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TEXAS MUNICIPAL RETIREMENT SYSTEM
STATEMENT OF POLICIES FOR INVESTMENT OF THE ASSETS

PURPOSE

The Board of Trustees of the Texas Municipal Retirement System adopts this statement
of policies for investment of the assets of the Texas Municipal Retirement System
(hereinafter, “TMRS” or “System”).

BACKGROUND (Plan Design)

TMRS is a modified defined contribution retirement plan, under which the retirement
annuity of a member is the actuarial equivalent of the sum of (a) the member’s own
monthly contributions during working years' at a fixed percent of compensation,
accumulated at interest as System investment earnings permit, plus (b) an equal or greater
multiple sum out of the employer’s “accumulation account” and (c) any additional credits
granted by the employer.” The employer makes monthly contributions to this account at
the rate determined annually by the actuary (not exceeding certain maximum rates, if
applicable), and the System allows interest (at the same rate as for employee’s accounts)
on beginning annual balances in the account.

Annuities are paid during the post-retirement life of the member, calculated on
assumption of compound annual interest during the payout period at a rate fixed by the
statute (presently 5%). Alternative benefits that are the actuarial equivalent of a straight-
life benefit are authorized by statute.

INVESTMENT PHILOSOPHY AND STRATEGY

Philosophy
1. Because the plan design depends on a relatively consistent level of credited

interest across all plan years, and because compound interest credited annually at the
highest feasible rate best assures the highest amount of accumulated deposits of the
member at retirement, TMRS' goals are best achieved by an income-producing portfolio
management strategy rather than a total return strategy which may credit unrealized
gains.

! The average System retiree has 23 years of creditable service at time of retirement; the average retirement
age is 60, and the 60 year-old retiree (under present unisex mortality tables) has a life expectancy of 20.4
years.,

2 The benefit formula is modified to allow a member “prior service credit” for service antedating the
municipality’s participation date; the prior service credit is calculated as a dollar sum, which then becomes
part of the money-purchase formula for calculating the annuity.

Many, but not all cities allow “updated service credit,” which is a similar dollar amount calculated as if the
member’s contributions had been made throughout employment, on a uniform salary equal to the average
of the three years before date of the “updated service credit.” Both “credits” are funded out of employer
contributions, and are features that are modifications of the customary defined contribution plan.
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As such, neither a decline in or rise in, market value of its fixed-income portfolio is of
material significance to the System's investment objectives. Periods of rising interest
rates which, by definition, will result in erosion of bond market values, should be
regarded as opportunities to increase the yield on the total portfolio and fixed income
market volatility should be regarded as opportunities to realize gains."

Time Horizon
The System’s investment objectives are promoted by assured income returns over long
periods.

Investment Objectives
The basic objectives of investment and reinvestment of system assets are:

1. To assure preservation of (and return of) principal.
2. To earn income sufficient

a. To allow annual interest on the reserve funds at the rate fixed by statute;

b. To pay annual administrative costs of the System; and

C. To allow annual interest on the member and municipality accumulation
accounts at the statutory rate if income is available.

3. To consistently earn additional income, if feasible, for the following purposes:

a. To maintain and continue a “general reserves” account of not less than 2%
of total assets;

b. To pay a distributive benefit to annuitants on December 3 1* of each year;
and,

C. To credit additional annual interest to the individual accounts of members
and to the accumulation accounts of municipalities, to the extent income is
available.

Investment Strategy
1. Funds of the System shall be invested only in fixed-income securities, and shall

not be invested in common stocks except for utility stocks which may be owned
as a bond alternative and stocks whose earnings yield is 120% of the yield
available on U.S. Treasury bonds of fifteen years or more maturity.

2. Funds should be invested in United States Treasury obligations (which are
considered free from credit risks), unless greater returns on the alternative
securities, as authorized in this policy, justify the added risks.

3. Investments should be selected with longer-term assured income returns as a
primary consideration. The portfolio should be structured in such a manner
(including the sale of shorter maturity securities and reinvestment in longer,
higher-yield securities) that the average life of the portfolio, inclusive of principal
repayments and assuming a five-year life on all stocks, exceeds twelve years.

4. Capital gains may be taken as the market permits provided the quality and
maturity structure of the portfolio continues to satisfy the portfolio strategy
guidelines.

5. Except for short-term investments, the System shall not own securities that have a

floating or variable rate.
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PORTFOLIO MANAGEMENT

General Investment Policies

1.

Funds of the System shall be invested, without distinction as to source, only in
securities authorized by the statutes governing the System and by these
investment policies. Statutory and Board policy limits on amounts of any security
or class of securities shall be observed.

Investments shall be made with the degree of judgment and care, under the
circumstances prevailing at the time of the investment, that persons of ordinary
prudence, discretion and intelligence exercise in the management of their own
affairs, not in speculation but when making a permanent disposition of their
funds, considering the probable income from the disposition and probable safety
of their capital.

Short-Term Investments - Eligible Securities
Funds may be invested, pending accumulation of amounts sufficient to warrant longer-
term commitment, in the following:

a.

United States Treasury securities of one year maturity or less, except that when
short-term yields exceed long-term yields, as described in Asset Type Limits item
(e), maturities may be greater than one year.

U.S. Government-Sponsored Enterprise (GSE’s) discount notes of one year
maturity or less,

Commercial paper of 270 days or less in maturity issued by corporations whose
commercial paper is rated A-1 by the Standard and Poors Corporation, or P-1 by
Moody’s Investors Service,

Custodian bank’s short term investment fund, provided such fund is restricted to
securities rated A or better, provides daily liquidity, and satisfies the requirements
for ERISA-qualified plans.

Long-Term Investments - Eligible Securities
Funds may be invested in the following:

a.
b.

United States Treasury notes and bonds,

U.S. government agency securities, backed by the full faith and credit of the U.S.
government,

U.S. Government-Sponsored Enterprise Securities and Federally Related
Institution Securities,

Mortgage Pass-Thru Securities issued by U.S. government and federally chartered
agencies, rated A or better

Collateralized Mortgage Obligation (CMO) Bonds issued by U.S. Government
and federally chartered agencies or collateralized by U.S. Government Agency
securities, rated A or better,

U.S. Corporate Bonds rated A or better by Moody’s Investor Service or Standard
and Poors Corporation,

Except for Rule 144-As, private placements of securities that are not registered are not
eligible for purchase.
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Common and Preferred Stock Restrictions
Funds may be invested in common or preferred stocks of U.S. corporations that:

a. have paid a cash dividend for ten consecutive years immediately before the date
of purchase;

b. are listed on an exchange registered with the Securities and Exchange
Commission or its successor, except for bank or insurance stocks, and

c. satisfy the criteria of the stated investment strategy as described in this policy

under Investment Strategy item (1).

Asset Type Limits

Assets will be allocated in such a manner that the portfolio will be structured as follows:

a. Securities that are issued by (1) Agencies of the United States of America backed
by full-faith and credit of the U.S. Government, (2) Government-Sponsored
Enterprises, and (3) Federally Related Institutions whose securities qualify as
collateral security for the deposit of public moneys, combined: minimum, 25%;
maximum, 100%.

b. Mortgage-Pass Thru Securities and CMO Securities, combined: minimum, 0%;
maximum, 20%
C. Corporate securities (other than commercial paper): minimum, 0%; maximum,

75% provided that split-rated corporate securities with one rating below the A
rating are limited to a maximum of 5%; and

d. Short-Term Investments: minimum, 0%, maximum, 15%.

e. At such times that the short-term yield approximates or exceeds the long-term
yield on equivalent securities, the Executive Director may, in his discretion,
authorize the accumulation of greater amounts of short-term investments pending
longer-term commitment.

f Common and preferred stocks: minimum, 0%; maximum, 20%.

Investment Risk

Risk is defined as credit risk and the probability of not meeting the System’s investment
objectives. Credit risk of corporate obligations shall be reduced through diversification.
Not more than 2% of the assets of the System shall be invested in the securities of any
one corporation; and not more than 5% of the voting stock of a corporation may be
owned by the System.

When stocks are purchased, staff shall strive to manage market risk through
diversification of the stock holdings.

IMPLEMENTATION

Investment Procedures
The Executive Director shall determine the amount of cash required to be kept on hand
for payment of benefits, refunds, administrative expenses and other obligations, and shall
invest the funds of the System not so required. In the performance of that duty, the
Executive Director shall exercise his best judgment and discretion to effectuate the
policies herein set forth.




Delegation of Authority

The Executive Director shall be authorized to delegate to the Investment Officers, the
authority and duty of selecting investment securities pursuant to these policies, and the
Executive Director may delegate to the Investment Officers, or to any other employee or
employees designated by the Executive Director, the authority to place orders for such
securities, and to perform all other acts required to settle transactions and to receive and
hold investment securities.

Trade Execution
1. No securities shall be purchased from, or loan made directly to, the obligor, but
securities shall instead be acquired by purchase in the open market.

2. Dealers should be selected based on their ability to perform efficiently for the
System. Business should be conducted with those dealers that demonstrate the
financial ability to perform. The ability of the securities dealer and its
subsidiaries or affiliates to fulfill commitments as evidenced by capital strength
and operating results is a primary consideration. Dealer financial statements will
be maintained as permanent records of the System.

Trade Settlement

Payment for securities will be made versus delivery of the security. The assets of the
retirement system may be held in the name of agents, nominees, depository trust
companies or other entities designated by the Board of Trustees. The records and all
relevant reports or accounts of the retirement system must show the ownership interests
of the retirement system in these assets and the facts regarding the system’s holdings.

Trade Documentation

1. Purchases and sales of fixed income securities will be documented at the point of
transaction by electronic prints of the active “United States Treasury Market
Composite” page of a nationally recognized electronic data system. Trade
documentation will include the initial contact information, the electronic
measurement page, and the confirmation from the dealer.

2. Purchases and sale of stocks will be documented by electronic prints of the
security’s bid and ask price at the point of transaction and the day’s trading range
and volume for that security.

3. Transaction documentation will remain in the permanent files of the System.

Reporting Requirements

The following reports will be provided to the Board of Trustees on a quarterly basis:

1. Summary of the System’s investments;

2. Except for the investment of temporary cash, a list of all purchase and sale
transactions for the quarter; and

3. Other information as may be requested by the Board of Trustees

The following will be provided to the Board of Trustees on an annual basis:

1. Summary of investment performance and evaluation of the System’s investment
results relative to the investment objectives; and

2. If appropriate, recommended changes to the Investment Policy.
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SECURITIES LENDING

Lending Agent
The securities lending agent must:

1. be experienced in the operation of a fully secured securities lending program;

2. indemnify the System against any loss resulting from borrower default or from its
own failure to properly execute its responsibilities under the lending agreement;
and

3. be rated at least A by two nationally recognized rating services and maintain Risk
1 and Total Capital Ratios of 7% and 10%, respectively.

Eligible collateral
1. Cash (U. S. dollars)
2. U.S. Government Securities

Cash Collateral Reinvestment Guidelines
The securities lending agent may reinvest cash collateral in the following:

1. U.S. Government Securities, issued or guaranteed as to principal and interest by
the U.S. Government, its agencies, instrumentalities or establishments.

2. Dollar-denominated securities with debt-like characteristics on a fixed rate and
floating rate basis with the highest short-term quality ratings by at least two
nationally recognized rating services, and as applicable, whose long term ratings
are at least A3 and A- by Moody's and Standard & Poor's rating services,
respectively.

3. Repurchase agreements collateralized by U.S. Treasury and government agency
securities, AAA-rated asset-backed securities, long term dollar-denominated
corporate securities with a minimum long-term rating of AA by Moody's and
Standard & Poor's, or short-term dollar-denominated corporate securities rated A-
1 and P-1 by Moody's and Standard & Poor's.

The reinvested cash collateral shall be diversified consistent with the System's overall
portfolio diversification policy.

The lending agent shall manage the market risk of the reinvestment of cash collateral
through careful monitoring and consideration of the maturity structure of the reinvested
cash collateral relative to the System's outstanding loans and in no event shall the overall
maturity of the reinvested cash collateral exceed 90 days. For purposes of calculating the
overall maturity of the reinvested cash collateral, a floating rate instrument shall be
deemed to have a maturity equal to the period remaining until the next readjustment of
the interest rate.

Borrower Limits

Consistent with the securities lending agent's indemnification of the System for loss
resulting from borrower default, the securities lending agent shall be responsible for the
limits placed on individual borrowers in accordance with in-depth ongoing credit
reviews,
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SUBCHAPTER C. STANDARDS OF CONDUCT AND CONFLICT OF INTEREST
PROVISIONS

§ 572.051. Standards of Conduct
A state officer or employee should not:

(1) accept or solicit any gift, favor, or service that
might reasonably tend to influence the officer or employee
in the discharge of official duties or that the officer or
employee knows or should know is being offered with the
intent to influence the officer's or employee's official
conduct;

(2) accept other employment or engage in a business or
professional activity that the officer or employee might
reasonably expect would require or induce the officer or
employee to disclose confidential information acquired by
reason of the official position;

(3) accept other employment or compensation that could
reasonably be expected to impair the officer's or
employee's independence of Jjudgment in the performance of
the officer's or employee's official duties;

(4) make personal investments that could reasonably be
expected to <create a substantial conflict between the
officer's or employee's private interest and the public
interest; or

(5) intentionally or knowingly solicit, accept, or agree to
accept any benefit for having exercised the officer's or
employee's official powers or performed the officer's or
employee's official duties in favor of another.

Added by Acts 1993, 73rd Leg., ch. 268, § 1, eff. Sept. 1,
1993.




OTHER

Code of Ethics and Personal Investment Activities

All TMRS staff involved in the investment of TMRS assets are charged with making all
investment decisions in the best interest of the System, and may not solicit, accept, or
agree to accept any gifts of more than de minimus value, personal benefits, or personal
favors offered to them because of their positions with the TMRS. Cash gifts are
prohibited. In all cases, staff should use reasonable care and judgment to not place
themselves in a situation that might cause, or be perceived to cause, a loss of
independence or objectivity.

Confidentiality
All TMRS staff having access to specific information regarding TMRS investment
transactions and related activity shall consider the information confidential in nature.




