirees and 83.6 percent of active members were either
very satisfied or satisfied with TRS-Care and TRS-ActiveCare services, respectively.

Online and Social Media - MyTRS, the secure, online application that helps members and retirees
conduct convenient transactions with TRS, continued to gain momentum through active
promotion including newsletter articles, social media outreach, and launch of My7RS Rewards
discount website. The rewards website offers exclusive discounts on popular products and
services to members and retirees who have registered to participate in My7RS.

As part of its commitment toward open and transparent communication, TRS continues to
webcast all board meetings. The meetings are streamed live and recorded for playback on
demand. Outreach to members was also accomplished through a town hall meeting in early 2014
during which members and retirees discussed the system’s health insurance programs with
trustees and TRS executives.

Fiscal year 2013 saw TRS produce six “TRS Today” videos featuring interviews with TRS
executives. TRS also produced instructional videos and videos to accompany brochures and
commemorate events such as TRS’ 75" anniversary.

TRS’ social media presence on Facebook, YouTube, LinkedIn and Twitter continued to
supplement TRS' traditional methods of communication with increased member participation. The
social media programs offer members, retirees, beneficiaries and others another way to engage
directly with TRS online.

TEAM Program - Staff is continuing efforts to inform and educate employees about the TRS
Enterprise Application Modernization (TEAM) Program. The multi-year, agencywide program
includes a redesign of the agency’s website. Staff will advise on all aspects of the project
including procurement, design and mobile considerations.

Benefits - The TRS Benefits Handbook, the pension plan's summary description, was updated to
reflect the latest member and retiree benefit information and benefit changes enacted by the 83™
Texas Legislature. The handbook, restructured with use of color-coded membership tiers, was
distributed electronically and mailed to members and retirees only upon request, saving

-13 -
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publication costs to the retirement system. The Employment After Retirement booklet and
Requesting a Refund brochure were also updated to include recent changes.

Benefit Counseling continued to reach out to members with group presentations to professional
associations, to employee and retiree groups, and at regional education service centers. Fiscal
year 2014 was the eighth year that one-on-one retirement counseling sessions were offered in
field locations throughout Texas.

Other - As public servants, TRS employees have demonstrated their commitment to helping those
in need in their community. During the 2013 State Employee Charitable Contribution Campaign,
TRS was recognized for the highest per capita donations among similar-sized agencies in both the
Capital Area and statewide.

TRS celebrated the retirement system’s 75" anniversary in fall 2012. In conjunction with the
event, staff developed new agency logos and produced a commemorative anniversary video and
a website history museum.

As a public entity, TRS works to create an environment that reflects the diversity of the state.
TRS' diversity initiative allows all of its employees to make meaningful contributions to its
mission; makes all members feel welcomed and honored as TRS serves them; and actively seeks
diversity among external business associates and potential employees, recognizing that these
good-faith efforts lead to enhanced organizational effectiveness.

-14 -
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ORGANIZATIONAL ASPECTS

Organizational Structure and Governance

TRS is a public entity governed by a board of trustees appointed by the governor. The executive
director, selected by the board of trustees, is the chief executive officer and is responsible for the
general administration of the organization. TRS is headquartered at 1000 Red River Street,
Austin, Texas, and the Investment Management Division is located in a separate facility at 816
Congress Avenue in Austin, Texas.

Organization of TRS
(@ N
Board of Trustees
\ w,
Strategic Initiatives Executive Director || || Chief Audit Executive
| |
Chief Investment Officer Deputy Director General Counsel
| | ] ]
Chief Financial Officer Chief Benefit Officer Chief Information Officer Chief Health Care Officer
Communications Human Resources Governmental Relations

The TRS organizational structure is designed to facilitate fulfillment of its mission by focusing
resources in the areas of benefit delivery and investment management. For fiscal year 2014
(Sept. 1, 2013 to Aug. 31, 2014), TRS had 613.75 budgeted full-time equivalent (FTE)
employees, including 503.25 FTEs assigned to the pension fund, 57.0 FTEs for health benefits
functions, 0.5 FTEs for 403(b) program administration, and 53.0 FTEs for the TEAM Program.
Staffing levels are reviewed on a regular basis to ensure that sufficient resources are available to
provide quality customer service for TRS constituents.

The nine-member board of trustees administers the programs and invests the funds of the
system. Board members are appointed by the governor of Texas for six-year, staggered terms
and are confirmed by the Texas Senate. The governor designates the board’s presiding officer.

-15 -
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The governor’s board appointments consist of the following:

e Three direct appointments of persons with demonstrated financial expertise, broad
investment experience, and who are not active or retired members of the system;

e Two appointments from a list of candidates offered by the State Board of Education;

e Two appointments of active public school employees, selected from a list of the three top
vote-getters in an election among active public school employees;

¢ One appointment of a retired TRS member, selected from a list of the three top vote-
getters in an election among retired members; and

e One appointment of either a TRS retiree, public school district member, or an institution of
higher education member. This appointment will be selected from a list of the three top
vote-getters in an election.

The three direct appointment nominees must have demonstrated financial expertise, have worked
in private business or industry and have broad investment experience, preferably in investment of
pension funds.

The structure of the board is intended to ensure the proper balance between the investment and
benefit delivery components of the TRS mission.

The board of trustees is supported by a governance structure that aids the board'’s decision-
making processes. Structural components include policy formulation and review, committees of
the board, specialty advisors and consultants, and risk management functions.

The TRS governance process is based on fiduciary principles, including leading practices among
public pension funds and other institutional investors. The overall purpose is to better assure
accountability and integrity in discharging the system’s responsibilities to active and retired
members, oversight agencies, and the public.

- 16 -
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TRS Governance

The TRS governance process strives to:
Achieve the agency mission in a manner consistent with agency core values;

Ensure effective organizational performance management and accountability;

Effectively disseminate communication across the agency and manage as necessary; and
Effectively coordinate the activities of, and communicate information among, the board,
external and internal auditors, and management.

|

Pension Fund
Adopt fund assumptions and
rules governing benefit
administration;
Select TRS Medical Board
(determination of disability
retirement) members;
Establish long-term asset
allocation policy;
Approve long-term return
targets and risk parameters;
Select chief investment officer,
provide appropriate resources,
and establish approved
investment and reporting
processes;
Obtain necessary investment
advisory, fund actuarial, and
fiduciary legal services;
Select custodial services
provider;
Assure professional audit system
and risk monitoring; and
Delegate authority to executive
director as appropriate.

Health Benefit Programs

(TRS-Care and TRS-ActiveCare)

Adopt rates, plan design and
rules governing benefit
administration;

Select administrators for medical
claims and pharmacy benefit
services;

Obtain necessary health care
advisory services;

Provide appropriate resources
and establish approved
processes;

Assure professional audit systems
and risk monitoring; and
Delegate authority to the

executive director as appropriate.

403(b)
Adopt rules to establish
fee caps for 403(b)
products;
Establish processes to
certify 403(b) providers,
register 403(b) products,
and maintain list of
registered products for
salary reduction
agreement;
Assure professional audit
systems and risk
monitoring; and
Delegate authority to the
executive director as
appropriate.

Workforce Management
One of TRS' goals is to attract, retain and develop a highly competent staff. This goal is
accomplished, in part, by maintaining effective programs in:

Compensation and Classification to ensure that overall employee compensation is
externally competitive and internally equitable;

w T
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e Performance Management to maintain a systematic approach for providing accurate,
timely performance feedback to TRS staff;

e Recruitment and Retention to assist managers in recruiting, selecting and retaining
qualified employees;

e Learning and Development opportunities to support employee’s contribution to TRS; and

« Organizational Change Management to enable employees to navigate successfully through
agency changes.

Workforce Analysis/Planning: TRS conducts an ongoing analysis of the workforce to
determine future staffing needs, develop and promote career opportunities for current
employees, research options to retain institutional knowledge and design succession planning
programs for critical staff. See Appendix E (Workforce Plan) for additional information.

Workforce Diversity: Workforce diversity is the organization’s commitment to promoting a
fair, inclusive, and respectful work environment, which includes attracting and retaining a diverse
workforce. Activities include outreach advertising and recruiting efforts in historically minority-
oriented venues, consistently reporting minority representation in various job categories to senior
management, and organization wide events and training efforts to increase diversity awareness
and further a culture of fairness, inclusiveness and respect.

4 N
TRS Workforce Composition

@ Hispanic American
FY 2014 2515

B African American
7.9%

B White
64.9%

B Asian American
4.6%

B American Indian
0.5%

-

Utilization of Historically Underutilized Businesses (HUBs)

TRS actively seeks diversity among external business associates, recognizing that such good-faith
efforts lead to enhanced organizational effectiveness. To that end, TRS recognizes the importance
of directing expenditures toward HUBs and continues to pursue initiatives designed to promote
HUB opportunities. These initiatives included subcontracting efforts and attending HUB Economic
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Opportunity Forums throughout the state as well as hosting HUB forums at TRS facilities. TRS is
committed to achieving its goals and continues to make a good faith effort in all areas. As a
public entity headquartered in Austin, TRS' purchasing efforts are centralized. TRS' HUB
coordinator travels to events and forums to encourage participation from HUB vendors
throughout the state.

Recognizing that TRS has a limited number of business opportunities for the vast numbers of
HUBs competing for those opportunities, TRS is committed to being a resource for HUBs not only
in identifying potential opportunities with TRS, but with other state agencies as well. This
commitment extends to assisting HUBs in understanding the State of Texas contracting process
and navigating the HUB certification process. TRS is pleased to offer assistance to HUBs in any
manner possible - even for opportunities not sponsored by TRS.

HUB 2013 Expenditures as Percentage of Total Expenditures - Due to TRS' unique
needs as a pension fund, the agency expends the majority of its funds on a relatively few high-
dollar contracts for highly specialized services. TRS has been greatly challenged in obtaining
responses from HUBs on these highest dollar contract solicitations.

Percentage Spent on HUBs
40%

35%

30%

25%

20%

15%

10%

5%

0%
&

S S O R AP G U

Fiscal Year
NG J

HUB Expenditures Compared to State’s HUB Expenditures - TRS expends funds in four
of the state’s purchasing categories:

e All special trade construction contracts

e Professional services contracts

o All other service contracts
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e Commodities contracts

TRS has no expenditures in two of the state’s categories: “Heavy construction other than building
contracts” and “All other building construction including general contractors and operative
building contracts.”

4 )
State and TRS HUB Expenditures for FY 2013
by Purchasing Category
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TRS Initiatives Completed for Increased HUB Utilization

¢ Attended eight additional Economic Opportunity Forums, mentored HUB vendors on
business opportunities with TRS and finding opportunities with other state agencies and
assisted HUBs with certifications and renewals;

e Participated in meetings hosted by the Texas Comptroller of Public Accounts to discuss
efforts to increase opportunities for HUBs to provide financial services;

e Continued to staff the role of HUB coordinator who attends various forums and develops
and distributes information internally and externally to facilitate and promote HUB
participation;

e Conducted 19 onsite meetings with HUB vendors;

e Advised HUB vendors on possible business opportunities with TRS as well as other state
agencies and how best to address those opportunities;

e TRS Board of Trustees approved and adopted HUB goals;

e HUB information was provided and maintained on the TRS website including the addition
of a presentation, “Secrets of Selling to the State.” The presentation provides detailed
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information on the state’s and TRS' purchasing processes as well as tools and resources
that HUBs can use to identify business opportunities around the state at no cost and with
only a small investment of time;

Identified and assisted HUB vendors with completing certification and recertification
documentation;

Encouraged prime contractors to use HUB subcontractors;

Paid more than $2.25 million to certified Texas HUBs via subcontracting on contracts with
non-reportable expenditure codes;

Continue to make opportunities available for contractors to participate in mentor-protégé
agreements to assist HUB vendors in furthering their business development;

Continued to encourage the use of HUB or minority-owned investment firms in various
requests for proposal;

Developed and distributed information to facilitate and promote HUB participation; and
Co-hosted the 12™ and 13" annual HUB forums with Texas Workforce Commission.

Future Initiatives to Increase HUB Utilization
TRS is committed to reaching its goals for HUB utilization and will continue to make good-faith
efforts to do so. TRS will continue to:

Support and implement responsibilities defined in Chapter 2161, Tex. Gov't. Code, that

include:

» Supporting the responsibilities of the HUB Coordinator;

» Sponsoring HUB Forum programs;

» Implementing a mentor/protégé program; and

» Continuing the usage of HUB subcontracting plans and determining subcontracting
opportunities for contracts of $100,000 or more.

Encourage prime contractors to use HUB subcontractors.

Participate in the Economic Opportunity Forums sponsored by the Texas Comptroller of

Public Accounts and state senators and representatives, as well as other conferences or

conventions that provide contract opportunities and training to HUBs and TRS purchasing

staff.

Identify non-certified HUB vendors and educate them on state purchasing rules and

regulations.

Assist non-certified HUB vendors in completing the documentation required to become

certified.

Host HUB forums with other state agencies.

Conduct one-on-one meetings with HUB vendors, encourage HUB certification, and assist

with identifying business opportunities with TRS and other state agencies.

Encourage vendor participation in the mentor-protégé program.

Support and enhance the emerging managers program initiated by TRS' Investment

Management Division.

-9 -



ﬁRS Strategic Plan FY 2015 - FY 2019

FISCAL ATTRIBUTES

Effectively administering the system in the face of changing demographic trends presents
significant challenges. Keys to meeting these challenges include:

+ Sound organizational governance;

¢ Realistic cost containment;

¢ Expanded use of technology; and

¢ Strong customer focus.

TRS Administrative Budget

The 83™ Texas Legislature, Regular Session, 2013, appropriated an administrative operations
budget for the TRS Pension Trust Fund of $104,453,579 and $65,518,258 for fiscal years 2014
and 2015, respectively. Included in the fiscal year 2014 appropriations is $34.6 million in capital
budget authority for the TRS Enterprise Application Modernization (TEAM) Program. The TRS
Board of Trustees adopts an annual operating budget from these appropriations and authorizes
funding to be provided from the pension trust fund. Currently, TRS does not receive funding from
the state for administrative operations.

Budget Needs - TRS is committed to maintaining efficient and effective administration that is
accountable and transparent to its stakeholders. Continued growth in total membership and in
the size of the pension fund continues to challenge TRS resources, which could potentially affect
TRS' ability to meet members’ service needs within budget constraints.

During the 2008-09 biennium, TRS implemented a new investment strategy designed to improve
long-term investment results, while reducing downside market risk. TRS invests system funds in
equities, fixed-income securities, and other investment vehicles. At the end of fiscal year 2013,
global equity investments (both public and private equity and directional hedge funds) comprised
60.8 percent of the system'’s investments, stable value investments (fixed income, short-term
securities, and stable value hedge funds) comprised 20.1 percent and real-return investments
(inflation-linked bonds, commodities, real estate and other real assets) comprised the remaining
19.1 percent.

TRS continues to maintain a relatively low administrative operations budget to total membership
ratio compared to other public pension funds in the U.S. The pension trust fund total cost per
member for fiscal year 2013 was approximately $164.42 a year, or roughly $13.70 per month.
The increase in the investments portion of the cost per member calculation is attributable to the
use of certified external managers as well as maintaining resources necessary to support a more
diversified investment strategy. The benefits cost per member for fiscal year 2013 was $26.48
compared to the $25.00 target set by the legislature. Although TRS is committed to efficient
operations, the organization also understands that this must be balanced against the needs of our
customers.
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Pension Funding Sources and Uses

Sources of Income Uses of Funds
A public pension fund has four basic sources of There are also four basic uses of funds:
income: » Benefit payments;
» Member contributions; » Withdrawals of member contributions
» State contributions; (refunds);
» Employer (reporting entities) contributions and » Investments; and
reimbursements; and » Administrative expenses.

» Earnings on investments.

4 )
Pension Trust Fund - Sources of Income
(10-year Average FY 2004 - FY 2013)
B Investments 62.51%
O Members 19.34%
O State 14.96%
B Employer 3.19%
\_ y,

The sources and uses of funds related to investment activities are considered internally
generated cash flow. All other sources and uses are external. External cash flow is a measure of
a fund’s ability to grow without relying on investment income or redemptions to fund current

liabilities.
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Cash Flow - The sum of member and employer contributions minus the sum of benefit
payments, refunds and administrative expenses equals the external cash flow of the pension
fund. When the contributions exceed expenses, the cash flow is positive. Positive external cash
flow contributes to the growth of the fund by allowing all investment earnings to be reinvested
immediately.

Moving from a positive to a negative external cash flow is a normal occurrence for a maturing
pension fund. The primary implication of a negative external cash flow is that when investment
earnings are used to pay benefit costs, they cannot be reinvested.

TRS' external cash flow is negative. However, historically, cash flow from interest and dividend
income is more than sufficient to cover the negative cash flow. It is expected that the cash
generating capacity of the pension trust fund, including contributions, interest and other
investment income will continue to be sufficient to fund cash requirements for pension benefit
payments.

TRS Cash Flow
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Distributions - Fiscal year 2013 pension benefit distributions increased 12.6 percent from
fiscal year 2011 to $8.1 billion, due primarily to an increasing number of retirements. Death and
survivor benefit distributions were also elevated and considered another contributing factor.

Statement of Changes in Net Position
Pension Trust Fund

FY 2013

Additions:
Member Contributions $ 2,400,495,814
State Contributions 1,779,471,569
Reporting Entity Contributions 504,952,371
Investment Income 9,834,136,005

TOTAL ADDITIONS $ 14,519,055,759

Deductions:
Benefits $ 8,075,208,484
Refunds of Contributions 391,292,412
Benefits Paid to ERS 75,513,146
Excess Benefits 2,520,830
Administration 36,264,062

TOTAL DEDUCTIONS $ 8,580,798,934

NET CHANGE $ 5,938,256,825
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Funding for TRS-Care

TRS-Care, the retiree health benefit program, was first offered as a new service to school district
retirees in 1986. At that time, projections indicated that funding for the program would last
approximately 10 years. Fund longevity exceeded this estimate; however, at Aug. 31, 2003, the
net assets of the fund were at a deficit and continuation of the program required supplemental
legislative appropriations during fiscal years 2004 and 2005. The program has maintained
solvency since that time. TRS received supplemental legislative appropriations of $102,363,704 in
fiscal year 2013, which was the excess of the state’s actual statutory obligation that was
reappropriated to this fund.

Statement of Changes in Net Position
TRS-Care

FY 2013
Additions:

Retiree Premiums 355,685,504
State Contributions 229,916,593
Federal/Private Contributions 11,660,667
Active Member Contributions 180,824,523
Reporting Entity Contributions 152,874,976
Employment after Retirement Surcharge 8,077,420
Federal Revenue 74,511,473
Investment Income 3,041,001
Rebate and Discount Income 82,074,803

TOTAL ADDITIONS 1,098,666,960

Deductions:
Health Care Claims 1,241,656,374
Health Care Claims Processing 43,577,852
Administration 3,398,109

TOTAL DEDUCTIONS 1,288,632,335 ||

NET CHANGE (189,965,375)

The TRS-Care fund for retirees is a self-funded plan that is separate and distinct from the TRS
Pension Trust Fund. It receives state contributions from General Revenue and is currently
appropriated for the 2014 and 2015 fiscal years at $247,531,484 for each year. These amounts
are based on a state contribution rate of 1.0 percent of covered payroll for both fiscal years.
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Other funding sources for the program include active member and reporting entity contributions,
retiree premiums, investment income, rebate/discount income, and retiree drug subsidy
payments. TRS-Care is projected to be insolvent during the last quarter of fiscal year 2014.

TRS-Care does not receive appropriations from the state for administrative operations. The TRS
Board of Trustees approves an annual operating budget controlling the administrative expenses
of the program, which are paid directly from the trust fund.
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Funding for TRS-ActiveCare Members’ Health Benefit Program

The 77" Texas Legislature established a statewide health coverage program for active school
employees and their dependents. This health benefit program, TRS-ActiveCare, went into effect
Sept. 1, 2002 and provides health coverage to employees of school districts, charter schools,
regional education service centers, and other educational districts.

Statement of Changes in Net Position
TRS-ActiveCare

FY 2013

Additions:
Health Care Premiums $ 1,808,521,683
Administrative Fees 137,630
On Behalf Fringe Benefits - State 75,664
Investment Income 746,936

TOTAL ADDITIONS $ 1,809,481,913

Deductions:
Health Care Claims $ 1,785,069,768
Health Care Claims Processing 84,903,101
Premium Payments to HMOs 100,905,702
Administration 2,351,802

TOTAL DEDUCTIONS $ 1,973,230,373

NET CHANGE $ (163,748,460)

TRS-ActiveCare is a self-funded plan that is separate and distinct from the TRS Pension Trust
Fund. The monthly cost of the plan must cover the cost of claims and administrative expenses
with some contingency reserve for unfavorable actual claims experience relative to expectations.

The net position of the plan declined to a deficit net position of ($118.0) million on an accrual
basis as of Aug. 32, 2013, with a cash balance of $47.2 million. The TRS Board of Trustees
authorized premium rate increases for fiscal year 2013; however, these increases were
insufficient to absorb higher-than-expected claims costs. As a result, the board has authorized
additional rate increases for plan year 2014.

The program is funded from several sources:
1. School districts are required to contribute a minimum of $150 per month per covered TRS
member (school districts may contribute more if they choose).
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2. The state contributes $75 per month per covered TRS member through school finance
formulas.

3. The employee’s share for the plan chosen is the amount remaining after employer and
state contributions.

TRS-ActiveCare does not receive appropriations from the state for administrative operations. The
TRS Board of Trustees approves an annual operating budget controlling the administrative
expenses of the program, which are paid directly from the trust fund.
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Investments

Objectives - Given that investment returns currently represent the majority of the trust’s
revenues, it stands that investment performance is a key mechanism to ensure the long-term
sustainability of the trust. Accordingly, the primary mission of the investment management
function is to professionally and prudently invest the trust’s assets to achieve that mandate over a
long time period, balancing return objectives with risk mitigation. The board of trustees’
Investment Policy Statement specifically outlines the investment objectives of the trust as:

a. Control risk through proper diversification of asset classes and by establishing long-
term risk and return expectations; and
b. 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 percent; and
iii. Exceeds the return of a composite benchmark of the respective long-term
normal asset mix weighting of the major asset classes.

The Investment Management Division (IMD) has developed three strategic goals to meet these
over-arching objectives:

1) $10 billion per year investment gain, essentially an investment return in line with the
assumed actuarial rate of return.

2) Establish a strong brand as a highly professional, competent, and progressive
investment organization in order to attract high-quality investment partners and
investment opportunities.

3) Ensure satisfied customers along the entire length of IMD’s accountability chain to
include the board of trustees, legislative stakeholders, and of course the main
beneficiaries of IMD’s success, the trust’s participants.

In order to meet these goals, the trust has several competitive advantages in which to exploit,
namely that the plan is large, long-term, highly liquid, and not levered. These are very
uncommon characteristics in the investment marketplace, enabling IMD to explore investment
opportunities unsuited for other investors. By taking advantage of the trust’s long-term
investment horizon in combination with the ability to make large investments in a relatively quick
timeframe, IMD can provide superior risk adjusted returns for the trust that are highly accretive
to achieving the long-term investment objectives of the trust. Other competitive advantages that
the trust enjoys that can be translated into advantages from an investment strategy perspective
include a healthy active-to-retiree ratio, greater than 80 percent funded status, a financially
strong sponsor (the State of Texas), a median pension payment in excess of 20 years into the
future (24 years in 2013), and a high-quality investment team.

Composition - IMD’s investment strategy and portfolio structure is based upon three strategic
concepts in order to ensure long-term success:
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1) Right Plan
2) Right People
3) Right Metrics

Right Plan + Right People + Right Metrics = Long-Term Success

Right Plan: Three basic tenets are the keystones for a plan that provides the greatest probability
of achieving the trust’s long-term return objectives. The first is an effective governance structure
that provides the board of trustees the right level of oversight and transparency but also enables
efficient IMD investment decision-making and nimbleness to take advantage of market
opportunities and dislocations. TRS is considered one of the most professional and effective
public investment teams in the world, but is constantly striving to improve this balance through
discussions with board members and the periodic reviews of the board’s Investment Policy
Statement.

A superior capital allocation scheme is the second keystone supporting the Right Plan. In this
case, IMD pursues three distinct strategies designed to produce quality risk adjusted returns,
namely: beta strategies, alpha strategies, and risk controls and compliance. IMD’s current beta
strategies are centered upon a comprehensive Strategic Asset Allocation (SAA) framework based
upon economic environments. This diversified framework is depicted in the figures below and
highlights three economic regimes in which the trust is expected to encounter over the long-term.
The most prevalent environment (occurring approximately 65 percent of the time) is favorable
growth in Global Equities (low to moderate inflation combined with favorable gross domestic
product (GDP)), and hence the majority of the trust’s investments are allocated to assets that
perform well in this type of environment. The other two categories are designed to perform
better in economic regimes less favorable to equities and provide diversification benefits during
times of low growth and high inflation (Real Return) and low growth and low inflation (or
deflation) (Stable Value).

The first figure depicts the trust’s current allocation to the various asset classes associated with
each economic regime. This allocation is reviewed every five years, with the next comprehensive
review currently underway in 2014. The second figure shows how often each regime has
occurred since 1947 as well as average returns during each regime for the asset classes in the
three environmental categories/sleeves. As expected, each of the three portfolios shows superior
performance in the regime it is designed for, thus providing diversification to the trust across the
spectrum of potential market conditions.
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Stable Value Global Equity Real Return
Category: 18% 61% 21%

50% Public Equities:
US Large Cap 18% Global TIPS 5%
US Small Cap 2%
Non-US Developed 15%
Emerging Market
Equities 10%
Directional Hedge Funds 5%

Treasuries 13%

Stable Value Hedge Funds 4%
Cash 1%

Absolute Return 0%

Real Estate & Other Real Assets 13%
Energy & Natural Resources 3%
Commodities 0%

REITS 0%

Asset Class: ™=

11% Private Equity

*GDP surprises are negative
sInflation surprisingly low with

*GDP surprises are positive *Real GDP growth too low

*Inflation surprises not sInflation surprises on the high

Economic weak demand dramatic side
Conditions: — *Negative earnings surprises *Positive earnings surprises *Real earnings too low
) *Out of line valuations *Reasonable valuations *Commodity-oriented demand
*Flight to quality «Political stability generally exceeds supply by an above
' exists normal margin
Global Equity Regime

# Occurrences Favorable GDP/CPI
65.6% of observations

12 Average Inflation: 3.0%

Global Equity: +15.4%
Stable Value: +5.3%
Real Return: +8.2%

Real Return Regime

High CPI, Low GDP

13.5% of observations

Average Inflation: 7.3%
1% US GDP QoQ
Annualized Global Equity: +8.1%
Stable Value: +5.9%

Real Return: +8.1%

Stable Value Regime
Stagnant GDP & Low CPI
20.8% of Observations

Average Inflation: 1.3%

Source: Data from Bureau of Labor Statistics (CPi) and Bureau of Economic
Gilobal Equity: -1.1% Analysis (GDP). Graph depicts year-over-year quarterly observations from 1947 to
4 dafe. Market retums based on 2013 TRS policy, dependent on QOQ inflation and
Stable Value: +16.0% GDP prevailing since 1990. All data 1990 through December 2013.

Real Return; +4.6%
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In today’s competitive and low returning fixed income environment, alpha generating investment
strategies are integral to IMD’s ability to meet the trust’s return objectives. At a trust level, IMD is
striving to produce 100 basis points of alpha beyond what might be achieved through a fully
passive allocation. Approximately 80 percent of the trust’s assets are within active management
strategies, with specific alpha targets that seek to exploit market inefficiencies (especially in
private markets) and employing high-quality external management teams incentivized to beat
their respective passive benchmarks. Becoming the preferred destination for large attractive
investments (taking advantage of TRS' competitive advantages) is another alpha source.

Balancing out return seeking strategies is the risk control and compliance functions undertaken by
multiple teams within IMD as well as external monitoring agencies. IMD has built a world-class
risk management platform that monitors daily, monthly, and quarterly risk and compliance
parameters. It is this risk complex that helps provide a balanced investment approach as well as a
higher level of transparency for key decision-makers within IMD, TRS and the board of trustees.

The final leg in the Right Plan stool is an effective cost strategy that covers both investment costs
as well as operational costs. In this regard, IMD employs an efficient, “right-sized” local
operations organization (augmented by robust external accounting and services), a highly
efficient and cost sensitive trading operation, and performance-based and aligned agreements
with its external partners as fundamental cost management methods.

Right People: To ensure a motivated and capable team, IMD has developed a well-defined
culture based upon the following pillars:
¢ Creative Construction — openness, candor, meritocracy of ideas, constant
improvement/innovation, and the ruthless elimination of bureaucracy;
o Individual Responsibility — passion, energy, and motivation to outperform and to hold
oneself to a higher standard to the benefit of IMD’s mission and the trust’s participants;
e Teamwork — partnership of trust, in the same boat and rowing in the same direction; and
e Personal Fulfillment — developing “personal genius” to balance work and life pursuits in
the face of a highly competitive, 24-hour industry.

By developing a team of experienced and fully engaged professionals, working in areas of
personal affinity and skill, and who are properly compensated (top quartile base pay for similar
public plans, bottom quartile performance incentive pay for the industry); IMD continues to foster
a highly collaborative and results-oriented workplace environment enabling effective and efficient
execution of the Right Plan.

Right Metrics: Ascribing to the adage that results are driven by what is measured, IMD has
developed a comprehensive customer-focused set of metrics in which to measure performance in
the following areas:

e Beta versus alpha
e Critical process productivity
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e Individual contributor and aggregate team contributions

In the context of these three broad philosophies, IMD has developed five medium-term strategic
priorities designed to advance its capabilities in that regard and thus measurably increase its
chances for long-term success:

e Strong Pricing Skills
¢ Risk Dilution

e Repeatable Practices
e Circle of Competence
e Ability to Act

The diagram below highlights these five priorities and provides a framework for the underlying
focus for each. IMD uses these medium-term priorities to develop shorter-term goals and projects
to further IMD capabilities in those areas. In light of lower forecast market returns, a recent
thoughtful exploration of these concepts produced several near-term strategic
projects/opportunities that are heavily alpha-generation focused. These opportunities cross
multiple asset classes and are designed to enhance TRS' competitive positioning within the
marketplace but are more resource intensive both from an investment perspective as well as
operationally. This same thought exploration also produced several productivity initiatives
designed to reduce time spent on noncritical activities, effectively transferring that time to more
critical tasks more directly tied to IMD’s performance.

Top Agency Structure

Competitive Advantage
Mastery

Clarity of Capabilities

Positive Continual

Growth \

X
Risk Standards A Integrated Information \
Bubble Monitors \  Systems A
Environmental Reports

Standardization

Critical Processes
Continual Productivity

Texas Way Preferred Destination

Historical Norm for Attractive Large
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Performance — The TRS investment policy establishes objectives against which the
performance of the total fund and each of its components will be measured. Investment
performance and portfolio characteristics are calculated and compared to benchmarks on a
regular basis. Benchmarks can be asset-class (or sub-class) indices or peer comparisons. In
either case, differences in investment policy, asset allocation strategies, and risk tolerance must
be considered.
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The total value of the total fund on Aug. 31, 2013 was $117.0 billion. The total fund’s annual
rates of return for the one-, three-, five-, and 10-year periods ending Aug. 31, 2013 were 9.0
percent, 10.6 percent, 5.4 percent and 7.2 percent, respectively. Over the past five years, the
trust was able to generate $2.5 billion value added relative to its benchmark, and on a 10-year
basis the dollar value add over the benchmark was $3.2 billion. Despite expectations of muted
returns over the past couple of years, the trust’s investment performance has been in line with
the assumed actuarial rate of return. Lower returns are again expected going forward, at least for
the short/medium term, mainly due to higher asset values today combined with a likely rising
interest rate environment and slowing global growth. For the longer-term, asset returns are
expected to return to long-term averages, supporting the trust’s ability to achieve its assumed
actuarial rate of return.

Actuarial Condition — Pension Trust Fund

Due to fiscal year 2013 investment returns above the 8.0 percent assumption and changes made
to benefits and contributions in the 83™ Texas Legislature, Regular Session, the TRS pension fund
was actuarially sound as of its Aug. 31, 2013 valuation. The Plan was 80.8 percent funded with a
28-year funding period and an unfunded actuarial accrued liability (UAAL) of $28.9 billion. It is
important to note, however, that the fund is currently deferring approximately $4.3 billion in
deferred investment losses from the 2009 market downtown. As the fund recognizes these
deferred losses, the funding period will increase and the fund will not be actuarially sound for a
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period of time. Then, once the losses are fully recognized, the funding period will once again
begin to decline and move towards full funding.
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The volatility of investment returns over short and intermediate time horizons can create “noise”
in actuarial analysis. Therefore, the system uses a five-year “smoothing process” to reduce the
impact of short-term peaks and valleys of annual investment returns when determining annual
actuarial returns.

The 83™ Texas Legislature, Regular Session, set the state contribution rate to 6.80 percent for
fiscal year 2014. In addition, covered employers whose employees are not participating in Social
Security will begin contributing 1.50 percent of the minimum salary schedule beginning in fiscal
year 2015. Combined it is expected that these contributions will be approximately 7.76 percent of
total payroll. The member contribution rate will begin increasing in fiscal year 2015 to 6.70
percent of pay and will continue to increase to 7.20 percent of pay in fiscal year 2016 and 7.70
percent of pay in fiscal year 2017. Thereafter, once the contribution rates have all ramped up, the
system is expected to receive a total contribution rate of 15.46 percent of pay.

Beginning in fiscal year 2017, there is expected to be 5.15 percent of pay available to amortize
the UAAL. If payroll grows as expected, the contributions provided by this portion of the
contribution rate are sufficient to amortize the current unfunded actuarial accrued liabilities over a
period of 28 years based on the smoothed asset value as the valuation date. Therefore, the
financing objectives are being met.
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Actuarial Condition — Retiree Health Benefit Program

TRS-Care is a benefit program designed to provide post-retirement medical benefits to certain
members of TRS. The program is currently funded on a pay-as-you-go basis and is subject to
change based on available funding. As of Aug. 31, 2013, TRS-Care had an unfunded actuarial
accrued liability of $29.3 billion as compared to $28.9 billion in 2011. Based on current asset
levels and expectations that annual revenues will equal annual net benefits and expenses, the
program’s annual required contribution (ARC) for fiscal year 2014 was calculated at $2.3 billion,
which is 7.73 percent of expected payroll. The ARC is the employer’s required contributions to the
plan for the year. When contributions to the program are less than the ARC, the UAAL will grow
from year-to-year because the amortization schedule will not be met.

Currently, the benefits of TRS-Care are financed through a combination of retiree premiums and
percentage of payroll contributions from active employees, local school districts, and the state.
The state and active public school employee contribution rates are 1.0 percent and 0.65 percent
of public participating payroll, respectively. School districts contribute a percentage of payroll set
at 0.55 percent. Although current contributions are somewhat larger than the current costs, this
trend is not expected to continue. The expected pay-as-you-go costs are projected to exceed the
employer contributions in fiscal year 2014. The current contribution policy equal to 2.2 percent of
payroll cannot sustain the current benefit provisions and reserve levels. It is projected that the
balance of the fund will be depleted in the 2014-15 biennium unless contributions are increased.
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A trust exists for the program into which participating employers make contributions that roughly
equal the annual expected net claim payments. This trust has an asset balance of $551 million as
of Aug. 31, 2013. These assets are invested in cash and other short-term investments according
to current investment policy.

According to the Governmental Accounting Standards Board, an interest discount rate must be
used to calculate the present values and costs of other post-employment benefits (OPEB). Based
upon demographic, economic, and behavioral assumptions, the TRS Board of Trustees has
selected an interest discount rate of 5.25 percent for this purpose.

Impact of Health Benefit Plan Design on Funded Status

The first actuarial valuation for TRS-Care was completed for the fiscal year ended Aug. 31, 2007.
Because the state determines the funding of benefits for this program and has no continuing
obligation to provide benefits beyond each fiscal year, it is impossible to project the future funded
status of the plan. If TRS-Care was fully funded with its assets invested in a trust having a
longer-term investment horizon, a higher interest discount rate could be used, potentially
resulting in a lower UAAL.

TRS trustees remain focused on the need to balance revenues and expenses in a fiscally
responsible manner and establish premium rates and benefits that best suit retiree needs given
the available funding. TRS understands that the TRS-Care program is a valuable benefit to retired
public educators, and the agency will continue to work with state lawmakers to address the
ongoing funding requirements of the program.

Physical Facilities and Capital Improvements

TRS owns its office facilities located at 1000 Red River Street in Austin, Texas. The west building
was constructed between 1971 and 1974 and the east building and parking garage were
constructed between 1987 and 1990. The west building totals 80,384 square feet; the east
building has 137,592 square feet; and the parking garage has 141,912 square feet for a total of
359,888 square feet. The TRS buildings house all employees of the retiree health benefit
program, the active health benefit program, and the pension trust fund except for the Investment
Management Division (IMD). In March 2009, IMD moved into 47,034 square feet of leased space
at 816 Congress Avenue in Austin, Texas.

Many of the capital improvements made over recent years to physical facilities have been focused
on energy efficiency and conservation. Capital improvements to physical facilities projected for
this strategic planning period will continue to address energy efficiency and conservation while
focusing on providing essential maintenance to physical facilities and enhancing functionality and
space utilization for operations and to improve staff effectiveness.

During this strategic planning period, TRS will complete a space needs assessment and develop a
long-range plan to address space needs. The major goals of the assessment are to:
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e Understand the values and constraints with existing facilities;

¢ Identify areas of opportunity for operational improvement;

¢ Create a plan that addresses issues;

¢ Understand comparative occupancy costs for different scenarios;
¢ Understand schedule and risk issues;

e Identify market dynamics that will impact selected scenarios; and
e Create a “go forward” strategy.
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SERVICE POPULATION DEMOGRAPHICS

Average pension plan member profile statistics remain fairly stable:
¢ There are 2.9 contributing active members per annuitant.
Active members average 44.4 years old with 10 years of service.
On average, members retire at age 59.9 with 24.5 years of service credit.
The average salary for FY13 retirees was $41,385.
The average age for all retirees is 70.4°.

* & & o

Membership — Originally applicable only to teachers and public school administrators, in 1949
retirement plan membership was expanded to include all employees of public education
institutions, including cafeteria workers and bus drivers. At its inception, TRS served just 38,000
members. Membership has continued to grow, and TRS now serves nearly 1.3 million members.
The membership includes just over 1 million active members and over 348,000 annuitants. They
reside in every region of Texas, as well as throughout the U.S. and a number of other countries
around the world.
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Employers — TRS serves 1,365 separate reporting entities by providing benefits to employees
who are employed in the Texas public education system. The total active membership

32013 Comprehensive Annual Financial Report
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encompasses not only public school teachers, but also school and district administration staff,
food service personnel, maintenance staff, transportation employees, college and university
faculty and staff, and certain other state agency employees.

Participating TRS Employers — FY 2013

Type Number
Independent School Districts 1,028
Charter Schools 203
Community and Junior Colleges 51

Senior Colleges and Universities 47

Regional Education Service Centers 20
Education Districts
| Medical and Dental Schools

State Agencies

Total 1,365

Significant Trends

Membership Growth — The number of public school employees in the state is expected to
continue to rise over time with the population growth among school-age children. TRS'
membership will reflect a corresponding growth, in both active and retired members.
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An Aging Workforce — While membership growth is an important factor in the stability of the
pension plan, another equally important characteristic is age distribution among active members
and retirees. This factor is an indicator of probable upcoming retirements and expected duration
of annuity payments. The current active member age distribution is heavily weighted in the 35-54
year age groups; however, the average age is increasing over time. Perhaps even more indicative
of aging membership is the fact that the highest percentage increases in the last few years have
continued to occur within the 60 - 65+ age groups. These factors are considered in the plan’s
long-term actuarial studies.
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Retirement — While the number of retirees is expected to continue to rise over the next five
years, the rate of retirements is expected to remain relatively flat during the period. Major plan
changes were enacted during the 79™ and 83™ Texas Legislative, Regular Sessions, but it is still
too early to determine how the changes will affect future retirement patterns.

Compensation — Compensation trends have a significant impact on the retirement system.
Compensation levels are established by each of the 1,365 employers served by TRS. A member’'s
average salary is a key element of the benefit formula that establishes the amount of annuity to
be paid throughout the retiree’s lifetime.

Many factors influence members’ decisions on when to retire or whether to withdraw their funds
from the plan and terminate membership when they leave Texas public education employment.
The state of the economy, family economic needs and job satisfaction are important
considerations. TRS benefit design is an equally important factor. For example, policies relating to
employment after retirement can affect retirements. The availability of affordable retiree health
benefits can also be a major factor in determining whether the individual will continue working as
an active member receiving benefits from the plan for employees, or retire and perhaps be
ineligible for TRS-Care benefits or possibly pay more than when covered by an active employee
plan.

Although salary levels and contribution rates have considerable impact on the plan, the
combination of these and other factors, such as investment performance and benefit architecture,
determines the plan’s actuarial soundness.
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TECHNOLOGICAL DEVELOPMENTS

Because the effective use of technology is key to the realization of TRS' mission, the Information
Technology (IT) division plays an integral role in organizational planning and management. Its
impact is felt in every aspect of operations from benefit delivery and investment management to
communications and even the physical environment. TRS strives to stay abreast of emerging
technology and continuously seeks opportunities to gain efficiencies through technological
enhancements.

TRS and the IT Division face a number of ongoing challenges, including:

e Providing new and innovative benefit delivery systems to active members and annuitants
through the Internet.

e Maintaining, enhancing, and modernizing high volume, interactive transaction processing
systems that annually support the receipt and processing of more than 8.5 million records.

o Utilizing technology to meet growing service demands at approved staffing levels.

e Supporting an expanded investments function utilizing new technologies.

e Staying abreast of rapid changes in technology and choosing those that aid TRS in
accomplishing its goals in the most efficient manner while providing long-term viability.

e Attracting and retaining qualified technical staff and training present staff in new
technologies while maintaining existing applications and infrastructure.

e Managing the impact of retirements by key IT staff and management.

TRS has had some notable technology achievements. Additionally, the system continues to
support multiple current endeavors while planning for future initiatives.

Accomplishments

Information Security

e Expanded data classification reporting to include network application and data access.
Reporting includes physical and logical location of applications and data.

e Contracted with Alert Logic, a managed security service provider, to enhance threat
monitoring, response and reporting.

e Successfully completed an internal security assessment and penetration test.

¢ Increased security of the virtual Demilitarized Zone (DMZ) for outside services.

o Expanded TRS computer incident response plan and related processes which completed
compliance with HIPAA updates based on the 2013 Omnibus Rule (HIPAA Final Rule).

¢ Conducted tabletop exercise of TRS computer incident response plan that included
participation of all agency division response teams.
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Governance

Conducted annual review of IT Governance document and updated document.
Developed RACI (Responsible, Accountable, Consulted and Informed) chart to assist with
defining roles and responsibilities.

Migrated IT service request management to MS Project Server.

Infrastructure

Expanded Cisco’s Unified Computing System (UCS) server environment to support TEAM
LOB project-increasing 248 CPUs and 3.4 terabytes of RAM to the new UCS core.
Expanded NetApp Storage Area Network (SAN) storage by 300 terabytes.

Optimized enterprise backup infrastructure which increased TRS backup speed from an
average of 90 gigabytes per hour to over 420 gigabytes per hour and reduced the number
of tapes required for backup and recovery.

Implemented OPNET for more advanced network and application performance monitoring
and troubleshooting.

Implemented F5 load balancers for internal and external web applications support.
Implemented Alert Logic, a managed security services provider (MSSP), to provide 24x7
security monitoring and response.

Upgraded to SharePoint 2010 and performed a major TRS intranet redesign.

Upgraded the Interactive Voice Response System (IVR) and added member callback
functionality.

Implemented Data Loss Prevention (DLP) to enterprise messaging systems.

Implemented Content Manager on Demand (CMOD) and converted file shares to CMOD.
Implemented Informatica products to convert data for the TRS Enterprise Application
Modernization (TEAM) Data Assessment project.

Application Development

Implemented new process of electronic communication and certification for Refunds with
reporting entities.

Implemented the 90-day requirement legislation rule change for the TRS Reporting and
Query System (TRAQS).

Implemented one time 3 percent Cost of Living Adjustment (COLA).

Implemented the legislative changes to standardize the school year.

Implemented the change of health care providers for TRS-Care and TRS-ActiveCare.
Implemented the TRS-Care Medicare Advantage/Medicare D plans for TRS retirees.
Implemented and supported TRS-Care Enroliment Opportunity 2014 which allowed TRS
retirees to make health care related changes via open enroliment.

Implemented Employee Payroll 415(b) changes which were extremely complicated
calculations for limitations on benefits and contributions for retirement purposes.
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e Implemented ability to determine 12-month break in service for May 31%/June 15%
retirees.

e Automated ERS to TRS billing processes.

e Implemented new USPS Intelligent Mail Barcode requirements for TRS mass mailings.

e Converted the existing email processes to use Lyris to send the 7RS Newsletter.

e Implemented the first half of the new Comptroller of Public Accounts (CPA) Texas
Information Network (TINS) number by modifying TRS systems to function with a new
format of payee number.

o Completed FileNet P8 Upgrade and updated all the business applications to use it;
updated all the supporting batch processes to leverage FileNet P8.

» Added/Integrated the OPNET tools to trace Web activity for individuals to proactively
resolve issues and improve response times in the Web applications.

o Implemented LiveCycle solution for the Investments Capital Call process.

o Developed Derivatives Trade Automation Project (DTAP) to add automation and controls
to the derivatives trading function.

TRS Enterprise Application Modernization (TEAM) Program

o Developed initial baseline Project Interdependency schedule for the TEAM Program.

e Awarded contract and began work with Data Assessment vendor.

e Developed a data cycle process to pull TRS legacy data into a staging database to support
data assessment.

e Established TRS Data Conditioning teams and held kick-off meetings.

e Completed data assessment for phase 1/levels 1, 2 and 3.

e Began conditioning data identified by contractor in phase 1/levels 1 and 2.

o Issued request for offer (RFO) for Pension Administration Line of Business (LOB) project,
held Pre-Offer Conference, finalized contract, and began work on the project.

o Completed phase 0, the planning phase for the LOB project.

e Awarded contract for Independent Program Assessment vendor who reports to the TRS
board of trustees and the executive director.

e Launched website for Reporting Entity Outreach and provided draft version of new data
elements to the Reporting Entities.

e Completed the Business Rules Project.

e Formed advisory groups for Organizational Change Management (OCM) activities.

¢ Held an all-hands meeting on the TEAM Program.

e Implemented new TEAM employee website.

o Completed TEAM Huddles; the executive director and deputy director met with groups of
TRS employees in a small team setting to address questions or concerns about the TEAM
Program.

o Started development of the RFO for website redesign project that includes work for
design, development and implementation.
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e Awarded contract for requirements gathering for the Financial System Replacement (FSR)
and completed the project.
e Created a project charter for the Business Procedures and Training (BPT) project.

Current Initiatives

Information Security

e Expand and improve two-factor authentication.

e Implement encryption of all removable media devices: USB drives, secure digital (SD)
cards and CD/DVD burners.

e Replace and upgrade perimeter security firewalls to add redundancy and improve
performance, monitoring and reporting.

e Apply port security to all user data ports throughout the enterprise.

Infrastructure

e Design and implement a co-located data center to expand enterprise disaster recovery
and business continuity strategy.

e Build out a new lightweight directory access protocol (LDAP) infrastructure for external
application authentication.

e Implement new JBoss Java Application and Enterprise Service Bus architecture that
supports the LOB project.

e Upgrade the TRS data center legacy fiber channel switches and increase port speed to 8
to 16 gigabytes per second.

e Purchase and implement Solid State Disks (SSD) to improve production systems
performance.

e Implement Microsoft Lync to provide improved internal communications.

e Expand and strengthen external internet communications to increase bandwidth and
redundancy.

¢ Enhance desktop imaging automation.

+ Move from file transfer protocol (FTP) to secure file transfer protocol (SFTP), including
encryption at rest and in-flight, to secure TRS data exiting the agency.

e Convert all print reports currently not mailed to Content Manager on Demand (CMOD).

e Standardize TRS reporting on Structured Query Language (SQL) Server Reporting Services
technology.

Application Development

e Implement new legislation for district reporting, Special Services Buy Back, retirement
benefits (new tiers), and Deferred Retirement Option Plan.

e Implement TRS-Care automatic enrollment into Medicare Advantage/Medicare D plans for
participant that turns age 65 (age-in), is eligible, and does not opt-out.
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Support the change to new health care vendors for TRS-ActiveCare.

Convert Cognos Reports to SQL Server Reporting Services (SSRS) reports for Human
Resources and Investment Management Divisions.

Implement the second phase of the new Comptroller of Public Accounts (CPA) Texas
Information Network (TINS) number by modifying TRS systems to function with a new
format of payee number.

Implement imaging capabilities for reporting entities.

Implement integration between self-service application and Telephone Counseling Center
Dashboards for scheduling appointments.

Implement needed changes in My7RS to support new user authentication via the new
LDAP infrastructure.

Engage in Statement of Work (SOW) with Red Hat to learn JBoss ESB and JBoss Fuse in
preparation for upcoming LOB initiatives.

Evaluate applications to determine strategy for decommissioning and bridging to support
LOB phased implementation.

TRS Enterprise Application Modernization (TEAM) Program

Complete phase 1/level 4 data assessment.

Continue work on conditioning data identified by contractor in phase 1/levels 1 and 2.
Validate commitments in the LOB RFO and complete high-level requirements definition for
LOB phase 1.

Define detailed requirements and use cases for the LOB Phase 1.

Define and document Enterprise Service Bus (ESB) diagram examples.

Refine strategy for meeting with key interfacing organizations about their role in the LOB.
Obtain software provider contact information for all reporting entities.

Analyze the gap in skills for IT and business users directly impacted by the TEAM Program
and develop focused training plans.

Continue research to narrow the Content Management System (CMS) choices for the
website redesign project.

Make go/no-go decisions for the financial system replacement (FSR) solution modules.
Continue contract negotiations for the next phase of the FSR and award contract.

Hold a project kickoff meeting for the BPT project.

Finalize the charter for the Decommissioning of Legacy Systems (DLS) project, which
includes data bridging between the legacy systems and the new LOB solution.

Refine the project plan for the DLS project.

Future Initiatives

Information Security

Automate role-based user provisioning in all technology platforms.
Complete full implementation of two-factor authentication.
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e Continue to enhance data classification and records retention automation.

Governance
e Explore improvements for IT service request workflow and prioritization.

Infrastructure

e Continue to enhance the server, storage and networking infrastructures that support the
TEAM Program.

e Expand external networking capacity and redundancy to address the growing bandwidth
demands of the TEAM LOB, FSR and co-location projects.

e Conduct extensive disaster recovery and business continuity test at the new co-location
facility.

e Expand voice over Internet protocol (VoIP) technology.

e Expand VMware View and virtual desktop infrastructure (VDI) technologies to improve
operational efficiencies and support remote teleworking.

e Consider new mobile device and smart phone strategy that includes expanding TRS’ Bring
Your Own Device (BYOD) policy.

e Expand Solid State Disk use where appropriate.

e Support the LOB and the FSR projects as they become operational.

e Provide truly remote access to operational systems in support of disaster recovery and a
distributed workforce.

Application Development

e Implement new legislation as required.

e Maintain existing applications while converting to the new LOB and FSR.

e Support the change to new health care vendors for TRS-ActiveCare.

e Continue to enhance self-service applications provided through the TRS website.

TRS Enterprise Application Modernization (TEAM) Program

e Issue RFO, evaluate vendor responses and award contract for the website redesign
project in FY 2015.

e Go live with new website redesign in FY 2016.

e Complete the Financial System Replacement project by FY 2016.

e Assess TRS data to determine readiness for migration to the LOB system.

o Complete Data Assessment project by FY 2016, 4™ quarter.

e Design, build, and test LOB system components for phase 1.

e Implement bridges to and from the legacy systems and the LOB solution.

e Ensure that business users are properly trained on phase 1 functionality of the new LOB
system.
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e Go live with phase 1 of the LOB system in September 2015.

o Validate commitments in LOB RFO and define high-level requirements for LOB phase 2.

o Define detailed requirements and use cases for the LOB phase 2.

¢ Design, build and test LOB system components for phase 2.

e Ensure that business users are properly trained on phase 2 functionality of the LOB
system.

e Ensure that IT staff is properly trained to support and maintain the LOB system.

¢ Go live with phase 2 of the LOB system.

e Decommission legacy applications and associated hardware and software.
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RISK MANAGEMENT

Enterprise Risk Management

TRS is committed to providing an environment that ensures risk management is an integral part
of all TRS activities. Enterprise Risk Management (ERM) is a comprehensive process to help
identify and manage risks utilizing cross-functional skills and expertise. TRS cannot seek to
eliminate all risks, but through ERM, it can ensure that existing and emerging risks are identified
and managed within acceptable risk tolerances.

The purpose of the ERM function is to promote a risk culture at TRS that builds risk
consciousness into its daily activities, ensure that risk identification, assessment and prevention
are incorporated into management oversight and governing processes and assist in identifying
priorities set forth in the 7RS Strategic Plan.

The management of risk enables an organization to:

e Raise risk awareness throughout the organization;

o Integrate risk management into the culture and strategic decision-making;

o Identify and evaluate risks that are critical to the organization;

e Ensure that critical enterprise-wide risks are being properly managed by the appropriate
individuals;

e Ensure that the appropriate mitigation strategies are in place;

e Provide ongoing support to executive officers and managers regarding the status of
critical enterprise-wide risk;

e Increase the likelihood of achieving goals and objectives;

e Balance the cost of managing risk with the anticipated benefits; and

e Enhance health and safety practices.

A critical component of the ERM function is the Risk Oversight Committee (ROC). The ROC
oversees the process by which business unit management and staff identifies and assesses risks
and determines appropriate responses. It reviews strategic and enterprise-wide risks, helps
determine appropriate mitigation strategies, and drives the necessary actions and monitoring
activities to help ensure the risks are addressed appropriately.

ERM and strategic planning should be closely aligned and integrated. We continue to make
significant headway in this direction and expect value to be added to TRS in this regard. With the
strategic plan’s newly stated goals and objectives, ERM will help ensure that strategic plan
initiatives are achieved.

Investment Risk Management
TRS’ Investment Management Division maintains a dedicated investment risk management group
focused on effective approaches and techniques to manage and budget investment risk. The

e



ﬁRS Strategic Plan FY 2015 - FY 2019

developments in the financial markets over the past several years have created a need for
increased risk management and validated our increased focus in this area.

The risk group focuses upon market, leverage, liquidity, concentration, currency, counterparty,
derivatives and other risks. The group monitors the risk budget of the trust, performs
independent risk certifications for new external manager commitments, reviews new investment
strategies, monitors portfolio performance and assists the asset allocation group in formulating
strategic asset allocation. In addition, the risk group researches and implements risk signals,
which are integrated into the tactical asset allocation management process.

The risk policy for the trust includes two mechanisms for the board to oversee the risk
management practices and risk tolerances of the fund. The first is the Risk Management
Committee of the Board, which is charged with overseeing the overall risk of the portfolio and
establishing policies and practices to measure, manage, and mitigate those exposures. The
second mechanism is a set of key risk parameters which establish minimum and maximum risk
exposures for the fund, asset allocation limits, derivatives usage limits, and counterparty credit
limits. Additionally, the risk policy addresses other risks associated with liquidity, leverage,
operational exposures, settlement, and legal contracts.

Operational Risk Management

Under the ERM & Strategic Planning framework, Operational Risk Management (ORM) assists in
creating sustainability and resiliency for TRS core competencies by providing a process that
considers risk decision making as part of the whole business operation. To provide value through
sustainability, TRS must be able to recognize, manage and respond to both opportunities and the
risks that are created by all business activities. This is achieved by integrating operational risk
management into mission planning, preparation and execution of business activities that support
ERM and Strategic Planning initiatives.

The ORM process is an “all hazards” approach to risk of loss resulting from inadequate or failed
procedures, people, or support systems generated by both internal and external hazards. ORM is
used to proactively manage risks inherent to operating and maintaining assets by developing and
incorporating sustainable, safe processes and procedures at the operational level. It is also used
to systematically target risk barriers in order to expand operational capabilities.

Component