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Executive Summary 

Context 

The scope of this review, conducted on behalf of the State Auditor’s Office (SAO), was directed to 

specifically focus on the effectiveness of the Real Assets (RA) investment program at the Teacher 

Retirement System of Texas (TRS). However, most aspects of investment oversight and 

management are common for the entire trust fund portfolio: the overall governance framework for 

the Board of Trustees and TRS and its Investment Management Division (IMD); the investment 

policies; investment reporting and oversight; risk management; organizational checks and balances; 

and independent oversight. As a result, the Funston Advisory Services LLC (FAS) team also reviewed 

all of these areas and assessed their effectiveness in the context of the Real Assets program. 

 

Overview of Findings 

We found TRS to utilize leading or prevailing policies and practices in all areas we assessed. While 

we did identify a number of opportunities for improvement which are included later in this report, 

we did not find any areas of significant concern. 

In summary, we found the TRS Real Assets program goals and objectives to be appropriate and the 

Board’s policies governing Real Assets to be adequate. TRS has been meeting its Real Assets goals 

and objectives. TRS has a leading practice investment risk management program and tools and is 

effectively managing risk in Real Assets. We identified no instances of Real Assets non-compliance 

with laws, regulations or policies. 

TRS is currently utilizing the investing structures it is authorized to employ effectively and taking 

advantage of cost-effective vehicles such as co-investing, sidecars and other principal investing 

structures.  The one investment approach that TRS does not currently use in Real Assets, internally 

managed investment in Real Assets through securities issued by TRS-controlled title-holding 

entities (hereafter, “direct investing” or “direct real estate investment”), is not authorized by TRS’ 

current governing laws.  If TRS were to be allowed to engage in such direct investing, it would 

require legislative action, significantly more internal resources, and a business plan to guide its 

development. 

The information which TRS receives from its General Partners (GPs) is appropriate and adequate, as 

is Real Assets reporting to executive management and the Board.  

 

Real Assets Strategies and Goals 

Overall, the TRS Real Assets program goals and objectives are generally appropriate.  In terms of 

investment scope, the Real Assets program is now only focused on Real Estate, but the Trust has 

exposure to Infrastructure, Energy and Natural Resources through a separate but dedicated 

allocation. The permitted Real Estate sectors and strategies outlined in the Investment Policy 

Statement (IPS) appear to be robust. 
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The TRS Real Assets program has a specific objective in the IPS to provide the Trust diversification 

through both low correlations to other asset classes and by portfolio construction. This objective is 

in line with other large institutional investors and with TRS’ current portfolio. 

TRS has a stated Real Assets objective to provide competitive returns through capital appreciation 

and alpha generation (i.e., excess returns relative to a passive benchmark). This objective is in line 

with other large institutional investors and with the current TRS portfolio. 

The Real Assets program makes up the largest allocation to the Trust’s Real Return strategy (TRS 

breaks down their investment strategies into three groupings for diversification purposes: Stable 

Value; Global Equity; and Real Return). The Real Return strategy includes Energy, Natural Resources, 

Infrastructure, and Inflation-Linked Bonds and is meant to provide positive performance for the 

Trust during an inflationary period. This objective is in line with other large institutional investors 

and with the current TRS portfolio. 

The Real Assets program has a target allocation of 14% which is consistent with other large 

institutional investors. Additionally, TRS is expected to reach this target by 2018 based on current 

investment pacing and expected capital deployment. 

The Real Assets program currently utilizes the NCREIF ODCE (National Council of Real Estate Investment 

Fiduciaries – Open-End Diversified Core Equity) index for a benchmark and has an alpha target 

maximum of 1.25% above the index for incentive compensation calculation purposes. A NCREIF ODCE + 

premium percentage would be a suitable approach that would reflect TRS Real Asset strategy and 

portfolio construction. Although this would not be an investable index, it   is suitable approach due to 

the relative lack of generally accepted, robust, or transparent Real Estate benchmarks currently 

available that would directly reflect TRS’ investment strategy. The Real Assets staff is working with 

other providers, such as the Investment Property Databank (IPD), to help provide a more accurate 

benchmark, but likely that is not a near-term option. 

TRS makes Real Assets investments in multiple modes, with significant capital deployed through 

partnership arrangements that provide lower fees, better governance, and greater opportunities to 

earn alpha than relying only on commingled funds would provide. One-third of the program’s exposure 

is through modes other than standard commingled funds, under “Principal Investments”.  TRS also 

makes significant use of principal (with manager), co-investment, single LP, and sidecar modes. 

TRS does not significantly rely on secondaries or funds of funds in Real Assets, which is consistent with 

TRS’s status as a sophisticated, large, well-resourced investor. 

TRS does not currently make real estate investments without a manager, as it is not authorized to do 

so under its governing statutes. 

 

IMD Policies and Processes Related to Real Assets 

The primary expression of policy by the TRS Board is through its IPS.  Within the IPS and its 

appendices, the following are pertinent to the Real Assets portfolio: 

 Fund level and Real Assets objectives; 
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 General Private Market portfolio (of which RA is a part) criteria and processes; 

 Authorized RA investments and restrictions; 

 General investment processes for RA; 

 Allocation target and ranges for RA; 

 Risk management factors and general approaches; 

 Ethics issues – in particular, political contributions, improper influence, placement agents 

and finders; and, 

 Measurement and reporting criteria. 

In reviewing the specifics of each of these areas, we noted no material deficiencies. One item that 

may be further clarified is a more detailed definition of the objectives for real assets. 

TRS appropriately seeks to operate an investment program that meets the standards of the best 

institutional investors. Providing adequate resources for such an operation is difficult in a 

governmental setting, particularly in the context of staff size, qualifications and compensation. 

In our view, providing a governing board with full budget authority is the optimum governance 

structure. However, the budget for TRS is a part of the state legislative process, and placing the right 

emphasis and focus on resources, including staff resources, is a critical part of the Board’s job.  The 

Board has adopted policy provisions aimed at that task. 

The IPS itself requires at least annual reporting of staffing to the Board, keeping the Board in an 

informed position. The IPS also authorizes staff to acquire consulting resources where beneficial to 

augment staff resources, providing needed flexibility. 

In its Bylaws, the Board has established standing committees for budget and for staff 

compensation. Part of the mandate for the Compensation Committee is to help maintain the 

performance incentive pay plan, an important tool in staffing an institutional quality investment 

program. 

Taken together, these policies provide the needed awareness and Board priority for addressing 

resource needs. Based upon our interviews, and comparing to other large public pension funds, we 

believe the TRS Real Assets program is appropriately resourced for its current investment program. 

TRS’s Real Assets program is well-designed to forge strong relationships with best-in-class managers 

and drive deal flow to co-investments and other modal opportunities with lower fees and tactical 

attractions. We consider the policies and processes to be leading practice among large institutional 

investors. 

For example, under the Premier List system, manager due diligence is conducted and managers are 

certified at least six months in advance of recommending any investment with them. Staff review the 

Premier List twice a year to reconfirm or revise status. Per Executive/Senior Management direction, the 

practice is to keep the total number roughly the same, so adding a new manager or general partner 

(GP) requires removing another from the list. 
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Medal colors – platinum (Strategic Partner Network (SPN) managers), gold, silver, and bronze —

further segment managers, largely based on future expected deal flow to future commitments, 

including principal and co-investments. This system focuses staff and consultant time and attention 

on the most important relationships, and provides a strong signal to managers about TRS’s status as 

a source of significant and potentially recurring capital. 

Planning, sourcing, diligence, approval, execution, monitoring, and reporting processes and 

requirements are documented, in the form of procedures and guidelines. The written guidelines 

represent a comprehensive combination of narrative, checklists, flow charts, and other templates to 

support work flow and decision-making. 

Risk-related items, including policy requirements, are considered from the early stage of an 

opportunity and evaluated explicitly during due diligence. These benefit from the Chief Risk Officer 

sitting on the Internal Investment Committee. Process outputs are tracked for completion, 

conformance, and electronically filed according to convention. Sample work products reflect 

rigorous and thoughtful analysis, presented at both a summary and detailed level. 

Communication within the Real Assets team appears frequent and well-functioning. The investment 

review and decision-making activities occurring at the Pre-Internal Investment Committee and full 

Internal Investment Committee meetings include the appropriate professionals and diligence 

documentation to support collective deliberations and investment recommendations. 

All staff we interviewed understood the process and were fluent and accurate in describing the 

steps and associated activities with excellent consistency. 

At a macro and micro level, the investment processes effectively implement the “Texas Way,” which is 

articulated in policy. 

From a manager monitoring perspective, reporting by investment managers meets, and in some 

aspects, exceeds industry standards. Managers submit the required information in a timely manner 

in their regular format, with submissions going directly to TRS, the custodian bank, and the Real 

Assets consultant. The regular and supplemental reporting provides information at the fund-level 

and property-level, including valuations and fees. 

TRS documents reporting requirements in Side Letter conditions that memorialize (create a record of) 

reporting covered in partnership terms and impose additional specific and broad requirements, 

addressing items such as reporting deadlines, asset and fund level information, and data formats. 

Individually and collectively, TRS, the custodian bank, and the RA consultant systems are 

comprehensive, at or above industry standard, and sufficiently redundant and workflows are sound 

and well documented. 

TRS, the custodian bank, and real assets consultant each have appropriate QA/QC (Quality 

Assurance/Quality Control) processes and procedures, with multiple layers of approval for all 

contributions and distributions. Systems and workflows internally at TRS and at the custodian bank 

provide appropriate back-up and allow data to be reconciled easily, with the custodian bank holding 

the investment book of record. 

Finally, TRS plans to continue advocacy/participation in industry efforts toward standardization and 
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detail in areas such as asset level data and fee detail and breakout. 

Real Assets Performance 

Overall, the TRS Real Assets program is meeting its goals and objectives.  Current correlation across 

public markets is relatively low. The actual experience of the Trust has been lower than projected by 

the Risk Management Group and is generally low on an absolute basis. 

The Real Assets portfolio’s total gross time-weighted return over the five-year period is 14.2%, 

comprised of 4.6% income and 9.3% appreciation. The experience across sub-sectors was consistent 

and appropriate for each strategy’s expected return drivers. It is likely that the removal of 

infrastructure from the Real Assets portfolio will enhance the portfolio’s appreciation return at the 

expense of income production. 

The Trust is well-diversified according to IPS’ stated metrics. Strategy exposure is robust and 

appropriate and well-diversified across the U.S. on both an absolute and relative basis compared to 

the NCREIF ODCE benchmark. As a portion of market, the Real Assets ex-U.S. exposure is 13%, split 

across Europe (7%), Asia (4%), and Latin America (2%).  

 

Real Assets Risk Management and Compliance 

TRS’ identification and monitoring of key risks within the Real Assets program appear adequate. As 

mentioned, the Real Assets program is well-diversified by geographic region, strategy type, and 

sector. Currency exposure appears appropriate for a US dollar-denominated plan. While the Trust has 

experienced foreign exchange losses, for a plan of its size, global diversification is appropriate and the 

level of participation is reasonable. 

Currently, TRS has an overweight to “Other” real estate. While some of the specialty real estate 

investments offer defensive characteristics, they also may be susceptible to operating risk (i.e., risk 

of loss resulting from inadequate or failed internal processes, people and systems or from external 

events.) Operating Risk in the Real Assets program is likely to fall with the removal of Infrastructure. 

The Real Assets program previously was managed to an alpha target of 2.5% above the program’s 

benchmark, the NCREIF ODCE, for incentive compensation calculation purposes. The reduction of this 

maximum alpha target to 1.25% is viewed favorably and should better align the risk profile of the Real 

Assets program with the stated benchmark. 

The Real Assets team, alongside the Risk Management Group, completes a joint risk assessment on 

principal investments/co-investments. Risk categories include: strategy type, manager experience, 

geographic diversification, industry diversification, regulatory, accounting, tax and legal, leverage, 

Investment Management Division’s experience with the manager, “Texas Way” criteria, and the size 

of the investment. 

As it relates to asset allocation limits, the Real Assets team develops an annual capital plan to generate 

forward commitments for the program. The capital plan is completed with the guidance of the Asset 

Allocation group. 

Finally, development exposure is likely contained to Opportunistic investments and the sub-sector’s 
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risk/return profile captures this level of risk. The current allocation to Opportunistic is 28%, which falls 

within a reasonable allocation range. 

The Chief Compliance Officer (CCO) has overall responsibility for investment compliance monitoring, 

hiring external parties to assist with investment compliance monitoring, if necessary, and presenting 

investment compliance reviews on a quarterly basis to the TRS Board. In the aggregate, the TRS Board 

has budgeted sufficient resources for the investment compliance function, and there appears to be 

strong “top-down” support for investment compliance throughout the organization. 

All facets of compliance with laws and policy relating to the Real Assets portfolio are being addressed 

by TRS senior management, although there is an opportunity to provide greater clarity with respect to 

the allocation of compliance responsibilities within senior management. In addition, compliance 

activities with respect to the Real Assets portfolio are regularly reported to the TRS Board through its 

committees by senior management and internal audits and overall reporting is robust. 

 

Summary of Opportunities for Improvement 

Although we did not find any areas of significant concern and did conclude that TRS utilizes leading or 

prevailing policies and practices in all areas we assessed, we did identify a number of opportunities for 

improvement as described in the summary below.  We have organized the recommendations 

thematically in the areas of: 1) Governance; 2) Real Assets Policies and Strategies; and, 3) Real Assets 

Processes, and listed the recommendation reference number from the main body of the report. 

Governance: 

1. The TRS Board should consider establishing annual limits on the size of commitments to 

work in conjunction with existing deal-level limits through two actions: 

 (R2.2) The TRS staff should provide the Board the annual capital plan for the Real Assets 

portfolio as soon as it is final each year and include an update on the capital plan with 

each quarterly Transparency Report; and, 

 (R2.3) TRS should include in Appendix B of the IPS a limit on the total Real Assets 

commitments that can be made in a single year. 

TRS Response:  TRS agrees. We propose to provide the Board the final Annual Capital Plan 

at the start of the calendar year and update the Board through quarterly Transparency 

Reports. Implementation date for this information is by June 30, 2017. TRS agrees to discuss 

the limits on the size of total Real Assets commitments that can be made in a single year 

during the next IPS review period September 2018. The Board currently limits our latitude 

here with 5% bands around the target allocation on Real Assets as well as overall Trust 

tracking error and VAR limits. 

 

2. (R5.1) The Board should consider adopting a stand-alone Compliance Policy in order to 

place Board emphasis on the importance of compliance and greater clarity to the 

respective roles and responsibilities throughout TRS respecting this area. 
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TRS Response:  TRS agrees to review and discuss this suggestion with the Board. A stand-

alone Compliance Policy could be potentially redundant, excessive and misplaced when 

considered with TRS’ existing policies. Alternatively, TRS may recommend the creation of a 

Compliance Charter that addresses TRS Compliance broadly, not solely investment 

compliance. Similar to the Audit Charter, a TRS Compliance Charter could be adopted by the 

Board. Implementation date for providing a recommendation to the Board evaluating 

adoption of a stand-alone Compliance Policy is December 31, 2017. 

3. The TRS Board should consider several options to improve reporting and coordination 

of compliance and other oversight activities: 

 (R9.1) Consider whether the ability to use and comprehend the various investment 

information from all sources provided to trustees would be enhanced by developing a 

map, or guide, to the various sources and their purpose as a part of trustee training or in 

a manual. 

TRS Response:  TRS agrees. We are already addressing the compliance mapping issue as 

part of a presentation for the Board. Whether fully incorporated into the Board 

presentation or not, a detailed map could serve as a resource for multiple purposes 

including a TRS Compliance Charter. Implementation date for an initial compliance map is 

May 2017. 

 (R5.3) Although overall reporting is robust, TRS may benefit by shifting more regular 

reporting responsibilities to the Chief Compliance Officer and moving the Chief Audit 

Executive towards the role of assessing the effectiveness of the compliance function. 

TRS Response:  TRS agrees to review and discuss this suggestion with the Board. Shifting 

certain compliance reporting responsibilities to the CCO may better centralize the 

investment compliance function consistent with IPS requirements. Such a shift is embodied 

in the proposed renaming of the Board’s Audit Committee to the Audit and Compliance 

Committee and the creation of a regular reporting item for the CCO to the Committee. In 

addition, Internal Audit and Risk Management have suggested that existing reports related 

to investment compliance violations could be shifted to the CCO for reporting to the Board. 

Implementation date for officially shifting certain reporting responsibilities is next revision 

of relevant committee by-laws. 

 (R5.2) Specific to investment compliance, map the responsibilities and functions of 

the responsible areas to provide a system-wide view of investment compliance 

activities and enhance TRS’ already strong investment compliance efforts. 

TRS Response:  TRS agrees. See response to R9.1 above. 

4.  (R4.1) The TRS Board should consider adopting a stated limit to the use of leverage rather 

than rely on the set of guidelines developed by the Real Assets team. 

TRS Response:  TRS agrees to review and discuss this suggestion with the Board. We will 

review this recommendation with our consultants and provide a recommendation to the 

Board during the next IPS review period September 2018. 
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Real Assets Policies and Strategies: 

5. (R2.1) The TRS Board should consider, for clarity and completeness, a reference to 

inflation protection or hedging in the Investment Policy Statement. 

TRS Response:  TRS agrees to review and discuss this suggestion with the Board. We will 

review this recommendation with our consultants and provide a recommendation to the 

Board during the next IPS review period September 2018. 

6. TRS should consider implementing improvements to the Real Assets benchmark to 

better match the current portfolio construction with regard to risk through one of two 

options: 

 (R1.2) Formally adopt the NCREIF ODCE plus premium percentage approach that would 

reflect TRS Real Asset strategy and portfolio construction. 

 (R3.1) Adopt a blended real assets benchmark given the global nature of the 

program and exposure to non-core real estate and the allocation to various 

property types. 

TRS Response:  TRS agrees to further evaluate the current Real Assets benchmark and make 

recommendations for a modification if it is determined that an alternate benchmark 

structure is appropriate during the next IPS review period September 2018. 

7.  (R4.2) TRS should continue to explore the potential benefits of foreign currency hedging 

and consider hedging its foreign currency exposure in Real Assets. 

TRS Response:  TRS agrees. We already have a Research Dynamic Hedging practice in place 

and are targeting to have a currency hedging recommendation for Private Markets by June 

30, 2017. 

8. (R6.4) TRS should consider whether additional mechanisms are necessary to support 

graduating Emerging Manager funds from that program to the Real Assets Premier 

List. 

TRS Response:  TRS agrees. To date, the Program has already graduated 5 EM managers 

who have received over $1.8 billion of Trust level allocation.  In addition, IMD conducts a Bi-

Annual Portfolio Review with the TRS Private Market teams and EM Program consultants to 

identify and target EM managers that would make good “Trust level” candidates. Decisions 

are based on EM managers’ exceptional performance and Trust level strategy fit.   Finally, 

TRS Private Market portfolio managers in conjunction with the EM program director 

approve all EM program investments.  We believe our current process is highly effective in 

meeting EM program goals. We will continue to evaluate whether additional mechanisms 

are necessary to support graduating Emerging Manager funds to the Real Assets Premier 

List. 

9. (R6.2) In consideration of the higher returns achieved, the Principal Investing (PI) program 

should be expanded, as already contemplated by staff. 
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TRS Response:  TRS agrees. We will continue to focus existing resources on Principal 

Investing and consider the need for any additional resources as we evaluate the potential 

for a larger percentage allocation to Principal Investing in the 2017 Capital Plan. 

Implementation by March 2017. 

10. (R6.3) The PI program, or other approach, should be used as needed to “wrap” managers 

with multiple investments to replicate aspects of the Strategic Partner Network (SPN) 

and secure the best possible terms and deal flow (i.e., to gain benefits similar to strategic 

partners with those managers). 

TRS Response:  TRS agrees. We are researching this and evaluating proposals for such “key” 

relationships with a target implementation by December 2017. 

11. (R7.1) Real Assets should undertake a cost/benefit analysis of the potential for active 

direct real estate investing. 

TRS Response:  TRS agrees. We will have internal discussions with key stakeholders by 

December 2017 to determine the next course of action. 

 

Real Assets Processes: 

12. (R8.1) TRS should consider greater standardization of data collection and templates 

to improve efficiency. 

TRS Response:  TRS agrees.  We have begun implementing this process and will continue to 

refine it over time. 

13. (R8.2) A plan to selectively conduct targeted fee audits should be developed and 

implemented on a partial-portfolio rolling basis. 

TRS Response:  TRS agrees. Internal Audit is piloting two private equity fund audits in FY17 

that will include fees and valuation practices. Based on the results of those audits and as 

part of the annual audit planning process, TRS will consider expanding the scope of future 

audits to include real estate fee audits in FY18. Implementation date for an approved audit 

plan considering real estate fee audits is 9/30/2017. 

14. (R8.3) Valuation audits could be performed on rolling basis, and/or independent valuations 

could be required/requested for selected investments. 

TRS Response:  TRS agrees. As part of the audit planning process for FY18, Internal Audit 

will consider adding a project to risk assess TRS’s Real Estate portfolio holdings to identify 

any valuation estimates using significant assumptions where TRS does not receive 

independent valuations or assurance. We will use the results of this assessment to 

recommend to management investments that would benefit from third party valuations or 

assurance in the future. Implementation date for an approved audit plan considering a 

valuation risk assessment is 9/30/2017. 

15. (R6.1) Expanding written guidelines to address selected portfolio review and diligence 

activities should be considered.  
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TRS Response:  TRS agrees.  As Portfolio Review is a fluid discussion, we agree to outline 

guidelines regarding the general process. 
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Purpose of the Review 

TRS background 

The Teacher Retirement System (TRS) was established in 1936 to provide a retirement program for 

persons employed in public education in professional and business administration, supervision, and 

instruction. Benefits were later expanded to include disability, death, and survivor benefits. In 1949, 

membership was expanded to include all employees of public education, and in 1985 the 

administration of a health insurance program, TRS-Care, for public school retirees, was added. The 

passage of the Texas Public School Employees Group Insurance Act in 1995 gave additional 

responsibilities for TRS to administer health insurance program benefits to active school employees, 

beginning with the 1996-1997 school year. 

The assets of the TRS pension fund are required by state and federal law to be held in trust for the 

exclusive benefit of plan participants and beneficiaries.  The Board of Trustees of TRS, the trustee of 

all plan assets, is responsible for the general administration and operation of TRS, and is authorized 

by law to adopt rules for the administration of TRS and the transaction of the business of the Board. 

TRS has approximately 600 employees and an annual operating budget of $113 million. TRS’s 

responsibilities include the maintenance of an actuarially sound retirement system and the provision of 

health insurance services to retirees and active public school employees. To meet these 

responsibilities, TRS must prudently manage its $126.6 billion (market value) investment portfolio. 

The retirement program administered by TRS is a defined benefit plan. As of August 31, 2015, TRS 

reported 1,459,243 members, which consist of 1,081,505 active members and 377,738 retiree 

members. For the fiscal year ending August 31, 2015, TRS paid approximately $9.4 billion in 

retirement benefits. 

The Investment Management Division (IMD) of TRS manages the defined benefit trust fund as a 

balanced and globally diversified portfolio with a long-term strategy which includes risk 

management, active investing and asset allocation. More than 150 investment professionals within 

IMD are involved in managing the diverse portfolio. 

 

Requirement for review by State Auditor’s Office 

In accordance with Section 825.512 of the Texas Government Code, the Texas State Auditor’s Office 

sought proposals to evaluate the investment practices and performance at TRS and selected 

Funston Advisory Services LLC. 

 

Scope of review 

The scope of work agreed between Funston Advisory Services (FAS) and the State Auditor’s Office 

(SAO) included an evaluation of the effectiveness of TRS’s real assets investment program to determine 

if it is achieving its goals and objectives.  FAS was instructed to consider the following: 

• Appropriateness of TRS’s goals and objectives of investing in real assets. 



TRS Review of Real Assets Investment Practices and Performance 
Final Report 

Funston Advisory Services LLC 12 December 21, 2016 

 

 

• Adequacy of the Board’s policies governing real assets. 

• Effectiveness of TRS’s investments in real assets – i.e., whether TRS has been meeting the 

goals and objectives of the real assets program. 

• Adequacy of TRS’s identification of significant risks related to the real assets program. 

• Compliance with the requirements of laws, regulations, and investment policies. 

• Evaluate TRS’s current structure for investing in real asset investments and compare 

that structure to other potential investment methods. 

• Evaluate real asset investment strategies currently not employed by TRS that could 

be advantageous for the fund. 

• Adequacy of the level of information TRS receives from partnerships, including information 

on fund, property level details, investment valuations, and fees via the TRS reporting 

template. 

• Adequacy of the reporting of investing activities/results of TRS’s investments in real assets 

to executive management and the Board. 

• Potential opportunities for improving TRS’s policies, procedures, and practices for investing 

in real assets. 
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Work Performed 

Review process and activities completed 

Funston Advisory Services LLC has developed a comprehensive fiduciary and governance review 

framework and methodology which has been used in similar assignments with other public 

retirement systems. The FAS framework starts with the overall duties of the fiduciary and 

conceptually addresses three major questions: 

• Are the plan fiduciaries effectively assessing plan liabilities, making reasonable assumptions 

for investment returns and risk, and adopting prudent investment strategies? 

• What is the legal, governance and policy framework under which the plans operate and 

how does it compare to industry practices? 

• How do fund practices, procedures and performance with respect to operations, 

compliance, and controls compare to peers, taking into consideration its operating 

framework? 

For this assignment to evaluate selected aspects of TRS investment policies, operations, and 

performance, this methodology was adapted to the scope of the RFP. 

The review was conducted in three phases: Data Gathering; Assessment and Analysis; and Final Report. 

During the Data Gathering phase, the FAS team reviewed over 200 documents provided in response 

to an information request.  The FAS team also interviewed 20 TRS executives and four trustees, the 

Board’s financial advisor, as well as two external investment managers, the general and real assets 

consultants, and the custodian bank. 

The Assessment and Analysis phase involved addressing the requirements listed in the nine areas 

included in the RFP as noted above in the scope. Preliminary findings were discussed with TRS staff 

and validated or revised based upon feedback and further analysis. An Interim Briefing was 

conducted in the TRS offices to discuss preliminary observations. 

A draft final report was submitted to the SAO and TRS for review and feedback. After discussing the 

feedback, the FAS team considered it and made edits, as appropriate, and submitted the final report 

to the SAO. The Legislative Audit Committee will receive the full final report and, if desired, a 

summary presentation of findings and recommendations. 

 

Project timeframe 

The review was initiated in early September 2016 with a document request from FAS to TRS. During the 

third week of September, the FAS project team was on site in Austin and conducted interviews with 

TRS staff. The Interim Briefing was conducted in Austin on October 25, 2016.  The draft final report was 

submitted to the SAO on November 22, 2016, and the final report submitted on December 20, 2016. 
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Project team 

FAS has conducted a series of similar fiduciary reviews of a number of other U.S. public pension 

funds over the past six years. The scope of these reviews has varied significantly, but has often 

included a review of the governance structure and policies, investment operations, risk 

management policies and practices, compliance, and related policies and practices. On past 

assignments, members of the FAS team have been governance and operations experts, but not 

investment advisors, as FAS does not typically provide investment advice. 

The required scope of this assignment included a review of specific TRS investment policies, practices 

and performance in the Real Assets asset class which requires a deep level of investment expertise. 

As a result, individuals from Meketa Investment Group, Inc. (Meketa) were included as a key part of 

the FAS team to address these areas. 

The FAS project team included the following core team members: 

 Lisa Bacon, real assets 

 Keith Bozarth, governance 

 Christy Gahr, real estate 

 Randy Miller, project manager 

 Chris Tehranian, investment policy and real assets 

 Chris Waddell, compliance 

In addition, the following were senior advisors to the team: 

 Rick Funston, project leader 

 John Haggerty, real assets and private markets 

 Jon Lukomnik, governance and investment policy 

More detailed biographies of the project team can be found in Appendix 2. 
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Findings 

Overall TRS Investment Governance  

As with most sophisticated institutional investor organizations, TRS has evolved significantly over 

the past ten years and continues to mature and adapt to changing conditions. We observed 

numerous areas where we believe TRS has developed leading practices among U.S. public pension 

funds in terms of its policies and practices, and we reference those areas throughout our report. 

One of the most significant changes TRS implemented for its investment program was the delegation 

of investment decision-making, within limited investment amounts, to the IMD staff, a policy which 

was implemented in 2008.  In our experience, it is a leading practice for public pension boards to 

delegate external investment manager selection, as well as authority to manage selected internal 

investment portfolios, to an appropriately skilled and resourced investment staff.  This policy both 

allows the Board, which has limited time available for oversight of the retirement system, to spend 

sufficient time on overall investment strategy and other important matters, and moves investment 

management decision- making responsibility into the hands of full-time investment professionals 

who have both the skills and time to adequately assess investment opportunities. 

The limits which the TRS Board has imposed on investment authority for the Internal Investment 

Committee (IIC) in the IPS are indicated in the table below: 

 

TRS Investment Delegation Limits 
 
 
 
 

Portfolio 

Initial Allocation or 
Commitment with 

Manager Organization, 
by Portfolio 

Additional or Follow-On 
Allocation or Commitment 

with the same Manager 
Organization, by Portfolio 

Total Manager 
Organization 

Limits, by 
Portfolio 

External Public 
Markets Portfolio 

0.5% 1% 3% 

Private Equity 
Portfolio 

0.5% 1% 3% 

Real Assets 
Portfolio 

0.5% 1% 3% 

Energy and 
Natural Resources 
Portfolio 

 
0.5% 

 
1% 

 
3% 

Total IIC Approval Authority, each Manager Organization 6% 
 
 

Based upon our experience, these limits are typical for a large public fund in the U.S. which has 

delegated significant authority to investment staff. For example, the California Public Employees’ 

Retirement System (CalPERS) has the following policy for its delegations in real estate as described 

in its Statement of Investment Policy for Real Assets dated February 16, 2016: 

“Staff is responsible for…Screening, evaluating, and approving investment proposals that meet Real 
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Estate Delegation Resolution authority (“Delegated Authority”) guidelines. 
 

CalPERS Real Estate Portfolio Investment Delegation Limits 

($Billions) 

 
New Investments or 

Dispositions 

Existing Investments in the 

Strategic and Legacy 

Portfolios 

Staff Authority Limits 
 

 
The Managing Investment Director or the 

Chief Investment Officer may commit the 

lesser of the indicated percent of the policy 

target amount or indicated dollar amount per 
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Managing Investment Director 
5% 

$1.5 

2.5% 

$0.75 

2.5% 

$0.75 

 2.5% 

$0.75 

2.5% 

$0.75 

10% 

$2.5 

2.5% 

$0.75 

Chief Investment Officer 
10% 

$2.5 

5% 

$1.5 

5% 

$1.5 

 5% 

$1.5 

5% 

$1.5 

15% 

$3.75 

5% 

$1.5 

Annual Limit 
25% 

$7 

10% 

$2.5 

10% 

$2.5 

30% 

$8 

20% 

$5 

30% 

$7 

30% 

$7 

20% 

$5 

 

Other large state pension funds allow full delegation to their staff. For example, the following is the 

real estate investment delegation of the State of Wisconsin Investment Board (SWIB) as described 

in the Real Estate Equity Portfolio Guidelines contained in their Investment Policy, Objectives and 

Guidelines dated August 10, 2016: 

“Any other guidelines notwithstanding, all portfolio commitments are subject to the following 

approvals: 

 

SWIB Real Estate Investment Delegation Limits 

 Managing 
Director – Private 
Markets & Funds 

Alpha 

 

 
Chief Investment 

Officer 

 

 
 
 

Executive Director 

Commingled Fund    

 New Fund $100 million or 
less 

Over $100 million 
up to $300 million 

Over $300 million 

 Follow-on Fund $150 million or 
less 

Over $150 million 
up to $300 million 

Over $300 million 

Core - Separate Account $150 million or 
less 

Over $150 million 
up to $300 million 

Over $300 million 

Non-Core - Separate Account $100 million or 
less 

Over $100 million 
up to $300 million 

Over $300 
million” 
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In order for a public pension board of trustees to continue to provide effective oversight of its 

investment program under this type of delegated investment authority, leading practice is to have 

strong capabilities in a number of areas which provide the appropriate management assertions and 

independent oversight that are necessary for the Board to exercise its fiduciary responsibilities: 

 A clearly-articulated investment policy statement (IPS) which identifies the board’s 

investment beliefs and risk tolerance, investment allocation decisions, and related policies 

to be implemented; 

 Transparency to the board of decision rationale for investments made by investment staff; 

 An internal investment decision-making committee or group which provides a peer review 

of each investment opportunity and includes other key staff such as general counsel, 

compliance, and operational due diligence; 

 Organizational checks and balances which provide effective controls and minimize the 

potential for single point of failure decision making; 

 Effective investment risk management policies, procedures and reporting; 

 An effective investment compliance function which ensures investments remain within 

policy guidelines; 

 An effective internal audit capability and process which monitors investment processes 

and controls; 

 A general investment consultant which is hired by the board, provides counsel to both the 

board and investment staff, and opines on investment staff decisions; and, 

 Other external sources of independent information to the Board, for example, an 

investment consultant independent of staff, peer investment performance benchmarking 

or fiduciary reviews. 

It is notable that TRS has addressed improvements in each of these areas since delegating investment 

decision-making to IMD. The following briefly summarizes the changes which TRS has implemented and 

their level of maturity: 

1. The IPS, which is comprehensive, has evolved from a rules-based policy statement to one 

which is built more on principles of the investment strategy. This is an appropriate 

development because it provides more latitude for the IMD staff to implement Board policy 

but still provides effective guidance.  As mentioned in more detail in the body of this report, 

there may be a few areas where the IPS could be more specific in its policy details. 

2. As explained to the FAS team during our interviews, reporting on investment decisions to the 

Board is primarily contained in the Transparency Report, a monthly reporting package from 

IMD to the Board which contains all Internal Investment Committee (IIC) minutes, a detailed 

analysis of each investment approved, a list of upcoming investments being considered, and 

a performance report by asset class. 

3. The IIC, which is chaired by the Deputy Chief Investment Officer (Deputy CIO), along with a 
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pre-IIC meeting chaired by the Chief of Staff, have become the focal points for investment 

decision-making at TRS. The pre-IIC and IIC meetings are the forums where potential 

investments are vetted by senior IMD staff, but also provide the structure and discipline to 

ensure that all investment decisions are evaluated with a rigorous process. In addition, new 

external investment opportunities are only considered if a manager has been on the Premier 

List for at least six months, which forces a very methodical process. 

4. In addition to the vetting by the IIC, the Executive Director (ED) also has the authority to 

override any investment decision approved by the IIC. Although this would be an unusual 

occurrence, and indeed has not yet occurred, it provides an opportunity for the ED to guide 

the process and represents an organizational check and balance available to further vet 

investment decisions. 

5. IMD has developed risk management policies, staff and capabilities which are leading 

practice for large public pension systems. The risk group has appropriate analytical tools, is 

engaged with each asset class team, and presents its assessment to the Board twice 

annually. The risk management team has collaborated with outside risk experts to develop 

more effective approaches for measuring risk in private markets. 

6. The Compliance function at TRS, although still developing and growing, has been 

strengthened significantly over the past few years and is now part of the Office of the 

General Counsel, which reports independently of IMD. Previously, IMD had completed much 

of its own compliance reviews before responsibility for this shifted a few years ago to 

Internal Audit before the Compliance function was moved to the Office of the General 

Counsel. Compliance now has a structured, risk-based approach, is involved in compliance 

reviews for new investments, and is making reports to the Board through the Audit 

Committee. 

7. The Chief Audit Executive reports directly to the Board through the Audit Committee, a 

prevailing practice for public pension funds which provides for an added degree of 

independence from IMD.  Internal Audit (IA) reviews each area within IMD every three years 

on a rotating basis, with a high degree of focus on due diligence and monitoring processes. IA 

has a dedicated team which audits the asset side of TRS. 

8. The general investment consultant is hired by the Board and serves as an advisor to the 

Board, in addition to its role as an extension of IMD staff on an as needed basis. Potential 

changes in investment policy or guidelines which are proposed to the Board are reviewed and 

vetted by the investment consultant. In recent years, the general investment consultant has 

had access to all materials from IMD which are presented to the Board. 

9. In addition to the general investment consultant, TRS has had its own independent 

investment consultant for many years. This consultant attends all Board and committee 

meetings dealing with investment-related topics, and also opines on all investment-related 

policy changes. The consultant, who has served the TRS Board since 1999, provides an 

important independent source of advice and another check and balance on the IMD staff. 

Also, TRS periodically engages CEM Benchmarking Inc. to conduct an Investment Cost 

Effectiveness Analysis, with the most recent report completed during 2015. This report 
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compares TRS’ investment performance against its peers, as well as normalized investment 

expenses, including manager fees, which provides an independent review to the Board 

regarding IMD’s effectiveness and efficiency in managing its investment operations. 

In summary, we believe that TRS has made significant improvements in its governance of trust 

investments and utilizes many leading practices in comparison to its peers. While these policies and 

processes apply more broadly than just the real assets portfolio, they do govern the oversight and 

management of real assets which is assessed in the remainder off this report. 
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1. Appropriateness of TRS’s goals and objectives of investing in real assets  

Activities completed: 

The objective of this scope item was to identify and review for appropriateness the stated goals and 

objectives of TRS with respect to its investments in Real Assets. The assessment included a review of 

the Investment Policy Statement (IPS), the Real Assets Board Report, the Texas Way document, as 

well as other documents and Staff and Consultant interviews.  The scope of the review covered the 

real assets program’s overall fit within the Trust, allowed investments, benchmark assumptions, and 

other policy considerations. 

The Real Assets program experienced a change in investment scope in the latest update to the IPS in 

September 2016. The most relevant updates included a change of the Real Assets Portfolio 

Authorized Investments, which now excludes investments in infrastructure, timber, agricultural real 

estate, and oil and gas.  These investments and associated allocation will be allocated to the Energy 

and Natural Resources (ENR) asset class.  The amended asset class would be called Energy, Natural 

Resources, and Infrastructure (ENRI) and the target allocation increased to 5% from its past level of 

3%. The Real Assets asset class now has a target allocation of 14% and consists entirely of Real Estate 

investment opportunities. Due to these changes, the associated discussion will largely focus on Real 

Estate sectors with pointed discussions on other Real Asset sectors, as appropriate. 

 

Standard of comparison: 

As a proxy for appropriateness and best practices, a sample set of large U.S. and Canadian public 

pension funds was reviewed to compare the approach of other institutional and sophisticated Real 

Asset investors. Sovereign Wealth Plans were not included in this review as information was largely 

not available. The sample set programs all have an IPS that covers Real Assets (or similar asset 

classes) and identifies key characteristics sought as well as guidance and rules regarding the 

deployment of capital. 

Although not exhaustive, the below examples represent some of the more common Real Asset 

objectives. 

 Investment Scope: Overall, this is a widely invested asset class; however, Real Assets is not a 

standardized portfolio allocation across investors.  A number of Institutional Investors 

categorize this allocation as including Real Estate, Natural Resources (e.g., Energy, 

Timberland, Agriculture, Metals and Mining), and Infrastructure. It is also common to see 

these allocations in different groupings or for an investor to have separate allocations to each 

of these investable areas. It is also not uncommon to see Energy and Mining investments 

included in Private Equity with land based strategies included in Real Estate. Other 

nomenclature used to describe these assets include; Tangible Assets, Inflation Sensitive, Hard 

Assets, and Real Return. 

 Diversification:  Real Assets are generally accepted to have low or negative correlations to 

other asset classes over long term periods. Among the sample set of institutional investors, 

diversification is a common objective. 
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 Performance Expectations: Due to the fact that the TRS Real Assets program is focused on 

Real Estate opportunities, Natural Resources and Infrastructure benchmarks are not relevant 

for comparison and will not be discussed. For Real Estate, the sample set of institutional 

investors largely use the NCREIF ODCE index as a benchmark for performance. This index is a 

U.S.-focused Core Real Estate Index. Investment Strategies are varied but can be generalized 

as focusing on either income generation, capital appreciation, or a mixture of the two. A Core 

strategy generally focuses more on income generation while value-added or opportunistic 

strategies have a capital appreciation expectation. Programs targeting a core portfolio 

generally target the NCREIF ODCE while those focused on capital appreciation typically utilize 

the NCREIF ODCE index with an associated premium (e.g., NCREIF ODCE plus 2%). Benchmarks 

will be further discussed in Scope Item #3. Other benchmarks used include an absolute return 

(CPI plus a premium), the NCREIF Property Index, a weighted average cost of capital 

approach, and a blended approach of regional IPD (Investment Property Databank) and 

NCREIF real estate indices. 

 Inflation Sensitivity:  The ability to have positive performance during an inflationary period 

is a key characteristic of Real Assets. Among the sample set of institutional investors, 

inflation linkage is a common objective. It should be noted that there are different levels of 

inflation sensitivity across Real Estate, Infrastructure, Natural Resources, and by their 

associated investment strategy; however, all of these areas provide benefits versus public 

equities during inflationary periods. 

 Portfolio Considerations: The low correlation alongside investment return projections and 

volatility are important factors in developing a portfolio construction framework. Among 

the sample set of institutional investors, the average allocation to Real Estate was 10% 

with two plans reaching as high as 15%.  Infrastructure and Natural Resources are 

generally smaller allocations ranging in the 3% to 5% range. 

 

Findings: 

1.1. Overall, TRS’ Real Asset Program goals and objectives are generally appropriate. 

This conclusion was derived from the above “Standard of Comparison” review as well as through TRS’ 

current Real Asset investment strategy and expectations. 

 Investment Scope: Although the Real Assets program is now only focused on Real Estate, 

the Trust has exposure to both Infrastructure and Natural Resources through a separate but 

dedicated allocation.  Additionally, the permitted Real Estate sectors and strategies 

outlined in the IPS appear to be robust. 

 Diversification:  The TRS Real Assets program has a specific objective in the IPS to provide 

the Trust diversification through both low correlations to other asset classes and by 

portfolio construction. This objective is in line with other large institutional investors and 

with TRS’ current portfolio. 

 Performance Expectations:  TRS’ stated objective is to provide the Trust with competitive 
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returns through capital appreciation and alpha generation. This objective is in line with other 

large institutional investors and with TRS’ current portfolio. 

 Inflation Sensitivity: The Real Assets program makes up the largest allocation to the Trust’s 

Real Return strategy. The Real Return Strategy includes Energy, Natural Resources, 

Infrastructure, and Inflation-Linked Bonds and is meant to provide positive performance for 

the Trust during an inflationary period. This is part of an economic regime management 

strategy that also includes Global Equity and Stable Value strategies. This objective is in line 

with other large institutional investors and with TRS’ current portfolio. 

 Portfolio Considerations:  The Real Assets program has a target allocation of 14% which is 

generally in line with other large institutional investors. Additionally, TRS is expected to 

reach this target by 2018 based on current investment pacing and expected capital 

deployment. 

 

Opportunities for improvement: 

R1.1: A specific Real Assets objective for inflation hedging or linkage should be added to the 

IPS. 

Real Assets is the largest allocation in the Real Return strategy, which is meant to provide an 

inflationary hedge. This addition would also align Real Assets with the ENRI’s policy objective for 

inflation sensitivity. 

 

R1.2: TRS should consider implementing a NCREIF ODCE plus premium approach to 

establishing a benchmark that matches the current portfolio construction with regard 

to risk. 

The Real Assets program currently utilizes the NCREIF ODCE (National Council of Real Estate Investment 

Fiduciaries – Open-End Diversified Core Equity) index for a benchmark and has an alpha target 

maximum of 1.25% above the index for incentive compensation calculation purposes.  A NCREIF ODCE 

+ premium percentage would be a suitable approach that would reflect TRS Real Asset strategy and 

portfolio construction. Although this would not be an investable index, it   is suitable approach due to 

the relative lack of generally accepted, robust, or transparent Real Estate benchmarks currently 

available that would directly reflect TRS’ investment strategy. The Real Assets staff is working with 

other providers, such as the Investment Property Databank (IPD), to help provide a more accurate 

benchmark, but likely that is not a near-term option. 
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2. Adequacy of the Board’s policies governing real assets  

Activities completed: 

The overview of activities included earlier in this report encompasses those activities relevant to this 

topic. Nonetheless, it is worth highlighting the key items.  Pertinent Board policies are contained 

primarily in the Investment Policy Statement (IPS) and the Board’s By-laws. While this evaluation is 

focused on Real Assets, many general governance policies are critical for the Real Assets program, just 

as they are for operations of TRS in general, and those policies are referenced in the discussion that 

follows.  Interviews that were important to this topic were the four trustee interviews, as well as those 

with the Executive Director, CIO, internal audit team, legal counsel and Chief Compliance Officer and 

investment consultants. Other documents and interviews provided elaboration and extension for the 

analysis. 

 

Standard of comparison: 

TRS ranks among the largest pension plans in the world, public or private. Its investment program is 

central to defeasing an identifiable, long-term liability. The size and responsibility of TRS dictate that it 

should operate using the best practices of institutions serving like functions globally. 

TRS has appropriately chosen to look to some of the U.S.-based endowments and Canadian public 

pension funds as role models.  While there are other models that also could be referenced, these 

comparators are generally recognized by the institutional investor community at large for having 

adopted leading practices. We believe that certain governance characteristics are necessary as a 

foundation for the establishment of leading practices. 

Stated most broadly, the desirable characteristics begin with a governing body (in this case a board) 

that: 

1. Sets clear fundamental investment principles, policies, and objectives; 

2. Delegates implementation to professional staff and advisors, with clearly defined roles; 

3. Provides the necessary resources for successful implementation; 

4. Establishes means for assessing the implementation by staff and advisors of 

delegated authorities; 

5. Includes, as part of its oversight, independent means for validating the execution of 

delegated authorities and compliance with policies, and; 

6. Provides disciplined processes for the operation of the board itself and for reviewing 

and updating the policy framework. 

The following assessment was conducted with reference to this standard, as applied to the Real Assets 

(RA) program. 

 



TRS Review of Real Assets Investment Practices and Performance 
Final Report 

Funston Advisory Services LLC 24 December 21, 2016 

 

 

Findings 

2.1. TRS has adopted a principles-based approach to its Investment Policy Statement, which is 

appropriate to its mission and environment, and provides the necessary fundamental 

principles, policies and objectives. 

The primary expression of policy by the TRS Board is through its IPS.  TRS has chosen to adopt primarily 

a principles-based approach to drafting its IPS, rather than a rules-based approach that would set a 

variety of specific requirements and limits for investing.  That decision is appropriate given the size and 

global scope of the investment operation, the ability of TRS to build a team of highly qualified staff 

members, the mixture of financial professionals and financial lay-people on the Board, and TRS’ 

investment in a broad range of sophisticated assets. The Standard of Comparison articulated above is 

consistent with such a principles-based approach. 

The Board has also incorporated a number of items as appendices to the IPS. For purposes of this topic 

of the review, the most pertinent are Appendices B, E and F. (IIC Approval Authority and Manager 

Organization Allocation Limits; General Authority Resolution; and Political Contributions, Improper 

Influence, Board Observers and Board Representation, respectively).  Finally, the Board’s Bylaws are 

important to the overall evaluation of policy. 

Taken together, the various expressions of policy articulate fundamental investment principles, 

policies, and objectives.  The following, pertinent to the RA portfolio, are specifically addressed: 

 Fund level and Real Assets objectives; 

 General Private Market portfolio (of which RA is a part) criteria and processes; 

 Authorized RA investments and restrictions; 

 General investment processes for RA; 

 Allocation target and ranges for RA; 

 Risk management factors and general approaches; 

 Ethics issues – in particular, political contributions, improper influence, placement agents 

and finders; and, 

 Measurement and reporting criteria (more specifically addressed in Findings 2.4 and 2.5 

below). 

In reviewing the specifics of the referenced policies, we made note of no material deficiency.  One item 

that may be further clarified is the articulation of objectives for real assets.  The IPS specifically 

identifies diversification and competitive returns through capital appreciation as objectives for RA.  Yet 

in the annual report by the RA staff to the trustees, under Primary Objectives it states: “Portfolio is a 

partial hedge to inflationary environments and diversifier to the Trust.”  (See page 15 of the 2016 

presentation.)  In discussing the role of the RA with trustees and staff there was general consistency in 

articulating diversification and returns as the foci for the portfolio, while acknowledging a potential 

collateral benefit of inflation protection. (Also, as noted in Item 1 of this report, inflation protection is 

generally recognized by other institutional investors as an objective of similar portfolios.) It is not our 
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expectation that any revision in the RA portfolio would result, but it seems for the sake of clarity and 

consistency that TRS may want to consider some adjustment to the IPS to acknowledge the inflation 

protection factor.  (See Opportunity for Improvement 1 below.) 

One further issue should be mentioned in this area of the policy review.  A number of institutional 

investors have chosen in recent years to broadly address ESG (environmental, social and governance) 

investing considerations as a part of their investment policies.  In the case of TRS, the Board received 

an extensive presentation from its general investment consultant and Board investment advisor on the 

ESG topic earlier this year.  After receiving and considering that information the Board made no 

changes to its policies. This approach of educating itself and deciding de facto that no policy revisions 

were indicated seems to us a reasonable approach and outcome. 

 

2.2. The Board’s policies include a broad delegation to staff and advisors for implementation of 

the Real Assets policies, and provide role definitions and articulation for all relevant parties. 

The IPS and its appendices provide a broad delegation to staff and advisors for implementing the 

Board’s investment policies.  This approach is consistent with the leading practice for large institutional 

investors similar to TRS. It also should be noted this is consistent with Texas law, contained in 

Sec.825.113 of the Texas Government Code, which provides in part: (b) The board shall develop and 

implement policies   that clearly separate the policy-making responsibilities of the board and the 

management responsibilities of the executive director and the staff of the retirement system. 

The TRS policies define the parameters of the delegation and in some instances prescribe processes to 

be used (see Article 3.4 of the IPS), which are consistent with the Board’s responsibilities. Taken as a 

whole, the policies effectively authorize, empower and define parameters.  The following particulars 

are addressed in the IPS and appendices: 

 Roles of Board, staff, consultants and advisors; 

 Private markets portfolio authorization, investment process and authorized investments; 

 Real assets authorized investments; 

 IIC approval authority and limits; and, 

 Powers delegated. 

In reviewing the specifics of the referenced policies we note the following areas where the policies 

may be enhanced. 

The Board has placed limits on the size of individual commitments that may be made to a single real 

assets manager organization.  However, there is no annual limit on the total of commitments made. 

The inclusion of an annual limit may enhance the established set of parameters. 

In practice, the RA staff submits an annual capital plan to the Board that addresses expected/potential 

commitments. The Board does not take action with respect to the plan, however.  Given the broad 

delegation provided to the staff, and the fact that in effect the RA portfolio is managed consistent with 

the annual capital plans, it would make sense for the Board to act to endorse the annual plan.  Such an 
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act would formalize the Board’s guidance that portfolio activities are consistent with the broad policy 

guidance in the IPS. 

By enacting annual limits and/or modifying the annual capital plan process, the Board may clarify 

delegation and enhance its oversight. (See Opportunities for Improvement R2.2 and R2.3 below.) 

 

2.3. The policy framework provides mechanisms for assuring that resource needs are addressed. 

As noted above, TRS appropriately seeks to operate an investment program that meets the 

standards of the best institutional investors. Providing adequate resources for such an operation is 

difficult in a governmental setting, particularly in the context of staff size, qualification and 

compensation.  In our view, providing a governing board with full budget authority is the optimum 

governance structure.  The budget for TRS is a part of the state legislative process, however, and 

placing the right emphasis and focus on resources, including staff resources, is a critical part of the 

Board’s job. The Board has adopted policy provisions aimed at that task. 

The IPS itself requires at least annual reporting of staffing to the Board, placing the Board in an informed 

position. The IPS also authorizes staff to acquire consulting resources where beneficial to augment staff 

resources, providing a needed flexibility. 

In the Bylaws, the Board has established standing committees for budget and for staff compensation. 

Part of the mandate for the compensation committee is to help maintain the performance incentive 

pay plan, an important tool in staffing an institutional quality investment program. 

Taken together, these policies provide the needed awareness and Board priority for addressing 

resource needs. 

 

2.4. Through its required reporting and reviews, the Board has effective means for monitoring 

the implementation of its policies. 

Once the Board has delegated authority it must, of course, be able to assess whether its policies are 

being carried out and the results of that implementation.  The TRS Board, as part of its policy 

framework, has established a substantial reporting regimen.  In Article 1.7 of the IPS, the Board 

requires a number of specific reports, addressing among other topics: 

 Performance; 

 Compliance; 

 Asset exposures; 

 Anticipated investments; 

 Existing investments; 

 Derivatives; 

 Risks; 
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 Private markets (including RA) long-term strategy; 

 Staffing; and, 

 Other matters as the Board may decide ad hoc. 

Also relevant are the roles of the Board’s standing Audit and Risk Management Committees in 

requesting and receiving reports from the Internal Audit Department (IAD), the Chief Compliance 

Officer (CCO), Investment Risk Management and Enterprise Risk Management. 

Finally, it is worth noting that the Transparency Report, required by 1.7 of the IPS, includes the 

minutes of the Internal Investment Committee (IIC), thereby giving the Board not only advance 

knowledge of planned RA investments, but some insight to the deliberation of IIC. (See additional 

discussion of the IIC below.) 

 

2.5. The Board’s policies provide substantial independent assurance, reporting, and advice 

as part of its oversight, using TRS staff, and third parties. 

Closely related to the subject matter of Finding 2.4 is the need for the Board to have assurance, 

reporting, and advice independent of the staff and advisors to whom it has delegated, that it is 

receiving full and accurate information concerning the implementation of its investment policies, and 

that its policies are being followed. The TRS policy framework seeks to provide that in a number of 

ways. 

In general, the Board has delegated investment authority that is not reserved to the Board itself (such 

as setting asset allocation) to the staff of the Investment Management Division (IMD) of TRS. There are 

several instances in which that authority has been delegated subject to concurrence by multiple 

parties. These structures act as a sort of check and balance. 

Most notably, Article 3.4 of the IPS, which governs RA investments, requires in general the 

concurrence of the staff and the advisor (the selection of which is itself subject to Board 

concurrence) before an investment can be made without Board approval. 

In addition, the IPS establishes the IIC, which must vote to approve RA investments, subject to the 

chief investment officer’s (CIO) veto. The IIC consists of staff members of the Investment 

Management Division, but relevant to RA investing, membership extends beyond the staff focused 

on RA investing. The IIC must also approve any RA investment going to the Board as the result of 

non-concurrence between the staff and advisor.  Finally, the IPS authorizes the Executive Director, 

who is not a member of the IIC, to veto investments approved by the IIC, after consulting with the 

CIO. 

These concurrence mechanisms provide multiple perspectives as part of the decision process, and 

mandate agreement by multiple parties who have a connection to the Board. 

The policies also provide a range of more traditional means for independent assurance. 

The Chief Audit Executive (CAE) is hired by and reports to the Board. A standing Audit Committee of 

the Board coordinates the audit program with the CAE. That committee also coordinates with the 



TRS Review of Real Assets Investment Practices and Performance 
Final Report 

Funston Advisory Services LLC 28 December 21, 2016 

 

 

external auditor hired to conduct financial and performance audits of TRS. 

The Chief Compliance Officer (CCO) is charged by the IPS with testing compliance with the IPS. The 

CCO, who is not part of the IMD, must report exceptions to the Board. In addition, the Audit 

Committee recently began scheduling regular reports from the CCO (see Item 5 of this report for a 

more detailed treatment of the Compliance function.) 

The IPS defines the role of the investment consultant to the Board as including independent advice on 

investment matters as well as responsibility for performance reporting.  As a matter of practice, the 

general investment consultant attends each Board meeting.  In addition, the Board has a long-

standing (more than 16 years) practice of using its own investment advisor in advising the Board on 

policy and other matters. 

Finally, while the CIO is hired by the Board, the Bylaws provide that the executive director of TRS 

has authority with respect to the CIO’s “assignment of duties, evaluation, compensation and 

discipline.”  As a personnel arrangement this may be atypical, but at the very least it does provide 

an additional party, independent of those to whom delegation has been made, who is motivated to 

provide independent feedback and assurance to the Board with respect to investment operations. 

 

2.6. The Board’s policies appropriately address its own governance and provide for regular 

review of the Board’s policies. 

A governing board should have as a part of its policy framework clear and complete means for its own 

operation.  Those means should include how information is brought to the board and how the board 

will address issues and reach decisions. In addition, there should be regular reviews of the policies 

and orderly methods to consider potential changes.  The TRS policies have the necessary provisions. 

The Board’s Bylaws include a complete system for developing agendas, conducting meetings and 

handling matters through standing committees. Provisions of the IPS referenced above more 

specifically address how certain matters should be surfaced to the board-proposed investments 

(including in the RA portfolio) where there is a lack of concurrence, compliance exceptions and 

investments under consideration, as examples. 

The IPS also specifically calls for a review of the IPS at least every three years.  In practice this occurs 

more frequently. Further, it provides the Board will receive policy advice from the IMD and from the 

Board’s consultant. A legal review process for policy changes is prescribed.  Finally, the Bylaws 

establish a standing Policy Committee with responsibility to review and recommend policy changes 

and assure regular policy reviews. 

 
 

Opportunities for Improvement 

R2.1: TRS should consider whether, for clarity and completeness, a reference to 

inflation protection should be included in Article 5.1 of the IPS. 

Based on the annual presentation from RA staff and the interviews with staff and trustees, it seems 

inflation protection is at least an ancillary objective of the RA portfolio.  A reference in Article 5.1 
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would be consistent with that objective. 

 

R2.2: The TRS staff should provide the Board the annual capital plan for the Real Assets 

portfolio as soon as it is final each year and include an update on the capital plan 

with each quarterly Transparency Report. 

This enhanced communication should not limit latitude of staff and the advisor to adjust activity over 

the course of the year, as is currently the case, but simply keep the Board fully advised of capital 

plans and execution. 
 

 
 

R2.3: TRS should include in Appendix B of the IPS a limit on the total Real Assets 

commitments that can be made in a single year. 

There are limits on the size of individual commitments, but no annual limit on commitments.  An 

annual limit would provide a more complete set of parameters for oversight.  The limit could be 

stated as a dollar amount, a percentage of the fund or some other metric pertinent to the RA 

program. 
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3. Effectiveness of TRS’s investments in real assets (whether TRS has been 

meeting the goals and objectives of the real assets program)  

Activities completed: 

At the time we initiated our engagement, the TRS Real Assets program allowed for investment in 

disparate assets across real estate, infrastructure, and select natural resource sectors (timber and 

agriculture). The objective of this scope was to review the allocations to each of these disparate 

segments and compare them to the stated goals of the program, noting factors that contributed to 

or detracted from performance (e.g., sector allocation, investment selection, geography).  During our 

engagement, TRS made a strategic decision to remove infrastructure, land and natural resources 

from the “Other Real Assets” sub-sector of the Real Assets program, and move infrastructure and 

natural resources to the Energy and Natural Resources allocation and land strategies to 

Opportunistic Real Estate. This change limited our review to focus on real estate.  In addition to the 

scope of Item 1, Item 3 also included a review of the program’s benchmark and whether it is prudent 

based on the current allocation of capital and based on future expectations. The current real assets 

benchmark is the NCREIF ODCE (National Council of Real Estate Investment Fiduciaries – Open-End 

Diversified Core Equity) index which is primarily a real estate index. 

The review included a discussion with the Real Assets Team, functional head of Real Assets including 

principal investments, head of Private Equity, Chief Risk Officer, Deputy CIO, and CIO as well as the 

Trust’s consultants. 

 

Standard of comparison: 

As outlined in the Trust’s Investment Policy Statement there are three main investment objectives of 

the Real Assets portfolio: 

1. As the primary focus, contribute favorably to diversification of the Total Fund through 

exposure to real assets’ low or negative correlation to the Public Markets portfolio. 

2. Provide competitive returns through capital appreciation. 

3. The following attributes will be considered in constructing a diversified Real Assets 

portfolio: strategy, geography, property types, size of investment, vintage year, and the 

number of funds or investment managers represented in the portfolio.  No specific 

geographic diversification or leverage targets are required. 

As it relates to diversification and correlation, TRS currently measures and reports correlation as a 

separate and defined risk statistic at a portfolio level.   This analysis is included in the Board report 

and measures Real Assets correlation to Real Return, Global Equities, and Stable Value.  In addition, 

correlation assumptions are embedded in the risk reporting (especially VaR (Value at Risk) and 

tracking error calculations) that the Trust reports to the Board and to the Investment Management 

Committee.  These calculations embed as their assumption the realized correlation on an expanding 

window basis from a start date of 1/1/08 to the date of the report. The Risk Management Group 

prepares this reporting as part of: 1) its semi-annual presentation to the Board Risk Committee; and, 
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2) as part of its monthly report to the Management Committee. 

In addition, the Asset Allocation Group develops specific correlation estimates every five years as a 

part of the Strategic Asset Allocation (SAA) process. For example, the table below provided by TRS 

shows the correlations to real estate that they assumed in the 2014 SAA Study compared to the 

actual experience of the Trust. 

 

 

The Real Assets portfolio performance is reported regularly by the custodian bank and the Real Assets 

consultant. We have reviewed these reports as well as interviewed each body. As of March 31, 2016, 

the custodian bank reported a time-weighted return on the Real Assets portfolio of 12.37% over the 

5- year period and a since inception IRR of 8.57%. 

Similarly, the Real Assets investment consultant reported an 8.5% net IRR over the same period for 

total Real Assets. The Real Assets investment consultant quarterly report breaks down income 

versus appreciation across Real Assets sub-sectors. Overall, the Real Assets portfolio’s total gross 

time- weighted return over the five-year period is 14.2%, comprised of 4.6% income and 9.3% 

appreciation. 

The Real Asset’s portfolio benchmark, the NCREIF ODCE, is a capitalization-weighted, time-weighted 

return index composed of the returns reported by 30 open-end commingled funds pursuing a core 

investment strategy. In order to participate in the index funds must adhere to a series of criteria 

including: 1) at least 80% of the market value of real estate net asset must be invested in private 

equity real estate properties; 2) domain – at least 95% of market value of real estate net assets 
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must be invested in US markets; 3) property types – at least 80% of market value of real estate net 

assets must be invested in office, industrial, apartment, and retail property types; 4) life cycle – at 

least 80% of market value of real estate net assets must be invested in operating properties, no 

more than 20% of such assets may be invested in pre-development/development or initial lease-

up/lease-up cycle; 5) diversification – no more than 65% of market value of real estate net assets 

may be invested in one property type or one region as defined by the NPI (National Property Index); 

and lastly, 5) leverage is limited to 40%. 

As of March 31, 2016, the NCREIF ODCE’s property exposure was as follows: apartment (24%), office 

(38%), industrial (14%), retail (20%), hotel (1%) and other (3%). As previously mentioned, this index is 

nearly entirely comprised of U.S.-based assets. 

 

Findings: 

3.1. Overall, TRS’ Real Assets program goals and objectives are being met. 

This conclusion was derived from the above “Standard of Comparison” review and in conjunction with 

Item 1. 

 Correlation: Current correlation across public markets is relatively low.  The actual experience 

of the Trust has been lower than projected by the Risk Management Group and is generally 

low on an absolute basis.  Correlation is measured and reported on a semi-annual basis to 

both executive management and the Board of Trustees. 

 Appreciation: Overall, the Real Assets portfolio’s total gross time-weighted return over the 

five- year period is 14.2%, comprised of 4.6% income and 9.3% appreciation.  The experience 

across sub-sectors was consistent and appropriate for each strategy’s expected return 

drivers. It is likely that the removal of infrastructure from the Real Assets portfolio will 

enhance the portfolio’s appreciation return at the expense of income production. 

 Diversification: The Trust is well-diversified by the IPS’ stated metrics. Strategy exposure is 

robust and appropriate and well-diversified across the U.S. on both an absolute and relative 

basis to the NCREIF ODCE. As a portion of market, the Trust‘s ex-U.S. exposure is 13%, split 

across Europe (7%), Asia (4%), and Latin America (2%). TRS is well-diversified across the 

major property types, including apartment, office, industrial, retail, and hotel with notable 

underweights to apartments (-9%), office (-11%), and retail (-5%) as compared to the NCREIF 

ODCE. These underweights are partially due to exposure to specialty real estate including 

public storage, single-family housing, senior housing, and other specialized property types. 

While size of investment is not explicitly measured, commitment and investment amounts 

appear appropriate for the size of the Trust’s program.  The Real Assets portfolio is well-

diversified by vintage year, number of funds, and investment manager taking into 

consideration the premier list investment approach. 
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Opportunities for improvement: 

R3.1: TRS should consider a review of the real assets benchmark. An ideal benchmark would 

encompass the global nature of the program, exposure to non-core real estate, and 

the allocation to various property types. 

Based on current allocation and future expectations, the NCREIF ODCE is a moderate proxy given the 

Real Assets portfolio’s large exposure to real estate; however, its effectiveness could potentially be 

improved. Some other institutional investors supplement the NCREIF ODCE with a public global 

proxy such as the FTSE EPRA/NAREIT (Financial Times Stock Exchange European Public Real Estate 

Association/ National Association of Real Estate Investment Trusts) Global Real Estate Index to 

match their geographic target. There are a number of non-core benchmark providers, including the 

Trust’s Real Assets consultant, who provide these services. Others include Preqin, Cambridge 

Associates, IPD, NCREIF CEVA (Closed End Value Add), and Pitchbook.  
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4. Adequacy of TRS’s identification of significant risks related to the 

real assets program  

Activities completed: 

The objective of this scope item was to evaluate the investments in the real asset portfolio and to 

examine diversification by various sources of risk/reward. Traditional proxies for these sources 

include exposure to geographic region, currency, strategy type, and sector. In addition, we 

evaluated the overall level of risk present in the portfolio with respect to development, leverage, 

and operating risk, among other factors. Separately, we will evaluate the process by which TRS 

manages these risks in the portfolio management process. 

The review included a high-level review of the Investment Policy Statement and total plan’s 

reported key risk metrics, with a particular focus on how these risks were identified and measured 

as it relates to the Real Assets program. We also reviewed the aforementioned stated traditional 

proxies which included a discussion with the Real Assets Team, functional head of Real Assets 

including principal investments, functional head of Private Markets, Chief Risk Officer, Head of Asset 

Allocation, Deputy CIO, and CIO, as well as the Trust’s consultants. 

 

Standard of comparison: 

As outlined in the Trust’s Investment Policy Statement, there are five key risk metrics listed below. TRS 

completes semi-annual Investment Risk Reports which are prepared and presented by the Chief Risk 

Officer to the Board. As of June 30, 2016, the Trust was found fully compliant across policy 

requirements. 

1. Market Risk, including: 

a. Value at Risk (VaR): VaR was measured at 6.8% across the total plan compared to 

the benchmark of 6.4%. Real Assets VaR was measured at 20.3% above the dollar-

weighted asset allocation of 14.2%. Real Assets is not intended to provide risk 

reduction but as outlined in Scope Item 3, to provide diversification and capital 

appreciation. Real Return’s contribution to VaR appears appropriate compared to 

the Global Equity and Stable Value programs. 

b. Asset Allocation limits: The 14% allocation to Real Assets is in compliance with policy. 

c. Holdings Analysis: TRS is making strides in collecting more detailed asset-level data 

across the Real Assets program through eFront. This is further explored in Scope Item 

8. 

d. Tracking Error: The Risk Management Group forecasts the tracking error of Real 

Assets at 481 bps. This forecast uses past experiences from 2008 to the present and 

therefore includes the effects of the Global Financial Crisis.  In addition, private asset 

class forecasts (including for Real Assets) are unsmoothed so as to be comparable the 

Trust’s public asset classes.  As actually realized, Real Assets tracking error will tend 

to be lower than the unsmoothed forecast and the 3-year realized tracking error is 
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141 bps.  

2. Foreign Exchange Risk: Fund level currency exposure is included in eFront quarterly 

dashboards that the Real Assets team has access to and it is also reported in the custodian 

bank monthly reports. The Real Assets investment consultant also completes a review of 

foreign currency and attribution in their quarterly reports. Currently, the Real Assets 

program’s ex-U.S. exposure is approximately 13% as measured by market value. 

3. Credit Risk: While measured by The Risk Management Group, the view of counterparty risk as 

it relates to the Real Assets program is mitigated by the removal of Infrastructure investments 

(i.e. transportation, utility, communication sectors) from Real Assets. 

4. Liquidity Risk: TRS assumes for all practical purposes that private asset classes including: 

1) Private Equity; 2) Real Assets; and 3) Energy Natural Resources and Infrastructure, are 

completely illiquid.  The Risk Management Group prepares a Trust liquidity analysis for 

the Board on a semi-annual basis.  In addition, the Asset Allocation Group monitors total 

Trust liquidity on a daily basis. This is the most conservative approach to liquidity analysis 

and the Trust estimates net liquidity of $39.9 million or 32% of total plan assets. 

5. Leverage Risk: The Real Assets Program’s loan to value as of June 30, 2016 was approximately 

40%.  The program’s leverage will increase with the removal of Infrastructure; the Other Real 

Assets Program’s leverage is approximately 25%.  The ODCE index has a stated maximum loan 

to value of 40%; however, institutional investors typically target leverage at a loan to value of 

50% to 60%.  This accounts for the addition of value-added and opportunistic strategies which 

can have a higher level of leverage. 

 

Findings: 

4.1. Overall, TRS’ identification and monitoring of key risks within the Real Assets program 

appear adequate. 

This conclusion was derived from the above “Standard of Comparison” review and in conjunction with 

Scope Item 3. 

 Diversification: As further outlined in Scope Item 3, the Real Assets program is well-

diversified by geographic region, strategy type, and sector. Currency exposure appears 

appropriate for a USD-denominated plan.  While the Trust has predominantly experienced 

foreign exchange losses, for a plan of their size, global diversification is appropriate and the 

level of participation is reasonable. 

 Operating Risk: While some of the specialty real estate investments offer defensive 

characteristics, they also may be susceptible to operating risk.  Operating Risk in the Real 

Assets program is likely to fall with the removal of Infrastructure. 

 Alpha Target Reduction: The Real Assets program previously was managed to an alpha target 

of 2.5% above the program’s benchmark, the NCREIF ODCE, for incentive compensation 

calculation purposes. The reduction of this alpha target to 1.25% is viewed favorably and 



TRS Review of Real Assets Investment Practices and Performance 
Final Report 

Funston Advisory Services LLC 36 December 21, 2016 

 

 

should better align the risk profile of the Real Assets program with the stated benchmark. 

 “Risk Card”: The Real Assets team alongside the Risk Management Group complete a joint 

risk assessment of principal investments/co-investments. Risk categories include: strategy 

type, manager experience, geographic diversification, industry diversification, regulatory, 

accounting, tax and legal, leverage, Investment Management Division’s experience with the 

manager, “Texas Way” criteria, and the size of the investment. 

 Capital Plan: As it relates to asset allocation limits, the Real Assets team develops an annual 

capital plan to generate forward commitments for the program. The capital plan is 

completed with the guidance of the Asset Allocation group. 

 Development: Development exposure is likely contained to Opportunistic investments and the 

sub-sector’s risk/return profile captures this level of risk.  The current allocation to 

Opportunistic is 28%, which falls within a reasonable allocation range. 

 

Opportunities for improvement: 

R4.1: TRS should consider a stated limit to the use of leverage. 

Currently the Real Assets program adheres to a set of guidelines that have been produced by the 

Real Assets Team. The functional Head of Real Assets and External Private Markets Director are 

primarily responsible for ensuring these guidelines are practiced.  While the Real Assets program’s 

use of leverage is moderate and appropriate for the asset allocation, there have been meaningful 

increases in the last three years, particularly in the Real Assets Special Situation’s sub-sector in 

excess of 60% loan-to-value.  A stated limit to portfolio leverage may minimize the inherent leverage 

risk of the portfolio.  A second- tier to this limit could be a provision allowing a 36 month re-set if the 

program was to exceed the stated limit. Alternatively, TRS may consider Board approval for the 

aforementioned sub-sector leverage guidelines and review on a regular basis. 

 

R4.2: TRS should consider hedging foreign currency exposure. 

TRS has initiated and should continue to explore the potential benefits of foreign currency hedging. 
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5. Compliance with the requirements of laws, regulations, and investment policies  

Activities completed: 

Of the activities identified in the overview at the outset of the report, key documents reviewed for 

purposes of this section included applicable sections of Texas law, including pertinent sections of the 

Constitution and Government and Property Codes. We were advised by TRS and we confirmed that 

there are no “regulations” (i.e., provisions in the Texas Administrative Code) relevant to the Real 

Assets portfolio. We also relied on the Investment Policy Statement and Quarterly Investment 

Compliance Testing reports provided to the TRS Audit Committee. Key interviews included (1) the 

Chief Compliance Officer (CCO) and General Counsel for Investments; (2) The Chief Audit Executive 

and the Director of Investment Audit Services; and (3) the Executive Director and Deputy Executive 

Director. 

 

Standard of comparison: 

All pension plans, public or private, U.S. or global, operate under some combination of applicable 

law and investment policy. Evaluating a pension plan’s compliance activities, either generally or in 

the case of a specific asset class such as Real Assets, involves not only a determination of whether 

such laws and policies are being followed but also the question of whether there is a sufficiently 

robust organizational framework in place to provide assurance to senior management and 

ultimately the governing board that this is the case. In our view, the essential elements of such a 

framework are as follows: 

1. A formal Board policy establishing a permanent and effective compliance function; 

2. Sufficient resources dedicated to the compliance function; 

3. A clear allocation of responsibilities within senior management with respect to 

compliance activities; 

4. Timely, regular reporting by senior management to the Board with respect to compliance 

activities, coupled with periodic assurance to the Board that senior management is fulfilling 

its compliance responsibilities and that system activities conform to applicable laws and 

policies. 

 

Findings: 

5.1. The TRS Board has established a Chief Compliance Officer position and function in its 

Investment Policy Statement, although it has not adopted a stand-alone Compliance 

Policy. 

At the outset, we note that while our focus is on compliance of the Real Assets Portfolio with 

applicable laws and rules, compliance activities at TRS are understandably addressed across all asset 

classes. As such, although we were not specifically tasked with evaluating TRS’ compliance activities 

as a whole, many of our findings and suggestions inevitably reach beyond Real Assets compliance. 
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Section 1.7 of the Investment Policy Statement (IPS) specifically provides that the Chief Compliance 

Officer (CCO) has overall responsibility for compliance monitoring, provides for hiring external 

parties to assist with compliance monitoring, if necessary, and states that compliance reviews will be 

presented on a quarterly basis to the TRS Board.  Specific responsibilities of the CCO under the IPS 

include: 

 Requiring certifications from applicable Internal Investment Committee members or 

Managing Directors disclosing known compliance violations; 

 Reporting all known compliance exceptions to the Board at its next meeting; 

 Executing and delivering compliance-related disclosures, reports, filings and certifications 

on behalf of TRS; 

 With the approval of the Chief Investment Officer and Executive Director, 

developing, disseminating and collecting disclosure forms to monitor the 

requirements of the IPS. 

Having the above provisions explicitly set out in its IPS places TRS in a leading practice position with 

respect to its U.S. peers. 

 

5.2. The TRS Board has budgeted sufficient resources for the investment compliance 

function, and there appears to be strong “top-down” support for investment 

compliance throughout the organization. 

There are three positions (CCO and two direct reports) allocated to the compliance function in the 

TRS Legal Services Organization. In addition, there is staff in the IMD (Investment Operations and Risk 

Management divisions) with investment compliance responsibilities, and internal audits, through the 

Internal Audit Department, devotes substantial staff resources to providing independent reports to 

the TRS Audit Committee on a quarterly basis concerning compliance matters. In addition to these 

staff resources throughout TRS, funding has been provided for appropriate systems to support 

compliance processes.  Again, compared to its US peers this is a substantial commitment of resources 

to the compliance function and is in keeping with TRS’ view point that its most appropriate 

comparators are U.S. endowments and Canadian pension funds. As such, our view is that, when 

considered as a whole, the TRS Board has budgeted sufficient resources for the investment 

compliance function.  Importantly, beyond this commitment of resources, in our interviews with 

senior management and Board members we sensed significant Board and senior management 

support for the investment compliance function within TRS. One tangible indicator of the growing 

importance of investment compliance within the organization is the proposed renaming of the Audit 

Committee to the Audit and Compliance Committee. 

 

5.3. All facets of compliance with laws and policy relating to the Real Assets portfolio are 

being addressed by TRS senior management, although there is an opportunity to 

provide greater clarity with respect to the allocation of compliance responsibilities 

within senior management. 
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We have identified the following compliance areas provided for in law or the TRS IPS that are 

applicable or potentially applicable to the Real Assets Portfolio: 

 Verification of Internal Investment Committee approval of all Real Asset investments (IPS §1.3). 

 Provision of prudence letters by an Advisor for all Real Asset investment opportunities (IPS 

§§1.3. c., 3.2). 

 Real Assets percentage and range limits in asset allocation (IPS §1.6). 

 Leverage is in the Real Assets portfolio (IPS §§1.7.i, 10.9). 

 New emerging manager investments (which includes Real Assets emerging 

manager investments) meet program requirements (IPS §7). 

 Real Assets investments are within policy limits (IPS Appendix B). 

 Quarterly certification from Real Assets to CCO regarding any known compliance violations (IPS 

§1.7.b) 

 Prohibitions against investments in Sudan, Iran and pornography (to the extent applicable to 

the Real Assets Portfolio) (IPS §§1.8.d, 1.8.e; Texas Government Code §§806, 807). 

 Submission of Placement Agent questionnaires by external fund or manager parties 

and placement agents (where applicable) (IPS §§1.7, 12). 

 Required financial disclosures, ethics compliance statements, disciplinary action disclosure 

statements and completion of annual ethics training by covered TRS staff under the 

Employee Ethics Policy. 

 Required disclosures and completion of annual ethics training by Board members under 

the Board of Trustees Ethics Policy. 

 Required disclosure by covered employees and contractors under the Trading Policy 

for Employees and Certain Contractors. 

 Required disclosures by TRS contractors under the Code of Ethics for Contractors. 

Based on our interviews and document review as well as the quarterly investment compliance testing 

performed by Internal Audit, all of the above areas are being appropriately addressed by TRS.  

However, day to day responsibility for them is spread throughout several organizational units of TRS 

(CCO, IMD/Operations, IMD/Risk Management, and Enterprise Risk Management) and currently 

there is no single source document that identifies the organizational unit(s) with responsibility for 

each of these compliance areas. 

 

5.4. Compliance activities with respect to the Real Assets portfolio are regularly reported to 

the TRS Board through its committees by senior management and internal audits and 

overall reporting is robust. 
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The TRS Board, through its Investment Management, Risk Management and Audit Committees, 

receives reporting on some but not all of the compliance areas. Comprehensive, regular reporting is 

in the form of quarterly investment compliance testing results provided to the Audit Committee by 

Internal Audits. All of the areas identified in section 5.3 above are covered by this testing and 

reporting on an annual cycle, with most areas covered on either a quarterly or every-other-quarter 

basis. These quarterly reports each include a one-page dashboard that identifies business objectives, 

business risks, management assertions, agreed-upon procedures, test results and, where applicable, 

management responses. With one exception not applicable to Real Assets, the testing and reporting 

in the four most recent quarterly reports reflecting a full-year cycle demonstrated that TRS’ 

investment activities, including those of the Real Assets portfolio, were in compliance with applicable 

law and IPS provisions. 

The current reporting structure that places significant reliance on Internal Audit is understandable, in 

that when the compliance function was originally developed it was housed in IMD and subsequently 

was moved to Internal Audit to provide more independence. The movement of investment 

compliance to the Legal Services Organization and the hiring of the CCO is a relatively recent 

development and both our document review and interviews have confirmed that the 

implementation of this change is a work in progress. As noted in section 5.1 above, the IPS provides 

that the CCO has overall responsibility for investment compliance monitoring and provides that 

quarterly compliance reviews will be presented to the TRS Board, without identifying the presenter. 

 

Opportunities for improvement: 

R5.1: The Board should consider adopting a stand-alone Compliance Policy. 

Given the number of reporting elements and programs involved in TRS’ investment compliance 

efforts as described in sections 5.3 and 5.4, TRS may wish to consider the adoption of a stand-alone 

Compliance Policy in order to place Board emphasis on the importance of compliance and greater 

clarity to the respective roles and responsibilities throughout TRS respecting this area. 

 

R5.2: TRS should consider mapping the compliance responsibilities and functions of 

the responsible areas so as to provide a system-wide view of compliance 

activities. 

This effort likely would enhance TRS’ already strong compliance efforts and may provide a 

foundation for clarifying and optimizing existing program area roles. We note that TRS advised us at 

our October 25, 2016 interim briefing that they were in the early stages of such an effort and hoped 

to make substantial progress towards this end in the first quarter of 2017. 

 

R5.3: Although overall reporting is robust, TRS should consider shifting more regular 

compliance reporting responsibilities to the Chief Compliance Officer and moving the 

Chief Audit Executive towards assessing the effectiveness of the compliance program. 
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Broadly speaking, the role of a compliance function is to assist senior management and the Board in 

managing the compliance risks faced by a retirement system and providing assurance that such risks 

are being appropriately managed, while the role of an internal audit function is to provide separate 

assurance to the Board based on appropriate testing of compliance risks. While the current structure 

clearly works to ensure that TRS’ compliance risks are appropriately identified, addressed and 

reported to the TRS Board and/or its committees, a shift to a reporting structure that places the 

regular reporting responsibility on the CCO and refocuses Internal Audit on providing assurance to 

the TRS Board on compliance risk on a periodic basis may serve to strengthen both functions over 

the long term. 
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6. TRS’s current structure for investing in real asset investments compared to 

other potential investment methods  

Activities completed: 

The objective of this item was to review the current process TRS has established for approving and 

selecting investment partners and opportunities.  The scope of the review covered: the program’s 

overall investing framework and approach; procedures and processes for sourcing, diligencing, and 

approving both managers and individual investments; activities associated with managing and 

monitoring existing investments; and the types of vehicles TRS uses to execute and implement 

investments. Key interviews included those with members of the Real Assets, Principal Investments, 

and Risk Management teams, along with consultants and selected managers. Primary reference 

materials 

included a detailed listing of real assets investments, the annual capital plan, bi-annual portfolio 

reviews, staff reports to the Board, guidelines and procedures, investment checklists, and sample due 

diligence outputs prepared by staff and consultants. 

 

Standard of comparison: 

This evaluation appropriately addresses the two main components of TRS’s real assets investment 

“structure” as being primarily related to: 1) process, including steps, decision points, activities, and 

documentation; or 2) mode, meaning the type of legal arrangement under which investments are 

executed and managed. 

 

Process-Related Standards of Comparison 

Any institutional investor, regardless of size or the relative reliance on in-house and consulting 

resources, would be expected to have an investment process that: 

 Is stepwise, robust, internally consistent, documented, understood, and followed; 

 Covers the full range of investment activities, from sourcing and pipeline development, 

through sequential due diligence phases, execution, monitoring, and exit; 

 Incorporates appropriate risk management practices and metrics, including those related 

to diversification and concentration considerations; 

 Is consistent with policies applicable at the plan-wide and asset class level; and 

 Ideally embodies and reflects a unifying investment philosophy. 

The exact configuration of the process, number and phasing of steps, roles and responsibilities of 

staff and consultants, and level and style of documentation will understandably and appropriately 

vary across different and even similar institutions according to needs and preferences. 
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Mode-Related Standards of Comparison 

Institutional investors would typically be expected to rely on a combination of the modes for private 

markets investments described below, recognizing that the option set for any particular strategy or 

manager may not include all modes. Key differences among the modes relate to scope of manager’s 

investment discretion, customization of investment strategy, management and incentive fee levels, and 

governance terms. 

 “Standard” Commingled Fund — These are established as a General Partnership (“GP”) 

led by the investment manager with multiple institutional and otherwise qualified Limited 

Partners 

(“LP”) committing capital to the stated strategy, with investment discretion given to the GP.  

The timing of an investor’s commitment means it may be made to a “blind pool” (i.e., no 

assets yet held), specific seed assets and blind future investments (some capital has been 

invested), or a specified, fixed set of assets.  Partnership terms, including fees and governance 

rights, are typically set, with larger investors often given or able to negotiate more favorable 

terms. 

 Club Deal/Fund — These vehicles are similar to the standard commingled fund, with key 

differences relating to the number of LPs, strategy definition/motivation, and terms.  Club 

Funds tend to have fewer LPs, e.g., three to nine compared to a dozen to a hundred or more. 

They may have been formed by invitation only at the manager’s initiation, or as a customized 

strategy requested by several collaborating like-minded LPs. With a smaller set of LPs with 

relatively more important commitments, terms tend to be more LP-friendly than standard 

commingled funds. 

 Separately Managed Account (SMA) — Also sometimes referred to as a “fund of one”, SMAs 

establish a manager-investor relationship segregated from other investors. The strategy may 

be unique to each SMA or represent a common approach offered across investors. The 

amount of investment discretion and other terms will be specific to each SMA, subject to 

customization and negotiation. Legally, SMAs can be established as a GP-LP relationship that 

insulates the investor from certain liabilities, similar to a commingled or club fund, or as a 

vehicle with fewer such liability limitations. 

 Direct Real Estate Investments — Under the fund and account structures defined above, the 

investment vehicle is the formal owner of the asset(s), is independently managed, and the 

investor’s ownership is indirect and passive. Alternatively, an investor can make a direct 

investment as principal and be the controlling owner if/as necessary engage an entity to 

assume certain management and/or operating responsibilities under joint venture agreement 

or other arrangement.  Principal investments typically provide investors with full discretion 

and favorable terms, including an assumed lower total fee structure than funds or SMAs, but 

require more expertise and resources from the investor to source, diligence, and manage 

compared to other vehicles. 

 Co-investments — This mode most typically describes situations where investors in 

commingled funds make a larger investment in a specific asset than they otherwise would 
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have received as their pro-rata share of the fund’s investment.  A manager may offer co-

investment opportunities, for example, when a target asset’s acquisition would exceed a 

diversification limit for a fund, or otherwise impact desired portfolio construction goals. Such 

co-investments may 

be offered and managed under a variety of vehicles, including dedicated co-investment 

funds/accounts with a non-discretionary, opt-in/out, or fully discretionary basis. Co-

investment may also refer to situations where an unaffiliated third party invests alongside a 

manager, fund, or account as a partner, with or without its own GP or manager 

intermediary.  A main attraction of co-investments is the reduced fee structure, e.g., half of 

the typical management fee and carry in real estate, and even lower or zero fee/carry in 

other private markets asset classes.  The main challenge of co-investments is the expedited 

diligence and decision period for LPs, which can be a matter of weeks, compared to months 

or years for funds or accounts. 

 Fund of Funds (FoF) — These are typically commingled funds or SMAs that invest in 

commingled funds rather than individual assets or companies.  A key benefit is streamlining 

or consolidating the target strategies under a single manager. A n important detraction is 

the double layer of fees, with one layer charged by the underlying funds and the other by 

the FoF manager. 

 Secondaries — This term most typically refers to investments in commingled funds that the 

investor purchases from an LP after the fund has closed to new investors, but can also more 

broadly refer to other modes acquired in this way. LPs generally offer secondaries either for 

portfolio rebalancing or raising cash, and LPs are interested in buying secondaries to fill a 

gap in their portfolio, tactically upsize an existing position, and/or to take advantage of an 

investment that is usually offered at a discount. 

Variances across investors’ reliance on the available modes are explained by a variety of factors, 

including: institutional history; total assets under management; single investment sizing; annual 

number of investments targeted; absolute and relative levels of internal and external investment 

resources; staff and Board preferences; and overall level of experience.  Specifically, access to and 

ability to execute investments using modes other than standard commingled funds is often directly 

related to an investor’s commitment size, professional capacity, and degree of sophistication. 

 

Findings: 

6.1. TRS’s Real Assets process (which is substantially the same as for other external 

private markets) meets or exceeds the standards of comparison outlined above, and 

generally follows best practices for large institutional investors. 

Characteristics of the TRS process include: 

 Planning, sourcing, diligence, approval, execution, monitoring, and reporting processes 

and requirements are documented, in the form of procedures and guidelines. 

 Written guidelines represent a comprehensive combination of narrative, checklists, flow 
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charts, and other templates to support work flow and decision-making. 

 Risk-related items, including policy requirements, are considered from an opportunity’s 

early stage, evaluated explicitly during diligence, and benefit from the Chief Risk Officer 

sitting on the Internal Investment Committee. 

 Process outputs are tracked for completion, conformance, and electronically filed according 

to convention. 

 Sample work products reflect rigorous and thoughtful analysis, presented at both a 

summary and detailed level. 

 Communication within the Real Assets team appears frequent and well-functioning. 

 The investment review and decision – making activities occurring at the Pre-IIC and IIC 

include the appropriate professionals and diligence documentation to support collective 

deliberations and investment recommendations. 

 Across the interviewees, everyone understood the process, was fluent and accurate 

in describing the steps and associated activities, with excellent consistency. 

 At a macro and micro level, the process implements the “Texas Way”. 

 

6.2. TRS’s Real Assets program makes investments in multiple modes, with significant capital 

deployed through partnership arrangements that provide lower fees, better governance, 

and greater opportunities to earn alpha than relying only on commingled funds would 

provide. 

One-third of the program’s exposure is through modes other than standard commingled funds, under 

“Principal Investments”, as shown below. 

 

Breakdown of Real Asset Investment Modes, as of 06/30/16, $M [Source, detailed listing, includes infra] 

Mode Number Commitment Remaining NA
V 

Exposure % Exp 

Commingled Funds 121 $20,758.1 $5,511.8 $12,285.5 17,797.3 61% 

Strategic Partner Funds 10 1,340.6 796.6 614.7 1,411.3 5% 

Principal Investments 60 9,733.2 3,898.4 5,442.9 9,341.3 32% 

Emerging Manager Funds 17 902.0 431.2 435.8 867.0 3% 

Total 208 $32,733.9 $10,638 $18,778.9 $29,416.9  
 
 

TRS defines Principal Investments as outlined below [Source: Real Assets Report to the Board, June 

2016]. 
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TRS makes significant use of principal (with a manager), co-investment, single LP, and sidecar modes 

as shown in the table below. 

Breakdown of Principal Investment Modes, As of 06/30/16, $M [Source, RE supplement file] 

Mode Number Commitment Remaining NA
V 

Exposure % Exp 

Principal (with a manager) 16 $2,961.0 $741.2 $1,523.6 $2,264.8 24% 

Co-invest 13 1,775.8 558.5 1,211.7 1,770.2 19% 

Co-invest Fund (Ranger) 3 874.9 403.3 214.5 617.8 7% 

Single LP 14 2,882.3 1,511.1 2,054.7 3,565.7 38% 

Sidecar 14 1,239.1 684.2 438.4 1,122.7 12% 

Total 60 $9,733.2 $3,898.4 $5,442.9 $9,341.3  
 
 

TRS does not significantly rely on secondaries.  Among the commingled funds, three commitments 

to existing funds were increased via secondary purchases, totaling $127.8 million, or 0.6% of 

commingled fund commitments, and 0.4% of total commitments. Several others were diligenced 

but not executed when the seller withdrew the offering.  Staff would consider future secondary 

purchases, primarily with existing Premier List managers offered at meaningful discounts. This 

approach is consistent with TRS having a mature portfolio, well diversified by vintage year and other 

metrics. 

TRS does not significantly rely on funds of funds, which is consistent with TRS’s status as a 

sophisticated, large, well-resourced investor. The few exceptions, including the vehicle managed by 

one consultant to make co-investments in amounts less than $50 million and two funds managed by 
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another consultant for emerging managers, are efficient and effective ways of accessing those types 

of investments. 

TRS does not currently make direct real estate investments that are not securities without a 

manager, as it is not authorized to do so under its governing laws (see also under Item 7 of this 

report). 

 
6.3. TRS’s Real Assets program is well-designed to forge strong relationships with best-in-

class managers and drive deal flow to co-investment/other modal opportunities with 

lower fees and tactical attractions. 

Under the Premier List system, managers are diligenced and certified at least six months in advance of 

recommending any particular investment with them. Staff review the Premier List twice a year to 

reconfirm or revise status. Per Executive/Senior Management direction, practice is to keep the total 

number roughly the same, so additions require subtractions.  Medal colors—platinum (Strategic 

Partner Network managers), gold, silver, and bronze—further segment managers, largely based on 

future expected deal flow to future commitments, including principal and co-investments, in 

particular. 

The system focuses staff and consultant time and attention on the most important relationships, 

and provides a strong signal to managers around TRS’s status as source of significant and potentially 

recurring capital. 

Of the 54 current Premier List managers (40 invested and 14 non-invested), 26 offer strategies in core, 

value-added, and opportunistic.  Among the 208 individual investments as of June 30, 2016, more than 

half (59%) of the commitments were to managers with three or more investments. TRS tracks its top 10 

relationships, and in June 2016 reported that 44% of the portfolio’s total exposure was to those 10 

managers.  Among the managers with more than one investment, 14 held them in two different 

modes, 5 held three modes, and 3 held four modes. 

 

Opportunities for improvement: 

R6.1: Expanding written guidelines to address selected portfolio review and diligence 

activities should be considered. 

Noted examples of areas for which additional documentation could be considered include around 

portfolio review activities and premier list system implementation. The team members generally 

have a common understanding in these areas and feel their implementation is internally consistent. 

However, without written definitions and guidelines it is difficult to confirm internal consistency 

with as much basis as may be desired in the future, within the RA portfolio and across other private 

markets. 

 

R6.2: The Principal Investing (PI) program should be expanded, as already contemplated 

by staff. 
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As long as the PI program is documented to deliver additional alpha and offer access to attractive 

and unique opportunities, TRS should target PI commitments to bring the program above the 

roughly 30% representation currently held.  To date, PI returns have been good, delivering 16% to 

18% net, compared to 8% to 10% for other modes, and the RA team has already discussed a long-

term target for principal investments of 30% to 35% of the portfolio. However, the June 2016 report 

only projected committing 25% of that year’s total to PI. Possible avenues to expanding the program 

besides the obvious ones of increasing the number and/or commitment sizes include adjusting the 

relative commitments to a main fund and a related PI, and exploring a more aggressive or 

structured deal flow approach with key managers. 

 

R6.3: The PI program, or other approach, should be used as needed to “wrap” managers 

with multiple investments to replicate aspects of the Strategic Partner Network 

(“SPN”) and secure the best possible terms and deal flow. 

The existing SPN managers were selected in part based on their ability to serve multiple asset classes. 

However, neither of the Trust’s two private SPN managers are among Real Assets’ top 10 relationships. 

Understanding that the agreements with the current SPN managers restrict the Trust from engaging 

additional official SPN managers, formal and informal means should be explored to drive more 

favorable economic and governance terms under a “family plan” or “VIP” status with managers that do 

not already operate in such a fashion. 

 

R6.4: TRS should consider whether additional mechanisms are necessary to support 

graduating Emerging Manager funds from that program to the Real Assets Premier 

List.  

There can be a gap between the Emerging Manager (EM) program and the Premier List. Under the 

current practice of maintaining a manageable number of premier managers at the current level, a 

well-performing emerging manager cannot graduate from that program to the Real Assets Premier 

List without displacing an existing premier manager. This potential impediment to graduation would 

interrupt the relationship with the manager and limit the continuity of the EM program serving as a 

farm team for the portfolio.  One structural solution would be to form a fund of graduated EM funds 

that would only take up one slot on the Real Assets premier list, managed by a consultant, for 

example. This approach is not dissimilar to the co-investment fund of funds already in place. TRS 

already is implementing non-structural solutions, including bi-annual portfolio reviews to identify 

and target EM managers that are candidates for graduation to the Real Asset’s program, but further 

enhancements might be possible. 
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7. Real asset investment strategies currently not employed by TRS that could    

be advantageous for the fund  

Activities completed: 

The objective of this scope item was to review the Real Asset Program’s permissible investment 

structures and to determine whether there are additional structures not currently utilized by the 

program. The review included a discussion with the Real Assets Team, functional heads of Private 

Equity and ENRI, consultants, as well as a review of the principal investment platform. 

The IPS currently allows for the following private market structures: “investments in securities of any 

legally permissible investment vehicle, including Private Investment Funds, co-investments, 

secondary investments, externally managed separate accounts investing in securities, hybrid 

securities with characteristics of equity or debt, joint ventures, secondary market transactions, 

entity-level investing or other off-market investments, new and emerging managers, and 

opportunistic investments (e.g., investments in the management entity of a private markets 

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

development company or investment trust assets)”. As detailed in this report, TRS is not authorized 

under its governing statutes to make direct real asset investments. 

Scope Item 6 provided a detailed account of what the Real Assets program has done to date; this 

section will focus on the investment structures not employed. 

 

Standard of comparison: 

As mentioned in scope Item 6, institutional investors typically rely on a combination of investment 

structures across the private market asset classes. Considerations typically include the following 

factors. 

 Governance – An institutional investor may have limitations on what structures they pursue 

based on structural, regulatory, legal, or functional considerations. The structures mentioned 

above range in sophistication and complexity but are primarily conducted through a managed 

vehicle where a manager acts as the fiduciary and actively manages the portfolio in a 

discretionary manner. In certain cases, institutional investors will negotiate further 

shareholder rights that can include opt-in rights for investments and access to non-voting 

Board seats; however, the manager is still the fiduciary with discretion “in a box” for the 

investor (e.g., Fund of one and Sidecar vehicles). Direct Investing in real estate assets removes 

the manager from the role as a fiduciary and requires the institutional investor to assume 

those obligations (e.g., execution, monitoring, active board representation, and exit 

decisions). Some institutional investors are not able to make control investments in real 

estate as a principal due to this fiduciary responsibility and potential agency concerns 

regarding Board representation. 

 Portfolio and Risk Management – When an institutional investor makes a commitment to a 

fund or separately managed account, that vehicle has four to five years to be fully invested. 

The Manager can provide general guidance on investment type but the actual deployment 
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can vary. This is called “blind pool risk.”  An institutional investor has limited ability to 

manage specific investment risks and exposure due to this blind pool feature.  There are 

certain separately managed accounts that can proved less blind pool risk, or perhaps, an 

opt-in structure for the investor. There is more control associated with co-investments and 

direct real estate investments because an institutional investor can look through to the 

investments upon execution. This enables the investor more flexibility and discretion when 

considering portfolio and risk management across their programs. 

 Pacing – Typically commingled structures can take four to five years to fully deploy 

committed capital. Secondary transactions can accelerate this pacing as investments can be 

made in vehicles that are fully invested. Co-investments and direct real estate investments 

can provide a quicker deployment of capital as the investments typically require the full 

capital commitment on financial closing. 

 Fee Impact – Fee impact can be a material factor when comparing investment structures. 

Commingled vehicles (with a value-added or opportunistic strategy) typically have a 1.5% to 

1.8% management fee on committed and invested capital and a 20% performance fee. These 

structures can have a fee impact of approximately 450 to 600 basis points on gross returns. 

Core investment vehicles typically have a management fee of 0.9% to 1.0% and have a lower 

fee impact. Co-investments and direct real estate investments are typically associated with a 

low or no fee structure. Separately managed accounts might fall between the former and 

latter with regards to fee impact. A sophisticated institutional investor can materially 

decrease the amount of fee impact experienced by accessing differentiated structures. 

 Resource Requirement – Staffing and system resources are a factor when determining a 

suitable investment structure. Commingled structures require a robust due diligence process 

but can be managed by a moderate sized team with a modest back office system.  However, 

co- investments and direct investments can require a significant amount of resources and 

technology to support and monitor investments. 

 

Findings: 

7.1. There are two investment structures that have not been utilized, either at all or in 

a meaningful manner, by the Real Assets program: Secondary Transactions and 

Direct Real Estate Investments. 

o Secondary Transactions – There have been a few secondary transactions executed by 

the Real Assets team but it is not an area where the program has reached a 

meaningful exposure.  Unlike other principal investment structures, the Real Assets 

Team explained that obtaining limited partner interests through the secondary 

market has been conducted on an opportunistic basis, but the team believes that 

this structure has not provided the opportunity to scale invested capital. This is a 

reasonable approach given the maturity of the Real Assets program. 

o Direct Investments – The Real Assets program is not authorized under TRS’ governing 

laws to invest directly in real assets, even if the interests in the title-holding entities 
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are securities under Texas law. However, the Real Assets Team has been able to 

transact on other investment structures as referenced in Item 6. 

 

7.2. The Real Assets Team has been successful in deploying capital into quality 

opportunities across allowed investment structures. 

Although direct real estate investing has benefits, TRS has a principal investment program that can 

continue to be built out through allowed structures. Based on discussions with the Staff and 

consultants, there does not seem to be a meaningful issue with the Real Assets Team’s ability to 

reach the Trust’s target allocation and to produce a portfolio that matches the strategic goals of the 

program. 

 

7.3. There appears to be inconsistency with regard to direct investing across the Trust. 

There does not seem to be a general aversion to direct investments across the Trust based on 

governance, risk, or investment resources. Based on discussions with TRS Staff, the Private Equity 

Program has made direct investments in companies, defined as “securities” and the ENRI program 

has the ability to invest in mineral rights as it is specifically mentioned as an approved investment in 

legislation. 

 

7.4. Direct investing would seem to be a natural progression of the Real Asset Program’s 

principal investment platform. 

Although there are numerous benefits to direct investing (e.g., discretion, potential fee savings) 

there are only a small number of public institutional investors (i.e., Canadian Pension Funds, 

Australian Superannuation Funds, and Sovereign Wealth Funds) that have direct investing platforms. 

Challenges include the ability to fund the costs associated with bringing in the required 

professionals, retention and alignment, governance, systems, sunk cost treatment, and 

indeterminacy with regards to investment execution. TRS considers these direct investors as their 

peers but also understand the complexities of developing a direct platform. 

 

Opportunities for improvement: 

R7.1: TRS should consider developing a cost/benefit analysis for direct investments in 

Real Assets. 

A strategic review of a direct investing platform could be advantageous as a costs versus benefits 

analysis would show any material benefits to the Program.  The review could also provide a timeline 

and guidance on milestones for reaching scale.  If prudently approached, the case for a direct 

investment program could be made and understood by all stakeholders. Ultimately, legislative 

approval would be needed. 
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8. Adequacy of the level of information TRS receives from partnerships, including 

information on fund, property level details, investment valuations, and fees via 

the TRS reporting template  

Activities completed: 

The objective of this item was to review the current reporting standards at TRS related to real asset 

partnerships and compare them with best practices across the industry. The scope of the review 

covered the systems in place at TRS with a focus on reporting requirements and data collection, 

electronic submissions and manual inputs, sufficiency reviews, reconciliation across data recipients, 

and access. Key interviews included those with members of the Operations and Performance teams, 

Real Asset investment team, the custodian, consultants, and selected managers. Primary reference 

materials included investment accounting policies and procedures, valuation guidelines, various 

reporting templates, process flow charts, and authorizations lists. 

 

Standard of comparison: 

This evaluation covered reports and notices issued by the investment managers in their own 

formats and templates according to promised schedules, as well as similar or additional information 

requested by TRS, its custodian, or consultants via custom templates, on parallel or special 

schedules. The evaluation also covered TRS’s, the custodian’s, and the consultant’s systems for 

receiving and managing the information received from managers. 

 

Reporting 

It is expected that institutional investment managers submit the following types of information and 

documents according to the requirements of the partnership terms. 

 Cash flow notices, including capital calls, distributions, management fees, expenses, carry 

where applicable, taxes, etc. are issued the required number of days in advance of cash 

transfers and in the required/expected level of detail. 

 Quarterly and annual reports, including investor’s capital account statements, partnership 

financials, and investment update/detail are issued within the required number of days 

following the end of the quarter/year, with the required/expected level of detail, and audited 

as per the partnership terms (e.g., usually only annually). 

 Performance data are expected to be included in the quarterly and annual reports, 

including gross and net figures, as IRR, time weighted returns, and/or multiples on 

invested capital as required and appropriate for the investment strategy and asset types. 

 Valuation data are expected to be included in the quarterly and annual reports, although 

fresh valuations may only be provided on an annual, or longer basis, depending on the type 

of investment, market conditions, and partnership terms. 
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Systems 

To receive, track, process, analyze, and prepare their own reports using manager-provided information, 

individually and collectively, the institutional investors, custodians, and consultants should have the 

following, as appropriate to their institutional roles and responsibilities and external service contracts. 

 Effective systems, with good documentation in text and visual accompaniments (e.g., 

flow charts, etc.). 

 Redundancy of systems and workflows. 

 Multiple layers of approval for all cash flows—contributions, distributions, etc. 

 Independent and coordinated reconciliations, for cash flows and performance calculations. 

 Business continuity and disaster recovery plans and tools. 

 Qualified teams with appropriate expertise and continuing education, preferably 

with meaningful history of working together. 

 If requesting custom or additional information relative to the managers’ regular 

submissions, standardized data collection templates that are clean and easy for managers 

to fill out. 

 Systems interfaces and “dashboards” that are optimized to the investment staff’s needs to 

monitor system inputs at the partnership level, and evaluate outputs at the asset, 

partnership, and portfolio level. 

The exact configuration of the collective system is expected to be strongest bilaterally between the 

investor and its custodian, who typically keeps the book of record for the institution, but may also 

include a general consultant or asset class consultant that also keeps a book of record and 

interfaces with the investor, custodian, and managers. 

 

Findings: 

8.1. Reporting by investment managers meets, and in some aspects, exceeds industry standards. 

The reporting processes and results include the following: 

 Managers submit the required information in a timely manner in their regular format. 

 Submissions go directly to TRS, the custodian bank, and the Real Assets consultant. 

 Managers submit the same and additional information to the custodian bank quarterly, via 

the QDIF (Qualitative Data Interchange Format) reporting template, an Excel workbook. 

 Managers submit the same and additional information to the Real Assets investment 

consultant quarterly via their web reporting portal, which supports electronic data entry by 

the manager, with automated upload to their data systems. 
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 The regular and supplemental reporting provides information at the fund-level and 

property- level, including valuations and fees: 

o Manager and fund information, including commitment, currency, investment period, 

fee rates, hurdles, and carried interest; 

o Fund-level data includes, but is not limited to, beginning and ending NAV, cash 

flows in including fees and promote, return calculations (income, appreciation, 

total), detailed fee and expense reporting (QTD and YTD), and balance sheet items; 

and 

o Asset-level data includes, but is not limited to, type, location, size, purchase date, 

percent ownership, gross and net asset value, leverage, performance metrics, 

building metrics (e.g., occupancy, rent, revenues, capex). 

 

8.2. TRS documents reporting requirements in Side Letter conditions that memorialize 

reporting covered in partnership terms and impose additional specific and broad 

requirements. 

These address reporting deadlines, asset and fund level information, and “such other information 

reasonably requested by the Investor or its advisors, consultants, or custodians….”  In addition, they 

address providing such data in the format (e.g., Excel template, web portal, third-party software 

platform) as may be requested. 

 

8.3. Individually and collectively, TRS, the custodian bank, and the Real Assets 

investment consultant systems are comprehensive, at or above industry standard, 

and sufficiently redundant. 

Our observations include: 

 Overall, the systems and workflows are solid and well documented. 

 The team appears strong and has been in place for a number of years, which adds to 

efficiency, quick turnaround of projects, and repetition with data and outputs. 

 Cash flow notices, capital account statements, managers’ quarterly/annual reports all go 

directly to TRS, the custodian bank, and the Real Assets investment consultant, so they each 

have fund and asset-level info, return, other key performance indicators. 

 TRS, the custodian bank, and the Real Assets investment consultant each have 

appropriate QA/QC processes and procedures. 

 Multiple layers of approval are performed for all contributions and distributions. 

 Redundancy of systems and workflows internally and at the custodian bank is appropriate; 

using two systems as back-up allows data to be reconciled easily, and for two independent 

firms with the same workflows and historical information. 
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 Bilateral reconciliations occur so that all parties close quarters with the same data, and 

the custodian bank holds the book of record. 

 Data collection is standardized: QDIF and ILPA-based (Institutional Limited Partners 

Association) templates are used for underlying data and fund-level financials and 

performance. 

 The custodian bank uploads data to eFront, to provide the reporting/data dashboard for 

TRS staff. 

 

8.4. TRS plans to continue advocacy/participation in industry efforts toward standardization 

and detail. 

Two specific areas of recent and future enhancements (to be implemented by the end of 2016) are: 

 Asset level data in TRS’ template (the Real Assets investment consultant and the custodian 

bank have been collecting); and 

 Fee detail/breakout: management, expenses, incentive fees are being added to QDIF. 

 

Opportunities for improvement: 

R8.1: TRS should pursue greater standardization of data collection and templates to 

improve efficiency. 

There is a balance to strike between custom, institutional-specific data templates and the 

implications for accuracy and resource burden on the managers. The more different templates a 

manager must populate, the greater potential for accuracy and compliance issues. Industry wide, 

the choice should be leaning towards the ILPA generally for private market investments, and to 

another recognized body specific to real estate if one develops. 

 

R8.2: TRS should consider conducting fee audits on a partial-portfolio rolling basis. 

Management fee reconciliations are easy with respect to data availability and calculation, and can 

be maintained with a small team on a quarterly basis.  In contrast, recalculating carry is very 

extensive work, and takes a well-trained employee, preferably with a CPA distinction.  Additionally, 

detailed enough information for carry audits may not be available from all GPs.  For these reasons, 

carry audits could focus only on the most significant payments. 

 

R8.3: TRS should consider performing valuation audits on rolling basis, and/or 

independent valuations should be required/requested for selected investments. 

TRS appears to generally accept the valuation methodology and frequency offered by the managers. 

These may have been improved upon initial terms, through TRS and other LP’s negotiations of the LPA 
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(Limited Partner Agreement) and side letter requirements.  TRS reasonably assumes that a 

partnership’s auditor will examine the valuation methods and results for reasonableness.  Some LPs 

are moving toward trying to make the valuations more frequent, rigorous, or transparent.  Examples 

include LPA provisions that require managers to engage annual independent valuations (where not 

otherwise occurring), or that allow LPs to request an independent valuation with majority vote at the 

partnership’s expense. 
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9. Adequacy of the reporting of investing activities/results of TRS’s investments in 

real assets to executive management and the Board  

Activities completed: 

The overview of activities included earlier in this report encompasses the activities relevant to this 

topic. Of particular relevance to this topic of review are the samples of various performance and risk 

reports going to the trustees, both at meetings and between meetings, Board minutes, sample audit 

reports, sample compliance reports and Transparency Reports.  Interviews that were of particular 

importance were those with trustees, the Deputy CIO, Chief Audit Executive, Chief Compliance 

Officer, Executive Director, Chief Risk Officer and the RA and general consultants. 

 

Standard of comparison: 

Reporting of investment activity and results to a governing board of an institutional investor should 

inform the trustees that their policies are being implemented and the outcomes of that 

implementation; provide a comprehensive picture of the program (activities, outcomes and risks); be 

subject to independent verification; be manageable for the users; and delivered in a time frame that 

makes the reports useful. Boiling this down to very brief descriptors, the reporting should be 

relevant, complete, reliable, digestible and timely. 

Reference is made to these factors in the analysis that follows.  (Note that aspects of reporting 

performance, risks and compliance are examined with more granularity in items 3, 4 and 5 of this 

report.) 

 

Findings: 

9.1. Reporting to executive management and the Board of TRS on real assets activities and 

performance provides the comprehensive information needed to determine that the 

Board’s policies are being implemented and the results of that implementation. 

As a starting point it is noted that the TRS Investment Policy Statement (IPS) contains an array of 

reporting requirements. Likewise, the Bylaws of the Board delineate extensive responsibility for the 

Audit, Risk Management and Investment Management Committees of the Board to receive reports 

from staff and others. Topics include: performance metrics; risk analysis; strategies; planned, 

completed and ongoing investments; compliance issues; and audits. As described in Item 2 earlier in 

this report, these requirements create a robust information flow that covers the key policy, 

performance and risk metrics. 

A review of actual reports delivered confirms that the content of the reports is consistent with the 

regimen mandated by the policy documents. Submission of report documents is frequently followed 

or supplemented by in person presentations, which allow for elaboration and clarification.  A range 

of individuals appear before the Board or its committees as part of this exercise, including the CIO, 

RA staff, the Chief Risk Officer, the CAE and CCO. The Board’s general investment consultant attends 
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Board meetings and the RA consultant attends at least one meeting per year, making them available to 

trustees to comment on or supplement information received. 

It is important, also, to make note of the variety of informal information flow that occurs between 

the IMD and executive management and trustees. The executive director attends meetings of the 

IIC, reviews and discusses Board meeting materials with the IMD in advance and has routine 

interactions with the CIO and RA staff. Board and committee chairs have periodic contact with IMD 

staff concerning ongoing activities including within the RA portfolio. It is customary for the CIO and 

Deputy CIO to brief individual trustees in person in advance of Board meetings.  All of this informal 

contact helps assure the quality of information flow. 

 

9.2. Reporting to executive management and the Board on real assets includes the multiple 

inputs and third party reviews necessary to provide independent oversight. 

The matter of independent oversight is addressed in Item 2 above, and the comments there are 

applicable to reporting to executive management and the Board.  A few supplemental observations are 

relevant also. 

The custodial bank for TRS also serves as its accounting and investment book of record.  As a 

consequence, the data for reporting on investments is sourced through the custodian.  That is true 

also for matters such as fee and expense reporting which are important considerations in private 

markets investing, such as the RA portfolio. TRS, like a number of institutional investors, is obtaining 

greater detail and clarity in the information received from asset managers concerning costs and 

fees.  As clarity is gained the information is included in Board reporting. 

 

9.3. Reporting to executive management and the Board on real assets is provided in 

useful formats and a timely manner. 

Review of the various reports provided to the Board shows them to be understandable and reasonably 

concise. The schedule for providing performance, risk, strategy and other reports seems sufficient to 

provide a timely flow of information. In addition, the relatively frequent informal contact among the 

various parties provides opportunity for interim communication of information when indicated. 

The annual report from RA on the portfolio is a useful tool in providing an overview and longer term 

view of the portfolio, its strategy and the RA team itself.  That report, of course, does not serve as a 

sole source of reporting.  Of necessity the amount of information going to trustees is considerable, 

especially in light of the fact that a number of trustees come to the Board as financial lay-persons, 

and all trustees serve in part-time volunteer capacity. Given the complexity of the operation and the 

amount of information provided, it naturally takes even trustees with very strong financial 

backgrounds some time to become fully conversant with the program. Any tool to help hasten that 

process would be positive. 
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Opportunities for improvement: 

R9.1: TRS should consider whether trustee ability to use and comprehend the various 

information provided would be enhanced by developing a map, or guide, to the 

various sources of information and their purpose as a part of trustee training or in a 

manual. 

One approach that TRS could consider, with respect to RA and perhaps other areas, is the 

preparation of a sort of guide for trustees on the various reports and the key items of information 

and the purpose of those items. While exposure to that guide during the initial orientation of 

trustees would likely be too early, it could be made a part of ongoing training or a trustee manual.  It 

may help trustees more quickly focus on keys to oversight, and may help the preparers of reports 

identify for themselves what is critical and what is not, leading to better focused reporting. 
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Implementation Considerations 

All of the detailed recommendations included in this report are listed on the following page, along 

with the FAS team’s assessment of: 

 Priority (Critical, Important or Leading Practice) 

 Degree of difficulty (Difficult, Medium, or Easy to Accomplish) 

 Resources required (Low, Medium or High) 

 Whether or not Board support is required (Yes or No) 

 Whether enabling legislation is needed (Yes or 

No) Several comments are also noted, as appropriate. 

In summary, it is worth noting that we do not view any of the recommendations as critical to the 

success of TRS. All of the recommendations are intended to offer suggestions for improvement, but 

we did not identify any critically-needed changes to the Real Assets program. 
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Recommendation 

Critical vs 
Important 
vs Leading 

Practice 

Difficult vs 
Medium vs 

Easy to 
Accomplish 

Resources 
Required: Low 

/ Medium / 
High 

Board 
Support 
Needed 

Enabling 
Legislation 

Needed Comments 

R1.1: A specific Real Assets objective for inflation hedging or linkage should be added to the IPS. Leading 
Practice 

Medium Low Yes No  

R1.2: TRS should consider implementing a NCREIF ODCE plus premium approach to establishing 
a benchmark that matches the current portfolio construction with regard to risk. 

Important Medium Low Yes No  

R2.1: TRS should consider whether, for clarity and completeness, a reference to inflation 
protection should be included in Article 5.1 of the IPS. 

Leading 
Practice 

Medium Low Yes No Overlaps 
with R1.1 

R2.2:  The TRS staff should provide the Board the annual capital plan for the Real Assets 
portfolio as soon as it is final each year and include an update on the capital plan with each 
quarterly Transparency Report. 

Leading 
Practice 

Easy Low Yes No  

R2.3: TRS should include in Appendix B of the IPS a limit on the total Real Assets commitments 
that can be made in a single year. 

Important Medium Low Yes No  

R3.1: TRS should consider a review of the real assets benchmark. An ideal benchmark would 
encompass the global nature of the program, exposure to non-core real estate, and the 
allocation to various property types. 

Important Medium Low Yes No Overlaps 
with R1.2 

R4.1: TRS should consider a stated limit to the use of leverage. Leading 
Practice 

Medium Low Yes No  

R4.2: TRS should consider hedging foreign currency exposure. Important Medium Medium No No  

R5.1: The Board should consider adopting a stand-alone Compliance Policy. Leading 
Practice 

Medium Low Yes No  

R5.2: TRS should consider mapping the compliance responsibilities and functions of the 
responsible areas so as to provide a system-wide view of compliance activities. 

Leading 
Practice 

Easy Low No No  

R5.3 Although overall reporting is robust, TRS should consider shifting more regular compliance 
reporting responsibilities to the Chief Compliance Officer and moving the Chief Audit Executive 
towards assessing the effectiveness of the compliance program. 

Leading 
Practice 

Easy Low Yes No  

R6.1: Expanding written guidelines to address selected portfolio review and diligence activities 
should be considered. 

Leading 
Practice 

Medium Low No No  

R6.2: The Principal Investing (PI) program should be expanded, as already contemplated by 
staff. 

Important Medium Medium Yes No  

R6.3: The PI program, or other approach, should be used as needed to “wrap” managers with 
multiple investments to replicate aspects of the Strategic Partner Network (“SPN”) and secure 
the best possible terms and deal flow. 

Important Medium Medium No No  

R6.4: TRS should consider whether additional mechanisms are necessary to support graduating 
Emerging Manager funds from that program to the Real Assets Premier List. 

Important Medium Medium No No  

R7.1: TRS should consider developing a cost/benefit analysis for direct investments in Real 
Assets. 

Important Difficult Low Yes Ultimately  
 

R8.1: TRS should pursue greater standardization of data collection and templates to improve 
efficiency. 

Important Medium Low No No  

R8.2: TRS should consider conducting fee audits on a partial-portfolio rolling basis. Important Medium Medium No No  

R8.3: TRS should consider performing valuation audits on rolling basis, and/or independent 
valuations should be required/requested for selected investments. 

Important Medium Medium No No  

R9.1: TRS should consider whether trustee ability to use and comprehend the various 
information provided would be enhanced by developing a map, or guide, to the various sources 
of information and their purpose as a part of trustee training or in a manual. 

Leading 
Practice 

Easy Low No No  
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Appendix 1 – List of Acronyms Used in this Report 

CAE - Chief Audit Executive 

CalPERS - California Public Employees’ Retirement System 

CCO - Chief Compliance Officer 

CIO - Chief Investment Officer  

CPA - Certified Public Accountant  

CPI - Consumer Price Index 

EM - Emerging Manager 

ENR - Energy and Natural Resources 

ENRI - Energy, Natural Resources and Infrastructure  

ESG - Environmental, Social and Governance 

FAS - Funston Advisory Services LLC  

FoF - Fund of Funds 

FTSE EPRA/NAREIT - Financial Times Stock Exchange European Public Real Estate Association/ National 

Association of Real Estate Investment Trusts 

GP - General Partner  

IA - Internal Audit 

IIC - Internal Investment Committee 

ILPA - Institutional Limited Partners Association  

IMD - Investment Management Division 

IPD - Investment Property Databank  

IPS - Investment Policy Statement  

IRR - Internal Rate of Return 

LP - Limited Partner 

LPA - Limited Partner Agreement  

NAV - Net Asset Value 

NCREIF CEVA - National Council of Real Estate Investment Fiduciaries – Closed End Value Add 

NCREIF ODCE - National Council of Real Estate Investment Fiduciaries – Open-End Diversified Core 
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Equity 

NPI - National Property Index  

PI - Principal Investing 

QA/QC - Quality Assurance/Quality Control  

QDIF - Qualitative Data Interchange Format  

QTD - Quarter-to-Date 

RA - Real Assets 

SAA - Strategic Asset Allocation  

SAO - State Auditor's Office  

SMD - Senior Managing Director  

SPN - Strategic Partner Network 

SWIB - State of Wisconsin Investment Board  

TRS - Teacher Retirement System 

VaR - Value at Risk  

YTD - Year-to-Date 
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Appendix 2 – Project Team Biographies 

Core Project Team: 

Lisa Bacon, CAIA 

Lisa Bacon joined Meketa Investment Group in 2014 and has been supporting public and private 

investments in natural resources and related infrastructure for 25 years.  A Senior Vice President of the 

firm, she works in the Private Markets Group specializing in real assets.  She performs due diligence of 

private market opportunities, maintains and establishes new relationships with private market firms, 

reports on private market investments and contributes to the firm’s client service efforts. 

Prior to joining the firm, for two and a half years Lisa was a Real Return Investment Analyst for the 

New Mexico State Investment Council (NMSIC), which manages the State’s $20 billion Land Grant and 

Severance Tax Permanent Funds. While at NMSIC, she managed the real asset and real estate 

portfolios, including:  evaluating existing investments and managers; monitoring portfolio 

performance and compliance; diligencing new managers and strategies, and shepherding new 

investments through the review, approval, and execution process. For the dozen years before joining 

NMSIC, Lisa was a Principal Technologist at CH2M Hill, a global firm providing full-service engineering, 

consulting, design- build, operations, and program management services in the energy, 

environmental, nuclear, transportation, and water sectors. Lisa was aligned with the firm’s Water 

Business Group and provided consulting services on projects involving water resources, ecosystem 

management, water and wastewater infrastructure, and utility management. For a previous firm, Lisa 

provided consulting services to federal and state agencies, including U.S. EPA and the U.S. Army Corps 

of Engineers. She also worked as an analyst for the Maryland General Assembly and the U.S. House of 

Representatives. 

Lisa received a Master of Science in Finance with honors from Pace University’s Lubin School of 

Business, a Master of Public Policy from the University of California at Berkeley, and a Bachelor of 

Arts, cum laude, from Duke University. She holds the Chartered Alternative Investment Analyst 

(CAIA) designation and is a member of the CAIA Association. 

 

Keith Bozarth 

Keith S. Bozarth retired as Executive Director of the State of Wisconsin Investment Board (SWIB) in 

June 2012. Since then he has served as a senior advisor on the FAS team for the NYS CRF, Indiana 

PERS, SERS of Ohio, and South Carolina RSIC engagements. 

During his tenure at SWIB, he successfully led a number of key initiatives: 

 Modernization of Wisconsin law governing SWIB investments, providing full “prudent 

investor” authority and providing trustees with full control of SWIB budget and staff 

positions; 

 Thirty percent increase in staffing at SWIB, which facilitated as increase in internal 

management from 20% of assets to over 50%, resulting in net cost savings; 
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 Review of the actuarial assumptions used for investment return and wage growth, 

resulting in significant adjustment to both; 

 Implementation of a cost attribution system, assigning cost to individual portfolios, 

and a revised incentive program to reflect full “net return” calculation; 

 Revised incentive program to reflect market for comparable operations; and 

 Implementation of an enterprise risk management function for SWIB. 

Before joining SWIB, Keith was CEO of the Orange County Employees Retirement System in 

California. His experience working with public pension funds began in 1992 and also includes the 

Teachers’ Retirement System of Illinois and both the State Employees’ and Public School 

Retirement systems in Missouri. He has served 11 years in a CEO role with oversight of investment, 

benefit and actuarial funding plans.  In addition, he spent five years providing counsel to the 

Missouri section 457 deferred compensation plan and served one term as a member of the 

oversight board for the plan. In total, he has nearly 25 years involved in deferred compensation or 

pension issues. He has overseen asset- liability studies at four different public funds, working with a 

range of consultants and actuaries. Keith is a well-known figure among the pension fund 

community and has regularly published and presented. 

Keith holds a bachelor’s degree and a J.D. degree, both from the University of Missouri-Columbia. 

He also was awarded the Retirement Plans Associate designation from the International Foundation 

of Employee Benefit Plans (joint program with the Wharton School). 

 

Christy Gahr 

Christy Gahr joined Meketa Investment Group in 2008 and is a Senior Vice President of the firm. 

She works in the Private Markets Group where she focuses on investments in real estate and 

private equity.  Christy has been an integral part of Meketa’s overall private market efforts, but 

more specifically the development of the firm’s real estate programs. 

Christy is focused predominantly on primary fund due diligence and most recently has focused on 

European opportunities out of the Meketa London office. Prior to joining Meketa Investment Group, 

Christy was employed at John Hancock Financial Services as a Staff Accountant. She graduated from 

Northeastern University with a bachelor’s degree in Finance. 

 

Randy Miller 

Randall (Randy) W. Miller has been a Principal with Funston Advisory Services LLC since its founding in 

2010. He has been a leader of our fiduciary and operations reviews and is an expert in public 

retirement system governance. He also has led Board workshops with the Ohio Police & Fire Pension 

Plan and the Oregon College Savings Plan and authored several white papers on public retirement 

system 

governance.  He has extensive experience in planning and conducting complex reviews and 
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improvement programs in large organizations. 

Randy recently concluded his role as project manager on the New York State Common Retirement 

Fund review and previously was day-to-day project manager for our New York City Bureau of Asset 

Management study.  He was part of the FAS team which recently assisted the Los Angeles County 

Employees Retirement Association (LACERA) in improving the effectiveness of the Board of 

Investments, and recently completed his involvement in a feasibility study for internal management 

with the Indiana Public Retirement System (INPRS). He previously led the benchmarking process for 

our South Carolina PEBA and RSIC, New York State CRF and SERS of Ohio engagements. He was also 

recently the lead consultant on an engagement for the Office of the Oregon State Treasurer 

examining Oregon’s pension investment governance structure, and also was actively involved in 

three projects at CalPERS which: 1) developed Board governance reforms; 2) developed their 

enterprise risk management program; and 3) assessed and developed strategies for improving 

stakeholder relations. He led the CalPERS governance benchmarking, a critical part of the 

governance reforms review, and co-led the governance structure benchmarking for the Oregon 

project. He has extensive experience in operations analysis and planning, developing and directing 

large-scale improvement programs. 

Randy retired from Deloitte Consulting LLP in February 2010 after 27 years of service, where he most 

recently led Mergers & Acquisitions Integration Services to manufacturing industry clients.  He has 

significant international consulting experience, led Deloitte’s global automotive industry consulting 

practice, and was based in Germany with Deloitte from 1997-2003, where he led Deloitte Consulting 

DACH (Germany, Austria, Switzerland) for two years. He specialized in planning and implementation 

of mergers, acquisitions and divestitures; market and supply chain strategy; and cost reduction/ 

operations improvements. 

Randy has led a variety of benchmarking studies, including board governance, investment 

operations, overhead cost structure, information technology strategies, and business 

transformation strategies. Randy received an A.B. degree from Dartmouth College with a major in 

Engineering Sciences.  He also received a B.E. from the Thayer School of Engineering and an M.B.A. 

from the Amos Tuck School of Business, both also at Dartmouth. Prior to Deloitte, Randy was a car 

product planner at Ford Motor Company. 

 

Christopher P. Tehranian 

Chris Tehranian joined Meketa Investment Group in 2007. A Principal of the firm, is responsible for 

managing the firm’s infrastructure and real assets private market practice. He focuses on 

performing due diligence of real asset opportunities, maintaining and establishing new 

relationships, and reporting. In addition, he assists clients with the development of investment 

policies, strategic planning, and program implementation and is a member of the Meketa 

Environmental, Social and Governance (ESG) Committee.  He sits on a variety of fund advisory 

boards, and speaks at numerous industry events. 

Prior to joining Meketa, he worked in capital budgeting, allocation, and financial management for 

the Gulf Power Company, a subsidiary of the Southern Company.  Jess was previously employed as a 
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portfolio analyst at Franklin Templeton Investments, and as an investment analyst at Segal Advisors. 

He received a Master of Science in Finance from Boston College and a BS in Finance and International 

Economics from the University of Florida. 

 

Christopher W. Waddell 

 

Chris Waddell joined Olson Hagel & Fishburn, LLP as a Senior Attorney in December 2008, where 

he heads the firm’s Public Retirement Law practice. He previously served as General Counsel for 

two California public retirement systems; first at the California State Teachers’ Retirement System 

(CalSTRS), the second largest public pension fund in the country, and later at the San Diego City 

Employees’ Retirement System (SDCERS). He has extensive experience in advising public pension 

trustees and staff on fiduciary obligations, plan funding and administration, and governance best 

practices. Chris was part of the FAS team which conducted a detailed review of the New York City 

Bureau of Asset Management, where he led the assessment of contracting and corporate 

governance and participated in the reviews of compliance, investment strategy, administration, 

and financial reporting. 

Chris currently serves as the outside General Counsel to the San Luis Obispo County Pension Trust, 

fiduciary counsel to SDCERS, and advises CalSTRS and several other California public pension 

systems as outside counsel on pension and fiduciary law issues involving benefits administration 

and/or interpretation as well as plan funding and governance questions. He also provides training 

in these areas as well as on open meeting and public records laws. 

Prior to joining CalSTRS, Chris was the Chief Counsel for the California Department of Finance and 

before that was the Chief Counsel for the California Department of Personnel Administration. 

During a portion of his tenure at Finance, he served as the Department’s representative on the 

CalSTRS Board. At both departments, he worked on a number of significant pension issues affecting 

CalSTRS and CalPERS. 

Chris is the author of a study released in 2009 by the American Federation of State, County and 

Municipal Employees entitled “Enhancing Public Retiree Plan Security: Best Practice Policies for 

Trustees and Pension Systems.” He has served as a Corporate Governance Fellow at the Stanford 

Law School and was a Co-Director of the Stanford Fiduciary College.  Chris was the lead author for 

the Clapman 2.0 Report, an update and expansion of the original 2007 Clapman report on pension 

fund governance best practices, issued by the Committee on Fund Governance of the Stanford 

Institutional Investors’ Forum. He also authored a chapter entitled “Fulfilling Fiduciary Duties in an 

Imperfect World—Governance Recommendations from the Stanford Institutional Forum” for the 

Cambridge Handbook of Institutional Investment and Fiduciary Duty, published in 2014 by 

Cambridge Press. 

Chris is a member of the National Association of Public Pension Plan Attorneys (NAPPA) and has 

served as the Chair of the Investment Section and Co-Chair of the Fiduciary Section.  He has spoken 

frequently on pension governance, fiduciary law, conflicts of interest, and securities litigation issues 
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before the National Council on Teacher Retirement, NAPPA, the California Association of Public 

Retirement Systems, and the Stanford Fiduciary College. He has also testified before on pension 

issues before the California Legislature, the San Diego City Council, and the San Diego Charter 

Revision Commission. 

Chris earned his Bachelor’s degree in Political Science/Public Service from the University of California at 

Davis and his law degree from the McGeorge School of Law, where he was a writer and editor for the 

Pacific Law Journal.  He is a member of the State Bar of California. 

 

Senior Advisors 

Rick Funston 

Frederick (Rick) Funston is the Managing Partner of Funston Advisory Services LLC, focusing on 

governance, strategy and risk intelligence.  In 2001, he created the concept of risk intelligence for 

both value creation and value protection. He is a frequent public speaker both domestically and 

internationally and he is the principal author of Surviving and Thriving in Uncertainty: Creating The 

Risk Intelligent Enterprise™, published by John Wiley & Sons in April, 2010. This book is specifically 

targeted at the governance and risk oversight needs of boards and executives in both public and 

private sectors. 

Rick has recently led the Fiduciary and Conflict of Interest Review of the New York State Common 

Retirement Fund and the Management and Operations Study and Best Practice Review of the New 

York City Bureau of Asset Management (BAM) for the New York City Comptroller. He previously led 

the Fiduciary Performance Audit of the South Carolina Public Employee Benefit Authority for the 

Office of the Inspector General. He also led Fiduciary Audits for the South Carolina Retirement 

System Investment Commission (RSIC) and the School Employees Retirement System (SERS) of Ohio, 

where the emphasis was on governance, policies and procedures in the investment operations and 

identifying improvement opportunities. He led the 2013 Fiduciary and Conflict of Interest Review for 

the New York State Common Retirement Fund (NYS CRF), a review of governance structure 

alternatives for the Oregon Investment Council, and Board Governance Improvement, Enterprise 

Risk Management, and Stakeholder Relations projects at CalPERS. 

He has provided board and executive education for CalPERS, the State Universities Retirement 

System of Illinois, Fairfax County Retirement System, Indiana Public Retirement System, Maryland 

State Retirement and Pension System, and the Washington State and State of Wisconsin Investment 

Boards. 

Rick retired from Deloitte & Touche LLP in May 2010 and formed Funston Advisory Services LLC. Prior 

to his retirement, he was the National Practice leader for Deloitte’s Governance and Risk Oversight 

Services. In that capacity, he served many of Deloitte’s largest domestic and global clients and was 

responsible for the thought leadership that currently underpins Deloitte’s globally pre-eminent 

position in risk intelligence. 

He has over forty years’ experience in both not-for-profit and for-profit sectors. Before joining Deloitte, 

Rick was the CEO of Continuous Improvement Services Inc. He began his career in the public sector 
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consulting on strategy and operations, organization and leadership development, performance 

management, program evaluation and survey research. 

Rick has been a guest lecturer at the Yale School of Management and Princeton University. He also 

served on the Board of Visitors for the Oakland University School of Business Administration from 

2009- 2011 and is an Adjunct Professor for the executive MBA program. He was awarded a B.A. from 

York University in Ontario and an M.S.W. from Tulane University. 

 

John A. Haggerty, CFA 

John Haggerty joined Meketa Investment Group in 1996 and has been in the financial services 

industry since 1993.  He carries consulting, management, and research responsibilities and chairs the 

firm’s Private Markets Investment Committee (PMIC), which has overseen the deployment of over 

$14 billion in client commitments since 2000. The PMIC governs client portfolio management, 

commitment pacing, strategic policy, and approval of individual investments.  John is also a member 

of the firm’s Private Equity, Private Debt, Real Estate, and Real Assets Investment Committees. 

John became a Chartered Financial Analyst in 1998 and is a member of the CFA Institute and the 

Boston Security Analysts Society. He serves on the Advisory Board of numerous buyout and 

venture capital limited partnerships. 

John held previous positions at IBC/Financial Data and The Boston Company. He is a graduate of Cornell 

University. 

 

Jon Lukomnik 

Jon Lukomnik led the evaluation of hiring and firing of external managers and consultants and due 

diligence and monitoring procedures during the NYC BAM, SERS of Ohio, NYS CRF and South 

Carolina RSIC reviews. He was also a senior advisor to the Cutter/FAS team which conducted a 

feasibility study for internal investment management at Indiana PERS. Jon is managing partner of 

Sinclair Capital L.L.C., a strategic consultancy to corporations, institutional investors and the 

investment management industry. He has provided risk management, product development, due 

diligence, fund selection and portfolio construction services to various institutional investors. Clients 

have included Nikko Asset Management, Legg Mason, SBLI Mutual Life Insurance Company, and NS 

Capital. Jon is a trustee for 

the Van Eck mutual fund complex and its related European UCITS funds. He has also been a director for 

various public companies, private companies, not-for-profit corporations and litigation trusts. 

Jon was deputy comptroller for pensions for the City of New York in the mid-1990’s, where he was 

the designated investment advisor for the City’s five defined benefit pension funds and was 

investment advisor for defined benefit plans totaling $80 billion in assets, as well as the City's own 

treasury.  In total, he has served as investment advisor or trustee for more than $100 billion in 

assets under management for various trusts, pension funds, endowments and asset management 

companies. 
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Over the course of his career, he has conducted more than 1,000 due diligence and external asset 

manager monitoring meetings.   Jon has been named by the National Association of Corporate 

Directors as one of the 100 Most Influential People in America for Corporate Governance three 

times. He was the International Corporate Governance Network's 2013 honoree for "excellence in 

corporate governance." He is a member of the Standing Advisory Group of the Public Company 

Accounting Oversight Board (PCAOB) for a three-year term beginning in 2015. 

A frequent contributor to both academic and practitioner publications, his new book, What They Do 

With Your Money: How the Financial System Fails Us and How to Fix (Yale University Press, May, 

2016), co-authored with Stephen Davis and David Pitt-Watson, has been praised by The Economist 

and Financial Times.  Jon also co-authored the award-winning book, The New Capitalists: How 

Citizen Investors Are Reshaping the Corporate Agenda (Harvard Business School Press, October 

2006), wrote chapters in The Handbook of Corporate Governance (Wiley, May 2016) and co-wrote a 

chapter in Corporate Governance in the Wake of the Financial Crisis (United Nations, 2010) and 

writes a monthly column for Compliance Week. 




