TMRS

MINUTES OF THE
TEXAS MUNICIPAL RETIREMENT SYSTEM
Meeting of the Investment Committee of the Board of Trustees

March 25,2026 —8:30 a.m.

The Investment Committee (Committee) of the Board of Trustees (Board) of the Texas Municipal
Retirement System (TMRS) convened for a meeting at 8:30 a.m. at the TMRS office, located at
2717 Perseverance, Suite 300 in Austin, Texas, with the following Committee Members present:
Committee Chair Bryan Langley, Committee Vice Chair Pamela Williams, Jim Parrish, Tommy
Gonzalez, Jaime Reyes, and Isaac Tawil.

Staff present included: Debbie Mufioz, Anali Alanis, Christine Sweeney, Jac Greene, Nick
O’Keefe, Kristyn Scoggins, Tom Masthay, Cindy Demers, Colin Davidson, Leslee Hardy, and
Madison Jechow. Consultants present included: Sam Austin, Emily Moran, Spencer Edge, Joe
Newton and Janie Shaw.

Mr. Langley called the meeting to order at 8:30 a.m.

1. Discuss Investment Committee Expectations.

Mr. Langley said this is the first meeting of the Committee and will be an important use of
Trustees’ time. Ms. Williams said she expects this to be an impactful Committee.

2. Review and Discuss Investment Committee Charter.

Ms. Mufioz reviewed the agenda for this meeting and noted other committee meetings scheduled
for this day. She discussed the Committee Charter included in Board materials, which was adopted
by the Board in December. Ms. Munoz asked if the Committee had any questions or proposed
changes to the Charter, and there were none.

3. Discuss City Benefit Accumulation Fund (BAF) Interest Credit Allocation Process.

Ms. Hardy said the TMRS Act requires that each year the Board make annual interest allocations
to four TMRS funds. Two allocations are to the Supplemental Disability Benefits Fund and the
Supplemental Death Benefits Fund. The TMRS Act guarantees a 5% interest credit to each of those
funds based on the average amount in the funds during the year. For 2025, the statutory credits to
those two funds totaled $1,032,100. The third allocation is to the Interest Reserve Account, which
is the source for TMRS’s administrative expenses and reflects net investment income for the year
available for interest credits. Under the TMRS Act, the Interest Reserve Account cannot have a
final December 31 balance less than the required budget transfer for the following calendar year,
or in this instance not less than $44.1 million. The Interest Reserve Account also protects against
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decreases in private investment values between the estimates used for the interest credit to final
valuation as presented in the annual financial statements. For December 31, 2025, staff
recommended a target interest reserve balance of $340 million be maintained.

Mr. Langley asked whether $340 million was sufficient given increases in TMRS’s private market
holdings. Mr. Masthay said that last year the reserve balance was 2.7% of private market holdings
and that while those holdings increased modestly this year, TMRS has heard from enough
managers to believe that $340 million will provide sufficient cover.

After the credit to the Interest Reserve Account, Ms. Hardy said, the amount available for credit
to the TMRS Benefit Accumulation Fund (BAF) is calculated. The BAF interest credit is allocated
to the individual participating cities based on their beginning of year BAF balance. This time a
one-time transfer from the TMRS General Reserve Account to the Interest Reserve Account, as
approved by the Board in December 2025, to balance a December 2021 transfer into the
Supplemental Death Benefit Fund resulting from the pandemic, factored into these calculations.
For the year ending December 31, 2025, estimated investment income, including fourth quarter
private market valuation adjustments, of $5,682,454,526, and other applicable adjustments, allows
for a 2025 interest credit rate of approximately 13.54%. Ms. Hardy said that tomorrow staff will
recommend to the Board to credit 13.54% to the BAF.

Mr. Langley asked if the $5.6 billion credit includes appreciation. Mr. Newton said yes; also, for
most plans, administrative expenses are not included until contributions are reported, but under
the TMRS Act, interest credited to the BAF must be net of all expenses. Mr. Langley asked if that
means that TMRS expenses are not shown in city rate letters? Mr. Newton said yes, but expenses
are about nine basis points.

4. Review Investment Program History.

Mr. Masthay reviewed the history of TMRS’s investment program since 2005. The key takeaway
is that in 2021, the Board approved an asset allocation that was a key event in changing TMRS’s
philosophy toward investments. Prior to that, the general approach was that there was no need to
take additional risk to achieve TMRS’s assumed rate of return. In 2021, the Board changed the
asset allocation after recognizing that TMRS has enough liquidity to take some additional risk to
improve returns. TMRS made generally good discrete investment decisions prior to 2020 but
struggled to implement those decisions at scale. In February 2020, the Board delegated more
authority to staff to implement the asset allocation, and this allowed Investments staff to move
faster. Benchmarks also were changed with the asset allocation. TMRS is starting to see the results
now.

Mr. Masthay reviewed eras of TMRS investments starting in 2005, when TMRS was in a transition
era from being an income investor to a total return investor. From 2010 to 2015, an education era
saw the Board considering modern asset allocation. A diversification era began in 2015 but
progress was slow as all investment manager selection decisions were made at the Board level. In
2020, the Board discussed governance and investment philosophy changes.
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Mr. Masthay reviewed equity risks and illiquidity risks. While TMRS looks to implement an
increased allocation to private markets, which are slow-in, slow-out investments, the TMRS
portfolio’s risk profile is now closely aligned to that of the targeted asset allocation.

Mr. Masthay reviewed the TMRS portfolio’s performance against the actuarial target of 6.75%
and against benchmarks. Mr. Langley asked if TMRS had performed during that period like a
median plan, how much higher could returns have been? Mr. Masthay said 1-2% per year. Mr.
Langley asked if the actuarial target is still appropriate. Mr. Masthay said that if the actuarial target
is linked to the assumed investment rate-of-return, then TMRS is on target. The Board reduced the
actuarial target to 6.75% in 2015 when expected investment returns no longer aligned with
actuarial requirements. Mr. Masthay showed returns compared to benchmarks, including that
returns exceeded benchmarks in 76% of one-year periods. Mr. Parrish said that returns have been
going up so long that he wondered when a bottom may be coming, but he said the decisions made
have served to smooth city contribution rates, and it is important to keep a 30-year outlook. Mr.
Masthay said that returns in 2022 were negative but followed by positive returns the next year.

Mr. Masthay discussed changes to asset class benchmarks adopted in 2021. The benchmark for
private markets was changed to a public markets benchmark, and this resulted in outperformance
during 2022, a down year, because private market investments settle more slowly than public
markets. While benchmarks match the underlying assets in the portfolio better now, they will be
reviewed by the Board this year.

Since 2021, Mr. Masthay said, TMRS returns have exceeded passive Public Equity returns while
maintaining a lower measured risk profile. TMRS Private Equity returns have exceeded the
illiquidity premium projected by NEPC for such investments in most years, which premium NEPC
calculates to average about 3%.

Mr. Gonzalez asked if a report can be prepared for the benefit of cities and members to see, based
on these returns, measured over one-, three-, five- and 10-year periods. He also asked for a five-
year outlook on risks and costs from private market assets. Mr. Masthay said the measured risk to
TMRS and its contributing cities generally is less because of private market assets. Mr. Parrish
recalled a chart showing that projections for city contribution rates continue to increase, and Mr.
Newton said city contribution rate volatility is still reduced by private market assets. Mr. Gonzalez
asked if TMRS meets targets for returns, can cities live with contribution rates in the next five
years even with private market assets being illiquid? Mr. Newton said that the Board’s consultants
will provide information to show how a variety of tools creates stability.

Mr. Masthay said that, after the asset allocation changes from 2021, the trend is toward sustainable
returns, even measured against peers. He intends to provide a balanced view of data to the

Committee, as the goal is to keep getting better.

5. Review 2024 Investment Practices and Performance Evaluation.

Mr. Austin presented NEPC’s evaluation of Investments practices and performance. He said that
based on 2019 legislation, the Pension Review Board requires such a report every three years.
NEPC completed the 2024 evaluation of TMRS and found three things that could be better, but
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the report was a good bill of health for TMRS overall. The three recommendations were: a more
formal review annually of the Investment Operational Procedures Manual by Investments team
members; finalizing the process for auditing proxy votes submitted by ISS on TMRS’s behalf; and
reviewing the personal trading policy. Ms. Williams asked about trading limits in TMRS’s policy.
Mr. O’Keefe said the policy has thresholds to prevent an employee from front-running TMRS
trades, rather than an absolute prohibition, because TMRS, unlike some of its peers, outsources all
direct trading.

Mr. Austin said that NEPC reviewed a total of 11 pension funds that were identified as peers to
TMRS. NEPC compared the governance structure of TMRS against its peers. Mr. Gonzalez asked
if NEPC could give a report, as of the end of 2025, of one-, three-, five- and 10-year returns against
benchmarks. Mr. Austin said that was done in working papers for the 2024 report and could be
updated through end of 2025. Mr. Gonzalez said he had seen a one-year report with such
comparisons for Trinity River holdings. Mr. Austin suggested referring to Board Consultant
Albourne for that report. Mr. Langley asked about the peers and how they ranked on a percentage
basis, because he did not want to compare TMRS to peers that performed poorly. Mr. Austin said
that NEPC had different recommendations for peers and will include those in the updated report.
Mr. Masthay said that the next evaluation from NEPC based on PRB requirements will be due in
2027.

6. Review TMRS Investment Policy Statement (IPS) and Investment Guidelines and
Consider and Act on Possible Amendments to IPS.

Mr. Masthay recommended three changes to the IPS: (1) adding express recognition of the
standard of care of fiduciary responsibilities; (2) adding reference to this Committee and its charter;
and (3) adding reference to the Chief Investment Legal and Compliance Officer. NEPC found the
IPS statements regarding delegation to meet standards when compared to peer plans. The IPS
addresses reports that the Board receives from its Board consultants for investments prior to
implementation of delegated Investments decisions. The asset allocation exhibit to the IPS shows
the current allocation and discusses how it will be reviewed over time. Mr. Masthay said the
Investment Guidelines are a separate document, modeled on recognized governance guidelines
from the State of Wisconsin Investment Board. Mr. Masthay commented that it makes sense to
incorporate the Guidelines into the IPS as it is reviewed between now and December 2026.

Mr. Langley said it is important for the Board to review and approve the Guidelines, and he asked
if the Guidelines could be included in the IPS as an attachment when the IPS is proposed to the
Board for approval tomorrow. Mr. Gonzalez asked for clarification of statements in the IPS
regarding delegation of authority to the Executive Director or the Executive Director’s designee,
rather than to unspecified staff members. He added that it is important for an Executive Director’s
designee to be independent of the Chief Investment Officer. Mr. Gonzalez said he also had
questions about the authority needed for co-investment decisions and would send the questions to
Mr. Masthay.

Mr. Parrish moved that the Committee recommend to the Board that it adopt the proposed
amendments to the IPS, with the changes requested by the Trustees to add Investment Guidelines
as an exhibit to the IPS and to clarify delegation of authority to the Executive Director or the
Executive Director’s designee. Mr. Gonzalez seconded the motion, which passed 6-0.
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7. Asset Allocation Process Review, Investment Beliefs Discussion. and Risk Appetite
Survey Introduction.

Mr. Austin discussed the asset allocation review process. NEPC will look at a variety of investment
mixes, review them against the Sharpe ratio for risk, and stress test the mixes. He presented a
timeline for this year’s review, which is required annually by the IPS. More comprehensive asset
allocation and asset liability modeling studies are required by the IPS once every four years, with
the next such studies due in 2027. Asset allocation is the key ingredient through which investment
beliefs are expressed and risk and return levels in a portfolio are determined.

Mr. Langley said cities can tell when to expect cash inflow and outflows, and he asked if that was
true for TMRS and how it affected its asset allocation? Mr. Austin said yes, as review of plan
liabilities requires review of cash flow. Mr. Newton said that cash flow is more staggered for
TMRS than for a city; currently for TMRS it is about 1%, and it will take at least 20 years to reach
3%.

Mr. Austin reviewed TMRS’ investment beliefs in the IPS, which he said are solid and mirror
those of other NEPC clients. NEPC will send survey questions to Trustees regarding their risk
appetites and investment beliefs before the June Board meeting. Committee members discussed
investment belief 11, regarding integrating environmental, social and governance research into
investment review where it is consistent with fiduciary duties. While Mr. Austin noted the
important qualifier that review be consistent with fiduciary duties, Committee members
recommended removing investment belief 11 from the IPS.

Mr. Gonzalez moved to amend the Committee’s recommendation from agenda item 6 to also
remove investment belief 11 from the IPS. Mr. Reyes seconded the motion, which passed 6-0.

8. The State of Private Equity Markets.

Mr. Edge presented a Private Markets outlook, which he noted was an ecosystem commentary
rather than advocacy for certain strategies. Private Markets have outperformed over cycles from
one to 10 years, because these investments act differently than public market investments and
respond to inflation differently. The number of companies in public markets is now half the number
there were in 2000, and now only 1% of companies are publicly traded. In the macro-economic
environment, there is a case for optimism about U.S. growth, but a “K-shaped” economy is
resulting in uneven outcomes between winners and loser. Also, cheap debt is gone for the
foreseeable future. Fund-raising for Private Markets investments is down from a peak in 2021,
though artificial intelligence data centers are amassing huge levels of capital. For Private Credit,
lower base rates and increased competition will lower spreads, so total return expectations should
be lowered. Mr. Edge reviewed challenges — including geopolitics, interest rates and office space
requirement questions after COVID — for Real Assets and Real Estate. Albourne’s 10-year return
forecast still projects Private Equity will produce the highest returns compared to Private Credit,
Real Estate or Real Assets. Mr. Edge said TMRS is in a good position to look for opportunities in
Private Equity going forward.
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9. Chief Investment Officer Reports.

Mr. Masthay said future CIO reports will go beyond reporting performance data to summarize key
portfolio and administrative updates, share market updates, and respond to Trustee questions. He
presented a report responding to Board questions from its December meeting. He said that NEPC
expanded its performance report to provide more detail on manager transitions and proxy voting.
Mr. Masthay reviewed IPS reporting requirements. He reviewed current asset allocations against
the target allocation and shared reports on investment changes in public markets and private
markets made through delegated decisions. The Trust Fund’s actual allocation risk has been in-
line with expectations. Stress tests based on questions from the Board’s February retreat were
performed. Test results show that TMRS should maintain its commitment to its portfolio allocation
for the long term and that the biggest liquidity challenge would be receiving all investment
manager capital calls at one, but TMRS has sufficient liquidity in that event. Last year was a banner
year for public equities, and its returns affected the actual asset allocation, but all five asset classes
outperformed their respective benchmarks. Investments in private markets met budgeted goals last
year.

10. Chief Investment and Legal Compliance Officer Reports.

Mr. O’Keefe reported that for the fourth quarter of 2025, TMRS was in compliance with all testable
IPS parameters. State Street’s reports and TMRS investment staff confirmed that TMRS’
investment managers were in compliance with all relevant Investment Guidelines. Also, TMRS
complied with all IPS requirements for all of 2025.

11. General Investment Consultant Quarterly Report.

Ms. Moran presented NEPC’s quarterly report for Q4 2025, which showed that the TMRS Trust
Fund ended 2025 with $48.6 billion in assets after a one-year return of 13.29% net of fees. Those
returns put TMRS in the 56 percentile for the 1-year period as compared to 28 peer plans. Mr.
Masthay said looking at returns over the four-year period is most reflective of changes since the
Board revised the asset allocation in 2021, and over that period TMRS returns place it in the 5"
percentile. Ms. Moran said TMRS’ investments remained in compliance with asset allocation
target ranges. Returns were generated with lower risk levels, with TMRS in the first quartile as
compared to peers. TMRS’ ranking among its peers for returns measured on a five-year rolling
basis increased each quarter of 2025.

12. Private Markets Consultant Quarterly Report.

Mr. Edge discussed Albourne’s due diligence support for investments made under IPS delegated
authority in 2025. He reported on investment memos for Private Markets activity in 2025. Mr.
Gonzalez asked how long will it take for TMRS to know how well private market investments
performed? Mr. Edge said it takes multi-year review, with typically three years of data to
understand if results are more than noise. These assets are reviewed against both public and private
market benchmarks.
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13. Call for Future Agenda Items.

Mr. Gonzalez said a lot of data was provided to the Committee today. He would like staff in the
future to tie data back to strategy, to help the Committee understand the bottom line and what staff
needs from the Board to execute strategy.

There being no further business, Mr. Langley adjourned the meeting at 11:59 a.m.
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Debbie J. Muiibz ﬂ Pamela Williams
Executive Director Committee Vice Chair
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