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Our mission is to deliver retirement and other benefits
to Virginia public employees
through sound financial stewardship
and superior customer service.
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Investments

/N " VRSinvestment decisions are made inthe best
\ / interest of members, retirees and beneficiaries.

= By balancing risk with reward in the portfolio, the
‘ /./\7I fund is projected to grow over time, meeting or

exceeding the assumed rate of return.
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External Assessment
of the Investment Program

L] * VRS saves $58.1 millionin fees annually by
TQT managing a portion of the total fund in-house.

= Also, VRS’ skilled negotiatingin external
L_% é) investment management costs results inabout
110 $34.8 million a year in savings.

= Active management has resulted in an average
|:||:||:|I:| added value of $930 million annually to the
trust fund over the past decade.
s = TUCS places VRS in the optimal quadrant,
producing more return and more importantly,

at less risk when compared to peers.
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Administration

O
202, _ _
oo * Members and retirees count on VRS to deliver
'ﬁr@;“' benefits efficiently and reliably.

= /RS distributes more than $6 billion in benefit

|:||:||:| @7 payments.

v — = CEM Benchmarking rates VRS in the low-cost,

W — . . . .

v = high-service quadrant of their peer comparison
assessment.
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Looking to the Future

& |2 = Staff continues to innovate and explore
050 | = opportunities to better serve those who
Sl

serve others.

= The Board uses external expertise to:

* Inform decision-making

Ch
v =

Support asset allocation

Review benchmarks

Monitor performance

Enhance service delivery
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Summary

Your actions help VRS:

‘u/[l[l = Reinforce our strong funded status.

o = Keep contribution rates steady.

= Assist the Commonwealth in maintaining
the highest bond rating.

VRS remains committed
to serving those who serve others.
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Investments Agenda

Board Policy Changes - Risk Reduction

= Performance Update

Staff Value Add

* |nternalmanagement

..-
e
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* Cost-effectiveimplementation

.
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= Markets & Economy
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Asset Liability Study - Risk Reduction

After a comprehensive Asset Liability Management study, the VRS Board adopted a new
long-term assetallocation thatincreases the overall diversification of the portfolio
without sacrificing expected returns in the future.

Code of Virginia requires the Board to “diversify such investments so as to minimize the
risk of large losses.”

Implementation began in 2024 and will be phased in prudently over time.

‘-.-'itg'mi;l
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Prior Target Long Term Target
Allocation Allocation
Public Equity 34% 32%
ixed Income 15% 16%
redit Strategies 14% 16%
Real Assets 14% 15%
Private Equity 16% 15%
Private Investment Partnerships 2% 1%
Diversifying Strategies A% 6%
ash 1% 2%
otal 100% 103%
everage included in the Total 0% 3%
Prior Target Long Term Target
Allocation Allocation
xpected Annualized Return 7.14% 7.14%
pected Annualized Volatility 12.63% 12.00% A
Return GreaterThan 6.75% - 10 Years 53% 55%
Return Greater Than 6.75% - 20 Years 55% 61%




Asset Allocation — Risk Reduction

= Theexpected likelihood of financial success is improved over a variety
of measures.

= Probability of significantdrawdown in portfolioisreduced.

tate Plan
>90% Funded
Cash Flow Need
Contribution MarketValue > 5% of Market ﬁ
Rates>20% Falls > 20% ears ears Value
Prior Target Allocation 11.0% 2.9% 6.6% 10.3% 10.9% 53.3% 61.3%
Long Term Target Allocation 10.2% 2.4% 5.9% 8.3% 10.5% 53.5% 61.6%

]

eachers Plan

>90% Funded
Cash Flow Need
Contribution Market Value = 5% of Market m
Rates >20% Falls > 20% ears ears Value
Prior Target Allocation 12.5% 2.5% 5.0% 7.8% 10.9% 57.2% 63.0%
Long Term Target Allocation 11.7% 2.0% 4.3% 6.9% 10.5% 27.6% 63.4%
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Asset Allocation - Risk Reduction

= Actuarily expected contributionsremain stable and the new allocation
better protects against negative outcomes.

Contributions (annualized, millions)
20 Years - State Plan
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VRS Fiscal Year Returns
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Total Fund Performance® as of March 31, 2024

VRS Return Benchmark

1-year 11.5 12.8 —
3-year 7.1 4.6
S-year 9.1 7.6

10-year 7.9 6.9

15-year 9.8 8.8

20-year 7.4 6.6

25-year 6.9 6.0

*Percent; net of fees source: Bank of New York Mellon
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Total Fund Performance® as of March 31, 2024

10Year 5Year 3 Year 1Year Market Value ($MM)

Total Public Equity Strategies 8.9 10.9 7.5 24.4 38,340
Benchmark 8.8 10.8 6.7 22.6

Total Private Equity 14.8 16.6 14.3 7.7 19,407
Benchmark 10.8 13.1 6.2 22.7

TotalReal Assets 8.6 6.6 7.8 -3.3 14,099
Benchmark 6.2 4.3 4.6 -6.3

Total Credit Strategies 6.1 7.5 6.8 12.3 16,181
Benchmark 5.0 5.3 4.3 11.5

Total Diversifying Strategies ** n/a 5.8 5.1 13.1 3,533
Benchmark nfa 5.8 3.1 9.9

Total Private InvestmentPartnerships n/a 9.6 11.2 7.2 2,415
Benchmark nfa 8.5 3.7 8.3
Totallnvestment-Grade Fixed Income 24 1.6 -1.7 2.9 15,972
Benchmark 1.6 0.6 -2.2 2.5

Total Fund 7.9 9.1 7.1 11.5 113,044
VRS Custom Benchmark 6.9 7.6 4.6 12.8

*Percent; net of fees **Previously known as Multi-Asset Public Strategies
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Source: Bank of New York Mellon
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Total Fund Performance™ as of April 30, 2024

10Year 5Year 3Year 1Year FiscalYTD MarketValue ($MM)

Total Public Equity Strategies 8.5 9.5 4.9 18.8 14.4 36,468
Benchmark 8.4 9.4 4.0 17.0 11.8

Total Private Equity 14.7 16.6 13.7 7.4 4.6 19,417
Benchmark 11.2 11.7 6.4 14.9 15.3

TotalReal Assets 8.5 6.6 7.4 -3.4 -2.7 14,046
Benchmark 6.3 4.1 4.1 -6.2 -2.3

Total Credit Strategies 6.1 7.3 6.5 11.6 9.3 16,248
Benchmark 4.9 5.0 4.0 10.3 8.9

Total Diversifying Strategies ** n/a 5.7 4.9 13.4 10.5 3,577
Benchmark n/a 2.6 2.6 9.8 7.7

Total Private InvestmentPartnerships n/a 9.6 11.2 7.2 6.0 2,415
Benchmark n/a 7.6 3.5 5.6 5.7
Totallnvestment-Grade FixedIncome 2.1 1.1 -2.8 -0.2 0.9 16,264
Benchmark 1.3 0.1 -3.3 -0.6 0.7

Total Fund 7.7 8.5 5.8 9.2 7.2 111,314
VRS Custom Benchmark 6.7 6.8 3.4 9.2 7.6

*Percent; net of fees =*Previously known as Multi-Asset Public Strategies
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Asset Allocation as of March 31, 2024

Total Fund Market Value = $113.0 billion (Dollar Amounts in Billions/Percent of Total Fund)

-10% 0% 10% 20% 30% 40% 50%
I $2¢-/329%  Public Equity
$19.4/17.2% Private Equity
$14.1/125% Real Assets
_ $16.2/143% Credit Strategies
. $3.5/31% Diversifying Strategies™
l $2.4/21% Private Investrment Partnerships
I $1.21.1% Exposure Management Portfolio
$16.0/141% Fixed Income
$2.6/2.3% Cash
$-07/-06% | Leverage Dollar Amounts in Billions /

Percent of Total Fund
Difference intotals are due to rounding

Virginia Previously known as Multi-Asset Public Strategies Source: Bank of New York Mellon
Retirement
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Trust Universe Comparison Services
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Risk vs Total Return
5 Years Ending March 31, 2024

More Return, Less Risk More Return, More Risk
Stock Index
=
&
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Source: Wilshire Trust Universe Comparison Service® (TUCS®)
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Trust Universe Comparison Services

14
13
12
11
10

o =] 0o W

N

Annualized Rate of Return (%)

O B kLD

Vir ginin

System”

Risk vs Total Return
10 Years Ending March 31, 2024

More Return, Less Risk
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Risk (Historical Standard Deviation of Return)

source: Wilshire Trust Universe Comparison Service® (TUCS®)
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Internal Asset Management (IAM)

Asset Class Objective $MM
Core 14,546.5
Fixedlncome  CorePlus 651.9
Subtotal 15,198.4
Low Tracking Error 13,213.4
Low Volatility 5,953.7
Equity
Other 0.7
Subtotal 19,167.8
Other Other 4,030.1
Total 38,396.3

asof March 31, 2024
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Adding Value Multiple Ways

Total Fund 10-Year Value Add

As of 12/31/2023 9,303
100
Basis Points $MM
Source: BNY Mellon Data, 12/31/23
Effective Cost Management In-House Management Fee Savings
As of 12/31/2022 As of 12/31/2022
98.1
34.8
3.9
=
—
Basis Points $MM Basis Points $MM

Virginia Source: CEM, CY2022 Source: CEM, CY2022
Retirement
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Markets & Economy

‘ //] The Federal Reserve continues to fight inflation.

Short-term interestrates remain at high levels.

The labor market remains strong with low
unemployment and real wage gains. Overall, U.S.
consumers continue to support the economy.

@ Al is changing the global economy and creating

unique investment opportunities.
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Recent Accomplishments

o)
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Began implementation of new asset allocation, which is a
multi-year process.

Built out risk managementteam and liquidity/leverage
management team.

Outside consultant conducted review of benchmarks. Review
was presented to and approved by the Investment Advisory
Committee, the Investment Policy Committee, and the Board.

Ongoing professional development and training.
Nine new degrees/charters/certificatesearned in 2023.

« 33 Chartered Financial Analyst designations

7 Chartered Alternative Investment Analyst designations
49 Master’s degrees

6 Ph.D.s

1 Juris Doctor



Summary

= VRS is a long-terminvestor.

VRS continuesto focus on managing risk while seeking
returns. Newly adopted long-term allocationreduces overall

risk without sacrificinglong-term expected return.

= VRS portfolio hasoutperformed its benchmarkand the 6.75%
assumed rate of returns over longer (3-, 5-, 10-, 15-, 20-year)
periods. Diversification and focus on risk-adjusted returns
works.

= Strong stock markets have been a significantdriver of returns
00 O for VRS overthe lastyear. Higherinterestrates are creating
opportunities acrossthe portfolio.

@ = Staff continuesto add value through strong performance and
by cost-effective implementation practices.

Virginia
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Overview

Patricia S. Bishop
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VRS Total Membership as of May 31, 2024

Plan 1 Plan 2 Hybrid Total

Teachers 94,000 26,565 80,959 161,524
Political Subdivision Employees 29,645 31,949 57,102 118,696
State Employees 23,076 12,273 43,577 78,926
State Police Officers’
Retirement System (SPORS) 879 972 — 1,851
Virginia Law Officers’
Retirement System (VaLORS) 1,622 5,698 — 7,320
Judicial Retirement System (JRS) 124 39 299 462
Total Active Members 109,346 77,496 181,937 368,779
Total Retirees/ Inactive/Deferred VRS Total
Active Members Beneficiaries Members Population
368,779 244,030 215,932 828,741
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Hybrid Retirement Plan

Contributions Structure: July 1, 2024

Provides a lifetime monthly benefit
based on aformula

4 Defined Benefit (DB) Component N

4 Defined Contribution (DC)
Component
Provides a balance to draw from
in retirement based on contributions

Mandatory Employee

Contribution
4%

Fixed

Employer Defined
BenefitRate

Virginia
Retirement
System™

and investment performance

.

~

J

Mandatory Employee
401(a) Contribution
1%

457 Contribution
0-4%

Mandatory Employer
401(a) Contribution
1%

Voluntary Employee

Employer Matching
401(a) Contribution
0-2.5%




Prior Proposals:
Improving Hybrid Plan Retirement Outcomes

= Accelerate auto-escalationto 0.5% increase involuntary
/‘/‘7I contributions every two years for members not at the

maximum voluntary level.

= Auto-enrollwithvoluntary contributionat 0.5% upondate
of hire, with ability to opt-out.

Gos =  Change allocationof member contribution.
* Current4% DB and 1% DC.
* Proposed3% DB and 2% DC.
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Funded Status: Teachers

New GASB accounting rules reflect The funded statusfor FY 2023 based on
funded statuson the marketvalue the actuarialvalue of assets was 79.7%
100.0% . A
basis beginning in 2014 - -t
o =-|p ol fo-
90.0% ,}., ¥ 9 q;a eP‘ q,

BO.0%%

% ‘x TeacherPlan
o o ﬂ“ 3N Unfunded
70.0% '¢"“ s o "g Liability as of
6/30/2023
60.0%
$12.0 Billion
50.0% using
40.0% Actuarial
Assets
30.0%
$11.3 Billion
20.0% using
10.0% Market Assets
0.0%

B Historical Funded Status - Actuarial Value of Assets | Projected Funded Status using Market Value of Assets
up to 2013 & MarketValue of Assets 2014 Forward (New GASB Standard)

Notes:
= Projectedfunded status basedon assumedinvestmentreturns of 6.75% and inflation of 2.5%.

= GASB Accounting rules reflect funded status using MarketValue of Assets effective6/30/14 for Plan Reporting and 6/30/15 for Employer
Reporting.
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Funded Status: State

100.0%

90.0%

80.0%

70.0%

60.0%

50.0%

40.08%%

30.0%

20008

10,086

0.0%%

. Historical Funded Status - Actuarial Value of Assets

The funded status for FY 2023 based on

Mew GASE accounting rules reflect funded
the actuarial value of assets was 78.0%

status on the market value basis beginning
in2014
°+* K

S
h@ q;bq

ok 7 a ol %""
h?" e *q‘l’% 0T "
‘ ‘ | dﬁ | ‘ ‘ ‘ |

] - ") ) ] O . v Y] el o N
A e LR A" "v N Ak ol 3= > & o "b Ak
SR MR CEF SRR S i S R

. Frojected Funded Status using Market Value of Assets

up to 2013 & Market Value of Assets 2014 Forward (Mew GASE Standard)

MNotes:

Projected funded status based on assumedinvestment returns of 6.72% and inflation of 2.5%.
GASE Accounting rules reflect funded status using MarketValue of Assets effective6/30/14 for Plan Reporting and 6/30/15 for Employer

Reporting.
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State Plan
Unfunded
Liability as of
6/30/2023

$6.1 Billion
using
Actuarial
Assets

$5.8 Billion
using
Market Assets

34



Progress in Plan Stability

Cash infusions and maintaining contributionrates have improved plan health
by increasing funded status and generating savings over time.

/7

il

Cash infusions
resultedin an
estimated $2 hillion
in savings over 20
years.

Virginia
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Maintaining board-
certified rates
provided an
estimated $548
millionin savings
over 15 years.

"
o 0 o

While funded status
continuesto improve,
providing benefit
enhancementsaddsto
unfunded liabilities.



Service-Cost Relationship

Relationship between VRS service and pension administration cost

25 High Service, High Service,

§ 20 Low Cost 8 @ High Cost Pension Administration Cost
A

. 15 % 0 $113
c 10 PEER
g AVERAGE
: ) @F O - COST
o

' O F

© 0 ®_o 9, O

S o O o O

ﬁ -5 o '®) O
% -10 O ° ﬁ O Total Service Score
A

s o | o 83 N 78
£ 59 VRS PEER

2 SCORE MEDIAN
ﬁ -25 Low Service, @, Low Service, SCORE
o Low Cost High Cost
& -30

g -5200 -5100 S0 5100 5200 5300 S400

Relative Admin. Cost = Admin. Cost - All Average Admin. Cost

0O Peer O All m VRS

Virginia
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/| The Hybrid RetirementPlan is now the dominant plan.
] |:|ooo = Reducesemployerrisk and costs
r"'*r\‘ =  Opportunities existto improve outcomes for members

The cash infusions and additional contributionsyou provided

gk to the plans achieved progress in plan stability.
/X s = Decreasing unfunded liabilities
N o Qo = Moderating contributionrates

= Producingfuture savings
= |mprovingoverall plan health

’C\) VRS focuses on customersetvice delivery
m‘ D \ = Provides high-level service at a low cost

= = Leverages technologyto securelyexpand service options
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Helping members 40 /

77

plan for tomorrow,
today
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Constitutional Duties and U.S. Code:
Exclusive Benefit Rule

Constitution of Virginia, Article X, Section 11.:

“The funds of the retirement system shall be deemed separate and
independent trust funds, shall be segregated from all other funds of the
Commonwealth, and shall be invested and administered solely in the
interests of the members and beneficiaries thereof.” [Emphasis added.]

26 United States Code §401(a):

“A trust ... shall constitute a qualified trust under this section ... if under
the trust instrumentit is impossible ... for any part of the corpus or
income to be (within the taxable year or thereafter) used for, or diverted
to, purposes other than for the exclusive benefit of his employees or
their beneficiaries....” [Emphasis added.]
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VRS Fiduciary Duty

K

II
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Administerthe trust fund solelyin the interests of VRS
members, retirees and beneficiaries.

= Constitution of Virginia

= Code of Virginia

= [nternal Revenue Code

Manage assets with care, skill, prudence and diligence.
= Trustees carry out the Board’s fiduciary duties and responsibilities.
= Protect long-term value of investment portfolio.

= Provide benefit security to members and rate stability for
employers.

Maintain broadest possible opportunity setin the
investment portfolio.

= Divesting from/not investing in certain sectors may contradict
fiduciary requirements.

= |nvestmentincome has historically funded two-thirds
of benefit payments.
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