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TCDRS Does Retirement Right

Here’s why:
* Savings-based benefits
* Responsible plan funding

* Flexibility and local control

TCDRS partners
with more than 655
counties and districts




We serve more than
248,000 Texans

TCDRS Benefits Texas m

In 2013, $971 million in benefits, 96% of which
stayed in Texas. These benefits™:

* Supported $1.4 billion total economic output
* Created 11,340 jobs
* Added $838 million to Texas GDP

*Multipliers from the Bureau of Economic Analysis, U.S. Department of Commerce




Set Up for Success

* Created in 1967 by the Texas Legislature

* Managed independently by a nine-member
board of trustees

* Receives no funding from the State of Texas

* Manages an estimated $23 billion in assets as
of Dec. 31, 2013

Plans Like TCDRS Are Efficient

* Provides same benefit as defined contribution
(DC) plan at half the cost

— Professional investment management
— Optimally balanced portfolio (forever young)

— Pooled longevity risk

* Costs average 1/4 percent to 1/3 percent of
assets




Funded Ratio History

TCDRS is among the top 20% of best funded public retirement systems nationally.
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Plan Funded Ratios by Percentage

Plan Count Percentage

Funded Ratio Greater Than or

0,
Equal to 100% 129 20%
Funded Ratio Greater Than or .
Equal to 80%, But Less Than 100%  %° 68%
Funded Ratio Less Than 80%* 82 12%
Total 656 100%

* In general, these are new plans that need a few years to build up plan assets or plans that
have recently adopted a benefit increase. All plans are moving to a 100% funding ratio.




Employees Save for
Their Own Retirement

Employee
accounts earn
7% annually.
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Employees Earn a Lifetime Benefit

’ Employer matching
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Texans Earn Reasonable Benefits m

As of Dec. 31, 2013

Average Years of Average

Average Age County or District Annual

at Retirement Service at Retirement Benefit!
61 17 $19,548

'All averages reflect plan provisions in effect at the time of each retirement.
The averages are based on data that is currently available.

Includes cost-of-living adjustments adopted by the counties and districts.

Investment Income Funds Benefits m
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Investment Income Funds Benefits m

Employer Contributions R,

77¢

Investment Return

Estimated

Investment Income Funds Benefit m

Employee Deposits

Investment Return

Estimated




Investment Returns (Net of Fees)

Estimated as of Dec. 31, 2013

Annualized 2013 3 5 10 20 30
Returns Return | Year | Year | Year | Year | Year

Total Fund |16.4% 9.0% |13.1%| 6.9% | 7.5% | 9.5%

Our estimated results include conservative estimates of fourth quarter performance of TCDRS' private equity, private real estate and
distressed debt portfolios whose actual performance will not be available until audited financial statements from the underlying partnerships
are received in the spring. Final performance will be released in conjunction with TCDRS’ 2013 Comprehensive Annual Financial Report.

TCDRS Outperforms Benchmarks

Estimated as of Dec. 31, 2013

[] TCDRS Total Fund Net Returns

16.4% 1 Benchmark Returns
13.1%
T
0,
12.7% 12.1%
9.5%
o 7.5%
6% 8.3%
6.3% 6.5%
2013 5 10 20 30
Return Year Year Year Year
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16.4% Return Offsets Net Losses

(All Employers in Aggregate)
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Diversified Portfolio Reduces Risk

PORTFOLIO ASSET ALLOCATION TARGETS

as of 12/31/2013
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Diversified Portfolio Reduces Risk

PORTFOLIO ASSET ALLOCATION TARGETS
as of 12/31/2013
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Achieving Long-Term Investment Goals m

The dream

8%

Time
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Achieving Long-Term Investment Goals

The expectation
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Achieving Long-Term Investment Goals

Actual Returns Net of Fees
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How Employer Rates Are Determined

* Each year TCDRS actuaries look at each plan
to determine their required contribution rate

Study workforce and estimate
benefits employer will pay

Estimate the value of future
benefits in today’s dollars

Q Compare plan assets
with estimate of benefits

Q Determine a rate to appropriately fund
benefits while keeping rates stable

Employers Fund Plans Responsibly

* Weighted-average required contribution rate for
2014 is 11.42% of payroll

* Required contribution rate does two things:

- Invest for current employees’ future benefits
- Pay down unfunded liabilities to zero within 20 years
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What Are Unfunded Liabilities?

* “Unfunded” is a misnomer:
It implies that the benefits aren’t being funded.

* Unfunded liabilities are simply the difference
between plan liabilities and plan assets.

* Unfunded liabilities are being funded over 20
years simply by employers paying their required
contribution rate.

Employers Make the Call Each Year

* Each employer chooses the level of benefits
to provide their employees a secure source of
retirement income.

* They can increase or reduce benefits by
adjusting the following:

— Employee deposit rate (how much employees save)
— Employer matching at retirement
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Keeping Rates Stable

* What TCDRS does

- Manages risk in the investment portfolio
— Accumulates and uses reserves
-~ Smooths investment gains and losses

* What employers can do
— Maintain or adjust benefit levels
- Make extra contributions

* Contribute at an elected rate

* Make a lump-sum contribution
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Sharpest Tool on the Web

* New Plan Customizer — unique online tool

* Explore plan options and immediately see
how changes affect your benefits and cost

* Save and compare options

* Available this summer

EEE

New Plan Customizer
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New Plan Customizer

YOUR LA
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How GASB Affects Your Audit Process

* Net pension liability will now be reported on
your balance sheet.

* Your auditors will need assurance that the
information we provide you is reliable.

* This applies to employers that have audited
financial statements.

Assurance From TCDRS

Service Organization Controls report
= SOC 1 report
The SOC 1 report ...
* Lists high-level business and IT objectives.

* Details the supporting controls that we have in place to
mitigate operational risk.

* Shows the results of our auditor’s tests of those controls.

* Qutlines the objectives that you, as an employer, are
responsible for.
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When Will SOC 1 Be Available?

* The first SOC 1 report will be available late
spring/early summer 2015.

* To access the SOC 1 report, sign in at
www.tcdrs.org/employer.

Your Employer Controls

* Employer controls: The processes you have in
place to help ensure the TCDRS retirement plan
information generated for financial reporting is
reliable.

* Called “Complementary User Entity Controls” in
the SOC 1 report.

* Your controls need to be in place the full year
prior to the end of your fiscal year ending
on or after June 30, 2015.
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Four Objectives

* Census Reports and Accounting Valuation
Process

* Contributions
* Distributions

* Logical Access

Census Reports and
Accounting Valuation Process, Part 1

* Only authorized personnel have permission to access
data-related functions on the TCDRS website. This

includes:
— Current and historical employee data
— New employee enroliment
— Payroll processing and submission
Please note: You are responsible for updating your

contacts on the TCDRS website as your staff changes
responsibilities or leaves your county or district.
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Census Reports and
Accounting Valuation Process, Part 2

* Designated personnel maintain documentation
regarding plan provisions and that any plan
changes are submitted to TCDRS by their due
date.

Census Reports and
Accounting Valuation Process, Part 3

* Information provided to TCDRS by authorized
employer personnel is accurate, complete and in
accordance with plan guidelines. This includes:
— Employee enrollment data

(such as gender and date of birth)
— Payroll files
— Employee eligibility data

Please note: Age, gender, deposits and service time are
critical data for evaluating your retirement plan as they
determine eligibility and benefits.
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Contributions

* Only authorized personnel have access to the payroll
function on the TCDRS website.

* Payroll amounts included in payroll files submitted to
TCDRS are complete and accurate.

* Contribution amounts entered on the TCDRS website
are accurate. This includes employee deposits, employer
contributions and Group Term Life premiums (if
applicable).

* Transactions posted to your employer account have
been reviewed and confirmed by authorized personnel
on your staff.

Distributions

* You are responsible for ensuring that only
appropriate personnel are authorized to certify
employee withdrawals and retirement
applications.
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Logical Access

* Access to personal computers and terminals is
limited to authorized and appropriate personnel.

* Your designated Security Administrator

regularly reviews which individuals have access
to the TCDRS website.

Talk to Your Auditor

* Discuss the processes you have in place to ensure that:

— Only the appropriate people have access to data
— Data you submit to TCDRS is accurate

— Data, document and payroll submissions are accurate

* Ask your auditor what documentation you need to
provide to assure them these controls are in place.

* Your auditors will identify gaps in your controls and you
may want to develop additional processes to address
them.
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Implement Controls Soon

* Have controls in place at the beginning of your fiscal

year that ends on or after June 30, 2015.

* Sooner is better so you can start the discussion with

your auditor.

July 1, 2014 May 2015 June 30, 2015
Employer controls SOCH1 report Fiscal year end

in place \ /
N\

< % &

2014 2015 2016

)

How TCDRS Can Help

* SOC 1 report

* On the TCDRS employer website you can:
— Review contacts and what access they have
— Get your Employer Account Statement

— Access your TCDRS plan documents
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We Are Here to Help! m

* Employer Services

— Information regarding plan options
— Rate information and analysis
— Special plan studies

* Education opportunities

— Annual Conference:
July 9-11, 2014
— Free webinars

* Contact information

— Phone: 800-651-3848
— Email: EmployerServices@tcdrs.org
www.tcdrs.org/employer

TCDRS ANNUAL
CONFERENCE

JULY 9-11, 2014 * SHERATON AUSTIN AT THE CAPITOL * AUSTIN, TEXAS

Register today and save!
www.tcdrs.org x 800-651-3848, ext. 20!
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TEXAS
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SYSTEM

Questions?
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