TEACHERS’ RETIREMENT SYSTEM OF OKLAHOMA
Investment Committee Meeting
Tuesday, January 26, 2016 — 3:00 PM
TRS Administration Board Room
2500 N. Lincoln Blvd., 5" Floor, Oklahoma City, OK

AGENDA

CALL TO ORDER

DISCUSSION AND POSSIBLE ACTION ON INVESTMENT CONSULTANT
MONTHLY REPORT

DISCUSSION AND POSSIBLE ACTION ON MANAGER STATUS REPORT
INCLUDING ADVISORY RESEARCH, INC. (ALL CAP) AND WELLINGTON
MANAGEMENT The Investment Committee may recommend through motion to the Board of
Trustees to make any changes to the status of any manager(on watch, alert, remove them from
that status, or terminate (and select transition manager and reallocate funds if necessary)) based
on the information available at the meeting.

DISCUSSION AND POSSIBLE ACTION ON INTERNATIONAL EQUITY RFP
CANDIDATES INCLUDING REVIEW OF INVESTMENT MODELING AND POSSIBLE
SELECTION OF FINALISTS FOR BOARD INTERVIEW

DISUCSSION ON AMENDMENT TO INVESTMENT POLICY STATEMENT
DISCUSSION ON CHIEF INVESTMENT OFFICER REPORT

QUESTIONS AND COMMENTS FROM TRUSTEES

ADJOURNMENT

ALL BOARD MEMBERS ARE ENCOURAGED TO ATTEND INVESTMENT
COMMITTEE MEETINGS

INVESTMENT COMMITTEE:
Chair: Vernon Florence
Members: Bill Peacher, Roger Gaddis, Jill Geiger, Gary Trennepohl
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INTRODUCTION AND STATEMENTS OF PURPOSE, PHILOSOPHY AND ETHICS

The Board of Trustees of the Teachers’ Retirement System of Oklahoma, as the governing body

for the System, deems it prudent and necessary to maintain this Investment Policy Statement to

act as the principal governing document for the investment of System assets.

A. Legal Authority and System Description

The System is established by statute; the legal authority and description of the System are
detailed below.

Constitutional Authority
Section 62 of Article 5 of the Oklahoma Constitution was added as a result of the passage
of State Question 306 on July 14, 1942. This section reads:

“The Legislature may enact laws to provide for the retirement for
meritorious service of teachers and other employees in the public
schools, colleges and universities in this State supported wholly or
in part by public funds, and may provide for payments to be made
and accumulated from public funds, either of the State or of the
several school districts. Payments from public funds shall be made
in conformity to equality and uniformity within the same
classifications according to duration of service and remuneration
received during such service.”

Statutory Authority

As a result of the passage of State Question 306, the Legislature enacted House Bill 297 in
the 1943 legislative session that created the Oklahoma Teachers Retirement System
(“System”). The legislation has been changed substantially in the years since its creation
and is currently codified in Oklahoma Statutes Title 70, Sections 17-101 et. seq. (NOTE:
In the remainder of this document, statutory references will follow the notation O.S. 70 §
17-101 to reference Oklahoma Statutes Title 70, Section 17-101.)

Purpose of System
In O.S. 70 § 17-102, paragraph 1 creates the Oklahoma Teachers Retirement System and

outlines the purpose of the System as follows:

“A retirement system is hereby established and placed under the
management of the Board of Trustees for the purpose of providing
retirement allowances and other benefits under the provisions of
this act for teachers of the State of Oklahoma.”

Board of Trustees Powers
The second paragraph of O.S. 70 § 17-102 provides the broad terms of the powers
entrusted to the Board of Trustees (“Board”):

OTRS

Investment Policy Page 1 of 39
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“The Board of Trustees shall have the power and privileges of a
corporation and shall be known as the "Board of Trustees of the
Teachers' Retirement System of Oklahoma”, and by such name all
of its business shall be transacted, all of its funds invested, and all
of its cash and securities and other property held in trust for the
purpose for which received.”

Further powers vested upon the Board are set forth in O.S. 70 § 17-106, in part:

“(1) The general administration and responsibility for the proper
operation of the retirement system and for making effective the
provisions of the act are hereby vested in a Board of Trustees which
shall be known as the Board of Trustees and shall be organized
immediately after a majority of the trustees provided for in this
section shall have qualified and taken the oath of office.”

and:

“(10) Subject to the limitations of this act, the Board of Trustees
shall, from time to time, establish rules and regulations for the
administration of the funds created by this act and for the
transaction of its business.

Finally, O.S. 70 8 17-106.1, in part, speHs-eutdefines the duties of the Board in relation to
investment of fund assets:

“A. The Board of Trustees of the Teachers’ Retirement System of
Oklahoma shall discharge their duties with respect to the System
solely in the interest of the participants and beneficiaries and:

1. For the exclusive purpose of:

a. providing benefits to participants and their beneficiaries, and

b. defraying reasonable expenses of administering the System;

2. With the care, skill, prudence, and diligence under the
circumstances then prevailing that a prudent person acting in a like
capacity and familiar with such matters would use in the conduct of
an enterprise of a like character and with like aims;

3. By diversifying the investments of the System so as to minimize
the risk of large losses, unless under the circumstances it is clearly
prudent not to do so; and

4. In accordance with the laws, documents and instruments
governing the System.”

A:B. Statement of Purpose

Fhis-A primary purpose of this investment policy statement is issued-fortheto guideance
of fiduciaries, including the members-ef-the-Board_of Trustees, System staff, investment
managers, consultants and others responsible for overseeing and investing the assets of the
Fund._ This policy also communicates foundational tenants underlying its formulation.

OTRS Investment Policy Page 2 of 39



This policy provides specific guidance regarding investment objectives, asset allocation,

risk management and the means by which investment objectives are intended to be

achieved. Additional specific guidance is given in defining roles, delegated duties and

accountabilities of System fiduciaries as well as setting forth logical, disciplined

procedures for making decisions.

C. Statement of Investment Philosophy

Since this policy is a communication tool for System fiduciaries, interested stakeholders as

well as other external parties, the Board recognizes that it is important to articulate the

underlying beliefs that are foundational in its formulation. Key aspects of the Board’s

investment philosophy are summarized in the following statements.

1

The Fund has an infinite time horizon and the assets should be invested and

managed accordingly.

A central tenet in investing is the tradeoff between risk and return, meaning that

the pursuit of higher expected returns is accompanied with higher expected risk.

Funds with long term investment horizons are able to pursue higher expected

returns_associated with higher risk portfolios because they are able to remain
invested when periodic declines in market values occur.

The Fund will best contribute to the primary goal of providing benefits to

participants and their beneficiaries by realizing high risk-adjusted net returns.

The Board acknowledges that while other institutions may make investment

decisions to pursue various worthy causes that may be admirable in their own
right, the Board’s investment decisions are_ made to achieve the primary goal of
providing benefits to participants and their beneficiaries and defraying reasonable

expenses.
Long term investing success is best accomplished by adhering to a long term

strategic asset allocation rather than engaging in short term tactical market timing
among asset classes.

Diversification among asset classes and securities is the primary means of

controlling the risk of an investment portfolio.

The primary factor determining portfolio risk and return is how the portfolio is

allocated among asset classes.

The decision-making process for investments should be both disciplined and

10.

logical deriving support from current academic theory and the application of
rigorous analysis.

In_less efficient markets where the probabilities of achieving net-of-fee

outperformance relative to a passive market index are higher, active management
is preferred. In more efficient markets where the probabilities of achieving net-of-
fee outperformance relative to a passive market index are lower, low-cost index
management is preferred.

OTRS

Investment Policy Page 3 of 39
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11. Certain asset classes are only accessible in the form of private market interests
which have very limited liquidity and normally higher costs relative to public
market instruments. Investing a portion of the Fund in these illiquid asset classes is
reasonable to the extent that they offer some desirable combination of the
following relative to available public market asset classes: higher expected net
return and/or risk reduction through diversification.

D. Statement of Ethical Standards

The Board of Trustees is committed to maintaining and promoting the highest ethical
standards among Board members and among all parties involved in the administration of
fund assets.

The Board expects all parties involved in the administration of fund assets including all
System fiduciaries to conduct their activities according to the highest ethical standards
adhering likewise to the principles expressed in the Board of Trustee Policy Manual
Chapter 6 — Ethical and Fiduciary Conduct. Given the nature of fund management and
investing, particular attention will be given to conflicts of interest. All parties involved in
the administration of fund assets should be free of conflicts of interest to avoid even the
appearance of not acting in the sole interests of System participants and their beneficiaries.
Where any involved party becomes aware of an actual or potential conflict of interest it is

their duty to disclose the conflict so that the Board may assess its seriousness.

OTRS
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OKLAHOMA TEACHERS
RETIREMENT SYSTEM

Accounts
*OTRS-CUSTOM CASH FLOW-SL

Investment Portfolio as of January 20, 2016

Allocation by Investment Account and Asset Class

Market Value Accruals

Market Value and Accruals

%Allocation Accounts

*OTRS-CUSTOM CASH FLOW-SL $68,804,374.16 $8,780.76 $68,813,154.92 0.56%
*OTRS-CUSTOM CASH FLOW-SL Total $68,804,374.16 $8,780.76 $68,813,154.92 0.56% 1
Core Plus Fixed Income
OTRS-HOISINGTON INVESTMENT $334,091,509.51 $2,628,705.96 $336,720,215.47 2.75%
OTRS-LOOMIS SAYLES CORE PLUS $588,986,465.71  $5,124,377.90 $594,110,843.61 4.85%
OTRS-LORD ABBETT CORE PLUS $609,686,325.06  $4,308,149.92 $613,994,474.98 5.02%
OTRS-MACKAY SHIELDS CORE PLUS $587,334,470.86  $6,412,351.28 $593,746,822.14 4.85%
Core Plus Fixed Income Total $2,120,098,771.14 $18,473,585.06 $2,138,572,356.20 17.47% 4
Domestic All Cap Equity
OTRS-ADVISORY RESEARCH ALL $410,339,288.48 $242,486.20 $410,581,774.68 3.35%
OTRS-EPOCH INVESTMENTS $449,076,184.10 $337,712.87 $449,413,896.97 3.67%
Domestic All Cap Equity Total $859,415,472.58 $580,199.07 $859,995,671.65 7.03% 2
Domestic Large Cap Equity
OTRS-HOTCHKIS & WILEY LG CAP $503,011,103.26 $532,066.12 $503,543,169.38 4.11%
OTRS-NORTHERN TRUST S&P 500 $184,489,059.11 $230,633.55 $184,719,692.66 1.51%
OTRS-SAWGRASS LG CAP $528,701,790.90 $875,205.60 $529,576,996.50 4.33%
OTRS-SSGA S&P EQUAL WEIGHT $181,889,373.94 $134,060.14 $182,023,434.08 1.49%
Domestic Large Cap Equity Total $1,398,091,327.21 $1,771,965.41 $1,399,863,292.62 11.44% 4
Domestic Mid Cap Equity
OTRS-ARONSON, JOHNSON & ORTIZ $476,889,650.86 $410,881.61 $477,300,532.47 3.90%
OTRS-FRONTIER MID CAP $458,184,891.82 $23,381.74 $458,208,273.56 3.74%
OTRS-HOTCHKIS & WILEY MID CAP $402,796,880.74 $70,881.21 $402,867,761.95 3.29%
OTRS-WELLINGTON MID CAP $390,870,007.42 $137,298.42 $391,007,305.84 3.20%
Domestic Mid Cap Equity Total $1,728,741,430.84 $642,442.98 $1,729,383,873.82 14.13% 4
Domestic Small Cap Equity
OTRS-COVE STREET $92,338,010.18 $72,389.96 $92,410,400.14 0.76%
OTRS-FRONTIER CAP SMALL CAP $144,712,122.77 $41,328.41 $144,753,451.18 1.18%
OTRS-GENEVA CAPITAL $195,487,862.07 $55,358.45 $195,543,220.52 1.60%
OTRS-NEUMEIER POMA SMALL CAP $115,263,341.47 $30,715.36 $115,294,056.83 0.94%
OTRS-SHAPIRO CAP SMALL CAP $505,316,478.79 $187,191.88 $505,503,670.67 4.13%
OTRS-WASATCH ADV SMALL CAP $182,710,457.02 $78,264.99 $182,788,722.01 1.49%
Domestic Small Cap Equity Total $1,235,828,272.30 $465,249.05 $1,236,293,521.35 10.10% 6
High-Yield Fixed Income
OTRS-LOOMIS SAYLES HIGH YIELD $226,154,879.06 $3,614,616.14 $229,769,495.20 1.88%
OTRS-LORD ABBETT HIGH YIELD $242,643,368.17 $4,312,034.72 $246,955,402.89 2.02%
OTRS-MACKAY SHIELDS HIGH YIELD $238,225,929.77  $4,292,031.60 $242,517,961.37 1.98%
High-Yield Fixed Income Total $707,024,177.00 $12,218,682.46 $719,242,859.46 5.88% 3
International Lg Cap Equity
OTRS-CAUSEWAY CAPITAL $437,060,709.03  $1,512,502.95 $438,573,211.98 3.58%
OTRS-NORTHERN TRUST INTL $720,147,087.79  $2,896,532.66 $723,043,620.45 5.91%
International Lg Cap Equity Total $1,157,207,796.82  $4,409,035.61 $1,161,616,832.43 9.49% 2
International Sm Cap Equity
OTRS-ADVISORY RESEARCH INTL $181,242,348.53 $676,299.16 $181,918,647.69 1.49%
OTRS-EPOCH INTL $180,244,073.00 $314,325.10 $180,558,398.10 1.48%
OTRS-WASATCH INTL $192,619,963.98 $255,466.47 $192,875,430.45 1.58%
OTRS-WELLINGTON INTL $189,518,024.08 $333,367.81 $189,851,391.89 1.55%
International Sm Cap Equity Total $743,624,409.59 $1,579,458.54 $745,203,868.13 6.09% 4
Master Limited Partnerships
OTRS-ADVISORY RESEARCH $156,686,951.22 $381.70 $156,687,332.92 1.28%
OTRS-CHICKASAW CAPITAL $199,368,585.71 $802.33 $199,369,388.04 1.63%
OTRS-CUSHING ASSET $179,950,072.02 $505.13 $179,950,577.15 1.47%
Master Limited Partnerships Total $536,005,608.95 $1,689.16 $536,007,298.11 4.38% 3
Opportunistic
*OTRS-PIMCO BRAVO II-SL $134,122,093.77 $0.00 $134,122,093.77 1.10%
*OTRS-PIMCO BRAVO-SL $26,222,402.82 $0.47 $26,222,403.29 0.21%
Opportunistic Total $160,344,496.59 $0.47 $160,344,497.06 1.31% 2
Private Equity
*OTRS-LEGACY LP-SL $43,864,159.00 $0.00 $43,864,159.00 0.36%
OTRS-FRANKLIN PARK-SL $574,066,001.00 $0.00 $574,066,001.00 4.69%
Private Equity Total $617,930,160.00 $0.00 $617,930,160.00 5.05% 2
Real Estate
*OTRS-AEW REAL ESTATE-SL $249,188,473.50 $0.00 $249,188,473.50 2.04%
*OTRS-AMERICAN REALTY ADV-SL $15,367,499.92 $0.00 $15,367,499.92 0.13%
*OTRS-ANTHEUS CAPITAL-SL $26,875,000.00 $0.00 $26,875,000.00 0.22%
*OTRS-DUNE REAL ESTATE-SL $31,962,173.00 $0.00 $31,962,173.00 0.26%
*OTRS-GREENOAK REAL ESTATE-SL $20,537,053.00 $0.00 $20,537,053.00 0.17%
*OTRS-HEITMAN REAL ESTATE-SL $255,070,474.90 $0.00 $255,070,474.90 2.08%
*OTRS-L&B GOLDEN DRILLER-SL $26,742,549.00 $0.00 $26,742,549.00 0.22%
*OTRS-L&B REAL ESTATE-SL $221,081,223.00 $0.00 $221,081,223.00 1.81%
*OTRS-LANDMARK REALTY ADV-SL $13,155,244.00 $0.00 $13,155,244.00 0.11%
*OTRS-STARWOOD CAPITAL-SL $4,721,155.00 $0.00 $4,721,155.00 0.04%
Real Estate Total $864,700,845.32 $0.00 $864,700,845.32 7.07% 10
Grand Total $12,197,817,142.50 $40,151,088.57 $12,237,968,231.07 100.00% 47
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#W OKL.AHOMA TEACHERS
Y’ RETIREMENT SYSTEM

Investment Portfolio as of January 20, 2016
Allocation by Investment Management Firm

Firms Market Value and Accruals  %Allocation # Firms
ADVISORY RESEARCH $749,187,755.29 6.12%
AEW REAL ESTATE $249,188,473.50 2.04%
AMERICAN REALTY ADV $15,367,499.92 0.13%
ANTHEUS CAPITAL $26,875,000.00 0.22%
ARONSON, JOHNSON & ORTIZ $477,300,532.47 3.90%
CAUSEWAY CAPITAL $438,573,211.98 3.58%
CHICKASAW CAPITAL $199,369,388.04 1.63%
COVE STREET $92,410,400.14 0.76%
CUSHING ASSET $179,950,577.15 1.47%
DUNE REAL ESTATE $31,962,173.00 0.26%
EPOCH INVESTMENTS $629,972,295.07 5.15%
FRANKLIN PARK $617,930,160.00 5.05%
FRONTIER $602,961,724.74 4.93%
GENEVA CAPITAL $195,543,220.52 1.60%
GREENOAK REAL ESTATE $20,537,053.00 0.17%
HEITMAN REAL ESTATE $255,070,474.90 2.08%
HOISINGTON INVESTMENT $336,720,215.47 2.75%
HOTCHKIS & WILEY $906,410,931.33 7.41%
L&B REAL ESTATE $247,823,772.00 2.03%
LANDMARK REALTY ADV $13,155,244.00 0.11%
LOOMIS SAYLES $823,880,338.81 6.73%
LORD ABBETT $860,949,877.87 7.04%
MACKAY SHIELDS $836,264,783.51 6.83%
NEUMEIER POMA $115,294,056.83 0.94%
NORTHERN TRUST $976,576,468.03 7.98%
PIMCO $160,344,497.06 1.31%
SAWGRASS $529,576,996.50 4.33%
SHAPIRO CAP $505,503,670.67 4.13%
SSGA $182,023,434.08 1.49%
STARWOOD CAPITAL $4,721,155.00 0.04%
WASATCH $375,664,152.46 3.07%
WELLINGTON $580,858,697.73 4.75%
Grand Total $12,237,968,231.07 100.00%
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