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Subject: *Consideration of Final 2025 Asset Liability Study

Background:

The investment beliefs included within the ERS Board of Trustees (Board) adopted Investment Policy
Statement (IPS) state that setting the parameters of the long-term asset allocation is the most important
investment decision the Board makes. As such, the IPS requires that asset/liability studies be conducted
regularly to assess the trajectory of the Trust’s liabilities, risk tolerance and liquidity profile, and the
probability of achieving long-term return goals. The asset allocation parameters of the ERS Trust are
outlined in Chapter IV of the IPS, with the process for establishing and reviewing parameters defined
further in section B.

The General Investment Consultant (RVK, Inc.) conducts formal asset/liability studies in connection with
each actuarial experience study, which is required to be conducted every four years pursuant to Texas
Government Code §815.206(c). Asset/Liability studies include a detailed review of the asset allocation
parameters and a comprehensive assessment of the liquidity needs of the Trust, as compared to the
potential trajectories of the asset base. Such studies provide the primary basis upon which significant
changes may be made to the strategic asset allocation parameters for the Trust.

RVK began work on the 2025 Asset Liability study in December 2024 shortly after it was selected by the
Board as its General Investment Consultant. Staff has participated by facilitating data exchange between
RVK and the system’s pension actuary, by helping RVK customize its capital market assumptions to the
implementation approach of ERS, and by assisting in the development of model portfolios for the
analysis. RVK presented a draft study to the Board for feedback and review in May 2025. The final study
and associated recommendations are presented to the Board for review during this meeting and the
materials are attached to this item as Exhibit A.

SUMMARY OF FINDINGS (From RVK)

As of the fiscal year ending August 31, 2024, the date of the most recent actuarial valuation and the start
date of the projections in this study, the System was approximately 75% funded (on a market value basis)
which equates to a shortfall of approximately $12.3 billion. While the System faces significant challenges,
improvements in funding are likely in the future as legacy payments begin to increase the asset base. The
positive results of this study rest heavily on the additional funding. Absent legacy payments, the trajectory
of the System would be materially different. Additionally, the lower retiree to contributing employee ratio,
as compared to some systems, is a positive contributing factor to its long-term health going forward.

While the System faces a challenging decade, this study suggests that continued diversification in the
investment of its assets is desirable. The study, however, suggests caution in assuming that increased
pursuit of higher expected returns, through even more aggressive (and hence even more volatile) asset
allocations, is always beneficial. Progress should be monitored periodically through studies such as
these, particularly if the System encounters a sustained period of lower returns in the capital markets (and
thus for the System’s assets) as well as material changes in contribution policy or benefit levels.

RVK recommends that the Investment Advisory Committee and Board consider reducing or removing the
allocation to public real estate to address an overweight to that asset class across the Trust.
Recommendations will be formally considered as part a separate agenda item: Consideration of Annual
Review of the ERS Investment Policy Statement.




* ERS is accredited by the State Pension Review Board (PRB) as a Minimum Educational Training (MET) sponsor for
Texas public retirement systems. This accreditation does not constitute an endorsement by the PRB as to the quality
of our MET program. This agenda item may be considered in-house training provided by ERS to the Board of
Trustees and the system administrator for purposes of fulfilling the MET program requirements. ERS is an accredited
sponsor of MET for its system administrator and trustees for continuing education.

STAFF RECOMMENDATION

This agenda item is provided for informational and discussion purposes only. No action is required.

ATTACHMENTS:

1. Exhibit A — Executive Summary of 2025 Asset Liability Study for ERS
2. Exhibit B — Full Report of 2025 Asset Liability Study for ERS
3. Slides — 2025 Asset Liability Study




