Wyoming Retirement System Annual Report on Strategic Plan
FY 2015 (July 1, 2014 through June 30, 2015)

Agency Information:

Executive Director:
Ruth Ryerson

Contact Person:

David Swindell, Deputy Director
6101 Yellowstone Road, Suite 500
(307)777-6109

Website:
Retirement.wyo.gov

Statutory References:

. 9-3-401 to 9-3-452 (Wyoming Retirement System)

. 9-3-601 to 9-3-620 (State Highway Patrol, Game and Fish Warden & Criminal Investigators)
. 15-5-201 to 15-5-209 (Paid Firemen's Pension Plan A)

. 15-5-401 to 15-5-422 (Paid Firemen's Pension Plan B)

. 15-3-401 to 9-3-452 (Law Enforcement Pension Plan)

. 35-9-601 to 35-9-615 (Volunteer Firemen's Pension Plan)

. 9-3-701 to 9-3-713 (Wyoming Judicial Retirement Plan)

W S. 35-29-101 to 35-29-112 (Volunteer Emergency Medical Technician Pension Plan)
W.S. 9-3-431 (Air Guard Firefighter Pension Plan)

W.S. 9-3-501 to 9-3-508 (Wyoming Deferred Compensation)

W.S. 9-3-302 (Social Security - Section 218 - Administration Only)
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Basic Information

Number of Employees:
37 full-time permanent state employees, 4 AWECS, 2 temporary employees, 2 external IT positions and 1
contract employee

Clients Served:

Approximately 42,000 actively employed members of nine pension plans, 6,200 inactive vested members
and 24,000 retirees. The agency also administers a deferred compensation 457 plan, which has
approximately 20,000 accounts.

Budget Information/Expenditures for FY 15

2014-2015 biennium budget of $15.4 million; this includes both the standard budget and exception budget.

Primary Functions:

Accounting — developing and administering WRS’ budget, allocating overhead costs among the different
plans and producing the comprehensive annual financial audit report

Audit — performing an internal audit function that strengthens the organization by identifying
organizational improvements and performing an external audit function that ensures an equitable
environment for all participating employers

Communications — providing member and employer communication & education on-site with a
curriculum of educational seminars about pension and 457 plan features, planning for retirement, and
investing for retirement; additional communications methods include WRS’ website, statements,
newsletters, email blasts, plan handbooks, and social media



o Deferred Compensation — administering a governmental 457 supplemental savings plan

e Information Technology — providing support services for all WRS operations, particularly pension plan
administration

¢ Investment — investing the assets of all the pension plans in a combined strategy and oversight of the 457
Plan’s investment lineup

e Legal — providing in-house legal counsel to advise the executive director, support the investment team and
negotiate investment contracts, monitor securities litigation on behalf of the Board and legal representation
pertaining to benefits administration

e Operations — providing administrative functions related to pension plan members: member benefit
counseling and calculations, customer service to members, administration of member account data, posting
of incoming contributions and retiree payroll

e Pension Administration System — delivering contemporary pension plan administration for WRS
including internet access for members and employers

Performance Highlights/Major Accomplishments of FY 2015:

1) Retain quality staff and leadership:

In order to work toward this goal, WRS expanded its new board member orientation and developed a process for
ensuring high-quality candidates for board appointments are submitted to the Governor’s staff. The board is
maintaining its governance structure by annually reviewing governance policies, conducting a board self-evaluation
and holding strategic planning retreats regularly.

Building a stable, effective investment organization is necessary to achieve the Board’s long-term investment goals.
WRS has achieved increasing stability in the investment team in large part due to the financial and organizational
support of the Legislature, the Governor and the Board.

The Board increased the size of the investment team from the first CIO in early 2009 to four professionals at the
beginning of 2015. In late 2014 the Board, in consultation with Governor Mead, approved a five-year strategic plan
for increased investment team staffing. WRS has embarked on fulfilling this plan primarily with a summer intern
program and an analyst program.

2) Continue to improve risk-adjusted investment performance:

WRS measures its performance against multiple benchmarks including its target asset allocation portfolio, a generic
portfolio of 60 percent stocks and 40 percent bonds, and a relevant peer group. Based on these measures, WRS’
long-term investment performance since the inception of the investment team in March of 2009 has improved.

The WRS 2014 calendar year net return was 4.7 percent. Over this period the portfolio underperformed its target
asset allocation benchmark of 5.6 percent and peer set gross return of 5.6 percent but substantially outperformed the
60/40 benchmark of 2.7 percent. WRS is more diversified globally than many of its peers, has a large allocation to
small cap equities and has a significant overweight to “value” equity. While these positions are believed to
outperform in the long-term, they caused the portfolio to underperform its target asset allocation benchmark and
peer set in 2014. It is important to note that while annual returns are a gauge of current portfolio positioning they are
short-term in nature and must be viewed in the context of market cycles.

WRS’ net returns over the three- and five-year periods outperformed its target asset allocation benchmark by 0.50
percent and 0.70 percent, respectively. In addition, WRS outperformed the 60/40 portfolio by 1.70 percent and 1.80
percent respectively over the same time frames. For a portfolio of WRS’ size these positive differences equate to
several hundred million dollars of performance. WRS ranked in the 67th percentile and 74th percentile of peer
public pension funds with assets over $1 billion respectively over these same time periods. For some context on the
vast improvement in relative returns since the inception of an investment team, as of 3/31/09, the fund lagged the
target asset allocation benchmark over three, five and ten years by 2.88 percent, 1.87 percent and 1.23 percent,
respectively.



The ten-year net annualized return of the portfolio of 5.3 percent was below the 7.75 percent actuarial expected
return assumption used to determine WRS’ pension liabilities largely due to the negative impact of the global
financial crisis in 2008/20009.

Performance Ending December 31, 2014

Annualized Returns
One Three Five Ten
Year Years Years Years
Return Return Return Return

WRS Total Fund 4.9% 10.7% 8.9% 5.7%
WRS Total Fund (net) 4.7% 10.5% 8.6% 5.3%
Benchmark (Target Asset Allocation) 5.6% 10.0% 7.9% 5.6%
Benchmark
(60% ACWI1/40% BC Multiverse) 2.7% 8.8% 6.8% 5.4%
Peer Set (Mean of Public Pension
Funds over $1 Billion) ** 5.6% 11.4% 9.7% 6.5%

Source: New England Pension Consultants
** Gross performance, net performance for Public Pension funds unavailable

To improve short-term investment performance, WRS made a number of changes to the portfolio such as
eliminating underperforming managers, executing tactical trades, hedging foreign currency exposure and pursuing
low-cost “Smart Beta” investments. These changes have improved performance in the early part of calendar year
2015 and should improve performance over the coming fiscal year.

To improve long-term investment performance, WRS increased the size of the investment team by two professionals
and introduced asset class specialization. While it will take several years for these changes to produce an impact,
they should improve WRS” ability to take advantage of market dislocations as well as improve decision making for
tactical tilts within the portfolio. WRS will continue to focus on risk evaluation and control by leveraging our
relationships with our managers and current service providers to improve our risk framework. In the last half of
2014, WRS developed a high-quality private equity investment program. An investment manager was selected and
the investment structure was established before year-end in 2014.

3) Enhance further credibility and influence with Executive Branch, Legislature and Wyoming constituents:
To advance this goal, WRS undertook a variety of initiatives with policy makers and stakeholders.

WRS developed a legislative liaison program and transition plan. WRS ensures effective communication with its
home committee, the Joint Appropriations Committee. The Board Chair, Committee Chairs and executive staff
obtained experience in testifying at legislative hearings. The Board Chair and Executive Director have had regular
meetings with Governor Mead’s staff. WRS expanded its outreach and communications materials for policy makers
and stakeholders.

In 2015, the Wyoming Legislature passed and Governor Mead signed five pieces of legislation. Of these, WRS
brought forward three legislative initiatives pertaining to 1) updating and improving the Wyoming Retirement Act,
2) establishing automatic enrollment for newly hired state employees into the 457 Deferred Compensation Plan and
3) combining two separate plans for volunteer firefighters and emergency medical technicians into one. Along with
the legislation initiated by the WRS Board, two additional retirement-related bills passed pertaining to 1) military
service purchase and 2) duty-connected disability and pre-retirement death benefits for state park rangers.

Annual contributions to the Deferred Compensation Plan have steadily increased since the Plan was moved to WRS
in 2001. Contributions were up slightly to $35.6 million in CY2014 from to $35.4 million in CY2013. WRS’ goal is
to continue the trend of steadily increasing contributions, in spite of competing external forces, i.e., hiring freezes,
wage freezes and increasing health insurance premiums.

WRS continues to educate members. In CY2014, WRS traveled to every county in the state to provide in-person
education about basic retirement planning and investment concepts to over 9,500 members. WRS provides seven
different education seminars for active employees, one workshop specifically designed for retirees and pre-retirees,



and one training seminar for employer liaisons. WRS’ member education program provides integrated information
about the pension plans and the 457 Plan. The intent is to make all members aware of the value of their pension and
highlight the need for supplemental retirement savings.

WRS has hosted activities for National Save for Retirement Week for the last decade to promote awareness for the
need to save and plan for retirement. This includes public events in Cheyenne and an email and website campaign
for members across the state.

4) Ensure consistent and accurate benefit administration and recordkeeping:

During this timeframe, WRS’ focus was stabilizing operations in its new pension administration system which
provides online, secure account access to members and employers. There are ongoing challenges of stabilizing
operations in the new system. WRS established a Change Advisory Board comprised of key staff tasked with
advising the agency on changes to the new system.

WRS’ participating employers now upload employee information through an employer portal. Over time, this will
dramatically improve WRS’ member data and streamline the monthly contribution process. After the launch of the
new system, employers were experiencing extremely slow response times when uploading or downloading
information. In response, WRS began hosting the pension administration system on dedicated servers instead of
shared enterprise servers in March. ETS supported this arrangement. It has improved network speed and allowed
WRS staff to have better visibility on network operations.

Members now have online access to their account information and can initiate many transactions online, including
address updates, bank account changes, beneficiary updates, estimate requests and applications for retirement. Some
members have full functionality upon first access of their online account, specifically members hired after 2000 and
not employed by a school district. For these members, there has been a vast improvement in access to account and
benefit information.

Those actively employed members hired prior to 2000 or who work for a school district need a manual account audit
by WRS staff prior to having full access to online account functions. This is necessary due to deferred data
cleansing, WRS has had difficulty in keeping up with the volume of account audits and it has taken months to
respond to members.

Although accounts for the 457 Deferred Compensation Plan are maintained by a third party administrator, the 457
plan shares some aspects of WRS’ pension administration technology. WRS uses it as a workflow and document
management system for the 457 Plan and, as a result, was able to move legacy paper files into electronic format and
incorporate them into the new system.

WRS randomly sampled both actively employed members and retired members. Regarding customer service, 53.5
percent of active members responding rated it as “Excellent” or “Good” with 34.7 percent responding either
“Neutral” or “Don’t Know.” Those responding “Fair” or “Poor” amounted to 5.1 percent and 6.5 percent did not
respond. The customer service response from retired members was 82.2 percent rating it “Excellent” or “Good.” The
results of the active member and retired member survey are both baseline measurements. Based on the level of
response, for both the active members and retired members, results of the 2014 survey reflect the views of the
overall membership with a margin of error of +/- 7 percentage points with a 95 percent level of confidence.

WRS complied with the new requirements of the Government Accounting Standards Board (GASB) pertaining to
changes in the accounting rules for governmental pension plans. These requirements are specifically known as
GASB 67 and 68 and they entail providing additional information for employers to incorporate into their financial
statements.

As part of an ongoing effort toward good administration, WRS rebid custody bank services to ensure highest quality
service at a reasonable price. A new provider was selected and custodial services were transferred to Northern Trust
in May 2015.



5) Identify and manage WRS and the investment program in an enterprise risk aware approach:

In this timeframe, WRS began a process designed to identify and manage the agency in an enterprise risk aware
approach though the performance of the following activities:

1)

2)

3)

The Internal Audit Department reviewed the 2008 Independent Fiduciary Services limited scope
audit prepared in conjunction with the Wyoming State Auditor’s Office and documented the
changes implemented by WRS and the Board in response to the audit’s recommendations. This
review enabled WRS executive management to demonstrate to the Board and the legislature that
many of the recommendations have been implemented or otherwise addressed. The review also
isolated the few remaining recommendations that have not been completely implemented.
Continued effort to address those recommendations will factor into WRS’s overall risk management

goals.

The Internal Audit Department worked in conjunction with WRS accounting personnel, the
outgoing and incoming custody banks and the WRS-retained securities litigation law firm to help
establish an in-house securities litigation monitoring program and to provide recommendations to
ensure consistent and comprehensive claims filings during and subsequent to WRS’s transition of
custody banks. This effort was designed to mitigate the risk associated with the gap in monitoring
coverage that resulted from the transition.

The Internal Audit Department formed a working group and laid the ground work for conducting an
agency-wide enterprise risk assessment, assigned roles and defined general objectives for
dissemination of internal control questionnaires for all WRS sections and departments. The
objectives of this project will be accomplished, in part, by:

a. Tailoring the development of the risk management function for WRS to the initial steps and
objectives identified in the COSO internal control framework;

b. Identifying and documenting risks across the entire organization;

c. Working with external auditors and other stake holders to identify risks and mitigation
solutions
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